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PART |

The Business section and other parts of this AnReglort on Form 10-K ("Form 10-K") contain forwalaleking statements that involve ris
and uncertainties. Many of the forward-looking staents are located in "Management's Discussionfaralysis of Financial Condition and
Results of Operations." Forwea-looking statements can also be identified by wardsh as "anticipates,” "expects,"” "believes," fHg
"predicts," and similar terms. Forward-looking statents are not guarantees of future performancetl@adompany's actual results may
differ significantly from the results discussedhe forward-looking statements. Factors that miggnise such differences include, but are not
limited to, those discussed in thigbsection entitled "Factors That May Affect FutResults and Financial Condition" under Part lieith 7 o
this Form 10-K. The Company assumes no obligatioetise or update any forwaldeking statements for any reason, except as requy
law.

Item 1. Business
Company Background

Apple Computer, Inc. ("Apple" or the "Company") wiasorporated under the laws of the State of Calitoon January 3, 1977. The
Company designs, manufactures and markets persomgduters and related software, peripherals argbpat computing and communicat
solutions. The Company's products include the Mash® line of desktop and notebook computers, the RIS® X operating system, the
iPod™ digital music player, and a portfolio of sedire and peripheral products for education, creatensumer and business customers. The
Company sells its products through its online stodérect sales force, third-party wholesalers im@setllers, and its own retail stores. The
Company's fiscal year ends on the last Saturd&epfember. Unless otherwise stated, all informati@sented in this Form 10-K is based on
the Company's fiscal calendar.

Business Strategy
Digital Hub

Apple is committed to bringing the best possiblespaal computing experience to students, educatarative professionals, businesses and
consumers around the world through its innovataedtvare, software, peripherals and Internet oftgrimncluding .Mac™ and the iTunes®
Music Store™. The Company believes that persomalpeing has entered a new era in which the persmmaputer functions for both
professionals and consumers as the digital hubdeanced new digital devices such as the Comp#ytsdigital music players, personal
digital assistants, cellular phones, digital stild movie cameras, CD and DVD players, and ottestreinic devices. The attributes of the
personal computer, including its ability to run qdex applications, possess a high quality userfexte, contain large and relatively
inexpensive storage, and easily connect to therietén multiple ways and at varying speeds, caividually add value to these devices and
interconnect them as well. Apple is the only compiathe personal computer industry that desigrmsraanufactures the entire personal
computer—from the hardware and operating systesophisticated applications. Apple provides innoxatndustrial design, intuitive ease-
of-use, and built-in networking, graphics, and mnoéidia capabilities. Thus, the Company is uniqyegitioned to offer digital hub products
and solutions.

Apple develops products and technologies that &dfeemany industry standards in order to providetimized user experience through
interoperability with peripherals and devices frother companies. Apple has played a role in theldgwment, enhancement, promotion,
and/or use of numerous of these industry standardsy of which are discussed below.

Retail



Since inception of its retail initiative in 200hgt Company has opened 65 retail stores in the t&itates through fiscal year 2003 and during
the first quarter of 2004 opened 9 additional stpiecluding its first international store in thén@a in Tokyo, Japan. The Company has
located its stores at high traffic

locations in quality shopping malls and urban sliogglistricts. In addition to its own hardware,teaire and peripheral products, the
Company's stores carry a variety of third-partydiasare and software products.

One of the main goals of the retail initiative astring new customers to the Company and expanasitalled base through sales to both first
time personal computer buyers and those switclunige Macintosh platform from competing operatiggtem platforms. By operating its
own stores, the Company is able to better contiktistomer retail experience. The stores are mesitp simplify and enhance the
presentation and marketing of personal computiogyets. To that end, retail store configurationgehexpanded to various sizes in order to
accommodate market demands. The stores employierped and knowledgeable personnel, provide pdstashvice and support, offer a
wide selection of third-party products selecteddamplement the Company's own products, host trgiaimd marketing presentations, and
provide certain hardware support services. Addéilynthe stores provide a forum in which the Comp#s able to present entire computing
solutions to users in areas such as digital phafgr, digital video, music, children's softwared &wome and small business computing.

Education

For more than 25 years, the Company has focuséigeonse of technology in education. The Companigbet that effective integration of
technology into classroom instruction can resutiigher levels of student achievement, especialigmused to support collaboration,
information access, and the expression and repaganof student thought and ideas. The Compaayiges a range of products and
services designed to help schools maximize thegstments in technology. This is manifested in mafithe Company's products and
services, including hardware products like the eMaand the iBook® that are designed to meet thesiekdducation customers, video
editing solutions, wireless networking capabilitistident information systems, one-to-one learswigtions, and higlguality curriculum an
professional development solutions.

Creative Professionals

Creative professionals constitute one of the Compganost important markets for both hardware arfithveoe products. This market is also
important to many third-party developers who previdacintosh compatible hardware and software soistiCreative customers utilize the
Company's products for a variety of creative atiigiincluding digital video and film productiondediting; digital video and film special
effects, compositing, and titling; digital still ptography; graphic design, publishing, and primiduction; music performance and producti
audio production and sound design; and web dediyelopment, and administration.

The Company designs its high-end hardware solutiankiding servers and desktop and portable Mashmsystems, to incorporate the
power, expandability, and features desired by oreatrofessionals. Additionally, the Company's @pieig system, Mac OS X, incorporates
powerful graphics and audio technologies and featdeveloper tools to optimize system and apptingierformance when running powerful
creative solutions provided by the Company or lisdtparty developers. The Company also offers verisoftware solutions to meet the
needs of its creative customers, many of whictdaseribed below.

Business Organization

The Company manages its business primarily on grgebic basis. The Company's reportable operagggents are the Americas, Europe,
Japan, and Retail. The Americas segment includgsMarth and South America, except for the acegtof the Company's Retail segment.
The Europe segment includes European countriegbhssvthe Middle East and Africa. The Japan seginefudes only Japan, except for
activities of the Company's Retail segment. ThealRseégment currently operates Appened retail stores in the United States and irfitkt
quarter of fiscal 2004, opened its first internatibstore in Tokyo, Japan. Other operating segniealsde Asia-Pacific, which includes
Australia and Asia except for

Japan, and the Company's subsidiary, FileMaker,Hach reportable operating segment provides sitndedware and software products and
similar services. Further information regarding @@mpany's operating segments may be found inlR#gm 7 of this Form 10-K under the
heading "Segment Operating Performance," and inlR&em 8 on this Form 10-K in the Notes to Colidated Financial Statements at
Note 11, "Segment Information and Geographic D:

Hardware Products



The Company offers a range of personal computindywsts including desktop and notebook personal cbeng, related devices and
peripherals, networking and connectivity produats] various thirgearty hardware products. All of the Company's Maxsh products utiliz
PowerPC® RISC-based microprocessors. The Compantite line of Macintosh systems, excluding serviratures the Company's suite of
software for digital photography, music, and movies

Power Ma®

The Power Mac line of desktop personal computetargeted at business and professional users atesigned to meet the speed, expansion
and networking needs of the most demanding Madintser. Powered by the PowerPC G5 processor, aeslgniBM and Apple, and
featuring up to a 1 GHz front-side bus and theitgltib address up to 8GB of memory, the current &owac G5 utilizes 64-bit processing
technology for advanced 64-bit computation, whilering existing 32-bit applications natively. ThewrPC G5 processor architecture is
based on a completely new execution core thatfeatmassively parallel computation, full symmeinigiti-processing, two double precision
floating point units and an optimized Velocity Engi™.Power Mac G5 systems, encased in a professionaiam enclosure with comput
controlled cooling for quiet operation, also inauah all models SuperDrive CD-RW/DVD-R drives, thfjaudio and PCI-X expansion, and
advanced input and output technologies includingg@it Ethernet, FireWire® and USB ports. The sysésn supports 54 Mbps AirPort
Extreme® wireless networking and is Bluetooth reuywireless connections to a host of Bluetoothi#ed peripherals. Prior to the
availability of the Power Mac G5 in August 2003 tiompany's Power Mac line during most of fiscdl2@atured PowerPC G4 processors
in all models. The Company continues to offer a @oMacintosh G4 system with a single or dual 1.2 @rocessor configuration.

Xserv® and Xserve RAID Storage System

Xserve, the Company's first ever rack-mount sepveduct, was designed for simple setup and remagagement of intensive input/output
(1/0) applications such as digital video, high-fesion digital imagery, and large databases. Inraty 2003, the Company upgraded its
Xserve 1U rack servers with more powerful processmiore storage capacity, and a FireWire 800 iaterfAt the same time, the Company
introduced the Xserve RAID Storage System, a ramtage system that holds up to 14 hot-swapabledngdules capable of holding up to
3.5 terabytes of data. Xserve RAID architecture loimes affordable, high-capacity ATA/100 drive tecloyy with a Fibre Channel interface
for reliable and fast data access. Xserve RAID iglesr RAID level 5 throughput that supports afforigateal-time high definition (HD) 1080i
video editing.

PowerBool®

The PowerBook family of portable computers is desijto meet the mobile computing needs of profesfscand advanced consumer users.
The 17-inch PowerBook G4 features a 17-inch wideifd active-matrix display, is encased in a duralleninum alloy enclosure, is 1-inch
thick, and weighs as little as 6.9 pounds. TherthiPowerBook G4 also features built-in support4wPort Extreme 54 Mbps 802.11g
wireless networking, new high-speed FireWire 80baeklit keyboard with ambient light sensors, andthn Bluetooth for wireless
connection to cell phones and other Bluetooth gupdpperipherals. The 12-inch PowerBook G4 featarg®-inch, active-matrix display
housed in a lightweight, durable aluminum alloyleaare weighing approximately 4.6 pounds. The XiRowerBook G4 features a high-
speed PowerPC G4 processor, NVIDIA graphics, boiBluetooth wireless networking, and battery
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life of up to five hours on a single charge. In ®epber 2003, the Company introduced a new 15-imeteBook G4, which features a 15.2-
inch widescreen display, and is encased in a slkgkinum design weighing as little as 5.6 poundss Pproduct line addition complements

the Company's other two PowerBook models, the tB-and 17-inch PowerBook G4s that were introdunethnuary 2003 and updated in

September 2003.

iMac®

The iMac line of desktop computers is targeteddiecation and consumer markets. The Company's iMadupt line features an innovative
industrial design that incorporates an adjustablénth or 17-inch thin film transistor (TFT) activeatrix flat panel display and an ultra-
compact base. In November 2003, a new 20-inch iMadel was released. All models utilize PowerPC @tgssors, fast 333 MHz DDR
memory, NVIDIA graphics, two FireWire 400 and thiegh-speed USB 2.0 ports. The iMac also offerdalest in wireless communications
with support for 54 Mbps AirPort Extreme and Blugtowireless connectivity.

eMac™

The eMac, which is targeted primarily at the Conymeducation and consumer customers, featuresvarP@ G4 processor, a high
resolution 17-inch flat cathode ray tube (CRT) tigpa SuperDrive option, and preserves the atirie-compact design of the original iMac
favored by many of the Company's education andwuoes customers.

iBook®



The iBook is designed to meet the portable computieds of education and consumer users. The tiB@vks, upgraded in October 2003,
feature PowerPC G4 processors and either a 12eint#-inch display. These systems offer advancedectivity with AirPort Extreme and
Bluetooth, and certain models include 256 MB of DBBmory and slotead Combo drives for burning CDs and watching DVBach iBool
is outfitted with a sleek polycarbonate plasticlesgre and weighs as little as 4.9 pounds.

Peripheral Products

The Company sells certain associated Apple-brandetputer hardware peripherals, including iPod ™tdighusic players, iSight™ digital
video cameras, and a range of high quality flagbpar T active-matrix digital color displays. The@pany also sells a variety of third-party
Macintosh compatible hardware products directlgrid users through both its retail and online stanetuding computer printers and print
supplies, storage devices, computer memory, digitkdo and still cameras, personal digital assisteand various other computing products
and supplies.

iPod™

The Company's newest iPod portable music playenpedible with both the Macintosh and Windows platie, is smaller and lighter than
previous versions and is available in three modéls storage capacity of either 10GB, 20GB, or 4Q0@&ti# latter holding up to 10,000 songs.
In addition to MP3, iPod now supports the Advanéedio Coding (AAC) audio format. The new iPod madalso feature solid-state
interfaces and the 20GB and 40GB models includérbe Dock, which facilitates fast and easy conioedio a computer or stereo. The
iPod's functionality extends well beyond playingsicu Other key capabilities include data storagéerdar and contact information utility,
and a selection of games. With the addition ofitpiarty iPod peripherals, the capabilities of dariBods can be enhanced to include voice
recording and photo downloading from certain digitameras. Along with the iPod, the Company ha®liped a seamless end-to-end music
solution with the Company's iTunes® digital musiarmagement software and the iTunes Music Storeyvicedhat consumers may use to
purchase music over the Internet. Further discossiothese related music offerings may be foundvbeinder the headings "Software
Products and Computer Technologies" and "Interoétz@re, Integration, and Services."
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iSight™

The Company introduced the iSight digital video eamnand the beta version of its iChat™ AV softwegpplication in June 2003. Together
they enable high-quality audio and videoconferemedg/een two Macintosh systems over broadband otions. iSight is a small, portable
aluminum alloy camera with all audio, video and powrovided by a single FireWire cable. iSight fees a custom designed lens with auto-
focus and a high-end CCD sensor to provide higbkuisn images and full-motion video at up to 38rfres per second. iSight includes an
integrated microphone that suppresses ambient faisdear digital audio. With its on-board prooessSight automatically adjusts color,
white balance, sharpness and contrast to proviglte dpiality images with accurate color reproductromost lighting conditions. iSight is
designed to be center-mounted on the top of a ctenpareen and uses its integrated tilt and rotegehanism to easily position the camera
for natural, face-to-face video conferencing.

Displays

The Company's all-digital, active-matrix LCD fladnel displays, including the 23-inch Cinema HD [Dag®, 20-inch Apple Cinema
Display® and the 17-inch Apple Studio Display®, g¢uge flicker-free images with twice the brightnedsarpness, and contrast ratio of a
typical CRT display.

Software Products and Computer Technologies

The Company offers a range of software productgdlication, creative, consumer and business custpmeluding Mac OS X, the
Company's proprietary operating system softwarg¢hfeiMacintosh; server software and related saistiprofessional application software;
and consumer, education and business orienteccapiph software.

Operating System Software

During 2001, the Company introduced the first cosgprelease of its new client operating system, R8&cX, and its first significant upgrac
Mac OS X version 10.1. At its introduction, Mac G®ffered advanced functionality built on an opesse UNIX-based foundation and
incorporated the most fundamental changes in barth technology and user interface design madedZtmpany to the Mac OS in a single
upgrade since the original introduction of the Ntaash in 1984. Mac OS X features memory protectiwe;emptive multi-tasking, and
symmetric multiprocessing. Mac OS X includes Appleuartz™® 2D graphics engine (based on the Intestaedard Portable Document
Format) for enhanced graphics and broad font supPmenGL for enhanced 3D graphics and gaming Agple's new user interface named
"Aqua® ," which combines superior ease-of-use with nevefionality. In January 2002, the Company made M&>XCthe default operating
system on all new Macintosh systet



In August 2002, the Company introduced Mac OS >6ioer 10.2 (code named "Jaguar"), the second sigmifiupgrade to the original Mac
OS X version. Jaguar included a new Mail applicatlesigned to manage junk mail; iChat, an AIM-cotifgha instant messenger; a system-
wide Address Book; Inkwell™ handwriting recognitiomproved Universal Access; an enhanced Finderi*ypalated version of
QuickTime®, the Company's multimedia software flayng, interacting with or viewing video, audi;mdgraphics files; and an updated
version of Sherlock®, the Company's advanced letesaarch engine. Jaguar also featured accelayaptics performance, increased
compatibility with Windows networks, and a UNIX-teasfoundation with enhancements including FreeBSDaad GCC 3.1-based
developer tools.

In October 2003, the Company released Mac OS Xorefd.3 (code named "Panther"), the Company'satkersion of Mac OS X. Pantt
incorporates more than 150 new features includiograpletely new Finder™; Exposé, a new way to omgawindows and instantly see all
open windows at once; FileVault™, a new featuré seaures the contents of a home directory withldiRBES encryption; iChat AV, a
complete desktop video conferencing solution; arttheced support for use on Windows-based networks.
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Server Software and Server Solutions

Mac OS X server software was initially introducadMay 2001, followed by Mac OS X Server version2l@ode named "Jaguar Server")
that was released in August 2002. Jaguar Servieredehigh-performance services for Internet an serving, filing, printing, and
networking services needed to manage a networkaaf, MNIX, and Windows clients. It provides performoa and stability through full pre-
emptive multi-tasking, symmetric multiprocessingptected memory, advanced virtual memory, softviRééD support, and support for
networking and security standards. Jaguar Serseriatiudes Apple's Open Directory architectureckmtralized management of network
resources using LDAPvV3 directory services and & fibuilt-in, standards-based Internet servidesdn optimized Apache web server for
high-performance hosting of secure dynamic wels sitel QuickTime Streaming Server and QuickTime &caater for streaming live events
over the Internet. Jaguar Server also comes withxile mail server that supports POP and sedd#sH, as well as WebMail for browser-
based email access.

In October 2003, the Company began shipping theentiversion of its server operating system, wigatalled Mac OS X Server version
10.3 "Panther Server." This release integratesngampen source and open standards server softwtreasy-to-use management tools that
make it easy to serve Macintosh, Windows and Liclients. Panther Server includes powerful openasolutions and easy-to-use server
management capabilities. New features in PantheeSaclude Server Admin tool for easily setting multiple servers; Open Directory 2
hosting scalable LDAP directory and Kerberos auibation services; Samba 3 for providing login drne directory support for Windows
clients; and the JBoss application server for mgmowerful J2EE applications.

Apple Remote Desktop™ for Mac OS X software enabless, teachers and administrators to remotelyagenther Macintosh systems
anywhere on a local network, AirP@twireless network or across the Internet. With Agpémote Desktop, teachers can view students'
computer screens, perform group demonstrationdhalpindividuals with real-time screen-sharingtteixat and the "request attention”
command. System administrators can provide renssistance, get comprehensive system profiles, figewa system settings and quickly
and easily distribute software applications acragszdreds of computersalt from one central location over both Etherned &irPort wireles:
networks. Apple Remote Desktop supports multiplelle of administrator access, each with its owrsyasd, providing a secure way for
teachers or department-level administrators teshasers while restricting privileges for deletitems or changing system settings.

Professional Application Softwa

Final Cut Pro® is a video editing application desid to meet the demanding needs of professionabweditors by providing them with a
high-performance, scalable, and cost-effectivetamifor editing in virtually any format: DV, SD,Pland film. Final Cut Pro includes tools
for editing, compositing and effects, color-corieatand audio. Final Cut Pro 4, released in Juri82iitroduced RT Extreme, a mudtirearr
real-time effects engine, new interface customigatools, high performance codecs for uncompreS&dnd HD video, and 32-bit floating
point (per channel) image processing. Final CutfPatso includes three completely new integratedste-LiveType for creating animated,
broadcast-quality titles, Soundtrack for music cosifion, and Compressor for batch encoding andututphigh-quality MPEG-2, MPEG-4,
and QuickTime files directly from Final Cut Pro #itmeline. Version 4.1 of Final Cut Pro was relehseNovember 2003 and included
optimizations for the Power Mac G5 and Mac OS XtRan

Shake® 3, an upgrade of the Company's compositing andavisffiects software designed for large format fdnd video productions, was
announced in April 2003 and released in June 2888ke 3 includes new Mac OS X only features su¢heaShake Qmaster network render
management software and unlimited network rendditegses which allow visual effects artists toilyadistribute rendering tasks across a
cluster of Apple's Xserve rack servers or desktowpd? Macintosh computers for enhanced performance
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and efficiency. Shake 3 also includes new visufglot$ features available to Mac OS X, Linux anddRustomers including motion-tracking
and real-time broadcast preview.

The Company acquired Emagic, a leading providg@rofessional software and hardware solutions fonmater based music production,
during the fourth quarter of 2002. Emagic's mogiytar product, Logic®is actively used by musicians around the world lapgrofessional
in music production, film scoring, and post-prodoctfacilities. It combines composition, notatiomdsaudio production facilities in one
comprehensive product. Logic Platinum offers a cahpnsive set of music creation tools featurindg+salid MIDI timing and
synchronization, mixing and automation with toedall, and non-destructive real-time editing oftbatidio and MIDI. It also offers MIDI
timing with 960 PPQN and sends and receives symited MIDI clock, MTC, MMC and word clock signalsaking it ideal for film, TV an
video post-production facilities.

DVD Studio Pro® 2 was announced in April 2003 and released in Aug083. It is a completely new DVD authoring protuebuilt from
the ground up with a new user interface, profesdipmesigned and fully customizable templatesipanvative new menu editor, timeline-
based track editing and a new software-based MPE@Gcader.

Consumer, Education and Business Oriented ApptinaSioftware

Introduced in January 2003, iLife™ is the Compaintsgrated suite of digital lifestyle applicatiotiiat features the Company's iTunes®,
iPhoto™, iMovie™® , and iDVD™ software applications. These appliaaiare integrated to allow users easy accessitadigéal music,
photos and movies from within each application.dlthese iLife applications come preinstalled loe Company's Macintosh systems, ex
for iDVD, which is only available on Macintosh sgsts configured with a SuperDrive.

iTunes® is a digital music management applicatiat tets users create and manage their own digitaic library. iTunes organizes music
using searching, browsing and playlist featuresufiports both audio and MP3 CD burning, featurgiaphic equalizer and cross fading
between songs, and supports automatic synchramizafih the music stored on an iPod. In July 2@B&,Company introduced iTunes 3,
featuring Smart Playlists, which automatically alythamically updates playlists based on simple rsgdy the user, and Sound Check for
consistent volume playback. In April 2003, the Camyplaunched iTunes 4, which integrated the Compaifynes Music Store. Further
discussion on the iTunes Music Store may be fowetdvib under the heading "Internet Software, Intdgratand Services." In October 2003,
the Company launched iTunes for Windows, the fiession of the Company's digital music managemeftivare for users of Windows-
based personal computers. iTunes for Windows il of the same features as the Macintosh wersioluding MP3 and AAC encoding
from audio CDs, Smart Playlists, free Internet oagtations, and the ability to burn custom plaglist CDs and MP3 CDs, burn content to
DVDs to back-up an entire music collection and ehausic between networked computers via Rendezvotleg"Company's zero
configuration networking technology.

iMovie®, the Company's easy-tse consumer digital video editing software foatia of home and classroom movies, features aarengt
user interface, improved audio editing capabiljtershanced controls for titling and transitiong] added special effects.

iDVD™ is consumer oriented software that makesgyeto turn iMovie files, QuickTime files and digfipictures into DVDs that can be
played on most consumer DVD players. iDVD simp&fl@VD authoring by including professionally desigrieemes and drag-and-drop
simplicity.

iPhoto™ is consumer oriented digital photo softwthigt makes it easy to import, edit, save, share paint digital photos, as well as organize
and manage an entire digital photo collection daoirtg thousands of photos. Users are able to vimir photos in full-screen; use the slide
show feature accompanied by their favorite musitg@atically create custom web pages of their phia@mail photos to friends and family;
order professionally-processed prints and enlargésmanline; or easily design and order custom-
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printed, linen-covered hard bound photo books enlRrints, enlargements, and hardbound book praatuate currently only available to
U.S. and Canadian customers.

The Company's iChat AV software application andi8ight digital video camera together enable highliy audio and video conferences
between two Macintosh systems over broadband ctionsciChat AV also enables audio conferences diafup connections to the
Internet. iChat AV requires no setup or configuratbeyond installing the software and plugging FiraWire video camera and microphone,
such as iSight or certain third-party FireWire ltheameras with microphones.

Final Cut® Express, introduced in January 200Based on Apple's award-winning Final Cut Pro saftw&inal Cut Express enables small
business users, educators, students and advanikyists to perform professional-quality digital @aediting. Final Cut Express includes
key features used by video editors such as the gasréace and workflow as Final Cut Pro, powerfideo editing tools, hundreds of special
effects, and easy delivery of output to DVD, thietnet, or tape.

Keynote™ is the Company's presentation software introduceldihuary 2003 that gives users the ability toterkeigl-quality presentation:



Designed to be easy to use, Keynote includes siofeslly designed themes, advanced typographyepsainal-quality image resizing,
animated charts and tables that can be createllyguénd cinematiquality transitions. Keynote imports and exportsvBdPoint, QuickTime
and PDF files to simplify the creation and shafigresentations.

AppleWorks® 6.2 is an integrated productivity apption that incorporates word processing, pageutaymage manipulation, spreadsheets,
databases and presentations in a single applicatitamded to be an easy-to-use product for the f@myls consumer and education
customers, AppleWorks makes it simple to creatéegsional-looking documents in the classroom artbate.

FileMaker Corporation, a wholly owned subsidiantiod Company, develops, publishes, and distribdgsktop-based database management
application software for Mac OS and Windows-baseiesns. The FileMake® Pro database software and related products offemgst
relational databases and advanced desktop-to-walsping capabilities.

Third-Party Software Products

Thousands of third-party software titles and sohsiare available for the Macintosh platform. Thenpany sells a variety of these third-
party software products directly to end users tghoboth its retail and online stores.

Internet Software, Integration, and Services

Apple's Internet strategy is focused on delivesegmless integration with and access to the Inté@mn@ughout the Company's product lines.
The Company's Internet products and technologiksrado many industry standards in order to progi@eptimized user experience through
interoperability. An easy Internet Setup Assisfanihcluded with the Mac OS.

iTunes Music Store™

In April 2003, the Company launched the iTunes M&tore in the United States, an online music dtuatallows Macintosh customers to
find, purchase, and download music for 99 centspag or, in most cases, $9.99 per album. The § bhesic Store is fully integrated with a
one-click download directly into the latest versifrthe iTunes software, allowing customers to pase, download, organize, share, and
transfer their digital music to an iPod using agirsoftware application. Requiring no subscripfiee, the iTunes Music Store with iTunes
software offers customers a broad range of persagi#k to the songs purchased, including playomgs on up to three computers, burning
songs onto an unlimited number of CDs for persosal playing songs on an unlimited number of iPadd,using songs in certain
applications such as iPhoto, iMovie, and iDVD. Useain easily search the contents of the entireanusi
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store to locate songs by title, artist, or albumbmwse the entire contents of the music storgdsye and artist. Users can also listen to a free
30-second preview of any song in the store.

The second generation of the iTunes Music Storédtin Macintosh and Windows users became availaliictober 2003. New features of
the music store include online gift certificateattban be sent to family and friends via e-mail,@lowance" feature that enables users to
automatically deposit funds into an iTunes Musiar&taccount every month, and the availability afiabbooks for purchase directly from the
iTunes Music Store. The Company is exploring waysrthance awareness and promote use of the iTungis Btore, including
arrangements with America Online, Inc. (AOL) todigtate links to the iTunes Music Store into AOL'sdit site and Pepsi-Cola North
America to give away songs from the iTunes Musaré&t

Safari™

In June 2003, the Company introduced Safari 1&®Cbmpany's new Mac OS X compatible web browserisheapable of loading web pac
rapidly. Safari uses the advanced interface tedyies$ underlying Mac OS X and includes built-in @lgosearch; SnapBack™ to instantly
return to search results; a new way to name, ozgaamd present bookmarks; tabbed browsing; andreatio "pop-up" ad blocking. The
Company also released a software developmentaditaifows developers to embed the Safari HTML reindeengine directly into their
applications.

Quicktime®

QuickTime, the Company's multimedia software forcMéosh and Windows platforms, features streamirliye and stored video and audio
over the Internet and playback of high-quality augind video on computers. The current version a€kJume, QuickTime 6, features
support for the open-standard MPEG 4 format. Quitlel6 includes the new Instant-On Streaming featheeeliminates buffer delays and
provides users with the ability to quickly and &ascrub through streaming media content to loeaie instantly view specific sections. In
addition, QuickTime 6 running on Mac OS X now supiedPEG 2000, the next generation JPEG standaraltbws users to capture still
images in a higher quality and smaller file sizantlever before. QuickTime 6 also includes AAC,stemdard MPE-4 audio format. AAC i



the next generation professional-quality audio farthat delivers superior sound quality with redufike sizes.

The Company also offers several other QuickTimelpets, including QuickTime Pro, a suite of softwhrels that allows creation and
editing of Internet-ready audio and video files atldws a user to add special effects and otheufea to QuickTime movies; QuickTime
Streaming Server which facilitates the broadcastingfreaming digital video; and QuickTime Broadeashat allows users to quickly and
easily produce professional-quality live eventsdoline delivery.

.Mac™

The Company's .Mac offering is a suite of Inteisevices that for an annual fee provides Macintess#rs with powerful Internet tools. .Mac
features email service with IMAP, POP or web-basetkss, 100MB of iDisk Internet storage, and hgdtm personalized homepages and
shared digital photo albums. Also included with dMiaMcAfee's Virex anti-virus software and Backamersonal back-up solution allowing
users to archive data to their Internet storage, @MDVD.

Wireless Connectivity and Networking
AirPort Extreme™®

AirPort Extreme, introduced in January 2003, is@menpany's next generation of Wi-Fi wireless nekirgg technology based on the new
ultra-fast 802.11g standard. With speeds up to bpsviIAirPort Extreme delivers almost five times dlaga rate of today's 802.11b based
products, yet is fully compatible with the million$802.11b Wi-Fi devices around the world. AirPBxrtreme Base Stations can serve up
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to 50 Macintosh and Windows users simultaneoustyige wireless bridging to extend the range beyjastione base station, and support
USB printer sharing to allow multiple users to Wéssly share USB printers connected directly tobthse station.

Embedded into Mac OS X is Bluetooth technology.eBboth is an emerging industry standard for wiiesonnecting computers and
peripherals that supports transmission of datgpabd Mbps within a range of approximately 30 f8dte Company's Bluetooth technology
for Mac OS X lets customers wirelessly share filesveen Macintosh systems, synchronize and shataaanformation with Palm-OS
based PDAs, and access the Internet through Bltretawbled cell phones. A Bluetooth USB adaptorRlaetooth-enable any USB-based
Macintosh computer running in Mac OS X version 1dr higher.

The Company's Rendezvousi#tworking technology is based on open Internetitgeging Task Force (IETF) Standard Protocols schp,
ARP and DNS. Rendezvous uses industry standardnidtwg protocols and zero configuration technolégautomatically discover and
connect devices over any IP network, including Etheor 802.11-based wireless networks like the Gamg's AirPort product. Major
developers such as Canon, Epson, Hewlett-Packasanark, Philips, Sybase, World Book and Xerox haweounced support for
Rendezvous in a broad range of products includétgiork printers, consumer electronics, enterpraatthse management and educational
applications. The Company has made the Rendezwmsescode freely available allowing developerage Rendezvous technology in their
network-enabled devices or software applicatiom& Rendezvous source code includes software tasulgpllX, Linux, and Windows-
based systems and devices. Rendezvous suppoiltimtmuMac OS X.

The Company developed FireWiRetechnology, also referred to as IEEE 1394, which lisgh-speed serial I/O technology for connecting
digital devices such as digital camcorders and casn® desktop and portable computers. With itk kigta-transfer speed and "hot plug-and-
play" capability, FireWire has become an establistress-platform industry standard for both consisna@d professionals and is the data
interface of choice for today's digital video andi@ devices, as well as external hard drives dhdrdiigh-speed peripherals. FireWire is
currently included on all Macintosh systems anal éata transfer technology utilized by iPod.

Product Support and Services

AppleCare® offers a range of support options for Apple custen&hese options include assistance that is imtdtsoftware products,
printed and electronic product manuals, online supipcluding comprehensive product informationnaedl as technical assistance, and the
AppleCare Protection Plan. The AppleCare Protedtilam is a fee-based service that typically inctuiteee years of phone support and
hardware repairs, dedicated web-based supportneesyiand user diagnostic tools.

Apple Training offers comprehensive system admiaisin and development training on Apple technasgtogether with certification
programs that test customers' skills and verifyrtteehnical proficiency. Apple Professional Seesmoffers a range of custom, personalized
technical services, including Internet consultimgl getup, installation and integration service® Tlompany also offers specialized loan
programs including loans for consumers, studenis eglucators. Apple also provides leasing solutioniis education institution customers
and its business and professional customers. Thep&ay uses several third-party lenders to originatkcarry these loans and leases, all of
which are no-recourse to the Compar



Specialized Education Products and Services

The Company offers a variety of unique servicesmoducts to its education customers, including@asate online store for education
customers offering special education price lists promotions; special financing programs for K-12l digher education students, faculty,
and staff; a special edition of its productivityfteare suite, AppleWorks, that is cross platformlfoth Macintosh and Windows computers;
the iBook Wireless Mobile Lab that allows teachems students to share iBook computers, a printer gawireless network/Internet
connection stored on a cart for mobility betweeasstooms; and
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three special Digital Media Studio solutions desidjfor education, including one that is integrateéd a mobile cart. Additionally, Apple
Professional Services offers a range of technmalices to education customers.

In 2001, Apple acquired PowerSchool Inc., a prilyateld provider of web-based student informatigatems for K-12 schools and school
districts. PowerScho@ software products give school administrators aadhers the ability to easily and cost-effectivelgmage student
records and give parents rdihe access to track their children's performanaghe Internet. PowerSchool offers the optioneshote hostin
with an application service provider model.

Markets and Distribution

The Company's customers are primarily in the edicatreative, consumer, and business marketsai@artistomers are attracted to
Macintosh computers for a variety of reasons, idiclg the reduced amount of training resulting fribye Macintosh computer's intuitive ease
of use, advanced graphics capabilities, industiésign features of the Company's hardware prodastsability of Macintosh computers to
network and communicate with other computer systanasenvironments. Apple personal computers weseifitroduced to education
customers in the late 1970s. Over 18% of the Coniparet sales in 2003 were to education custometsei United States, including sales to
elementary and secondary schools and college andraity customers.

The Company distributes its products through whadees, resellers, national and regional retaileds @taloguers. No individual customer
accounted for more than 10% of net sales in 20082 2r 2001. The Company also sells many of itslpets and resells certain third-party
products in most of its major markets directly ttueation customers, consumers, businesses, arihcersellers through its retail stores in
the United States, or through one of its onlineest@round the world. Total direct and indirecesalttributable to the Company's online sl
totaled approximately $2.9 billion, $2.4 billioma$2.0 billion for fiscal years 2003, 2002 and 20@spectively.

Competition

The Company is confronted by aggressive competitiaill areas of its business. The market for theigh, manufacture, and sale of personal
computers and related software and peripheral pteds highly competitive. This market continued&ocharacterized by rapid technological
advances in both hardware and software developm#anth have substantially increased the capalslitied applications of these products,
and have resulted in the frequent introductionesf products and significant price, feature, andgoerance competition. Over the past
several years, price competition in the markeptnsonal computers has been particularly intenise.Jompany's competitors who sell
personal computers based on other operating sys$tamesaggressively cut prices and lowered theidgebmargins to gain or maintain
market share. The Company's results of operatindgsiaancial condition have been, and in the futagy continue to be, adversely affected
by these and other industry-wide downward pressamegoss margins.

The principal competitive factors in the market f@rsonal computers include relative price/perforoea product quality and reliability,
design innovation, availability of software, protifeatures, marketing and distribution capabilgrvice and support, availability of hardw
peripherals, and corporate reputation. Furthethepersonal computer industry and its customexsepinore reliance on the Internet, an
increasing number of Internet devices that are lemaimpler, and less expensive than traditioeaspnal computers may compete for ma
share with the Company's existing products.

The Company is currently taking and will continodake steps to respond to the competitive presigimg placed on its personal computer
sales as a result of innovations in competing @tats. The Company's future operating results amahfiial condition are substantially
dependent on its ability to continue to developriowements to the Macintosh platform in order tontain perceived functional and design
advantages over competing platforms.
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The Company's initial success with the developrméan end-to-end music offering, which includesithenes digital music management
software, iTunes Music Store and iPod digital myayer, has already encouraged significant cortipetin this area from other compani



many of whom have greater financial, marketing, arahufacturing resources than those of the Compimy Company believes it maintains
a competitive advantage by more effectively intégathe entire end-to-end music solution, inclgdihe hardware (iPod), software (iTunes)
and music content (iTunes Music Store).

Raw Materials

Although most components essential to the Compdugiess are generally available from multiplerses, certain key components
(including microprocessors and application-spediftegrated circuits ("ASICs")) are currently olstadl by the Company from single or
limited sources. Some other key components, whiteeatly available to the Company from multiple sms, are at times subject to industry
wide availability constraints and pricing pressutasaddition, the Company uses some component@tharot common to the rest of the
personal computer industry, and new products inited by the Company often initially utilize custeomponents obtained from only one
source until the Company has evaluated whethee ke need for, and subsequently qualifies, auiditisuppliers. If the supply of a key or
single-sourced component to the Company were ttelsed or curtailed or in the event a key manuféiog vendor delays shipments of
completed products to the Company, the Companiisyatb ship related products in desired quansitéand in a timely manner could be
adversely affected. The Company's business anddialgperformance could also be adversely affedeggbnding on the time required to
obtain sufficient quantities from the original soey or to identify and obtain sufficient quantitfesm an alternative source. Continued
availability of these components may be affectqurdafducers were to decide to concentrate on théugtn of common components instead
of components customized to meet the Company'sreegents. The Company attempts to mitigate thesenpial risks by working closely
with these and other key suppliers on product duotion plans, strategic inventories, coordinatetipct introductions, and internal and
external manufacturing schedules and levels. Camtisvith industry practice, the Company acquirg®ponents through a combination of
formal purchase orders, supplier contracts, and opeers based on projected demand informatiorh ucchase commitments typically
cover the Company's requirements for periods ranfyjom 30 to 130 days.

The Company believes there are several componpptists and manufacturing vendors whose loss t€tirapany could have a material
adverse effect upon the Company's business anakcfalgosition. At this time, such vendors includigere Systems, Inc., Ambit
Microsystems Corporation, ASUSTeK Corporation, AEchnologies, Inc., Broadcom Corporation, Compap@ation, Hon Hai Precision
Industry Co., Ltd., IBM Corporation, Internatioriaisplay Technology, Inventec Appliances Corporatio@. Phillips Co., Ltd., Matsushita,
Mitsubishi Electric Corporation, Motorola, Inc., Mia Corp., Quanta Computer, Inc., Samsung Eleatspisynaptics, Inc., and Toshiba
Corporation.

Research and Development

Because the personal computer industry is chaiaeteby rapid technological advances, the Compabjlgy to compete successfully is
heavily dependent upon its ability to ensure aiooittg and timely flow of competitive products arethnology to the marketplace. The
Company continues to develop new products and t#opies and to enhance existing products in thasaoé hardware and peripherals,
system software, applications software, networldng communications software and solutions, andrtteenet. The Company's research and
development expenditures, before any charges fmhpsed in-process research and development,ddtdli&l million, $446 million, and

$430 million in 2003, 2002, and 2001, respectively.
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Patents, Trademarks, Copyrights and Licenses

The Company currently holds rights to patents ay/dghts relating to certain aspects of its corapsystems, peripheral systems, and
software. In addition, the Company has registesiad/or has applied to register, trademarks andcgemvarks in the United States and a
number of foreign countries for "Apple,” the Appbgo, "Macintosh," and numerous other trademarkksanvice marks. Although the
Company believes the ownership of such patentgjrighgs, trademarks and service marks is an impofgetor in its business and that its
success does depend in part on the ownership thdrecCompany relies primarily on the innovatikdls, technical competence, and
marketing abilities of its personnel.

Many of the Company's products are designed taidtecintellectual property obtained from third-pastiWhile it may be necessary in the
future to seek or renew licenses relating to variaspects of its products and business method€dimpany believes that based upon past
experience and industry practice, such licensesrgéy could be obtained on commercially reasongdrias; however, there is no guarantee
that such licenses could be obtained at all. Bexatisechnological changes in the computer indystiyrent extensive patent coverage, and
the rapid rate of issuance of new patents, it &sjlibe certain components of the Company's produdshusiness methods may unknowingly
infringe existing patents of others. The Company fnam time to time been notified that it may b&inging certain patents or other
intellectual property rights of others.

Foreign and Domestic Operations and Geographic Data

The United States represents the Company's laggegraphic marketplace. Approximately 58% of thenPany's net sales in fiscal 2003
came from sales to customers inside the UnitecSt&inal assembly of products sold by the Compaognducted in the Compan'



manufacturing facilities in Sacramento, Califorraad Cork, Ireland, and by external vendors in EneinCalifornia, Fullerton, California,
Taiwan, Korea, the Netherlands, the People's RepabChina, and the Czech Republic. Currently, ofacture of many of the components
used in the Company's products and final assenfldylustantially all of the Company's portable prtduncluding PowerBooks, iBooks, and
the iPod are performed by third-party vendors jmada Taiwan and China. Margins on sales of Appdglpcts in foreign countries, and on
sales of products that include components obtdimad foreign suppliers, can be adversely affectgdolpeign currency exchange rate
fluctuations and by international trade regulatiansluding tariffs and antidumping penalties.

Information regarding financial data by geograpgegment is set forth in Part I, Item 8 of thisfadt0-K in the Notes to Consolidated
Financial Statements at Note 11, "Segment Infoiwnadind Geographic Data."

Seasonal Business

Although the Company does not consider its busitebg highly seasonal, it has historically expeee increased net sales in its first and
fourth fiscal quarters, compared to other quaiteits fiscal year, due to seasonal demand relatdle holiday season and the school year,
respectively. Past performance should not be censitla reliable indicator of the Company's futueegsales or financial performance.

Warranty

The Company offers a basic limited parts and latemranty on its hardware products. The basic wayrperiod for hardware products is
typically one year from the date of purchase byethé-user. The Company also offers a 90-day basicanty for Apple software and for
Apple service parts used to repair Apple hardwaoelycts. In addition, consumers may purchase egtksdrvice coverage on most Apple
hardware products in all of the Company's majorkeizs:

Backlog

In the Company's experience, the actual amountaafyzt backlog at any particular time is not a niregfiul indication of its future business
prospects. In particular, backlog often increaseamiicipation

13

of or immediately following new product introduati® because of over ordering by dealers anticipatimgtages. Backlog often is reduced
once dealers and customers believe they can atiéfinient supply. Because of the foregoing, bagldbould not be considered a reliable
indicator of the Company's ability to achieve aaytigular level of revenue or financial performance

Environmental Laws

Compliance with federal, state, local, and fordams enacted for the protection of the environntexst to date had no material effect upor
Company's capital expenditures, earnings, or cathgeposition. Although the Company does not d@ptite any material adverse effects in
the future based on the nature of its operatiodstiag subject of these laws, there is no assuthtesuch existing laws or future laws will
have a material adverse affect 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 requirementtt@iCompany provide consumers with the abilityeinim to the Company product at the
of its useful life, and place responsibility forvmonmentally safe disposal or recycling with then@pany. Such laws and regulations have
recently been passed in several jurisdictions iitkvthe Company operates, including various Eurofgdaion member states, Japan and
California. Although the Company does not antiaipaty material adverse effects in the future basetthe nature of its operations and the
thrust of such laws, there is no assurance thdt sxisting laws or future laws will not have a miteadverse affect on the Company.

Employees

As of September 27, 2003, Apple and its subsidiasierldwide had 10,912 employees and an additi®/&l4 temporary employees and
contractors.

Available Information

Beginning in fiscal 2003, the Company's Annual Repa Form 10-K, Quarterly Reports on Form 10-Qtr€nt Reports on Form 8-K, and
amendments to reports filed pursuant to Sectiofs)Ehd 15(d) of the Securities Exchange Act 0f41%3 amended, are available on its
website at www.apple.com/investor when such redsavailable on the Securities and Exchange Cesioni (SEC) website. The public
may read and copy any materials filed by the Compéth the SEC at the SEC's Public Reference Roo#b@ Fifth Street, NW,
Washington, DC 20549. The public may obtain infaiioraon the operation of the Public Reference Rbgmaalling the SEC at 1-800-SEC-
0330. The SEC maintains an Internet site that @osit@ports, proxy and information statements ahdranformation regarding issuers tl



file electronically with the SEC at http://www.sgov. The contents of these websites are not incated into this filing. Further, the
Company's references to the URLSs for these welaitegitended to be inactive textual referenceg.onl

Item 2. Properties

The Company's headquarters are located in Cupe@@dornia. The Company has manufacturing faeditin Sacramento, California and
Cork, Ireland. As of September 27, 2003, the Compeased approximately 3.2 million square feetpzfce, primarily in the United States,
and to a lesser extent, in Europe, Japan, and skeePacific region. Leased space in the UnitedeStimicludes 538,000 square feet of retalil
space. The major facility leases are for terms tof 50 years and generally provide renewal optfonserms of 3 to 5 additional years. Leases
for retail space are for terms of 5 to 15 years@fiteh contain multi-year renewal options.

The Company owns its manufacturing facility in Cdrieland, which has approximately 352,000 squeed. fThe Company also owns a
752,000 squaréaot facility in Sacramento, California, which isad as a manufacturing, warehousing and distributimter. The Sacramer
and Cork facilities also house
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customer support call centers. In addition, the gamy owns 930,000 square feet of facilities loc&teQupertino, California, used for
research and development and corporate functiomside the United States, the Company owns adaditiatilities totaling approximately
169,000 square feet.

The Company believes its existing facilities andipment are well maintained and in good operatimgdition. The Company has invested in
internal capacity and strategic relationships wititlside manufacturing vendors, and therefore bediévhas adequate manufacturing capacity
for the foreseeable future. The Company continaesake investments in capital equipment as neadletket anticipated demand for its
products.

Item 3. Legal Proceedings

The Company is subject to various legal proceedamgkclaims that are discussed below. The Commaalgd subject to certain other legal
proceedings and claims that have arisen in thenardicourse of business and which have not begnddjudicated. In the opinion of
management, the Company does not have a poteahdity related to any current legal proceedingd &laims that would individually or in
the aggregate have a material adverse effect dimdtscial condition, liquidity or results of op¢i@ns. However, the results of legal
proceedings cannot be predicted with certainty uBhthe Company fail to prevail in any of thesedematters or should several of these I
matters be resolved against the Company in the sapaeting period, the operating results of a patér reporting period could be materially
adversely affected. The Company settled certaial legtters in 2003, which did not individually orthe aggregate have a material impac
the Company's results of operations.

Antor Media Corporation v. Apple Computer, Incakt

Plaintiff, Antor Media filed this action on Septeerth, 2003 in the United States District Courtha Eastern District of Texas alleging
infringement by the Company and other defendangsatént 5,754,961 relating to a "Method and Apper&br Transmitting Information
Recorded on Information Storage Means from a Ce8#&ever to Subscribers via a High Data Rate Dididecommunications Network."
Plaintiff seeks unspecified damages and otherfrdllee Company has answered the complaint, dersliraglegations and asserting numer
affirmative defenses. The Company also assertedtemiaims requesting declaratory judgment for imdringement and invalidity.

Apple Corps Ltd. v. Apple Computer, Inc.; Apple @atar, Inc. v. Apple Corps Lt

Plaintiff, Apple Corps filed this action on July 2003 in the High Court of Justice, Chancery Dimisiin London alleging that the Company
has breached a 1991 agreement which resolvedreaali'emark litigation regarding use of the Applarks. Plaintiff seeks unspecified
damages and other relief. The Company filed a matio October 13, 2003, challenging jurisdictiontia U.K. On October 8, 2003, the
Company filed a case in the United States Dis€@mairt for the Northern District of California regimg a declaratory judgment that the
Company has not breached the 1991 agreement.

Articulate Systems, Inc. v. Apple Computer,

Plaintiff Articulate filed this action in March 189n the United States District Court in Massacligsgaiming patent infringement relating to
voice recognition technology. Plaintiff seeks urgfied damages and other relief. The Company hawared the complaint, denying all
allegations and asserting numerous affirmativertsfe. The Company also asserted counterclaimsstiuyeeclaratory judgment for non-
infringement, unenforceability and invalidity. Thase was stayed for several months pending resolafifour summary judgment motio



filed by the Company, all of which were denied bg Court. Through a series of corporate transagtiom assets belonging to Plaintiff were
acquired by a subsidiary, Lernout & Hauspie Spdaduucts N.V. ("L&H"). L&H filed for bankruptcy ilNovember 2000 and is being
liquidated as part of the bankruptcy. The casebleas inactive since approximately May 2002, penthegresolution of the L&H bankruptcy
and liquidation.
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Bancroft v. Apple Computer, In

Plaintiff Bancroft filed this purported class action January 30, 2002 in Los Angeles Superior Cautiehalf of a potentially nationwide
class of purchasers of certain Power Macintosh @3peiters. Plaintiff alleged violation of the Consamhegal Remedies Act ("CLRA")
arising from allegedly poor performance while ruinthe Company's Mac OS X operating system, spadifirelating to 2D hardware
acceleration, QuickTime movie hardware acceleraB@hgraphics performance and DVD movie playbadie parties reached a settlement
and the Court granted preliminary approval on Saptr 2, 2003. The final approval hearing is setlaoruary 26, 2004. Settlement of the
matter will not have a material effect on the Comps financial position or results of operations.

BIAX Corporation v. Apple Computer, Ir

Plaintiff BIAX filed this action on September 5,@Din the United States District Court in Delawal@ming patent infringement relating to
dual processor technology. IBM and Motorola werdeatlas defendants in an amended complaint. Pfasotight unspecified damages and
other relief. The Company answered the complagnjatl all allegations and asserted numerous affivendefenses. The Company also
asserted counterclaims for declaratory judgmenbéor-infringement, unenforceability and invalidifyhe parties settled this case in

August 2003 and the matter is concluded. Settlemietitis matter did not have a material effectlom €Company's financial position or results
of operations.

Dan, et al. v. Apple Computer, Inc. et

Plaintiffs filed this purported class action on &pber 22, 2003 in Los Angeles Superior Court ajdire Company and other members of
the industry on behalf of a nationwide class ofcpasers of certain computer hard drives. The désgea violations of Civil Code

Section 17200 ("Unfair Competition"), the Consurhegal Remedies Act ("CLRA") and false advertisietpted to the size of the drives.
Plaintiffs allege that calculation of hard driveesiusing the decimal method misrepresents the lastagaof the drive. The complaint seeks
unspecified damages and other relief. The cagaysead pending resolution of whether the case wiltbnsidered "complex" and potentially a
new judge assigned. The Company is beginning itsstigation of these allegations.

Digital Development Corporation v. Apple Computec.

Plaintiff, Digital Development Corporation filedighaction on April 25, 2003 in the United Statestb¢t Court in New Jersey, claiming
patent infringement of two patents, 4,975,950 ad@5345, related to a "System and Method of Ptioigéntegrity of Computer Data and
Software." Plaintiff requests unspecified damages ather relief. The complaint has not yet beemeston the Company.

Dowhal v. Apple Computer, In

Plaintiff filed this representative action in Sarafcisco County Superior Court on February 4, 2888jing that the Company and numerous
other defendants have participated in false adiegtiand unfair business practices related to @tlegisrepresentation of printer speed.
Plaintiff asserts causes of action for violatiorCaflifornia Business and Professions Code §1728®an500. Plaintiff requests an injunctic
restitution and other unspecified damages andfrdliee Company was served on February 10, 2003leAfdpd a response on March 12,
2003. The parties are in discovery.

Dynacore Holdings Corp. v. Apple Computer, |

Plaintiff Dynacore filed this action on June 6, 200 United States District Court for the SouthBristrict of New York against the Company
and thirteen other defendants claiming patentrigi&ment relating to IEEE 1394 technology, also kmew FireWire. Plaintiff claims that any
computer system or other electronic product thas s complies with the IEEE 1394 standard viol&ttespatent. Plaintiff seeks unspecified

damages and other relief. The Company has answenbmplaint, denying all allegations and assgninmerous affirmative defenses. The
Company also asserted counterclaims requestingmagaty judgment for non-infringement and invalldiDefendants are seeking to amend

the
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pleading to assert a counterclaim for inequitabledtict against Dynacore. The case was initiallyexstgpending the Federal Circuit's decision
in Datapoint Corp. v. Standard Microsystems Capelated case in which plaintiff claimed thatgétent was infringed by products
complying with the fast Ethernet standard. In Fabyt2002, the Federal Circuit affirmed the judgmefimon-infringement in Datapoint, and
the District Court lifted the stay in this actidrhe defendants in this action filed a joint motfonsummary judgment based upon the decision
in Datapoint. The Court heard the motion on Octeghe2002 and granted summary judgment in favohefdefendants on February 11, 2003.
Dynacore has appealed the ruling. The parties fil@eetheir respective briefs, and the case is datesl for oral argument before the Federal
Circuit Court on January 5, 2004.

Hawaii Structural Iron Workers and Pension Trustiew. Apple Computer, Inc. and Steven P. Jobs; y suApple Computer, Inc. et ¢
Hsu v. Apple Computer Inc. et

Beginning on September 27, 2001, three shareholdss action lawsuits were filed in the United &aDistrict Court for the Northern
District of California against the Company andGtsief Executive Officer. These lawsuits are subt&éy identical, and purport to bring suit
on behalf of persons who purchased the Companiplichutraded common stock between July 19, 200, @eptember 28, 2000. The
complaints allege violations of the 1934 Securikzshange Act and seek unspecified compensatoragesnand other relief. The Company
believes these claims are without merit and intdéadtefend them vigorously. The Company filed aioroto dismiss on June 4, 2002, which
was heard by the Court on September 13, 2002. @erbieer 11, 2002, the Court granted the Companyt®mtm dismiss for failure to state
a cause of action, with leave to Plaintiffs to ach#éreir complaint within thirty days. Plaintiffddid their amended complaint on January 31,
2003, and on March 17, 2003, the Company filed ando dismiss the amended complaint. The Couwatdhéhe Company's motion on

July 11, 2003 and dismissed Plaintiff's claims vgithjudice on August 12, 2003. Plaintiffs have abpe the ruling.

John W. Davis v Apple Computer, i

Plaintiff filed this purported class action in Sarancisco County Superior Court on December 5, 2802ging that the Company has enge
in unfair and deceptive business practices relatrits AppleCare Extended Service and Warranty Faintiff asserts causes of action for
violation of the California Business and Professi@ode §17200 and 817500, breach of the Song-Bewatranty Act, intentional
misrepresentation and concealment. The Company&raed on December 11, 2002 and is continuingpitsstigation of the allegations.
Plaintiff requests unspecified damages and othfrépple filed a motion on October 29, 2003 isqualify Plaintiff's counsel, which the
Court approved. The case is set for trial on Falyr@a, 2004.

MacTech v. Apple Computer, Inc.; Macadam v. Apgeuter, Inc.; Computer International, Inc. v. A@@omputer, Inc.; Elite Compute
and Software, Inc. v. Apple Computer, Inc.; ThegNeorhood Computer Store v. Apple Computer, (All.in Santa Clara County Superior
Court).

Five resellers have filed similar lawsuits agathst Company for various causes of action includireach of contract, fraud, negligent and
intentional interference with economic relationshipgligent misrepresentation, trade libel, unéaimpetition and false advertising. Plaintiffs
request unspecified damages and other relief. @ntgep are in discovery. On October 1, 2003, orth®fesellers, Macadam was
deauthorized as an Apple reseller. Macadam filegbtion for a temporary order to nestate it as a reseller, which the Court denietieAring
on its motion for a preliminary injunction is schied for December 18, 2003.

Palmieri v. Apple Computer, In

Plaintiff filed this purported class action on Sapber 5, 2003 in Los Angeles Superior Court on et nationwide class of purchasers of
certain PowerBooks. The case alleges violatiorGiwf Code Section 17200 (Unfair Competition) ahe Consumer Legal Remedies Act
("CLRA") arising from an alleged design defect e tPowerBooks which purportedly causes marks aad gixels in the LCD
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screens. Plaintiffs amended their complaint togallan additional defect in the new 15" PowerBookpduced in September, 2003, which
purportedly causes "white spots” on the screen.cbeplaint seeks unspecified damages and othef.r€lie Company's response is not yet
due. The Company is beginning its investigatiothete allegations.

TIBCO Software, Inc. v. Apple Computer, Inc.

Plaintiff filed this case on August 27, 2003 in tém States District Court for the Northern Disto¢iCalifornia alleging trademark
infringement by the Company for using the mark "&evous." Plaintiff's mark is "TIBCO RendezvoustieTcomplaint seeks unspecified
damages and other relief. The Company answerecbthplaint denying all allegations and asserting enouas affirmative defenses. The
Company also asserted counterclaims requestinglardtory judgment for non-infringement, invalidéyd no dilution.

UNOVA, Inc. v. Apple Computer, Inc., et



Plaintiff UNOVA filed this patent infringement aoti against the Company and six other defendank$ayn8, 2002 in the Central District of
California for infringement of eight UNOVA patentslated to "Smart Battery Management." Plaintifégés that the Company's portable
computers manufactured since 1996 infringe theagiet @atents. Plaintiff has filed similar lawsuitginst other companies in addition to the
co-defendants in this case. Plaintiff seeks unfipeailamages and other relief. The Company hasenesiithe complaint, denying all
allegations and asserting numerous affirmativertsfe. The Company also asserted counterclaimsstaagia declaratory judgment for non-
infringement, invalidity and unenforceability. Thase is in discovery and is set for trial on Matéh2004.

Item 4. Submission of Matters to a Vote of Securityolders
No matters were submitted to a vote of securitgéd during the fourth quarter of the Companytsaliyear ended September 27, 2(
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PART Il
Item 5. Market for the Registrant's Common Equity and Related Shareholder Matters

The Company's common stock is traded on the ovecdhinter market and is quoted on the Nasdaq NatMasgket under the symbol AAP
on the Tokyo Stock Exchange under the symbol APRInE,on the Frankfurt Stock Exchange under the sy@BCD. As of December 5,
2003, there were 29,015 shareholders of record.

On June 21, 2000, the Company effected a two-ferstack split in the form of a Common Stock dividéa shareholders of record as of
May 19, 2000. All share price and per share datbraimbers of common shares have been retroactdpligted to reflect the stock split. The
Company did not pay cash dividends in either fi2€fl3 or 2002. The Company anticipates that, feiftiheseeable future, it will retain any
earnings for use in the operation of its busin€hs. price range per share of common stock presémtiedv represents the highest and lowest
closing prices for the Company's common stock erNhsdaq National Market during each quarter.

Fourth Quarter Third Quarter Second Quarter First Quarter
Fiscal 2003 price range per common st  $ 23.1(-$19.0¢ $ 19.2¢-$13.1:  $ 15.27-$13.8C $ 17.22-$13.5¢
Fiscal 2002 price range per common st  $ 18.72-$13.9¢ $ 26.11-$16.5¢ $ 25.45-$20.7¢  $ 23.7€-$14.9¢

Item 6. Selected Financial Data

The following selected financial information hashelerived from the audited consolidated finansialements. The information set forth

below is not necessarily indicative of resultsutfife operations, and should be read in conjunetitim tem 7, "Management's Discussion
and Analysis of Financial Condition and Result©gpkrations” and the consolidated financial statésand related notes thereto included
Item 8 of this Form 10-K in order to fully undensthfactors that may affect the comparability of itfermation presented below.

n

Five fiscal years ended September 27, 2003

(In millions, except share and per share amounts) 2003 2002 2001 2000 1999
Net sales $ 6,201 $ 574: $ 536 $ 7,98: % 6,13/
Net income (loss $ 69 $ 65 $ 25 $ 78¢ 3 601
Earnings (loss) per common she
Basic $ $ 0.1¢ $ 0.0 $ 24z % 2.1C
Diluted $ 0.1¢ $ 0.1¢ $ 0.0 $ 218 % 1.81
Cash dividends declared per common sl $ $ — 8 — $ — 3 —
Shares used in computing earnings (loss) per ghma
thousands)
Basic 360,63: 355,02. 345,61 324,56! 286,31«
Diluted 363,46t 361,78! 345,61 360,32 348,32¢
Cash, cash equivalents, and s-term investment $ 4,56€ $ 4337 $ 4,33¢ $ 4,027 $ 3,22¢
Total asset $ 6,81t $ 6,29¢ $ 6,021 $ 6,80 $ 5,161
Long-term debt (including current maturitie $ 304 $ 31 $ 317 % 30C % 30C
Total liabilities $ 259 % 2,200 % 2,101 $ 2,69 $ 2,057
Shareholders' equit $ 4,22: $ 4,098 $ 3,92C $ 4,107 $ 3,104



Net gains before taxes related to the Company'-current debt and equity investments of $10 milli®h5 million, $367 million, and
$230 million were recognized in 2003, 2001, 200@ 4999, respectively. A net loss before taxededlto the Company's non-current debt
and equity investments of $42 million was
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recognized in 2002. In 2002, the Company acquimreddic resulting in a charge of approximately $1lionilfor acquired in-process
technologies with no alternative future use. Then@any recognized a similar charge of $11 millio2@91 related to its acquisition of
PowerSchool. Net charges related to Company resting actions of $26 million, $30 million, $8 nidh, and $27 million were recognized
in 2003, 2002, 2000, and 1999, respectively. DugBg0, the Company recognized the cost of a spexedutive bonus for the Company's
Chief Executive Officer for past services in thenficof an aircraft with a total cost to the Compafapproximately $90 million. In 2002, of
the original $90 million accrual, $2 million remaithunspent and was reversed. In 2003, settlemehéedompany's forward stock purchase
agreement resulted in a gain of $6 million. Faviealnmulative-effect type adjustments of $1 millemd $12 million were recognized in
2003 and 2001, respectively.

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 risk&laincertainties. Forward-looking
statements can also be identified by words sucluaticipates,” "expects,” "believes,” "plans,"” "pliets," and similar terms. Forwartboking
statements are not guarantees of future performancethe Company's actual results may differ sigguiitly from the results discussed in the
forward-looking statements. Factors that might cause sliiferences include, but are not limited to, thdgeussed in the subsection entitled
"Factors That May Affect Future Results and Finah€ondition" below. The following discussion shibhk read in conjunction with the
consolidated financial statements and notes tharetiaded in Item 8 of this Form 10-K. All inforn@t presented herein is based on the
Company's fiscal calendar. The Company assumesligation to revise or update any forward-lookingtements for any reason, except as
required by law.

Critical Accounting Policies

The preparation of financial statements and reldteclosures in conformity with U.S. generally guieel accounting principles and the
Company's discussion and analysis of its finaremaldition and results of operations requires then@any's management to make judgments,
assumptions and estimates that affect the amoeptsted in its consolidated financial statementsacompanying notes. Note 1 of the
Notes to Consolidated Financial Statements in Besfithis Form 1-K describe the significant accounting policies amethods used in the
preparation of the Company's consolidated finaratetements. Management bases its estimates oni¢asiexperience and on various other
assumptions that it believes to be reasonable uhdarircumstances, the results of which form theidfor making judgments about the
carrying values of assets and liabilities. Acteaults may differ from these estimates.

Management believes the following to be criticad@mting policies. That is, they are both importanthe portrayal of the Company's
financial condition and results, and they requienagement to make judgments and estimates abotgraditat are inherently uncertain.

Revenue Recognitic

Net sales consist primarily of revenue from the sdlproducts (i.e., hardware, software, and perals), and extended warranty and sup
contracts. The Company recognizes revenue pursoiapplicable accounting standards, including &tete of Position (SOP) No. 97-2,
Software Revenue Recognitioss amended, and Securities and Exchange Comm{&itC) Staff Accounting Bulletin (SAB) No. 101,
Revenue Recognition in Financial Statem.

The Company recognizes revenue when persuasivermgdf an arrangement exists, delivery has oatutine sales price is fixed or
determinable, and collection is probable. Prodsicbinsidered delivered to the customer once ibbas shipped, and title and risk of loss
have been transferred. For most of the Compangtiust sales, these criteria are met at the timertbeuct is shipped. For online sales to
individuals, for some sales to education custoriretise United States, and for certain other salesCompany defers revenue until the
customer receives the product because the Compgaihf retains
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a portion of the risk of loss on these sales duttiagsit. If at the outset of an arrangement then@any determines the arrangement fee is not,
or is presumed to not be, fixed and determinaklemue is deferred and subsequently recognizeshasras become due and payable.

The Company records reductions to revenue for estéidhcommitments related to price protection angdstomer incentive progran



including reseller and end-user rebates, and ailes programs and volurbased incentives. The estimated cost of these gmis accrue

as a reduction to revenue in the period the Compasysold the product and committed to a plan.Jdwmpany also records reductions to
revenue for expected future product returns basati®@ Company's historical experience. Future niareditions and product transitions
may require the Company to increase customer in@eptograms and incur incremental price protectibligations that could result in
additional reductions of revenue at the time sudyrams are offered. Additionally, certain custonmeentive programs require management
to estimate the number of customers who will atjualdeem the incentive based on historical expegaeand the specific terms and
conditions of particular incentive programs. Ifregter than estimated proportion of customers radaech incentives, the Company woulc
required to record additional reductions to revemv@ch could have a material adverse impact orCiiapany's results of operations.

Allowance for Doubtful Accoun

The Company distributes its products through tipiagty resellers and directly to certain educat@mmsumer, and commercial customers. The
Company generally does not require collateral fitsneustomers. However, when possible the Compaeyg dttempt to limit credit risk on
trade receivables with credit insurance for certaistomers in Latin America, Europe and Asia anargnging with third-party financing
companies to provide flooring arrangements andrdtian and lease programs to the Company's ditestomers. These credit-financing
arrangements are directly between the third-pamgnicing company and the end customer. As suchCdmepany does not assume any
recourse or credit risk sharing related to anyheke arrangements. However, considerable tradeabbes that are not covered by collateral,
third-party flooring arrangements, or credit inswra are outstanding with the Company's distribuéiod retail channel partners.

The allowance for doubtful accounts is based onagament's assessment of the collectibility of djgeciistomer accounts and includes
consideration of the credit worthiness and finanoiendition of those specific customers. The Conypatords an allowance to reduce the
specific receivables to the amount that is readgrizddieved to be collectible. The Company alsmrds an allowance for all other trade
receivables based on multiple factors includinganisal experience with bad debts, the general econ environment, the financial condition
of the Company's distribution channels, and thaggf such receivables. If there is a deterioratiba major customer's financial conditior
the Company becomes aware of additional informatiteted to the credit worthiness of a major custigrar if future actual default rates on
trade receivables in general differ from those enily anticipated, the Company may have to adjsstliowance for doubtful accounts, wh
would affect earnings in the period the adjustmanésmade.

Inventory Valuation and Inventory Purchase Commitis

The Company must order components for its prodatisbuild inventory in advance of product shipmefite Company records a write-
down for inventories of components and productduiting third-party products held for resale, whittve become obsolete or are in excess
of anticipated demand or net realizable value. Chmpany performs a detailed review of inventoryheaeriod that considers multiple fact
including demand forecasts, product lifecycle saproduct development plans, current sales leaats component cost trends. The personal
computer industry is subject to a rapid and unptatiie pace of product and component obsolescenttdeamand changes. If future demand
or market conditions for the Company's productdess favorable than forecasted or if unforeseelmrelogical changes negatively impact
the utility of component inventory, the Company nheyrequired
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to record additional write-downs which would negaly affect gross margins in the period when thigeagtowns are recorded.

The Company accrues necessary reserves for caimmefees related to component orders that hava baecelled. Consistent with industry
practice, the Company acquires components throuwgimdination of formal purchase orders, supplierti@acts, and open orders based on
projected demand information. These commitmente#yly cover the Company's requirements for peri@hging from 30 to 130 days. If
there is an abrupt and substantial decline in denfiamone or more of the Company's products orremticipated change in technological
requirements for any of the Company's productsCihiapany may be required to record additional kesefor cancellation fees that would
negatively affect gross margins in the period wthencancellation fees are identified.

Valuation of Long-Lived Assets Including Acquirathhgibles

The Company reviews property, plant, and equipraadtcertain identifiable intangible assets for impant whenever events or changes in
circumstances indicate the carrying amount of suchsset may not be recoverable. Recoverabilitlyasfe assets is measured by comparison
of their carrying amount to future undiscountednctigws the assets are expected to generate. lif @sgets are considered to be impaired, the
impairment to be recognized in earnings equalatheunt by which the carrying value of the asseteeds their fair market value. Although
the Company has recognized no material impairmeiostments related to its property, plant, and gapeint or identifiable intangibles duril

the past three fiscal years, except those madenjuiection with restructuring actions, deterioratin the Company's business in a geographic
region or business segment in the future, includietgrioration in the performance of individuakikstores, could lead to such impairment
adjustments in the future periods in which sucliress issues are identified.

The Company adopted Statement of Financial Accogritandards (SFAS) No. 142podwill and Other Intangible Asset the first
quarter of fiscal 2002. As a result, the Companyomger amortizes goodwill but instead performs\dew of goodwill for impairmen



annually, or earlier if indicators of potential imipment exist. The review of goodwill for potentialpairment is highly subjective and requ
that: (1) goodwill be allocated to various repagtimits of the Company's business to which it eslaf?) the Company estimate the fair value
of those reporting units to which the goodwill telg and (3) the Company determine the book vdltigose reporting units. If the estimated
fair value of reporting units with allocated gootiis determined to be less than their book vatbhe,Company is required to estimate the fair
value of all identifiable assets and liabilitiestibbse reporting units in a manner similar to acpase price allocation for an acquired business.
This requires independent valuation of certainrima#ty developed and unrecognized assets incluidipgocess research and development
developed technology. Once this process is comgleteamount of goodwill impairment, if any, candetermined.

Based on the Company's estimates as of Septemp20@3, there was no impairment of goodwill. Howewhanges in various
circumstances including changes in the Companytkehaapitalization, changes in the Company's fastx; and changes in the Company's
internal business structure could cause one or wfdiee Company's reporting units to be valuededéhtly thereby causing an impairment of
goodwill. Additionally, in response to changeshe personal computer industry and changes in glmb@gional economic conditions, the
Company may strategically realign its resourcesamider restructuring, disposing, or otherwisigirex businesses, which could result in an
impairment of property, plant, and equipment, idf&itle intangibles, or goodwiill.

Warranty Costs

The Company provides currently for the estimatest ar product warranties at the time the relagagnue is recognized based on historical
experience of failure rates. Each quarter, the Gompeevaluates its estimates to assess the agegfuits recorded warranty liabilities and
adjusts the amounts
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as necessary. If actual product failure rates pairecosts differ from estimates, revisions toelsémated warranty liability would be required
and could negatively affect the Company's resultsperations.

Income Taxe

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

No. 109,Accounting for Income Taxeshe provision for income taxes is computed usireggasset and liability method, under which defirre
tax assets and liabilities are recognized for ftpeeted future tax consequences of temporary diffegs between the financial reporting and
tax bases of assets and liabilities, and for opeyddsses and tax credit carryforwards. Defereadassets and liabilities are measured using
the currently enacted tax rates that apply to tex@mizome in effect for the years in which thosedasets are expected to be realized or
settled. The Company records a valuation allowanceduce deferred tax assets to the amount thefiisved more likely than not to be
realized.

Management believes it is more likely than not foa¢casted income, including income that may beeggted as a result of certain tax
planning strategies, together with the tax effethe deferred tax liabilities, will be sufficietd fully recover the remaining deferred tax
assets. In the event that all or part of the nédrded tax assets are determined not to be redizalhe future, an adjustment to the valuation
allowance would be charged to earnings in the pgesich determination is made. Similarly, if the @amy subsequently realizes deferred
assets that were previously determined to be unaddd, the respective valuation allowance wouldéwersed, resulting in a positive
adjustment to earnings in the period such detertioimés made. In addition, the calculation of tabllities involves significant judgment in
estimating the impact of uncertainties in the aggilon of complex tax laws. Resolution of theseauntainties in a manner inconsistent with
management's expectations could have a materiadhgn the Company's results of operations anadiaaposition.
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Net Sales

Net sales and Macintosh unit sales by operatingieagand net sales and unit sales by product falf@t sales in millions and Macinto
unit sales in thousands):

2003 Change 2002 Change 2001
Net Sales by Operating Segmen
Americas net sales (a) $ 3,181 2 %% 3,131 3 %$ 3,037
Europe net sales 1,30¢ 5 % 1,251 0 % 1,24¢
Japan net sales 69¢ (2% 71C 0 % 713

Retail net sales 621 11€ % 28¢ — 19



Other segments net sales (a)

Total net sales

Unit Sales by Operating Segment
Americas Macintosh unit sales

Europe Macintosh unit sales

Japan Macintosh unit sales

Retail Macintosh unit sales

Other segments Macintosh unit sales (a)

Total Macintosh unit sales

Net Sales by Product
Power Macintosh net sales (b)

PowerBook net sales
iMac net sales
iBook net sales

Total Macintosh net sales

Peripherals and other hardware
Software (d)

Service and other sales

Total net sales

Unit Sales by Product:
Power Macintosh unit sales (b)

PowerBook unit sales
iMac unit sales
iBook unit sales

Total Macintosh unit sales

Net sales per Macintosh unit sold

iPod unit sale:

iPod net sales

Notes:

@)

Other segments consists of Asia Pacific and Filedlakertain net sales in 2002 and 2001 relateddent acquisitions and Internet
services have been reclassified from Other segnmetitsales to Americas segment net sales to cortfothe 2003 presentation.

39¢

$ 6,207

684
33¢

1,05¢
362

29

3

(g))

@

6,207

24

8 % 367

8 %$ 5,74

(6)% ,

(5)% 722
12)% 38¢€
102 %

92
5 % 172
)% 3,101

(10%$ 1,38

56 % 831
(15)% 1,44¢
18)% 87t

L%  4,53¢

I
57 % 674
18 % 307
30 % 227

8 %$ 5,74:

|

(13)% 76€
69 % 357
(16)% 1,301
@)% 677

@)% 3,101

2 %$ 1,462

14€ % 381

141 %$ 14z

6 % 34¢

7 %$ 5,368

@%  1,76¢

(@)% 754
@)% 394
— 7
5 % 164
0% 3,087
|

AN%$ 1,66

2% 813
30 % 1,115
8 % 80¢
3% 4,402

W
3

74 %
33 % 23C
(34)% 34z

7 %$  5,36%

|
(18)% 937
3 % 34¢
8%  1,20¢
14 % 59€
0% 3,08
|

3 %$  1,42¢

(b)

Power Macintosh figures include server sales.



(©) Net sales of peripherals and other hardware inchadkes of iPod, Apple-branded and third-party digp) and other hardware
accessories.

(d) Net sales of software include sales of Apple-brdnmjgerating system and application software anessafl third-party software.

(e) Net sales per Macintosh unit sold is derived bydilg total Macintosh net sales by total Macintosiit sales.
Fiscal Year 2003 versus 2002

Net sales increased $465 million or 8% during 2003 pared to 2002 while Macintosh unit sales dedliB#% yea-over-year to
approximately 3 million units in 2003. Several farsthave contributed favorably to net sales du2id@3 including:

. The Retail segment's net sales grew to $621 mitierng 2003 from $283 million in 2002, an increasd 19%. While the
Company's customers may elect to purchase prochrottheir local Apple Retail store rather than tigh other preexisting
sales channels in the United States, the Compdigvbs that a substantial portion of the Retailnsegt's net sales is
incremental to total net sales. See additional cenmimbelow related to the Retail segment undehélaeling "Segment
Operating Performance.”

. Net sales of peripherals and other hardware ro8é &8llion or 57% during 2003 compared 2002, whfglows a
$287 million or 74% increase in 2002 as compare2Dtal. The current year increase was primarilyedrilay the $202 million,
or 141%, year-over-year increase in iPod net 4al&845 million. All of the Company's operating semnts experienced
substantial increases in iPod net sales and ue# sarring 2003. iPod sales during 2003 were fahlgraffected by the
introduction of substantially redesigned new modelsich are compatible with both Macintosh and Vwd operating
systems and by the Company's introduction of ite&s Music Store for the Macintosh operating systeApril 2003. The
Company's iPod digital music player is sold by aetg of resellers, many of which do not currentiarket the Company's
Macintosh systems. The Company has expanded 8tigbdition network during 2003, which has contréulito the current ye
increase in iPod unit sales of 146%.

In addition to the iPod, the increase in net safggeripherals and other hardware during 2003 idflects an overall increase
net sales of other computer accessories includirgoft cards and base stations, which facilitateeless connectivity; third
party digital cameras and printers; and a numb@oafable computer related accessories.

. Although total Macintosh unit sales were down 392003, unit sales of the Company's portable systeens relatively strong
primarily due to the 69% or 247,000 unit increas®owerBook unit sales, slightly offset by a 49801000 unit decrease in
iBook unit sales. The increase in PowerBook netssaf $468 million or 56% is due primarily to thesess of the Company's
new 12-inch, 15-inch and 17-inch models that weteduced during 2003. The decline in iBook consupmetable sales
during 2003 is primarily due to a lower average@iper unit. Portable systems represented 42% bfaaintosh systems sold
in 2003 versus 33% in 2002 and 31% in 2001, whifleets an overall industry trend towards portaylstems.

. The Company's average net sales per Macintoslsaidiincreased 2% to $1,491 in 2003 as a reswdus changes in
overall unit mix towards relatively higher-pricedwerBook systems and an increase in direct saiesly from the
Company's retail and online stores, offset by sohawower year-oveyear pricing on comparable Macintosh systems fost
of the Company's Macintosh product lines in respdngndustry pricing pressure, particularly witie tCompany's
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iBook consumer portable systems. PowerBook and PMaeintosh systems accounted for 42% of total saliés in 2003
versus 36% in 2002.

. Net sales of software increased $55 million or X8%ing 2003 compared to the prior year and reflbigbker net sales of
Apple-branded application and server software aird-party software. Net sales of Apple-brandedliappon and server
software increased due to the introduction of seveew software titles during the year includingd&iCut Express, iLife, and
Keynote, as well as from higher sales of softwatated to recent acquisitions including PowerSclamol Emagic. Growth in
net sales of third-party software during 2003 waipularly strong in the Americas Segment duetitong sales of software by
the Company's online store and its Retail segment.

. Service and other sales rose $69 million or 30%ndu2003 and results from significant year-oversjeareases in net sales
associated with AppleCare Protection Plan (APP3redetd maintenance and support services, as wibléaSompany's Intern
related services. Increased net sales associated\RP are primarily the result of increasing ditaates over the last several
years. Increased net sales associated with Inteeneices are due to net sales from the iTunesdviisire introduced in
April 2003 and increased net sales of the Compahias Internet service



Offsetting the favorable factors discussed abdwe Qompany's net sales during 2003 were negativgigcted by the following factors:

. Total unit sales of desktop systems fell 15% du@3 compared to 2002. iMac systems unit salelingec16% from 2003 t
2002 resulting from a shift in sales away from deglsystems in favor of portables. Also, the curfext panel iMac form
factor was in the eighth quarter of its life cyblethe end of 2003 and did not experience sigmitieahancements until the
release of the 20-inch flat-panel iMac in Novemb@o3.

. Unit sales of Power Macintosh systems fell 13%miy2003 compared to 2002. For the first nine mooft#003 compared to
the same period in 2002, unit sales of Power Masmsystems decreased 24%, which is representidtilie decline of Power
Macintosh systems sales experienced by the Comghaniyg recent years and is also believed to biéatable to delays in
purchasing pending the release of the Power MadA&&xpected, this trend reversed in the fourthrtguaf 2003 with unit
sales increasing 26% during the quarter as compart same period in the prior year due largelthe new Power Mac G5,
which the Company introduced in June 2003 and bsebgping at the end of fiscal 2003. The declin®awer Macintosh sal
over the last several years also reflects the shifales to portable systems, particularly PowekBoln addition, the Company
continues to believe that weak economic conditmrer the past several years are having a pronouregative impact on its
professional and creative customers. Additionalbme of the Company's professional and creativiogiess may have
delayed upgrades of their systems in anticipatforedain software vendors transitioning their pssfionally oriented
Macintosh software applications to run nativelyMac OS X. Currently there are many applications tha natively on Mac
OS X, including Adobe's PhotoShop 7 and QuarkXP8esmwever, there is no assurance that this edlult in additional sale
of Macintosh systems, particularly Power Macintasits.

. The Company has continued to experience ongoingmwesa in its U.S. education channel during 2003 .ddkes and unit sal
in U.S. education during 2003 were down 4% and @¥pectively, as compared to 2002. This declineduasto a decrease in
K-12 sales, partially offset by an increase in kigbducation sales. Net sales declined primarily @sult of a continued shift
in mix away from higher priced Power Macintosh é@vdc systems towards lower priced eMac and iBoatesys, although
the Company did experience a significant increasales of its PowerBook systems primarily to higdgucation customers.
Portable systems accounted for approximately 43%taf unit sales in the education channel durid@3 as compared to
approximately 34% in 2002.
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The Company's one-to-one (1:1) learning solutiorsaacomplete solution consisting of an iBook paldasystem for every
student and teacher along with a wireless netwonkected to a central server. The Company has iexgged significant
competition in 1:1 learning solutions and, accogtinhas experienced a lower sales price per anigverage, in these
transactions.

The Company believes weakness in its U.S. educatiannel, particularly K-12, has been caused byipieifactors including
funding pressures due to weak economic conditiange budget deficits in many states, and increasetpetition particularly
for desktop computers. Although the Company hasrtateps, and will continue to take steps, to addneakness in the U.S.
education channel, it remains difficult to antidavhen and if this negative trend will reverse.

. The personal computer industry in general, andCiiapany specifically, continue to see relativelft demand for their
products. Sales of professional and consumer @deMiacintosh systems remain far below levels erpegd in fiscal 2000
and earlier. Difficult global economic conditionsrihg the past several years exacerbated by theoedo and political
uncertainties caused by terrorist activities aredabsociated international responses have cleadyalpronounced negative
effect on the overall demand for the Company's petsdin virtually all of its markets. Further, grswin the overall personal
computer industry has slowed due to the high magykaetration of personal computers and a lengtigesficonsumer, creatiy
and business personal computer upgrade cycles.

Fiscal Year 2002 versus 2001

Net sales increased $379 million or 7% during 26@2pared to 2001, while Macintosh unit sales welatively flat yea-over-year at
approximately 3.1 million units. On a geographisibaperformance in the domestic market was redtistrong, especially when considering
the performance of the Company's Retail segmerithadperated during 2002 exclusively in the UniBtdtes. However, the European and
Japanese markets remained sluggish throughout ZB@2Company's net sales in 2002 were positivélyenced by a number of factors.

. First, net sales from software, service, periplser@ahd other sources rose $248 million or 26% BR2@rsus 2001. This
increase was driven by several factors includi2g% increase in combined third-party and Apple-teghsoftware sales;
$143 million in net sales of iPod, the Company'sgide digital music player that was introducedhie first half of 2002; a 9%
increase in the sale of computer accessories; dd@wincrease in service revenue caused primayiipdreased revenue
associated with extended maintenance and suppatracts. The growth in software revenue was priipéne result of
increased sales of third-party software in the Camyfs retail and online stores and expansion ienegears in the number of
Apple-branded software title



. Second, overall unit sales of Macintosh portableays grew by 92,000 units or 10% in 2002 reflgcéirgeneral trend in the
personal computer market away from desktop systewards portable systems. During 2002, portableiMash systems
represented 33% of total systems sales versus 82%0il and 20% in 2000. Growth in this area has beast pronounced for
iBook, the Company's education and consumer oidenbetable Macintosh system. iBook unit sales iasegl 14% in 2002 ai
9% in 2001.

. Third, the Company's Retail segment grew from 8estat the end of 2001 to 40 stores at the en@@2.2The Retail segment's
net sales grew from $19 million in 2001 to $283limil in 2002. While the Retail segment may havendaalized some net
sales from the Company's preexisting sales chaiméie U.S., the Company believed that a substapdirtion of the Retalil
segment's net sales was incremental to the Congptgl net sales. See additional comments beltateckto the Retail
segment under the heading "Segment Operating Reafare."
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. Fourth, the Company's average unit pricing incre&@$é during 2002 as a result of various changesémall unit mix offset b
somewhat lower pricing year-over-year on compaeaiilacintosh systems. Net sales per Macintosh ofdtduring 2002 of
$1,462 per unit reflected the shift in mix towardkatively higher-priced portable Macintosh systeand reflected the impact
on net sales of the relatively higher-priced nevadMiesign introduced during 2002. The impact afe¢hghanges in mix were
offset by the decline in unit sales of relativelgter-priced Power Macintosh systems and by lowefmg on comparative
Macintosh systems during 2002 for most of the CamifsaMacintosh product lines in response to ingusticing pressure.

. Fifth, any comparison of net sales in 2002 verddEl2nust consider the effect of unusually low ré¢s during the first
quarter of 2001. This was attributable to sevazetdrs at the beginning of 2001, including contthdeterioration in worldwid
demand for personal computers, rebate programgreel cuts instituted by the Company during thatrtgr that cost the
Company approximately $138 million, and a plan iempénted by the Company during the first quarte&20ffl that reduced
substantially the level of inventory in its distitibn channels that resulted in a decline in chihimventory of approximately
300,000 units during that quarter.

Offsetting the favorable factors discussed abdwe Qompany's net sales in 2002 were negativelyétedaby several notable factors.

. First, unit sales of Power Macintosh systems f@#llduring 2002 as compared to 2001. This follow&8% decline in Power
Macintosh unit sales in 2001 from 2000. The Comgaglieved that weak economic conditions over thst paveral years had
a pronounced negative impact on its professiondicaeative customers and that many of these custoooatinued to delay
upgrades of their Power Macintosh systems dueg@ttmpany's ongoing transition to Mac OS X, its gwerating system,
and in anticipation of certain software vendorssioning their Macintosh applications to run maty in Mac OS X. Further,
the Company did not experience the anticipatedess® in Power Macintosh sales that it expectedviolig the introduction of
Adobe's PhotoShop 7 during 2002. Additionally, mamyfessional users may have postponed upgrada@gsysstems until
after the introduction of Mac OS X Jaguar releasdatie fourth quarter of 2002. Others may haveydraipgrading until after
the availability of other professionally orientesftsvare applications for Mac OS X such as QuarkXBre

. Second, despite the overall increase in net saiesgl2002 in the Americas, the Company continweskeie weakness in its
U.S. education channel. Total net sales in thisiobkfell 15% in 2002 and 4% in 2001. These deslimere consistent with
industry data that showed the Company losing matkate in the U.S. education market in each ofasietwo fiscal years. T}
Company believed this weakness was caused by fieuiptors, including increased price competitionhis price sensitive
market from the Company's competitors who sell Wims-based personal computers. Additionally, somé@®fCompany's
education customers appeared to be delaying temgmplurchases due to concerns about the overafidtgd the weaker
economy on their available funding.

. Third, the personal computer industry in general ¢oe Company specifically experienced soft denfands products due to
adverse global economic conditions, political utaieties, and a lengthening of consumer, creatind,business personal
computer upgrade cycles.

Segment Operating Performance

The Company manages its business primarily on grgebic basis. The Company's reportable operagggents are comprised of the
Americas, Europe, Japan, and Retail. The Ameriegment includes both North and South America, exitgpihe activities of the Compan
Retail segment. The Europe segment includes Eunopaantries as well as the Middle East and Afridee Japan segment includes only
Japan, except for the activities of the Compang®iRsegment. The Retail segment currently opsrate
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Apple-owned retail stores in the United States gmehed its first international store in Tokyo, Japathe first quarter of 2004. Each
reportable operating segment provides similar harévand software products and similar servicegshBuinformation regarding the
Company's operating segments may be found in Itefttis Form 10-K in the Notes to Consolidateddficial Statements at Note 11,
"Segment Information and Geographic Data."

Americas

Net sales in the Americas segment during 2003 &sereé $50 million or 2% compared to 2002. During80d 2002, the Americas segm
represented approximately 51% and 55%, respecfigéthe Company's total net sales and represeaqpbximately 54% and 56%,
respectively, of total Macintosh unit sales. Theuits of the Americas segment are similar to theralresults of the Company as they reflect
substantially lower unit sales and net sales ofétdvacintosh systems and iMac systems, partiafisedby increases in unit sales and net
sales of PowerBooks. The net sales of the Amesegment, and the Company in total, also reflecstsutially higher sales of peripherals,
software, and services during 2003 compared to 2d@2primarily to higher sales of iPods and Intesevices. The Americas segment has
been negatively affected by weakness in its U.8catibn channel. As noted above, total net saldsait sales in the U.S. education channel
during 2003 were down 4% and 6%, respectively, amegbto the same period in 2002. The Company ledighis decline is caused by
increased competition in the education market gna teduction in spending by U.S. educational fnstins due to federal and state funding
concerns and tax revenue shortfalls resulting filoenweak economy. Additionally, some of the dectineing 2003 in net sales and unit sales
of Macintosh systems in the Americas segment mahdeesult of the operation of the Company's Re&iment whose net sales, all of
which occurred within the U.S., increased signifitaduring 2003.

Net sales for the Americas segment increased 3%84million in 2002 compared to 2001. The Amerisagment was negatively affected
a decline in U.S. education sales in 2002 of $2ilkbom The Americas segment also experienced a tié&bine in Power Macintosh unit
sales. However, outside of the U.S. education oblannit sales of consumer desktop and portablesysrebounded from the substantial
declines experienced in 2001, rising a combined B12002. Sales of software, peripherals, and ares were also up in the Americas
during 2002. Growth in unit sales of consumer dedrsystems during 2002 in the Americas is somewattdbutable to the significantly
depressed level of net sales experienced in thiedfirarter of 2001 as discussed above. Howevewntlrio the Americas was somewhat
negatively affected, particularly with respect tmsumer-oriented systems, by the significant gravftthe Company's Retail segment in the
U.S. More than 70% of the Retail segment's Machtost sales during 2002 were for iMacs and iBooks.

Europe

Net sales in Europe increased $58 million or 5%ndp2003 as compared to 2002 while Macintosh walésdeclined by 5% during the sa
period. Europe's operating results were consistéhtthe trend experienced in the Americas andhigyGompany as a whole. Europe
experienced weakened demand for Power Macintoshg ivhd iBook systems in 2003, partially offset tigrsg demand for PowerBooks
whose net sales increased by 48% or $100 milliomf2002. Europe also realized increased salesriphegals, software, and service,
primarily attributable to higher sales of iPods;essories and APP.

Economic conditions in Europe remained weak throug2002, and the overall demand for the Compamgducts in that region remained
flat during 2002 versus 2001. Unit sales in Eurfipe2002 reflect relatively stronger demand for samer-oriented products, particularly
iBook whose unit sales increased 27% in 2002, bffgeleclines in Power Macintosh unit sales.

Japan

Net sales in Japan decreased $12 million or 2%nd@003 as compared to the same period in 2002yeh&est yei-to-date performance of
any of the Company's operating segments. Japarcgitdah unit
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sales were particularly weak in 2003, declining 12%d were primarily attributable to lower saleshMdac and iBook systems, partially offset
by an increase in PowerBook sales as well as higgiles of peripherals and other hardware. Japaainidsh unit sales remain significantly
below the segment's historic levels due to cureenhomic conditions that remain particularly negatn Japan.

Net sales in Japan remained flat during 2002 ve2804, with a slight decline in unit sales of 2%nGistent with the Company's ott
geographic operating segments, during 2002 Japamezhgrowth in unit sales of consumer systems atetchne in unit sales of Power
Macintosh systems. Japan's iMac unit sales incde®8% in 2002. However, in the case of Japan thease in iMac unit shipments in 2002
versus 2001 was primarily the result of the unuguidpressed level of net sales experienced bZtmpany in the first quarter of 2001 as
discussed above. Additionally, net sales in Japea sequential and year-over-year comparative lgasisrally worsened as 2002 progressed
reflecting particularly poor economic conditionsJiapan.

Retail

The Company opened 25 new retail stores during ,2003ging the total number of open stores to 66f&September 27, 2003, whi



compares to 40 open stores as of September 28,82@D8 open stores as of September 29, 2001. Dtivinfirst quarter of fiscal 2004, the
Company opened 9 additional stores including it finternational store in the Ginza in Tokyo, Japehe Retail segment's net sales grew to
$621 million during 2003 from $283 million in 20@2d from $19 million in 2001. The $338 million at%46 increase in net sales during
2003 reflects the impact from opening 25 new storeX03, the full year impact of 2002 store opegsiras well as an increase in average
revenue per store. Total Macintosh sales increbgegbproximately $170 million of which $108 millioelated to year-over-year increases in
PowerBook sales. The Retail segment has also batdd strongly to the increases in net sales dplperals, software and services
experienced by the Company during 2003. During 2@pBroximately 45% of the Retail segment's netssehme from the sale of Apple-
branded and third-party peripherals, software amdices as compared to 28% for the Company as &ewWith an average of 54 stores open
during 2003, the Retail segment achieved annuateeenue per store of approximately $11.5 milliascompared to approximately

$10.2 million based on an average of 28 stores op2002.

As measured by the Company's operating segmentimgahe Retail segment improved from a loss 2 #illion during 2002 to a loss of
$5 million during 2003. This improvement is primprattributable to the segment's year-over-yearease in net sales, which resulted in
higher leverage on occupancy, depreciation and dittel costs.

Expansion of the Retail segment has required alia¢@itinue to require a substantial investmerftiad assets and related infrastructure,
operating lease commitments, personnel, and offemating expenses. Capital expenditures associdtedhe Retail segment since its
inception totaled approximately $290 million thrdudpe end of fiscal 2003, $92 million of which wiasurred during 2003. As of
September 27, 2003, the Retail segment had appateiynl,300 employees and had outstanding operkgagg commitments associated v
retail store space and related facilities of $354ian. The Company would incur substantial codtswdd it choose to terminate its Retail
segment or close individual stores. Such costsdcadVersely affect the Company's results of opmmatand financial condition. Investmen
a new business model such as the Retail segmimtitaently risky, particularly in light of the sidicant investment involved, the current
economic climate, and the fixed nature of a subistgoortion of the Retail segment's operating ewges.
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Gross Margin

Gross margin for the three fiscal years ended S@pte 27, 2003 are as follows (in millions, excefutsg margin percentages):

2003 2002 2001
Net sales $ 6,200 $ 5742 $ 5,36¢
Cost of sale: 4,49¢ 4,13¢ 4,12¢
Gross margir $ 1,706 $ 1,60 $ 1,23t
I W |
Gross margin percenta 27.5% 27.% 23.(%

Gross margin decreased to 27.5% of net sales i8 206 27.9% of net sales in 2002. This declingrimss margin reflects relatively
aggressive pricing actions on several Macintoshetsodstituted by the Company beginning in latedl2002 as a result of continued pric
pressure throughout the personal computer industigr sales of relatively higher margin Power Méosh systems during the first three
fiscal quarters of 2003, and increased air fre@gitt manufacturing costs associated with the pramtucamp-up of the new Power Mac G5
and 15-inch PowerBook, both of which began shipjiingolume during September 2003. This declindse attributable to a rise in certain
component costs as the year progressed. The afotiemed negative factors affecting gross margimindu2003 were partially offset by the
increase in higher margin software and direct sales

The Company anticipates that its gross margin hedjtoss margin of the overall personal computusiry will remain under pressure
throughout fiscal 2004 in light of weak economimditions, price competition in the personal compirdustry, and potential increases in
component pricing. The Company also expects toimoato incur air freight charges on the Power i@&&cand other products during 2004.

The foregoing statements regarding the Companyseat&d gross margin during 2004, general demanpeional computers, anticipated
industry component pricing, anticipated air freighairges, and future economic conditions are fatv@oking. There can be no assurance
that current gross margins will be maintained,ated gross margin levels will be achieved, or aurneargins on existing individual products
will be maintained. In general, gross margins aagims on individual products will remain underrsfgcant downward pressure due to a
variety of factors, including continued industrydeiglobal pricing pressures, increased competiiompressed product life cycles, potential
increases in the cost and availability of raw nmatemd outside manufacturing services, and pakakianges to the Company's product mix,
including higher unit sales of consumer product$wiwer average selling prices and lower grossginar In response to these downward
pressures, the Company expects it will continugke pricing actions with respect to its produ@soss margins could also be affected by the
Company's ability to effectively manage productliy@and warranty costs and to stimulate demandéstain of its products. The Compar
operating strategy and pricing take into accoutitgrated changes in foreign currency exchangesrater time; however, the Company's
results of operations can be significantly affedtethe shor-term by fluctuations in exchange rat



The Company orders components for its productshaiiids inventory in advance of product shipmentscd&ise the Company's markets are
volatile and subject to rapid technology and pdbanges, there is a risk the Company will foretasirrectly and produce or order from
third-parties excess or insufficient inventories of manr products or components. The Company's operatisults and financial condition
the past have been and may in the future be milyeadversely affected by the Company's abilityrtanage its inventory levels and
outstanding purchase commitments and to resposkadd-term shifts in customer demand patterns.

Gross margin increased to 27.9% of net sales i2 2@®n 23.0% in 2001. Gross margin in 2001 was ualig low resulting from negative
gross margin of 2% experienced in the first quasfe2001. As a
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percentage of net sales, the Company's quartesgsgnargins declined during fiscal 2002 from 31%hanfirst quarter down to 26% in the
fourth quarter. This decline resulted from sev@ators including a rise in component costs ag/da progressed and aggressive pricing by
the Company across its products lines instituteal @sult of continued pricing pressures in thesg@eal computer industry.

Operating Expenses

Operating expenses for the three fiscal years eBéptember 27, 2003 are as follows (in milliongept for percentages):

2003 2002 2001
Research and developme $ 471 $ 44€ $ 43C
Percentage of net sales 8% 8% 8%
Selling, general, and administrative exper $ 1,212 $ 1,10¢ $ 1,13¢
Percentage of net sales 20% 19% 21%
Restructuring cost $ 26 $ 30 —
Purchased -process research and developn — 3 189 11

Research and Development (R&

The Company recognizes that focused investmerR&ID are critical to its future growth and competitiposition in the marketplace and are
directly related to timely development of new anéi@ced products that are central to the Companysbusiness strategy. The Company
has historically relied upon innovation to remaimpetitive. R&D expense amounted to approximatétyd total net sales during 2003,
2002 and 2001, up substantially from approximab&y of total net sales in fiscal year 2000 and reearlier periods. The Company's
management believes that maintaining or increasiagpace of innovation and product developmertésiest way to respond to current
economic and market conditions and will continu@asition the Company for future growth as condisigmprove. R&D expense increased
6% or $25 million to $471 million in 2003 as comgarto 2002, which follows a $16 million increas&B02 as compared to 2001. The
overall increase in R&D expense relates primadlyncreased headcount and support for new prodnalidpment activities. R&D spending
also included capitalized software developmentscoSapproximately $14.7 million related to the elepment of Mac OS X Panther in 2003;
approximately $13.3 million associated with the@epment of Mac OS X Jaguar and approximately iBaniassociated with the
PowerSchool enterprise student information syste@0D2; and approximately $5.4 million associatéith whe development of the original
version of Mac OS X in 2001. Further informatiotated to the Company's capitalization of softwasealopment costs may be found in
Part I, Item 8 of this Form 10-K at Note 1 of Net® Consolidated Financial Statements.

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

SG&A increased $103 million or 9% during 2003 ampared to 2002 due primarily to the Company's cutil expansion of the Retail
segment and increases in headcount. The overadlase was partially offset by a decrease in cugreat discretionary spending on marke
and advertising and by savings resulting from tb@32and 2002 restructuring activities describedwel

SG&A decreased $29 million or 3% during 2002 as pared to 2001. The decrease in SG&A in 2002 wasanily the result of lower
discretionary spending on marketing and advertiskxmgenses, decreased spending related to informsygtems, and benefits directly related
to the Company's restructuring actions in 200220@ilL. The decreases were partially offset by hightes expense in 2002 resulting from
increased operating expenses associated with d@rgpasfsthe Company's Retail segment.
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Restructuring Action



During the second quarter of 2003, the Companylsagrment approved and initiated restructuring asttbat resulted in recognition of a
total restructuring charge of $2.8 million. Therpairy focus of actions taken in the second quaregevior the most part supplemental to
actions initiated in the prior two quarters andu®ed on further headcount reductions in variousssaihd marketing functions in the
Company's Americas and Europe operating segmedtfuaher reductions associated with PowerSchdated activities in the Americas
operating segment. The second quarter actionsteesial recognition of severance costs of $2.4 amilfior termination of 93 employees, 92 of
whom were terminated prior to the end of 2003 @<t of $2.2 million. During the second quarte063, an additional $400,000 was
accrued for asset write-offs and lease paymentnabandoned facility in the Americas operatingrsag. The Company estimates these
restructuring actions will reduce quarterly opergtexpenses by $1.5 million.

During the first quarter of 2003, the Company's agment approved and initiated restructuring astigith a total cost of $24 million that
resulted in the termination of manufacturing operst at the Company-owned facility in Singaporettfer reductions in headcount resulting
from the shift in PowerSchool product strategy tioak place at the end of fiscal 2002, and ternmmadf various sales and marketing
activities in the United States and Europe. Thesg&ucturing actions will ultimately result in teBmination of 260 positions worldwide, all
but one was eliminated by the end of 2003. The Gomestimates these restructuring actions will cedyuarterly operating expenses by
$6 million.

During fiscal 2002, the Company recorded totalruestiring charges of $30 million related to actiamtended to eliminate certain activities
and better align the Company's operating expenghsewisting general economic conditions and tdiply offset the cost of continuing
investments in new product development and investsnia the Company's Retail operating segment.ddrapany estimates these
restructuring actions will result in reduced quayteperating expenses of approximately $10 million

Of the $30 million restructuring charge for fis€4l02, $6 million was incurred in the fourth quait&2002 related to actions designed to
reduce headcount costs in corporate operationsaed and to adjust its PowerSchool product styatégadcount actions, primarily in
corporate operations, sales, and PowerSchool delasearch and development, resulted in the eltioimaf approximately 180 positions
worldwide at a cost of $1.8 million. The shift inggluct strategy at PowerSchool included discontiguievelopment and marketing of a
PowerSchool product that resulted in the impairneépreviously capitalized development costs asdgediwith the product in the amount of
$4.5 million. The remaining charge in 2002 of $2illion was incurred in the first quarter of 2002daresulted in the elimination of
approximately 425 positions worldwide, at a cos$®fmillion. Positions were eliminated primarilytile Company's operations, information
systems, and administrative functions. In additthese restructuring actions also included sigaifichanges in the Company's information
systems strategy resulting in termination of equiptdeases and cancellation of existing projectsaamivities. Related lease and contract
cancellation charges totaled $12 million, and charfgr asset impairments totaled $4 million. Dutting first quarter of 2003, the Company
reversed the remaining unused accrual of $600,000.

Purchased I-Process Research and Development (IPR&D)

During the fourth quarter of 2002, the Company &eglEmagic GmbH, a provider of professional sofevsolutions for computer based
music production, for approximately $30 milliondash; $551,000 of which was allocated to IPR&D. @heunt of the purchase price
allocated to IPR&D was expensed upon acquisitiecahse the technological feasibility of productdardevelopment had not been
established and no alternative future uses exiSteel IPR&D relates primarily to Emagic's Logic ssrtechnology and extensions. At the
of the acquisition, the products under developmesne between 43%-83% complete, and it was expéletedhe remaining work would be
completed during the Company's fiscal 2003 at &4 @oapproximately $415,000. The remaining effovtbjch were completed in 2003,
included finalizing user interface design and depglent, and testing. The fair value of the IPR&Dswlatermined
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using the income approach, which reflects the ptefkfree cash flows that will be generated bylBR&D projects and that are attributable
to the acquired technology, and discounting thgepted net cash flows back to their present vakiegua discount rate of 25%.

In May 2001, the Company acquired PowerSchool, lnprovider of web-based student information systéor K-12 schools and districts
that enables schools to record, access, reportnandge their student data and performance irtireal-and gives parents real-time web
access to track their children's progress. Of fmiathase consideration of $66.1 million, $10.8iorilwas allocated to IPR&D and was
expensed upon acquisition because the technolde@sibility of products under development hadlmexn established and no alternative
future uses existed. The IPR&D relates to techriebogepresenting processes and expertise employesign, develop, and deploy a
functioning, scalable web-based student informagigstem for use by K-12 schools. At the date ofabguisition, the PowerSchool product
under development was approximately 50% compleig jtavas expected that the remaining 50% woulddrapleted during the Company's
fiscal 2002 at a cost of approximately $9.25 millidhe remaining efforts, which were completed nigi2002, included completion of codi
finalizing user interface design and developmemd, @sting. The fair value of the IPR&D was detereal using the income approach, which
reflects the projected free cash flows that willgemerated by the IPR&D projects and that arebaitable to the acquired technology, and
discounting the projected net cash flows back ¢ir foresent value using a discount rate of 25%.

Other Income and Expense

Other income and expense for the three fiscal yeaded September 27, 2003 are as follows (in maic



2003 2002 2001

Gains (losses) on n-current investments, n $ 10 $ 42 % 88
Unrealized loss on convertible securit $ — $ — $ (13
Interest incomt $ 69 $ 11& $  21¢
Interest expens (8) 171) (16)
Gains on sales of short term investments 21 7 —
Other income (expense), r (5) 2 15
Gain on forward purchase agreem 6 — —
Interest and other income, r $ 83 $ 11z $ 217
Total other income and exper $ 93 $ 70 $ 297

Gains and Losses on Non-current Investments

The Company has held investments in EarthLink (BarthLink), Akamai Technologies, Inc. (Akamai), MRHoldings plc (ARM) and

certain investments in private companies. Thesesiments have been reflected in the consolidatedid@ sheets as long term assets within
other assets and have been categorized as avdidatdale requiring that they be carried at failugawith unrealized gains and losses, net of
taxes, reported in equity as a component of accatedilother comprehensive income. The Company rézegan impairment charge to
earnings in the event a decline in fair value beflbg/cost basis of one of these investments isméted to be other-than-temporary. The
Company includes recognized gains and losses irggfilom the sale or from other-thaemporary declines in fair value associated witsé
investments in other income and expense. Furtliemiation related to the Company's non-current debtequity investments may be found
in Part Il, Item 8 of this Form 10-K at Note 2 obfés to Consolidated Financial Statements.

During 2003, the Company sold 1,875,000 shareskaf#ai stock for net proceeds of approximately $8ioni and a gain before taxes of
approximately $8 million. Additionally, the Compaasgld its remaining investment in ARM stock, 27&&hares, for net proceeds of
approximately $295,000, and a
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gain before taxes of $270,000, and sold its remgimvestment in EarthLink stock, 6,540,000 shali@snet proceeds of approximately
$37 million, and a gain before taxes of $2 millidine fair value of the Company's remaining investiie Akamai as of September 27, 2003,
was approximately $5 million.

During 2002, the Company determined that declingké fair value of certain of these investmentsewather-thartemporary. As a result, tl
Company recognized a $44 million charge to earniagsgritedown the basis of its investment in Eaitii, a $6 million charge to earnings to
writedown the basis of its investment in Akamail an$15 million charge to earnings to writedownlilasis of its investment in a private
company investment. These losses in 2002 wereaphaniffset by the sale of 117,000 shares of Eartkistock for net proceeds of $2 million
and a gain before taxes of $223,000, the sale @0P9 shares of Akamai stock for net proceeds oh#ion and a gain before taxes of
$710,000, and the sale of approximately 4.7 milsbares of ARM stock for both net proceeds andmlgzfore taxes of $21 million.

During 2001, the Company sold a total of approxeheal million shares of Akamai stock for net prodeef $39 million and recorded a gain
before taxes of $36 million, and sold a total gbrpximately 29.8 million shares of ARM stock fortmeoceeds of $176 million and recorded
a gain before taxes of $174 million. These gaiming2001 were partially offset by a $114 milliohazge to earnings that reflected an other-
than-temporary decline in the fair value of the @amy's investment in EarthLink and an $8 milliomige that reflected an other-than-
temporary decline in the fair value of certain ptaszcompany investments.

Unrealized Loss on Convertible Securities

On October 1, 2000, the Company adopted Statenfi¢tib@ancial Accounting Standard (SFAS) No. 188counting for Derivative
Instruments and Hedging Activiti. SFAS No. 133 established accounting and repostiagdards for derivative instruments, hedging
activities, and exposure definition. SFAS No. 188uired the Company to adjust the carrying valughefderivative component of its
investment in Samsung to earnings during the djustrter of 2001, the before tax effect of which wasunrealized loss of approximately
$13 million.

Interest and Other Income, N

Net interest and other income decreased $29 mitlid26% to $83 million during 2003. The decreagerimarily the result of declinin
investment yields on the Company's cash and-term investments resulting from substantially lowearket interest rates. The weigh



average interest rate earned by the Company easts, cash equivalents and short-term investmelt®1.89% in 2003 compared to 2.85%
in 2002. The decrease is offset by the increagd 4fmillion from the gain on the sales of shortrténvestments from the Company's fixed
income portfolio, and the increase of $6 millioarfr the gain on the forward purchase agreementgitinia fourth quarter of 2003.

Net interest and other income was $112 millionisiedl 2002, compared to $217 million in fiscal 20This $105 million or 48% decrea
was primarily the result of declining investmerglgis on the Company's cash and short-term invessmesulting from substantially lower
market interest rates. The weighted average intestss earned by the Company on its cash, casiwaguis and shoterm investments fell 1
2.85% in 2002 compared to 5.38% in 2001.

Provision for Income Taxes

The Company's effective tax rate for 2003 was 26%ared to the higher statutory rate due primaoilsesearch and development credits, a
non-taxable gain on stock repurchase and certalistuitbuted foreign earnings for which no U.S. taxeere provided. As of September 27,
2003, the Company had deferred tax assets ariging deductible temporary differences, tax lossed,tax credits of $452 million before
being offset against certain deferred tax liakgititand a valuation allowance for presentation erCthmpany's consolidated balance sheet. As
of September 27, 2003, a valuation allowance ofi&8lon was
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recorded against the deferred tax asset for thefibeof tax losses that may not be realized. Tddaation allowance relates principally to the
operating loss carryforwards acquired from NeXT atfter acquisitions, the utilization of which isbgct to certain limitations imposed by
the Internal Revenue Code. Management believesiibire likely than not that forecasted income udirig income that may be generated
result of certain tax planning strategies, willsodficient to fully recover the remaining net deést tax assets. The Company will continue to
evaluate the realizability of the deferred tax tsgearterly by assessing the need for and amduhewaluation allowance.

On April 10, 2003, the Internal Revenue ServiceS)lRroposed adjustments to the Company's federairie tax returns for the years 1998
through 2000, and the Company has made certaimymggnts thereon. Certain of these adjustmentsedng lsontested through the IRS
Appeals Office. Substantially all IRS audit issfi@syears prior to 1998 have been resolved. Manageielieves that adequate provision has
been made for any adjustments that may result feonexaminations. However, the outcome of tax gutiinnot be predicted with certainty.
Should any issues addressed in the Company's thts & resolved in a manner not consistent withagament's expectations, the Company
could be required to adjust its provision for in@tax in the period such resolution occurs.

Cumulative Effects of Accounting Changes
Financial Instruments with Characteristics of Bafiabilities and Equity

On May 15, 2003, the Financial Accounting Stand&dard (FASB) issued SFAS No. 158;counting for Certain Financial Instruments
with Characteristics of Both Liabilities and Equit$$FAS No. 150 requires issuers to classify agliligls certain freestanding financial
instruments that embody obligations for the issaret have characteristics of both liabilities andigg The Company adopted the provisions
of SFAS No. 150 on June 29, 2003, which resulteal favorable cumulative effect type adjustmentpgraximately $3 million. This
adjustment represented the mark-to-market adjusttodair value for a forward purchase agreemeat #lowed the Company to acquire
1.5 million shares of its common stock at a prit816.64 per share. The Company settled this fatparchase agreement in August 2003.
The settlement resulted in an additional gain grapimately $6 million, which is included in intesteand other income, net.

Accounting for Asset Retirement Obligatic

On September 29, 2002, the Company adopted SFAS48pAccounting for Asset Retirement Obligationghich addresses financial
accounting and reporting for obligations associat#l the retirement of tangible long-lived assatsl the associated asset retirement costs.
Net of the related income tax effect of approxirya$d million, adoption of SFAS No. 143 resultedain unfavorable cumulati-effect type
adjustment to net income during 2003 of approxitge&2 million. This adjustment represents cumulatilepreciation and accretion that
would have been recognized through the date oftamiopf SFAS No. 143 had the statement been appdiglle Company's existing asset
retirement obligations at the time they were ifijiancurred.

Accounting for Derivative

The adoption of SFAS 133 during 2001 resulted favarable cumulativeffect type adjustment of approximately $12 millioet of a relate
income tax effect of approximately $5 million.

Further information related to the adoption of SAAS. 133, 143 and 150 and the resulting cumulatoedunting effects may be found in
Part Il, Item 8 of this Form -K at Note 1 of Notes to Consolidated Financial Stagnts



Accounting for Stock-Based Compensation

The Company currently measures compensation expenigs employee stock-based compensation plaing dilse intrinsic value method
prescribed by Accounting Principles Board (APB) @qn No. 25,
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Accounting for Stock Issued to Employand provides pro forma disclosures of the effechemnincome and earnings per share as if the fair
value-based method had been applied in measuring@&asation expense. The Company has elected ¢avf@dlPB Opinion No. 25 because,
as further discussed in Part Il, Iltem 8 of thisrtRdi0-K at Note 1 of the Notes to Consolidated FamglrStatements, the alternative fair value
accounting provided for under SFAS No. 128counting for Stock-Based Compensatiogquires use of option valuation models that were
not developed for use in valuing employee stockoogtand employee stock purchase plan shares. WRIi2IOpinion No. 25, when the
exercise price of the Company's employee stoclonptequals the market price of the underlying stockhe date of the grant, no
compensation expense is recognized.

The FASB decided on April 22, 2003 to require alinpanies to expense the value of employee stodtrmptCompanies will be required to
measure the cost of employee stock options acaptditheir fair value. The FASB has indicated tihatans to issue in the first quarter of
calendar year 2004 an exposure draft of a new aticgustandard addressing this matter. Prior toaisse of this exposure draft, the FASB
has indicated it will be addressing several sigaifit technical issues. Among other things, the FA®Bt determine the extent to which the
new accounting standard will permit adjustmentsetmgnized expense for actual option forfeitured artual performance outcomes. This
determination will affect the timing and amountcoinpensation expense recognized. Also, a methddtesmine the fair value of employee
stock options must be established. Current accogistandards require use of an option-pricing malelh as the Black-Scholes formula, to
determine fair value and provide guidance on atljgstome of the input factors used in the modeis Vhaluation approach has received
significant criticism and may be subject to chantes could have a significant impact on the caltad fair value of employee stock options
under the new standard.

At the Company's annual shareholder's meeting ail 24y 2003, shareholders approved a proposalesting that the Company's Board of
Directors (the Board) establish a policy of expegghe value of all future employee stock opti@smied by the Company. The Board and
management appreciate and take seriously the @gpressed by the Company's shareholders. As detirsshe Company's Form 10-Q for
the period ended March 29, 2003, the Company heidlele not to expense the value of employee stotikmpuntil the FASB finalizes its
new accounting standard on the matter. The Compasgd this decision on the FASB's announced intemnti soon require all companies to
expense the value of employee stock options anBAISB's near-term review of technical issues th#itplay a significant role in
determining the fair value of and accounting fopéogee stock options. The Company monitors progagsise FASB and other developme
with respect to the general issue of employee stoakpensation. In the future, should the Compameese the value of employee stock
options, either out of choice or due to new requiats issued by the FASB, the Company may havectegnize substantially more
compensation expense in future periods that coale fa material adverse impact on the Company'sefuasults of operations.

Recent Accounting Pronouncements

In January 2003, the FASB issued Interpretationd6o(FIN 46),Consolidation of Variable Interest Entitie§IN 46 clarifies the application

of Accounting Research Bulletin No. 51 and appirathediately to any variable interest entities cedadfter January 31, 2003 and to variable
interest entities in which an interest is obtaiaédr that date. For variable interest entitiestd or acquired prior to February 1, 2003, the
provisions of FIN 46 must be applied for the firgerim or annual period beginning after Decembgr2D03. The adoption of the provisior
FIN 46 related to variable interests created aiteuary 31, 2003 did not have a material impa¢herCompany's results of operations or
financial position. The Company continues to eviuhe provisions of FIN 46, and does not belida the adoption of the remaining
provisions will have a material impact on its réswif operations or financial position.

37

In May 2003, the FASB's Emerging Issues Task F(EtEF) reached consensus on EITF Issue No. 0R2¥enue Arrangements with
Multiple Deliverables. EITF Issue No. 00-21 provides guidance on hoacimount for certain arrangements that involve elasery or
performance of multiple products, services, andgits to use assets. The provisions of EITF 19$60e00-21 apply to revenue transactions
entered into in fiscal periods beginning after JUBe2003. Additionally, in August 2003, the ElTéached consensus on EITF Issue No503-
Applicability of AICPA Statement of Position-2, "Software Revenue Recognition," to Non-Softiakverables in an Arrangement
Containing More-than-Incidental SoftwafelTF Issue No. 03-5 provides guidance on deterrgimihether non-software deliverables are
included within the scope of SOP 97-2, and accalfglirvhether multiple element arrangements arestadrounted for in accordance with
EITF Issue No. 00-21 or SOP 97-2. The Company otlgrapplies the requirements of SOP No. 97-2 wdegounting for all multiple
element transactions. The Company does not antictha application of either EITF Issue Nos. 006203-5 will have a significant impact
on its results of operations or financial positi



Liquidity and Capital Resources

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

2003 2002 2001

Cash, cash equivalents, and s-term investment $ 4566 $ 4337 $ 4,33
Accounts receivable, n $ 76€ % 56t $ 46¢€
Inventory $ 56 $ 45 $ 11
Working capital $ 353 $ 3,730 $ 3,62¢
Days sales in accounts receivable (DSO 41 36 29
Days of supply in inventory (t 4 4 1
Days payables outstanding (DPO) 82 77 73
Annual operating cash flo $ 28¢ % 89 $ 18t

@ DSO is based on ending net trade receivables astl niecent quarterly net sales for each period.
(b) Days supply of inventory is based on ending invenémd most recent quarterly cost of sales for geriod.

(©) DPO is based on ending accounts payable and nusitrquarterly cost of sales adjusted for the ceamgnventory.

As of September 27, 2003, the Company's cash,ampskialents, and short-term investments portfataled $4.566 billion, an increase of
$229 million from the end of fiscal 2002. The Comypa short-term investment portfolio consists prifigeof investments in U.S. Treasury
and Agency securities, U.S. corporate securitied,fareign securities. Foreign securities congisharily of foreign commercial paper,
certificates of deposit and time deposits with iigndanstitutions, most of which are denominatedJi$. dollars. The Company's investments
are generally liquid and investment grade.

As a result of declining investment yields on the{pany's cash equivalents and short-term invesswentilting from substantially lower
market interest rates during 2003, the Companyeleded to reduce the average maturity of its pbotto maintain liquidity for future
investment opportunities when market interest ratease. Accordingly, during 2003 the Companyeaased its holdings in short-term
investment grade instruments, both in U.S. corgoaad foreign securities, that are classified ah eguivalents and has reduced its holdings
in longer-term U.S. corporate securities classiisghort-term investments.

Although the Company's cash, cash equivalentsshad-term investments increased in 2003, the Cayipavorking capital at
September 27, 2003 decreased by $200 million apared to the end of

38

fiscal 2002 due primarily to the current year reslication of the Company's long-term debt asraecu obligation resulting from its
scheduled maturity in February 2004.

The primary sources of total cash and cash equitale fiscal 2003 were $289 million in cash getelaby operating activities and
$53 million in proceeds from the issuance of comrmstmek, partially offset by $164 million utilizedif capital expenditures and $26 million
for the repurchase of common stock.

The Company believes its existing balances of czeth equivalents, and short-term investmentsheibufficient to satisfy its working
capital needs, capital expenditures, debt obligatistock repurchase activity, outstanding commitsyeand other liquidity requirements
associated with its existing operations over thd & months.

Debt

The Company currently has debt outstanding in ¢hea fof $300 million of aggregate principal amourfi% unsecured notes that were
originally issued in 1994. The notes, which pagiast semiannually, were sold at 99.925% of pararfioeffective yield to maturity of 6.51%.
The notes, along with approximately $4 million efamortized deferred gains on closed interest raées, are due in February 2004 and
therefore have been classified as current debt Semtember 27, 2003. The Company currently arateip utilizing its existing cash balances
to settle these notes when due.

Capital Expenditures

The Company's total capital expenditures were $ailibn during fiscal 2003, $92 million of which we for retail store facilities and
equipment related to the Company's Retail segmeh$@2 million of which were primarily for corpoeainfrastructure, including informatic



systems enhancements and operating facilities eeh@ants and expansions. The Company currentlyigaiiss it will utilize approximately
$160 million for capital expenditures during 20@gproximately $85 million of which is expected ® dttilized for further expansion of the
Company's Retail segment and the remainder utiti@edipport normal replacement of existing cagtalets and enhancements to general
information technology infrastructure.

Stock Repurchase Plan

In July 1999, the Company's Board of Directors ariled a plan for the Company to repurchase up@®$nillion of its common stock. This
repurchase plan does not obligate the Companydgmircany specific number of shares or acquireeshaver any specified period of time.

During the fourth quarter of 2001, the Company estténto a forward purchase agreement to acquirenillion shares of its common stock
in September of 2003 at an average price of $leB4hare for a total cost of $25.5 million. In Aigg2003, the Company settled this
agreement prior to its maturity, at which time @@mpany's common stock had a fair value of $228ker than this forward purchase
transaction, the Company has not engaged in angacsions to repurchase its common stock sincel f00. Since inception of the stock
repurchase plan, the Company had repurchased at@#®5 million shares at a cost of $217 millidihe Company was still authorized to
repurchase up to an additional $283 million otissnmon stock as of September 27, 2003.

Off-Balance Sheet Arrangements

The Company has not entered into any transactighsunconsolidated entities whereby the Companyfinasicial guarantees, subordinated
retained interests, derivative instruments or otlegrtingent arrangements that expose the Compamaterial continuing risks, contingent
liabilities, or any other obligation under a vat@imterest in an unconsolidated entity that presifinancing, liquidity, market risk or credit
risk support to the Company.
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Lease Commitmen

As of September 27, 2003, the Company had totatautding commitments on noncancelable operatirggteaf approximately $600 million,
$354 million of which related to the lease of resgiace and related facilities. Remaining termshenCompany's existing operating leases
range from 1 to 12 years. Subsequent to SeptenTh@023, the Company entered into additional opggaéase commitments for retail spi
with future lease commitments totaling $64 milli@n periods ranging from 10 to 12 years.

Purchase Commitments with Contract Manufacturerd @omponent Supplie

The Company utilizes several contract manufactuersanufacture subassemblies for the Company's products and to perfioial assembl
and test of finished products. These contract netufers acquire components and build product basetmand information supplied by
the Company, which typically covers periods randiogn 1 to 3 months. The Company also obtains iddizi components for its products
from a wide variety of individual suppliers. Cortsist with industry practice, the Company acquir@sgonents through a combination of
purchase orders, supplier contracts, and open®bdesed on projected demand information. Such peechommitments typically cover the
Company's forecasted component and manufacturingreanents for periods ranging from 30 to 130 d&ssof September 27, 2003, the
Company had outstanding third-party manufacturimgmitments and component purchase commitmentsprbainately $848 million.

Indemnifications

The Company generally does not indemnify end-uskits operating system and application softwararst legal claims that the software
infringes third-party intellectual property righ®ther licensing agreements entered into by the @amy sometimes include indemnification
provisions under which the Company could be sulifecbsts and/or damages in the event of an irdérimgnt claim against the Company or
an indemnified third-party. However, the Compang hat been required to make any significant paymesgulting from such an
infringement claim asserted against itself or alemnified third-party and, in the opinion of managat, does not have a potential liability
related to unresolved infringement claims that wichdve a material adverse effect on its finanaaldition, liquidity or results of operations.

Factors That May Affect Future Results and FinancidCondition

Because of the following factors, as well as ofaetors affecting the Company's operating resultsfanancial condition, 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.

General economic conditions and current economit palitical uncertainty could adversely affect themand for the Company's products
and the financial health of its suppliers, distribts, and resellers



The Company's operating performance depends signifiy on general economic conditions. For mucthefpast several years, demand for
the Company's products has been negatively impastelifficult global economic conditions. Additiolhg some of the Company's education
customers appear to be delaying technology purstiiseto concerns about the overall impact of thaker economy on their available
funding. Continued uncertainty about future ecormeaainditions continues to make it difficult to foesst future operating results. Should
global and regional economic conditions fail to noye or continue to deteriorate, demand for the @amy's products could continue to be
adversely affected, as could the financial hedititsasuppliers, distributors, and resellers.

War, terrorism or public health issues could disrsppply, delivery or demand of products which daegatively affect the Company's
operations and performance.

War, terrorism or public health issues, whethahsU.S. or abroad, have caused and could contincause damage or disruption to
international commerce by creating economic andipal uncertainties
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that may have a strong negative impact on the gktznomy, the Company, and the Company's supmiecastomers. Although it is
impossible to predict the occurrences or conse@gatany such events, such events could resaltgcrease in demand for the Company's
products, make it difficult or impossible to deliygroducts to its customers, or to receive comptfeam its suppliers, and could create
delays and inefficiencies in the Company's suppbit. The Company's operating results and finarcadition have been, and in the future
may continue to be, adversely affected by thesatsve

The Company and some of its manufacturing vendadscamponent suppliers have significant operationgrious locations throughout
Asia, including locations in mainland China, therlddong Special Administrative Region, and Singapall of which were subject to the
World Health Organization and Centers for Diseasnt®| and Prevention severe acute respiratoryrsynd (SARS) travel advisories at
times during the second and third quarters of fi2083. Similar travel advisories were issued faiilan, where a significant amount of the
Company's portable Macintosh systems and the iRodssembled. Should the severity of the SARs tlmesease or other public health
issues arise, the Company could be negatively itegdry the need for more stringent employee treaattictions, additional limitations in t
availability of freight services, governmental aas limiting the movement of products between vaiegions, delays in production ramps
of new products, and disruptions in the operatmfithe Company's manufacturing vendors and compangipliers.

The market for personal computers and related feipls and services is highly competitive. If tr@rpany is unable to effectively compete
in these markets, its results of operations coaddtversely affected.

The personal computer industry is highly compegitind is characterized by aggressive pricing pregstidownward pressure on gross
margins, frequent introduction of new products,rspooduct life cycles, evolving industry standardsntinual improvement in product
price/performance characteristics, rapid adoptioiechnological and product advancements by congustiprice sensitivity on the part of
consumers, and a large number of competitors. @eepast several years, price competition in theketdor personal computers and related
peripherals has been particularly intense. The Gmy'p competitors who sell Windows-based persomalputers have aggressively cut
prices and lowered their product margins in ordegain or maintain market share in response tevekness in demand that began in the
second half of calendar 2000 for personal compuyinoglucts. The Company's results of operationsfiaadcial condition have been, and in
the future may continue to be, adversely affectethbse and other industwyide pricing pressures and downward pressures@ssgnargins

The personal computer industry has also been dieaized by rapid technological advances in softWanetionality, hardware performance,
and features based on existing or emerging indgstéirydards. Further, as the personal computertirydasd its customers place more relia
on the Internet, an increasing number of Intere@iaks that are smaller and simpler than traditipepesonal computers may compete for
market share with the Company's existing prod@#seral competitors of the Company have eitheetadjor announced their intention to
target certain of the Company's key market segmearaisiding consumer, education, professional asrssumer digital video editing, and
design and publishing. Several of the Company'spatitors have introduced or announced plans todiice digital music products that
mimic many of the unique design, technical featuaesl solutions of the Company's products. The Gomas a significant number of
competitors, many of whom have greater financiarkating, manufacturing, and technological resaairae well as broader product lines
larger installed customer bases than those of tmpany. Additionally, there has been a trend towamhsolidation in the personal computer
industry that has resulted in larger and potentistifonger competitors in the Company's markets.

The Company is currently the only maker of hardweasiag the Mac OS. The Mac OS has a minority magkate in the personal computer
market, which is dominated by makers of computétizing Microsoft's Windows operating systems. T@empany's future operating results
and financial condition
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are substantially dependent on its ability to amndito develop improvements to the Macintosh piatfim order to maintain perceived des



and functional advantages over competing platfointduding Windows.

The Company is currently focused on market oppdrasrelated to digital music distribution andateld consumer electronic devices
including iPods. The Company faces increasing caitiqre from other companies promoting their ownitigmusic distribution services, fr
peer-to-peer music services, emerging companieslaager companies that may have greater resouragding technical and marketing
resources, and supplier relationships. There camlassurance that the Company will be able toigeoproducts and services that effectively
compete in these markets. Failure to effectivelygete could negatively affect the Company's opegatesults and financial position.

The Company has higher research and developmenseitidg, general and administrative costs, as ecertage of revenue, than many of its
competitors.

The Company's ability to compete successfully aathtain attractive gross margins is heavily depahdgon its ability to ensure a
continuing and timely flow of innovative and comiigé products and technologies to the marketpléasea result, the Company incurs hig
research and development costs as a percentageesfue than its competitors who sell personal cdenpioased on other operating systems.
Many of these competitors seek to compete aggrdgsin price and maintain very low cost structufagther, as a result of the expansion of
the Company's Retail segment and costs associdttednarketing the Company's brand including itsquei operating system, the Company
incurs higher selling costs as a percentage ofwevéhan many of its competitors. If the Companyniable to continue to develop and sell
innovative new products with attractive gross masgits results of operations may be materiallyeasily affected by its operating cost
structure.

The Company must successfully manage frequent grodroductions and transitions in order to remaiompetitive and effectively stimuli
customer demand.

Due to the highly volatile nature of the persorahgputer industry, which is characterized by dynaotistomer demand patterns and rapid
technological advances, the Company must contipirgioduce new products and technologies, enharisting products in order to remain
competitive, and effectively stimulate customer deohfor new products and upgraded versions of tragainy's existing products. The
success of new product introductions is dependeat mumber of factors, including market acceptatieeCompany's ability to manage the
risks associated with product transitions, inclgdimoduction ramp issues; the availability of apglion software for new products; the
effective management of inventory levels in linghaanticipated product demand; the availabilitypadducts in appropriate quantities to meet
anticipated demand; and the risk that new produetg have quality or other defects in the early essaaf introduction. Accordingly, the
Company cannot determine in advance the ultimdéetethat new products will have on its sales sulis of operations.

During 2001, the Company introduced a new cliemraping system, Mac OS X, and delivered its firagjonupgrade, Mac OS X version
10.1. Other major upgrades include Mac OS X Jagua@02 and most recently Mac OS X Panther in Qat@®03. Inability of the Company
to provide additional improvements in the perforceand functionality of Mac OS X, advance custoameptance of the new operating
system and its upgrades, obtain the continued ctmant of software developers to transition existpglications to run on Mac OS X, or
create new applications to run on Mac OS X, maetavadverse impact on the Company's operatinfgesd financial condition.

Because orders for components, and in some casesitments to purchase components, must be placati/amce of customer orders,
Company faces substantial inventory risk.

The Company records a write-down for inventoriesahponents and products that have become obswlate in excess of anticipated
demand or net realizable value and accrues negegsarves for cancellation fees of orders for intwges that have been cancelled. Altho
the Company believes its
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inventory and related provisions are adequate ngilre rapid and unpredictable pace of product @sseince in the computer industry, no
assurance can be given that the Company will matriadditional inventory and related charges. lditawh, such charges have had, and may
have, a material effect on the Company's finammaition and results of operations.

The Company must order components for its prodaetsbuild inventory in advance of product shipmeBecause the Company's markets
are volatile and subject to rapid technology andepchanges, there is a risk the Company will fastincorrectly and produce or order from
third parties excess or insufficient inventoriepafticular products. Consistent with industry piGg components are normally acquired
through a combination of formal purchase orderppber contracts, and open orders based on prajettmand information. Such purchase
commitments typically cover the Company's foreaghsemponent and manufacturing requirements foopsrianging from 30 to 130 days.
The Company's operating results and financial caxdhave been in the past and may in the futunmaeerially adversely affected by the
Company's ability to manage its inventory leveld easpond to short-term shifts in customer demaitkms.

Future operating results are dependent upon the @any's ability to obtain a sufficient supply of quoments, some of which are in sh
supply or available only from limited sourc



Although most components essential to the Compdugiess are generally available from multiplerses, certain key components
including microprocessors and ASICs are currenifaimed by the Company from single or limited sestcSome key components (including
without limitation DRAM, TFT-LCD flatpanel displays, and optical and magnetic disk djivehile currently available to the Company fr
multiple sources, are at times subject to industige availability and pricing pressures. In additioew products introduced by the Company
often initially utilize custom components obtairfeaim only one source until the Company has evathateether there is a need for, and
subsequently qualifies, additional suppliers. tnaions where a component or product utilizes temhinologies, initial capacity constraints
may exist until such time as the suppliers' yidéldge matured. The Company and other producergipdhsonal computer industry also
compete for various components with other industitiat have experienced increased demand forghaducts. The Company uses some
components that are not common to the rest oféhgopal computer industry including certain micomassors and ASICs. Continued
availability of these components may be affectqurdfducers were to decide to concentrate on théustion of components other than those
customized to meet the Company's requirementselstipply of a key component were to be delayasbostrained on a new or existing
product, the Company's results of operations amhfiial condition could be adversely affected.

The Company's ability to produce and market cortigetproducts is also dependent on the ability @esire of IBM and Motorola, the sole
suppliers of the PowerPC RISC-based microprocdesthe Company's Macintosh computers, to provisleGompany with a sufficient
supply of microprocessors with price/performancifees that compare favorably to those suppligdgdCompany's competitors by Intel
Corporation and other developers and producersabprocessors used by personal computers usirgy offerating systems. Further, des
its efforts to educate the marketplace to the empithe Company believes that many of its curegwt potential customers believe that the
relatively slower MHz rating or clock speed of theroprocessors it utilizes in its Macintosh syssetompares unfavorably to those utilized
by other operating systems and translates to slowenall system performance. There have been iostin recent years where the inability
of the Company's suppliers to provide advanced FR@&4 and G3 microprocessors with higher cloclkedpén sufficient quantity has had
significant adverse effects on the Company's resiilbperations. In addition, currently IBM is t@empany's sole supplier of the G5
processor used in current Power Macintosh prodaradsMotorola is the sole supplier of the G4 processThe inability in the future of the
Company to obtain microprocessors in sufficientrditi@s with competitive price/performance featuceslld have an adverse impact on the
Company's results of operations and financial comdi
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The Company relies on third-party music contenictvimay not be available to the Company on comrakyaieasonable terms or at all.

The Company contracts with third parties to offegit music content to customers through the Compahynes Music Store. The Company
pays substantial fees to obtain the rights to dfféts customers this third-party music. Manylod Company's licensing arrangements with
these third-party content providers are short-termature and do not guarantee the future renefsthlese arrangements at commercially
reasonable terms, if at all. Certain parties inrttusic industry have announced their intent to obdate their music distribution operations,
which could limit the availability and increase flees required to offer music content to custorttemsugh the iTunes Music Store. If the
Company is unable to continue to offer a wide \tgra# music content at reasonable prices with aiad#e usage rules, or expand its
geographic reach outside the United States, tHes aad gross margins of the Company's iTunes Miisie as well as related hardware and
peripherals, including iPods, may be adverselycadib

Third-party content providers and artists requir@ the Company provide certain digital rights ngggmaent solutions and other security
mechanisms. If the requirements from content prergidr artists change, then the Company may béreeqto further develop or license
technology to address such new rights and requinesn&here is no assurance that the Company wildbe to develop or license such
solutions at a reasonable cost and in a timely erinat all, which could have a materially adweedfect on the Company's operating results
and financial position.

The Company is dependent on manufacturing andtlogiiservices provided by third parties, many obmhare located outside of the United
States.

Many of the Company's products are manufacturechiole or in part by third-party manufacturers. dd#ion, the Company has outsourced
much of its transportation and logistics manageméaitile outsourcing arrangements may lower thedigzest of operations, they also reduce
the Company's direct control over production arsdrittiution. It is uncertain what effect such dinsiméd control will have on the quality or
guantity of the products manufactured, or the B#ity of the Company to respond to changing madatditions. Moreover, although
arrangements with such manufacturers may contawigions for warranty expense reimbursement, the@amy may remain at least initially
responsible to the ultimate consumer for warrastyise in the event of product defects. Any unapéited product defect or warranty
liability, whether pursuant to arrangements withtcact manufacturers or otherwise, could adverafgct the Company's future operating
results and financial condition.

Final assembly of products sold by the Companwislocted in the Company's manufacturing facilitieSacramento, California, and Cork,
Ireland, and by external vendors in Fremont, Califn Fullerton, California, Taiwan, Korea, the Netlands, the People's Republic of China,
and the Czech Republic. Currently, manufacture afiyrof the components used in the Company's precunt final assembly of
substantially all of the Company's portable produictiuding PowerBooks, iBooks, and the iPod idqrered by third-party vendors in Japan,
Taiwan and China. If for any reason manufacturintpgistics in any of these locations is disruptgdegional economic, business,
environmental, medical, political, or military cdtidns or events, the Company's results of openatand financial condition could |



adversely affected.
The Company's products, from time to time, expeeeuality problems that can result in decreasetdsates and operating profits.

The Company sells highly complex hardware and so#wproducts that can contain defects in desigmaartfacture. Sophisticated
operating system software and applications, su¢hase sold by the Company, often contain "bugat ¢tln unexpectedly interfere with the
operation of the software. Defects may also oatwomponents and products the Company purchasestffiicd-parties that may be beyond
its control. There can be no assurance that thep@oynwill be able to detect and fix all defectshie hardware and software it sells. Failur
do so could result in lost revenue, loss of refutaand significant expense to remedy.
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The Company's retail initiative has required andl wontinue to require a substantial investment aoedmitment of resources and is subject
to numerous risks and uncertainties.

Through November 2003, the Company has openedtdi stores including its first international storeTokyo, Japan. The Company's retail
initiative has required substantial investmentdoipment and leasehold improvements, informatiatesys, inventory, and personnel. The
Company has also entered into substantial operbgasg commitments for retail space with leasesaanging from 5 to 15 years. The
Company could incur substantial costs should ibskdo terminate this initiative or close indivitistres. Such costs could adversely affect
the Company's results of operations and financadition. Additionally, a relatively high proporticof the Retail segment's costs are fixed
because of depreciation on store construction erstdease expense. As a result, significant lossedd result should the Retail segment
experience a decline in sales for any reason.

Certain of the Company's stores have been desmmethuilt to serve as high profile venues that fisnmcas vehicles for general corporate
marketing, corporate events, and brand awarenessiude of their unique design elements, locatindssize, these stores require
substantially more investment in equipment anddkakl improvements than the Company's more typétall stores. The Company has
opened four such stores and has one under construBecause of their location and size, these higfile stores also require the Company
to enter into substantially larger operating lee@m@mitments compared to those required for its mygpieal stores. Current leases on such
locations have terms ranging from 10 to 15 yeath twital commitments per location over the leaseseranging from $25 million to

$50 million. Closure or poor performance of onehefse high profile stores could have a particulsigyificant negative impact on the
Company's results of operations and financial domdi

Many of the general risks and uncertainties the @amyg faces could also have an adverse impact &teitsl segment. Also, many factors
unique to retail operations present risks and uatgres, some of which are beyond the Companyisrab that could adversely affect the
Retail segment's future results, cause its acasallts to differ from those currently expected,/antave an adverse effect on the Company's
consolidated results of operations. Potential réskd uncertainties unique to retail operations toald have an adverse impact on the Retail
segment include, among other things, macro-econtantors that have a negative impact on generail ttivity; inability to manage costs
associated with store construction and operatask bf consumer acceptance of the Company's egipiioach; failure to attract new users to
the Macintosh platform; inability to sell third-pahardware and software products at adequate ngriziilure to manage relationships with
existing retail channel partners; lack of expereimcmanaging retail operations outside the Unides; costs associated with unanticipated
fluctuations in the value of Apple-branded anddtparty retail inventory; and inability to obtainajity retail locations at reasonable cost.

Unit sales of the Company's professionally oriertesktop systems have declined sharply over thespasral years negatively impacting
sales and gross margin.

Unit sales of Power Macintosh systems fell 13%miy2003 as compared to 2002 and fell 18% in 200@ f2001. Power Macintosh unit
sales have fallen as a percentage of total Madiniog sales from 30% in 2001 to 22% in 2003. Tloenpany believes that weak economic
conditions over the past several years are havjmgrounced negative impact on its professionalciadtive customers who are the primary
users of such systems. Also, it is likely that mahthe Company's current and potential custonparticularly professional and creative
customers who are most likely to utilize the CompaiPower Macintosh systems, believe that theivelgtslower MHz rating or clock speed
of the microprocessors it utilizes in its Macintasistems compares unfavorably to those utilizedthgr operating systems and translates to
slower overall system performance. In additiorhi megative impact on net sales, declining sal&ouwfer Macintosh systems also have a
negative effect on the Company's overall gross mdrgcause Power Macintosh systems generally hghethindividual gross margins than
the Company's other Macintosh systems. Continuggtideation in Power Macintosh unit sales couldexdely affect the Company's future
net sales and gross margin. If future unit saledRBavfer Macintosh systems fail to
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partially or fully recover, it will be difficult fothe Company to improve its overall profitabilitxhile the Company has introduced faster
Power Macintosh systems utilizing-bit PowerPC G5 processors during 2003, there camlessurance that introduction of such sysi



will favorably impact net sales either in the shartong term.
The Company faces increasing competition in the €d8cation market.

Sales in the United States to both elementary aodr&lary schools, as well as for college and usityecustomers, remain a core market for
Apple. Net sales in these markets fell to 18% ef@@mpany's total net sales in 2003 from 21% afd 262002 and 2001, respectively. The
drop in 2003 reflects declines in both net salasMacintosh unit sales in these markets of 4% &adréspectively, in fiscal 2003 compared
to 2002. Additionally, several competitors of then@pany have either targeted or announced theintiote to target the education market for
personal computers, which could also negativelgafthe Company's market share. In an effort tairegnarket share and remain
competitive, the Company has been and will contioygursue 1:1 learning solutions in education.seh& 1 solutions and other strategic
sales are generally priced more aggressively anldi gesult in significantly less profitability owen in financial losses, particularly for larger
deals. Although the Company believes it has taketain steps to strengthen its position in the atloo market, there can be no assurance
that the Company will be able to increase or mairita share of the education market or executétphdy on large strategic arrangements.
Failure to do so may have an adverse impact o€tmepany's operating results and financial condition

The Company's future operating performance is dégehon the performance of distributors and ottemallers of the Company's products.

The Company distributes its products through wradtes, resellers, national and regional retailads @taloguers, many of whom distribute
products from competing manufacturers. In addittbe,Company also sells many of its products asdlliecertain third-party products in
most of its major markets directly to end userstabe education customers, and certain reselleaith its online stores around the world.
The Company also sells its own products and cetitétid-party products through its retail stores.nyiaf the Company's significant resellers
operate on narrow product margins and have beestimely affected by current economic conditionsn€iderable trade receivables that are
not covered by collateral or credit insurance arstanding with the Company's distribution andiretaannel partners. The Company's
business and financial results could be adverdédgtad if the financial condition of these resedleveaken, if resellers within consumer
channels were to cease distribution of the Compargducts, or if uncertainty regarding demandtierCompany's products caused resellers
to reduce their ordering and marketing of the Comyfgaproducts. The Company has invested and willicoe to invest in various programs
to enhance reseller sales, including staffing setbmesellers' stores with Company employees. Thesgrams could require a substantial
investment from the Company, while providing nousaace of return or incremental revenue to offsistinvestment.

Over the past several years, an increasing prapooti the Company's net sales have been made lfyaimpany directly to end-users through
its online stores around the world and throughetail stores in the United States. Some of the @onw's resellers have perceived this
expansion of the Company's direct sales as canflietith their own business and economic interastdistributors and resellers of the
Company's products. Perception of such a confliotccdiscourage the Company's resellers from imvgstdditional resources in the
distribution and sale of the Company's productead them to limit or cease distribution of the @amy's products. The Company's business
and financial results could be adversely affectexpansion of its direct sales to end-users casze® or all of its resellers to cease or limit
distribution of the Company's products.

Further information regarding risks associated \Wtrketing and Distribution may be found in Paitém 1 of this Form 10-K under the
heading "Markets and Distribution," which informatiis hereby incorporated by reference.
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The Company's business is subject to the riska@fiational operations.

A large portion of the Company's revenue is derifveth its international operations. As a resulg @ompany's operating results and
financial condition could be significantly affecteg risks associated with international activitiegluding economic and labor conditions,
political instability, tax laws (including U.S. tax on foreign subsidiaries), and changes in theevad the U.S. dollar versus the local curre

in which the products are sold and goods and ses\ace purchased. The Company's primary exposmevements in foreign currency
exchange rates relate to non-dollar denominatexs $alEurope, Japan, Australia, Canada, and ceyéaita of Asia and non-dollar
denominated operating expenses incurred throughewvorld. Weaknesses in foreign currencies, paeity the Japanese Yen and the Euro,
can adversely impact consumer demand for the Coytgoproducts and the U.S. dollar value of the Camjsaforeign currency denominated
sales. Conversely, strengthening in these and fitheign currencies can increase the cost to thapgamy of product components, negatively
affecting the Company's results of operations.

Margins on sales of Apple products in foreign coest and on sales of products that include comptsnebtained from foreign suppliers, can
be adversely affected by foreign currency exchaagefluctuations and by international trade regjoites, including tariffs and antidumping
penalties.

Derivative instruments, such as foreign exchangedod and option positions, and interest rate sarapoption positions have been utilized
by the Company to hedge exposures to fluctuatiomstérest rates and foreign currency exchangs ratee use of such hedging activities
may not offset more than a portion of the adveirsgntial impact resulting from unfavorable movenseanteither foreign exchange or interest
rates.



Further information related to the Company's glabatket risks may be found in Part II, Item 7A loistForm 10-K under the subheading
"Foreign Currency Risk" and may be found in Parttdm 8 of this Form 10-K at Notes 1 and 2 of Natie Consolidated Financial
Statements, which information is hereby incorpatdig reference.

The Company's future performance is dependent sppport from third-party software developers. ifdhparty software applications cease
to be developed or available for the Company's hare products, then customers may choose not tohsug€ompany's products.

The Company believes that decisions by customgparthase the Company's personal computers, aseppo Windows-based systems, are
often based on the availability of third-party sedte for particular applications such as Microsaftice. The Company also believes the
availability of third-party application softwarerfthe Company's hardware products depends in pattial-party developers' perception and
analysis of the relative benefits of developingjntaning, and upgrading such software for the Canys products versus software for the
larger Windows market. This analysis is based otofa such as the perceived strength of the Compadyts products, the anticipated
potential revenue that may be generated, acceplancestomers of Mac OS X, and the costs of dewetppuch software products. To the
extent the Company's financial losses in prior geard the minority market share held by the Compatlye personal computer market, as
well as the Company's decision to end its Mac ©&Bing program, have caused software developepsestion the Company's prospects in
the personal computer market, developers coulé$mihclined to develop new application softwarepgrade existing software for the
Company's products and more inclined to devote tksburces to developing and upgrading softwaréhimlarger Windows market.
Moreover, there can be no assurance software deslavill continue to develop software for Mac OStixe Company's operating system

a timely basis or at all.

In addition, past and future development by the Gamy of its own software applications and solutiora/ negatively impact the decision of
software developers to develop, maintain, and wgmsiamilar or competitive software for the Compamproducts. The Company currently
markets and sells a variety of software applicatifum use by professionals, consumers, and educatistomers that could influence
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the decision of third-party software developerddéoelop or upgrade Macintoslompatible software products. Software applicaticursently
marketed by the Company include software for pitesal film and video editing, professional compiogj and visual effects for large forn
film and video productions, professional music pretébn and music post production, professional @tsumer DVD encoding and

authoring, consumer digital video and digital phetliting and management, digital music managentesktop-based database management,
and high-quality presentations. The Company alsikets an integrated productivity application thretdrporates word processing, page
layout, image manipulation, spreadsheets, datapasdgresentations in a single application.

In August 1997, the Company and Microsoft Corporagntered into patent cross license and techn@gggements. In addition, for a period
of five years through August 2002, and subjecteidain limitations related to the number of Macstt@womputers sold by the Company,
Microsoft was required to make versions of its Mgwft Office and Internet Explorer products for Mac OS. Although Microsoft has
released Microsoft Office and Internet Explorer ffteic OS X, Microsoft is not obligated to producéufie versions of its products subsequent
to August 2002. While the Company believes itstieteship with Microsoft has been and will continiaebe beneficial to the Company and to
its efforts to increase the installed base forMtae OS, the Company does compete directly with doft in a number of key areas.
Accordingly, Microsoft's interest in producing ajggltion software for the Mac OS following expiratiof the agreements may be influenced
by Microsoft's perception of its interests as thador of the Windows operating system. Disconticeasf Microsoft Office and other
Microsoft products for the Macintosh platform wolldve an adverse effect on the Company's net aatesesults of operations. In June of
2003, Microsoft stated that it would no longer depenew versions of Internet Explorer for the MaS.®/icrosoft's decision to discontinue
development of Internet Explorer for Mac OS X appda have been influenced in part by the Compangrsduction during 2003 of its own
web browser, Safari. It is unclear what impacarif, Microsoft's decision to cease further develepnof Internet Explorer for Mac OS X w
have on the Company. However, if customers choseorurchase the Company's products because #étExplorer is not available on the
Macintosh platform or should websites fail to pae/support for web browsers other than Internetdtgp the Company's net sales and
results of operations could be materially adverséfigcted.

The Company's business relies on access to patedtitellectual property obtained from third padi and the Company's future results
could be adversely affected if it is alleged omfdto have infringed on the intellectual properights of others.

Many of the Company's products are designed taidtecintellectual 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 that based upon past
experience and industry practice, such licensesrgéy could be obtained on commercially reasongdrims. However, there can be no
assurance that the necessary licenses would blelsleadr available on acceptable terms.

Because of technological changes in the computiisitny, current extensive patent coverage, andahié rate of issuance of new patents, it
is possible certain components of the Company'duymts and business methods may unknowingly infraxgsting patents of others. The
Company has from time to time been notified thatédty be infringing certain patents or other intilal property rights of others. Responc
to such claims, regardless of their merit, canilpe tonsuming, result in significant expenses, @ndse the diversion of management and
technical personnel. Several pending claims avaiious stages of evaluation. The Company may densie desirability of entering into
licensing agreements in certain of these caseseMeryno assurance can be given that such liceaselse obtained on acceptable term



that litigation will not occur. In the event thasea temporary or permanent injunction entered ipitihg the Company from marketing or
selling certain of its products or a successfuhelaf infringement against the Company requiringpipay royalties to a third-party, the
Company's future operating results and financialdit@on could be adversely affected. Informatiogasling claims and litigation involving
the Company related to alleged patent infringeraedtother matters is set forth in
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Part I, Item 3 of this Form 10-K. In the opinionrainagement, the Company does not have a potkalidity for damages or royalties from
any current legal proceedings or claims relatethéanfringement of patent or other intellectuadgerty rights of others that would
individually or in the aggregate have a materialeade effect on its results of operations, or feialhcondition. However, the results of such
legal proceedings cannot be predicted with cegtaBihould the Company fail to prevail in any of thatters related to infringement of patent
or other intellectual property rights of othersatédsed in Part I, Item 3 of this Form X0er should several of these matters be resolvathal
the Company in the same reporting period, the d¢ipgraesults of a particular reporting period cob&lmaterially adversely affected.

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

The Company's profit margins vary among its proslactd its distribution channels. As a result, therall profitability of the Company in al
given period will depend, in part, on the prodggographic, and channel mix reflected in that pksioet sales.

The typical concentration of net sales in the thirdnth of the Company's fiscal quarters can advgisfect the Company's business and
operating results.

The Company generally sells more products durieghird month of each quarter than it does duritiee of the first two months, a pattern
typical in the personal computer industry. Thisesglattern can produce pressure on the Compaigreahinfrastructure during the third
month of a quarter and may adversely impact the g2my's ability to predict its financial results acately. Developments late in a quarter,
such as lower-than-anticipated demand for the Colparoducts, an internal systems failure, oufailof one of the Company's key
logistics, components suppliers, or manufacturiagners, can have significant adverse impacts eiCttmpany and its results of operations
and financial condition.

The Company's success depends largely on itsyatuilttract and retain key personnel.

Much of the future success of the Company dependbecontinued service and availability of skilfgetsonnel, including its Chief
Executive Officer, members of its executive teand those in technical, marketing and staff pos#idixperienced personnel in the
information technology industry are in high demamdl competition for their talents is intense, esllgcin the Silicon Valley, where the
majority of the Company's employees are locate@ Company has relied on its ability to grant stopkons as one mechanism for recruit
and retaining this highly skilled talent. Potentigtounting regulations requiring the expensingtotk options may impair the Company's
future ability to provide these incentives with@uturring significant compensation costs. Therelbamo assurance that the Company will
continue to successfully attract and retain kegqenel.

The Company is subject to risks associated witlatadlability and cost of insurance.

The Company has observed rapidly changing conditiothe insurance markets relating to nearly raaa of traditional corporate insurance.
Such conditions have resulted in higher premiuntscdsgher policy deductibles, and lower coveragéts. For some risks, because of cost
and/or availability, the Company does not haveriaisce coverage. For these reasons, the Compagtaiging a greater portion of its
insurable risks than it has in the past at relstigeeater cost.

Business interruptions could adversely affect toen@any's future operating resul

The Company's major business operations are subj@uerruption by earthquake, fire, power shoemderrorist attacks and other hostile
acts, labor disputes, medical conditions, and atlhrents beyond its control. The majority of the @amy's research and development
activities, its corporate headquarters, informatexhnology systems, and other critical businessaijons, including certain component
suppliers and manufacturing vendors, are locatad major seismic faults. The Company does not caarthquake insurance for direct
guake-related losses. The Company's operatingtsesmud financial
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condition could be materially adversely affectedhie event of a major earthquake or other naturadanmade disaster.

Failure of the Company's information technologyteys and breaches in the security of data coul@embly affect the Company's futt



operating results.

Information technology system failures and breaafetata security could disrupt the Company's ghib function in the normal course of
business by potentially causing delays or candefiaf customer orders, impeding the manufacturghgzment of products, or resulting in
unintentional disclosure of customer or Compangrimfation. Management has taken steps to address tioacerns by its implementation of
sophisticated network security and internal contmehsures. However, there can be no assurance s$lgatem failure or data security breach
will not have a material adverse effect on the Canys results of operations.

The Company is exposed to credit risk on its actorateivables. This risk is heightened as econanniditions worsen.

The Company distributes its products through tipiatty computer resellers and retailers and dirdotlyertain educational institutions and
commercial customers. A substantial majority of @@mpany's outstanding trade receivables are n@tred by collateral or credit insurance.
The Company also has non-trade receivables frotainesf its manufacturing vendors resulting frore gale by the Company of raw material
components to these manufacturing vendors who raature sutassemblies or assemble final products for the Comp&’hile the Compar
has procedures in place to monitor and limit exp@s$o credit risk on its trade and non-trade realglies, there can be no assurance that such
procedures will be effective in limiting its credisk and avoiding losses. Additionally, if the lgid economy and regional economies fail to
improve or continue to deteriorate, it becomes ntikedy that the Company will incur a material lasslosses as a result of the weakening
financial condition of one or more of its customersnanufacturing vendors.

The Company is subject to risks associated witlr@mwmental regulations.

Production and marketing of products in certaitestand countries may subject the Company to emviemtal and other regulations
including, in some instances, the requirement twigle customers the ability to return product &t é¢nd of its useful life, and place
responsibility for environmentally safe disposatecycling with the Company. Such laws and regatetihave recently been passed in se
jurisdictions in which the Company operates, inglgdvarious European Union member countries, JapanCalifornia. Although th

Company does not anticipate any material advefsetsfin the future based on the nature of its ap@rs and the thrust of such laws, there is
no assurance that such existing laws or future lgisi0t have a material adverse effect on the @any's results of operation and financial
position.

Changes in accounting rules could adversely atfexztCompany's future operating results.

Financial statements are prepared in accordantelW@. generally accepted accounting principle®s€éhprinciples are subject to
interpretation by various governing bodies, inchgdihe FASB and the SEC, who interpret and crgapeopriate accounting regulations. A
change from current accounting regulations can lasignificant effect on the Company's resultspdrations and could impact the mann
which the Company conducts business.

Unanticipated changes in the Company's tax ratesdcaffect its future results.

The Company's future effective tax rates couldaweifably or unfavorably affected by unanticipatbdriges in the mix of earnings in
countries with differing statutory tax rates, chas@n the valuation of the Company's deferred et and liabilities, or by changes in tax
laws or their interpretation. In addition, the Camp is subject to the continuous examination ofincome tax returns by the Internal
Revenue Service and other tax authorities. The @ompegularly assesses the likelihood of adverseooes
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resulting from these examinations to determineathexquacy of our provision for income taxes. Tharelze no assurance that the outcomes
from these continuous examinations will not havedwerse effect on its operating results and firmondition.

The Company's stock price may be volatile.

The Company's stock has at times experienced sutadtarice volatility as a result of variationsti¥een its actual and anticipated financial
results and as a result of announcements by thep@woyrand its competitors. In addition, the stockkaghas experienced extreme price and
volume fluctuations that have affected the markiepof many technology companies in ways that Hmen unrelated to the operating
performance of these companies. These factorsidmg lack of positive performance in the Compasitek price, as well as general
economic and political conditions and investorsicarns regarding the credibility of corporate ficiahreporting and integrity of financial
markets, may materially adversely affect the mapkieste of the Company's stock in the future.

The Company's acquisition activity could disruptangoing business and may present risks not cqidad at the time of the transaction.

The Company has acquired and may continue to aqaimpanies that have products, services, persanddkechnologies that complement
the Company's strategic direction and product ramiimhese acquisitions may involve significantsiakid uncertainties, includit



difficulties in incorporating the acquired compasiieperations and technologies; distraction of rgameent's attention away from normal
business operations; insufficient revenue genaratioffset liabilities assumed and expenses aattivith acquisition; and unidentified
issues not discovered in the Company's due diligg@nacess, including product quality issues andllegntingencies. Acquisitions are
inherently risky, and no assurance can be giverthieaCompany's previous or future acquisitions el successful and will not materially
adversely affect business, operating results anfiral condition. The Company has generally paghdar its acquisitions. Should the
Company issue its common stock or other equitytedlaurchase rights as consideration in an actprisiturrent shareholders' percentage
ownership and earnings per share may become diluted
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ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk
Interest Rate and Foreign Currency Risk Manager

To ensure the adequacy and effectiveness of thep@ayts foreign exchange and interest rate hedgaquess as well as to monitor the risks
and opportunities of the non-hedge portfolios,@wenpany regularly reviews its foreign exchange fmavand option positions, and its
interest rate swap and option positions both aradsalone basis and in conjunction with its ungded foreign currency and interest rate
related exposures, respectively, from both an adéogiand an economic perspective. However, gihereffective horizons of the Compar
risk management activities and the anticipatoryreaof the exposures intended to hedge, there eao lassurance the aforementioned
programs will offset more than a portion of the ede financial impact resulting from unfavorableverments in either foreign exchange or
interest rates. In addition, the timing of the agwting for recognition of gains and losses relatechark-to-market instruments for any given
period may not coincide with the timing of gaingldosses related to the underlying economic exmssand, therefore, may adversely affect
the Company's operating results and financial posiThe Company adopted SFAS No. 133 as of Octbp2000. SFAS No. 133 establist
accounting and reporting standards for derivatisgruments, hedging activities, and exposure daimiManagement does not believe that
ongoing application of SFAS No. 133 will signifiadnalter the Company's hedging strategies. Howeterapplication may increase the
volatility of other income and expense and othengrehensive income.

Interest Rate Ris

While the Company is exposed to interest rate dlaiibns in many of the world's leading industrietizountries, the Company's interest
income and expense is most sensitive to fluctuatiorthe general level of U.S. interest rateshls tegard, changes in U.S. interest rates
affect the interest earned on the Company's casih, equivalents, and shaetrim investments as well as costs associated widigh currenc
hedges.

The Company's fixed income investment policy andtsgy is to ensure the preservation of capitaktriiguidity requirements, and optimize
return in light of the current credit and intereste environment. The Company benchmarks its padace by utilizing external money
managers to manage a small portion of the aggrénegstment portfolio. The external managers adtetee Company's investment policies
and also provide occasional research and marlatniation that supplements internal research usethi@ credit decisions in the investm
process.

During 1994, the Company issued $300 million aggtegrincipal amount of 6.5% unsecured notes intdipoffering registered with the
SEC. The notes were sold at 99.925% of par, faféattive yield to maturity of 6.51%. The notes paterest semiannually and mature on
February 15, 2004.

The Company's exposure to market risk for chang@gérest rates relates primarily to the Compamysstment portfolio and debt
obligations and related derivative financial inatents. The Company places its short-term investriartighly liquid securities issued by
high credit quality issuers and, by policy, limitee amount of credit exposure to any one issuex.ddmpany's general policy is to limit the
risk of principal loss and ensure the safety oested funds by limiting market and credit risk. Aighly liquid investments with maturities of
three months or less are classified as cash egmitglhighly liquid investments with maturities gt@r than three months are classified as
short-term investments. As of September 27, 200@8raximately $629 million of the Company's shortrignvestments had underlying
maturities ranging from 1 and 5 years. As of Sepemn28, 2002, $1.087 billion of the Company's inwesnt portfolio classified as short-term
investments had maturities ranging from 1 to 5 ye@he remainder all had underlying maturities leetw3 and 12 months. Due to liquidity
needs, or in anticipation of credit deteriorationfor the purpose of duration management of then@my's investment portfolio, the
Company may sell investments prior to their statedurities. As a result of such activity, the Compaecognized net gains of $21 million in
2003 and $7 million in 2002.
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In order to provide a meaningful assessment oirtazest rate risk associated with the Companysstment portfolio, the Compa



performed a sensitivity analysis to determine thpdct that a change in interest rates would hawb®nralue of the investment portfolio
assuming a 100 basis point parallel shift in theddycurve. Based on investment positions as ofedeiper 27, 2003, a hypothetical 100 basis
point increase in interest rates across all mésrivould result in a $12.9 million decline in fladr market value of the portfolio. As of
September 28, 2002, a similar 100 basis point shtfie yield curve would have resulted in a $3%ilfion decline in fair value. Such losses
would only be realized if the Company sold the stwgents prior to maturity. Except in instances dabove, the Company's policy is to h
investments to maturity.

The Company sometimes enters into interest rafgat®e transactions, including interest rate swap#lars, and floors, with financial
institutions in order to better match the Compafigating-rate interest income on its cash equivaeand short-term investments with its
fixed-rate interest expense on its debt, and/alitersify a portion of the Company's exposure afvagn fluctuations in short-term U.S.
interest rates. The Company may also enter inevést rate contracts that are intended to redwcedst of the interest rate risk management
program. The Company entered into no interestasset swaps during 2003 or 2002 and had no opargttrate asset swaps at

September 27, 2003.

In prior years, the Company had entered into istarge debt swaps with financial institutions. Titerest rate debt swaps, which qualifie:
accounting hedges, generally required the Compapgay a floating interest rate based on the thwesix-month U.S. dollar LIBOR and
receive a fixed rate of interest without exchangfethe underlying notional amounts. These swapecéffely converted the Company's fixed-
rate 10-year debt to floating-rate debt and cornagrbrtion of the floating rate investments to fixate. Due to prevailing market interest
rates, during 2002 the Company entered into and shbsequently closed out debt swap positionsziegla gain of $6 million. During 2001
the Company closed out all of its then existingtdstap positions realizing a gain of $17 milliorotB the gains in 2002 and 2001 were
deferred, recognized in long-term debt and areghamortized to other income and expense over thairéng life of the debt.

Foreign Currency Ris

Overall, the Company is a net receiver of currenoiher than the U.S. dollar and, as such, gepdratefits from a weaker dollar and is
adversely affected by a stronger dollar relativenggor currencies worldwide. Accordingly, changegxchange rates, and in particular a
strengthening of the U.S. dollar, may negativefgetfthe Company's net sales and gross marginspasssed in U.S. dollars. There is also a
risk that the Company will have to adjust localremcy product pricing within the time frame of dwedged positions due to competitive
pressures when there has been significant vojaitiliforeign currency exchange rates.

The Company enters into foreign currency forward aption contracts with financial institutions panly to protect against foreign exchau
risks associated with existing assets and liagdjtcertain firmly committed transactions, and plde but not firmly committed transactions.
Generally, the Company's practice is to hedge anityapf its existing material foreign exchangenigaction exposures. However, the
Company may not hedge certain foreign exchangsarion exposures due to immateriality, prohibigeenomic cost of hedging particular
exposures, and limited availability of appropribgzlging instruments. The Company also enters orgidn currency forward and option
contracts to offset the foreign exchange gainslesskes generated by themeasurement of certain recorded assets and liabiienominate
in non-functional currencies of its foreign subariks.

In order to provide a meaningful assessment ofdreign currency risk associated with certain & @ompany's foreign currency derivative
positions, the Company performed a sensitivity gsialusing a value-at-risk (VAR) model to assesspibtential impact of fluctuations in
exchange rates. The VAR model consisted of usikgate Carlo simulation to generate 3000 random etgukice paths. The VAR is the
maximum expected loss in fair value, for a givenfience interval, to the Company's foreign
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exchange portfolio due to adverse movements israiee VAR model is not intended to represent ddtisaes but is used as a risk estime
and management tool. The model assumes normal harRditions. Forecasted transactions, firm committs, and assets and liabilities
denominated in foreign currencies were excludenhftdoe model. Based on the results of the modelCtrapany estimates with 95%
confidence a maximum one-day loss in fair valug#b million as of September 27, 2003 comparedrtaaimum one-day loss of

$3.8 million as of September 28, 2002. Becaus€tmapany uses foreign currency instruments for hreglgurposes, losses incurred on those
instruments are generally offset by increaseserfair value of the underlying exposures.

Actual gains and losses in the future associatéu tve Company's investment portfolio and derivafiositions may differ materially from
the sensitivity analyses performed as of Septer@BeP003 due to the inherent limitations associatithd predicting the changes in the timing
and amount of interest rates, foreign currency amges rates, and the Company's actual exposurgmaitibns.
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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 $49 and &Sbectively
Inventories
Deferred tax asse
Other current asse

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

Total asset

LIABILITIES AND SHAREHOLDERS' EQUITY:
Current liabilities:

Accounts payabl
Accrued expense
Current deb

Total current liabilities
Long-term debr
Deferred tax liabilities and other r-current liabilities

Total liabilities
Commitments and contingenci

Shareholders' equit
Common stock, no par value; 900,000,000 share®drn¢hl; 366,726,584 ar

September 27, 2003

September 28, 2002

$ 33% $ 2,252
1,17cC 2,08t

76€ 56&

56 45

19C 16€

30¢ 27t

5,881 5,38¢

66¢ 621

85 85

24 34

15C 17C

$ 6,81t $ 6,29¢

$ 1,15¢ % 911
89¢ 747

304 —

2,357 1,65¢

— 31¢€

23t 22¢

2,592 2,202




358,958,989 shares issued and outstanding, respk
Deferred stock compensati

Retained earning

Accumulated other comprehensive income (li

Total shareholders' equi

Total liabilities and shareholders' equ $

See accompanying notes to consolidated financitdsients.
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1,92¢ 1,82€
(62) )
2,39¢ 2,32t
(35) (49)
4,22: 4,09t
6,81t $ 6,29¢

CONSOLIDATED STATEMENTS OF OPERATIONS

(In millions, except share and per share amounts)

Three fiscal years ended September 27, 2003 2003 2002
Net sales $ 6,207 574z $ 5,36%
Cost of sale: 4,49¢ 4,13¢ 4,12¢
Gross margir 1,70¢ 1,602 1,23t
Operating expense
Research and developm: 471 44¢ 43C
Selling, general, and administrati 1,21z 1,10¢ 1,13¢
Restructuring cosl 26 30 —
Purchased -process research and developr — 1 11
Total operating expens 1,70¢ 1,58¢ 1,57¢
Operating income (lost (@D} 17 (344)
Other income and expens
Gains (losses) on n-current investments, n 10 (42 88
Unrealized loss on convertible securit — — (13
Interest and other income, r 83 112 217
Total other income and exper 93 70 29z
Income (loss) before provision for (benefit fromydome taxe 92 87 (52
Provision for (benefit from) income tax 24 22 (15)
Income (loss) before accounting chan 68 65 (37
Cumulative effects of accounting changes, net obiime taxe: 1 — 12
Net income (loss $ 69 65 $ (25)
I I I
Earnings (loss) per common share before accountingges
Basic $ 0.1¢ 0.1¢ $ (0.1))
Diluted $ 0.1¢ 0.1¢ $ (0.11)
Earnings (loss) per common she
Basic $ 0.1¢ 0.1¢ $ (0.07)
Diluted $ 0.1¢ 0.1¢ $ (0.07)



Shares used in computing earnings (loss) per gmatigousands)
Basic 360,63: 355,02: 345,61
Diluted 363,46t 361,78! 345,611

See accompanying notes to consolidated finanassients.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

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

Preferred Stock Common Stock Accumulated
Other

Retained Deferred Stock Comprehensive

Shares Amount Shares Amount Earnings Compensation Income (Loss)

Balances as of September 30, 2000 76 $ 76 335,67° $ 1,50 $ 2,28 $ — $ 244
Components of comprehensive loss:
Net loss — — — — (25) — —

Change in foreign currency translati — — — — — — 3
Change in unrealized gain on availabl
for-sale securities, net of tax — — — — — — (267
Change in unrealized gain on derivati
investments, net of te — — — — — — 4

Total comprehensive loss
Issuance of common stock and assumpti
of stock options in connection with
acquisition — — 2,402 66 — (13) —
Amortization of deferred stock
compensatiol — — — — — 2 —

Common stock issued under stock pl — — 3,66( 42 — — —
Conversion of Series A preferred stock (76) (76) 9,182 76 — — —

Tax benefit related to stock options — — — 7 — — —

Balances as of September 29, 2001 — $ — 350,92: $ 1,69 $ 2,26( $ 1y $ (22
Components of comprehensive incor
Net income — — — — 65 — —

Change in foreign currency translatior — — — — — — 5
Change in unrealized gain on availabl
for-sale securities, net of t: — — — — — — (17
Change in unrealized gain on derivati
investments, net of tax — — — — — — (1&

Total comprehensive incon
Amortization of deferred stock
compensation — — — — — 4 —

Common stock issued under stock plans — — 8,037 10E — — —

Tax benefit related to stock optio — — — 28 — — _

Balances as of September 28, 2002 — $ — 358,95¢ $ 1,82¢ $ 2,32t $ @ $ (4¢<
Components of comprehensive income:
Net income — — — — 69 — —

Change in foreign currency translati — — — — — — 31
Change in unrealized gain on availabl
for-sale securities, net of tax — — — — — _ 1z
Change in unrealized gain on derivati
investments, net of tax — — — — _ _ (5

Total comprehensive income
Amortization of deferred stock
compensatiol — — — — — 15 —

Write-off of deferred stock compensation — — — — — 5 —



Common stock issued under stock plans — — 9,29¢ 12¢ — (75) —
Settlement of forward purchase agreeme — — (1,53)) (35 — — —
Tax benefit related to stock optio — — — 7 — — —
Balances as of September 27, 2003 — $ — 366,72° $ 1,92¢ $ 2,39¢ $ 62 $ (3t
I I S S N
See accompanying notes to consolidated financassients.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(In millions)
Three fiscal years ended September 27, 2003 2003 2002 2001
Cash and cash equivalents, beginning of the $ 2,252 2,31( 1,191
Operating Activities
Net income (loss 69 65 (25)
Cumulative effects of accounting changes, netxd#g (1) — (12
Adjustments to reconcile net income (loss) to agstherated by operating activitie
Depreciation, amortization and accret 11z 114 10C
Stock based compensation expe 16 5 2
Non-cash restructurin 12 8 —
Benefit from deferred income tax (17) (34) (36)
Loss on disposition of property, plant, and equiph 2 7 9
Gains on sales of sh-term investments, ni (21) @) —
(Gains) losses on sales of I-current investments, n (20 42 (88)
Gain on forward purchase agreem (6) — —
Unrealized loss on convertible securit — — 13
Purchased -process research and developn — 1 11
Changes in operating assets and liabilit
Accounts receivabl (207) (99) 487
Inventories (11) (34) 22
Other current asse (39 (1149 10¢€
Other asset (30 (12) 12
Accounts payabl 243 11C (35€)
Other liabilities 15¢ 36 (60)
Cash generated by operating activi 28¢ 89 18t
Investing Activities;
Purchases of shterm investment (2,649 (4,149 (4,26%)
Proceeds from maturities of sk-term investment 2,44¢ 2,84¢ 4,811
Proceeds from sales of st-term investment 1,11¢€ 1,25¢ 27¢
Proceeds from sales of r-current investment 45 25 34C
Purchases of property, plant, and equipn (164) 174 (232
Cash used for business acquisiti — (52 (19
Other 33 @) (18)
Cash generated by (used for) investing activ 82¢ (252) 892
Financing Activities:
Proceeds from issuance of common si 53 10& 42
Cash used for repurchase of common s (26) — —




Cash generated by financing activit 27 10t 42

Increase (decrease) in cash and cash equiv: 1,14¢ (58) 1,11¢

Cash and cash equivalents, end of the $ 3,3% % 225, % 2,31(

Supplemental cash flow disclosur

Cash paid during the year for inter $ 20 $ 20 $ 20
Cash paid for income taxes, 1 $ 45 3 11 $ 42
Noncash transaction
Issuance of common stock for conversion of Seriggeferred stoc $ — $ — $ 76
Issuance of common stock in connection with actjais $ — % — $ 66

See accompanying notes to consolidated financitdsients.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1—Summary of Significant Accounting Policies

Apple Computer, Inc. and its subsidiaries (the Cany) designs, manufactures and markets persongutens and related software,
peripherals and personal computing and commungattutions. The Company's products include theiMash line of desktop and
notebook computers, the Mac OS X operating systieeniPod digital music player, and a portfolio oftavare products and peripherals for
education, creative, consumer and business custoifilee Company sells its products through its enditores, direct sales force, third-party
wholesalers and resellers, and its own retail store

Basis of Presentation and Preparation

The accompanying consolidated financial statemietade the accounts of the Company. Intercompaepants and transactions have been
eliminated. The preparation of these consolidaitgahtial statements in conformity with U.S. genlgratcepted accounting principles
requires management to make estimates and assas it affect the amounts reported in these cwtaed financial statements and
accompanying notes. Actual results could differamatly from those estimates. Certain prior yeapants in the consolidated financial
statements and notes thereto have been reclagsif@hform to the current year presentation.

Typically, the Company's fiscal year ends on tts¢ &aturday of September. Fiscal years 2003, 26002601 were each 52-week years.
However, approximately every six years, the Compapprts a 53veek fiscal year to align its fiscal quarters wédlendar quarters by add
a week to its first fiscal quarter. All informatigmesented herein is based on the Company's fiatedar.

Financial Instruments
Cash Equivalents and Short-term Investments

The Company places its short-term investmentsghlfiliquid securities issued by high credit qualgsuers. All highly liquid investments
with maturities of three months or less at the ddjgurchase are classified as cash equivalergbjyhliquid investments with maturities
greater than three months are classified as sbort-ihvestments. Management determines the apptepiassification of its investments in
debt and marketable equity securities at the tifaiochase and reevaluates such designation achbfl@lance sheet date. The Company's
debt and marketable equity securities have beeasifiled and accounted for as available-for-sal@s€hsecurities are carried at fair value,
with the unrealized gains and losses, net of taxegmrted as a component of shareholders' equity.cbst of securities sold is based upon the
specific identification method.

Nor-Current Debt and Equity Investments

The Company has made investments in non-currentagebequity investments of public and privateljJdheompanies that have been
reflected in the consolidated balance sheets astlenm assets within other assets. They are negostzed as current assets either because,
given their nature, they are not readily conveetibblto cash or because they represent potentallyer-term investments by the Company.
Further, the fair value of these investments has lseibject to a high degree of volatility. The Camygs non-current debt and equity
investments have been categorized as availablsalerrequiring that they be carried at fair valughwnrealized gains and losses, net of
taxes, reported in equity as a component of accatedilother comprehensive income. However, the CoynpEcognizes an impairme



charge to earnings in the event a decline in falue below the cost basis of one of these invedsriemletermined to be other-theemporary
The Company includes recognized gains and lossegtireg from the sale or from other-than-tempordeglines in fair value associated with
these investments in other income and expense sooedly, the Company uses short-term equity déxiga to
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manage potential dispositions of non-current debdtequity investments. Any gains or losses asstiatth such derivatives are recognized
currently in other income and expense.

Financial Instruments with Characteristics of Baflabilities and Equity

On May 15, 2003, the Financial Accounting Stand&dard (FASB) issued Statement of Financial AccimgnStandards (SFAS) No. 150,
Accounting for Certain Financial Instruments with&acteristics of Both Liabilities and Equi. SFAS No. 150 requires issuers to classify as
liabilities (or assets in some circumstances) @eftaestanding financial instruments that embobljgations for the issuer and have
characteristics of both liabilities and equity. Tempany adopted the provisions of SFAS No. 150wre 29, 2003, which resulted in a
favorable cumulativeffect type adjustment of approximately $3 millidmis adjustment related to a forward purchaseeageat that allowe

the Company to acquire 1.5 million shares of ithwwn stock at an average price of $16.64 per gbhagetotal cost of $25.5 million. The
Company settled this forward purchase agreemeftigust 2003, which resulted in an additional gdiagproximately $6 million

representing the increase in fair value of the emgent from June 29, 2003 through the settlemesmet dat

Derivative Financial Instrument

On October 1, 2000, the Company adopted SFAS N&).A®ounting for Derivative Instruments and Hedgirgivities. SFAS No. 133
establishes accounting and reporting standardddiavative instruments, hedging activities, andasyre definition. SFAS No. 133 requires
that all derivatives be recognized as either assdiabilities at fair value. Derivatives that aret hedges must be adjusted to fair value
through income. If the derivative is a hedge, dejpemon the nature of the hedge, changes in faéirevaill either be offset against the change
in fair value of the hedged assets, liabilitiesfion commitments through earnings, or recognizedther comprehensive income until the
hedged item is recognized in earnings. Net of ¢éfeted income tax effect of approximately $5 milli@doption of SFAS No. 133 resulted in
a favorable cumulative-effect type adjustment tbimeome of approximately $12 million. Net of trelated income tax effect of
approximately $5 million, adoption of SFAS No. 1&3ulted in a favorable cumulative-effect-type atihent to other comprehensive income
of approximately $12 million, all of which was raskified to earnings during 2001. Management dotbelieve that ongoing application of
SFAS No. 133 will significantly alter the Compankisdging strategies. However, its application nmaydase the volatility of other income
and expense and other comprehensive income.

For derivative instruments that hedge the exposuvariability in expected future cash flows theg attributable to a particular risk and that
are designated as cash flow hedges, the net géisoon the derivative instrument is reported esraponent of other comprehensive incc
in shareholders' equity and reclassified into ea®in the same period or periods during whichhédged transaction affects earnings. To
receive hedge accounting treatment, cash flow redgest be highly effective in achieving offsetticttanges to expected future cash flow:
hedged transactions. For derivative instrumentsttedge the exposure to changes in the fair vdla@ asset or a liability or an identified
portion thereof that are attributable to a paricuisk and that are designated as fair value ledbe net gain or loss on the derivative
instrument as well as the offsetting gain or losshee hedged item attributable to the hedged riskecognized in earnings in the current
period. The net gain or loss on the effective portf a derivative instrument that is designatedraeconomic hedge of the foreign currency
translation exposure of the net investment in aifpr operation is reported in the same mannerfaeign currency translation adjustment.
For forward contracts designated as net investimetiges, the Company excludes changes in fair valagng to changes in the forward c:
component from its definition of effectiveness. Amtingly, any gains or losses related to this conepd are recognized in current
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earnings. For derivative instruments not designagededging instruments, changes in fair valueemegnized in earnings in the current
period.

For foreign currency forward contracts designatedash flow hedges, hedge effectiveness is meabassd on changes in the fair value of
the contract attributable to changes in the forvexthange rate. Changes in the expected futurefloash on the forecasted hedged
transaction and changes in the fair value of tiwdiod hedge are both measured from the contrazteoahe forward exchange rate associated
with the forward contract's maturity date. For emgy option contracts, hedge effectiveness is meddwased on changes in the total fair
value of the option contract. Hedge effectivenessssessed by comparing the present value of thalative change in expected future cash
flows on the hedged transaction to changes in égdexash flow of the option hedge at maturity. fibegains or losses on derivative
instruments qualifying as cash flow hedges arentedas components of other comprehensive incorekareholders' equity and reclassified
into earnings in the same period or periods duvhgh the hedged transaction affects earnings. Hadge ineffectiveness is recognized in
current earnings in other income and expense.rierdst rate swap agreements qualifying as fairevabdges, the Company assume



ineffectiveness because these swaps meet théafiieaccounting under the short-cut method defiimeSFAS No. 133.
Inventories

Inventories are stated at the lower of cost (finsfirst-out) or market. If the cost of the inveries exceeds their market value, provisions are
made currently for the difference between the aostthe market value.

Property, Plant, and Equipment

Property, plant, and equipment are stated at Begireciation is computed by use of the decliningt@e and straight-line methods over the
estimated useful lives of the assets, which arge3s for buildings, from 2 to 5 years for equipteand the shorter of lease terms or 10y

for leasehold improvements. The Company capitakigible costs to acquire or develop internal-ssftware that are incurred subsequent to
the preliminary project stage. Capitalized coslateel to internal-use software are amortized usiegstraight-line method over the estimated
useful lives of the assets, which range from 3 ye&rs.

Asset Retirement Obligations

On September 29, 2002, the Company adopted SFA3ABpAccounting for Asset Retirement Obligatiomghich addresses financial
accounting and reporting for obligations associatl the retirement of tangible long-lived assatsl the associated asset retirement costs.
The standard applies to legal obligations assatiaith the retirement of long-lived assets thautesom the acquisition, construction,
development and/or normal use of the assets. SFAS48 requires that the fair value of a liabifity an asset retirement obligation be
recognized in the period in which it is incurrecifeasonable estimate of fair value can be mauefair value of the liability is added to the
carrying amount of the associated asset and thisiaahl carrying amount is depreciated over tfedif the asset. All of the Company's
existing asset retirement obligations are assatiatth commitments to return property subject teming leases to original condition upon
lease termination. The Company estimated that &pfember 29, 2002, gross expected future casis 6 $9.5 million would be required
to fulfill these obligations.
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As of the date of adoption, the Company record®6é million long-term asset retirement liability aadorresponding increase in leasehold
improvements. This amount represents the preséunt e expected future cash flows associated vethrning certain of the Company's
leased properties to original condition. The diéfece between the gross expected future cash fl&8.6fmillion and its present value of

$6 million at September 29, 2002, is being accretet the life of the related leases as an oper@ikpense. Net of the related income tax
effect of approximately $1 million, adoption of SEMo. 143 resulted in an unfavorable cumulativeaffype adjustment to net income
during the first quarter of 2003 of approximate®/ illion. This adjustment represents cumulativprdeiation and accretion that would have
been recognized through the date of adoption of SRA. 143 had the statement been applied to thep@oy's existing asset retirement
obligations at the time they were initially incugire

The following table reconciles changes in the Comyfsaasset retirement liability for fiscal 2003 (millions):

Asset retirement liability recorded at September22@?2 $ 5E
Additional asset retirement obligations recognized 0.5
Accretion recognized 1.2

Asset retirement liability as of September 27, 2 $ 7.2

I

Long-Lived Assets Including Goodwill and Other Acqured Intangible Assets

The Company reviews property, plant, and equipraadtcertain identifiable intangibles, excluding dadl, for impairment whenever ever

or changes in circumstances indicate the carryinguent of an asset may not be recoverable. Recoligralf these assets is measured by
comparison of its carrying amount to future undisted cash flows the assets are expected to gen#rptoperty, plant, and equipment and
certain identifiable intangibles are consideretiédmpaired, the impairment to be recognized eghalsmount by which the carrying value
of the assets exceeds its fair market value. Fothttee years ended September 27, 2003, the Conganyade no material adjustments to its
long-lived assets, except those made in conneutitinthe restructuring actions described in Note 5.

The Company adopted SFAS No. 1&odwill and Other Intangible Asseti the first quarter of fiscal 2002. SFAS No. TéRuires that
goodwill and intangible assets with indefinite usdives no longer be amortized, but instead beetefor impairment at least annually or
sooner whenever events or changes in circumstamdieste that they may be impaired. Prior to fis2@02, goodwill was amortized using
straight-line method over its estimated useful l[ifae Company completed its transitional goodwilpairment test as of October 1, 2001, and
its annual goodwill impairment tests at August 3003 and August 30, 2002, respectively, and foumdnpairment. The Compar



established reporting units based on its currguinteng structure. For purposes of testing goodi@illimpairment, goodwill has been
allocated to these reporting units to the exterglétes to each reporting unit.

SFAS No. 142 also requires that intangible asséatsdefinite lives be amortized over their estinthteseful lives and reviewed for
impairment in accordance with SFAS No. 1Adcounting for the Impairment of Long-Lived Assatd for Long-Lived Assets to Be Disposed
Of . The Company is currently amortizing its acquirg@dngible assets with definite lives over periogisging from 3 to 10 years.

Foreign Currency Translation

The Company translates the assets and liabilifigs mternational non-U.S. functional currencypsigliaries into U.S. dollars using exchange
rates in effect at the end of each period. Revamae
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expenses for these subsidiaries are translated teies that approximate those in effect duringoeréod. Gains and losses from these
translations are credited or charged to foreigmenay translation included in "accumulated othenpmehensive income (loss)" in
shareholders' equity. The Company's foreign manwurfiag subsidiaries and certain other internaticnddsidiaries that use the U.S. dollar as
their functional currency remeasure monetary assetdiabilities at exchange rates in effect ate¢hd of each period, and inventories,
property, and nonmonetary assets and liabilitidgstbrical rates. Gains and losses from thesaladans were insignificant and have been
included in the Company's results of operations.

Revenue Recognition

Net sales consist primarily of revenue from the sdlproducts (hardware, software, and peripheraig) extended warranty and supy
contracts. The Company recognizes revenue pursoiapplicable accounting standards, including &tete of Position (SOP) No. 97-2,
Software Revenue Recognitioss amended, and Securities and Exchange Comm{&iC) Staff Accounting Bulletin (SAB) No. 101,
Revenue Recognition in Financial Statem.

The Company recognizes revenue when persuasivermgdf an arrangement exists, delivery has oatutine sales price is fixed or
determinable, and collection is probable. Prodsicoinsidered delivered to the customer once ibkas shipped and title and risk of loss t
been transferred. For most of the Company's prashles, these criteria are met at the time theyatad shipped. For online sales to
individuals, for some sales to education custonmetise United States, and for certain other salesCompany defers revenue until the
customer receives the product because the Compgaliyl retains a portion of the risk of loss onseasales during transit. If at the outset of
an arrangement the Company determines the arramjéeeeis not, or is presumed to not be, fixed de@rminable, revenue is deferred and
subsequently recognized as amounts become dueagatlp.

Revenue from extended warranty and support costiacteferred and recognized ratably over the warrand support periods. These
contracts typically include extended phone supmentiain repairs, web-based support resourcesndstig tools, and extend the Company's
one-year basic limited parts and labor warranty.

The Company sells software and peripheral proclutigined from other companies. The Company eskasigs own pricing and retains
related inventory risk, is the primary obligor @mes transactions with its customers, and assumeesrédit risk for amounts billed to its
customers. Accordingly, the Company recognizesmagdor the sale of products obtained from othenganies at the gross amount billed.

Revenue on arrangements that include multiple ei¢sr®uch as hardware, software, and servicesoisaatid to each element based on vendor
specific objective evidence (VSOE) of the fair vahf each element. Allocated revenue for each elemeaecognized when revenue
recognition criteria have been met for each elemé8OE is determined based on the price chargedhwheh element is sold separately.

The Company records reductions to revenue for estéicdhcommitments related to price protection angddstomer incentive programs,
including reseller and end user rebates, and s#iles programs and volurbased incentives. The estimated cost of these gmgis accrue
as a reduction to revenue in the period the Compasysold the product and committed to a plan.Jdmpany also records reductions to
revenue for expected future product returns basati@ Company's historical experience.
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Generally, the Company does not offer specifiedr@pecified upgrade rights to its customers in ectian with software sales or the sale of
extended warranty and support contracts. Howevianited number of the Company's software prodacesavailable with maintenance
agreements that grant customers rights to unspddiiiture upgrades over the maintenance term omea \and if available basis. Revenue
associated with such maintenance is recognizetlyadaer the maintenance ter



Shipping Costs

The Company's shipping and handling costs are dieclun cost of sales for all periods presented.

Warranty Expense

The Company provides currently for the estimatest éar product warranties at the time the relamanue is recognized.
Research and Development

Research and development costs are expensed aethddevelopment costs of computer software tedde, leased or otherwise marketed
are subject to capitalization beginning when a potid technological feasibility has been estabtistued ending when a product is available
for general release to customers pursuant to SFASB6lComputer Software to be Sold, Leased, or OtherMiseketed. In most instances,
the Company's products are released soon aftandkxgical feasibility has been established. Thersfoosts incurred subsequent to
achievement of technological feasibility are uspalbt significant, and generally all software depghent costs have been expensed.

During the third and fourth quarters of 2003, tt@r@any incurred substantial development costs atedowith the development of Mac OS
X version 10.3 (code-named "Panther"), which enbarbe features and functionality of the previoaision of Mac OS X, subsequent to
achievement of technological feasibility as evid=hby public demonstration and release of a deeelbeta in June 2003, and prior to rel
of the final version of the product in the firstagter of 2004. Therefore, during 2003 the Compapjtalized approximately $14.7 million of
development costs associated with the developnfdpamther. Amortization of this asset began infitst quarter of 2004 when Panther was
shipped and is being recognized on a straightdams in accordance with SFAS No. 86 over a 3 gstimated useful life.

During the third and fourth quarters of 2002, tr@r(pany incurred substantial development costs &gedowith the development of Mac OS
X version 10.2 (codeamed "Jaguar") subsequent to achievement of témiinal feasibility as evidenced by public demoattan and releas
of a developer beta in May 2002, and prior to r&teaf the final version of the product in the fouguarter of 2002. As such, the Company
capitalized approximately $13.3 million of develogmh costs associated with development of Jaguaoréiation of this asset began in the
fourth quarter of 2002 when Jaguar was shippedsahding recognized on a straight-line basis iroetance with SFAS No. 86 over a 3 year
estimated useful life. In addition, during 2002 thompany also began capitalizing certain costdaelto development of its new
PowerSchool enterprise student information systeapitalization of approximately $6 million beganoapachievement of technological
feasibility in the first quarter of 2002. The finadrsion of the enterprise student informationaystvas released in July 2002.

During 2001 the Company incurred substantial dgpraknt costs associated with the development ofitiginal version of Mac OS X,
subsequent to release of a public beta versioneoptoduct and prior to release of the final pradecsion. As a result, the Company
capitalized approximately $5.4 million of developgmheosts during 2001 associated with developmeMaxf OS X. Related amortization is
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computed by use of the straight-line method in edt@ace with SFAS No. 86 over a 8 year estimatetulbte.

Total amortization related to capitalized softwdexelopment costs was $5.8 million, $1.2 milliom 350,000 in 2003, 2002 and 2001,
respectively.

Advertising Costs

Advertising costs are expensed as incurred. Adsiegtiexpense was $193 million, $209 million, anéXmillion for 2003, 2002, and 2001,
respectively.

Restructuring Charges

In June 2002, the FASB issued SFAS No. Ji&;ounting for Costs Associated with Exit or Disgddictivities. SFAS No. 146 supersedes
Emerging Issues Task Force (EITF) Issue No. Yigdjility Recognition for Certain Employee Termiioait Benefits and Other Costs To Exit
an Activity (Including Certain Costs AssociatedhwatRestructuringand requires that a liability for a cost associatéti an exit or disposal
activity be recognized when the liability is incedr as opposed to when management commits to iplaxi SFAS No. 146 also establishes
that the liability should initially be measured argorded at fair value. This Statement was effedr exit or disposal activities initiated
after December 31, 2002. The provisions of SFASIMG. were required to be applied prospectivelyrdfie adoption date to newly initiated
exit activities.

Stock-Based Compensation

The Company measures compensation expense fonfiioygee stoc-based compensation plans using the intrinsic valetihod prescribed |



Accounting Principles Board (APB) Opinion No. Z&;counting for Stock Issued to Employd@dse Company applies the disclosure
provisions of SFAS No. 12ccounting for Stock-based Compensatias amended by SFAS No. 148ccounting for Stock-based
Compensation—Transition and Disclosa®if the fair value-based method had been applietkasuring compensation expense. The
Company has elected to follow APB Opinion No. 26aese, as discussed below, the alternative failevatcounting provided for under
SFAS No. 123 requires use of option valuation metieht were not developed for use in valuing emgxdostock options and employee stock
purchase plan shares. Under APB Opinion No. 25nvthe exercise price of the Company's employee&siptions equals the market price
the underlying stock on the date of the grant, srogensation expense is recognized.

As required under SFAS No. 123, the pro forma ¢ffe€ stock-based compensation on net income amihga per common share for
employee stock options granted and employee stoathpse plan purchases have been estimated atthefdyrant and beginning of the
period, respectively, using a Black-Scholes opfidning model. For purposes of pro forma disclosutke estimated fair value of the options
and shares is amortized to pro forma net income theeoptions' vesting period and the shares' péaiod.

The Black-Scholes option valuation model was degyatiofor use in estimating the fair value of freeded options that have no vesting
restrictions and are fully transferable. In additioption valuation models require the input ofiygsubjective assumptions including the
expected life of options and the Company's expestieek price volatility. Because the Company's eygé stock options and employee si
purchase plan shares have characteristics sigmifycdifferent from those of freely traded optioasid because changes in the subjective i
assumptions can materially affect the fair valu@ese, in
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management's opinion, the existing models do rtige a reliable measure of the fair value of tleenpany's employee stock options and
employee stock purchase plan shares.

For purposes of pro forma disclosures, the estidnfatie value of the options and shares is amorttegaro forma net income (loss) over the
options' vesting period and the shares' plan pefibd Company's pro forma information for eachhef fast three fiscal years follows (in
millions, except per share amounts):

2003 2002 2001
Net income (los—as reportel $ 69 $ 65 $ (25)
Add: Stock-based employee compensation expensgdie!in
reported net income (loss), net of 15 5 2
Deduct: Stock-based employee compensation expe&tesrdned
under the fair value based method for all awardsphtax (181) (239 (379
Net los—pro forma $ 97 $ (169 $ (39¢)

Net income (loss) per common sk—as reportel

Basic $ 01¢ $ 018 $ (0.09)

Diluted $ 01¢ $ 018 $ (0.07)
Net loss per common sh—pro forma

Basic $ (027 $ (046 $ (1.1H

Diluted $ (027) $ (046 $ (1.1%

Earnings Per Common Share

Basic earnings per common share is computed bgidiyincome available to common shareholders bywbighted-average number of
shares of common stock outstanding during the gebBduted earnings per common share is computedildgling income available to
common shareholders by the weighted-average nudailstrares of common stock outstanding during thi@encreased to include the
number of additional shares of common stock thatldvbave been outstanding if the dilutive poterdizdres of common stock had been
issued. The dilutive effect of outstanding optiamsl restricted stock is reflected in diluted eagsiper share by application of the treasury
stock method. Dilutive potential shares of commimtls related to stock options were excluded fromdalculation of diluted loss per
common share for fiscal 2001 because their effectldvhave been antidilutive.
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The following table sets forth the computation asig and diluted earnings per share:

September 27, September 28, September 29,
For the Years Ended 2003 2002 2001
Numerator (in millions)
Income (loss) before accounting chan $ 68 $ 65 $ (37
Cumulative effects of accounting changes, net ofiime
taxes $ 1 9% — 3 12
Net income (loss $ 69 $ 65 $ (25)
I I I
Denominator (in thousands
Weightec-average shares outstand 360,63: 355,02: 345,61
Effect of dilutive options and dilutive restrictstbck 2,83t 6,76 —
Denominator for diluted earnings (loss) per st 363,46¢ 361,78! 345,61
I I I
Basic earnings (loss) per share before accountingges $ 0.1¢ $ 0.1¢ $ (0.11)
Cumulative effects of accounting changes, netx — — 3 0.04
Basic earnings (loss) per share after accountinggés $ 0.1¢ $ 0.1¢ $ (0.07)
I I I
Diluted earnings (loss) per share before accourtivamge: $ 0.1¢ $ 0.1t $ (0.1))
Cumulative effects of accounting changes, netx — — $ 0.04
Diluted earnings (loss) per share after accourthrange: $ 0.1¢ $ 0.1t $ (0.07)

Options to purchase 50.8 million and 58.0 millidtrauses of common stock were outstanding at the €26@8 and 2002, respectively, that
were not included in the computation of dilutednégs per share for that year because the optixestise price was greater than the average
market price of the Company's common shares farydar and, therefore, the effect would be antititn At September 29, 2001, the
Company had options to purchase 97.2 million shafé&s common stock outstanding, all of which wereluded from the computation of
diluted loss per share for 2001 because the effeatd have been antidilutive.

Comprehensive Income

Comprehensive income consists of two componentsnoeme and other comprehensive income. Other cehgmsive income refers to
revenue, expenses, gains and losses that undeatigmaecepted accounting principles are recordedraelement of shareholders' equity but
are excluded from net income. The Company's otherpcehensive income is comprised of foreign culydranslation adjustments from
those subsidiaries not using the U.S. dollar as thactional currency, unrealized gains and logsesnarketable securities categorized as
available-for-sale, and net deferred gains ancekbses certain derivative instruments accounte@$arash flow hedges.

Segment Information

The Company reports segment information based etfimfanagement” approach. The management approaigndees the internal reporting
used by management for making decisions and aesggssiformance as the source of the Company'stapersegments. Information about
the Company's products, major customers, and ggbigrareas on a company-wide basis is also distlose
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Note 2—Financial Instruments

The carrying amounts of cash and cash equivalaot®unts receivable, accounts payable, and actalmiities approximate their fair value
due to the short maturities of those instrume



Cash, Cash Equivalents and Short-Term Investments

The following table summarizes the fair value af ompany's cash and available-for-sale secuh@ésin its short-term investment
portfolio, recorded as cash and cash equivalengbant-term investments as of September 27, 20GBSaptember 28, 2002 (in millions):

September 27, 2003

September 28, 2002

Cash $ 156  $ 161
U.S. Treasury and Agency securit 87 47
U.S. corporate securitit 2,36¢ 1,82¢
Foreign securitie 78< 21€
Total cash equivalen 3,23¢ 2,091
U.S. Treasury and Agency securit 454 674
U.S. corporate securitit 623 1,33(
Foreign securitie 93 81
Total shor-term investment 1,17C 2,08t
Total cash, cash equivalents, and s-term investment $ 4566 $ 4,33
I I

The Company's short-term investment portfolio cetissof investments in U.S. Treasury and Agencyritées; U.S. corporate securities, and
foreign securities. The Company's U.S. corporaterities consist primarily of commercial paper tifates of deposit, time deposits and
corporate debt securities. Foreign securities sbpsimarily of foreign commercial paper, certifiea of deposit and time deposits with fore
institutions, most of which are denominated in W&lars. The Company had net unrealized lossesingt$1 million on its investment
portfolio, primarily related to investments wittatdd maturities greater than 1 year as of Septe2et003 and net unrealized gains of

$20 million on its investment portfolio, primaritglated to investments with stated maturities gregdian 1 year, as of September 28, 2002.
The Company occasionally sells short-term investmprior to their stated maturities. As a resulsoth sales, the Company recognized net
gains of $21 million in 2003 and $7 million in 2Q0Ehese net gains were included in interest andratftome, net.

As of September 27, 2003, approximately $629 nmiltdd the Company's short-term investments had lyidgrmaturities ranging from 1 to
5 years. The remaining short-term investments &epfember 27, 2003 had maturities of 3 to 12 nsomth of September 28, 2002,
approximately $1.087 bhillion of the Company's skterm investments had underlying maturities randiog 1 to 5 years. The remaining
short-term investments as of September 28, 2002rfsdrities of 3 to 12 months.

Accounts Receivable
Trade Receivables

The Company distributes its products through tipiagty resellers and directly to certain educat@msumer, and commercial customers. The
Company generally does not require collateral fitsneustomers. However, when possible the Compaeyg dttempt to limit credit risk on
trade receivables with credit insurance for certaistomers in Latin America, Europe and Asia anatginging with third-

69

party financing companies to provide flooring agaments and other loan and lease programs to timp&uwy's direct customers. These cr
financing arrangements are directly between thetbarty financing company and the end customersuth, the Company does not assume
any recourse or credit risk sharing related to@frthese arrangements. However, considerable teamgvables that are not covered by
collateral, third-party flooring arrangements, cgdit insurance are outstanding with the Compadtigtsibution and retail channel partners.
Trade receivables from a single customer, Ingrarcrdjilnc., accounted for approximately 10.3% an@%)of net accounts receivable as of
September 27, 2003, and September 28, 2002, rasgect

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

2003 2002 2001




Beginning allowance balan $ 51 % 51 % 64

Charged to costs and expen 4 10 7
Deductions (a (6) (10) (20)
Ending allowance balanc $ 49 % 51 $ 51

(@) Represents amounts written off against the allowanet of recoveries.
Nor-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 thesobdated balance sheets in other
current assets, totaled $184 million and $142 arillks of September 27, 2003, and September 28, g&jectively. The Company does not
recognize any profits on these sales or reflecs#ie of these components in its net sales.

Inventory Prepayment

In April 2002, the Company made a $100 million @gpent to an Asian supplier for the purchase ofmmments over the following nine
months. In return for this deposit, the supplieteagl to supply the Company with a specified le¥&amponents during the three consecutive
fiscal quarters ended December 28, 2002. Approxdm&53 million of this deposit remained unusedBSeptember 28, 2002 and was
reflected in the consolidated balance sheets ierathrrent assets. During the first six months@#2, the remainder of the deposit balance
was fully utilized for the purchase of componeiitise deposit was unsecured and had no stated interaponent. The Company imputed an
amount to cost of sales and interest income dweaud period the deposit was outstanding at a 3i8&fest rate to reflect the economics of
this transaction.

Derivative Financial Instruments

The Company uses derivatives to partially offsebitsiness exposure to foreign exchange and intatesiisk. Foreign currency forward and
option contracts are used to offset the foreigrharge risk on certain existing assets and liagdlitind to hedge the foreign exchange risk on
expected future cash flows on certain forecasteemees and cost of sales. From time to time, thaf2my enters into interest rate swap
agreements to modify the interest rate profileastain investments and debt. The Company's

70

accounting policies for these instruments are basedhether the instruments are designated as hedymn-hedge instruments. The
Company records all derivatives on the balancetsitdair value.

The following table shows the notional principast fair value, and credit risk amounts of the Conymforeign currency instruments as of
September 27, 2003 and September 28, 2002 (ironsli

September 27, 2003 September 28, 2002
Notional Fair Credit Risk Notional Fair Credit Risk
Principal Value Amounts Principal Value Amounts
Foreign exchange instruments qualifying as accagtr
hedges
Spot/Forward contrac $ 464 $ 21 $ — $ 462 $ 13 1
Purchased optior $ 51z $ 3% 3% 19€ $ — $ —
Sold options $ 64t $ (GE — % 392 $ (GES —
Foreign exchange instruments other than accountir
hedges
Spot/Forward contrac $ 44t $ 3% 3% 30z $ — $ —
Purchased optior $ 8 % — $ — $ — $ — $ —
Sold options $ 58% — $ — $ — $ — $ —

The notional principal amounts for derivative instrents provide one measure of the transaction vlomtstanding as of ye-end, and d«



not represent the amount of the Company's expdasunedit or market loss. The credit risk amourdvei in the table above represents the
Company's gross exposure to potential accountisg)do these transactions if all counterpartiesdatib perform according to the terms of the
contract, based on then-current currency exchaaitgs at each respective date. The Company's exptwsaredit loss and market risk will
vary over time as a function of currency excharges.

The estimates of fair value are based on applicatdecommonly used pricing models using prevaifingncial market information as of
September 27, 2003 and September 28, 2002. Inrcé@rstiances where judgment is required in estimgafiir value, price quotes were
obtained from several of the Company's counterdarancial institutions. Although the table aboedlects the notional principal, fair value,
and credit risk amounts of the Company's foreigtharge instruments, it does not reflect the gailgsses associated with the exposures
transactions that the foreign exchange instrumamtsntended to hedge. The amounts ultimatelyzedlupon settlement of these financial
instruments, together with the gains and losseth®minderlying exposures, will depend on actualketazonditions during the remaining life
of the instruments.

Foreign Exchange Risk Managem

The Company enters into foreign currency forward aption contracts with financial institutions penly to protect against foreign exchau
risk associated with existing assets and liabdjtertain firmly committed transactions and cerfaobable but not firmly committed
transactions. Generally, the Company's practite ieedge a majority of its existing material foreigxchange transaction exposures.
However, the Company may not hedge certain foreigiange transaction exposures due to immateriplibhibitive economic cost of
hedging particular exposures, or limited avail&pitif appropriate hedging instruments.
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In accordance with SFAS No. 133, hedges relatguidbable but not firmly committed transactions ofaaticipatory nature are designated
and documented at hedge inception as cash flowesealyd evaluated for hedge effectiveness quartestycurrency forward contracts, hedge
effectiveness is measured based on changes intdiddir value of the contract attributable to ehes in the forward exchange rate. Changes
in the expected future cash flows on the forecasestijed transaction and changes in the fair vdltleedorward hedge are both measured
from the contract rate to the forward exchange aat®ciated with the forward contract's maturitieda

For currency option contracts, hedge effectiveeaseasured based on changes in the total faiewaflthe option contract. Hedge
effectiveness is assessed by comparing the preakers of the cumulative change in expected futashdlows on the hedged transaction to
changes in expected cash flow of the option hetlgeaturity. The net gains or losses on derivatistruments qualifying as cash flow hed
are reported as components of other comprehensteene in shareholders' equity and reclassifiedaatmings in the same period or periods
during which the hedged transaction affects eamiAgy hedge ineffectiveness is recognized in curearnings in other income and expe

To protect gross margins from fluctuations in fgrecurrency exchange rates, the Company's U.Srdalhctional subsidiaries hedge a
portion of forecasted foreign currency revenuesd, the Company's non-U.S. dollar functional subsidgaselling in local currencies hedge a
portion of forecasted inventory purchases not denated in the subsidiaries' functional currencyhétcomprehensive income associated
with hedges of foreign currency revenues is recogghas a component of net sales in the same pasitite related sales are recognized, and
other comprehensive income related to inventorgipases is recognized as a component of cost of isatke same period as the related ¢
are recognized. Typically, the Company hedges @ustdf its forecasted foreign currency exposurea@sased with revenues and inventory
purchases over a time horizon of 3 to 9 months.

The Company also enters into foreign currency fodwamnd option contracts to offset the foreign exgjeagains and losses generated by the
re-measurement of certain recorded assets antitiexbin non-functional currencies. Changes inflievalue of these derivatives are
recognized in current earnings in other incomeexpense as offsets to the changes in the fair wdlthe related assets or liabilities.

The Company may enter into foreign currency forwaodtracts to offset the translation and economosure of a net investment positior

a foreign subsidiary. Hedge effectiveness on fodsalesignated as net investment hedges is measased on changes in the fair value of
the contract attributable to changes in the spoh&mge rate. The effective portion of the net gailoss on a derivative instrument designated
as a hedge of the net investment position in adarsubsidiary is reported in the same mannerfageign currency translation adjustment.
Any residual changes in fair value of the forwaothitact, including changes in fair value basedhendifferential between the spot and
forward exchange rates, are recognized in curi@miggs in other income and expense.

As discussed above, the Company enters into foigmency option contracts as items that provideféset to the re-measurement of certain
recorded assets and liabilities denominated infoantional currencies. All changes in the fair \&bf these derivative contracts based on
changes in option time value are recorded in ctigamings in other income and expense. Due to ehankvements, changes in option time
value can lead to increased volatility in otheime and expense.

Derivative instruments designated as cash flow égagust be de-designated as hedges when it islpedthat the forecasted hedged
transaction will not occur in the initially idengfl time period or within a subsequent 2 month fpegod. Deferred gains and losses in other
comprehensive income associated v
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such derivative instruments are immediately rediassinto earnings in other income and expensey subsequent changes in fair value of
such derivative instruments are also reflectediment earnings unless they aredesignated as hedges of other transactions. D608, the
Company recorded net gains of $2.5 million in otheome and expense related to the loss of hedggragion on discontinued cash flow
hedges due to changes in the Company's forechsiuoé net sales and cost of sales and due to iirgvenarket conditions. During 2001, the
Company recorded a net gain of $5.1 million in oheome and expense related to the loss of hedgigmition on discontinued cash flow
hedges due to changes in the Company's forecsiuoé net sales and cost of sales. No net gairlesses, of a similar nature were recorded
in 2003.

Interest Rate Risk Managem

The Company sometimes enters into interest rafgat®e transactions, including interest rate swap#lars, and floors, with financial
institutions in order to better match the Compafigating-rate interest income on its cash equivel@nd short-term investments with its
fixed-rate interest expense on its long-term dabtl/or to diversify a portion of the Company's esqre away from fluctuations in short-term
U.S. interest rates.

As of September 30, 2000, the Company had entatedriterest rate swaps with financial institution®rder to better match the Company's
floating-rate interest income on its cash equivial@md short-term investments with its fixed-ratetiest expense on its long-term debt, and tc
diversify a portion of the Company's exposure aWwasn fluctuations in short-term U.S. interest rafBise interest rate swaps generally
required the Company to pay a floating interest batsed on the three- or six-month U.S. dollar LFB&hd receive a fixed rate of interest
without exchanges of the underlying notional ameumhese swaps effectively converted the Compdixgd-rate 10-year debt to floating-
rate debt and converted a portion of the floataig investments to fixed rate. The Company assurnédeffectiveness with regard to the
debt interest swaps as each debt interest rate sw@athe criteria for accounting under the shottreathod defined in SFAS No. 133 for fair
value hedges of debt instruments. Accordingly, ebgains or losses were recorded in income rel&itke Company's underlying debt
interest rate swaps. During fiscal 2001, the Corgdosed out all of its existing debt interest reieap positions due to prevailing market
interest rates realizing a gain of $17 million. §gain was deferred, recognized in long-term debtis being amortized to other income and
expense over the remaining life of the debt.

The unrealized loss on the asset swaps as of Sket&3@, 2000, of $5.7 million was deferred and tremmognized in income in 2001 as par
the SFAS No. 133 transition adjustment effectiveOmtober 1, 2000. The Company closed out all ofxisting interest rate asset swaps
during 2001 realizing a gain of $1.1 million.

As of September 27, 2003 and September 28, 208X ¢impany had no interest rate derivatives outstgn®ue to perceived market risk,
Company entered into interest rate swaps in e®022The interest rate swaps required the Compapwy a floating interest rate based on
six-month U.S. dollar LIBOR and receive a fixederaf interest without exchanges of the underlyingiamal amounts. These swaps
effectively converted the Company's fixed-rate #@+ydebt to floating-rate debt. The Company assumddeffectiveness with regard to the
debt interest swaps as each debt interest rate w@hthe criteria for accounting under the shottreathod defined in SFAS No. 133 for fair
value hedges of debt instruments. Accordingly, ebgains or losses were recorded in income rel&itke Company's underlying debt
interest rate swaps during fiscal 2002 until thenpany closed out the positions in late 2002 dywréwailing market interest rates. Closing
the debt interest rate swaps resulted in a reatjaéd
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of $6 million. This gain was deferred, recognizedang-term debt and is being amortized to otheoine and expense over the remaining life
of the debt.

Debt

The Company currently has debt outstanding in ¢ fof $300 million of aggregate principal amouri% unsecured notes that were
originally issued in 1994. The notes, which pagiast semiannually, were sold at 99.925% of paraficeffective yield to maturity of 6.51%.
The notes, along with approximately $4 million efated unamortized deferred gains on closed irttesies swaps, are due in February of
2004 and therefore have been classified as cullehitas of September 27, 2003. As of Septembe2D3 and September 28, 2002, the
carrying amount of these notes, including unamedtideferred gains associated with closed debtisiteate swaps, was $304 million and
$316 million, respectively, while the fair value sv&302 million and $299 million, respectively. Tiag@ value of the notes is based on their
listed market values as of September 27, 2003 apteSiber 28, 2002.

Non-Current Debt and Equity Investments and Relatedsains and Losses

The Company has held investments in EarthLink, (BarthLink), Akamai Technologies, Inc. (Akamai)RM Holdings plc (ARM), ant



Samsung Electronics Co., Ltd (Samsung). These imezgs have been reflected in the consolidatechbalaheets as long term assets within
other assets and have been categorized as avdibaidale requiring that they be carried at failueawith unrealized gains and losses, net of
taxes, reported in equity as a component of accatedilother comprehensive income. All realized gamthe sale of these investments have
been included in total other income and expense.cbimbined fair value of these investments helthbyCompany was $5 million and

$39 million as of September 27, 2003 and Septer2®e2002, respectively.

EarthLink

In January 2000, the Company invested $200 millioBarthLink, an Internet service provider (ISPheTinvestment was in EarthLink's
Series C Convertible Preferred Stock, which wasedible by the Company after January 4, 2001, agproximately 7.1 million shares of
EarthLink common stock. Concurrent with this invesnt, EarthLink and the Company entered into ainyalir agreement to deliver ISP
service to Macintosh users in the United Stateslddthe terms of the agreement, the Company pfodits each new Mac customer that
subscribes to EarthLink's ISP service for a spedifieriod of time, and EarthLink is the default iBBhe Company's Internet Setup Software
included with all Macintosh computers sold in theitdd States.

During the first quarter of 2003, the Company sB0,000 shares of EarthLink stock for net prosesdapproximately $13.7 million, an
amount that approximated the Company's carryingevaf the shares. During the third quarter of 2@08,Company sold all of its remaining
holdings in EarthLink, consisting of 3,960,000 s%aof stock for net proceeds of approximately $2Bam, and a gain before taxes of

$2 million.

During the first quarter of 2002, the Company sbld,000 shares of EarthLink stock for net procedd®?2 million and a gain before taxes of
$223,000. No sales of EarthLink were made in anhefsubsequent quarters of fiscal 2002. Howeveimd the fourth quarter of 2002, the
Company determined that the then current declirieérfair value of its investment in EarthLink wather-than-temporary. As a result, the
Company recognized a $44 million charge to earniaggrite-down the basis of its investment in Eantik to $35 million. This charge was
included in gains (losses) on non-current invests)aret. As of September 28, 2002, the Company &é&lanillion shares of EarthLink stock
valued at $35 million.
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During the second quarter of 2001, the Companyrohiéted that the decline in the fair value of itgestment in EarthLink was other-than-
temporary requiring that its cost basis be writlewn to fair value as a new cost basis and the atrafithe write-down be included in
earnings. As a result, the Company recognized 4 $iillion charge to earnings to write-down the badiits investment in EarthLink to

$86 million. This charge was included in gains ¢kx) on non-current investments, net. During thettioquarter of 2001, the Company sold a
total of approximately 425,000 shares of Earthlstdck for net proceeds of approximately $6 millimgorded a gain before taxes of
approximately $800,000, and recognized relatednmectax of approximately $200,000.

Akamai

In June 1999, the Company invested $12.5 millioAkamai, a global Internet content delivery servitke investment was in the form of
convertible preferred stock that converted intorfillion shares of Akamai common stock (adjustedsigbsequent stock splits) at the time of
Akamai's initial public offering in October 1999e8inning in the first quarter of 2000, the Compaategorized its shares in Akamai as
available-for-sale.

During the fourth quarter of 2003, the Company gg&¥75,000 shares of Akamai stock for net proceé®&® million and a gain before taxes
of $8 million. As of September 27, 2003, the Compsnemaining investment in Akamai consists of 886, shares of Akamai stock valuet
$5 million.

During the first quarter of 2002, the Company 20,000 shares of Akamai stock for net proceedahillion and a gain before taxes of
$710,000. No sales of Akamai were made in any @btibsequent quarters of fiscal 2002. Howeverndutie fourth quarter of 2002, the
Company determined that the decline in the faiuealf its investment in Akamai was other-than-terapa As a result, the Company
recognized a $6 million charge to earnings to wiit@n the basis of its investment in Akamai to $8iam. This charge was included in ga
(losses) on nogurrent investments, net. As of September 28, 20@2Company held 2.9 million shares of Akamai ktealued at $3 millior

During 2001, the Company sold a total of approxeheal million shares of Akamai stock for net progeef approximately $39 million and
recorded a gain before taxes of approximately $Bigom

ARM

ARM is a publicly held company in the United Kingdanvolved in the design and licensing of high parfance microprocessors and related
technology



During the third quarter of 2003, the Company silaf its remaining holdings in ARM stock, congigf of 278,000 shares for net proceeds
of approximately $295,000, and a gain before ta{e270,000.

During the first quarter of 2002, the Company shld million shares of ARM stock for both net prods@nd a gain before taxes of
$21 million. No sales of ARM were made in any o Bubsequent quarters of fiscal 2002. As of Sepe2®, 2002, the Company held
278,000 shares of ARM stock valued at $578,000.

During 2001, the Company sold a total of approxehe®9.8 million shares of ARM stock for net prodsef approximately $176 million,
recorded a gain before taxes of approximately $tifdbn, and recognized related income tax expefsgpproximately $52 million.
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Samsung

During the fourth quarter of 1999, the Company stgd $100 million in Samsung to assist in the frréxpansion of Samsung's TFT-LCD
flat-panel display production capacity. The investitiwas in the form of three year unsecured bomltdsh were convertible into
approximately 550,000 shares of Samsung commoR seginning in July 2000. The bonds carried an ahnaupon rate of 2% and paid a
total yield to maturity of 5% if redeemed at matyri

Prior to its sale, the Company had categorizemhitsstment in Samsung as available-for-sale raggitat it be carried at fair value with
unrealized gains and losses, net of taxes, reportequity as a component of accumulated other cehgnsive income. The fair value of the
Company's investment in Samsung was approximat2@ $nillion as of September 30, 2000. With the didopof SFAS No. 133 on
October 1, 2000, the Company was required to a¢doutthe conversion option embedded in the Sam&omgls separately from the related
debt. The conversion feature was carried at fdirevavith any changes in fair value recognized imeggs in the period in which they occur.
Included in the $17 million gross SFAS No. 133 siion adjustment recorded in earnings during ifs¢ uarter of fiscal 2001 was a

$23 million favorable adjustment for the restatetrterfair value as of October 1, 2000, of the datie component of the Company's
investment in Samsung. To adjust the carrying vafube derivative component of its investment anSung to fair value as of December
2000, the Company recognized an unrealized loappfoximately $13 million during the first quart#r2001. During the second quarter of
2001, the Company sold this investment for booki@aincluding accrued interest, and received netgeds of approximately $117 million.

Other Strategic Investments

The Company has made additional minority debt andtye investments in several privately held tecliggl companies, which were reflected
in the consolidated balance sheets in other asBa¢se investments were inherently risky becaus@thducts and/or markets of these
companies were typically not fully developed. Dgr2002 and 2001, the Company determined that tblenddn fair value of certain of these
investments was other-than-temporary and, accdsdingcognized a charge to earnings of $15 milliod $8 million, respectively. These
charges were included in gains (losses) on norentimvestments, net. As of September 27, 2003a&apdember 28, 2002, the Company had
no private debt or equity investments reflectedsrtonsolidated balance sheets.

Note 3—Consolidated Financial Statement Details (imillions)

Inventories
2003 2002
Purchased par $ 2 % 9
Work in proces: 4 —
Finished good 50 36
Total inventories $ 56 $ 45
| |
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Other Current Assets
2003 2002

Vendor noi-trade receivable $ 184 $ 14z



Other current asse 12t 13¢
Total other current asse $ 30¢ % 27t
I I
Property, Plant, and Equipmer
2003 2002
Land and building; $ 35C $ 342
Machinery, equipment, and inter-use softwar: 392 367
Office furniture and equipme 74 67
Leasehold improvemen 357 281
1,174 1,057
Accumulated depreciation and amortizat (505) (436)
Net property, plant, and equipme $ 66 $ 621
I I
Other Assets
2003 2002
Non-current deferred tax asst $ 60 $ 70
Non-current debt and equity investme 5 39
Capitalized software development costs, 28 19
Other asset 57 42
Total other asse! $ 15C $ 17C
| |
Accrued Expense
2003 2002
Deferred revenu $ 36 $ 24(
Accrued marketing and distributic 124 13€
Accrued compensation and employee ben 101 93
Accrued warranty and related co 67 69
Other current liabilitie: 23¢ 20¢
Total accrued expens $ 89¢ % 747
| |
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Interest and Other Income, Ne
2003 2002 2001
Interest incomt $ 69 $ 11€  $ 21¢
Interest expens (8 (12) (16)
Gains on sales of short term investme 21 7 —
Other income (expense) r (5) 2 15
Gain on forward purchase agreem 6 — —
Total interest and other income, | $ 83 % 11z $ 217
| | |

Note £—Acquisitions



Gooduwill and Other Intangible Assets

The Company is currently amortizing its acquiretdmgible assets with definite lives over periodsgiag from 3 to 10 years. The Company
ceased amortization of goodwill at the beginnindisifal 2002 when it adopted SFAS No. 142.

The following table summarizes the components oégand net intangible asset balances (in millions)

September 27, 2003 September 28, 2002
Gross Carrying Net Gross Carrying Net

Accumulated Carrying Accumulated Carrying

Amount Amortization Amount Amount Amortization Amount
Goodwill (a) $ 85 — 3 85 $ 85 — 3 85
Other acquired intangible ass 5 (5) — 5 (5) —
Acquired technolog 42 (18) 24 42 (8) 34
Total acquired intangible ass: $ 132 $ (23 % 10¢ $ 132 $ 13 % 11¢

(@  Accumulated amortization related to goodwill of $88lion arising prior to the adoption of SFAS NIB12 has been reflected in the
gross carrying amount of goodwill as of Septemb&r2D03 and September 28, 2002.

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

Fiscal Years
2004 $ 7
2005 5
2006 3
2007 2
Thereafter 7
Total expected annual amortization expe $ 24
I
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Amortization expense related to acquired intangisieets is as follows (in millions):
2003 2002 2001
Goodwill amortizatior $ — $ — 3 16
Other acquired intangible assets amortiza — 1 3
Acquired technology amortizatic 10 5 2
Total amortizatior $ 10 $ 6 $ 21

Net loss and net loss per share adjusted to exelonetization of goodwill in fiscal periods priar the adoption of SFAS No. 142 in fist
2002 follows (in millions, except per share amoynts

2001
Net loss, as reporte $ (25)
Add: goodwill amortizatior $ 16
Net loss, as adjuste $ 9)

|

Basic loss per share, as repot $ (0.07)



Add: goodwill amortizatior $ 0.04

Basic loss per share, as adjus $ (0.0¢
I
Diluted loss per share, as repor $ (0.07)
Add: goodwill amortizatior $ 0.04
Diluted loss per share, as adjus $ (0.0¢
L]

Acquisition of Emagic GmbH

During the fourth quarter of 2002, the Company &eguEmagic GmbH (Emagic), a provider of profesai@oftware solutions for computer
based music production, for approximately $30 wnillin cash; $26 million of which was paid immediatepon closing of the deal and

$4 million of which was held-back for future paynmenntingent on continued employment by certain legges that will be allocated to
future compensation expense in the appropriategeigver the next 3 years. During fiscal 2003, iogieint consideration totaling $1.3 milli
was paid. The acquisition has been accounted farmaschase. The portion of the purchase priceatéal to purchased in-process research
and development (IPR&D) was expensed immediatelg,the portion of the purchase price allocatedctjuaed technology and to tradena
will be amortized over their estimated useful livd8 years. Goodwill associated with the acquisitbf Emagic is not subject to amortization
pursuant to the provisions of SFAS No. 142. Totalsideration was allocated as follows (in millians)

Net tangible assets acquir $ 2.3
Acquired technolog 3.8
Tradename 0.8
In-process research and developn 0.5
Goodwill 18.€
Total consideration $ 26.C
I
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The amount of the purchase price allocated to IPRé&I3 expensed upon acquisition, because the texdinal feasibility of products under
development had not been established and no diterrfature uses existed. The IPR&D relates pritgad Emagic's Logic series technology
and extensions. At the date of the acquisitionptteelucts under development were between 43%-83#plete, and it was expected that the
remaining work would be completed during the Conyfmfiscal 2003 at a cost of approximately $415,00@ remaining efforts, which we
completed in 2003, included finalizing user intedalesign and development, and testing. The faiewaf the IPR&D was determined using
an income approach, which reflects the projected &ash flows that will be generated by the IPR&8jgrts and that are attributable to the
acquired technology, and discounting the projeattdcash flows back to their present value usidgeount rate of 25%.

Acquisition of certain assets of Zayante, Inc., Psimo Graphics, and Silicon Gralil

During fiscal 2002 the Company acquired certailt@togy and patent rights of Zayante, Inc., Priganaphics, and Silicon Grail Corporat

for a total of $20 million in cash. These transawsi have been accounted for as asset acquisilibespurchase price for these asset
acquisitions, except for $1 million identified amntingent consideration which will be allocatecctompensation expense over the next

3 years, has been allocated to acquired technalndywill be amortized on a straight-line basis & gears, except for certain assets acquired
from Zayante associated with patent royalty stretiraswill be amortized over 10 years.

Acquisition of Nothing Real, LLC

During the second quarter of 2002, the Companyieedjgertain assets of Nothing Real, LLC (NothinggR, a privately-held company that
develops and markets high performance tools degifprehe digital image creation market. Of the $dllion purchase price, the Company
has allocated $7 million to acquired technologyiolitwill be amortized over its estimated life of&ars. The remaining $8 million, which |
been identified as contingent consideration, ratihan recorded as an additional component of tseafcthe acquired assets, will be allocated
to future compensation expense in the appropriat@gs over the next 3 years.

Acquisition of Spruce Technologies, Inc.

In July 2001, the Company acquired Spruce Techmegodnc. (Spruce), a privately-held company thetedops and markets DVD authoring
products, for $14.9 million in cash. Goodwill assbed with the acquisition of Spruce is not subjecaimortization pursuant to the transit



provisions of SFAS No. 142. The consolidated finahstatements include the operating results oti&pfrom the date of acquisition. Total
consideration was allocated as follows (in millipns

Net tangible liabilities assume $ (0.7)
Identifiable intangible asse 5.6
Goodwill 9.7
Total consideration $ 14.¢
I

Acquisition of PowerSchool, Inc.

In May 2001, the Company acquired PowerSchool, (lRowerSchool), a provider of web-based studewotimétion systems for K-12 schools
and districts that enable schools to record, accepsrt, and manage their student data and peafocein real-time, and gives parents real-
time web access to track
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their children's progress. The consolidated finglnsiatements include the operating results of P8areol from the date of acquisition.

The purchase price of approximately $66.1 milliongisted of the issuance of approximately 2.4 amlkhares of the Company's common
stock with a fair value of $61.2 million, the issga of stock options with a fair value of $4.5 ioill, and $300,000 of direct transaction costs.
The fair value of the common stock options issued determined using a Black-Scholes option prioieglel with the following

assumptions: volatility of 67%, expected life ofears, dividend rate of 0%, and risk-free rate.@B%o.

Total consideration was allocated as follows (itlions):

Net tangible assets acquir $ 0.2
Deferred stock compensati 12.¢
Identifiable intangible asse 2.€
In-process research and developr 10.¢
Goodwill 39.7
Total consideration $ 66.1
I

The amount of the purchase price allocated to IPR&I3 expensed upon acquisition, because the texdinal feasibility of products under
development had not been established and no diteerfature uses existed. The IPR&D relates to nedbgies representing processes and
expertise employed to design, develop, and depfaypetioning, scalable web-based student infornmagigstem for use by K-12 schools. At
the date of the acquisition, the product under igreent was approximately 50% complete, and it @amected that the remaining 50%
would be completed during the Company's fiscal 2802 cost of approximately $9.25 million. The rémvay efforts, which were completed
in 2002, included completion of coding, finalizinger interface design and development, and teskimg fair value of the IPR&D was
determined using an income approach, which refbetprojected free cash flows that will be gerestdty the IPR&D projects and that are
attributable to the acquired technology, and distiog the projected net cash flows back to the#spnt value using a discount rate of 25%.
The acquired intangibles are being amortized dveir estimated useful lives of 3 years. Deferredlstompensation associated with
restricted stock and options is being amortized tive required future vesting period of 3 years.

In the fourth quarter of 2001, an adjustment waderta increase goodwill associated with the actioisbf PowerSchool by $5.9 million due
to the identification of previously unidentifiedsl® contingencies that were in existence prior tsammation of the acquisition.

The Company allocated $12.8 million of its purchesesideration for PowerSchool to deferred stockmensation within shareholders'
equity. This amount represented the intrinsic valugtock options assumed that vest as future ces\are provided by employees and related
to 445,000 common shares issued contingent onre@diemployment of certain PowerSchool employegkhtiiders. Certain PowerSchool
employee stockholders were terminated in the djustrter of 2003 resulting in the $5 million recd@m of previously deferred stock
compensation as part of the Company's first quaetgructuring action. Unamortized PowerSchoolteelaleferred stock compensation of
approximately $294,000 remains as of Septembe2@T3.

Pro Forma Financial Information

The unaudited pro forma financial information belprkesents the condensed consolidated financialtsesfuthe Company assuming that
PowerSchool and Spruce, acquired in 2001, had deguired at th:
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beginning of 2001 and includes the effect of arzation of goodwill and other acquired identifiabiégangible assets from that date. The
impact of the charge for IPR&D associated withdhquisition of PowerSchool has been excluded. pitiforma financial information is
presented for informational purposes only and tsnecessarily indicative of the results of futupetions that would have been achieved
had the acquisitions taken place at the beginnir&901. Pro forma information follows (in millionsexcept per share amounts):

2001
Net sales $ 5,37(C
Net loss $ (44)
Basic loss per common sh $ (0.19)
Diluted loss per common she $ (0.19

Note 5—Restructuring Charges
Fiscal 2003 Restructuring Actiol

The Company recorded total restructuring chargegppfoximately $26.8 million during the year en@&=ptember 27, 2003, including
approximately $7.4 million in severance costs, # $8illion charge to write-off deferred compensati$7.1 million in asset impairments and
a $7.3 million charge for lease cancellations.@f$26.8 million, nearly all had been spent byethé of 2003, except for approximately
$400,000 of severance costs and approximatelyrfidlibn related to operating lease costs on abaaddacilities. During the third quarter of
2003, approximately $500,000 of the amount origynatcrued for lease cancellations was determiadzbtin excess due to the sublease of a
property sooner than originally estimated and gr@pmately $500,000 shortfall was identified i theverance accrual due to higher than
expected severance costs related to the closuihe @ompany's Singapore manufacturing operatiomssd adjustments had no net effect on
reported operating expense.

During the second quarter of 2003, the Companylsagrment approved and initiated restructuring asttbat resulted in recognition of a
total restructuring charge of $2.8 million, inclndi$2.4 million in severance costs and $400,00@¢$set write-offs and lease payments on an
abandoned facility. Actions taken in the secondiguavere for the most part supplemental to actioitiated in the prior two quarters and
focused on further headcount reductions in vargales and marketing functions in the Company's Asasrand Europe operating segments
and further reductions associated with PowerSchalated activities in the Americas operating sedimanluding an accrual for asset write-
offs and lease payments on an abandoned facilitg.SEcond quarter actions resulted in the ternoinaif 93 employees, 92 were terminated
prior to the end of 2003.

During the first quarter of 2003, the Company's agament approved and initiated restructuring astigith a total cost of $24 million that
resulted in the termination of manufacturing opera at the Company-owned facility in SingaporetHer reductions in headcount resulting
from the shift in PowerSchool product strategy toak place at the end of fiscal 2002, and ternmmadf various sales and marketing
activities in the United States and Europe. Thesg&ucturing actions will ultimately result in teBmination of 260 positions worldwide, all
but one of which were eliminated by the end of 2003

Closure of the Company's Singapore manufacturirgaijpns resulted in severance costs of $1.8 miliod costs of $6.7 million to write-off
manufacturing related fixed assets, whose use dehséng the first quarter. PowerSchool relatedsogluded severance of approximately
$550,000 and recognition of $5 million of previgudkeferred stock compensation that arose when FBakeol was acquired by the
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Company in 2001 related to certain PowerSchool eyga stockholders who were terminated in the djustrter of 2003. Termination of sales
and marketing activities and employees, principalthe United States and Europe, resulted in sewer costs of $2.8 million and accrual of
costs associated with operating leases on closddiés of $6.7 million. The total net restructng charge of $23 million recognized during
the first quarter of 2003 also reflects the revien§&600,000 of unused restructuring accrual eadly made during the first quarter of 2002.

Except for certain costs associated with operdéages on closed facilities, the Company curreantljcipates that all of the remaining acci
for severance costs of approximately $400,000helspent by the end of the first quarter of figz04.

The following table summarizes activity associatgtth restructuring actions initiated during fis@€03 (in millions):

Employee Deferred
Severance Compensation Asset Lease
Benefits Write-off Impairments Cancellations Totals



Total charge $ 74 $ 5 $ 71 $ 72 $  26.¢
Total spending through September 2

2003 (7.5 — — 2.3 9.8
Total nor-cash item: — (5.0 (7.0 — (12.7)
Adjustments 0.t — — (0.5 —
Accrual at September 27, 20 $ 04 $ — $ — $ 45 % 4.¢

Fiscal 2002 Restructuring Actiol

During fiscal 2002, the Company recorded totalreestiring charges of approximately $30 million tethto actions intended to eliminate
certain activities and better align the Companprating expenses with existing general econonmmditions and to partially offset the cos
continuing investments in new product developmetiavestments in the Company's Retail operatiggnest.

During the fourth quarter of 2002, the Company'siagment approved and initiated restructuring astieith a total cost of approximately
$6 million designed to reduce headcount costs iparate operations and sales and to adjust its FRsleol product strategy. These
restructuring actions resulted in the eliminatiémpproximately 180 positions worldwide at a cds$d.8 million, all of which were

eliminated by September 27, 2003. Eliminated pasitiwere primarily in corporate operations, saes, PowerSchool related research and
development in the Americas operating segment.shiifein product strategy at PowerSchool includettaohntinuing development and
marketing of PowerSchool's PSE product. This sk#tilted in the impairment of previously capitadizievelopment costs associated with the
PSE product in the amount of $4.5 million.

During the first quarter of 2002, the Company's agment approved and initiated restructuring astigith a total cost of approximately
$24 million. These restructuring actions resultethie elimination of approximately 425 positionsridwide at a cost of $8 million. Positions
were eliminated primarily in the Company's openagianformation systems, and administrative fumidn addition, these restructuring
actions also included significant changes in then@any's information systems strategy resultinggimtnation of equipment leases and
cancellation of existing projects and activitiekeTCompany ceased using the assets associatefirstitfuarter 2002 restructuring actions
during that same quarter. Related lease and com@acellation charges totaled $12 million, andrgha for asset impairments totaled
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$4 million. The first quarter 2002 restructurindians were primarily related to corporate activigt allocated to operating segments. During
the first quarter of 2003, the Company reversedéheaining unused accrual of $600,000.

The following table summarizes activity associatgtth restructuring actions initiated during fis€02 (in millions):

Employee Lease and

Severance Asset Contract

Benefits Impairments Cancellations Totals
Total charge $ 10 $ 8 $ 12 $ 30
Total spending through September 27, 2 (20 — (17) (22)
Total nor-cash item: — (8) — (8
Adjustments — — (€N} (0]
Accrual at September 27, 20 $ — 8 — 8 — 3 —

Note 6—Income Taxes

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

2003 2002 2001
Federal.
Current $ 18 $ 12 % (20
Deferred (7) (32 (8)

11 (20) 29)




State:

Current 4 3 —
Deferred (11 6 (10
() 9 (10
Foreign:
Current 21 29 21
Deferred (1) 4 2
20 33 23
Provision for income taxe $ 24 % 22 % (15)
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The foreign provision for income taxes is basedavaign pretax earnings of approximately $250 miilli $284 million and $363 million in
2003, 2002, and 2001, respectively. As of SepterBBeR003, approximately $2.5 billion of the Compartash, cash equivalents, and short-
term investments are held by foreign subsidianesare generally based in U.S. dollar-denominatddiings. Amounts held by foreign
subsidiaries would be subject to U.S. income taxatin repatriation to the United States. The Comigatonsolidated financial statements
fully provide for any related tax liability on amiois that may be repatriated, aside from undisteith@arnings of certain of the Company's
foreign subsidiaries that are intended to be imitefly reinvested in operations outside the Uniiates. U.S. income taxes have not been
provided on a cumulative total of $822 million afck earnings. It is not practicable to determireeititome tax liability that might be incun

if these earnings were to be distributed.

Deferred tax assets and liabilities reflect theaf of tax losses, credits, and the future inctameffects of temporary differences between
the consolidated financial statement carrying anteaohexisting assets and liabilities and theipessive tax bases and are measured using
enacted tax rates that apply to taxable incombdryears in which those temporary differences mpe&ed to be recovered or settled.

As of September 27, 2003 and September 28, 2083jghificant components of the Company's defaiarassets and liabilities were (in
millions):

2003 2002
Deferred tax asset
Accounts receivable and inventory reserves $ 3B % 32
Accrued liabilities and other reserves 15E 12€
Basis of capital assets and investments 47 34
Tax losses and credits 204 12E
Other 11 11
Total deferred tax assets 452 32¢
Less valuation allowanc 30 30
Net deferred tax asse 427 29¢
Deferred tax liabilities
Unremitted earnings of subsidiaries 39¢ 293
Available-for-sale securities — 1
Total deferred tax liabilities 39¢ 294
Net deferred tax ass $ 24 % 4
| |

As of September 27, 2003, the Company had operktssycarryforwards for federal tax purposes ofrapately $189 million, which

expire from 2011 through 2023. A portion of theaergforwards was acquired from NeXT and other asitjons, the utilization of which is
subject to certain limitations imposed by the In&#Revenue Code. The Company also has Federét caed/forwards and various state and
foreign tax loss and credit carryforwards, thed#rct of which is approximately $117 million andhish expire between 2004 and 2023. °



remaining benefits from tax losses and creditsateerpire. As of September 27, 2003, a valuatitowalnce of $30 million was recorded
against the deferred tax asset for the benefitaxofosses that may not be realized. The valuatilmwvance relates primarily to the operating
loss carryforwards acquired from NeXT and othenégitions. Management believes it is more likelgirtmot that forecasted income,
including income that may be generated as a refaltrtain tax
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planning strategies, together with the tax effecthe deferred tax liabilities, will be sufficietd fully recover the remaining deferred tax
assets.

A reconciliation of the provision for income tax@sth the amount computed by applying the statufederal income tax rate (35% in 2003,
2002, and 2001) to income (loss) before provismm(benefit from) income taxes, is as follows (ifllions):

2003 2002 2001
Computed expected tax (bene $ 32 3% 30 % (18)
State taxes, net of federal effi (4) 7 (7)
Indefinitely invested earnings of foreign subsidia (13 — —
Nondeductible executive compensat 5 (1) —
Stock repurchas 2 — —
Purchase accounting and asset acquisi 4 3 10
Change in valuation allowan — (16) —
Research & development credit, | (7 (8) (5)
Nondeductible expens: 6 4 3
Other items 3 3 2
Provision for (benefit from) income tax $ 24 % 22 % (15)
| | |
Effective tax rate 26% 25% 30%

On April 10, 2003, the Internal Revenue ServiceS)lRompleted its audit of the Company's federadiime tax returns for the years 1998
through 2000 and proposed certain adjustmentsai@est these adjustments are being contested thrtheglRS Appeals Office. Substantic
all IRS audit issues for years prior to 1998 hagerbresolved. Management believes that adequatesiorohas been made for any
adjustments that may result from tax examinatiblmavever, the outcome of tax audits cannot be ptediwith certainty. Should any issues
addressed in the Company's tax audits be resaivadrianner not consistent with management's exjmetathe Company could be required
to adjust its provision for income tax in the per&guch resolution occurs.

Note 7—Shareholders' Equity
CEO Restricted Stock Award

On March 19, 2003, the Company entered into and@iancellation and Restricted Stock Award Agreer(the Agreement) with Steven P.
Jobs, its Chief Executive Officer (CEO). The Agresrncancelled stock option awards for the purclod2&.5 million shares of the
Company's common stock previously granted to MosJo 2000 and 2001. Mr. Jobs retained optiongitolase 60,000 shares of the
Company's common stock granted in August of 1991drcapacity as a member of the Company's BoaRirettors, prior to becoming the
Company's CEO. The Agreement replaced the canogfitons with a restricted stock award of 5 millgtmares of the Company's common
stock. The restricted stock award generally véstsetyears from date of grant. Vesting of somdlafahe restricted shares will be
accelerated in the event Mr. Jobs is terminatetlomit cause, dies, or has his management role rédalbewing a change in control of the
Company.

The Company has recorded the value of the redratteck award of $74.75 million as a componenthafreholders' equity and is amortizing
that amount on a straight-line basis over the 3-geavice/vesting period. The value of the restdctock award was based on the closing
market price of the Company's
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common stock on the date of the award. Total azatitin of approximately $13 million has been inéddn selling, general, and
administrative expense in 2003 and will continuéédncluded at approximately $6.2 million per daathrough March 2006. The 5 million
restricted shares have been included in the caionlaf diluted earnings per share utilizing theasury stock metho



Stock Repurchase Pla

In July 1999, the Company's Board of Directors ariled a plan for the Company to repurchase up@®$nillion of its common stock. This
repurchase plan does not obligate the Companygircany specific number of shares or acquireeshaver any specified period of time.

During the fourth quarter of 2001, the Company estténto a forward purchase agreement to acquirenillion shares of its common stock
in September of 2003 at an average price of $leB4hare for a total cost of $25.5 million. In Aigg2003, the Company settled this
agreement prior to its maturity, at which time @@mpany's common stock had a fair value of $22Z8ker than this forward purchase
transaction, the Company has not engaged in angacsions to repurchase its common stock sincel f00. Since inception of the stock
repurchase plan, the Company had repurchased at@&®5 million shares at a cost of $217 millidine Company was authorized to
repurchase up to an additional $283 million otidsnmon stock as of September 27, 2003.

Preferred Stock

In August 1997, the Company and Microsoft CorparatiMicrosoft) entered into patent cross license t@echnology agreements. In addition,
Microsoft purchased 150,000 shares of Apple Séxiesnvoting convertible preferred stock ("preferstdck") for $150 million. These shal
were convertible by Microsoft after August 5, 200@p shares of the Company's common stock at aersion price of $8.25 per share.
During 2000, 74,250 shares of preferred stock wereerted to 9 million shares of the Company's comstock. During 2001, the remaini
75,750 preferred shares were converted into 9.Bomishares of the Company's common stock.

Comprehensive Income

Comprehensive income consists of two componentsnoeme and other comprehensive income. Other cehgmsive income refers to
revenue, expenses, gains and losses that undeatigmecepted accounting principles are recordedraelement of shareholders' equity but
are excluded from net income. The Company's othepcehensive income consists of foreign curreraydiation adjustments from those
subsidiaries not using the U.S. dollar as theicfiomal currency, unrealized gains and losses aketable securities categorized as available-
for-sale, and net deferred gains and losses oaiceatérivative instruments accounted for as cash fiedges.

The following table summarizes the components ofiawlated other comprehensive income (loss), neba@s (in millions):

2003 2002 2001
Unrealized gains on availal-for-sale securitie $ 1 % 13 $ 30
Unrealized gains (losses) on derivative investm (16) (17) 4
Cumulative foreign currency translati (20 (52) (56)
Accumulated other comprehensive income (li $ (35 $ 49 $ (22)
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The following table summarizes activity in othengarehensive income related to available-for-sateisies, net of taxes (in millions):

2003 2002 2001
Change in fair value of availal-for-sale securitie $ 11  $ 49 $ (18%)
Adjustment for net (gains) losses realized anduitket! in net income (los (23) 32 (84)
Change in unrealized gain on availefor-sale securitie $ 12 $ an $ (267)

The tax effect related to the change in unrealgaid on available-for-sale securities was $6 milli®10 million, $157 million for fiscal 2003,
2002, and 2001, respectively. The tax effect orrélatassification adjustment for net gains (losgeduded in net income (loss) was $(8)
million, $10 million and $35 million for fiscal 2@) 2002, and 2001, respectively.

The following table summarizes activity in othermgarehensive income related to derivatives, neaxés, held by the Company (in millions):

2003 2002 2001

Changes in fair value of derivativ $ 24) $ 4 $ 45
Adjustment for net gains realized and includedehincome (loss 19 (19 (53



Cumulative effect of adopting SFAS No. 1 — — 12

Change in unrealized gain on derivative instrum $ 5) $ s $ 4
| | |

The tax effect related to the cumulative effecaddbpting SFAS No. 133 was $(5) as of Septembe2@31. The tax effect related to the
changes in fair value of derivatives was $11 milli$§(2) million and $(19) million for fiscal 2002002, and 2001, respectively. The tax ef
related to derivative gains (losses) reclassifiethfother comprehensive income was $(7) millionp$ion and $23 million for fiscal 2003,
2002, and 2001, respectively.

Note 8—Employee Benefit Plans
2003 Employee Stock Option Plan

At the Annual Meeting of Shareholders held on Apdl 2003, the shareholders approved an amendmém 1998 Executive Officer Stock
Plan to change the name of the plan to the 2003dme Stock Option Plan (the 2003 Plan), to provatebroad-based grants to all
employees in addition to executive officers anceottey employees and to prohibit future "repriclhglsemployee stock options, including 6-
months-plus-1-day option exchange programs, witshateholder approval. Based on the terms of iddalioption grants, options granted
under the 2003 Plan generally expire 7 to 10 yafies the grant date and generally become exeteisater a period of 4 years, based on
continued employment, with either annual or qurteesting. The 2003 Plan permits the grantinghekntive stock options, nonstatutory
stock options, restricted stock, stock appreciatights, and stock purchase rights.

1997 Employee Stock Option Plan

In August 1997, the Company's Board of Directorgraped the 1997 Employee Stock Option Plan (the/ F3&n), a non-shareholder
approved plan for grants of stock options to em@ésywho are not officers of the Company. Optiong beagranted under the 1997 Plan to
employees at not less than the fair market valuthemlate of grant. Based on the terms of indiidption grants, options granted under the
1997
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Plan generally expire 7 to 10 years after the giaté and generally become exercisable over agefid years, based on continued
employment, with either annual or quarterly vestidg a result of shareholder approval of amendmentise 1998 Executive Officer Stock
Plan in April 2003, the Company terminated the 1B8¥ployee Stock Option Plan and cancelled all remgiunissued shares, following the
completion of an employee stock option exchanggnam in October 2003.

Employee Stock Option Exchange Progre

On March 20, 2003, the Company announced a volpetaployee stock option exchange program (the Engbd&@rogram) whereby eligible
employees, other than executive officers and mesntiiethe Board of Directors, had an opportunitgxechange outstanding options with
exercise prices at or above $25.00 per share poedetermined smaller number of new stock optissged with exercise prices equal to the
fair market value of one share of the Company'smomstock on the day the new awards are issueghwituld be at least six months plus
one day after the exchange options are cancelled\il 17, 2003, in accordance with the ExchangegPam, the Company accepted and
cancelled options to purchase 16,569,193 sharés @dmmon stock. On October 22, 2003, new stotioong totaling 6,697,368 shares were
issued to employees at an exercise price of $3%&768hare, which is equivalent to the closing pocthe Company's stock on that date. No
financial or accounting impact to the Company'sfficial position, results of operations or cash fleas associated with this transaction.

1997 Director Stock Option Plan

In August 1997, the Company's Board of Directorspaeld a shareholder approved Director Stock ORian (DSOP) for non-employee
directors of the Company. Initial grants of 30,@@@ions under the DSOP vest in three equal instadtsion each of the first through third
anniversaries of the date of grant, and subsemamtal grants of 10,000 options are fully vestegrait.

Rule 10b*-1 Trading Plans

Certain of the Company's executive officers, inaglgdMr. Timothy D. Cook and Mr. Fred D. Andersomyve entered into trading plans
pursuant to Rule 10b5-1(c)(1) of the Securitiestaxge Act of 1934, as amended. A trading planwsitben document that pre-establishes
the amounts, prices and dates (or formula for deténg the amounts, prices and dates) of futuretmases or sales of Apple stock including
the exercise and sale of employee stock optionsharks acquired pursuant to the Company's EmpBiesk Purchase Plan.

Employee Stock Purchase Ple



The Company has a shareholder approved employele gtiochase plan (the Purchase Plan), under whicttantially all employees may
purchase common stock through payroll deductiosspaice equal to 85% of the lower of the fair nrerkalues as of the beginning and er
six-month offering periods. Stock purchases undemRurchase Plan are limited to 10% of an emplsy@ehpensation, up to a maximum of
$25,000 in any calendar year. In the third quast&003, the Company's shareholders also appravesnzndment to the Employee Stock
Purchase Plan to increase the number of sharesringtth for issuance by 4 million shares. Beginnintl the six-month offering period that
started on June 30, 2003, the number of sharesr@el for issuance is limited to a total of 1 ioitl shares per offering period. During 2003,
2002, and 2001, 2.1 million, 1.8 million and 1.8limn shares, respectively, were issued under tireHase Plan. As of September 27, 2003,
approximately 4.0 million shares were reserveduture issuance under the Purchase Plan.
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Employee Savings Pla

The Company has an employee savings plan (the &fAlan) qualifying as a deferred salary arrangémneder Section 401(k) of the
Internal Revenue Code. Under the Savings Planicjgating U.S. employees may defer a portion ofrthee-tax earnings, up to the Internal
Revenue Service annual contribution limit ($12,880calendar year 2003). The Company matches 5020@86 of each employee's
contributions, depending on length of service,ap maximum 6% of the employee's earnings. The @oyip matching contributions to the
Savings Plan were approximately $21 million, $18iam, and $17 million in 2003, 2002, and 2001 pedtively.

Stock Option Activity

A summary of the Company's stock option activitd aslated information for the years ended Septer@Be2003, September 28, 2002 and
September 29, 2001 follows (option amounts aregntesl in thousands):

Outstanding Options

Shares
Available Number of Weighted Average
for Grant Shares Exercise Price
Balance at 9/30/0 11,53( 70,75¢ $ 34.01
Additional Options Authorized 27,00( — —
Options Granted (34,857 34851 $ 18.5¢
Options Cancelled 6,60¢ (6,605 $ 29.3
Options Exercised — (1,83) $ 10.0¢
Plan Shares Expired (203) — —
Balance at 9/29/0 10,07¢ 97,17¢ $ 29.2¢
Additional Options Authorized 15,00( — —
Options Granted (23,239 23,23¢ $ 19.8¢
Options Cancelled 4,737 4,737 $ 30.9¢
Options Exercised — (6,25)) $ 11.9¢
Plan Shares Expired 2 — —
Balance at 9/28/0 6,571 109,43( $ 28.17
Restricted Stock Granted (5,000 — $ 14.9¢
Options Granted (4,179 4,17¢  $ 16.3¢
Options Cancelled 48,44 (48,44 $ 39.61
Options Exercised — (2,159 $ 14.0¢
Plan Shares Expired (5) — —
Balance at 9/27/0 45,83( 63,01: $ 19.0¢
|

Total options outstanding at September 27, 20qgitohase approximately 63 million shares do nduuhe options to purchase approxima
6.7 million shares that were issued in October 20@3uant to the Exchange Program described above.
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The options outstanding as of September 27, 2008 been segregated into six ranges for additioisalasure as follows (option amounts
presented in thousands):

Options Outstanding Options Exercisable
Weighted-

Options Average Weighted Options Weighted

Outstanding as of Remaining Average Exercisable as of Average

September 27, Contractual Exercise September 27, Exercise

2003 Life in Years Price 2003 Price

$0.8:-$15.59 11,21¢ 54¢ $ 11.8: 8237 $ 10.8:
$15.6(-$17.31 11,93¢ 6.41 $ 17.0C 7,022 % 17.07
$17.3-$18.50 17,84: 7.04 3 18.4: 11,90 $ 18.4:
$18.5-$22.21 14,41¢ 7.8t % 20.31 6,88¢ $ 20.27
$22.2:-$38.81 5,00€ 7.4¢ 3 24.0% 284s % 24.2¢
$38.8:-$69.78 2,59¢ 6.2¢ $ 48.0¢ 1,86 $ 48.11
$0.8:-$69.78 63,01: 6.84 $ 19.0¢ 38,75¢ $ 18.7¢

As of September 28, 2002, the Company had exeteisgitions to purchase 57.9 million shares outstandith a weighted average exercise
price of $30.85 per share. As of September 29, 20@1Company had exercisable options to purchaderdillion shares outstanding with a
weighted average exercise price of $32.15.

Note 9—Stock-Based Compensation

The Company has provided pro forma disclosuresateM of these Notes to Consolidated Financiak8tants of the effect on net income
(loss) and earnings (loss) per share as if thevédire method of accounting for stock compensatih been used for its employee stock
option grants and employee stock purchase plarhpaes. These pro forma effects have been estiraatked date of grant and beginning of
the period, respectively, using the Black-Scholeton pricing model.

For purposes of the pro forma disclosures provigaduant to SFAS No. 123, the option awards isgu€xttober 2003 and the awards
cancelled as part of the Exchange Program havedmunted for using modification accounting. In@dance with SFAS No. 123, the
grant date of the awards issued is the date ofptacee of the exchange offer by participating elygés. The cancellation of certain of the
Company's Chief Executive Officer's options andaepment with restricted shares in March 2003se aking accounted for using
modification accounting for purposes of the prarfardisclosures provided pursuant to SFAS No. 123.
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The assumptions used for each of the last threalfigars and the resulting estimate of weighteztaye fair value per share of options
granted during those years are as follows:

2003 2002 2001
Expected life of stock optior 3.5-4 year: 4 year 4 year:
Expected life of stock purchas 6 month: 6 month: 6 month:
Interest rat—stock options 2.14%-2.4% 2.9(% 4.9(%
Interest rat—stock purchase 1.10%-1.77% 2.71% 5.97%
Volatility—stock options 40%-63% 64% 66%
Volatility—stock purchase 35%-44% 51% 90%
Dividend yields 0 0 0
Weightec-average fair value of options granted during ther $ 6.6 $ 10.11 % 10.1¢
Weightec-average fair value of stock purchases during tlae $ 424 $ 6.7 % 11.1¢

For purposes of the pro forma disclosures provigle@duant to SFAS No. 123, the expected volatiltguenptions used by the Company prior
to the third quarter of 2003 have been based solelje historical volatility of the Company's cowmstock over the most recent period
commensurate with the estimated expected life @Qbmpany's stock options. Beginning in the thindrter of 2003, the Company has
modified this approach to consider other relevantdrs including implied volatility in market tradi@ptions on the Company's common st
and the impact of unusual fluctuations not reaslynakpected to recur on the historical volatilitjtbe Company's common stock. The
Company will continue to monitor these and othérvant factors in developing the expected volgtéissumption used to value future
awards



Beginning in the third quarter of 2003, the Compahgrtened its estimate of the expected life of nptions granted to its employees from

4 years to 3.5 years. The Company bases its explfet@ssumption on its historical experience andhe terms and conditions of the stock
options it grants to employees. The change in ipeeed life assumption made during the third aqarast 2003 was the result of the expected
impact of shortening the contractual life of newiiops granted to employees from 10 years to 7 yaagschanging the vesting provisions of
new options granted to employees from 4 year ditdige annual vesting to 4 year straight-line gedy vesting.

Note 10—Commitments and Contingencies
Lease Commitments

The Company leases various equipment and facjlitietuding retail space, under noncancelable dperdease arrangements. The Company
does not currently utilize any other off-balanceettfinancing arrangements. The major facility ésasre for terms of 5 to 10 years and
generally provide renewal options for terms of B tadditional years. Leases for retail space artefns of 5 to 15 years and often contain
multi-year renewal options. As of September 27,@e Company's total future minimum lease paysantier noncancelable operating
leases were $600 million, of which $354 millionateld to leases for retail space.

Rent expense under all operating leases, incluulitig cancelable and noncancelable leases, was #®hn$92 million, and $80 million in
2003, 2002, and 2001, respectively. Future mininhease
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payments under noncancelable operating leasesgheaimaining terms in excess of one year as of Sde27, 2003, are as follows (in
millions):

Fiscal Years

2004 $ 10C
2005 10C
2006 83
2007 64
2008 51
Later year: 20z
Total minimum lease paymer $ 60C

Accrued Warranty and Indemnifications

The Company offers a basic limited parts and latmmranty on its hardware products. The basic wayrperiod for hardware products is
typically one year from the date of purchase byeth@-user. The Company also offers a 90-day baaicanty for Apple software and for
Apple service parts used to repair Apple hardwaoelycts. The Company provides currently for thenegtied cost that may be incurred un
its basic limited product warranties at the timiaterl revenue is recognized. Factors considerddtermining appropriate accruals for
product warranty obligations include the size & ifistalled base of products subject to warrantyegation, historical warranty claim rates,
historical and projected cost-per-claim, and knalgkeof specific product failures that are outsitithe Company's typical experience. The
Company assesses the adequacy of its preexistimgialiabilities and adjusts the amounts as reargsbased on actual experience and
changes in future expectations.

The following table reconciles changes in the Comyfsaaccrued warranties and related costs (inanal):

2003 2002 2001
Beginning accrued warranty and related c $ 68 $ 87 $ 10€
Cost of warranty claim (77) (79 (92
Accruals for product warrantie 69 61 71
Ending accrued warranty and related c $ 67 $ 69 $ 87

The Company generally does not indemnify end-uskits operating system and application softwararst legal claims that the software
infringes third-party intellectual property righ®ther licensing agreements entered into by the amy sometimes include indemnification
provisions under which the Company could be sulifecbsts and/or damages in the event of an irdérimgnt claim against the Company or
an indemnified thir-party. However, the Company has not been requiredake any significant payments resulting from saic



infringement claim asserted against itself or alemnified third-party and, in the opinion of managat, does not have a potential liability
related to unresolved infringement claims that wichdve a material adverse effect on its finan@aldition, liquidity or results of operations.
Therefore, the Company did not record a liabildy infringement costs as of either September 20320 September 28, 2002.
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Concentrations in the Available Sources of SupplyfdMaterials and Product

Although certain components essential to the Colyipdiusiness are generally available from multyalerces, other key components
(including microprocessors and application-spediftegrated circuits, or ("ASICs")) are currentlytained by the Company from single or
limited sources. Some other key components, whiteeatly available to the Company from multiple sms, are at times subject to industry-
wide availability and pricing pressures. In additithe Company uses some components that are moheo to the rest of the personal
computer industry, and new products introducedchieyGompany often initially utilize custom comporsabtained from only one source u
the Company has evaluated whether there is a we@mhél subsequently qualifies additional suppligthe supply of a key single-sourced
component to the Company were to be delayed oaitedtor in the event a key manufacturing venddayteshipments of completed prodt
to the Company, the Company's ability to ship eslgiroducts in desired quantities and in a timedyiner could be adversely affected. The
Company's business and financial performance calstiibe adversely affected depending on the timpeined to obtain sufficient quantities
from the original source, or to identify and obtairfficient quantities from an alternative sour€entinued availability of these components
may be affected if producers were to decide to entrate on the production of common componentgsausbf components customized to
meet the Company's requirements. Finally, signifigeortions of the Company's CPUs, logic boardd,assembled products are now
manufactured by outsourcing partners, the majarfityyhich occurs in various parts of Asia. Althoutsle Company works closely with its
outsourcing partners on manufacturing schedulesCtmpany's operating results could be adversédgtafl if its outsourcing partners were
unable to meet their production obligations.

Contingencies

Beginning on September 27, 2001, three shareholdss action lawsuits were filed in the United &dDistrict Court for the Northern
District of California against the Company andGtsief Executive Officer. These lawsuits are subtsén identical, and purport to bring suit
on behalf of persons who purchased the Companbplchutraded common stock between July 19, 200, @eptember 28, 2000. The
complaints allege violations of the 1934 Securikzshange Act and seek unspecified compensatoragesnand other relief. The Company
believes these claims are without merit and inteadiefend them vigorously. The Company filed aiormoto dismiss on June 4, 2002, which
was heard by the Court on September 13, 2002. @arbeer 11, 2002, the Court granted the Companyt®mt dismiss for failure to state
a cause of action, with leave to Plaintiffs to ach#reir complaint within thirty days. Plaintiffddid their amended complaint on January 31,
2003, and on March 17, 2003, the Company filed tiando dismiss the amended complaint. The Couatdhéhe Company's motion on

July 11, 2003 and dismissed Plaintiff's claims vathjudice on August 12, 2003. Plaintiffs have abpe the ruling.

The Company is subject to certain other legal prdoegs and claims that have arisen in the ordinatyse of business and have not been
fully adjudicated. In the opinion of managemeng @ompany does not have a potential liability erlab any current legal proceedings and
claims that would individually or in the aggreghteve a material adverse effect on its financialdaion, liquidity or results of operations.
However, the results of legal proceedings canngitrbdicted with certainty. Should the Company tiprevail in any of these legal matters
or should several of these legal matters be redagainst the Company in the same reporting petitedpperating results of a particular
reporting period could be materially adversely ctiée.

Production and marketing of products in certaitestand countries may subject the Company to emviemtal and other regulations
including, in some instances, the requirement twigle customers
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the ability to return product at the end of itsfuséfe, and place responsibility for environmeltyasafe disposal or recycling with the
Company. Such laws and regulations have recendy passed in several jurisdictions that the Compgeyates including various European
Union member countries, Japan and California. Alftothe Company does not anticipate any materiadraé affects in the future based on
the nature of its operations and the thrust of dawls, there is no assurance that such existing éviuture laws will not have a material
adverse effect on the Company's results of ope&raéad financial position.

Note 11—Segment Information and Geographic Data

The Company manages its business primarily on grgebic basis. The Company's reportable segmestsoanprised of the Americas,
Europe, Japan, and Retail. The Americas segmelnidies both North and South America, except forattévities of the Company's Retalil
segment. The Europe segment includes Europeanr@suas well as the Middle East and Africa. Theadlagegment includes only Japan. As
of September 27, 2003, the Retail segment currepidyates App-owned retail stores in the United States. Otheraipg segments incluc



Asia-Pacific, which includes Australia and Asia eptfor Japan, and the Company's subsidiary, Fkemanc. Each reportable operating
segment provides similar hardware and softwareymisdand similar services, and the accounting jesliof the various segments are the
same as those described in the Summary of Signifisecounting Policies in Note 1, except as desttibelow for the Retail segment.

The Company evaluates the performance of its opgraegments based on net sales. The Retail segmernformance is also evaluated
based on operating income. Net sales for geogragigiments are based on the location of the custof@perating income for each segment
includes net sales to third parties, related cbsates, and operating expenses directly attribetimbthe segment. Operating income for each
segment excludes other income and expense andhoexfgenses that are managed outside the opessgmgents. Costs excluded from
segment operating income include various corpagpenses, manufacturing costs not included in stancbsts, income taxes, and various
nonrecurring charges. Corporate expenses inclugareh and development, corporate marketing expeasd other separately managed
general and administrative expenses including icectarporate expenses associated with supportedRtail segment. The Company does
include intercompany transfers between segmentsifsragement reporting purposes. Segment assetglexadrporate assets. Corporate
assets include cash, short-term and long-term imesgs, manufacturing facilities, miscellaneouspooate infrastructure, goodwill and other
acquired intangible assets, and retail store cocisbn-in-progress that is not subject to deprématExcept for the Retail segment, capital
expenditures for long-lived assets are not repddedanagement by segment. Capital expendituréseoiRetail segment were $92 million,
$106 million, and $92 million in 2003, 2002, and)20respectively.

Operating income for all segments except Retallihes cost of sales at standard cost. Certain raaturfing expenses and related adjustn
not included in segment cost of sales, includingavees between standard and actual manufactuoistg end the mark-up above standard
cost for product supplied to the Retail segmem,iacluded in corporate expenses.

To assess the operating performance of the Regihent several significant items are includedsnésults for internal management repoil
that are not included in results of the Compantigiosegments. First, cost of sales for the Retgiment includes a mark-up above the
Company's standard cost to approximate the pricmalty charged to the Company's major channel pastin the United States. For the
years ended September 27, 2003, September 28, 200Feptember 29, 2001 this resulted ir
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recognition of additional cost of sales above stadaost by the Retail segment and an offsettimgfiteto corporate expenses of
approximately $106 million, $52 million, and $4 hah, respectively.

Second, the Retail segment includes in its nesgaieceeds from sales of the Company's extende@dmigrand support contracts and also
recognizes related cost of sales based on the arabuich such contracts are normally sold toGloenpany's resellers operating retail st

in the United States. This treatment is consisigtit how the Company's major resellers accountHersales and cost of the Company's
extended warranty and support contracts. Becaes€aimpany has not yet earned the revenue or inttthieecosts associated with the sale of
these contracts, an offset to these amounts ignéed in the Americas segment's net sales and€ssies. For the year ended

September 27, 2003, this resulted in the recogniimet sales and cost of sales by the Retail sagmwith corresponding offsets in the
Americas segment, of $30 million and $20 millioespectively. For the year ended September 28, 20i8%esulted in the recognition of net
sales and cost of sales by the Retail segment,aceittesponding offsets in the Americas segmergahillion and $6 million, respectively.
These amounts were insignificant in fiscal 2001.

Third, a portion of the operating expenses assetiaith certain high profile retail stores are adlted from the Retail segment to corporate
marketing expense. Allocation of these expensdsatsfthe unique nature of these stores whichngilreir larger size and extraordinary
design elements, function as vehicles for genengdarate marketing, corporate sales and marketingts, and brand awareness. Allocated
operating costs are those in excess of operatisty aacurred by one of the Company's more typeetlirlocations. Stores were open in three
such high profile locations in New York, Los Anggland Chicago as of September 27, 2003. Expeliseatad to corporate marketing
resulting from the operations of these three staere $6 million and $1 million in fiscal 2003 aR@02, respectively.
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Summary information by operating segment followsnillions):
2003 2002 2001
Americas:
Net sales $ 3,181 $ 3,131 $ 3,037
Operating income $ 32: % 27t $ 12¢
Depreciation, amortization and accretion $ 5 % 4 3 4
Segment assets(a) $ 494 $ 398 % 334



Europe:
Net sales

Operating income
Depreciation and amortization
Segment assets

Japan
Net sales

Operating income
Depreciation, amortization and accretion
Segment assets

Retail:
Net sales

Operating loss
Depreciation, amortization and accretion(b)
Segment assets(b)

Other Segments(c
Net sales

Operating income
Depreciation, amortization and accretion
Segment assets

(@  The Americas asset figures do not include fixe@tssiseld in the United States. Such fixed assets@irallocated specifically

1,30¢
13C

252

69¢€
121

13C

@ B PP

621
®)
25

24¢
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39¢
51
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to the Americas segment and are included in theorate assets figures below.

1,251
122

16t

71C
14C

50

@ B B P

282
(22)
16
141
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© B B B

1,24¢
68

B B B P

718
98

44

@ B B P

19
(21)

@ B B P

46

34¢
24

© B B B
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(b) Retail segment depreciation and asset figuresatetfie cost and related depreciation of its retmites and related
infrastructure. Retail store construction-in-pragewhich is not subject to depreciation, is réélddn corporate assets.

(©) Other Segments consists of Aftacific and FileMaker. Certain amounts in priocdisperiods related to recent acquisitions
Internet services have been reclassified from Offegments to the Americas segment to conform t@@08 presentation.
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A reconciliation of the Company's segment operaitiogme and assets to the consolidated finana@#sients follows (in millions):

Segment operating incon

Corporate expenses, r

Purchased -process research and developn
Restructuring cosl

Consolidated operating income (loss)

Segment asse
Corporate asse

Consolidated assets

Segment depreciation, amortization and accre
Corporate depreciation, amortization and accre

Consolidated depreciation, amortization and acmneti

2003 2002 2001
$ 62C $ 56z $ 297
(595) (514) (630)
— D 11
(26) (30) —
$ 1 $ 17 $ (344
$ 1,197 $ 81 $ 631
$ 561¢ $ 548 $ 5,39(
$ 6,81f $ 6,29¢ $ 6,021
$ 39 $ 28 $ 16
74 86 84
$ 113 $ 114 $ 10C



A large portion of the Company's net sales is @gtifrom its international operations. Also, a migjoof the raw materials used in the
Company's products is obtained from sources outsitlee United States, and a majority of the prasisold by the Company is assembled
internationally in the Company's facility in Cottkeland or by third-party vendors in Taiwan, Koréee Netherlands, the People's Republic of
China, and the Czech Republic. As a result, the izmy is subject to risks associated with foreigarapons, such as obtaining governmental

permits and approvals, currency exchange fluctoatiourrency restrictions, political instabilitgblor problems, trade restrictions, and
changes in tariff and freight charges. No singletemer accounted for more than 10% of net sal@@@3, 2002 or 2001.

Net sales and loi-lived assets related to operations in the UnitiadeS, Japan, and other foreign countries arellasvi(in millions):

2003 2002 2001
Net Sales
United State: $ 3,621 % 327  $ 293¢
Japar 69¢€ 71C 71%
Other Foreign Countrie 1,88: 1,76(C 1,714
Total Net Sales $ 6,201 $ 5742 $ 5,36:
I I |
Long-Lived Assets
United State: $ 63t $ 561 $ 49¢
Japar 19 2 3
Other Foreign Countrie 60 69 77
Total Long-Lived Assets $ 714 % 63z $ 57¢
L] L] I
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Information regarding net sales by product is dsties (in millions):
2003 2002 2001
Net Sales
Power Macintosh(z $ 1,237 $ 1,38C $ 1,664
PowerBook 1,29¢ 831 81z
iMac 1,23¢ 1,44¢ 1,117
iBook 717 87t 80¢
Total Macintosh Net Sales $ 4,491 % 453¢ $  4,40:
Peripherals and other hardware 1,05¢ 674 387
Software(c) 362 307 23C
Service and other Net Sal 29¢ 227 343
Total Net Sales $ 6,200 $ 574z $ 5,36
I I |

@) Power Macintosh figures include server sales.

(b) Net sales of peripherals and other hardware inchadkes of iPod, Apple-branded and third-party digg) and other hardware

accessories.

(c) Net sales of software include sales of Apple-brdnojgerating system and application software anessaf third-party

software.

Note 12—Related Party Transactions and Certain OtheTransactions

During the first quarter of 2000, the Company's iBaaf Directors approved a special executive bdoushe Company's Chief Executive
Officer for past services in the form of an airtraith a total cost to the Company of approxima®&d0 million, the majority of which was n
tax deductible. Approximately half of the total cp@ was for the cost of the aircraft. The othef tegresented all other costs and ta



associated with the bonus. In the fourth quartét08f2, all significant work and payments associatél the aircraft were completed. Of the
original $90 million accrual, $2.4 million remainedspent at the end of fiscal 2002 and was reversed

In March 2002, the Company entered into a Reimlmoess Agreement with its Chief Executive Officer, Nateven P. Jobs, for the
reimbursement of expenses incurred by Mr. Jobkdroperation of his private plane when used forl&joisiness. The Reimbursement
Agreement is effective for expenses incurred by Mhs for Apple business purposes since he todkedglof the plane in May 2001. The
Company recognized a total of $404,000 in expepsesuant to the Reimbursement Agreement duringlfid@03. For fiscal 2002, the
Company recognized a total of $1,168,000 in expepsesuant to the Reimbursement Agreement relatedpenses incurred by Mr. Jobs
during 2001 and 2002. All expenses recognized untsto the Reimbursement Agreement have been iedlbg the Company in selling,
general, and administrative expenses.

In connection with a relocation assistance packtgeCompany loaned Mr. Ronald B. Johnson, Senice President, Retail, $1.5 million 1
the purchase of his principal residence. The |lsaecured by a deed of trust and is due and paiyablay 2004. Under the terms of the loan,
Mr. Johnson agreed that should he exercise anisaftbick options prior to the due date of the Idewould pay the Company an amount
equal to the lesser of (1) an amount equal to 5D#teototal net gain realized from the exercise
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of the options; or (2) $375,000 multiplied by thember of years between the exercise date and theotithe loan. Mr. Johnson repaid
$750,000 of this loan in fiscal 2003. The remairy7%0,000 is due and payable in May 2004.

Mr. Jerome York, a member of the Board of Directafrthe Company, is a member of an investment gthappurchased

MicroWarehouse, Inc. (MicroWarehouse) in Janua@R®ntil September 7, 2003, he also served @htsrman, President and Chief
Executive Officer. MicroWarehouse is a resellecofnputer hardware, software and peripheral prodiratkiding products made by the
Company. On September 8, 2003, CDW Corporation (§2Adfuired selected North American assets of Mitacehouse. MicroWarehouse
subsequently filed for Chapter 11 bankruptcy pridd@dn the United States. MicroWarehouse accoufae@.4%, 3.3%, and 2.9% of the
Company's net sales in fiscal 2003, 2002 and 2@&pectively. Trade receivables from MicroWarehoueee $9.9 million and $20.9 million
as of September 27, 2003, and September 28, 28§ atively. The Company has provided what it bebeo be an adequate allowance on
the outstanding receivable based on the Compaegtsed interest position in selected MicroWareh@ssets and the expected payments to
unsecured creditors. Sales to MicroWarehouse datkdetrade receivables were generally subjedidsame terms and conditions as those
with the Company's other resellers. In additior, @ompany purchases miscellaneous equipment aptiesifrom MicroWarehouse. Total
purchases amounted to approximately $2.3 milli@9 $nillion, and $3.4 million in fiscal 2003, 20027d 2001, respectively.

Note 13—Selected Quarterly Financial Information (Whaudited)

Fourth Quarter Third Quarter Second Quarter First Quarter

(Tabular amounts in millions, except per share amouts)

2003
Net sales $ 1,71t $ 154t % 1,478 % 1,472
Gross margir $ 45¢  $ 428 $ 41¢ $ 40€
Net income (loss $ 4 % 19 % 14  $ (8)
Earnings (loss) per common she
Basic $ 01z $ 0.0 3 004 $ (0.09
Diluted $ 01z $ 0.0t $ 004 $ (0.02)
2002
Net sales $ 1,44 $ 1,42¢  $ 1,49 $ 1,37¢
Gross margir $ 381 $ 391 $ 40¢ % 422
Net income (loss $ (45 $ 32 % 0 % 38
Earnings (loss) per common she
Basic $ (0.13) $ 0.0 $ 011 $ 0.11
Diluted $ (0.19) % 0.0 $ 011 $ 0.11

Basic and diluted earnings (loss) per share arguoted independently for each of the quarters ptedeiTherefore, the sum of quarterly b
and diluted per share information may not equabiahbasic and diluted earnings (loss) per share.

Net income during the fourth and third quarter@@®3 included aft-tax net gains related to non-current investmehgbanillion and
$1 million, respectively. Net income for the fourbarter also included settlement of the Compdygard purchase agreement resulting
gain of $6 million and a favorable cumulai-effect type adjustment related to the adoptionfeAS 150 of $3 million. Net income (los
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during the second and first quarters of 2003 inetlickstructuring charges, net of tax, of $2 milléord $18 million, respectively. Net loss for
the first quarter of 2003 included an after-taxawafrable cumulative-effect type adjustment fordadeption of SFAS No.143 of $2 million.

Net loss for the fourth quarter of 2002 included tbllowing items, net of tax: the wr-down of certain equity investments totaling

$49 million; a restructuring charge of $4 millicam in-process research and development chargegpofxdmately $1 million; and the reversal
of a portion of a previous executive compensatiquease resulting in a favorable impact of $2 millidlet income for the first quarter of
2002 included a restructuring charge, net of t&$18 million. Net income during the first quartefr2002 also included gains, net of tax, of
$17 million related to non-current investments.
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REPORT OF INDEPENDENT AUDITORS

The Board of Directors and Shareholders
Apple Computer, Inc.:

We have audited the accompanying consolidated balsineets of Apple Computer, Inc. and subsidiasesf September 27, 2003 and
September 28, 2002, and the related consolidasehsents of operations, shareholders' equity, asd ffows for each of the years in the
threeyear period ended September 27, 2003. These cdatadi financial statements are the responsibifith® Company's management.
responsibility is to express an opinion on thesgesotidated financial statements based on our audits

We conducted our audits in accordance with aud&iagdards generally accepted in the United StdtAsnerica. Those standards require
that we plan and perform the audit to obtain reabtnassurance about whether the financial statsnaea free of material misstatement. An
audit includes examining, on a test basis, evidsnpporting the amounts and disclosures in then6igh statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the consolidated financial statetegreferred to above present fairly, in all matenégpects, the financial position of Apple
Computer, Inc. and subsidiaries as of Septembe2@¥3 and September 28, 2002, and the resultenfdperations and their cash flows for
each of the years in the three-year period endpte8ber 27, 2003, in conformity with accountingipiples generally accepted in the United
States of America.

As discussed in Note 1 to the consolidated findrst&ements, the Company changed its method ofuating for asset retirement obligatic
and for financial instruments with characteristé$oth liabilities and equity in 2003, changednitsthod of accounting for goodwill in 2002,
and changed its method of accounting for hedginigities in 2001.

/sl KPMG LLP

Mountain View, California
October 14, 2003
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Item 9. Changes in and Disagreements with Accountémon Accounting and Financial Disclosure

Not applicable

Item 9A. Controls and Procedures

Based on an evaluation under the supervision atidthe participation of the Company's managemastQompany's principal executive
officer and principal financial officer have condkd that the Company's disclosure controls andegiwes (as defined in Rules -14(c) anc



15d-14(c) under the Securities Exchange Act of 1834mendedExchange Ac)) were effective as of September 27, 2003 to enthat
information required to be disclosed by the Compamgports that it files or submits under the Exafje Act is recorded, processed,
summarized and reported within the time periodsi§ipe in Securities and Exchange Commission rales forms.

There were no significant changes in the Companigsnal control over financial reporting identién management's evaluation during the
fourth quarter of fiscal 2003 that have materialtfected or are reasonably likely to materiallyeaffthe Company's internal control over
financial reporting.
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PART IlI
Item 10. Directors and Executive Officers of the Rgistrant
Directors

Listed below are the Company's six directors wties@s expire at the next annual meeting of shadehsl

Name Position With the Company Age Director Since
William V. Campbell Director 63 1997
Millard S. Drexler Director 59 199¢
Albert Gore, Jr Director 56 200:
Steven P. Jok Director and Chief Executive Offic 48 1997
Arthur D. Levinsor Director 53 200C
Jerome B. Yorl Director 65 1997

William V. Campbell has been Chairman of the Board of Directors ofiipbuc. ("Intuit") since August 1998. From September 1999 to
January 2000, Mr. Campbell acted as Chief Exec@ifieer of Intuit. From April 1994 to August 199B]r. 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. Mr. Campbell also seressthe board of directors of Opsware, Inc.

Albert Gore, Jr. has served as a Senior Advisor to Google, Inc\doe Chairman of Metropolitan West Financial LLOQs2 2001. He is a
visiting professor at the University of Califorriias Angeles, Fisk University and Middle TennessedeSUniversity. Mr. Gore was
inaugurated as the 45th Vice President of the driteates in 1993. He was re-elected in 1996 aneddor a total of eight years as President
of the Senate, a member of the cabinet and theiatSecurity Council, and as the leader of a wéahge of Administration initiatives
including environmental policy, technology, sciencemmunications and government cost reduction.

Millard S. Drexler has been Chairman and Chief Executive Officer &frdw Group, Inc. since March 2003. Previously, Direxler was
Chief Executive Officer of Gap Inc. from 1995 arm@$ident from 1987 until September 2002. Mr. Drextas also a member of the Board of
Directors of Gap Inc. from November 1983 until Qo 2002.

Steven P. Jobss one of the Company's co-founders and curreetiyes as its Chief Executive Officer. Mr. Jobsls®ahe Chairman and
Chief Executive Officer of Pixar Animation Studids.addition, Mr. Jobs co-founded NeXT Software;.lI(f NeXT") and served as the
Chairman and Chief Executive Officer of NeXT fro®8b until 1997 when NeXT was acquired by the Corgpan

Arthur D. Levinson, Ph.D. has been President, Chief Executive Officer andlexctbr of Genentech Inc. (3enentech) since July 1995.
Dr. Levinson has been Chairman of the Board of &nes of Genentech since September 1999. He jaBetentech in 1980 and served in a
number of executive positions, including Senioré/Rresident of R&D from 1993 to 1995.

Jerome B. York has been Chief Executive Officer of Harwinton Calp@orporation, a private investment company wliielcontrols, since
September 2003. From January 2000 until Septentfi8, Mr. York was Chairman and Chief Executive €Hfiof MicroWarehouse, Inc., a
reseller of computer hardware, software and peraghoducts. From September 1995 to October 188%yas Vice Chairman of Tracinda
Corporation. From May 1993 to September 1995 heSesmor Vice President and Chief Financial OfficetlBM Corporation, and served as
a member of IBM's Board of Directors from Janua®®3 to August 1995. Previously his career was énatitomotive industry, with his last
position being Executive Vice President-Finance @hif Financial Officer and a member of the Boaf®irectors of Chrysler Corporation.
Mr. York is also a director of Tyco Internationadl and Metro-Goldwyn-Mayer, Inc.
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Role of the Board; Corporate Governance Matters

It is the paramount duty of the Board of Directtr®versee the Chief Executive Officer and oth@icemanagement in the competent and
ethical operation of the Company on a day-to-dajdand to assure that the long-term interestseoghareholders are being served. To
satisfy this duty, the directors take a proactfeeused approach to their position, and set staisdarensure that the Company is committe
business success through maintenance of the higtaestards of responsibility and ethics.

Members of the Board bring to the Company a witgeaof experience, knowledge and judgment. Thesedsakills mean that good
governance depends on far more than a "check tkieapproach to standards or procedures. The gomeenstructure in the Company is
designed to be a working structure for principletiams, effective decision-making and appropriatsitoring of both compliance and
performance. The key practices and proceduresedBtiard are outlined in the Corporate Governanddélines available on the Company's
website at www.apple.com/investor.

Board Committees

The Board has a standing Compensation Committenginating and Corporate Governance Committeddthinating Committe€j'and an
Audit and Finance Committee gudit Committeé).

The Compensation Committee is primarily responditteeviewing the compensation arrangements ferGbmpany's executive officers,
including the Chief Executive Officer, and for adhistering the Company's stock option plans. Membétee Compensation Committee are
Messrs. Campbell, Drexler, Gore and Dr. Levinson.

The Nominating Committee assists the Board in ifigng qualified individuals to become directorgtdrmines the composition of the Board
and its committees, monitors the process to as¥emsl effectiveness and helps develop and implethenCompany's corporate governance
guidelines. Members of the Nominating CommitteeMessrs. Campbell, Drexler, Gore and Dr. Levinson.

The Audit Committee is primarily responsible foreoseeing the services performed by the Compargépendent auditors and internal audit
department, evaluating the Company's accountingipsland its system of internal controls and neing significant financial transactions.
Consistent with the Nasdaq audit committee strectund membership requirements, the Audit Commisteemprised of three members:
Messrs. Campbell, York and Dr. Levinson. BecausiliofYork's affiliation with MicroWarehouse, (setein 13. Certain Relationships and
Related Transactions), he is deemed to be a "mbependent” director. As permitted under the Nasdggirements, the Board carefully
considered Mr. York's affiliation with MicroWarehse as well as his accounting and financial expedisl determined that it is in the best
interest of the Company and its shareholders thaiintinue to serve as a member of the Audit CotamiBoth Mr. Campbell and

Dr. Levinson are independent directors.

The Audit, Compensation and Nominating Committgesrate under written charters adopted by the Bddrdse charters are available on
Company's website at www.apple.com/investor.

Audit Committee Financial Expert

While more than one member of the Company's Audin@ittee qualifies as an "audit committee finanedgbert” under Item 401(h) of
Regulation S-K, Mr. William V. Campbell, the Combe chairperson, is the designated audit comnfitteacial expert. Mr. Campbell is
considered "independent" as the term is used in 1t@d)(3)(iv) of Schedule 14A under the Exchangé Ac

Code of Ethics

The Company has a code of ethics that applied tf Hie Company's employees, including its priatigxecutive officer, principal financial
officer and principal accounting officer. A copythis code, "Ethics: The Way We Do Business WorttiViis available on the Company's
website atvww.apple.com/invest@nd is filed as an exhibit to this annual reporfFenm 10-K. The Company intends to disclose any
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changes in or waivers from its code of ethics bstipg such information on its website or by filiag-orm 8-K.
Executive Officers

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



Fred D. Anderson, Executive Vice President and Chief Financial €fi(age 59), joined the Company in April 19960Pto joining the
Company, Mr. Anderson was Corporate Vice PresidadtChief Financial Officer of Automatic Data Prssi&g, Inc., a position he held fr
August 1992 to March 1996. Mr. Anderson also seagea director of eBay Inc. and E.piphany, Inc.

Timothy D. Cook , Executive Vice President, Worldwide Sales andr@jpens (age 43), joined the Company in Februa8B81®rior to
joining the Company, Mr. Cook held the positiorMite President, Corporate Materials for Compaq CatepCorporation (Compaq").
Previous to his work at Compag, Mr. Cook was theeBperating Officer of the Reseller Division atelligent Electronics. Mr. Cook also
spent 12 years with IBM, most recently as DirecfoNorth American Fulfillment.

Nancy R. Heinen, Senior Vice President, General Counsel and Sagrétge 47), joined the Company in September 1B8@r to joining
the Company, Ms. Heinen held the position of VicesRlent, General Counsel and Secretary of thedBafaDirectors at NeXT from
February 1994 until the acquisition of NeXT by tempany in February 1997.

Ronald B. Johnson, Senior Vice President, Retail (age 45), joinesl@ompany in January 2000. Prior to joining the @any, Mr. Johnson
spent 16 years with Target Stores, most recent§easor Merchandising Executive.

Peter Oppenheimer, Senior Vice President of Finance and Corporatati©tier (age 41), joined the Company in July 1996.

Mr. Oppenheimer also served with the Company irpthetion of Vice President and Corporate Contradled as Senior Director of Finance
for the Americas. Prior to joining the Company, Mppenheimer was CFO of one of the four businegs for Automatic Data Processing,
Inc. (" ADP"). Prior to joining ADP, Mr. Oppenheimer spent gears in the Information Technology Consulting Fcacwith Coopers and
Lybrand.

Jonathan Rubinstein, Senior Vice President, Hardware Engineering @&fejoined the Company in February 1997. Befoieifg the
Company, Mr. Rubinstein was Executive Vice Predidenl Chief Operating Officer of FirePower Systdntorporated, from May 1993 to
August 1996. Mr. Rubinstein also serves as a mewithie Board of Directors of Immersion Corporation

Philip W. Schiller , Senior Vice President, Worldwide Product Markgtiage 43), rejoined the Company in 1997. Prigejoining the
Company, Mr. Schiller was Vice President of Prodderketing at Macromedia, Inc. from December 139Mtarch 1997 and was Director
Product Marketing at FirePower Systems, Inc. fr®@83lto December 1995. Prior to that, Mr. Schilleerst six years at the Company in
various marketing positions.

Bertrand Serlet, Ph.D.,Senior Vice President, Software Engineering (ade jdihed the Company in February 1997 upon the gamg's
acquisition of NeXT. At NeXT, Dr. Serlet held seakengineering and managerial positions, includdrgctor of Web Engineering. Prior to
NeXT, from 1985 to 1989, Dr. Serlet worked as &agsh engineer at Xerox PAR

Sina Tamaddon, Senior Vice President, Applications (age 46)¢ai the Company in September 1997. Mr. TamaddoalBasserved with
the Company in the position of Senior Vice Presidénridwide Service and Support, and Vice President General Manager, Newton
Group. Before joining the Company, Mr. TamaddordhbE position of Vice President, Europe with Nefxdm September 1996
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through March 1997. From August 1994 to August 1986 Tamaddon held the position of Vice Presidémngfessional Services with NeX

Avadis Tevanian, Jr., Ph.D., Senior Vice President, Chief Software TechnolGdficer (age 42), joined the Company in Februar§78por
the Company's acquisition of NeXT. Dr. Tevaniarvedrwith the Company in the position of Senior ViRresident, Software Engineering
from 1997 to July 2003. With NeXT, Dr. Tevaniandekveral positions, including Vice President, Begring, from April 1995 to
February 1997. Prior to April 1995, Dr. Tevanianrkex as an engineer with NeXT and held several gemant positions.

Item 11. Executive Compensation
Information Regarding Executive Compensation

The following table summarizes compensation infdramafor the last three fiscal years for (i) Mrbdp Chief Executive Officer and (ii) the
four most highly compensated executive officereothan the Chief Executive Officer who were segvais executive officers of the
Company at the end of the fiscal year (collectiyéig "Named Executive Officer$!

SUMMARY COMPENSATION TABLE

Long-Term



Annual Compensation Compensation

Securities
Restricted Underlying All Other
Fiscal Salary Bonus Stock Award Options* Compensation

Name and Principal Position Year $) $) %) (#) %)
Steven P. Jobs 200z 1 — 74,750,00(1) — —
Chief Executive Officer 200z 1 2,268,69i(2) 7,500,001(1) 1,302,79(2)

2001 1 43,511,53 — 40,484,59(2)

2

Fred D. Anderson 200z 656,63: — — — 11,45((3)
Executive Vice President and Chie 200z 656,63: — — — 11,00((3)
Financial Officet 2001 657,03¢ — — 1,000,00! 7,312(3)
Timothy D. Cook 200z 617,67: — — — 9,92¢(3)
Executive Vice President, 200z 563,82¢ — — — 8,025(3)
Worldwide Sales and Operatio 2001 452,21¢ 500,00t — 1,000,00! 7,8753)
Ronald B. Johnson 200: 452,40 1,500,00! — — —
Senior Vice President, Retail 200z 452,40 — — 300,00( —

2001 452,42¢ — — 300,00 —
Avadis Tevanian, Jr. Ph.D 200z 456,73: — — — 11,96%(3)
Senior Vice President, Chief 200z 492,21: — — — 10,70((3)
Software Technology Office 2001 460,87: 50C — 1,000,00! 10,20((3)

Q) In March 2003, Mr. Jobs voluntarily cancelled dlhés outstanding options, excluding those gramtekim in his capacity as a
director. In March 2003, the Board awarded Mr. Jles million restricted shares of the Company'srdaon Stock which generally
vest in full on the third anniversary of the grdate.

2 In December 1999, Mr. Jobs was given a specialugixecbonus for past services as the Company'srim@&hief Executive Officer, i
the form of an aircraft with a total cost to then@many of approximately $90,000,000. Because tlezadirwas transferred to Mr. Jobs
in 2001, the amount of approximately $43.5 millpad by the Company during fiscal year 2001 towahnéspurchase of the plane ¢
the related tax assistance of approximately $40@®mwas reported as income to Mr. Jobs. In fi2202, approximately
$2.27 million paid by the Company towards the pasghof the plane and approximately $1.3 milliorelated tax assistance was
reported as income to Mr. Jobs.

3) Consists of matching contributions made by the Camypn accordance with the terms of the 401(k) plan
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Option Grants in Last Fiscal Year
There were no options granted to the Named Exez@ificers during fiscal year 2003.
Options Exercised and Year-End Option Holdings

The following table provides information about #@ption exercises by the Named Executive Officknsng fiscal year 2003 and stock
options held by each of them at fiscal year-end.

AGGREGATED OPTION EXERCISES IN THE LAST FISCAL YEAR
AND FISCAL YEAR-END OPTION VALUES

Number of Securities Underlying Value of Unexercised
Unexercised Options at Fiscal In-the-Money Options at Fiscal Year-End
Year-End (#) (%))
Shares
Acquired Value
on Exercise Realized

Name #) %) Exercisable Unexercisable Exercisable Unexercisable




Steven P. Jok — — 60,00((2) — $ 551,40( —
Fred D. Andersol — — 1,150,001 800,00( $ 4,134,12! % 2,952,001
Timothy D. Cook — — 800,00( 800,00( $ 2,952,000 $ 2,952,001
Ronald B. Johnso — — 1,181,25I 618,75( $ 451,68 $ 205,31
Avadis Tevanian, J — — 1,600,001 800,00( $ 9,636,52. $ 2,952,001

@ Market value of securities underlying in-the-momgyions at the end of fiscal year 2003 (based dn@per share, the closing price
of Common Stock on the Nasdaq National Market gute8aber 27, 2003), minus the exercise price.

(2 Includes 60,000 options granted to Mr. Jobs irchisacity as a director pursuant to the 1997 DireStock Option Plan. In
March 2003, Mr. Jobs voluntarily cancelled all &f butstanding options, excluding those grantetinoin his capacity as a director.

Director Compensation

The form and amount of director compensation ismeined by the Board after a review of recommengiatmade by the Nominating
Committee. The current practice of the Board i$ shsubstantial portion of a director's annualingtabe equity-based. In 1998, shareholders
approved the 1997 Director Stock Option Plan (tBéré&ctor Plan") and 800,000 shares were reserved for issuanoeutider. Pursuant to
the Director Plan, the Company's non-employee tlire@re granted an option to acquire 30,000 sliir€®mmon Stock upon their initial
election to the Board (hitial Options"). The Initial Options vest and become exercisabtéree equal annual installments on each of the
first through third anniversaries of the grant d&@a the fourth anniversary of a non-employee dine initial election to the Board and on
each subsequent anniversary thereafter, the diredtdoe entitled to receive an option to acquix&000 shares of Common StockAfinual
Options"). Annual Options are fully vested and immedia&tgrcisable on their date of grant. As of the ehithe fiscal year, there were
options for 370,000 shares outstanding under theckir Plan. Since accepting the position of CE®@, Mbs is no longer eligible for grants
under the Director Plan. Directors also receiv®@ @00 annual retainer paid in quarterly incremebigectors do not receive any additional
consideration for serving on committees or as catasichairperson.

Compensation Committee Interlocks and Insider Parttipation

The current members of the Compensation Commiteedlassrs. William V. Campbell, Millard S. Drexlélbert Gore, Jr. and Dr. Arthur
Levinson, none of whom are employees of the Compaualyall of whom are considered "independent” tlrscunder the applicable
NASDAQ rules. At the beginning of the fiscal yelr,. Jerome B. York served on the Committee unslfgisignation in November 2002
which time Mr. Drexler was appointed as a membahefCommittee. No person who
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was an employee of the Company in fiscal year Z&8ed on the Compensation Committee. No execaffieer of the Company (i) served
as a member of the compensation committee (or dibend committee performing similar functions orttie absence of any such committee,
the board of directors) of another entity, one bbge executive officers served on the Company'spgeosation Committee, (ii) served as a
director of another entity, one of whose executiffecers served on the Company's Compensation Caesnior (i) served as a member of
the compensation committee (or other board comenfitzforming similar functions or, in the absentary such committee, the board of
directors) of another entity, one of whose exeautfficers served as a director of the Company.

Item 12. Security Ownership of Certain Beneficial Qvners and Management

The following table sets forth certain informatias of October 31, 2003 (thé'able Date") with respect to the beneficial ownership of the
Company's Common Stock by (i) each person the Coynpalieves beneficially holds more than 5% ofdléstanding shares of Common
Stock; (ii) each director; (iii) each Named ExeeatOfficer listed in the Summary Compensation Taivider the headingExecutive
Compensation;" and (iv) all directors and executive officersaagroup. On the Table Date, 367,490,665 share®wintn Stock were
issued and outstanding. Unless otherwise indicatédersons named as beneficial owners of Comntock$have sole voting power and sole
investment power with respect to the shares inditas beneficially owned.

Security Ownership of Directors, Nominees and Exetive Officers

Shares of Common Stoc| Percent of Common Stoct
Name of Beneficial Owner Beneficially Owned(1) Outstanding
Lord, Abbett & Co. 34,864,23(2) 9.4%
Steven P. Jok 5,060,00:(3) 1.38%
*

Fred D. Andersol 1,152,67/(4)



William V. Campbell 90,50%(5) *
Timothy D. Cook 804,33¢6) *
Millard S. Drexler 90,00((7) *
Albert Gore, Ji — *
Ronald B. Johnso 1,204,33(8) *
Arthur D. Levinsor 231,60((9) *
Avadis Tevanian, J 1,601,25(10) *
Jerome B. Yorl 110,00((5) *
All executive officers and directors as a group

persons 14,715,37 4.00%

(1) Represents shares of Common Stock held and/omzpiield by such individuals that were exercisabte@Table Date or within
60 days thereafter.

2 Based on a Form 13F-HR filed October 22, 2003 bnd| Abbett & Co., 767 Fifth Avenue, New York, NY 183.
3) Includes 60,000 shares of Common Stock which MrsJas the right to acquire by exercise of stodlonp.
()] Includes 1,150,000 shares of Common Stock whichAviderson has the right to acquire by exercisaaxfiksoptions.

(5) Includes 90,000 shares of Common Stock which Me&amipbell and York each have the right to acdoyrexercise of stock
options.
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(6) Includes 800,000 shares of Common Stock which Mokhas the right to acquire by exercise of stquions.
@) Includes 70,000 shares of Common Stock which Mexi&r has the right to acquire by exercise of stmations.
(8) Includes 1,200,000 shares of Common Stock whichJelnson has the right to acquire by exercisecaksbptions.

9) Includes 1,400 shares of Common Stock which Dririsean holds indirectly and 30,000 shares of Com&tmrtk which Dr. Levinson
has the right to acquire by exercise of stock aystio

(10) Includes 1,600,000 shares of Common Stock whichTBvanian has the right to acquire by exerciseafksoptions.

* Represents less than 1% of the issued and outstasdares of Common Stock on the Table Date.
Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the Securities Exchange Act 04183 amended, requires the Company's officerslmadtors, and persons who own more
than ten percent of a registered class of the Cagipaquity securities, to file reports of secestownership and changes in such ownership
with the Securities and Exchange Commissio8EC"). Officers, directors and greater than ten persbareholders also are required by r
promulgated by the SEC to furnish the Company witpies of all Section 16(a) forms they file.

Based solely upon a review of the copies of sucm$dfurnished to the Company or written repres@matthat no Forms 5 were required, the
Company believes that all Section 16(a) filing riegments were met during fiscal year 2003, exdegt Messrs. Campbell and York each
filed one Form 4 late under the new two-day repgrtiequirements.

Equity Compensation Plan Information

The following table sets forth certain informati@s, of September 27, 2003, concerning shares ofmeonstock authorized for issuance ur
all of the Company's equity compensation plans.

(©)
Number of Securities
Remaining Available for

(@) (b) Future Issuance Under
Number of Securities to Weighted Average Equity Compensation Plans
be Issued Upon Exercis Exercise Price of (Excluding Securities
of Options Outstanding Options Reflected in Column (a))

Equity compensation plans approve
by shareholder 19,507,62 $ 18.7¢ 29,142,90(1)



Equity compensation plans not
approved by shareholde 43,343,560 $ 19.2¢ 20,689,24(2)

Total equity compensation plans 62,851,18 $ 19.12 49,832,15(2)

(1)  This number includes 4,002,123 shares of commark seserved for issuance under the Employee StaothBse Plan, 310,000
shares available for issuance under the 1997 Dir&tbck Option Plan and 24,830,784 shares availablissuance under the 2003
Employee Stock Plan. It does not include sharegwiid 1990 Stock Option Plan which was terminaiei®97. No new options can
be granted under the 1990 Stock Option Plan.

2 On October 22, 2003, the Company granted 6,697%B68s under the 1997 Employee Stock Option Pen'{f997 Plan") pursuant
to the stock option exchange program (see Pdteth 8 of this
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Form 10-K in the Notes to Consolidated Financialt&nents at Note 8, under the heading "EmployeekS$dption Exchange
Program™). Following that grant, the Company temted the 1997 Plan, its only non-shareholder agat@quity plan. All remaining
unissued shares in that plan were cancelled amgwooptions can be granted under that plan.

(3)  This table does not include 160,975 outstandingoptassumed in connection with mergers with angliagtions of the companies
which originally established those plans. Thesermgsl options have a weighted average exercise @iri$®8.69 per share. No
additional options may be granted under those asdypians.

Arrangements with Named Executive Officers
Change In Control Arrangements—Stock Options

In the event of a "change in control" of the Compaall outstanding options under the Company'skstqation plans, except the Director PI
will, unless otherwise determined by the plan adstiiator, become exercisable in full, and will lzsleed out at an amount equal to the
difference between the applicable "change in copiioe" and the exercise price. The Director Rlaovides that upon a “change in control"
of the Company, all unvested options held by noplegee directors will automatically become fullysted and exercisable and will be
cashed out at an amount equal to the differencedast the applicable "change in control price" dreldxercise price of the options. A
"change in control" under these plans is gened#fjned as (i) the acquisition by any person of X@%nore of the combined voting power of
the Company's outstanding securities or (ii) theuo@nce of a transaction requiring shareholdera@b and involving the sale of all or
substantially all of the assets of the Companyemherger of the Company with or into another capon.

In addition, options granted to the Named ExecuiNiécers generally provide that in the event thisra "change in control," as defined in the
Company's stock option plans, and if in connectiith or following such "change in control,” theimployment is terminated without
"Cause" or if they should resign for "Good Reasdéngse options outstanding that are not yet vemteldexercisable as of the date of such
"change in control" shall become fully vested ardreisable. Generally, "Cause" is defined to ineladielony conviction, willful disclosure

of confidential information or willful and continddailure to perform his or her employment duti&ood Reason" includes resignation of
employment as a result of a substantial diminuitoposition or duties, or an adverse change ie titireduction in annual base salary.

Item 13. Certain Relationships and Related Transadns

In connection with a relocation assistance packdmgeCompany loaned Mr. Johnson (Senior Vice PeesjdRetail) $1,500,000 for the
purchase of his principal residence. The loanésiisl by a deed of trust and is due and payaliléaiyn2004. Under the terms of the loan,
Mr. Johnson agreed that should he exercise anisatbick options prior to the due date of the Idewould pay the Company an amount
equal to the lesser of (1) an amount equal to 50#eototal net gain realized from the exercis¢hef options; or (2) $375,000 multiplied by
the number of years between the exercise datehanditte of the loan. The largest amount of thebtatiness outstanding on this loan during
fiscal year 2003 was $1,500,000. Mr. Johnson refseacdCompany $750,000 during the fiscal year aecathount remaining on the loan is
$750,000.

Mr. Jerome York, a member of the Board of Directafrthe Company, is a member of an investment gthappurchased
MicroWarehouse, Inc. (MicroWarehouse’) in January 2000. Until September 2003, he seageits Chairman, President and Chief Execi
Officer. MicroWarehouse is a reseller of computardware, software and peripheral products, inclygiroducts made by the Company.
During fiscal year 2003, MicroWarehouse accountedf4% of the Company's net sales. The Compaiypalschased products from
MicroWarehouse for its own internal u:
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In March 2002, the Company entered into a Reimimness Agreement with its Chief Executive Officer, Niteven P. Jobs, for the
reimbursement of expenses incurred by Mr. Jobkdroperation of his private plane when used forl&jpoisiness. The Reimbursement
Agreement is effective for expenses incurred by Mhs for Apple business purposes since he todkedglof the plane in May 2001. During
2003, the Company recognized a total of $403,7@&penses pursuant to this reimbursement agreawlated to expenses incurred by

Mr. Jobs during 2003.

Item 14. Principal Accountant Fees and Services

The following table sets forth the fees paid to @mmpany's independent auditor, KPMG LLP, durirsgdl years 2003 and 2002.

Audit and Non-Audit Fees

2003 2002
Audit Fees $ 3,028,001(1) $ 2,635,001
Audit-Related Fee $ 144,60(2)$ 140,00(
Tax Fees $ 1,017,10(3)$  1,055,00
All Other Fees $ — % 75,00(

Total $ 4,189,700 $ 3,905,00I

(1) Audit fees relate to professional services renderednnection with the audit of the Company's atfimancial statements, quarterly
review of financial statements included in the Camygs Forms 10-Q, and audit services provided imeotion with other statutory
and regulatory filings.

(2)  Audit-related fees include professional servicéateel to the audit of the Company's financial steets, consultation on accounting
standards or transactions, and audits of emplogaefli plans.

(3) Tax fees include $901,500 for professional servieeslered in connection with tax compliance angaration relating to the
Company's expatriate program, tax audits and iatemal tax compliance; and $115,600 for tax camsyland planning services
relating to interest computations and internatidgarlchanges. The Company does not engage KPM@&rtorm 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 A0 (the 'Act"), the Company adopted an auditor independendeypitiat banned its
auditors from performing non-financial consultirengces, such as information technology consuléing internal audit services. This auditor
policy also mandates that an annual budget for aotlit and non-audit services be approved by théitALommittee in advance, and that the
Audit Committee be provided with quarterly repogtion actual spending. This policy also mandatesrthauditor engagements for nandit
services may be entered into without the exprepsoapl of the Audit Committee.
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PART IV
Item 15. Exhibits, Financial Statement Schedulesnal Reports on Form 8-K.

@ Items Filed as Part of Report:

1. Financial Statements

The financial statements of the Company filed as @ithis report on Form -K are set forth in the Index to Consolida



Financial Statements under Part Il, ltem 8 of BFosm 10-K.
2. Financial Statement Schedules

All financial statement schedules have been omittitte the required information is not preserisarot present in amounts
sufficient to require submission of the schedutdyerause the information required is includedia €onsolidated Financial
Statements and Notes thereto under Part Il, IteftBis Form 10-K.

3. Exhibits
Incorporated
by Reference
Exhibit Filed
Number Exhibit Description Form Filing Date herewith
3.1 Restated Articles of Incorporation, filed with tBecretary of State of the State S-3 7127/8¢
California on January 27, 19¢
3.2 Amendment to Restated Articles of Incorporatiolediwith the Secretary of 10-Q 5/11/0(
State of the State of California on May 4, 2C
3.2 By-Laws of the Company, as amended through Marcha@3.. 10-Q 5/13/0:
4.2 Indenture dated as of February 1, 1994, betwee@tnepany and Morgan 10-Q 4/01/9¢

Guaranty Trust Company of New Yol

4.2 Supplemental Indenture dated as of February 1,,1884ng the Company, 10-Q 4/01/9¢
Morgan Guaranty Trust Company of New York, as neisig trustee, and
Citibank, N.A., as successor trust

4.5 Form of the Company's®d 2% Notes due 2004. 10-Q 4/01/9¢
4.8 Registration Rights Agreement, dated June 7, 188@hg the Company and S-3 8/28/9¢
Goldman, Sachs & Co. and Morgan Stanley & Co. Ipooated
4.¢ Certificate of Determination of Preferences of 8 Non-Voting Convertible 10-K 9/26/9
Preferred Stock of Apple Computer, h
10.A.Z  Apple Computer, Inc. Savings and Investment Plammended and restated 10-K 9/27/91
effective as of October 1, 19¢
10.A.31 Amendment of Apple Computer, Inc. Savings and Itmest Plan dated March 10-K 9/25/9:
1, 1992.
10.A.2-2  Amendment No. 2 to the Apple Computer, Inc. Savimggd Investment Pla 10-Q 3/28/9:
10.A.5 1990 Stock Option Plan, as amended through NoveBHE397. 10-Q 12/26/9°
113
10.A.€ Apple Computer, Inc. Employee Stock Purchase Rlammended through April S-8 6/24/0:
24, 2003
10.A.€ Form of Indemnification Agreement between the Regig and each officer of  10-K 9/26/9:
the Registrani
10.A.4Z NeXT Computer, Inc. 1990 Stock Option Plan, as atedr S-8 3/21/9%
10.A.4¢ 1997 Employee Stock Option Plan, as amended thr@aogbber 19, 2001 10-K 9/28/0:

10.A.5C 1997 Director Stock Option Pla 10-Q 3/27/9¢



10.A.51 2003 Employee Stock Option Plan, as amended thrépgh24, 2003. 10-Q 6/28/0:

10.A.52 Reimbursement Agreemei 10-Q 6/29/0:
10.A.52 Option Cancellation and Restricted Stock Award Agnent 10-Q 6/28/0:
10.B.1¢ Custom Sales Agreement effective October 21, 2@d2den the Registrant and X

International Business Machines Corporati
14.1 Code of Ethics of the Compal
21 Subsidiaries of Apple Computer, Ir
23.1 Independent Auditors' Conse
31.1 Rulel3i14(a) / 15-14(a) Certification of Chief Executive Offic

31.2 Rulel3i14(a) / 15-14(a) Certification of Chief Financial Offici

X X X X X X

32.1 Section 1350 Certification of Chief Executive andé® Financial Officel
(b) Reports on Form 8-K

The Company filed a current report on Form 8-K artdBer 15, 2003, to reference and furnish as etehibpress release and data
sheet issued to the public by the Company on Octthe?003.

The Company filed a current report on Form 8-K oly 16, 2003, to reference and furnish as exhiijisess release and data sheet
issued to the public by the Company on July 163200
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the reaiigthas duly caused this report to be
signed on its behalf by the undersigned, theredutyp authorized, this 18th day of December 2003.

APPLE COMPUTER, INC

By: /s/ FRED D. ANDERSON

Fred D. Anderson
Executive Vice President and
Chief Financial Officel

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signature appears below constitutes anargpisteven P. Jobs a
Fred D. Anderson, jointly and severally, his ateysrin-fact, each with the power of substitutiasr, iim in any and all capacities, to sign any
amendments to this Annual Report on FormKl@&nd to file the same, with exhibits thereto atiter documents in connection therewith, \
the Securities and Exchange Commission, heredyirggiand confirming all that each of said attorséy-fact, or his substitute or substitut
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
the registrant and in the capacities and on thesdaticated:

Name Title Date

/s/ STEVEN P. JOBS Chief Executive Officer and Director (Principal

Executive Officer)

December 18, 2003
STEVEN P. JOB¢



/s/ FRED D. ANDERSON Executive Vice President and Chief Financial
Officer (Principal Financial Officer)

FRED D. ANDERSON December 18, 2003

/s/ PETER OPPENHEIMER Senior Vice President of Finance and Corporate

Controller (Principal Accounting Officer) December 18, 2003

PETER OPPENHEIMEF

/s/  WILLIAM V. CAMPBELL

Director December 18, 2003
WILLIAM V. CAMPBELL
/s/ MILLARD S. DREXLER
Director December 18, 2003
MILLARD S. DREXLER
/s/ ALBERT GORE, JR.
Director December 18, 2003
ALBERT GORE, JR
/s/ ARTHUR D. LEVINSON
Director December 18, 2003
ARTHUR D. LEVINSON
/s JEROME B. YORK
Director December 18, 2003
JEROME B. YORK
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SIGNATURES
Exhibit 10.B.18

CUSTOM SALES AGREEMENT
BASE AGREEMENT

International Business Machines Corporation 281 Winter Street
Waltham, MA 0215¢

Agreement No. 000451

Customer: Apple Computer, Inc.
1 Infinite Loop
Cupertino, CA 9501
USA

This Custom Sales Agreement between Apple Complmier(“Apple”) and International Business Machir@srporation (“IBM”), which
consists of this Base Agreement and Statement ok\Wttachments, shall be referred to as the “Agreeth The term of this Agreement
commences on October 21, 2002 and expires on Qc2@h@007.

By signing below, the parties each agree to be @hdayrthe terms and conditions of this Agreemeniuitiag the initial Statements of Work,
Attachments No. 1 and No. 2, and no additionalaigre on those Statements of Work are requiredbs&uent Statement of Work
Attachments under this Agreement must be signethdyparties to become effective.

Upon signature by both parties, it is agreed thgseRment constitutes the complete and exclusiveeagent between them superseding all
contemporaneous or prior agreements, written dr @ating to the subject matter notwithstandingthing contained in any document iss
by either party, except the Confidentiality Agreern@iutual), Agreement No. X1329, as amended, signelBM and Apple with an
effective date of April 1, 1999. This Agreementynmot be amended or modified except by a writteemament signed by duly authorized
signatories of both parties.

The parties expressly acknowledge that they hasesived and are in possession of a copy of anyeeéed item not physically attached to
Agreement and any such item will be treated ataicaed.

Accepted and Agreed To:

Apple Computer, Inc. International Business Machines Corporation
By: /sl Jeff Williams By: /sl Scottie Ginn

Name: Jeff Williams Name: Scottie Ginn

Title:  V.P. Worldwide Procurement Title: V.P. Standard Products

Date: December 6, 2002 Date: December 12, 2002







1.0 DEFINITIONS

Capitalized terms in this Agreement have the foifgymeanings. An Attachment may define additideains and conditions; however, those
terms and conditions will apply only to that Attachnt. References in this Agreement to a gendérdeaeferences to all genders, and
references to the singular include referencesdathral, and vice versa. Unless the context aftserrequires, the term “partyfieans a part

to this Agreement. The words “include”, “includesid “including”, when used in this Agreement slhalldeemed to be followed by the
phrase “without limitation.” Unless the contexhetwise requires, references in this Agreemengttians, exhibits, schedules, appendices
and attachments shall be deemed references torsecti, and exhibits, schedules, appendices aadhatients to this Agreement. Unless the
context otherwise requires, the word “or” shalldigunctive and the words “hereof”, “hereby” andethin” and words of similar meaning
when used in this Agreement shall refer to thise&gnent in its entirety and not to any particuldick, section or provision of such
Agreement. Unless the context otherwise requiegerences to “IBM, and its Plant” shall be readhiiude “as the case may be.”

1.1 “ASIC Products” means a custom Prothat is an application specific integrated citcui

1.2 “Authorized Purchaser” means thetgitiiat placed (or, in the case of Apple, had aigre= place) the Purchase Order for
particular Products or Services, provided suchyeigti(i) Apple, (ii) any of Apple’s wholly-ownedubsidiaries, including Apple Computer
International and Apple Computer Limited, or (aiother Apple-Related Company authorized to plasetfase Orders under this Agreement
as set forth in Section 2.4, below, and not a Des#gpr any other third party.

1.3 “Base Agreement” means this documexttiusive of Statement of Work Attachments.
1.4 “Business Days” means a regularlesdcited day of work in the United States for bottpkepand IBM.
15 “Designee” means an original equipmrmeanufacturer, contract manufacturer or othedtparty engaged by Apple or an Apple-

Related Company to manufacture Apple-branded ptsdaurcsubassemblies for Apple-branded productsaatitbrized by Apple, pursuant to
Section 2.5, below, to purchase Products and parfiaher tasks on Apple’s behalf.




1.6 “Exhibit 4 Products” means those ffeProducts set forth on the attached ExhibiingJuding those in its footnotes.

1.7 “Failed Units” means specific unifsaagarticular Exhibit 4 Product, or any other A¥@duct that the parties may agree to treat in
a similar manner, sold hereunder that exhibitedilufe or can be predicted with a reasonable aeytad exhibit a Failure prior to the
expiration of the [**] commencing on the date swctits were manufactured.

1.8 “Failure” means that the unit of Exihi4 Product or the unit of any other ASIC Prodihett the parties may agree to treat in a
similar manner does not operate in conformance thighagreed upon (in writing) specifications (inl8¥Products, such specifications will be
set forth in the RTM as that term is defined in #&C Development Agreement, Agreement No. 0009®) [**] and which reasonably
could not have been detected by Apple through Bystabsystem, and part testing activities whichnaréess thorough than (i) for both the
ASIC and PowerPC Exhibit 4 Products, those tesitttyities generally conducted by Apple but nosl#srough than those testing activities
generally conducted by other personal computer fagtwrers (but not microprocessor manufacturershe industry, or (ii) for PowerPC
Exhibit 4 Products, after a test specificationgsegd upon by IBM and Apple pursuant to Sectiorl b4 this Agreement, those testing
activities to be conducted by Apple as describegslich test specification.

1.9 “Failure Threshold.” For each ExhibiProduct, or any other ASIC Product that thdipsimay agree to treat in a similar manner,
sold under this Agreement, the Failure Thresho#ll dde [**] of the total number of units of the piaular Product manufactured [**] and
shipped by IBM.

1.10 “Forecast” means a non-binding montbhgcast in substantially the same format showBxhibit 3 specifying the number of
Products Apple anticipates that its Authorized Rasers and Designees will purchase from IBM eachtimduring the specified period.

1.11 “ltem” means any part, specificatidasign, document, report, data or the like whiclplamlelivers to IBM under this Agreement.
1.12 “Plant” means the IBM-Related Compédagcribed in Section 2.6.
1.13 “PowerPC Product” means a stand-atoiceoprocessor Product based on the PowerPC Aothite

[**] = information redacted pursuant to a confidi@htreatment request. Such omitted informatios Ixeen filed separately with the Securi
and Exchange Commission.




1.14 “Product” means production units tasbkl or purchased under this Agreement, inclutiregExhibit 4 Products. Products may be
“standard” (available for purchase by one or margt@mers other than Apple) or “custom” (resultingni IBM performing Services for
Apple under this Agreement and not available favliBown use (other than ordinary manufacturing\atiéis) or for purchase by any other
customer). Standard Products may include, buheogssarily be limited to, PowerPC Products and @RAoducts. Custom Products may
include, but not necessarily be limited to, Powef@ducts and ASIC Products. Product shall begdaséd as “standard” or “custom” in the
Attachment applicable to such Product. Producadl slot include Prototypes.

1.15 “Prototype” means a preliminary vensad an ASIC Product which may or may not be fummdil, is intended for internal use and
testing and not for resale, and is not suitablgofoduction in commercial quantities. The termd eonditions relating to Prototypes are set
forth in the ASIC Development Agreement, Agreeméat 000798, signed by the parties on Septembe2 (&l .

1.16 “Purchase Order” means a written oocd@taining the terms set forth in Section 3.2pthelissued by an Authorized Purchaser or
Designee pursuant to this Agreement.

1.17 “Purchase Order Lead Time” means d¢ig@ired minimum amount of time between IBM'’s reteifpthe Purchase Order and the
Scheduled Shipment Date. Purchase Order Lead Titlese established for each Product sold hereunadd shall be set forth in the
Attachment hereto which is applicable to such Pebdu

1.18 “Related Company” of a party hereurglell mean a corporation, company or other emtitich controls or is controlled by such
party or by another Related Company of such partgre control means ownership or control, diredhdirect, of more than fifty (50)
percent of: (i) the outstanding voting sharesemusities (representing the right to vote for thezion of directors or managing authority), or
(i) the ownership interests representing the righthake decisions for such a corporation, commargther entity (as the case may be in a
partnership, joint venture or unincorporated asg@ having no outstanding shares or securitiewever, any such corporation, company
or other entity shall be deemed to be a Relatedgaomof such party only so long as such ownershioaotrol exists.

1.19 “Related Company Agreement” meanstireement to be executed by the parties and biutierized Purchaser in the form
attached hereto as Exhibit 1.

1.20 “Sales Acknowledgment” means a writales acknowledgment or other acceptance docussered by IBM or its Plant in
response to a Purchase Order.

[**] = information redacted pursuant to a confidi@htreatment request. Such omitted informatios heen filed separately with the Securi
and Exchange Commission.




1.21 “Scheduled Shipment Date” means: §if (iii) in either case, if later rescheduledtiy Authorized Purchaser or Designee
pursuant to Section 5.3, below, the rescheduleel dat

1.22 “Service” means any design or engingawrork that IBM performs pursuant to this Agreete
2.0 AGREEMENT STRUCTURE

2.1 This Agreement consists of: (i) Base Agreement which defines the basic terms andittons of the relationship between the

parties; and (ii) Attachments which specify theailstof specific work tasks (Services) or Produdis Attachment may include additional or
differing terms and conditions from the Base Agreammhowever such terms and conditions will appily do that Attachment. Attachments
may also include any specifications agreed to bypilrties applicable to the specific work tasks\{iges) or Product under that Attachment.

2.2 If there is a conflict or ambiguithang the terms and conditions of the various docusméttachment terms and conditions govern
only as to the Attachment.

2.3 Except for Product part numbers, Bobdescriptions (e.g. 1 GHz microprocessor), griggiantities, bill-to locations, ship-to
locations, shipping instructions (limited to preést carrier, carrier account number, and expedibégping method, if any), and Scheduled
Shipment Dates, any other terms and conditionsusohase Orders and Sales Acknowledgements areandideplaced by this Agreement.

2.4 Apple and its wholly-owned subsidgariincluding Apple Computer International and Ap@lomputer Limited, may issue Purchase
Orders for Products and Services under this Agreentgither party may include its other Related @amies under this Agreement by prior
written agreement with the other party. Apple waluse any wholly-owned subsidiary or Related Commarchasing Product under this
Agreement to execute a Related Company AgreeméhtApiple and IBM binding them to the terms and gtiads of this Agreement.

2.5 Apple may, in a writing provided 8N, name one or more agents who are authorizedgpleo issue Purchase Orders for
Products with Apple part numbers, receive, rescleediuicancel deliveries of such Products orderadyant to such Purchase Orders, process
warranty claims related to such Products and pagudoh Products and any associated freight coBess{jnees”). Designees are not
authorized to act for Apple in any other capacityoobind Apple in any other respect whatsoeveppld may disclose to its Designees those
terms and conditions of this Agreement specificadly forth in Exhibit 2, hereto, and each partyeagrthat it will not disclose any other terms
or conditions of this Agreement to any Designedauit the other’s prior written consent. Apple esgants and warrants that before giving
notice to IBM

[**] = information redacted pursuant to a confidi@ahtreatment request. Such omitted informatios heen filed separately with the Securi
and Exchange Commission.




appointing a Designee, Apple will have execute@apropriate agreement with such Designee estamdjghe limited agency described in-
Section, establishing that the Designee is noird garty beneficiary of this Agreement, protectihg confidentiality of any terms or
conditions of this Agreement that Apple may diselts the Designee pursuant to this Sectias well as any Confidential Information (as
term is defined in the Confidentiality Agreementyfal), Agreement No. X1329, as amended, signel@blyand Apple with an effective
date of April 1, 1999) that may be disclosed toEmsignee, and securing such Designee’s agreeménthiound to those terms and
conditions set forth in Exhibit 2. No Designee mageive Confidential Information prior to execugtian agreement with the party disclosing
the Confidential Information to the Designee, sagheement including restrictions on nondisclosue: ronuse at least as stringent as those
restrictions in Agreement No. X1329 . Each Desigsleall be subject to all of the obligations argpomsibilities of “Apple” under this
Agreement with respect to the terms and conditiorisxhibit 2. Apple, not its Designee, will remaisponsible for fulfilling all of its other
obligations under the Agreement not delegated ¢b f1lesignee pursuant to this Section. Should asighee fail to pay an invoice from
IBM or a Plant within fifteen (15) days after IBMqvided written notice to the Designee and to Agpb such invoice was overdue, IBM
will provide Apple written notice of such Designe&ontinued failure to so pay, and Apple agregmtq or cause the Designee to pay, in

all of such sums due and unpaid, together withréstefrom the date payment was due from the Desigmithin thirty (30) days after receipt
of said later notice. IBM will not be obligatedéghaust remedies against any Designee for brdfaafiyaof its obligations before seeking
enforcement directly against Apple except as exyeset forth in this Section. Apple shall holdinéess IBM from and against any and all
claims or actions of any kind made by any Desigrginst IBM, which claims or actions in any waysarout of or are related to any such
Designee’s role hereunder or Apple’s terminatioswth role. Apple may withdraw a Designee by mimg IBM ten (10) days prior written
notice; and thereafter (i) the Designee will nogenbe authorized to purchase Product on Appldislber perform any other of the tasks
described in this Section, and (ii) Apple will ethcancel any open Purchase Orders placed onhtdfli®y such withdrawn Designee and pay
any applicable cancellation charges therefor og thldivery of and pay for any Products coveredumhsPurchase Orders.

2.6 Notwithstanding any other provisigrdof, for US sales (sales for which IBM shipstte Authorized Purchaser or Designee and
title transfers within the United States), the caat of sale for Products purchased under this é&gent will be between IBM and the
Authorized Purchaser or, in the case of Design&egle. For non-U.S. sales (sales for which IBMpshio the Authorized Purchaser or
Designee with shipment and title transfer outsifine United States), the contract of sale for Botsl purchased under this Agreement wi
between the IBM Related Company that will supply Broducts (“the Plant”) and the Authorized Purehas, in the case of Designees,
Apple, as the case may be. Itis agreed thatiall ®urchase Orders will incorporate the termscamdiitions of this Agreement whether
expressly referenced or not and will only be acegsubject to the terms and conditions of this Agrent. Purchase Orders will be accepted
by the Plant when it issues the Sales Acknowledgmaecepting the Purchase Order, thereby creatmgadhtract of sale for the Products.
Apple reserves the right to

[**] = information redacted pursuant to a confidi@htreatment request. Such omitted informatios heen filed separately with the Securi
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enforce the provisions of this Agreement on bebhifs Authorized Purchasers and IBM reserves it to enforce the provisions of this
Agreement on behalf of its Plant(s) and any otB&dRelated Companies added to this Agreement. Bpesents and warrants that it has
and will have, throughout the term of this Agreetan agreement with the Plant, wherein the Plgrees to be bound to the terms and
conditions set forth in IBM’s sales agreementslBW Microelectronics Division products.

2.7 Any purchase order submitted by athAtized Purchaser or Designee during the terrhisfAgreement (whether or not it
references this Agreement) for products or senviima@a IBM’s Microelectronics Division shall be sajt to and governed by the terms and
conditions of this Agreement, unless: (i) theransther signed, written agreement in place betiB®hand Apple with respect to the subj
matter of such purchase order; or (ii) the productervice was ordered by a Designee for use in connection with its own or another
customer’s product and not in an Apple-branded ypecodThe foregoing shall be in effect regardlessiwether Apple and IBM have executed
any Attachment specific to the Products, or Ses/melered. If no such Attachment has been exectited the terms and conditions of the
Attachment most recently executed by Apple and I8l control, except with respect to those mattdrich are uniquely applicable to the
specific Product or Service in question (such &zifig NRE charges, Product pricing, specific Itesnsl IBM deliverables, Product names
and descriptions, Purchase Order Lead Times, aret&sts).

3.0 PRODUCT DEMAND FORECASTS AND ORDERS

3.1 At or before execution of the Agreatrend each month during the term of the Agreemangr before the last Business Day of the
month, Apple will provide IBM an [**] rolling Foreast of Apple’s and its Authorized Purchaseegjuirements for Exhibit 4 Products and
other ASIC Products that the parties may agreeett tn a similar manner, the first month of thedeast being the month following that
month in which the Forecast is placed. [**] If plp discovers an error or omission in an acceptrddast, Apple may submit a corrected
Forecast; such corrected Forecast will be deemesbted provided it meets the volume requiremergsriged above and was submitted by
the tenth (10") day of the first month in the Forecast. If IBMdomes concerned that Apple’s Forecasts are irgecuBM may escalate

that concern to the Apple executive designateddich purpose pursuant to Section 21.2. Foredaalisconstitute good faith estimates of
Apple’s anticipated requirements for Products iatlsnot obligate Apple or any Authorized Purchasebesignee to purchase the forecasted
units.

3.2 IBM will accept Purchase Orders foodRicts or Services placed by an Authorized PuethaisDesignee in accordance with the
terms and conditions of this Agreement. Purchaskeid will specify (i) the Purchase Order numbigrfife Authorized Purchaser’s or
Designee’s tax status (exempt or non-exempt),tfig)ship-to location, (iv) the bill-to locatiory)(the order-from location, (vi) shipping
instructions (including preferred carrier and aaraccount
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number), (vii) requested shipment dates, (viii) hlaene of the Authorized Purchaser’s or Designeehtact, (ix) Product part numbers and
guantity ordered (in increments of the Minimum Qr@iantity (“MOQ”), (x) the applicable unit pricand (xi) the agreement number of this
Agreement. Additionally, Purchase Orders placed Designee shall clearly state that such Designperchasing “as the agent of Apple
Computer, Inc.” Purchase Order Lead Times andappjicable MOQ's will be as set forth in the reletAttachment.

3.3 IBM and its Plants will respond praippegarding all Purchase Orders placed underAgieement, providing a Sales
Acknowledgment accepting or rejecting the Purcl@asier within [**] Business Days after receipt ofyaRurchase Order placed with the
requisite Purchase Order Lead Time and within Btisiness Days after receipt of any Purchase Oldeeg with less than the requisite
Purchase Order Lead Time. Purchase Orders fobExhProducts and any other ASIC Product thaipiities may agree to treat in a similar
manner may be rejected by IBM or its Plant only if:

0] the entity placing the Purchase @idaot an Authorized Purchaser or Designee;

(i) the Purchase Order does not compth e terms and conditions of this Agreement;

(iii) the Purchase Order exceeds Appletsent credit-limit established pursuant to Sectad below;

(iv) [**1;

(v) IBM has provided notice to Apple puasit to Section 3.5 that it no longer intends tamuofacture such Product or Service

and the Purchase Order requests delivery aftegrtieof the period identified in Section 3.5;

(vi) the Purchase Order is placed with tbss the requisite Purchase Order Lead Time; or
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(vii) the Purchase Order requests shiproéatPowerPC Product with a specified frequency élxaeeds the then available
product frequencies as set forth in Exhibit 4.

If IBM rejects a Purchase Order for any of the abetated reasons, IBM will provide Apple with pramgitten notice of such rejection, and
Apple may escalate the discussions to the IBM exexdesignated for such purpose pursuant to Seetlo?.

3.4 IBM will specify the Scheduled Shipmh®ate for the Products ordered in the applic8akes Acknowledgment. [**]

3.5 Nothing herein shall prevent IBM fraliscontinuing the manufacture of a particular Ridd In the event that IBM decides to do
so, however, IBM will provide Apple with at leagtT written notice before it discontinues any Pratu IBM will be obligated to accept and
fulfill all orders for such Products placed by antAorized Purchaser or Designee within the [**]ioetperiod, except to the extent IBM does
not have manufacturing capacity available to maetufe quantities ordered [**]. Apple must takedimelivery of all Products ordered
pursuant to this Section during the [*iptice period [**] unless IBM in its sole discreti@xtends the last date of delivery in order tovalfor
the manufacture of quantities [**] . To the extéBM accepts Purchase Orders issued pursuant t&#ason for quantities in excess of [**],
IBM shall not be obligated under Section 3.3 toesl to such Purchase Order within [**] Businesyfd**] This Section 3.5 shall not
apply to any products sold or manufactured by IBlWthe date of the Agreement other than thosduRts set forth in an Attachment.

4.0 DELIVERY

4.1 The Authorized Purchaser or Desigaeesponsible for all freight and duty chargesifi®M’s shipping location. Title and risk of
loss will pass to the Authorized Purchaser or Desggupon tender to the carrier for shipment to gughorized Purchaser or Designee.

4.2 In the event that IBM and Apple enitéo an agreement to provide just-in-time delivefyProduct utilizing hub locations, such
agreement will be set forth in a separate writigre@ament as an attachment to this Agreement anddailgy each party.

4.3 If IBM or its Plant foresees any slypgonstraint with respect to an accepted Purckaser, IBM will provide prompt notice to
Apple and, if the Purchase Order was placed by somether than Apple, to the Authorized Purchas&esignee who placed the Purchase
Order. Apple and IBM will then discuss likely shipnt recovery plans, and if they are unable toadm $Apple’s satisfaction, the parties will
immediately escalate the issue to the IBM and Applecutives designated for such purpose pursuégdtion 21.2 and the parties will use
reasonable efforts to promptly resolve the disanepa If IBM’s supply of the Product and / or
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Services ordered by Authorized Purchasers or Desigand accepted by IBM hereunder becomes coresirgffy IBM may reduce the
guantities of Products and / or Services to be lgeghpo Authorized Purchasers or Designees [**].

4.4 If IBM or its Plant foresees any dely delay with respect to an accepted PurchaserQiBM will provide prompt notice to Apple
and, if the Purchase Order was placed by somedme thtan Apple, to the Authorized Purchaser or e who placed the Purchase Order.
Apple and IBM will then discuss likely shipment oeery plans, and if they are unable to do so tol&psatisfaction, the parties will
immediately escalate the issue to the IBM and Applecutives designated for such purpose pursua@ddtion 21.2 and the parties will use
reasonable efforts to promptly resolve the del&y. [

5.0 CANCELLATION AND RESCHEDULING

5.1 Cancellation. Authorized Purchaserd Designees may cancel accepted Purchase Oodé&hofiucts for their convenience at any
time, provided they pay IBM or its Plant applicabbncellation charges as set forth in this Sedian

5.1.1 Exhibit 4 Products. Authorized Pussra and Designees may cancel Purchase OrdersHinitd Products (and any
other ASIC Product that the parties may agreedt in a similar manner) without charge, providesltgive IBM written notice [**
days prior to the original Scheduled Shipment Dédté¢he Authorized Purchaser or Designee provi@8 written notice canceling
Purchase Order for such Products [**] days priattt® original Scheduled Shipment Date, the AutteatiPurchaser or Designee will
pay IBM [**] of the purchase price of the Productslered. Promptly after receiving notice cancebrigurchase Order for Exhibit 4
Products, IBM will provide Apple and the AuthorizBdrchaser or Designee who placed the Purchase @ritien notice of any
applicable cancellation charges. The Authorizetaser or Designee will promptly after receiviBMI's notice, issue a Purchase
Order to IBM for such charges, and IBM will invoittee same upon receipt. Neither Apple nor the Axitled Purchaser will be
liable for any other fees or costs not expressdyath in this Section when canceling a Purch&seter for Exhibit 4 Products.

5.1.2 Other Products. H #huthorized Purchaser or Designee provides IBMtaminotice canceling a Purchase Order for any
other Product, the party canceling the Purchase
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Order shall pay the cancellation charges set farthe applicable Product Attachment. IBM will pide Apple and the Authorized
Purchaser or Designee who placed the Purchase @nalapt written notice of any applicable cancetiatcharges. The Authorized
Purchaser or Designee canceling the Purchaser @itileupon receipt of IBM’s written notice, proniptissue a Purchase Order to
IBM for such charges and IBM will invoice the saop@on receipt. Neither Apple nor the AuthorizeddPaiser will be liable for any
other fees or costs except those expressly sétifothis Section when canceling a Purchase Owtesther Products.

5.2 If an Authorized Purchaser or Des@oancels a Purchase Order for Services for itgeriance, IBM will cease further work in
connection with the Purchase Order and the AuthdrRurchaser or Designee will pay IBM for reasoaa&olsts actually incurred by IBM
pursuant to such Purchase Order before the AutthRzirchaser or Designee’s notice of cancellatiBM must make its claim for
cancellation charges and provide supporting doctatien within forty-five (45) days of the date adrrcellation. Any claim not made within
such forty-five (45) day period will be deemed vy In the event IBM is more than twenty-one (@4ys late in completing a Purchase
Order for Services, the Authorized Purchaser oidhes may cancel such Purchase Order and the AxglddPurchaser or Designee’s sole
obligation will be to pay IBM for any deliverablesdered pursuant to that Purchase Order that vetually completed or delivered by IBM
before the Authorized Purchaser or Designee’s eatfacancellation, provided that any periods othsdelay that were caused by the
Authorized Purchaser or Designee shall be excldioleplurposes of calculating the length of the délayeunder.

5.3 Rescheduling. The Authorized Purehas Designee may reschedule accepted Purchasesdod Products in accordance with-
Section 5.3.

5.3.1 Exhibit 4 Products. The Authorized Purchaser osieee may reschedule a Scheduled Shipment Daga fExhibit 4
Product or any other ASIC Product that the partiay agree to treat in a similar manner to a lasée grovided: (i) it sends
IBM or its Plant written notice of the request éschedule; (ii) the Product being rescheduled bagat been shipped; and
(iii) the requested rescheduled shipment datetisinvj**] after the original Scheduled Shipment Batlif the foregoing
requirements are met, [**] will be imposed by IBMits Plant for rescheduling.

5.3.2 Other Products. The Authorized Purchaser or Designay reschedule an order for any other Prodwctater date only
upon prior written notice to IBM and as set fonttthe applicable Product Attachment. In the ewérat reschedule which
exceeds the rescheduling rights set forth in thptiegble Attachment, IBM may invoice the AuthorizBedrchaser or
Designee the quoted price for any Products
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that were delivered or ready for shipment purst@atitat Purchase Order on the date the Authorizedh@ser’s or
Designee’s notice was received by IBM or its Plang the cancellation charges set forth in theiegiple Attachment for
any Products on that Purchase Order that werelmeatdy delivered or ready for shipment when IBMtsiPlant received
such notice.

5.4 Product Remix without Charge. Apghal its Authorized Purchasers and Designees magséthat IBM or its Plant ship a
different mix of Products than those originally ered. IBM or its Plant will agree to do so withatmarge provided: (i) Apple, the
Authorized Purchaser or the Designee gives writigice to IBM or its Plant, as the case may béagt [**] before the Scheduled Shipment
Date; (ii) all substituted Products are within #zeme Product-family as those originally orderPdoducts that utilize the same design
revision, materials and manufacturing process fwgafer start to module final test are within the samoductramily; (iii) the total number o
units ordered remains the same; (iv) the changenwilhave any significant negative manufacturindirmancial impact to IBM or its Plant in
IBM or its Plant’s sole and reasonable judgmentt @) subject to availability of Products that pérthe requested remixing. Changes that
do not meet the requirements of this Section magdoepted for similar treatment in IBM’s or its ffa sole discretion. If IBM or its Plant
agrees to change an order as described in thigoBeas a condition of obtaining such agreemeut Atithorized Purchaser or Designee will
promptly cancel the original Purchase Order withinauirring any cancellation or other charge andg@la new one for the modified Product
mix.

6.0 PRICES AND PAYMENT
6.1 Exhibit 4 Products. Prices for Ehéhibit 4 Products will be as set forth in the altted Exhibit 5.

6.2 Other Products and Services. PfmeBroducts and Services not set forth in Exhitshall be as set forth in either (i) the Sales
Acknowledgment and accepted Purchase Order, prétigeprice in both is the same, or (ii) the aggllie Attachment (as the same may be
amended from time to time), or (iii) the most relcencontested notice, as set forth below. If thewe conflict between the prices set forth in
(1), (i) and (iii), the prices in the most recafgcument(s) will govern. IBM and Apple will reviepvices for Products on a quarterly basis at
least thirty (30) days prior to the start of eaalendar quarter. If the parties agree to revigeeprduring a quarterly review, IBM will
document that agreement in a written communicatofpple, and, unless Apple contests the documientat writing within three (3)
Business Days after receiving IBM’s written comnuation, the revised prices in such written commaition will be deemed effective as of
the first Business Day of the applicable calendertgr and will apply to any Products originallyheduled for shipment during that quarter.
For purposes of this section, e-mail transmissghal be considered valid written notificationf tHe parties are unable to agree on revised
prices, the most recent prices, as set forth iraghicable
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Attachment, Sales Acknowledgment and accepted Beec@rder, as appropriate, or uncontested writtinenfrom IBM, will be used until
such time as the parties agree differently.

6.3 Invoices and Payments. IBM or itarPishall invoice the Authorized Purchaser or Deségafter the Products have been shippe
the Services provided. Payment will be due withirty (30) days after the date of invoice. Latyyment of invoices may be assessed a
charge equal to the lesser of one and one-halepe(t.5%) per month or the statutorily maximune rattinterest in accordance with the laws
of the State of New York. In addition, if an Autimed Purchaser or Designee’s account balance ésdgaple’s credit limit with IBM, or
becomes delinquent, IBM may stop shipments to thhérized Purchaser or Designee or ship to sudly para prepaid basis until the
account is compliant.

6.4 Credit Limits. At any time, Apple yneequest that IBM disclose the credit limit thBM’s Microelectronics’ Division is then
willing to extend to Apple and the aggregate amsuin¢n outstanding against such credit limit. 1B8M respond promptly. IBM will notify
Apple within one (1) Business Day after any deaeadBM’s credit limit for Apple. IBM will decrese Apple’s credit limit only if IBM, in
its sole and reasonable discretion, believes tmmethas been an increase in the risk of exteratadijt to Apple.

6.5 [**] Costs. IBM will be solely respsible for all [**] incurred in connection with [**pf the microprocessor Products set forth on
Exhibit 4, and under no circumstances will Appldibble to IBM for any such costs (except to théeak such costs were included in the
agreed purchase price of a Product and Applebtelitor that purchase price pursuant to this Agremwithout reference to this Section 6.5).

7.0 TERMINATION

7.1 If either party materially breachegiam or condition of this Base Agreement or araéltiment, the other party may, at its option,
terminate this Agreement or any or all Attachmegmtsvzided the party in breach is given written netamnd fails to cure such breach within
thirty days (30) days after the notice of termiaatior immediately in the event of (i) insolvendjssolution or liquidation by or against the
other party, (ii) any assignment of the otheryarassets for the benefit of creditors; (iii) st or omission of an act by the other party
demonstrating its inability to pay debts generalythey become due, or (iv) any transfer of sulisiynall of the other party’s business or
assets to a third party, unless such transfeféstefited in accordance with Section 21.4, below.

7.2 If IBM terminates pursuant to Sectibh, at IBM’s sole discretion, all previously apted Purchase Orders may be canceled and
Apple shall pay (i) for any Products delivered @ady for shipment when the Agreement terminatezifuh price determined in accordance
with Section 6.1 or 6.2, as applicable; (ii) foyd@roducts not delivered or ready for shipment withenAgreement terminated, the actual
amount IBM paid for any long lead time materialthauized by Apple and procured in accordance withterms and conditions of an
applicable
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Attachment or this Agreement and any applicableebation charges set forth in this Agreement erAlfitachment for such Products (IBM
agrees to attempt to mitigate any amounts payabkepiple for any long lead time materials throughlsmeans as use in other manufacturing
activities or sale, if practicable); (iii) for ar8ervices completed when the Agreement terminatediutl price determined in accordance with
the applicable Attachment; and (iv) for any Sersioet delivered or completed when the Agreementiteated, the applicable cancellation
charges determined in accordance with the appkcatihchment, or, if none, in accordance with $#c8.2 of this Agreement. Under no
circumstances will the total amount due for a Pobau Services under (i), (i), (iii), or (iv), ake, exceed the full price for such Product or
Service determined in accordance with Section 68.2) as applicable, and any applicable Attachment

7.3 If Apple terminates pursuant to Secff.1, at Apple’s discretion all previously acebPurchase Orders may be canceled and no
cancellation charges (including long-lead-time miate) will apply.

7.4 Apple may terminate this Agreemenaiy or all Attachments for convenience by prowivritten notice to IBM at least twelve
(12) months before the termination date. If Ageleninates this Agreement, or any or all Attachragfur its convenience, all previously
accepted Purchase Orders will be filled, but IBMIkhot be obligated to accept further Purchasee@rgursuant to the terminated Agreen
or Attachment, as the case may be, after receivirtige of termination.

7.5 All amounts due for Products or Sagiunder this Agreement shall be paid in accoeariith the terms and conditions of this
Agreement notwithstanding any termination of thigrdement for any reason, provided, however, thdtdrevent this Agreement is
terminated pursuant to Section 7.1 all amountsathaepayable to the non-terminating party as ofiéite of such termination shall become
immediately due and payable.

7.6 This Base Agreement will continueeafts termination or expiration with respect ty &itachments already in place until they
expire, or are terminated or performed. Applicdl#ens shall be returned or disposed of as direlayefipple in writing at Apple’s expense
after a termination or expiration of this Agreementelevant Attachment.
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8.0 CONFIDENTIAL INFORMATION

8.1 In the event IBM or Apple wishes tealbse specific confidential information to théet in connection with IBM furnishing
Products and/or Services hereunder, such informatiall be disclosed only pursuant to the termscamditions of the Apple Computer, Inc.
Confidentiality Agreement (Mutual), Agreement Ndl3R9, as amended, signed by IBM and Apple withfeative date of April 1, 1999, ti
current version of which, and all currently effeetiAmendments to the same, are attached heretehdlsitt6, or pursuant to the terms and
conditions of another comparable confidential disate agreement. The parties agree to treat tims t@nd conditions of this Agreement as
confidential information.

9.0 LICENSE

9.1 No license, immunity or other righigranted herein to any Authorized Purchaser oigdes whether directly or by implication,
estoppel or otherwise, with respect to any patesdemark, copyright, mask work, trade secretitytimodel, or know-how, or other
intellectual property right of IBM. Nothing hereatall abrogate any rights that may arise by ofaratf the patent exhaustion doctrine.

10.0 TRADEMARK

10.1 Nothing in this Agreement grants aith&rty any rights to use the other party’s traddemar trade names, directly or indirectly, in
connection with any product, service, promotiontcomake any publication or publicity without priaritten approval of the other
party or trademark or trade name owner.

11.0 INTELLECTUAL PROPERTY AND INDEMNIFICATION

11.1 Neither party is required by this Agreent to knowingly infringe any valid patent or etlntellectual property of a third party. If
either party has reason to believe that any Itenduret or portion thereof infringes such an intetill property right, it will promptly escala

its concern to the executive of the other partygieged for such escalations pursuant to Sectiod, 2hd the parties will work together to
make necessary changes or provide substitute kefsducts so as to avoid infringement. IBM m@pshipments of all such Products
without liability for failure to deliver a Producinder this Agreement for up to [**] while IBM andpple analyze the potential infringement
and discuss whether shipments should resumePidduct becomes or is likely to become the sulgatclaim covered by Section 11.2,
below, IBM will, at its own expense: (i) obtain thights and licenses necessary to permit Authorzathasers and Designees to continue to
use and sell the Products consistent with this ément;
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(i) modify the Products so they are non-infringiauigd in compliance with this Agreement; (iii) reggathe Products with non-infringing ones
that comply with the Agreement; or (iv) at Appleégjuest, accept the return of infringing Produais eefund any amount paid. [**] If an
Item provided to IBM hereunder becomes or is likelypecome the subject of a claim covered by Sedtio3, below, IBM will provide Appl
written notice advising Apple of such claim, arid] BM may stop further shipment of Products inporating that Iltem or portion thereof
without liability for failure to deliver a Producinder this Agreement unless Apple has demonsttatM’s reasonable satisfaction that the
Item does not infringe or has modified the Itenitgs non-infringing, replaced the Item with a nmrfiringing Item, or obtained the rights and
licenses necessary to permit IBM to continue toenaise and sell Products incorporating the Itensistent with this Agreement. If a court
law of competent jurisdiction determines that ateyrl, Product, or portion thereof infringes an iletetual property right of any third party:

(i) either party may, in its sole discretion, tenatie its obligations hereunder with respect to dterth and/or Product effective immediately
upon written notice; and (ii) any payments [**] Wile indemnified or reimbursed by Apple pursuanBéztion 11.3, below.

11.2 At Apple’s request, IBM will defendyadlaim that a Product sold to an Authorized Pusenar Designee or a Service provided by
IBM or any of its Related Companies hereunder mgfeis a patent, copyright, or mask work right dfiedtparty in any country in which IBM
sells or provides similar products or services i will indemnify and hold Apple and its AuthoridePurchasers harmless from any
damages assessed against them as a result of mdigaent of a court of competent jurisdictionyaettlement agreed upon by IBM in
writing, and any costs or fees reasonably incubyethem (including but not limited to fees of atteys and other professionals) that are
attributable to such claim; PROVIDED THAT Apple) firomptly notifies IBM, in writing, of the chaegof infringement; (ii) allows IBM to
control and cooperates with IBM at IBM’s expensé¢hia defense and any related settlement action(i@napon the written request of IBM
(a) allows IBM to modify or replace the Productlie Authorized Purchaser’s inventory at IBM’s experprovided that modified or replaced
product meets the applicable specifications forlRheduct being so modified or replaced (and retamssuch Products being so modified or
replaced to IBM), or (b) if option (a) is not reasbly available, returns the Product for a cregite to the purchase price of such Product.
Such indemnification does not apply to the exthat the claim of infringement arises from (i) machtions to any Product or Service by
Apple unless directed in writing by IBM, (ii) th@mbination, operation or use of a Product or Serwith a product, data or apparatus not
sold by IBM to Apple, unless the Product has nosgarftial non-infringing use or unless directed iiting by IBM, (iii) modifications made

by IBM to Product sold to Authorized Purchasers AodDesignees and in compliance with Apple’s teritspecification(s), except for
modifications made by IBM to standard Products) &ny Item that is incorporated into a particulesdRict or Service with Apple’agreemel
as evidenced by Apple’s execution of the relatedIRas that term is defined in the ASIC Developm&gteement, Agreement No. 000798)
or (v) infringement by a non-IBM product alone,aposed to its combination with Products IBM pr@ddo Apple as a system (collectively
referred to as “Apple-Indemnified Action”).
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11.3 At IBM’s request, Apple will defendyaalaim that an Item provided by Apple to IBM heneler infringes a patent, copyright, or
mask work right of a third party in any countryitich Apple sells or provides similar Items, protduar services based on such Items, or
products which include the Products or output ftbmServices, and Apple will indemnify and hold IBidrmless from any damages asse
against IBM as a result of a final judgment of art@f competent jurisdiction, any settlement agrapon by Apple in writing, and any costs
or fees reasonably incurred by IBM (including bat limited to fees of attorneys and other profassis) that are attributable to such claim;
PROVIDED THAT IBM: (i) promptly notifies Apple, invriting, of the charge of infringement; (ii) allowgple to control and cooperates
with Apple at Apple’s expense in the defense andrafated settlement action; and (iii) upon thetteri request of Apple, (a) allows Apple to
modify or replace the Items in IBM’s possessiodpple’s expense provided that the modified or repthltems meet the applicable
specifications for the Items being so modifiedeplaced (and returns any such Items being so neddifi replaced to Apple), or (b) if option
(a) is not reasonably available, returns the IterAgple provided that Apple pays any costs incubedBM in connection with reworking the
Products or Services as a result of the replacentumnth indemnification does not apply to the extieat the claim of infringement arises
from (i) modifications to any Iltem by IBM unlesgelited in writing by Apple, (ii) the combinatiorperation or use of an Item with a prodi
data or apparatus not provided by Apple to IBMgsslthe Item has no substantial non-infringingaramless directed in writing by Apple,
(iif) modifications to any Item, Product or Servicede by Apple in compliance with IBM’s written gjifecation(s) , (iv) anything IBM
provides that is incorporated into an Item with IBMgreement as evidenced by IBM’s execution ofréi@ted RTM (as that term is defined
in the ASIC Development Agreement, Agreement N@73B); (v) Items licensed to IBM pursuant to pasate agreement between the
parties; or (vi) IBM’s use of an Item in a waytmxpressly permitted by this Agreement or in wigtby Apple, which written agreement
would be evidenced by Apple’s execution of thetedleRTM (as that term is defined in the ASIC Depetent Agreement, Agreement No.
000798) .

11.4 Reference that Product Sales and Matwiing Services Agreement, Base Agreement, Ageeéio. IMDOO1 and Section 11.1
thereof, such Section 11.1 is incorporated hergireference and hereby agreed to extend to and,dovihe extent implicated in that BIAX
litigation (Civil Action No. 01-601-RRM(GMS)(MPT)urrently pending in the United States District @dar the District of Delaware and
any related action involving the same patents
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hereafter filed), Product (as defined in Agreeméot IMD001) provided by IBM to Apple directly ordirectly through one or more other
entities during the term of that agreement andutinahe date of commencement of this Agreements $action 11.4 does not reduce or
negate any other right or claim of indemnity tha@iphe may have under any of the above agreememtsyoother agreements or statute or
common law without reference to this Section 11.4.

115 The foregoing as limited by SectiorDlstates the entire obligations and exclusive dieseof IBM and Apple regarding any third
party claim of infringement relating to any Prodaotd or Service or Item provided hereunder othasase may have been, under that
agreement referenced in Section 11.4.

12.0 LIMITATION OF LIABILITY

121 Neither party shall be entitled togak indirect, incidental, consequential or purétdamages, including lost profits, opportunities
or savings based on any breach or default of therqtarty, even if such party is informed of thmssibility, except (i) [**], and (ii) to the
extent such damages are awarded in a final judgoresdttiement covered by Section 11.

12.2 In no event shall either party’s aggte liability to the other party for damages immection with all claims relating to this
Agreement exceed the amount of [**], regardlesthefform of action (including fundamental breackgligence, misrepresentation, or other
contract or tort claim), provided that this limitat will not apply to: (i) the amount of any daneagor bodily injury (including death) caused
by such party’s negligence or damages to real ptppad tangible personal property caused by sacty’s negligence; and (ii) payments
owed for Products and Services provided hereunder.

This Section 12.2 also applies to any of IBM’s sufitcactors and any Authorized Purchasers. Itastlaximum for which IBM and its
subcontractors are collectively responsible, amavinich Apple and its Authorized Purchasers aréectiVely responsible.

12.3 Under no circumstances is either partyldiao the other for any of the following: (i) tHiparty claims against a party for losses or
damages other than those in Section 11 and 12 &b@ye; or (ii) loss of, or damage to, recorddata. Further under no circumstances will
IBM be liable when the Products or Services arel iise€onjunction with military, nuclear, automotige aeronautical applications or medical
implantation or other direct life support applicets where malfunction may result in injury, harndeath to persons, or used in any other
ultrahazardous applications
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13.2

WARRANTIES
Product Warranty.

13.1.1  PowerPC Warranty. IBM warrants eacwét®C Product delivered hereunder to be free frefeals in material and
workmanship and to comply with Product specificasiat the time of manufacture, as agreed in wribnéBM and Apple, for the
notice period of [**] from the date of shipment.

13.1.2  ASIC Product Warranty. IBM warrantsA$IC Products delivered to be free from defentmiaterial and workmanship
and conform to the Product specifications as g#h io the RTM for the notice period of [**] fronhé date of shipment. Apple
acknowledges that the functionality of ASIC Produtiay be contingent on Apple’s designs and, thezefspple agrees that such
warranty does not apply to the functionality of £&3Products designed by Apple and manufactured by uBder this Agreement
except to the extent the lack of functionality iedo a defect in materials or workmanship.

13.1.3  Other Product Warranty. IBM warrartsther standard Products delivered to be fremfdefects in material and
workmanship and to conform to the Product Spedifics for the notice period of [**] from the daté shipment unless otherwise
stated in an Attachment applicable to such stanBesducts, and all other custom Products deliverdzk free from defects in
material and workmanship for the notice period*sf from date of shipment unless otherwise state@mn Attachment applicable to
such custom Products. Apple acknowledges thduietionality of such other custom Products maydetingent on Apple’s
designs and, therefore, Apple agrees that sucrantgrdoes not apply to the functionality of Produiésigned by Apple and
manufactured by IBM under this Agreement excephéoextent the lack of functionality is due to dedein materials or
workmanship. IBM warrants Services will be performed using ressdale care and ordinary skill.

The Product warranty does not incldeliects in or failures of Products that result frigyran Apple-supplied design; (ii) matters not

covered in the Product specification or use outsidbe intended operating environment set fortthaapplicable Product specifications; (iii)
accident, disaster, neglect, abuse, misuse, imptapelling, testing, storage or installation aftelivery to the carrier, including improper
handling in accordance with generally acceptalstcssensitive electronic device handling requiratag(iv) alterations, modifications or

repairs
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by Apple or third parties not authorized by IBMvimiting; (v) removal or alteration of labels by Bl or a third party; or (vi) failure caused
by a product which IBM did not provide or for whitM is not responsible. IBM does not warrant uamupted or error free operation of
the Products or that IBM will correct all defects.

13.3 THE FOREGOING WARRANTIES ARE IN LIEUFOALL OTHER WARRANTIES, EXPRESS OR IMPLIED, INCLUDIG
THE IMPLIED WARRANTIES OF MERCHANTABILITY, FITNESSOR USAGE FOR PARTICULAR PURPOSE OR NON-
INFRINGEMENT.

13.4 This warranty is not transferable. déarse of dealing, course of performance, usagedé, or description of Product or Service
shall be deemed to establish a warranty, expresspied.

135 If an Authorized Purchaser or Desigriagns that any Products or Services are noncomify, the Authorized Purchaser or
Designee shall, (i) promptly notify IBM, in writingf the basis for such claim of nonconformity) {dllow IBM'’s instructions for the prompt
return of the Products; and (iii) return such Piiddreight collect to IBM’s designated facilityf IBM determines that the returned Products
are nonconforming and such returned Products wepped with Apple’s consent prior to their qualiton, IBM’s sole and exclusive
obligation will be to, at IBM’s option, repair oeplace the defective Products, or issue a credihopurchase price (e.g., Section 14.0 will
not apply to such Product units delivered befoeeRhoduct is qualified). If IBM determines the &uots are nonconforming and they were
shipped subsequent to their qualification, IBM wsBue a credit or rebate for the purchase price.

13.6 Prior to returning any defective Praduo IBM, the Authorized Purchaser or Designesl gibtain a Return Merchandise
Authorization number (“RMA”) from IBM (which IBM wli provide within [**] Business Days of the requgsaind provide the specific
description of the problem, by part number fortibtal quantity of the defective Products. The Auitbed Purchaser or Designee shall only
return the exact quantity authorized in each RMAdipwing IBM’s RMA instructions . Each shippirmgpntainer shall contain only one (1)
RMA.

13.7 IBM'’s sole liability and Apple’s exdive remedy for breach of warranty shall be limigsdstated in this Section 13, except that

Product Failures which exceed the applicable Failthreshold shall be governed by Section 14 below.
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14.0 FREQUENT FAILURES

14.1  Test Specification. (i) U3 and any oth& C Product that the parties may agree to treatsimilar manner: Apple shall define and
implement its own design verification tests, whiekting activities shall be no less thorough tlersé testing activities generally conducted
by Apple but not less thorough than those testatiyities generally conducted by other personal potar manufacturers (but not
microprocessor manufacturers) in the industry (pdsy IBM of Apple’s Prototype Acceptance as sathi in the ASIC Development
Agreement, Agreement No. 000798 shall establishthi@aPrototype design revision conformed withdlyeeed-upon specifications as set
forth in the RTM); and (ii) other Exhibit 4 Prodsc Apple and IBM shall agree on a test specificathat shall set forth the minimum level
of testing of the other Exhibit 4 Products soldduerder both (a) by IBM prior to shipment from IB®BApple and (b) by Apple prior to
shipment to end-user customers, and other matietsas a returned-parts process and regular coreationis expected between the parties.
Either party shall be free to exceed the agreediigeel of testing.

14.2 IBM will promptly notify Apple if IBM beleves that a Product contains a defect that cosldtrn Failed Units exceeding the Failure
Threshold. IBM may stop shipments of all such Patsl{#*] while IBM and Apple analyze the defect adidcuss whether shipments should
resume. If the Product contains such a defect, VNMuse diligent efforts to promptly: (i) cureish defect and resume shipments as quickly
as possible; or (i) make available a replacemeodirct that meets the agreed specifications foPtloeluct but does not contain such a de

[**] The modified or replacement Products st fully warranted as set forth in Sections 13 sl Section 14 once qualified by Apple.

If Apple provides IBM written instructions ackn@edging IBM’s notice of a defect but instructinghBto resume shipments in advance of a
cure or replacement, IBM will resume such shipmestguickly as possible; provided, however thgtAple’s instructions will not relieve
IBM of its obligation to cure the defect or makesplacement part available as set forth abovejland
uncured Products shipped pursuant to such writtstnuictions will be shipped without warranty, exgser implied, or Frequent Failure
protection with regard to such defect or any relatefect rendered undetectable due to the presdrseeh defect.
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14.3 If the number of Failed Units manufactupéfiand sold hereunder exceeds the Failure Tholskvithin [**] of manufacture of each
such Failed Unit, Apple will promptly notify IBM geifying with particularity the nature of the Faig. Upon receipt of such notice, IBM
will, with Apple assistance, promptly analyze amigmpt to determine the cause of such FailuredBidmay stop all such Product
shipments to Apple [**] while IBM and Apple analytiee Failures and discuss whether shipments shiesldne. Either party may escalate
these discussions to the executive of the othay passignated for such purpose pursuant to Se2fich

14.3.1  If such Failures result frofi): defects in materials or workmanship in thédeaUnits; or (ii) design defects in the
PowerPC Failed Units, IBM and Apple shall promptiget to devise a mutually acceptable and timely tga

(@) at Apple’s option, either replace failed Units (if a replacement is available)ci@dit the full purchase price of
returned Failed Units; and

(]

14.3.2 If after each party has used all reasenetbbrts to analyze and determine the cause d&f Badures, the cause(s) remain(s)
unknown, such Failure shall not be subject to émedies provided in this Section and IBM and Appilépromptly discuss
appropriate ways in which they can work togetheadsist Apple customers who have experienced saiblré€s. If IBM disputes
that a Failure has occurred, IBM may escalatedtgern to the Apple executive designated for sushgse pursuant to Section 2!

14.3.3 Repair/Replacement by Apple. If it ismed by Apple and IBM to be the most timely and @j&tctive approach, Apple or
its authorized repair facilities may repair or sgg@ Failed units. In such event, Apple will prolpgubmit to IBM, in writing, the
serial numbers and date codes of the Failed Uhitsglate Apple received the Failed Units, the matdithe Failures, and the date of
repair of the Failed Units by Apple or its authedzrepair facility. Apple will send to IBM the deftive replaced parts of the Failed
Units. IBM shall provide Apple with the necessagplacement parts at no cost for Failed Units egaaby Apple [**]

14.3.4 No Liability. The provisions of this Siext 14.3 shall not apply to the extent that defatthe Exhibit 4 Product, or any
other ASIC Product that the parties may agreedtat in a similar manner, are due to Apple’s ori@tparty’s (but excluding IBM’s
subcontractors or agents) abuse, improper usejeadcitampering, alteration or faulty repair.

14.3.5 No Waiver. Except as otherwise provideceim, Apple’s approval of the materials used wit relieve IBM of its

obligations set forth in this Section 14.3, nor
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will Apple’s approval or acceptance of any ExhibiProducts, or any other ASIC Product that theig@rhay agree to treat in a
similar manner, which are subsequently determineddet the definition of Failed Units relieve IBMsuch obligations, unless
agreed to by Apple in writing specifically referémg this Section 14.3.

14.3.6 The obligations contained in this SecfidrB are IBM’s sole obligation and Apple’s exclusiemedy with respect to such
Failed Units that exceed the Failure Thresholdsrall survive termination or expiration of this A&gment. This Section does not in
any way alter IBM'’s intellectual property indemstition obligation. In the event that the partigeea to Frequent Failure protection
for other Products, such agreement would be s#t fioithe applicable Product Attachment.

15.0 TAXES

15.1 IBM shall bill Apple for all taxes egkd to any Product or Services arising from the sisuch Product or Services to Apple
pursuant to this Agreement except for taxes basd8ml’'s net income.

16.0 NOTICES

16.1 All communications and notices betwdenparties concerning this Agreement shall bemgin writing to the appropriate individt
listed below or in the applicable Attachment andlishe deemed sufficiently made on the date if gilsg personal service or sent via certified
mail or receipted facsimile (sender has a recéiptving time and date of sending and receipt byother party) or electronic data
interchange. Communication by facsimile or eletitaata interchange is acceptable as a “writinffie autographs of representatives of the
parties, as received by facsimile or electroni@adiaerchange, shall constitute “original” signasir

Notices to Apple: Notices to IBM:

Sr. VP of Worldwide Operatior TGWW Contracts and Business Practi
Apple Computer, Inc IBM Microelectronics Divisior

1 Infinite Loop 1000 River Stree

MS: 3014TC 96:-3B

Cupertino, Ca 9501 Essex Junction, VT 054¢

Fax: (408) 97-6400 Fax: (802) 76-3988

with simultaneous copy t with simultaneous copy t

General Counse Division Counse
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Apple Computer, Inc IBM Microelectronics Divisior

1 Infinite Loop 1580 Route 5:

MS: 3034GC MS: 92B

Cupertino, CA 9501 Hopewell Junction, NY 1256531
Fax: (408) 97-8530 Fax: (914) 89-5358

17.0 INDEPENDENCE OF ACTION

17.1 Each party agrees that this Agreemdhhot restrict the right of either party to eniato agreements with other parties for same or
similar work, or to make, have made, use, sell, bigyelop, market or otherwise transfer or dealnin products or services, now or in the
future, so long as confidential information is datclosed contrary to the terms and conditionsiagple thereto, and unless the parties have
expressly agreed otherwise in an Attachment. Mgti this Agreement or any prior discussions aeaments between the parties will give
rise to any obligation to purchase forecasted velsjnor any volumes, of any Product.

18.0 UTILIZATION OF PRODUCTS

18.1 Apple represents that all Producteipased under this Agreement will be: (i) incorpedanto and made a part of Apple products;
or (i) combined with Apple products for sale case as an Apple system; or (iii) sold or leasaddidental additional quantities for sale or
lease directly to an unaffiliated third party imgunction with an installed Apple system, or (i¢yapped.

19.0 CHANGES TO SCOPE OF WORK

19.1 With respect to Services contracted&yeunder, Apple may, at any time and from tim#ére, by written notice to IBM, request
changes to the Products, specifications or workecdBM shall submit a written report to Appletsej forth the probable effect, if any, of
the requested change in regard to the work andftaet of any change on prices or delivery. IBMishot proceed with any such change
until mutually agreed in writing by IBM and Appl€he parties shall promptly amend the relevant Ataent to incorporate any agreed
changes.

19.2  IBM may implement engineering changesiiregl to satisfy governmental standards, protestiéft or system integrity, or for
environmental, health or safety reasons (“Mandaorgineering Changes”). Engineering changes afigdéorm, fit, function, quality or
reliability will be handled in accordance with Stiaind 46-B of the JEDEC Solid State Technology Asgimmn (formerly known as the Joint
Electron Device Engineering Council) as such Stethdzay change from time to time. IBM shall givepd@ notice of any Mandatory
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Engineering Changes as soon as reasonably prdeticdM shall give Apple prior notice of any othemgineering changes affecting the
form, fit or function of a Product as set forthtlre above-described JEDEC standard. Apple wilehav obligation to accept any modified
Product unless and until IBM has demonstrated tplé&p satisfaction that the modified Product fuant in accordance with agreed
specifications and Apple has qualified the modifiedduct for use in Apple’s products.

20.0 EXPORT AND OTHER LAWS, REGULATIONS AND ORDINANCES

20.1 Each party will comply, at its own exrge, with all applicable United States (fedetakesand local), European Union, and other
country or country group laws, regulations and madices, and shall procure all licenses and peraritsshall comply with all relevant export
license terms, conditions and provisos regardléss whom (which party under this Agreement) tleefise was issued, and pay all fees and
other charges required thereby. Such laws, ragaaand ordinances include the regulations ofil& Government relating to export and
re-export. Apple agrees that regardless of anyiaisce made by Apple to IBM of an ultimate destimaif any Products or related technical
data, or any system incorporating them, Apple moll export, either directly or indirectly, any Pumd or related technical data, or system
incorporating them without first obtaining requidézknses or permits from all relevant governmeygrecies or departments. IBM will provi
Apple with information regarding any standard Pradwas reasonably required to assist Apple in pisigisuch documents and approvals. In
addition, Apple warrants that custom Products ate€ar space or missile use, do not contain en@ymf a type that would violate applica
laws if exported without approval, and do not reltt radiation-hardened design, circuitry, manuwfiaeg or testing.

20.2 Each party will keep suitable recamdshow compliance with this Section 20. At theepth request and pursuant to a request by a
responsible government agency, each party will destnate to the other that it has fully compliedhathhe terms and conditions of this
Section.

20.3 Whenever IBM secures an export licéosa Product, the parties agree that IBM willtbe exporter of record for all exports of
such Product, and the Authorized Purchaser or Desigvill utilize an IBM-approved (such approval tmbe unreasonably withheld) freight
forwarder for shipment of the Product to the agrepdn destination point. Further, the parties wdlbperate with one another and comply
with any terms, conditions and provisos IBM mags@nably impose relating to the export of Producten any such export license. I1BM
agrees that it will consult with Apple regardingyagovernment proposed license terms, conditionspaodsos that would result in
obligations for Apple.

20.4 Whenever IBM arranges for export opam of custom Products, with respect to all refg\governmental and administrative
authorities, including the United States and Euaope
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Union, Apple: (i) recognizes that IBM may not knawhave reason to know the intended function ohdroducts and technical data and
must rely on Apple to provide correct informatiam &xport and import of Products and technical dg@ijeagrees to cooperate in providing all
information necessary to determine all relevaneixauthorizations and to export and import thedBobs and technical data, including as
applicable the Export Classification Control Numfe€CN) and subheadings, and (iii) agrees to as4fistobtaining any required licenses
and authorizations for export and import of Prodwstd technical data and with making any requittady§. Apple shall be fully responsible
for the correctness of information provided by Apphd any Apple-authorized use of it to comply weiiplicable regulations.

20.5 For the avoidance of doubt, this adasisall be considered one of the clauses intengdaebparties to survive the expiration or
termination of this Agreement under Section 21.6.

20.6 If IBM has a reasonable basis to elidat any export license issued for any of treRets is not being complied with in
accordance with the terms and conditions of thii8e 20, IBM shall give prompt notice to Apple puant to Section 21.2 of the Agreem
and shall ask that Apple provide IBM with adequadsurance of compliance with such license termmgjitions, or provisos.

20.7 For purposes of this Section 20, ¢hmt‘party” shall include IBM, the Plant, Author@z@®urchasers and Designees.

21.0 GENERAL

21.1 Neither party shall be responsiblefédure to fulfill its obligations under this Ageenent due to fire, flood, war, earthquake or other
such cause beyond its reasonable control and wittsofault or negligence provided it promptly rf@s the other party and uses reasonable
efforts to promptly cure such failure or delay aodesume its performance.

21.2 The parties will make every reasonaffiert to resolve any disputes under this Agreant@ough negotiation.

21.3 This Section shall apply in the ewtbat the parties are unable to resolve any disputdsr this Agreement through negotiation.
Each party agrees to provide the other party writtetice of any such dispute. If the dispute cameoresolved within thirty (30) days of st
written notice, the matter will be escalated to K Chief Executive Officer and IBM’s Senior Vi€resident, Technology Group. If they
cannot resolve the dispute within sixty (60) daf/the date of escalation, the parties then may seedsolve the dispute through other mei
BOTH PARTIES AGREE TO WAIVE THEIR RIGHT TO AJURY T RIAL IN ANY DISPUTE ARISING OUT OF THIS
AGREEMENT. If Apple commences any action against IBM relgtio or arising out of the Agreement, the substadaws of the State of
New York shall be applied exclusively to goverrsthigreement without regard to conflict of I
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principles and the action shall be brought in arcoficompetent jurisdiction in the State of Newrk@in which event both parties hereby
consent to the exclusive personal jurisdictionaoi] waive any venue objections against any suctt cdfilBM commences any action
against Apple relating to or arising out of thisrégment, the substantive laws of the State of @ailif shall be applied exclusively to govern
this Agreement without regard to conflict of lawrpmiples and the action shall be brought in a cotidompetent jurisdiction in the State of
California , in which event both parties hereby semt to the exclusive personal jurisdiction of, araive any venue objections against any
such court . If, notwithstanding the foregoing\ew York or California court’s judgment (with respeo either the underlying action or any
counterclaim) is not enforceable against a palnky dther party may bring such an action in anytocoluicompetent jurisdiction. Neither party
will bring a legal action against the other morartlone (1) year after the cause of action has lmeerasonably should have been, discove
except for actions for non-payment of amounts dusymant to this Agreement (including actions fonipayment of amounts due under
Sections 11 and 14) or to enforce intellectual proprights.

21.4 Apple may assign its rights or deleges obligations without the prior written consefifBM only in connection with a merger or a
sale of all or substantially all of its assets thied party reasonably determined by Apple to tealitworthy. IBM may assign its rights or
delegate its obligations without the prior writteamsent of Apple only in connection with a mergea@ale of all or substantially all of the
assets of the IBM Microelectronics Division or ayccessor business unit thereof relating to thgesumatter of the Agreement to a third
party reasonably determined by IBM to be capablelfifing IBM’s obligations hereunder, providetiat IBM may freely assign its rights to
receive payment from Apple hereunder to any thadyp IBM has the right to subcontract its resploitises under this Agreement, provided
that IBM remains responsible to Apple as providethis Agreement with respect to such subcontragsponsibilities.

215 No delay or failure by either partyattt in the event of a breach or default hereusdall be construed as a waiver of that or any
subsequent breach or default of any provision isfAlgreement.

21.6 If any part, term or provision of tlligreement is declared unlawful or unenforceablgujcial determination, the remainder of 1
Agreement shall remain in full force and effect &nel parties will agree upon a valid replacemeavision with like economic effect and
intent.

21.7 Any terms of this Agreement which bgit nature extend beyond expiration or terminatibthis Agreement shall remain in effect
until fulfilled and shall bind the parties and thigigal representatives, successors, heirs angnassi

21.8 The headings contained in this Agredraee for reference purposes only and shall fetathe meaning or interpretation of this
Agreement.
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21.9 The UN Convention on Contracts forltiternational Sale of Goods shall not apply ts thgreement.

21.10 Each IBM Product is manufactured fraewnor new and used parts. In some cases, thei@rody not be new and may have b
previously installed. Regardless of the Produattsipction status, IBM’s warranty terms and condisi@pply. Where a type of service
involves the exchange of a Product or part, thaogment may not be new, but will be in good wogkimder.

21.11  Publicity and Corporate Communications. Neithatypwill issue or authorize any press release dipity regarding the
Agreement or its subject matter without the otherier written approval, with the following limiteelxceptions: (i) Apple will publicly
announce no later than January 2003 that it is dtteuito PowerPC as its strategic platform and & will continue to be a strategic
supplier, (i) Apple may make warranties or repregaons regarding the Products on its own behalfided they are consistent with those
made by IBM or supported by Apple’s own test resoltanalysis, and (iii) Apple may market systemstaining the Products, and make
representations and warranties on its own behalfitahe performance of the Products in those systéimis provision is not intended to limit
either party’s right to disclose this Agreementta relationship of the parties to regulatory agesor as otherwise required by law.

21.12 This Agreement is not intended to amelschot benefit any party except IBM (including Blant) and Apple (including its
Authorized Purchasers).

21.13 Neither party will have the power, avill not hold itself out as having the power, td & or in the name of or to bind the other
party.

21.14 Senior-Level Communications. AppleBB@and IBM's Sr. VP, Technology Group or their deses or successors will meet at
least once each quarter to have an open and fiaokssion on the state of the relationship, inelgdiny changes in direction. The parties
acknowledge that the schedules of these individtaisbe difficult to coordinate, and for that reasite parties agree that a failure to meet
during a particular quarter will not constituteradch of this Agreement.
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Exhibit 1: Related Company Agreement Template

International Business Machines Corporai 1000 River Street, 9t-3B
Essex Jct., VT 0545

Agreement No.
Related Company:
This Related Company Agreement (“RCA”) is made antkred into between International Business Mash@®@rporation (“IBM”), {Relatec

Company Full Name} (“{Related Company}”) and AppBmmputer, Inc. (“Apple”). This RCA shall be effet as of
(t“Effective Date”).

WHEREAS IBM and Apple are parties to Custom Sales Agreemient000451 and Attachment No. 1, having an effeatiate of
(tH*Agreement”);

WHEREAS {Related Company} represents and warrants thatat‘iRelated Company” as such term is defined utider
Agreement; and

WHEREAS IBM, {Related Company} and Apple desire that {ReldtCompany} enter into the Agreement with IBM.
NOW, THEREFORE, the parties agree as follows:
1. Unless otherwise defined in this RCA, all calmed terms shall have the meaning assigned to thehe Agreement.

2. In exchange for good and valuable consideratimnsufficiency of which is hereby acknowledgiRklated Company} is hereby deeme
party to the Agreement as of and from the Effeciate with the same force and effect as if {Rela@ednpany} were an original signatory.
As an additional party to the Agreement, {Relatespany} shall have the rights of and be subje¢héoduties and obligations of Customer
under the Agreement, including any applicable SOtta¢himents thereto.

3. {Related Company}'s Invoicing address shall be:

4. Upon signature by the parties, it is agreetlttiia RCA and the Agreement constitutes the cotefad exclusive agreement between t
superseding all contemporaneous or prior agreena@at®ther communications between them, writteorak, relating to the subject matter of
this RCA, notwithstanding anything contained in @ogument issued by either party. This RCA mayb@amended or modified except k
written amendment signed by duly authorized sigmedmf the parties.

5. The parties expressly acknowledge that they haveived and are in possession of a copy ofefieyenced document that is not physic
attached to the Agreement and any such item wiltdmted as if attached.

6. This RCA shall automatically terminate, withéwtther notice or action by any party hereto ugmmearlier of: (a) the termination or
expiration of the Agreement or (b) at such time {lRelated Company} ceases to be a Related CompaApple. In the event that this RCA
is terminated pursuant to (b) immediately abovéd I&hd {Related
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Company} shall have the rights and obligationsf &isd Agreement were terminated pursuant to Sedtidrof the Agreement.

7. Notwithstanding the above, {Related Companyi} have sole responsibility for all of its obligatis under the Agreement, including
obligations to pay for Products it purchases fr@i|

IN WITNESS WHEREOF, the parties have caused thi&\RCbe duly signed by its authorized represengstias of the Effective Date.

Apple Computer, Inc. International Business Machines Corporat
By: By:

Name: Name:

Title: Title:

Date: Date:

{Related Company name

By:

Name:

Title:

Date:
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Ex. 2: Term Sheet for Designees
Term Sheet for Designees

This Term Sheet for Designees sets forth the temdsconditions under which a Designee may purcbagain microelectronic products on
behalf of Apple Computer, Inc. under the CustoneSa&lgreement between Apple Computer, Inc. (“App&atdl International Business
Machines Corporation (“IBM”), Agreement No. 0004@he “Agreement”).

1.0 DEFINITIONS

Capitalized terms in this Term Sheet have the Wilhg meanings. References in this Term Sheet ender include references to all genders,
and references to the singular include referencéset plural, and vice versa. Unless the contthérwvise requires, the term “party” means a
party to the Agreement, and not the Designee. wWidrels “include”, “includes” and “including”, whersed in this Term Sheet shall be
deemed to be followed by the phrase “without linita.” Unless the context otherwise requires, nexfees in this Term Sheet to sections,
exhibits, schedules, appendices and attachmentdshdeemed references to sections of, and eshixihedules, appendices and attachment:
to this Term Sheet. Unless the context othervasgires, the word “or” shall be disjunctive and tiards “hereof”, “hereby” and “herein”

and words of similar meaning when used in this T8heet shall refer to the Term Sheet in its entia@d not to any particular article, section
or provision of such Term Sheet. Unless the cdratherwise requires, references to “IBM, and il shall be read to include “as the case

may be.”

1.1 “ASIC Products” means a custom Prothet is an application specific integrated citcui

1.2 “Attachment” means an exhibit, stadatof work or other attachment to this Term Sloedbd the Agreement, as the case may be.
1.3 “Business Days” means a regularlesdcited day of work in the United States for bottpkepand IBM.

1.4 “Designee” means an original equipmrmeanufacturer, contract manufacturer or othedtparty engaged by Apple or an Apple-

Related Company to manufacture Apple-branded prsdarcsubassemblies for Apple-branded productsaattibrized by Apple, pursuant to
Section 2.4, below, to purchase Products and parfiher tasks on Apple’s behalf.

15 “Exhibit 4 Products” means those figid identified as such in the Agreement or anohttieent thereto. Apple or IBM will advise
Designee whether a Product Designee is
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authorized to purchase is an Exhibit 4 Producteeiih an Attachment to this Term Sheet or in ateminotice.

1.6 “Plant” means the IBM-Related Compdegcribed in Section 2.5.
1.7 “PowerPC Product” means a stand-aloiteoprocessor Product based on the PowerPC Axthite.
1.8 “Product” means production units ¢éosold or purchased under the Agreement, inclutiad=xhibit 4 Products. Products may be

“standard” (available for purchase by one or marg&t@mers other than Apple) or “custom” (resultingni IBM performing Services for
Apple under this Agreement and not available favliBown use (other than ordinary manufacturing\atiéis) or for purchase by any other
customer). Standard Products may include, buheogssarily be limited to, PowerPC Products and8RAoducts. Custom Products may
include, but not necessarily be limited to, Powef@ducts and ASIC Products. Product shall begdesed as “standard” or “custom” in the
Attachment to the Agreement applicable to such BebdApple or IBM will advise Designee if a Prodiesignee is authorized to purchase
is a “custom” Product either in an Attachment tig fherm Sheet or in a written notice. Productdlsia include Prototypes.

1.9 “Purchase Order” means a written oocd@taining the terms set forth in Section 3.2pweissued by a Designee pursuant to the
Agreement.
1.10 “Purchase Order Lead Time” means é¢ig@ired minimum amount of time between IBM'’s reteifpthe Purchase Order and the

Scheduled Shipment Date. Purchase Order Lead Tintldse established for each Product sold hereuadd shall be set forth in an
Attachment to the Agreement applicable to such BebdApple or IBM will advise Designee of the Pluase Order Lead Time applicable to
the Product Designee is authorized to purchaserdithan Attachment to this Term Sheet or in ateminotice.

1.11 “Sales Acknowledgment” means a writtales acknowledgment or other acceptance docussergd by IBM or its Plant in
response to a Purchase Order.

1.12 “Scheduled Shipment Date” means thedaled date of shipment as specified on the alksowledgment and, if later
rescheduled by the Designee pursuant to Sectiqib&l8w, the rescheduled date.

1.13 “Service” means any design or engingerork that IBM performs pursuant to the Agreemmen

1.14 “Term Sheet” means this documentuidiclg any Attachments attached to or referencirggerm Sheet.
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2.0 AGREEMENT STRUCTURE

2.1 This Term Sheet is for the purposeoshimunicating certain relevant terms and conditioithe Agreement to the Designee. It |
not contain all terms applicable to Products puselaby a Designee, and if there is any confli@mbiguity between this Term Sheet and the
Agreement, the Agreement will govern.

2.2 Apple may add Attachments to thisnT &heet to communicate Product-specific termscamdlitions, such aBroduct description
IBM part numbers, Apple part numbers, minimum ormgigantities, shipment pack quantities, PurchaseiQrdad Times and prices , to the
Designee. Such an Attachment may include additiondiffering terms and conditions from the Terime®t, however such terms and
conditions will apply only to that Attachment. $uattachments may also include any specificatiagreed to by Apple and IBM applicable
to the specific work tasks (Services) or Produdairthat Attachment. In the event of a conflicambiguity between an Attachment to this
Term Sheet and any other document, the Attachmtantiss and conditions govern only as to the Attasfim

2.3 Except for Product part numbers, Bobdescriptions (e.g. 1 GHz microprocessor), griggiantities, bill-to locations, ship-to
locations, shipping instructions (limited to preést carrier, carrier account number, and expedibégping method, if any), and Scheduled
Shipment Dates, any other terms and conditionsusohase Orders and Sales Acknowledgements areandideplaced by the Agreement.

2.4 Apple may, in a writing provided ®8NI, name one or more agents who are authorizeddpleo issue Purchase Orders for
Products with Apple part numbers, receive, rescleediucancel deliveries of such Products orderedyant to such Purchase Orders, process
warranty claims related to such Products and pagudoh Products and any associated freight coBess{jnees”). Designees are not
authorized to act for Apple in any other capacityoobind Apple in any other respect whatsoevaiorRo giving notice to IBM appointing a
Designee, Apple and the Designee will have execameappropriate agreement establishing the linaggehcy described in this Section,
establishing that the Designee is not a third pagtyeficiary of the Agreement, protecting the cdafitiality of any terms or conditions of this
Term Sheet , as well as any Confidential Informmatitat may be disclosed to the Designee (as thatitedefined in the Confidentiality
Agreement (Mutual), Agreement No. X1329, as amensigeghed by IBM and Apple with an effective dateAqiril 1, 1999), and securing st
Designee’s agreement to be bound to the terms@mditons set forth herein. No Designee may ree€wnfidential Information prior to
executing an agreement with the party disclosiegGbnfidential Information to the Designee, sucteagient including restrictions on
nondisclosure and nonuse at least as stringehbas testrictions in Agreement No. X1329. Eachigies shall be subject to all of the
obligations and responsibilities of “Apple” undaetAgreement with respect to the terms and comitio this Term Sheet. Apple may
withdraw a Designee by providing IBM ten (10) day®r written notice; and thereafter the Designdémwe longer be
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authorized to purchase Product on Apple’s behagtfesform any other of the tasks described in tleisti®n.

25 Notwithstanding any other provisiarédof, for US sales (sales for which IBM shipstie Designee and title transfers within the
United States), the contract of sale for Produatsipased under this Agreement will be between IBid ia the case of Designees, Apple.
non-U.S. sales (sales for which IBM ships to theibeee with shipment and title transfer outsidéhefUnited States), the contract of sale for
Products purchased under this Agreement will bevberh the IBM Related Company that will supply tmed®icts (“the Plant”and in the cas

of Designees, Apple. Itis agreed that all sucicRase Orders will incorporate the terms and camtitof the Agreement whether expressly
referenced or not and will only be accepted sulifetite terms and conditions of the Agreement.cPage Orders will be accepted by the
Plant when it issues the Sales Acknowledgment aiceethe Purchase Order, thereby creating the aontf sale for the Products.

2.6 Any purchase order submitted by aidie=e during the term of this Agreement (whethemdarit references this Agreement) for
products or services from IBM’s Microelectronicsvidion shall be subject to and governed by the $eamd conditions of this Agreement,
unless: (i) there is another signed, written agexd in place between IBM and the Designee witpaesto the subject matter of such
purchase order; or (ii) the product or service ei@ered by a Designee for use in or in connectiith its own or another customer’s product
and not in an Apple-branded product. The foregeimagll be in effect regardless of whether Apple B have executed any Attachment to
the Agreement specific to the Products, or Servicdsred. If no such Attachment has been exectlted,the terms and conditions of the
Attachment most recently executed by Apple and &Il control, except with respect to those mattdrich are uniquely applicable to the
specific Product or Service in question (such &ifis NRE charges, Product pricing, specific Itesnsl IBM deliverables, Product names
and descriptions, Purchase Order Lead Times, aret&sts).

3.0 PRODUCT DEMAND FORECASTS AND ORDERS

3.1 Each month during the term of theefgment, on or before the last Business Day of thietlm Apple will provide IBM a rolling
Forecast of Apple’s requirements for Products fitls& month of the Forecast being the month follegvthat month in which the Forecast is
placed.

3.2 IBM will accept Purchase Orders foodRicts or Services placed by a Designee in acnosdaith the terms and conditions of the
Agreement. Purchase Orders will specify (i) thecRase Order number, (ii) the Designee’s tax stégMempt or non-exempt), (iii) the ship-
to location, (iv) the bill-to location, (v) the aedfrom location, (vi) shipping instructions (indimg preferred carrier and carrier account
number), (vii) requested shipment dates, (viii) tlaene of the Designee’s contact, (ix) Product pambers and the quantity ordered (in
increments of the Minimum Order Quantity (“MOQ"{x) the applicable unit price, and (xi) the agreame
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number of the AgreemenfAdditionally, Purchase Orders placed by a Desigreiall clearly state that such Designee is purchasitas the
agent of Apple Computer, Inc.” Purchase Order Lead Times and any applicable MO®@QI be as set forth in the relevant Attachmenttie
Agreement. Apple or IBM will advise Designee oplgable Purchase Order Lead Times and MOQ’s iAts@chment to this Term Sheet or
by written notice. Purchase Orders may be rejelayeldM if not received in advance with at least furchase Order Lead Time.

3.3 IBM and its Plants will respond prdippegarding all Purchase Orders placed underAgreement, providing a Sales
Acknowledgment accepting or rejecting the Purcl@asier within two (2) Business Days after receipany Purchase Order placed with the
requisite Purchase Order Lead Time and within gighBusiness Days after receipt of any PurchasieQplaced with less than the requisite
Purchase Order Lead Time.

3.4 IBM will specify the Scheduled Shipm®ate for the Products ordered in the applic8alles Acknowledgment. For Products
ordered with less than the requisite Purchase Queled Time, if the Scheduled Shipment Date diffess the requested shipment date, the
Designee may, at its option: (i) cancel all or goytion of the Purchase Order without liabilitylBM provided it does so in accordance with
Section 5.1, below; or (ii) require that IBM delivie Products ordered using priority freight detiwvwith incremental freight charges at the
Designee’s expense.

3.5 In the event that IBM determines igcdntinue the manufacture of a Product under tipeeédment, IBM will provide Apple with
written notice of such discontinuance, which no#gmple may provide to Designees authorized to pasefthat Product.

4.0 DELIVERY

4.1 The Designee is responsible forraight and duty charges from IBM’s shipping locatioTitle and risk of loss will pass to the
Designee upon tender to the carrier for shipmestithh Designee.

4.2 In the event that IBM and Apple ernitdo an agreement to provide just-in-time delivefyProduct utilizing hub locations, Designee
will be provided with written notice of the applla terms and conditions of such agreement.

4.3 If IBM or its Plant foresees any slypgonstraint with respect to an accepted Purcasler, IBM will provide prompt notice to
Apple and to the Designee who placed the PurchaderOlf IBM’s supply of the Product and / or Siees becomes constrained for any
reason, IBM may reduce the quantities of Produatk/ar Services to be supplied to Designees.
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4.4 If IBM or its Plant foresees any dety delay with respect to an accepted PurchaserQiBM will provide prompt notice to Apple
and the Designee who placed the Purchase Ord8r. [*

5.0 CANCELLATION AND RESCHEDULING

5.1 Cancellation. Designees may canoegated Purchase Orders for Products for theireaience at any time, provided they pay
IBM or its Plant applicable cancellation chargesetsforth in this Section 5.1.

51.1 Exhibit 4 Products. Designees mayebRurchase Orders for Exhibit 4 Products (andathgr ASIC Product that the
parties may agree to treat in a similar mannefyauit charge, provided they give IBM written notft§ prior to the original
Scheduled Shipment Date. If the Designee provi@&swritten notice canceling a Purchase Order fartsProducts [**] prior to th
original Scheduled Shipment Date, the Designeepail IBM [**] of the purchase price of the Productslered. Promptly after
receiving notice canceling a Purchase Order foiilkitxh Products, IBM will provide Apple and the Dgisee who placed the
Purchase Order written notice of any applicableceation charges. The Designee will promptly afeeeiving IBM’s notice, issue
a Purchase Order to IBM for such charges, and IBMinvoice the same upon receipt.

51.2 Other Products. If the Designee mlesilBM written notice canceling a Purchase Ordeahy other Product, the
Designee shall pay the cancellation charges sttt fiothe applicable Attachment to the AgreemdBiM will provide Apple and the
Designee prompt written notice of any applicablecedlation charges. The Designee canceling thehaser Order will, upon
receipt of IBM’s written notice, promptly issue arBhase Order to IBM for such charges and IBM imioice the same upon
receipt.

5.2 If a Designee cancels a Purchaser@od&ervices for its convenience, IBM will cedaether work in connection with the Purchi
Order and the Designee will pay IBM for reasonatsts actually incurred by IBM pursuant to suchcRase Order before the Designee’s
notice of cancellation. IBM must make its claim éancellation charges and provide supporting d@mntation within forty-five (45) days of
the date of cancellation. Any claim not made witkich forty-five (45) day period will be deemedwea. In the event IBM is more than
twenty-one (21) days late in completing a Purcl@ier for Services, the Designee may cancel suothBse Order and the Designee’s sole
obligation will be to pay IBM for any deliverablesdered pursuant to that Purchase Order that vetually completed or delivered by IBM
before the Designee’s notice of cancellation, medithat any periods of such delay that were camgédlde Designee shall be excluded for
purposes of calculating the length of the delagheder.

5.3 Rescheduling. The Designee may ezhde accepted Purchase Orders for Products indarooe with this Section 5.3.
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5.3.1 Exhibit 4 Products. The Designee mesghedule a Scheduled Shipment Date for an ExhiBibduct or any other ASIC
Product that the parties may agree to treat iméesi manner to a later date provided: (i) it seif8M or its Plant written notice of
the request to reschedule; (ii) the Product be#sghreduled has not yet been shipped; and (iilagheested rescheduled shipment
date is within ninety (90) days after the origiSagheduled Shipment Date. If the foregoing requénets are met, no cancellation or
other charge will be imposed by IBM or its Plant fescheduling.

5.3.2 Other Products. The Designee mayhezhde an order for any other Product to a latéx daly upon prior written notice
to IBM and as set forth in the applicable Attachirterthe Agreement. In the event of a reschediiielwexceeds the rescheduling
rights set forth in the applicable Attachment, IBMy invoice the Designee the quoted price for awglicts that were delivered or
ready for shipment pursuant to that Purchase Qnd¢ne date the Designee’s notice was receivedbyar its Plant, and the
cancellation charges set forth in the applicabla&tment for any Products on that Purchase Ord¢mtbre not already delivered or
ready for shipment when IBM or its Plant receivadtsnotice.

5.4 Product Remix without Charge. Desiggmay request that IBM or its Plant ship a diffiémix of Products than those originally
ordered. IBM or its Plant will agree to do so weitih charge provided: (i) the Designee gives writtetice to IBM or its Plant, as the case
may be, at least [**] before the Scheduled Shipnizate; (i) all substituted Products are withie ftame Product-family as those originally
ordered. Products that utilize the same desigisimy materials and manufacturing process fromewsfart to module final test are within
same Product-family; (iii) the total number of @nitrdered remains the same; (iv) the change wilhawe any significant negative
manufacturing or financial impact to IBM or its Rtan IBM or its Plant’s sole and reasonable judgimand (v) subject to availability of
Products that permit the requested remixing. Chsutigat do not meet the requirements of this Seatiay be accepted for similar treatment
in IBM’s or its Plant’s sole discretion. If IBM dts Plant agrees to change an order as descrittbisiSection, as a condition of obtaining
such agreement, the Designee will promptly carfeebriginal Purchase Order without incurring angagdlation or other charge and place a
new one for the modified Product mix.

6.0 PRICES AND PAYMENT

6.1 Prices for Products shall be as detexd between IBM and Apple. Apple or IBM will riigtDesignee of the price of each Product
Designee is authorized to purchase.

6.2 Invoices and Payments. IBM or itarPishall invoice the Designee after the Produat® been shipped, or the Services provided.
Payment will be due within thirty (30) days aftketdate of invoice. Late payment of invoices maybsessed a charge equal to the lesser of
one
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and one-half percent (1.5%) per month or the sidtytmaximum rate of interest in accordance with taws of the State of New York. In
addition, if a Designee’s account balance exceeguseAs credit limit with IBM, or becomes delinquetBM may stop shipments to the
Designee or ship on a prepaid basis until the atdsicompliant.

7.0 CONFIDENTIAL INFORMATION
7.1 The terms and conditions and thetemce of this Term Sheet are “Confidential Inforimalt subject to the terms and conditions of

the confidentiality agreement signed by the Deségamed Apple. Designees shall not disclose the tamdsconditions of this Term Sheet to
any third party without the prior written consefiboth IBM and Apple.

8.0 LICENSE
8.1 No license, immunity or other rightgranted herein to any Designee whether directbyomplication, estoppel or otherwise, with

respect to any patent, trademark, copyright, maskwrade secret, utility, model, or know-how,ather intellectual property right of IBM.
Nothing herein shall abrogate any rights that miégeaby operation of the patent exhaustion doct

9.0 TRADEMARK
9.1 Nothing in the Agreement or this Te3heet grants Designee or either party any rightssé either party’s or the Designee’s
trademarks or trade names, directly or indiredtlygonnection with any product, service, promotionto make any publication or publicity
without prior written approval of the other partyttademark or trade name owner.
10.0 WARRANTIES
10.1 Product Warranty.
10.1.1  PowerPC Warranty. IBM warrants eacwd&®C Product delivered hereunder to be free frefaals in material and
workmanship and to comply with Product specificasi@t the time of manufacture, as agreed in writinéBM and Apple, for the
notice period of [**] from the date of shipment.
10.1.2  ASIC Product Warranty. IBM warrantsA$IC Products delivered to be free from defentmiaterial and workmanship

and conform to the Product specifications as
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set forth in the RTM for the notice period of [*ffom the date of shipment. Apple acknowledges tiatfunctionality of ASIC
Products may be contingent on Apple’s designs giredefore, Apple agrees that such warranty doegmaly to the functionality of
ASIC Products designed by Apple and manufacturelBb under this Agreement except to the extentléto& of functionality is
due to a defect in materials or workmanship.

10.1.3  Other Product Warranty. IBM warrartother standard Products delivered to be fremfdefects in material and
workmanship and to conform to the Product Spedifics for the notice period of [**] from the daté shipment unless otherwise
stated in an Attachment to the Agreement applicabiich standard Products, and all other custa@duets delivered to be free
from defects in material and workmanship for th&éaperiod of [**] from date of shipment unleshetwise stated in an
Attachment to the Agreement applicable to suchaznd®roducts. Such warranty does not apply touhetfonality of custom
Products designed by Apple and manufactured by iBller the Agreement except to the extent the laéknetionality is due to a
defect in materials or workmanshigBM warrants Services will be performed using rewue care and ordinary skill.

10.2 The Product warranty does not incldelects in or failures of Products that result frigyran Apple-supplied design; (ii) matters not
covered in the Product specification or use outsidbe intended operating environment set fortthaapplicable Product specifications; (iii)
accident, disaster, neglect, abuse, misuse, imptapelling, testing, storage or installation aftelivery to the carrier, including improper
handling in accordance with generally acceptalscssensitive electronic device handling requiretag(iv) alterations, modifications or
repairs by Apple or third parties not authorizedBW in writing; (v) removal or alteration of lakeby Apple or a third party; or (vi) failure
caused by a product which IBM did not provide arvidiich IBM is not responsible. IBM does not wantraninterrupted or error free
operation of the Products or that IBM will correditdefects.

10.3 THE FOREGOING WARRANTIES ARE IN LIEUFOALL OTHER WARRANTIES, EXPRESS OR IMPLIED, INCLUDIG
THE IMPLIED WARRANTIES OF MERCHANTABILITY, FITNESSOR USAGE FOR PARTICULAR PURPOSE OR NON-
INFRINGEMENT.

10.4 This warranty is not transferable. déarse of dealing, course of performance, usagedé, or description of Product or Service
shall be deemed to establish a warranty, expresspied.

10.5 If a Designee claims that any ProdactServices are nonconforming, the Designee stigromptly notify IBM, in writing, of the
basis for such claim of nonconformity; (ii) folloMBM'’s instructions for the prompt return of the Bwts; and (iii) return such Products
freight collect to IBM’s designated facility. 1BM determines that the returned Products are
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nonconforming and such returned Products were slipgth Apple’s consent prior to their qualificatidBM will, at IBM’s option, repair or
replace the defective Products, or issue a credihe purchase price. If IBM determines the Potslare nonconforming and they were
shipped subsequent to their qualification, IBM wsBue a credit or rebate for the purchase price.

10.6 Prior to returning any defective Prctduo IBM, the Designee shall obtain a Return Mandlise Authorization number (“RMA”)
from IBM (which IBM will provide to the Designee thin [**] of the Designee’s request) and provide gpecific description of the problem,
by part number for the total quantity of the defezProducts. The Designee shall only return seeequantity authorized in each RMA by
following IBM’s RMA instructions . Each shippingntainer shall contain only one (1) RMA.

10.7 IBM’s sole liability and the Designse&xclusive remedy for breach of warranty shaliféed as stated in this Section 10.

11.0 UTILIZATION OF PRODUCTS

11.1 All Products purchased under the Agiexa will be: (i) incorporated into and made atdrApple products; or (i) combined with
Apple products for sale or lease as an Apple systertiii) sold or leased in incidental additiortplantities for sale or lease directly to an
unaffiliated third party in conjunction with an tafled Apple system, or (iv) scrapped.

12.0 CHANGES TO SCOPE OF WORK

121 With respect to Services contracted&yeunder, Apple may, at any time and from tim#ére, by written notice to IBM, request
changes to the Products, specifications or workecd he parties shall promptly amend the releddt@chment to the Agreement to
incorporate any agreed changes and provide a dape same to the Designee.

12.2 IBM shall give Apple prior notice afigineering changes affecting the form, fit or fuoietof a Product as set forth in the above-
described JEDEC standard in accordance with tinestand conditions of the Agreement. IBM will, thafter, provide Designees with

written notice of any such engineering change.

13.0 EXPORT AND OTHER LAWS, REGULATIONS AND ORDINANCES

13.1 The Designee will comply, at its owmpense, with all applicable United States (fedestate and local), European Union, and other

country or country group laws, regulations and madices, and shall procure all licenses and perarnitsshall comply with all relevant export
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license terms, conditions and provisos regardléss whom (which party under the Agreement) thetise was issued, and pay all fees and
other charges required thereby. Such laws, régnmand ordinances include the regulations ofil& Government relating to export and
re-export. Regardless of any disclosure made to tBlsin ultimate destination of any Products orteglaechnical data, or any system
incorporating them, the Designee will not expoither directly or indirectly, any Product or reldteechnical data, or system incorporating
them without first obtaining required licenses ermits from all relevant government agencies ordpents. IBM will provide Designees
with information regarding any standard Productseasonably required to assist Designees in obtaslich documents and approvals.

13.2 Designees will keep suitable recoodsitow compliance with this Section 13. At the ejlof either party and pursuant to a request
by a responsible government agency, the Designiédemonstrate to the requesting party that itfndlg complied with the terms and
conditions of this Section.

13.3 Whenever IBM secures an export licdasa Product, IBM will be the exporter of recdat all exports of such Product, and
Designees will utilize an IBM-approved (such ap@iawot to be unreasonably withheld) freight forweartbr shipment of the Product to the
agreed-upon destination point.

13.4 Whenever IBM arranges for export opam of custom Products, with respect to all refg\governmental and administrative
authorities, including the United States and Euaopdnion, Designees: (i) agree to cooperate inighoy all information necessary to
determine all relevant export authorizations anexjort and import the Products and technical datdyding as applicable the Export
Classification Control Number (ECCN) and subheaslirmgd (ii) agree to assist with obtaining any remllicenses and authorizations for
export and import of Products and technical dathwith making any required filings.

14.0 GENERAL
14.1 The Agreement is not intended to amebchot benefit Designees.

14.2 No Designee has the power, and willhwdd itself out as having the power, to act foirothe name of or to bind any party to the
Agreement.
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Exhibit 3: Apple Forecast Template

FQ1
Oct-02 Nov-02 Dec-02 (CQ4'02) Jan-03 Feb-03 Mar-03

Prc-Desktop
PN1 (part # or

description) 0
PN2 (part # or

description) 0
PN3 (part # or

description) 0
PN4 (part # or

description) 0
PN5 (part # or

description) 0
PNG6 (part # or

description) 0

0 0 0 0 0 0 0

Consume-Desktop
PN1 (part # or

description) 0
PN2 (part # or

description) 0
PN3 (part # or

description) 0
PN4 (part # or

description) 0
PN5 (part # or

description) 0
PNG6 (part # or

description) 0



Server
PN1 (part # or
description)
PN2 (part # or
description)
PN3 (part # or
description]
PN4 (part # or
description,
PN5 (part # or
description)
PNG6 (part # or
description)

Prc-Portable
PN1 (part # or
description)
PN2 (part # or
description)
PN3 (part # or
description)
PN4 (part # or
description,
PN5 (part # or
description)
PNG6 (part # or
description)

Consume-Portable
PN1 (part # or
description)
PN2 (part # or
description)
PN3 (part # or
description)
PN4 (part # or
description)
PN5 (part # or
description)
PNG6 (part # or
description)

U3

* Demand
U3 Lite

* Demand




Exhibit 3: Apple Forecast Template (continued)

FQ2 FQ3
(CQ103) Apr-03 May-03 Jun-03 (CQ2'03) Jul-03 Aug-03
Prc-Desktop
PN1 (part # or
description] 0 0
PN2 (part # or
description) 0 0
PN3 (part # or
description) 0 0
PN4 (part # or
description) 0 0
PN5 (part # or
description) 0 0
PNG6 (part # or
description) 0 0
0 0 0 0 0 0
Consume-Desktop
PN1 (part # or
description) 0 0
PN2 (part # or
description) 0 0
PN3 (part # or
description) 0 0
PN4 (part # or
description) 0 0
PN5 (part # or
description) 0 0
PNG6 (part # or
description) 0 0
0 0 0 0 0 0
Server
PN1 (part # or
description) 0 0
PN2 (part # or
description) 0 0
PN3 (part # or
description) 0 0
PN4 (part # or
description) 0 0
PN5 (part # or
description) 0 0
PNG6 (part # or
description) 0 0
0 0 0 0 0 0
Prc-Portable
PN1 (part # or
description) 0 0
PN2 (part # or
description] 0 0
PN3 (part # or
description) 0 0
PN4 (part # or
description) 0 0
PN5 (part # or
description) 0 0
PNG6 (part # or
description) 0 0
0 0 0 0 0 0
Consume-Portable
PN1 (part # or
description) 0 0
PN2 (part # or
description) 0 0
PN3 (part # or
description) 0 0

PN4 (part # or



description)

PNS5 (part # or
description)

PNG6 (part # or
description)

U3

* Demand
U3 Lite

* Demand




Exhibit 3: Apple Forecast Template (continued)

FQ4 FQ1
Ser-03 (CQ3'03) Oct-03 Nov-03 Dec-03 (CQ4'03) Jan-04
Prc-Desktop
PN1 (part # or
description] 0 0
PN2 (part # or
description) 0 0
PN3 (part # or
description) 0 0
PN4 (part # or
description) 0 0
PN5 (part # or
description) 0 0
PNG6 (part # or
description) 0 0
0 0 0 0 0 0
Consume-Desktop
PN1 (part # or
description) 0 0
PN2 (part # or
description) 0 0
PN3 (part # or
description) 0 0
PN4 (part # or
description) 0 0
PN5 (part # or
description) 0 0
PNG6 (part # or
description) 0 0
0 0 0 0 0 0
Server
PN1 (part # or
description) 0 0
PN2 (part # or
description) 0 0
PN3 (part # or
description) 0 0
PN4 (part # or
description) 0 0
PN5 (part # or
description) 0 0
PNG6 (part # or
description) 0 0
0 0 0 0 0 0
Prc-Portable
PN1 (part # or
description) 0 0
PN2 (part # or
description] 0 0
PN3 (part # or
description) 0 0
PN4 (part # or
description) 0 0
PN5 (part # or
description) 0 0
PNG6 (part # or
description) 0 0
0 0 0 0 0 0
Consume-Portable
PN1 (part # or
description) 0 0
PN2 (part # or
description) 0 0
PN3 (part # or
description) 0 0

PN4 (part # or



description)

PNS5 (part # or
description)

PNG6 (part # or
description)

U3

* Demand
U3 Lite

* Demand




Exhibit 3: Apple Forecast Template (continued)

FQ2 FQ3
Feb-04 Mar -04 (CQ1'04) Apr-04 May-04 Jun-04 (CQ2'04)
Prc-Desktop
PN1 (part # or
description] 0
PN2 (part # or
description) 0
PN3 (part # or
description) 0
PN4 (part # or
description) 0
PN5 (part # or
description) 0
PNG6 (part # or
description) 0
0 0 0 0 0 0
Consume-Desktop
PN1 (part # or
description) 0
PN2 (part # or
description) 0
PN3 (part # or
description) 0
PN4 (part # or
description) 0
PN5 (part # or
description) 0
PNG6 (part # or
description) 0
0 0 0 0 0 0
Server
PN1 (part # or
description) 0
PN2 (part # or
description) 0
PN3 (part # or
description) 0
PN4 (part # or
description) 0
PN5 (part # or
description) 0
PNG6 (part # or
description) 0
0 0 0 0 0 0
Prc-Portable
PN1 (part # or
description) 0
PN2 (part # or
description] 0
PN3 (part # or
description) 0
PN4 (part # or
description) 0
PN5 (part # or
description) 0
PNG6 (part # or
description) 0
0 0 0 0 0 0
Consume-Portable
PN1 (part # or
description) 0
PN2 (part # or
description) 0
PN3 (part # or
description) 0

PN4 (part # or



description)

PNS5 (part # or
description)

PNG6 (part # or
description)

U3

* Demand
U3 Lite

* Demand




Exhibit 4: [**]

[**] = information redacted pursuant to a confidi@htreatment request.
Such omitted information has been filed separatatly the Securities and Exchange Commission.

[**] = information redacted pursuant to a confidi@htreatment request. Such omitted informatios Ixeen filed separately with the Securi
and Exchange Commission.




EXHIBIT 5
DEFINITIONS AND PRICING FOR EXHIBIT 4 PRODUCTS

1. DEFINITIONS

Whenever used in this Exhibit or in Exhibit 4, foowing terms will mean:

11 [**]
1.2 |
1.3 [**]
1.4 **]
15 **]
1.6 **]
1.7 [**]
1.8 “Performance Milestone” means the date by which IBMst make available a Product meeting requirements specified in Exhi

4, including: [**].

1.9 [**]

1.10 [**]

111 [*

1.12 [**]

113 [

114 [

115 [

2. MICROPROCESSOR PRICING

2.1 Purchase Price. The purchase price, in U.S. Bo{i&tSD”), for those microprocessor Products sethfin Exhibit 4 and purchased

by Authorized Purchasers or Designees beginninghi2et21, 2002 and throughout the period coveretthisyAgreement will be as follows:

[**] = information redacted pursuant to a confidi@htreatment request. Such omitted informatios Ixeen filed separately with the Secur
and Exchange Commission.




211 [

212 [
2.2 [*+]
3. NORTHBRIDGE PRICING
3.1 [*4]

311 [

312 [
4, SOUTHBRIDGE PRICING
4.1 [*4]

[**] = information redacted pursuant to a confidi@htreatment request. Such omitted informatios Ixeen filed separately with the Securi
and Exchange Commission.




PowerPC Product Attachment No. 1
To Custom Sales Agreement No. 000451

Attachments are governed by the terms and conditidthe Base AgreementNo additional signature shall be required on Prodxhibit 1
to this Attachment No. 1 for it to become effectiv@ubsequent Product Exhibits to this Attachmeumstrbe signed by the parties to become
effective.

1.0 Term

The term of this Attachment is coextensive with témen of the Base Agreement.

[**] = information redacted pursuant to a confidi@htreatment request. Such omitted informatios Ixeen filed separately with the Secur
and Exchange Commission.




Product Exhibit 1 to PowerPC Product Attachment No.1

To Agreement No. 000451

Current IBM’s Part Numbers, Apple’s Part Numbersnishum Order Quantities (“MOQ”), Shipment Pack Qtites (“SPQ”), minimum
amounts of time between receipt of Purchase OnugiSzheduled Shipment Dates (“Purchase Order Lend").

Prices for Product are set forth in Exhibit 5 te Base Agreement.
The Products set forth in this Product Exhibit PwerPC Product Attachment No. 1 are standarduetsd
Effective Date: October 21, 2002

Purchase Order
Products IBM’s P/N Apple’s P/N MOQ * SPQ * Lead Time
[**] [**] [**] [**] [**] [**]
[**] [**] [**] [-k*] [-k*] [**]
[**] [**] [**] [-k*] [-k*] [**]
[**] [**] [**] [-k*] [-k*] [**]
[**] [**] [**] [-k*] [-k*] [**]
[**] [**] [**] [**] [**] [**]
[**] [**] [**] [**] [**] [**]
[**] [**] [**] [**] [**] [**]

* IBM will consider Apple requests for alternatiOQ and SPQ quantities under special circumstaswels as the discontinuance of the
manufacture of a Product pursuant to Section 3theBase Agreement.

[**] = information redacted pursuant to a confidi@htreatment request. Such omitted informatios Ixeen filed separately with the Secur
and Exchange Commission.




ASIC Product Attachment No. 2
To Custom Sales Agreement No. 000451

Attachments are governed by the terms and conditidthe Base AgreementNo additional signature shall be required on Prodixhibit 1

to this Attachment No. 2 for it to become effecti@ubsequent Product Exhibits to this Attachmems$trbe signed by the parties to become
effective.

The parties recognize and agree that the develapofigime ASIC Products set forth in Product Extshia this Attachment is governed and
controlled by the ASIC Development Agreement, Agreat No. 000798, last signed by the parties onedaiper 26, 2001.

1.0 Term

The term of this Attachment is coextensive with témen of the Base Agreement.

[**] = information redacted pursuant to a confidi@htreatment request. Such omitted informatios heen filed separately with the Securi
and Exchange Commission.




Product Exhibit 1 to ASIC Product Attachment No. 2
to Agreement No. 000451

U3 ASIC / Northbridge

1.0 Product Name and Description

Product Type ASIC
Apple’'s Product Name [**]
Process Technolog [**]
Chip Image Descriptior [**]
Package Descriptiol [**]

The Product set forth in this Product Exhibit JABIC Product Attachment No. 2 is a custom Product.

2.0 Purchase Order Lead Times:(includes purchase order approval and manufacfuead time):
Production: [**]
3.0 Pricing

Product unit pricing: Set forth in Exhibit 5 toet Base Agreement.
4.0 Minimum Order Quantities / Minimum Ship Pack Quantities:

The following Minimum Order Quantities (MOQ) andimimum Ship Pack Quantities (SPQ) shall apply td>afchase Orders for Product.
Purchase Orders must be placed in increments dfid@ and SPQ.

Product MOQ* SPQ**
[-k*] [-k*] [-k*]

* units per order
** units per shipment

IBM will consider Apple requests for alternative N)JGand SPQ quantities under special circumstanadsasuithe discontinuance of the
manufacture of a Product pursuant to Section 3theBase Agreement.

[**] = information redacted pursuant to a confidi@htreatment request. Such omitted informatios Ixeen filed separately with the Secur
and Exchange Commission.

Exhibit 14.1

Ethics

The way we do business worldwide
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1. Fundamental Principles

Underlying the way we do business at Apple is amalémental principle: use good judgment. To gigemtext for using good judgment, set
forth below are some of the basic legal and etlgeshmeters under which Apple operates. Applepigtdicly held company, and as such,

a responsibility to its shareholders to pay coristttention to all legal and ethical boundaries tmdomply with all applicable laws. Apple
has the same obligation to the communities in witidoes business and to the customers with whalods business.

Although no two situations are alike, Apple aimsdonsistency and balance when encountering anga¢ibsues. At the same time, Apple
understands that each employee is responsibladariher own actions. No one will be excusedniisconduct directed or requested by
someone else. Part of your job and ethical respitibsis to help enforce these ethics guideliné&u should be alert to possible violations
and report possible violations to the Human RessuRdepartment or the Law Department. You must edp in any internal or external
investigations of possible violations. Repris#tseats, retribution or retaliation against anysperwho has in good faith reported a violation
or a suspected violation of law, these ethics dinids or other Apple policies, or against any panaio is assisting in any investigation or
process with respect to such a violation, is pritdib

Apple employees are expected to refer to Applderiral Web site for specific internal policies grdcedures for implementing the general
principles set forth below.

The way Apple does business centers on six simgtergl standards:

»  Apple expects its employees, including those ofitissidiaries worldwide, and third parties with whépple does business, to maintain
the highest standards of business conduct.

»  Apple expects its employees to be totally honedteathical in all Apple business dealings.
*  Apple expects its employees to avoid situationsre/faeconflict of interest might occur or appeaotour.

*  Apple expects its employees to respect the cortiialéy of Apple information and the information dfird parties, including our
customers and our vendors.

»  Apple conducts its business in accordance with@tlicable laws and rules, and in such a way ast&in the highest standards of
corporate citizenship, and expects the same oéthath whom we do business.

*  Apple conducts its business so that the commuriitigghich we operate are benefited by our presence.
Apple may take action against any employee, indégeincontractor, consultant, or other party whadmas violate Apple’s standards,

policies, or guidelines. Such disciplinary actioay include termination of employment or other wiegkrelationship, and may subject the
person or party to civil and criminal sanctions.
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2. Responsibilities to Apple
A. Opportunity is for everyor

Apple encourages a creative, culturally diverseé, supportive work environment. Apple will not tadée discrimination, harassment, slurs,
jokes or threats based on a pe’s race, color, sex, sexual orientation, gendentitiecharacteristics or expression, religion, oaél origin,
age, marital status, disability, or veteran staflisis applies to employees, applicants for empleyior others who may be present in the
workplace at any Apple location.

Any Apple employee who believes he or she has desmiminated against or harassed, or has witnessed action, is strongly encouraged
to report the incident to any member of the HumasdRirces Department or to any manager.

B. Confidential informatio

Apple’s success is a direct result of its techniialy innovative products. The company’s contidseiccess and growth depends on our
ability to preserve the confidentiality of our caténtial, proprietary and trade secret informatiamwell as that of others in our possession.
Each Apple employee has the duty to respect anégirthe confidentiality of all such informatioEmployees (including temporary workers,
consultants and independent contractors) are exghéatread and to comply with Apple’s informatialtection practices, including
information classification, and procedures for Hargdconfidential information. Employees must atsmmply with Apple’s policies with
respect to personal information of our customersddition to complying with all applicable lawswgoning Apple’s use of such personal
information, worldwide.

No Apple employee, employee of a temporary ageoicindependent contractor shall disclose any Appl&idential, proprietary, or trac
secret information to an outside party unless dhaaized Apple representative has previously sigaedppropriate agreement or license
approved by the Apple Law Department. No Apple lxyge, employee of a temporary agency, or indepgnatntractor shall use or discl
to any other party any confidential, proprietanyd drade secret information in Apple’s possessigioiging to a third party unless authorized
by the third party to do so, and until the partyeiging the information has signed an appropriatgfidentiality agreement with Apple.

To protect Apple’s interests in its research angettijpment investment, any unsolicited thparty confidential information sent to Apple m
be refused or, if inadvertently received by an Apginployee, sent to the Apple Law Department fprggriate disposition. Employees must
be careful not to use or disclose, at Apple, infation of former employers or other third parties.

C. Public communications

Apple has specific policies regarding who can comicate information to the press and the finanamalygst community. All inquiries or ca
from the press and financial analysts should berredl to the Investor Relations Department or thidi® Relations Department. Apple has
designated its CEO, CFO, Corporate Controller, Juezr and Investor Relations Department as
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official Apple spokespeople for financial mattesspple has designated its Public Relations Departras official Apple spokespeople for
marketing, technical and other such informatiomleds authorized by the Investor Relations DepartmePublic Relations Department,
these designees are the only people who may consateniith the press and financial analysts.

D. Use of Apple equipment and electronic sysemiscommunication

Apple equipment, networks and electronic systemsh(ss Internet access, voicemail, e-mail, instagsaging and AppleWeb) are provided
to help employees perform their duties while suppgrApple’s business needs, and are for Applermss use. Apple equipment, networks
and electronic systems should be used only for &ppkiness-related purposes; incidental persoeabysermitted on a limited basis. Use of
Apple-owned equipment for non-Apple commercial issgrohibited.

Apple equipment, networks, mail and electronic syt are provided for use in conducting Apple bissinso there should be no expectation
of privacy in files, voicemail, e-mail or Internete. Management may at any time review and moaitgrApple equipment, networks, mail
or electronic systems, whether used for businegg@onal purposes, unless and to the extentubhtreview and monitoring is otherwise
prohibited or limited by applicable law.

E. Conflicts of interes

Conflicts of interest can compromise an employbe'siness ethics. At Apple, a conflict of interissany activity that is inconsistent with or
opposed to Apple’s best interests, or that givesathpearance of impropriety. The way to identifoaflict is to decide whether there is
potential for even the appearance of divided lgyait the part of the Apple employee. Common avezere conflicts of interest may occur
are described below. Although these focus on eyels, activities of employeesimily members, household members and other thirtigs

in significant relationships with employees shoallsb be examined for any circumstances which mag gse to a conflict of interest,
impropriety, or ethical or legal risks, whetherlreaperceived, for Apple or the Apple employeegi@ples of significant relationships include
domestic partners, dating relationships, and bssipartnerships outside of Apple).

Payments to or from third partie All Apple employees must pay for and receive ahiyt which is proper. Apple will make no paymeuoits
promises to influence another’s acts or decisiand,the company will give no gifts beyond thoseseded in normal business dealings. At a
minimum, Apple will observe all government restocis on gifts and entertainment.

Interests in other business: Apple employees must avoid any direct or indifewncial or other relationship that could causeédgd

loyalty. This type of relationship could includer example, membership on the board of directbemnooutside commercial or nonprofit
enterprise. Apple employees must receive writtemgssion from the Apple Senior Vice President fogit organization before beginning any
employment, business, consulting, financial, oeotielationship with another company if the propbaetivity is in Apple’s present or
reasonably anticipated future business; uses apjeAp third-party confidential, proprietary, oatie secret information; or relates to the
services performed by the employee on behalf ofl@pphis does
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not mean, however, that family members are preddiden being employed by one of Apple’s customeosnpetitors, or suppliers.

Corporate opportunitiesApple employees must not exploit for their own pe gain opportunities that are discovered thrahghuse of
Apple property, information, or position unless tportunity is disclosed fully in writing to AppgeBoard of Directors and the Board of
Directors declines to pursue the opportunity.

Projects or inventionsBefore beginning work on any project or inventioniside the course and scope of an emplayeerk for Apple, tha
will involve any Apple time, equipment, or matesiabr that relates to Apple’s present or reasonablicipated future business, Apple
employees must receive the written permission ®#pple Senior Vice President for their organizatio

Investments Passive investments of not more than one perceaotaifoutstanding shares of companies listed oati@nal or international
securities exchange, or quoted daily by NASDAQror ather board, are permitted without Apple’s appipprovided the investment is not
so large that it creates the appearance of a cooflinterest, and provided it does not involve improper use of confidential or proprietary
information.

Market intelligence.Though market intelligence is important, only authed Apple employees should obtain it, and onlgtiaightforward
ways. Apple and its employees must never acceps@information otherwise presented. Apple emgdgymay not contact competitors for
market intelligence.

Family. Apple employees should avoid conducting Apple bessrwith members of their families (and others wittom they have
significant relationships) in another company osibass, unless they have prior written permissiomfthe Apple Senior Vice President for
their organization. Apple employees must avoidraad reporting relationship within Apple with anyember of their family or others with
whom they have a significant relationship. Appiepdoyees must also avoid any direct or indirectfiicial, business, consulting, or other
relationships that could cause divided loyalty egslthe employee has first obtained written perarissom the Apple Senior Vice President
for his or her organization.

Tips, gifts, and entertainmentApple employees must not give or receive valugiits, including gifts of equipment or money, disaits, or
favored personal treatment, to or from any perssoeiated with Apple’s vendors or customers. Syifth (including advertising novelties,
favors, and entertainment) are allowed only whenfttiowing conditions are met:

e They are consistent with our business practices.

e They are of limited value (US$100 or less).

»  They do not violate any applicable law.

»  Public disclosure would not embarrass Apple.

*  They are not given to any government personneltfgeéDealing with government contracts” sectioaldw).

Page 6




This is not intended to preclude Apple from reaagvor evaluating appropriate complimentary prodacis services. It is also not intended to
preclude Apple from making a gift of equipment tocampany or an organization, provided that theigiffiven openly, with full knowledge

by the company or organization, and is consistétiit applicable law and Apple’s business interestss also not intended to preclude
Apple’s attendance at social functions, providechsattendance is approved by management and dopsasent a conflict of interest or the
appearance of a conflict of interest.

In some circumstances, local custom in countrigerathan the United States may call for the excharigifts having more than nominal
value as part of a business relationship. In tls@aations, gifts may be given or received onlthgy comply with written guidelines that he
been approved by Apple’'s managing director forabentry and the Apple Law Department. Such gifés/ibe accepted only on behalf of
Apple (not an individual) and must be turned owetite Human Resources Department for appropriamodition. In all cases, the exchange
of gifts must be conducted so there is no appearahimpropriety.

No “kickbacks” of any type may be given to any customer vendor's employees or representatives. Nkback of any type may be
received by any Apple employee, particularly thims@lved in any Apple business transaction, inahgdpurchasing goods or services for
Apple.

Outside vendors (including temporary agencies amttractors). When dealing with any outside vendors or potenéaldors, Apple
employees must maintain the highest ethical stalsda®©nly arm’s-length transactions should be coteti Employees of outside vendors
are also expected to maintain the highest ethieabdsrds, including maintaining the confidentiabifyany Apple and third-party information
that they receive.

Honoraria. Speaking at events, when it is determined taonb¥piple’s best interests, is considered part oémployee’s normal job
responsibilities. Because employees will be corsptad by Apple for most or all of their time sppreparing for, attending, and delivering
presentations approved by management, employeeafishat request or negotiate a fee or receive any bf compensation from the
organization that requested the speech, unlesntipboyee first receives express written authowzretiom the Apple Vice President for his
her organization.

These examples above do not list all possible misflout do illustrate some of the conflicts dkirest Apple employees must avoid.
Ultimately, it is the responsibility of each indilial to avoid any situation that would even appedre a conflict of interest or to be improp
Each employee should feel free to discuss any giateonflict of interest situations with his ort@anager or Human Resources, as
appropriate, or the Apple Law Department.

F. It's a matter of record

Records count. They are a vital part of maintajrarhigh level of ethical business transactionpplé records must be maintained and

disposed of properly, in accord with establishestpdures and Apple policies. All business and atting transactions must be fully and
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accurately described in Apple’s formal records, pagments on Apple’s behalf should never be makderdhan as described in the records.
At Apple, there is never any reason for false aleaiding entries, and there is no place for unolise or unrecorded funds, payments, or
receipts.

Apple is required by local, state, federal, foreggm other applicable laws, rules and regulatiorretiain certain records and to follow specific
guidelines in managing its records. Civil and ¢niah penalties for failure to comply with these dglines can be severe for Apple and its
employees, agents and contractors, and failurertgoty with these guidelines may subject an emplpgigent or contractor to disciplinary
action, up to and including termination of employrer business relationship at Apple’s sole disoret

A “legal hold” suspends all document destructiongedures in order to preserve appropriate recardsnspecial circumstances, such as
litigation or government investigations. Apple’aw Department determines and identifies what tyffescords or documents are required to
be placed under a legal hold. Every Apple emplpggent and contractor must comply with this poli€ailure to comply with this policy
may subject the employee, agent or contractorgdoiglinary action, up to and including terminatmiremployment or business relationship at
Apple’s sole discretion. Apple’s Law Departmentiwotify you if a legal hold is placed on recorfds which you are responsible. You then
must preserve and protect the necessary recoatardance with instructions from the Apple’s Lagdartment. RECORDS OR
SUPPORTING DOCUMENTS THAT HAVE BEEN PLACED UNDER A LEGAL HOLD MUST NOT BE DESTROYED, ALTERED

OR MODIFIED UNDER ANY CIRCUMSTANCES . A legal hold remains effective until it is offadly released in writing by Apple’Law
Department. If you are unsure whether a documasibleen placed under a legal hold, you should presad protect that document while
you check with Appl's Law Department. If you have any questions alioistpolicy you should contact Apple’s Law Depagtrh

All Apple bank accounts that are to be establighedt be approved and established by Apple’s Trgd3apartment. All payments must be
made by recorded and traceable methods: check®¢tgrdated), bank drafts, or bank transfers. pgments shall be made in cash, except
petty cash reimbursements.

3. Responsibilities to Others

A.  Putting the customer fir

Apple creates, manufactures, and markets compptimducts so people can use them to make their igtter. Apple strives to understand
our customersheeds, to provide customers with the tools andssiilenhance their use of Apple products, andetodurteous and instructiy

B. Quality in all we dt
There is no upper limit on the quality of the protduand services that we want to provide. Emplswgb®uld at all times strive for the highest

quality in all they do. No employee shall
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knowingly misrepresent in any way the conditioranf products. Testing must be done in a mannérérdies that products are being
designed and manufactured to meet all approprisdéty criteria. Accurate documentation of alltseesust be appropriately maintained.

C. Using Apple and third-party copyrighted madér

Unauthorized duplication of copyrighted computédtware and other copyrighted materials violatesl#éweand is contrary to Apple’s
standards of conduct. Apple will not tolerate thaking or use of unauthorized copies under anyinistances and will comply with the law
and all license or purchase terms regulating tieeofisiny software and other copyrighted materiasaaquire or use.

Apple employees sometimes need to use or creatke Appyrighted material to perform their jobs optepare Apple products and
promotional materials. Whenever Apple employeaspiorary agency employees, or contractors creabeiginal work of authorship that is
fixed in any tangible form, the creator of the wankist place Apple’s copyright notice on the workl ambmit a copyright disclosure form to
the Apple Law Department.

All Apple employees, temporary agency employeed,@mtractors must ensure that they use only aiztebcopies of copyrighted materials
while performing their jobs. Before an Apple emye, temporary agency employee, or contractor aisgshird-party material, an
appropriate license must be obtained. It is ag&ipple policy for any Apple employee, temporargeagy employee, or contractor to copy,
digitize, modify, translate, broadcast, performdstribute any part of a copyrighted work withdiast obtaining written permission from the
copyright owner. It is also against Apple polioyuse Apple facilities or equipment to make orribisite unauthorized copies of copyrighted
works. This policy applies whether the copiesiatended for personal use, internal use at Appleublic distribution.

D. Environmental health and saft

At Apple, meeting the challenges of rapidly expagdand changing technology means more than makfjriest products. We strive to
produce those products in a manner that conseneesrivironment and protects the safety and hehtthroemployees, our customers, and the
community.

To accomplish these objectives, Apple will:

Comply with applicable environmental, health, aatet/ laws and regulations in those countries iictvive do business.

Adopt our own corporate standards for protectiohwohan health and the environment.

Provide a safe work environment by integrating mgeehensive program of safety training and evabuati

Strive to anticipate future environmental, headtind safety risks and regulatory requirements, @ve la proactive approach to dealing
with them whenever appropriate.
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Apple has proved to be a leader in technology veadelieve that a comprehensive environmental healtl safety program is an essential
component of our forward-looking business approdhr goal of providing a safe work environment elegis on a conscientious effort and
commitment to excellence from all Apple employees.

4. Responsibilities to the Public
A. Buying and selling Apple sta

Apple’s Insider Trading Policy prohibits Apple erapées from making transactions (i.euying or selling) in Apple stock, including ogtis
and derivatives like puts and calls, at any timemthe employee may possess material informationtafypple that has not been publicly
disclosed. United States securities laws dictaigeftolicy, and it applies to all executive offisemembers of the Board of Directors,
employees, consultants and contractors, includiambers of their immediate families, and membetd@f households, who receive or have
access to material nonpublic information regardipgle

In addition, members of Apple’s Board of Directagggecutive officers and other individuals with agxéo material nonpublic information are
subject to additional restrictions on the tradifigtock, including mandatory “blackout periods” ohgr which they may not engage in any
Apple securities transactions.

Apple employees should review Apple’s Insider TradPolicy for more information, and to determinéhiy are restricted from trading
during blackout periods. A copy of this policy igadable to Apple employees on the HR Web Site ayime requested from Apple’s Law
Department. We strongly urge all Apple employeesta the Insider Trading Policy, paying particu&tention to the specific policies and
the potential criminal and civil liability and/oistiplinary action for insider trading violationsweh may include termination of employment.
Any questions about buying or selling Apple stobkidd be directed to the Apple Law Department.

B. Meeting export requiremer

Export laws that control commaodities that varioosg&rnments consider to be strategically importastially because the information and
products have the potential to be used for milifaugposes, regulate most of Apple’s confidenti&imation and products. Compliance with
export controls is critical to maintaining our gogbutation in the international business communijl Apple employees, temporary
employees, independent contractors and busineBepamust comply with Apple’s policies when expaytApple products, working with
technical data, traveling overseas, developing pewucts, and exporting third-party products.
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C. Dealing with government contracts and oth@vernment requirements

Special requirements may apply when contracting aity government body (including national, stateymcial, municipal, or other similar
government divisions in local jurisdictions). Apmmployees are expected to read and to complyaNi#ipplicable Apple policies and laws
relating to our dealings with governmental bodies.

Disclosure and certification requiremen In addition to Apple’s own general high standardposed on all Apple employees, government
agencies often place special disclosure and aatidin requirements on firms with which they doibass. These requirements impose on
Apple employees the need to be especially vigilamnsure that our general business practices wurttbspecial government pricing,
contracting, and certification requirements. @@ situations, for example, Apple may have tdifyethat it is supplying the government
with its lowest price charged to our commercialtoosers. Apple may also have to certify that iisgs have been arrived at independently,
that is, without any collaboration with a third fyar Apple depends on all of its employees to make that these and other promises to the
government are satisfied. Any doubts about suchemsashould be brought to the attention of the Ap@w Department.

Employment of former government employ Apple is committed to observing all laws limititlge duties and types of services that former
government and military employees may perform aglépmployees or as consultants to Apple. In thigdd States, for example, laws and
regulations prohibit employment negotiations witly government employee while he or she is parttiigan a matter involving Apple’s
interest. They also prohibit a former governmenpyee from acting on behalf of Apple in a mattewhich he or she participated
substantially while employed by the governmentat&and local employees are often subject to sifiitatations. Retired military officers
have additional restrictions on their dealings witdir former service. All questions in this ast@uld be directed to the Apple Law
Department.

Gratuities for government officialsin additional to the limitations that exist on@gie employees when giving or receiving any tipisgand
entertainment in the context of Apple business galye additional considerations may apply whenlidgawith government personnel and
their representatives.

Governments have wrestled with determining wheiftaoggratuity is a “bribe” or merely a “courtesy’As a result, in many instances
government regulations prohibit giving what migeem like a simple courtesy to a governmental enggdoyFor example, the regulations of
various United States government bodies prohibjileyees of contractor firms (firms doing businesthwhe government in the U.S., or a
subcontractor to those firms) from providing mead$reshments, entertainment, token gifts, or othesiness courtesies to government
employees or military personnel. Even if a patticeountry does not prohibit the above activititbg U.S. Foreign Corrupt Practices Act
places restrictions on American companies, and theal subsidiaries, doing business with governiaeagencies outside of the United
States.

There are some exceptions, though. For examphaaimy countries, but not the United States, ibissacdered common courtesy to provide
small gifts on certain occasions to governmenti@fs. Within limits appropriate to the countruch gifts may be permissible (see the
discussion of the Foreign Corrupt Practices Adiplwg Also, serving lunch to participants (incladigovernment officials) in a business
conference held on Apple premises is often not
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prohibited, if the purpose is to make the bestafs&pple’s time and that of any government employ&eeking advice from the government
employee in advance may help to avoid embarrassamehprotect the interest of Apple employees. tireowords, Apple employeessefore
offering even the most common amenities of this-sehould check with the government employee. rfuainstances warrant, employees
should check with the Apple Law Department to $edfering the courtesy is permissible in ordeatmid situations that are potentially
embarrassing or, possibly, illegal.

Kickbacks, bribes and the Foreign Corrupt Practiéed. Kickbacks and bribes to obtain business are agAipple’s business practices.
They are also against the law in almost every gguntthe world. The U.S. Foreign Corrupt Praciédet makes it illegal for a United States
citizen, a U.S. company and its U.S. and non-WSBsisliaries, and in some instances non-U.S. ndfipttoffer or to give anything of value,
directly or indirectly, to a foreign governmentiofél in order to gain or retain business or toaitan unfair competitive advantage over
competitors. Numerous countries have either pasiseithr laws or have committed to do so.

Apple employees may not, directly or indirectlyfesfor give any payment or other gift (includinguggment) that could even appear to be a
bribe, kickback, payoff, or other irregular typepafyment to a foreign government official to infhee an official act or decision. More
specifically, Apple employees may not make paymengive anything of value to foreign officials threir representatives for the purpose of
gaining or maintaining business or gaining an irppraadvantage.

These prohibitions apply to giving something tdiad party, such as an agent, reseller or lobbwigh the intention that they give it to a
foreign official or with the reasonable belief tltla¢ third party will do so. Before retaining thiparties to represent Apple in any business
relationships with a government agency, a thoraghcareful analysis of their ownership structuré business reputation in their
relationship with the government agencies and iaf8anust be undertaken.

To protect Apple and its employees, employees hestk in advance with the Apple Law Department teefpving, directly or indirectly,
anything of value to government officials or theipresentatives.

Facilitating payments exceptior Payments that are customary in a foreign cowaniythat are necessary to facilitate or expediteéstarial
actions ordinarily performed by foreign officialsteh as obtaining routine permits or licenses; @Bsicgy visas and work permits; or
receiving customs, police, mail, and inspectiovises—are not prohibited by the U.S. Foreign Carfiactices Act. In the United States,
facilitating payments are neither customary noalggnd are not allowed by Apple’s policy. Furthieis not generally Apple’s policy to
favor facilitating payments outside the U.S., etlesugh legally permitted by U.S. laws. Theref@ésuch facilitating payments outside the
U.S. in excess of US$100 require prior approvatheyApple Law Department, except in exigent circtamses. In all cases, such payments
must be accurately recorded in expense reportinafsgple’s books and records.
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D. Political contributions and activitie

Corporate contributions to political causes aeg#ll in many jurisdictions and electoral procesdaghose cases, no Apple assets—including
employee work time, use of Apple premises, or egeipt—may be contributed to any political candidptety, or campaign. Even in those
cases when political contributions are legal, nmpany contributions shall be made without permis$iom the Apple Government Affairs
Department. Apple employees may participate ingagiitical activities of their choice on an indiudl basis, with their own money, and on
their own personal time, subject to all applicdbles and provided that their activities otherwisenply with Apple policies.

E. Trade practices

The economy of the United States, and of most natio which Apple does business, is based on theiple that competition and profit will
produce high-quality goods at fair prices. To eaghat this principle is allowed to thrive in thrarketplace, most countries have laws
prohibiting certain business practices that conhdhit the competitive process. Apple supports¢ilaws not only because they are the law,
but also because we believe in the free markettandiea that healthy competition is essentialuolong-term success. Apple employees
should keep these thoughts in mind while perforntivegr jobs, because the penalties for violaticas loe very serious—both to Apple and to
the individual.

Customers. Generally, Apple may choose the parties with Whiavants to do business. Apple employees shimlilolw established
procedures to respond to persons and parties gealinsiness relationship with Apple, and showgdttall applicants with dignity and
respect. Apple may not agree with other compamiether they are competitors or not, to refraimfrdoing business with a particular bu
or vendor. Apple must make such decisions indégetty and without collaboration with third partieln certain countries, Apple may not
condition the sale of one product to a customest commitment by the customer that it will purchassecond product.

Resellers.Apple resellers throughout the world must retamfileedom to establish their resale prices for Aggwbducts. Apple may publish
suggested retail prices and may talk with individeaellers about where market prices are geneialiyApple may not require, coerce or
threaten a reseller, directly or indirectly, in erdo get the reseller to sell Apple products atarticular price. Because of the sensitivity of
this topic, Apple employees must not discuss dlsr&epricing with any competing reseller and $imait agree with, or make a promise to,
such a competing reseller to take any action agjamsther reseller because of pricing activitiBespecting the independence of the reseller
to price Apple products for resale is a cornersiin&pple’s philosophy of product distribution.

Many countries have laws regarding the pricesnietufacturers may charge resellers. For examp®,law prohibits the granting of
discriminatory prices to competing purchasers efshme or similar products if the price differeaffects competition. Similarly, under
United States law, promotional allowances and ses/heed to be made available to all competindleesethough the amounts can vary in
proportion to the volume of Apple products purcliblsg the reseller. Some exceptions exist to bairs) but any exception must be carefully
considered with the assistance of the Apple Lawabepent.
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Competitors.Apple must be especially careful when dealing witinpetitors. For example, agreements with compstthat affect product
or service pricing or output, or allocate custonwrsales territories, are prohibited, because #neycounter to the principle of free
competition, and often illegal under applicable |lapple employees must not discuss these topitts s@mpetitors, because there is no way
to legally justify any understanding that mightreached that limits our competition with such conipa. Also, Apple employees must not
discuss terms of sale, costs, inventories, proplacts, or any other confidential or proprietaryommfiation with a competitor. In some cases,
the law may also view our resellers as our comprstivhen we are actually competing for the samegyjd customers in the marketplace.

Role of Apple Law DepartmerWhether they are termed antitrust, competitiorfree trade laws, the rules are designed to keep the
marketplace thriving and competitive. The foregoaismmerely a brief overview of the many laws aggttile to our business activities in the
marketplace. Understanding and applying these tawsir business activities requires the involvenwér\pple’s lawyers. Apple is
committed to compliance, and the consequencetdtions—or even the appearance of violations—aasdvere for the company and
individuals. If you have any questions or issuesud these rules as they apply to Apple businebgtses, contact the Apple Law Departmi
for assistance.

5. Compliance and Consequences
A. Being vigilant

It is essential that all employees be sensitiveassible violations of Apple’s business ethics—waeethese violations occur in dealings with
the government or the private sector, and whetier bccur because of oversight or intention. Ampplé employee who has knowledge of
possible violations must notify his or her managethe Human Resources Department, as appropaiadethe Apple Law Department.

To assist employees in the day-to-day protectiofpydle’s business, below is a list of some areas whetatigas of ethics policies, practic
and principles could occur.

Danger areas
 Improper or excessive payments of any of thefwilhg:

Consulting fees

Public relations fees
Advertising fees

Legal fees

Agents’ fees
Commissions
Insurance premiums
Other professional fees
Expense reports
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Employee bonuses or compensation arrangements
Employee loans

Miscellaneous expenses

Nondeductible expens:

Director and officer payments

Questionable payments to agents, consultants ofegsionals whose backgrounds have not been addyjiratestigated, who do not
have signed contracts or letters of engagememthose association with Apple would be embarrassiagposed.

Payroll-related expenditures, bonuses, awardsnanetash gifts given to or by Apple employees witharoper approval and adequate
documentation.

Payments made in cash.

Checks drawn payable to “Cash” or “Bearer”.

Transfers to or deposits in the bank account ahdividual, rather than in the account of the compwith which Apple is doing
business.

Bank accounts or property titles not in Apple’s @am

Billings made higher or lower than normal priceda®s, at a customer’s request.

Payments made for any purpose other than thatidedan supporting documents.

Payments made to employees of customers or agahoiessh intermediary persons or organizationshat seem to deviate from norn
business transactions.

Any large, abnormal, unexplained or individuallypapved contracts or expenditures made without vewEsupporting documentation.
Specific attention should also be given to larghviidual gifts.

Unusual transactions occurring with nonfunctionagctive, or shell subsidiaries.

Undisclosed or unrecorded assets or liabilities.

Use of unethical or questionable means to obtdornmation, including information about competitanrsinformation about government
acquisition plans, procurement decisions, or astion

An employment, consulting, or business relationft@fween an Apple employee and another compangcidly a company in the sar
or a related, business as Apple.

Frequent trading (buying and selling over shortindls) in Apple stock or in the stock of a compavith which Apple does business.

B. Apple complianc

Apple is committed to integrity in all of its deadjs with employees, customers, and the generalgpubl

Voluntary disclosuresin accordance with Apple’s commitment to an effeetielationship with its customers, it is the Appleolicy to make
voluntary disclosures, when appropriate, of prolsletffiecting corporate relationships with any clieémtluding any government body, and to
cooperate with the appropriate government agenanynresulting investigation or audit. Any Applagoyee who becomes aware of
possible violations of any Apple policy or practice of any applicable law, rule, or regulationesting Apple’s business, must notify his or
her manager or the Human Resources Departmempaspaiate, and the Apple Law Department. The Ag@w Department must also be
notified immediately of any government inquiry, @stigation, audit, or other legal notice.
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To be sure Apple is meeting its obligations, pattidy in dealing with government customers, empks/need to understand the numerous
rules and regulations that apply to their job duti&Employees should consult their managers ortlrean Resources Department, as
appropriate, and the Apple Law Department for gudgaon Apple’s and the employee’s obligations.

Report Inappropriate BehavioEmployees are required to report any conduct tledigve to be inconsistent with Apple’s policies or
standards, or inconsistent with Apple’s obligatitmshe government. Reports will be handled canftéhlly, on a need to know basis, so that
no employee experiences retaliation for bringirgsthmatters to the attention of Apple managemieatiuman Resources Department, the
Apple Law Department or to members of the Auditi&adhce Committee of the Board of Directors. Apgteployees should refer to Apple’s
internal Web site for procedures for reporting im@priate behavior.
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C. Consequences

Apple expects its employees, and those of Appleisisliary corporations, worldwide, to comply withApple ethical and business
principles, as well as all policies, to rely onithmvn high standards and reasoned evaluation imguous situations, and to seek the advice
and counsel of Apple management, the Human Resolrepartment, or the Apple Law Department to gfaggues not covered by this
policy or good judgment. These principles andgieti are based in part on various laws. Violatimnthose laws may result in civil and
criminal penalties for Apple and its employees.ef|fore, Apple will take appropriate action, whiohy include termination of employment
or other business relationship, or legal actiorreerral to law enforcement authorities.

Conclusion

Apple reserves the right to change, amend, or sapght any of the above at any time. Additionabinfation on specific Apple policies for
implementing the above practices is available tpl&gmployees on the internal Apple web site.

Revised April 2003.
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Exhibit 21
SUBSIDIARIES OF
APPLE COMPUTER, INC*

Jurisdiction
Name of Incorporation
Apple Computer Inc. Limite: Ireland
Apple Computer Limitec Ireland
Apple Computer Internation. Ireland
Apple Japan Inc Japar
* Pursuant to Item 601(b)(21)(ii) of Regulation Sthke names of other subsidiaries of Apple Compurer,are omitted because,

considered in the aggregate, they would not cartsta significant subsidiary as of the end of tearycovered by this report.
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Exhibit 23.1

INDEPENDENT AUDITORS' CONSENT

The Board of Director



Apple Computer, Inc.:

We consent to the incorporation by reference irrdlggstration statements on Forms S-8 (Numbered42g, 2-77563, 2-85095, 33-00866,
33-23650, 33-31075, 33-40877, 33-47596, 33-57035 780, 33-53873, 33-53879, 33-53895, 33-6027HEB1, 333-07437, 333-23719,
333-23725, 333-60455, 333-82603, 333-93471, 333-37833-52116, 333-61276, 333-70506, 333-75930;1823 84 and 333-106421) and
the registration statements on Forms S-3 (Numb@&8e23317, 33-29578 and 33-62310) of Apple Compuiber, of our report dated

October 14, 2003 relating to the consolidated laheets of Apple Computer, Inc. and subsidiasesf September 27, 2003 and
September 28, 2002, and the related consolidasehsents of operations, shareholders' equity, asd ffows for each of the years in the
three-year period ended September 27, 2003, whjpbrt appears in the September 27, 2003 annuattr@pé-orm 10-K of Apple

Computer, Inc. Our report refers to changes in agting for asset retirement obligations and foaficial instruments with characteristics of
both liabilities and equity in 2003, for goodwitl 2002, and for hedging activities in 2001.

/s KPMG LLP
Mountain View, California
December 18, 200
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Steven P. Jobs, certify that:
1. | have reviewed this annual report on Form 10-K\pple Computer, Inc.;
2. Based on my knowledge, this annual report doesamtiain any untrue statement of a material facoit to state a material fact

necessary to make the statements made, in lighedfircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual report

3. Based on my knowledge, the financial statement odimer financial information included in this amhwveport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in
this annual report;

4, The registrant's other certifying officers andé aesponsible for establishing and maintainingld&ae controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-1#H®e registrant and have:

a) 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 consolidhtubsidiaries, is made known
to us by others within those entities, particulatlying the period in which this annual reportésny prepared;

b) Evaluated the effectiveness of the registrantsl@lisire controls and procedures and presentedsimaport our conclusions
about the effectiveness of the disclosure conints procedures, as of the end of the period coveyehlis report based on
such evaluation; and

C) Disclosed in this report any change in the regisanternal control over financial reporting tlegturred during the
registrant's fourth fiscal quarter that has maligratfected, or is reasonably likely to materia#iffect, the registrant's internal
control over financial reporting; and

5. The registrant's other certifying officers and Véalisclosed, based on our most recent evaluafioniesnal control over financial
reporting, to the registrant's auditors and thdtaamnmittee of registrant's board of directorsgersons performing the equivalent
functions):

a) All significant deficiencies and material weaknesssethe design or operation of internal contralerdinancial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaize report financie



information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registrant's
internal control over financial reporting.

December 18, 2003

By: /sl STEVEN P. JOBS

Steven P. Jobs
Chief Executive Office

QuickLinks
Exhibit 31.1
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Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, Fred D. Anderson, certify that:
1. | have reviewed this annual report on Form 10-Kpple Computer, Inc.;
2. Based on my knowledge, this annual report doesomtain any untrue statement of a material facinoit to state a material fact

necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual report

3. Based on my knowledge, the financial statementsoéimer financial information included in this amhveport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in
this annual report;

4. The registrant's other certifying officers andé aesponsible for establishing and maintainingld&sae controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-1#{H®e registrant and have:

a) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tlesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsbsidiaries, is made known
to us by others within those entities, particulatlying the period in which this annual reportésny prepared,;

b) Evaluated the effectiveness of the registrantaalisire controls and procedures and presentedsimeport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

) Disclosed in this report any change in the regisanternal control over financial reporting tleacurred during the
registrant's fourth fiscal quarter that has maligratfected, or is reasonably likely to materia#iffect, the registrant's internal
control over financial reporting; and

5. The registrant's other certifying officers and Véalisclosed, based on our most recent evaluafioniesnal control over financial
reporting, to the registrant's auditors and thataumnmittee of registrant's board of directorsggersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting
which are reasonably likely to adversely affectbgistrant's ability to record, process, summaaizé report financial
information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registrant's
internal control over financial reportin



December 18, 2003

By: Is/ FRED D. ANDERSON

Fred D. Anderson
Executive Vice President and
Chief Financial Officel
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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.Se&tiSn 1350, as adopted pursuant to Section 9@igeabarbanes-Oxley Act of 2002, that the
Annual Report of Apple Computer, Inc. on Form 1@eKthe period ended September 27, 2003 fully céesphith the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in suohni10-K fairly presents in all material
respects the financial condition and results ofrapens of Apple Computer, Inc.

By: /sl STEVEN P. JOBS

Steven P. Jobs
Chief Executive Office

I, Fred D. Anderson, certify, pursuant to 18 U.SS€ction 1350, as adopted pursuant to Section B Garbanes-Oxley Act of 2002, that
the Annual Report of Apple Computer, Inc. on Foi@aKlLfor the period ended September 27, 2003 fudiyplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in suohnfr 10-K fairly presents in all material
respects the financial condition and results ofrapens of Apple Computer, Inc.

By: /sl FRED D. ANDERSON

Fred D. Anderson
Executive Vice President and Chief Financial Offi
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CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEFINANCIAL OFFICER PURSUANT TO 18 U.S.C. SECTION 185
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANEBLEY ACT OF 2002
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