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excluded because such persons may be deemed ftiliates. This determination of executive officer affiliate status is not necessarily a conclusive
determination for other purposes.
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The Business section and other parts of this AnReglort on Form 10-K (“Form 10-K”) contain forwarlboking statements that involve
risks and uncertainties. Many of the forward-loakstatements are located in “Management’s Discussiod Analysis of Financial

Condition and Results of Operations.” Forwalabking statements provide current expectatiorfsitoire events based on certain assumpt
and include any statement that does not direclgtegto any historical or current fact. Forward-lkimg statements can also be identified by
words such as “anticipates,” “believes,” “estimatgs'expects,” “intends,” “plans,” “predicts,” and similar terms. Forward-looking
statements are not guarantees of future performamcethe Compang’actual results may differ significantly from tlesults discussed in t
forward-looking statements. Factors that might cause slifrences include, but are not limited to, thdgzussed in the subsection entitled
“Risk Factors” under Part I, Item 1A of this Forn®iK. The Company assumes no obligation to revisgdate any forward-looking
statements for any reason, except as requiredwy la

Explanatory Note

In this Form 10-K, Apple Computer, Inc. (“Apple” tthe Company”)s restating its consolidated balance sheet agptehber 24, 2005, a
the related consolidated statements of operatgdraeholders’ equity, and cash flows for each effiscal years ended September 24, 2005
and September 25, 2004, and each of the quartéisx@l year 2005.

This Form 10-K also reflects the restatement olé&ted Consolidated Financial Data” in Item 6 toe fiscal years ended September 2005,
2004, 2003, and 2002, and “Management’s DiscusaiohAnalysis of Financial Condition and Result©pkrations” in Item 7 for the fiscal
years ended September 24, 2005 and September@®45,

Previously filed annual reports on Form 10-K andrtgrly reports on Form 10-Q affected by the restants have not been amended and
should not be relied on.

On June 29, 2006, the Company announced that amaitreview had discovered irregularities reldtethe issuance of certain stock option
grants made between 1997 and 2001, including & tyats Chief Executive Officer (“CEOQ"$teve Jobs. The Company also announced 1
Special Committee of outside directors (“Speciaindttee”) had been formed and had hired independ=urtsel to conduct a full
investigation of the Company’s past stock optioanging practices. On October 4, 2006, the Companganced the key results of the
Special Committee’s investigation, which are sethfin the Company’s Form 8-K filed on that date.

As a result of the internal review and the inde@gridnvestigation, management has concluded, anduidit and Finance Committee of the
Board of Directors agrees, that incorrect measun¢iaba&tes were used for financial accounting purpésecertain stock option grants mad
prior periods. Therefore, the Company has recoadiglitional non-cash stock-based compensation egpamd related tax effects with regard
to past stock option grants, and the Company tatiag previously filed financial statements instiiorm 10-K. These adjustments, after tax,
amounted to $4 million, $7 million, and $10 milliamfiscal years 2006, 2005 and 2004, respectivehg adjustment to 2006 was recorded in
the fourth quarter of fiscal year 2006 due torisignificance.

The independent counsel and its forensic accountéinvestigative Team”) reviewed the facts andeinstances surrounding stock option
grants made on 259 dates. The Investigative Teamt giver 26,500 person-hours searching more thamillion physical and electronic
documents and interviewing more than 40 currentfander directors, officers, employees, and ad@sBased on a review of the totality of
evidence and the applicable law, the Special Cotamfound no misconduct by current management Speeial Committee’s investigation
identified a number of grants for which grant datese intentionally selected in order to obtaindia@ble exercise prices. The terms of these
and certain other grants, as discussed below, fiverezed after the originally assigned grant dafidse Special Committee concluded that the
procedures for granting, accounting for, and reépgrstock option grants




did not include sufficient safeguards to prevenhipalation. Although the investigation found th& @ Steve Jobs was aware or
recommended the selection of some favorable gratesdhe did not receive or financially benefinirthese grants or appreciate the
accounting implications. The Special Committee &smd that the investigation had raised seriousems regarding the actions of two
former officers in connection with the accountinggording and reporting of stock option grants.

Based on the evidence and findings from the Conipanternal review and the Special Committee’s peledent investigation, an analysis
was performed of the measurement dates for the/4&tock option grants made on 259 dates betwetb&cl1996 and January 2003 (the
“relevant period”). The Company believes that thalgsis was properly limited to the relevant perilmdaddition to analyzing all grants made
during the relevant period, the Company samplethitegrants between 1994 and 1997 and found natedhuired accounting adjustments.
The first grants for which stock-based compensagiqgense is required are dated December 29, 19@7C®mpany also examined grants
made after the relevant period and found noneréiatired accounting adjustments. Moreover, in @y after 2002, Apple made significant
changes in its stock option granting practicegsponse to evolving legal, regulatory and accogmntéquirements.

Consistent with the accounting literature and régeiidance from the Securities and Exchange Coniomi¢5SEC”), the grants during the
relevant period were organized into categoriesdasegrant type and process by which the grantfimazed. The Company analyzed the
evidence related to each category of grants inetydiut not limited to, electronic and physical doents, document metadata, and withess
interviews. Based on the relevant facts and cir¢antes, the Company applied the controlling acdngrstandards to determine, for every
grant within each category, the proper measurenfeet If the measurement date is not the origiredbigned grant date, accounting
adjustments were made as required, resulting tkdtased compensation expense and related taxsffec

The 42,077 grants were classified as follows: {@§dants to persons elected or appointed to thedBufaDirectors (“director grants”);

(2) 3,892 grants to employees under the MondayfayePlan described below (“Monday/Tuesday gran{8))27,096 grants made in broad-
based awards to large numbers of employees, usuraliyn annual basis (“focal grants”); (4) 9,988othrants ratified at meetings of the
Board or Compensation Committee (“meeting grani{®);1,082 other grants ratified by unanimous writtonsent (“UWC”) of the Board or
Compensation Committee (“other UWC grants”); andt® grants to the CEO (“CEO grantsAll references to the number of option sha
option exercise prices, and share prices in thigdbatory Note have not been adjusted for any sjules# stock splits.

With the exception of director grants, all stockiop grants were subject to ratification by the Bbar Compensation Committee at a mee
or by UWC. Following approval of the grants at aetiveg or by UWC, the Company’s legal staff woulépere a Secretary’s Certificate
certifying the ratification of the grants. Basedtba facts and circumstances described below, timep@ny has concluded that the recipients
and terms of certain grants were fixed for accaungurposes before ratification pursuant to pararsgireviously approved by the Board or
Compensation Committee through the Monday/Tuestay &d the focal process. As further discusseavhekithin these parameters,
management had the authority to determine theistipand terms for each grant. Thus, the Compasychncluded that the measurement
dates for these grants occurred when managementegs for allocating these grants was completddlagrants were ready for
ratification, which was considered perfunctory. KMiggard to all other grants, the Company has cdecl that the grants were finalized and
the measurement dates occurred when the grantsatéied. For many grants, however, the datesatfication cannot be established
because the dates the UWCs were executed by tird Bo&ompensation Committee members or receivettidCompany are not available.
For such grants, the Company has concluded thatateeof the preparation of the Secretai@ertificate is the best alternative for determi
the actual date of ratification.




As discussed below, the Company’s analysis detewuiniihat the originally assigned grant dates fo2® grants on 42 dates are not the proper
measurement dates. Accordingly, after accountindoideitures, the Company has recognized stocleth@®mpensation expense of $105
million on a pre-tax basis over the respective awaresting terms. No adjustments were requirediferemaining 35,649 grants. The
adjustments were determined by category as follows:

Director Grants—Seventeen director grants were ndadeg the relevant period. Two director grantsev@ade pursuant to a 1997 plan that
dated the grants on the enactment of the planrdmaining fifteen grants were automatically madeaurthe Director Stock Option Plan for
non-employee directors, which was approved by $twdders in 1998, on the date of a director’s etectir appointment to the Board and on
subsequent anniversaries, beginning on the fourtivarsary. Accordingly, the analysis determineat the originally assigned grant date for
each director grant is the measurement date, amagcmunting adjustments are required.

Monday/Tuesday Grants—Beginning in December 19880 2new hire grants and grants for promotion atention purposes
(“promotion/retention grants”) were made during thkevant period under the “Monday/Tuesday Plamtier the Monday/Tuesday Plan, r
hire grants made within pre-established guidelapgzroved by the Board or Compensation Committee wated on the Monday that the
recipient started work (or the following Mondaytlie recipient started on another day). The Compamnalysis showed this process to be
reliable with very low error rates. Promotion/réten grants, also based on pre-established guikelinere made generally on the first
Tuesday of each month. The Company has conclu@gdtt new hire and promotion/retention grants npadsuant to the Monday/Tuesday
Plan within pre-established guidelines do not remjaijustment, with the exception of six grantd Wxare erroneously dated before the
employees’ start dates. For 120 new hire and priomoétention grants made outside the guidelinesigver, the Company has concluded
that the measurement dates are the dates of aditificby the Board or Compensation Committee rathean the dates used for grants within
guidelines. Accordingly, based on the methodologgcdibed above, the Company has recognized staadimmpensation expense of $6
million from 126 grants. If other dates in the perbetween the preparation of the UWC and the patipa of the Secretary’s Certificate had
been used as measurement dates for grants whosé ratification dates are unknown, the total stbaked compensation expense would
have ranged from approximately $3 million to $7limil.

Focal Grants—During the relevant period, 27,09@&Fgrants were made to employees typically on anualnbasis as part of an extensive
process that required several months to completsugnt to limits, guidelines and practices presipapproved by the Board or
Compensation Committee, managers throughout thep@oyrwould make recommendations for grants to eyegl® in their areas of
responsibility. After senior management had deteeaiithat the grants were made in accordance wefetbstablished limits, guidelines and
practices, management treated the grants as fimahshey were submitted to the Board or Compens&mmmittee for ratification. The
Company has concluded that for 5,595 grants ondates, the originally assigned grant dates ar¢heaproper measurement dates. For these
grants, management’s process for finalizing thatgravas completed after the originally assignedigdates. As a result, the Company has
recognized $29 million of stock-based compensatiense. For two of the five grant dates compri8iig4 grants, the evidence shows that
the grants were finalized and the measurementataterred one day after the originally assigned tgates. The grants on these two dates
represent more than $16 million of the total $28iom of stock-based compensation expense resuitorg focal grants.

Other Meeting Grants-Buring the relevant period, meetings of the Boar€@ompensation Committee were held to ratify 9,§8ts that al
not Monday/Tuesday, focal or CEO grants. The gdaés and measurement dates for these grantseameetiting dates when the grants were
ratified, with the exception of 46 grants. Fortyetaf these 46 grants are dated concurrent withetingethat considered and approved certain
grants, but the evidence indicates that all ofgitaants may not have been finalized until a




later date. One of the 46 grants was approved ateticht another meeting, but the recipient, wholvee®ming employed by the Company as
part of a corporate acquisition, did not startlumtater date. Two other grants were approvedrbdfte employees’ start dates. Another grant
was mistakenly cancelled and subsequently reirtstedguiring an accounting adjustment. Thus, fes&46 grants the Company has
concluded that the originally assigned grant datesnot the proper measurement dates. As a résal§ompany has recognized $2 million of
stock-based compensation expense.

Other UWC Grants—During the relevant period, 1,08nts were approved by UWCs for a variety of pagspincluding executive
recruitment, retention, promotion and new hiresiolat the Monday/Tuesday process. These grantsweéraade pursuant to pre-established
guidelines adopted by the Board or Compensationr@Gitee. Therefore, the Company has concluded hesiet grants were not finalized for
accounting purposes until ratification by the Board€Compensation Committee. Accordingly, for 668rgs, the Company has concluded that
the originally assigned grant dates are not thegrammeasurement dates. As a result, the Companmgbagnized $48 million of stock-based
compensation expense. If other dates in the pémwd the preparation of the UWC to the preparatibthe Secretary’s Certificate had been
used as measurement dates for grants whose aatifiabtion dates are unknown, the total stock-dasempensation would have ranged from
approximately $35 million to $56 million.

CEO Grants—During the relevant period, the Compaage two grants to CEO Steve Jobs. The first gdated January 12, 2000, was for
10 million option shares. The second grant, datemiaer 19, 2001, was for 7.5 million option shaisth grants were cancelled in
March 2003 prior to being exercised, when Mr. Jaegived 5 million shares of restricted stock.

With respect to the grant dated January 12, 20@0Bbard on December 2, 1999, authorized a sp&aD Compensation Committee” to
grant Mr. Jobs up to 15 million shares. The evidendicates that the CEO Compensation Committesified the terms of the grant on
January 12, 2000, although the Committee’s actias memorialized in a UWC transmitted on Januan2080. Because the measurement
date is the originally assigned grant date, the @ has not recognized any stock-based compensatiense from this grant. If the
Company had determined that the measurement datéhealate when the UWC was executed or receilied,ddditional stock-based
compensation would have been recognized.

The grant dated October 19, 2001 was originallyraygd at a Board meeting on August 29, 2001, witexercise price of $17.83. The terms
of the grant, however, were not finalized until Pether 18, 2001. The grant was dated October 19,,2G¢h an exercise price of $18.30.
The approval for the grant was improperly recorde@ccurring at a special Board meeting on OctdBeR001. Such a special Board
meeting did not occur. There was no evidence, hewekiat any current member of management was avfdigs irregularity. The Company
has recognized $20 million in stock-based compémsaixpense for this grant, reflecting the differetetween the exercise price of $18.30
and the share price on December 18, 2001 of $21.01.




The incremental impact from recognizing stock-basmupensation expense resulting from the investigaif past stock option grants is as
follows (dollars in millions):

Pre-Tax After Tax

Expense
Fiscal Year (Income) Expense
1998 $ (@) $—
1999 8 6
2000 13 9
2001 19 13
2002 29 23
2003 16 12
Total 1998 — 2003 impact 84 63
2004 13 10
2005 7 7
2006 1 4
Total 105 84

Additionally, the Company has restated the pro foerpense under Statement of Financial Accountiagdards (“SFAS”) No. 123 in Note
1 of the Notes to Consolidated Financial Statemehtisis Form 10-K to reflect the impact of thesustments for the years ended
September 24, 2005 and September 25, 2004.




PART |

Item 1. Business

Company Background

Apple Computer, Inc. (“Apple” or the “Company”) wasorporated under the laws of the State of Calitoon January 3, 1977. The
Company designs, manufactures, and markets persomgduters and related software, services, perdéeand networking solutions. The
Company also designs, develops, and markets aflipertable digital music players along with rethtccessories and services, including the
online sale of third-party audio and video produgtse Company’s products and services include theiiMosh® line of desktop and portable
computers, the Mac OS® X operating system, the@Platk of portable digital music players, the iTsrgtore®, a portfolio of peripherals
that support and enhance the Macintosh and iPatliptdines, a portfolio of consumer and professiaoétware applications, a variety of
other service and support offerings, and the Xs®raed Xserve RAID server and storage products. Thagaaoy sells its products worldwi
through its online stores, its retail stores, itea sales force, and third-party wholesalersltess, and value-added resellers. In addition, the
Company sells a variety of third-party Macintosld #od compatible products including applicatioftware, printers, storage devices,
speakers, headphones, and various other accesandesipplies through its online and retail stofé& Company sells to education,
consumer, creative professional, business, andrgment customers. The Company’s fiscal year endb®fast Saturday of September.
Unless otherwise stated, all information preseimigtlis Form 10-K is based on the Company'’s fiszdéndar.

Business Strategy

The Company is committed to bringing the best pgasoomputing and portable digital music experietacstudents, educators, creative
professionals, businesses, government agenciegoasdmers through its innovative hardware, softwperipherals, services, and Internet
offerings. The Company’s business strategy lever@gaunique ability to design and develop its aperating system, hardware, application
software, and services to provide its customers p@aucts and solutions with superior ease-of-ssaimless integration, and innovative
industrial design. The Company believes continmaéstment in research and development is criticéddilitate innovation of new and
improved products and technologies. Besides updai¢s existing line of personal computers andted software, services, peripherals, and
networking solutions, the Company continues totedipe on the convergence of digital consumer ed@dts and the personal computer by
creating and refining innovations like the iPod @hghes Store. The Company’s strategy also incledg@anding its distribution network to
effectively reach more of its targeted custome$ @ovide them with a high-quality sales and afigles support experience.

Digital Lifestyle

The Company believes that for both professionatscamsumers the personal computer has becomeriber of an evolving digital lifestyle
by integrating and enhancing the utility of advahdégital devices such as the Company’s iPodstaligideo and still cameras, televisions,
CD and DVD players, cellular phones, personal digissistants, and other consumer electronic devidee attributes of the personal
computer that enable this functionality includeighkquality user interface, easy access to relativedxpensive data storage, the ability to
complex applications, and the ability to connedlilgao a wide variety of other digital devices andhe Internet. The Company is the only
participant in the personal computer industry tmattrols the design and development of the entiregnal computer-from the hardware ar
operating system to sophisticated applicationss,Talong with its products’ original industrial dss, intuitive ease-of-use, built-in graphics,
multimedia and networking capabilities, uniquehsipions the Company to offer innovative integradégital lifestyle solutions.




Expanded Distributiot

The Company believes a high-quality buying expexewith knowledgeable salespersons that can caimeeyalue of the Company’s
products and services greatly enhances its abiligttract and retain customers. The Company s®llsy of its products and resells certain
third-party products in most of its major markets dingtdl consumers, education customers, and busintesegh its retail and online stor
The Company has also invested in programs to eehaseller sales, including the Apple Sales CoastiProgram, which places Apple
employees and contractors at selected third-pasgller locations. The Company believes providimgatl contact with its targeted customers
is an efficient way to demonstrate the advantaés #acintosh computer and other products oves¢hof its competitors. The Company
significantly increased the points of distributifmn the iPod product family in order to make itegucts available at locations where its
customers shop.

By the end of fiscal 2006, the Company had openedahof 165 retail stores, including 147 stomeshie U.S. and a total of 18 stores in
Canada, Japan, and the U.K. The Company openedittoadl stores in October and November 2006. Tam@any has typically located its
stores at high-traffic locations in quality shogpimalls and urban shopping districts.

One of the goals of the retail initiative is toririnew customers to the Company and expand itslliedtoase through sales to computer users
who currently do not own a Macintosh computer arst fime personal computer buyers. By operatiagin stores and building them in
desirable high-traffic locations, the Company ifedab better control the customer retail experiesoe attract new customers. The stores are
designed to simplify and enhance the presentatidmaarketing of personal computers and relatedymtsd To that end, retail store
configurations have evolved into various sizesriheo to accommodate market demands. The storeogrepperienced and knowledgeable
personnel who provide product advice and certaidvare support services. The stores offer a witkcsen of third-party hardware,
software, and various other computing productssamplies selected to complement the Company’s awduzts. Additionally, the stores
provide a forum in which the Company is able tep8pecialized service and personalized training.

Education

Throughout its history, the Company has focusetheruse of technology in education and has beemitbed to delivering tools to help
educators teach and students learn. The Compaisyégleffective integration of technology into si@®m instruction can result in higher
levels of student achievement, especially when tssdpport collaboration, information access, #medexpression and representation of
student thought and ideas. The Company createsaswuhat enable new modes of curriculum delivestter ways of conducting research,
and opportunities for professional developmentgbifty, students, and staff. The Company has dedigirange of products and services to
meet the needs of education customers. These pisoang services include the iMac™ and the MacBook@&go creation and editing
solutions, wireless networking, professional depeient solutions, and one-to-one (1:1) learningtsmis. A 1:1 learning solution typically
consist of a portable computer for every studedttaacher along with the installation of a wirelasswork .

Creative Professionals

Creative professionals constitute one of the Compjganost important markets for both hardware arfthsre products. This market is also
important to many third-party developers who previdacintosh-compatible hardware and software swmistiCreative customers utilize the
Company’s products for a variety of activities untihg digital video and film production and editjrttigital video and film special effects,
compositing and titling; digital still photograplayd workflow management; graphic design, publishamgl print production; music creation
and production; audio production and sound desigd;web design, development, and administration.




The Company designs its high-end hardware solutiookiding servers, desktops, and portable Masim&ystems, to incorporate the power,
expandability, and features desired by creativéegssionals. The Compars/bperating system, Mac OS X, incorporates powerabhics an
audio technologies and features developer toaiptinize system and application performance wheming creative solutions provided by
the Company or third-party developers.

Business Organization

The Company manages its business primarily on grgebic basis. The Company’s reportable operagggnents are comprised of the
Americas, Europe, Japan, and Retail. The AmeriEasmpe, and Japan reportable segments do not melctilities related to the Retail
segment. The Americas segment includes both NodiSauth America. The Europe segment includes Eaopountries as well as the
Middle East and Africa. The Retail segment curgenplerates Apple-owned retail stores in the U.&ndtla, Japan, and the U.K. Other
operating segments include Asia-Pacific, whichudels Australia and Asia except for Japan, and tregany’s subsidiary, FileMaker, Inc.
Each reportable geographic operating segment pes\samilar hardware and software products and aireérvices. Further information
regarding the Company’s operating segments maguoedfin Part I, Item 7 of this Form 10-K under theading “Segment Operating
Performance,” and in Part I, Item 8 of this ForftK in the Notes to Consolidated Financial Statet®ahNote 11, “Segment Information
and Geographic Data.”

Hardware Products

The Company offers a range of personal computindymsts including desktop and notebook computersesand storage products, related
devices and peripherals, and various third-partgare products. The Company’s Macintosh® systemsluding servers and storage
systems, features the Company’s Mac OS® X Versia Tiger™ and iLife® suite of software for digitahotography, music, movies, and
music and website creation.

Macintosl® Computers

In June 2005, the Company announced its plan tmhesing Intel microprocessors in its computerstiby 2006, the Company introduced
new Intel-based models of the MacBook™ Pro, MacBdd&c® Pro, iMac®, and Mac mini computers. All Intmsed Macintosh systems
feature a fully native version of Mac OS X Versithh4 Tiger, including the Rosetta™ translation testhgy, which allows most PowerPC-
based Macintosh applications to run on Intel-badadintosh computers. The Company’s transition telimicroprocessors for Macintosh
systems was completed in August 2006, and itsitrangor Xserve® was completed in November 200Befe are potential risks and
uncertainties associated with the transition tellnticroprocessors, which are further discussdtkin 1A of this 10-K under the heading
“Risk Factors.”

MacBool™ Pro

The MacBook Pro family of notebook computers isigiesd for professionals and advanced consumer.usémsduced in January 2006, the
MacBook Pro includes either a 15-inch or 17-incdegicreen display, a built-in iSight video cameranFRow with the Apple Remote, and
the MagSafe™ power adapter. Current MacBook Proaisadclude Intel Core 2 Duo processors at 2.166Hz33GHz, ATI Mobility
Radeon X1600 graphics, 667MHz DDR2 main memoryeraSATA hard drive, and a slot-loading doubledaguperDrive™. Every
MacBook Pro features a 1-inch thin aluminum endlesnd includes AirPort Extreme wireless networkiBlyetooth 2.0+EDR, Gigabit
Ethernet, two or three USB 2.0 ports, FireWire 46d 800 ports, combination analog and optical dligiidio input and output ports, a full-
sized DVI video-out port, an ExpressCard/34 slotoking trackpad, and backlit keyboard.




MacBool™

The MacBook is designed for consumer and educaisens. Introduced in May 2006, the MacBook incluald8-inch widescreen display, a
built-in iSight video camera, Front Row with the #d@ Remote, and the MagSafe magnetic power addpterent MacBook models include
Intel Core 2 Duo processors at 1.83GHz and 2.0@ttel integrated GMA 950 graphics, 667MHz DDR2 maiamory, a Serial ATA hard
drive, and a slot-loading Combo optical drive ouble-layer SuperDrive. Available in either blackvdrite, every MacBook includes built-in
AirPort Extreme wireless networking, Bluetooth ZHBR, Gigabit Ethernet, two USB 2.0 ports, one Fine00 port, combination analog
and optical digital audio input and output portspiai-DVI video output port, and scrolling trackpad

Mac® Pro

The Mac Pro desktop computer is targeted at busiaed professional users and is designed to megiettiormance, expansion, and
networking needs of the most demanding Macintosh. ustroduced in August 2006, the Mac Pro feattnesintel Xeon dual-core
processors running up to 3.0GHz, each with 4MBhafred Level 2 cache and independent 1.33GHz fidetkuses, 667MHz fully buffered
memory, and a 256-bit wide memory architecture. Viae Pro also features a direct attach storagdisoltor snap-in installation of up to
four 750GB Serial ATA hard drives for a total of B®f internal storage and support for two opticaves to simultaneously read and/or wi
to CDs and DVDs. Every Mac Pro includes three lieigth PCI Express expansion slots and one douldle-RCI Express graphics slot to
support double-wide graphics cards. The Mac P ialdudes dual Gigabit Ethernet ports, opticaitdignput and output ports, analog audio
input and output ports, and multiple FireWire 4BDeWire 800 and USB 2.0 ports.

iMac®

The iMac desktop computer is targeted at consumegieducation markets. Introduced in January 20@6ugdated in September 2006, the
Intel-based iMac is currently available with aregtated 17-inch widescreen LCD display, 512MB oBl1ds 667MHz DDR2 memory
expandable to 2GB or 3GB, a 1.83GHz or 2.0GHz I@tmle 2 Duo processor, Intel integrated GMA 95@®F Radeon X1600 graphics, and
a 160GB Serial ATA hard drive. The iMac is alsoikalde with a 20-inch or 24-inch widescreen LCDpiés/, 1GB of 667MHz memory
expandable to 3GB, a 2.16GHz processor, ATl Radd@®0 or NVIDIA GeForce 7300 GT graphics, and 250&dial ATA hard drive. All
models include a built-in iSight video camera, i1 video-out port, multiple USB 2.0 and FireWiperts, built-in Gigabit Ethernet, and
AirPort Extreme 802.11g wireless networking. Mostdals also include built-in Bluetooth 2.0+EDR, #haple Remote, and a slot-loading
double-layer SuperDrive.

Mac® mini

In February 2006, the Company introduced the Ingedled Mac mini that includes Front Row with the lgRemote. The new Mac mini
offers 512MB of 667MHz memory expandable to 2GB aithler a 1.66GHz or 1.83GHz Intel Core Duo prooedsvery Mac mini now
includes built-in Gigabit Ethernet, AirPort Extrer882.11g wireless networking, Bluetooth 2.0+EDR] artotal of four USB 2.0 ports. Mac
mini includes a full-size DVI interface and a VGA#adapter to connect to a variety of displayduiding televisions, and features both
analog and digital audio outputs.

Xserv® and Xserve RAID Storage System

Xserve is a rack-mount server product designedifople setup and remote management of intensiwg/mytput (I/O) applications such as
digital video, high-resolution digital imagery, alalge databases. In November 2006, the Compamgnb&gpping Xserve, a 64-bit server
featuring Mac OS® X Server 10.4 on two Intel XearaHcore processors running at 2.0GHz, 2.66GH3,@BHz, with support for up to
32GB of memory. Xserve includes PCI Express andpeddent 1.33GHz front side buses with 4MB of shaevel 2 memory cache. Two
eight-lane PCI Express expansion slots provideol33B of
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throughput each to support fibre channel, netwarkamd graphics cards. Xserve supports up to 2.25THt-plug storage. The Company’s
Xserve RAID storage system delivers up to 7TB ofage capacity and also expanded support for fggasmus environments. The dual
independent RAID controllers with 512MB cache penmtcoller offer sustained throughput of over 385pddb

Music Products and Services

The Company offers its iPod® line of portable digihusic players and related accessories to Matirdod Windows users. The Company
also provides an online service to distribute tmedty music, audio books, music videos, shortdiltelevision shows, movies, and iPod
games through its iTunes Store. In addition toGbenpany’s own iPod accessories, thousands of fgarts iPod compatible products are
available, including portable and desktop speaystesns, headphones, car radio solutions, voicedecs, cables and docks, power supplies
and chargers, and carrying cases and armbands.

iPod®

The iPod is the Company’s hadiive based portable digital music player and wadated in September 2006. The iPod is availabée3AGE
model capable of holding up to 7,500 songs, 25/fos, or 75 hours of video, and an 80GB modediskepof holding up to 20,000 songs,
25,000 photos, or 100 hours of video. The iPodufestup to 20 hours of battery life and includ@s5inch color screen that can display
album artwork, photos, and video content includimgsic videos, video and audio podcasts, short fitelevision shows, movies, and games.
Other key features of the iPod include a calendantact utility, and data storage capability. TRed features the Company’s patent-pending
Click Wheel, a touch-sensitive wheel with five pimlitons for one-handed navigation. The iPod alstudes the Company’s patent-pending
Auto-Sync technology that automatically synchrosiaed updates the iPod’s digital music and othetert whenever it is connected to a
Macintosh or Windows computer via USB. All iPodsriwavith the Company’s iTunes digital music managetrseftware (“iTunes

software”) available for both Macintosh and Windelwased computers.

iPod® nano

In September 2006, the Company introduced the siegeneration version of its flash-memory-based iRado featuring an aluminum body
and up to 24 hours of battery life. The second-gaien iPod nano includes the Click Wheel, a smalied lighter design, a brighter color
screen than its predecessor, and new Search acll Qerioll features that make it easier to find eahtThe iPod nano is available in 2GB,
4GB and 8GB configurations and in a variety of cslo

iPod® shuffle

In September 2006, the Company introduced a nesiorenof its flash-memorased iPod shuffle. The new iPod shuffle weigh§dmalounce
and features an all-new aluminum design and a-trudtip. The new iPod shuffle contains one gig&bet flash memory capable of holding
up to 240 songs and provides up to 12 hours oéhalife. The iPod shuffle is based on the Compsausyiuffle feature that allows users to
listen to their music in random order. iPod shufflerks with iTunes and its patent-pending AutoBption that automatically selects songs to
fill the iPod shuffle from a user’s iTunes library.

iTunes® Store

The Company’s iTunes Store, available for both Mtxsh and Windows-based computers, is a servitcalloays customers to find,
purchase, and download third-party digital musigjia books, music videos, short films, televisiblows and movies, and iPod games. The
iTunes Store also features the Podcast Directatyalfows customers to search for and downloadoapidigrams to their computers and
automatically receive new episodes over the Inte@eastomers can search the contents of the stdaéog to locate works by title, artist, or
album, or browse the entire contents of the stgrgdmre and
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artist. Originally introduced in the U.S. in ApBD03, the iTunes Store now serves customers irodatdes.

The iTunes Store is fully integrated with iTune$ware allowing customers to preview, purchase, mload, organize, share, and transfer
digital content to an iPod using a single softwagsplication. Further discussion of the iTunes safemmay be found below under the heading
“Software Products and Computer Technologies.” iTmes Store offers customers a broad range obpalsights to the third-party content
they have purchased. Content purchased througstdhe may also be used in certain applications agdRhoto®, iMovie®, and iDVD®.
Additional features of the iTunes Store includé gértificates that can be sent via e-mail; prepaigsic cards; an “allowance” feature that
enables users to automatically deposit funds intifanes Store account every month; online gifiay that let customers give specific
content to anyone with an email address; parentarals; and album reviews.

Peripheral Products

The Company sells a variety of Apple-branded and-{barty computer hardware peripheral productedlly to end-users through its retail
and online stores, including printers, storage cksjicomputer memory, digital video and still caaseand various other computing products
and supplies.

Displays

The Company manufactures a family of widescreerpi@el displays including the 30-inch Apple Cinedfa Display™, a widescreen
active-matrix LCD with 2560-by-1600 pixel resolutidhe 23-inch Apple Cinema HD Display with 19208300 pixel resolution and the 20-
inch Apple Cinema Display® with 1680-by-1050 pixesolution. These displays feature built-in duaéWire and dual USB 2.0 ports and
use the industry standard DVI interface for a mligital connection with the Company’s latest Mao,mMacBook Pro, and MacBook
systems. The Cinema Displays feature an aluminwigdeavith a thin bezel, suspended by an aluminandsthat allows viewing angle
adjustment.

Software Products and Computer Technologies

The Company offers a range of software productgdication, creative, consumer, and business cessoincluding Mac OS X, the
Company’s proprietary operating system softwardtierMacintosh; server software and related salstiprofessional application software;
and consumer, education, and business orientectafph software.

Operating System Software

Mac OS X is built on an open-source UNIX-based ftation. The most recent version, Mac OS X Tigethésfifth major release of Mac OS
X. Tiger incorporates innovations including Spdtlig", a desktop search technology that lets usedsiteéms stored on their Macintosh
computers, including documents, emails, contacis,images; and Dashboard, a way to instantly adoéssnation such as weather forecasts
and stock quotes, using a new class of mini-apiiica called widgets. Mac OS X Server version 18 #he server version of the Mac OS
operating system.

Server Software and Server Solutions

In April 2006, the Company introduced Apple Rembtsktop 3, the Company’s third generation desktapagement application. Apple
Remote Desktop 3 is a Universal application, megttiat it runs natively on both Intel and PowerR&dd Macintosh computers (Universal)
for asset management and remote assistance thaéegiSpotlight searches across multiple Tiger systend includes over 30 Automator
actions for automating repetitive system adminfsiratasks, a Dashboard Widget that provides olasienv of remote systems, and
Autolnstall for installing software automatically anobile systems when they return online.
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Xsan®, the Company’s enterprise-class Storage Negavork (“SAN”) file system, is a 64-bit clustetdisystem for Mac OS X that enables
organizations to consolidate storage resourcepeouide multiple computers with concurrent file-¢dvead/write access to shared volumes
over Fibre Channel. Advanced features such as m@gtadntroller failover and Fibre Channel multipaghensure high availability; file-level
locking allows multiple systems to read and wrib@aurrently to the same volume which is ideal fmmplex workflows; bandwidth
reservation provides for effective ingestion of thardth-intensive data streams, such as high rasolwideo; and flexible volume
management results in more efficient use of storageurces. Xsan can be used in heterogeneousemeénts that include Windows, UNIX,
and Linux server operating system platforms.

Professional Application Softwa
In March 2006, the Company introduced Final Cut&t® 5.1, the Company’s High Definition (“HD”) video palaction suite. Final Cut
Studio features Final Cut Pro® 5, Soundtrack® Rfotion 2, and DVD Studio Pro® 4. All of these agliions are Universal.

Final Cut Pro® 5.1, the latest version of the Conypavideo editing software, includes editing totilat work natively with most
formats, from Digital Video (“DV”) and High Definibn Video (“HDV”) to fully uncompressed HD. Withraal-time multi-stream
effects architecture, multicam editing tools, adganced color correction, Final Cut Pro 5.1 enab#es's to view and cut from multiple
sources in real time, group up to 128 sources begento multi-clips, then add or subtract camexiaany time.

DVD Studio Pro® 4 is the latest version of the Camygs professional DVD authoring application. WiRiWD Studio Pro 4 users can
author Standard Definition (“SD”) or HD DVDs in aagphic interactive environment. DVD Studio Pro dlinles Compressor 2, a full-
featured video and audio compression applicati@am@essor gives users control over encoding, ifetuthe ability to encode several
clips in one batch operation to a wide varietyarhiats including H.264.

Motion 2 is a real-time motion graphics softwarglagation that enables Final Cut Pro editors to amdion graphics to their projects.
Motion 2 features interactive animation of text amdphics for DVD motion menus, video or film iratéime, and quick output
rendering by built-in GPU acceleration at 8-bit;li§ or 32-bit float film quality. With Motion 2’slesign tool, Replicator, users can
automatically generate and animate multiple copfesgraphic, shape, or movie.

Soundtrack® Pro is an audio editing and sound desplication that gives audio and video professi®a way to edit, mix, and repair
audio. Soundtrack Pro features a waveform editth fiéxible Action Layers that allow users to reder, bypass, or change any edit,
effect, or process. Find-and-Fix features iderdifig repair common audio problems such as backgmoaise, pops, clicks, and hum. An
integrated multitrack mixer allows editors to appymmon effects to multiple tracks and group commnacks. Soundtrack Pro also
features over 50 professional plug-ins for enhapsmunds, and over 5,000 music and sound effepsloo

In February 2006, the Company introduced Logic® P& a Universal version of the Company’s muséation and audio production
software. Logic Pro 7.2 is used by musicians aratedvorld and by professionals in music productad film scoring. It combines digital
music composition, notation, and audio productixcilities in one comprehensive product and inclusi#svare instruments such as
Sculpture®, a component-modeling based synthedittlgBeat®, a drum synthesizer with built-in stemuencer; and digital signal
processing (DSP) plug-ins including Guitar Amp Rxdull-featured guitar amplifier simulator. Along with vkflow enhancements, master
plug-ins, and support for Apple Loops, Logic Pradds distributed audio processing, a technologyalh@vs professionals to utilize multiple
Macintosh systems to expand available DSP poweavigthernet network.
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Consumer, Education, and Business Oriented Appdineoftware

iLife® ‘06

In January 2006, the Company introduced iLife ‘@6 upgrade to its consumer-oriented digital lifesgpplication suite, which features
iWeb™, iPhoto® 6, iMovie® HD 6, iDVD® 6, GarageBahd3, and iTunes®. All of these applications arevgnsal.

iWeb™ is a new application in the iLife ‘06 suité/eb allows users to create online photo albunsg$land podcasts and customize
websites using editing tools.

iPhoto® is the Company’s consumer-oriented digitadto software application. iPhoto 6 adds new phoutoagement and editing
features, supports up to 250,000 photos, and int@sl Photocasting™. Photocasting allows .Mac ueessare and automatically update
photo albums over the Internet with anyone who askacintosh or Windows-based computer.

iMovie® HD is the Company’s consumer-oriented dibitideo editing software application. iMovie HOrEludes new real-time effects
that take advantage of Core Video technology, whids the computer’s video card’s graphics prongasiit to deliver hardware
acceleration to quickly preview video effects. iN®¥D 6 also provides a solution to make video petk, which can be published with
iWeb, and includes audio enhancement tools anddsefiects.

iDVD® is the Company’s consumer-oriented softwgppleation that enables users to turn iMovie fil@siickTime® files, and digital
pictures into DVDs that can be played on most coresuDVD players. iDVD® 6 allows users to take canitehot with HDV and
widescreen DV cameras and author custom DVDs witlescreen menus, movies, and high resolution $lmles. iDVD 6 features 10
new Apple-designed menu themes in both widescre@®) and standard (4:3) formats.

GarageBand™ is the Company’s consuméented music creation software application thiates users to play, record and create m
using a simple interface. With GarageBand, recomtbrmances, digital audio and looping trackslmamrranged and edited to create
songs. GarageBand 3 allows users to record, prodadepublish through iWeb their own podcasts udilg artwork, sound effects, and
music jingles.

iLife ‘06 also includes iTunes, the Company’s digiitnusic jukebox software application that allovgens to purchase a variety of digital
content available through the Company’s iTunesestdiunes organizes content using searching, brgysind playlists, and also includes
features such as iMix playlist sharing and provimksgration with the complete family of iPods.September 2006, the Company introduced
iTunes 7, the latest version of its iTunes softwéranes 7 delivers new features such as albunCanveér Flow views of music, television
shows, and movies, enabling users to quickly fithelstin their library as well as casually browkeough titles they already own.

iWork™ ‘06
In January 2006, the Company introduced iWork ®6ew Universal version of the Company’s suiterofipctivity software designed to
help users create, present, and publish documedtprasentations. iWork ‘06 includes Pages® 2 aegniéte® 3.

Pages® gives users the tools to create lettersslatters, reports, brochures and resumes with agdatypography, multiple columns,
footnotes, tables of content and styles. Pageatfries mail merge with Mac OS X Address Book, wiailbws users to personalize
documents by dragging and dropping individual cotstinto documents using templates with predefireds. Pages 2 also features r
templates for newsletters, flyers, posters, scheymbrts, scrapbooks, brochures, business prop@salsnvoices. Pages 2 allows users to
insert tables that have basic calculation funciipnwithin any document and users can export tReiges 2 document to other formats.
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Keynote® is the Company’s presentation softwaré ghaes users the ability to create presentatipagfolios, interactive slideshows,
and storyboards. Keynote 3 offers additional waysréate presentations and interactive slideshivviesatures new cinematic transitions
including vertical and horizontal blinds, revolvidgor, and swoosh. A new view mode, Light Tablived users to view an entire
presentation and reorganize slides using drag eom d

Final Cut® Express HD enables users to capturé, &uil output DV and HDV over a single FireWire lealand supports Digital Cinema
Desktop with multiple displays. In May 2006, thenguany introduced a Universal version of Final Cypiess HD 3.5. Features introduced
in this version include Dynamic RT for real-timeapback of multi-stream effects, Soundtrack 1.5 waitbuite of audio production tools, and
LiveType 2.1 with animated text and titles.

In March 2006, the Company introduced Logic® Expré®, a Universal version of the Company’s stré@aadlversion of Logic Pro 7.2 that
provides a basic set of professional tools to caammnd produce music for students, educators, drahaed hobbyists. Its high-resolution
audio of up to 24-bit/96kHz, the adaptive self-égufing track mixer, and 32-bit floating-point mathovides professional sound quality.
Logic Express 7 comes with support for projectsnfi@arageBand, offering users a smooth migratioh fmahigh-end audio production.

FileMaker, Inc., a wholly owned subsidiary of thempany, develops, publishes, and distributes dpdhésed database management
application software for both Macintosh and Winddvesed computers. The FileMalk®@Pro database software and related products offer
relational databases and desktop-to-web publistapgbilities. In July 2006, the Company introduEddMaker Pro 8.5, a Universal version
of its database management application. New feanfr€ileMaker Pro 8.5 include FileMaker Web Vieywahich allows for a live web
browser to be put into a database.

Internet Software and Services
The Company is focused on delivering seamlessiriateg with and access to the Internet throughleaitGompany’s products and services.
The Company’s Internet solutions adhere to manysirgt standards to provide an optimized user egpee through interoperability.

Safari ™

Safari, the Company’s Mac OS X compatible web beywsses the advanced interface technologies winigiiac OS X and includes built-
in Google search; SnapBack™ to instantly retursetarch results; a way to name, organize and prbsekinarks; tabbed browsing; and
automatic “pop-up” ad blocking.

QuickTime ®

QuickTime, the Company’s multimedia software fordifdosh or Windows-based computers, features sirepaf live and stored video and
audio over the Internet and playback of high-qualitdio and video on computers. QuickTime 7 feaite264 encoding and can
automatically determine a user’s connection speethsure they are getting the highest-quality edrgream possible. QuickTime 7 also
delivers multi-channel audio and supports audimfds, including AIFF, WAV, MOV, MP4 (AAC only), CAFand AAC/ADTS.

The Company offers several other QuickTime produ@tsckTime 7 Pro, a suite of software tools, akkoeveation and editing of Internet-
ready audio and video files. QuickTime 7 Pro allmsers to create H.264 video, capture audio anebyickreate multi-channel audio, and
export multiple files while playing back or editingdeo.

.Mac™

The Company’s .Mac offering is a suite of Intersetvices that for an annual fee provides Macintasrs with a powerful set of Internet
tools. .Mac services include: HomePage, for pellsora sites; iDisk, a
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virtual hard drive accessible anywhere with Inteaezess; .Mac Sync, which keeps Safari bookm#Cid® calendars, Address Book
information, Keychain® (passwords), and Mac OS XlMeeferences up-to-date across multiple Macintostmputers and available via web
browser when users are away from their Mac; .Mad,Ma ad-free email service; and Learning Cerfesturing tutorials for certain software
applications. The current version of .Mac includdac Groups, a service that helps members commignicaordinate schedules, and stay in
sync with private groups of friends or colleaguwesupdated version of .Mac Backup software thatxadlmembers to archive the content of
their iLife Home folder; and combined iDisk and ehséorage of up to 1GB for individuals and 2GB families.

Wireless Connectivity and Networking

AirPort Extrem®

AirPort Extreme is the Company’s Wi-Fi wirelesswetking technology. AirPort Extreme is based on&062.11g standard, which supports
speeds up to 54 Mbps, and is fully compatible wwittst Wi-Fi devices that use the 802.11b standairtP.ot Extreme Base Stations can serve
up to 50 Macintosh and Windows users simultaneqstyvide wireless bridging to extend the rangedneljust one base station, and sup
USB printer sharing to allow multiple users to wéssly share USB printers connected directly toothee station. AirPort Extreme client
technology is built into most Macintosh models, @ én available option for all.

AirPort® Express™

AirPort Express is the first 802.11g mobile basdieh that can be plugged directly into the walligreless Internet connections and USB
printing. Airport Express also features analog digital audio outputs that can be connected t@restand AirTunes™ music networking
software that works with iTunes, giving users a wawirelessly stream iTunes music from their Maagh or Windows-based computer to
any room in the house. AirPort Express featuraaglespiece design weighing 6.7 ounces.

Other Connectivity and Networking Solutions

Mac OS X includes capabilities for Bluetooth teclugy. Bluetooth is an industry standard for wirslgsconnecting computers and
peripherals that supports transmission of datg &b 8 Mbps within a range of approximately 30 f@&tietooth technology for Mac OS X ¢
customers wirelessly share files between Macingystems, synchronize and share contact informatitnPalm-OS based PDAs, and acc
the Internet through Bluetooth-enabled cell phoBésetooth is built into most Macintosh models.

Bonjour®, the Company’s zero configuration netwatkiechnology, is based on open Internet Engingérask Force (“IETF”") Standard
Protocols such as IP, ARP, and DNS and is buiit Mac OS X. This technology uses industry standetd/orking protocols and zero
configuration technology including Ethernet or 8(2based wireless networks like the Company’s AirPooducts. The source code for this
technology also includes software to support UNIKux, and Windows-based systems and devices.

The Company developed FireWire, a hgieed serial I/O technology for connecting digiices such as digital camcorders and cameil
desktop and portable computers. FireWire has higa-ttansfer speed and “hot plug-and-play” capatdlind is currently integrated in all
Macintosh systems.

Product Support and Services

AppleCare® offers a range of support options for the Companystomers. These options include assistancestaiili into software
products, printed and electronic product manualine support including comprehensive product infation as well as technical assistance,
and the AppleCare Protection Plan. The AppleCaotcetion Plan is a fee-based service that typidatiiudes three years of phone support
and hardware repairs, dedicated web-based supgsatirces, and user diagnostic tools.
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Markets and Distribution

The Company’s customers are primarily in the edanatreative, consumer, and business marketsConepany distributes its products
through wholesalers, resellers, national and regiggtailers and cataloguers. No individual custoaeeounted for more than 10% of net s
in 2006, 2005, or 2004. The Company also sells nadiitg products and resells certain third-partydarcts in most of its major markets
directly to consumers, education customers, anthbsses through its own sales force and retailoafide stores. Ten percent of the
Company’s net sales in 2006 were through its Ud8cation channel, including sales to elementarysamdndary schools, higher education
institutions, and individual customers.

Competition

The Company is confronted by aggressive competitiail areas of its business. The markets for aores electronics, personal computers
and related software and peripheral products afieyncompetitive. These markets are characterizedpid technological advances in both
hardware and software that have substantially aszé the capabilities and use of personal compatet®ther digital electronic devices and
have resulted in the frequent introduction of neadpicts with competitive price, feature, and parfance characteristics. Over the past
several years, price competition in these markate bbeen particularly intense. The Company’s coitguetwho sell personal computers
based on other operating systems have aggressiweprices and lowered their product margins tm @aimaintain market share. The
Company’s results of operations and financial ciodican be adversely affected by these and ottalisiry-wide downward pressures on
gross margins. The principal competitive factodude price, relative price/performance, produdliqy and reliability, design innovation,
availability of software, product features, markgtand distribution capability, service and suppavtilability of hardware peripherals, and
corporate reputation. Further, as the personal abenindustry and its customers place more reliamcthe Internet, an increasing number of
Internet devices that are smaller, simpler, ansl éapensive than traditional personal computers coaypete for market share with the
Company’s existing products.

The Company’s music products and services havel fsigmificant competition from other companies potimg their own digital music and
content products and services, including thoseiofigfree peer-to-peer music and video services. Company believes it currently retains a
competitive advantage from innovation and by mdfecévely integrating the entire solution includithe hardware (personal computer and
iPod), software (iTunes), and distribution of canit@Tunes Store). However, the Company expectspatition in this space to intensify as
competitors attempt to imitate the Company’s apginda tightly integrate these components withirirthmividual offerings or, alternatively,
collaborate with each other to offer solutions tua more integrated than those they currentlyroeme of these current and potential
competitors have substantial resources and mablba@provide such products and services at littlao profit or even at a loss to compete
with the Company’s offerings.

The Company'’s future operating results and findremadition are substantially dependent on the Camyfs ability to continue to develop
improvements to the Macintosh platform and to tleenfanys hardware, software and services related to digitatent to maintain perceivi
functional and design advantages over competingpphas.

Raw Materials

Although most components essential to the Compdnysiness are generally available from multiplerses, certain key components
including microprocessors and application-spedifiegrated circuits (“ASICs”) are currently obtaihey the Company from single or limited
sources. Some key components, while currently abvkglto the Company from multiple sources, ar@ag subject to industry-wide
availability constraints and pricing pressuresadidition, the Company uses some components uncortortbe rest of the personal computer
and consumer electronics industries, and new ptedotoduced by
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the Company often initially utilize custom compotseabtained from only one source until the Complaay evaluated whether there is a need
for, and subsequently qualifies, additional suppli#f the supply of a key or single-sourced comgrdrio the Company were to be delayed or
curtailed or in the event a key manufacturing verdidays shipments of completed products to the gzom, the Company’s ability to ship
related products in desired quantities and in &lirmanner could be adversely affected. The Compdnisiness and financial performance
could also be adversely affected depending oniitie trequired to obtain sufficient quantities frome toriginal source, or to identify and obi
sufficient quantities from an alternative sourcentnued availability of these components may lecééd if producers were to decide to
concentrate on the production of common comporiestead of components customized to meet the Coypagquirements. The Company
attempts to mitigate these potential risks by wagkilosely with these and other key suppliers adpct introduction plans, strategic
inventories, coordinated product introductions, amdrnal and external manufacturing scheduleslewels. Consistent with industry practice,
the Company acquires components through a combmafiformal purchase orders, supplier contractd,@en orders based on projected
demand information. The Company’s purchase comnmtsigpically cover its requirements for periodsgimg from 30 to 150 days.

The Company believes there are several compongptists and manufacturing vendors whose loss t€Cirapany could have a material
adverse effect upon the Company’s business anddialgposition. At this time, such vendors inclusigere Systems, Inc., Ambit
Microsystems Corporation, Amperex Technology LimjtASUSTeK Corporation, ATl Technologies, Inc., A&tbs Communications Inc., /
Optronics Corporation, Broadcom Corporation, Chi Kptoelectronics Corporation, Cypress SemiconduCtwporation, Hitachi Global
Storage Technologies, Hon Hai Precision Industry, Ctl., Intel Corporation, Inventec Appliances @aration, LG. Phillips Co., Ltd.,
Matsushita, NVIDIA Corp., PortalPlayer, Inc., Qua@omputer, Inc., Renesas Semiconductor Co. Lésins8ng Electronics, Sony
Corporation, Synaptics, Inc., Texas Instrumentd, Bmshiba Corporation.

Research and Development

Because the personal computer and consumer el@stiadustries are characterized by rapid technotd@dvances, the Compasyability tc
compete successfully is heavily dependent upoahitigty to ensure a continuing and timely flow afnepetitive products, services, and
technologies to the marketplace. The Company coeesito develop new products and technologies aadhance existing products in the
areas of hardware and peripherals, consumer etécipooducts, system software, applications sofwaetworking and communications
software and solutions, and the Internet. The Compaay expand the range of its product offerings iatellectual property through
licensing and/or acquisition of third-party busis@sd technology. The Company’s research and daewelot expenditures totaled

$712 million, $535 million (as restat€d ), and $48illion (as restate) ) in 2006, 2005, and 200dpeetively.

Patents, Trademarks, Copyrights and Licenses

The Company currently holds rights to patents aqdghts relating to certain aspects of its corapsystems, iPods, peripherals, software,
and services. In addition, the Company has regidtemnd/or has applied to register, trademarksandce marks in the U.S. and a number of
foreign countries for “Apple,” the Apple logo, “Mextosh,” “iPod,” “iTunes,” “iTunes Store,” and numoeis other trademarks and service
marks. Although the Company believes the ownershguch patents, copyrights, trademarks and semds is an important factor in its
business and that its success does depend inrptré @wnership thereof, the Company relies pritpan the innovative skills, technical
competence, and marketing abilities of its persbnne

(1) See the “Explanatory Note” immediately preceding Pdtem 1 and Note 2, “Restatement of Consobdatinancial Statements” in
Notes to Consolidated Financial Statements offbign 10-K.
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Many of the Company’s products are designed taigelintellectual 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, based upon past
experience and industry practice, such licenseergén could be obtained on commercially reasonédaims; however, there is no guarantee
that such licenses could be obtained at all. Bexafitsechnological changes in the computer industiyrent extensive patent coverage, and
the rapid rate of issuance of new patents, it &siide certain components of the Company’s prodaitsbusiness methods may unknowingly
infringe existing patents of others. From timeitod, the Company has been notified that it maynffréniging certain patents or other
intellectual property rights of third-parties.

Foreign and Domestic Operations and Geographic Data

The U.S. represents the Company’s largest geographiketplace. Approximately 60% of the Compangssales in 2006 came from sales
to customers inside the U.S. Final assembly of prtadsold by the Company is currently performethexCompany’s manufacturing facility
in Cork, Ireland, and by external vendors in Frem@alifornia; Fullerton, California; Taiwan; theeBublic of Korea; the People’s Republic
of China; and the Czech Republic. Currently, mactuidgng of many of the components used in the Camisgoroducts is performed by third-
party vendors in Taiwan, China, Japan, Korea, angapore. Final assembly of substantially all & €@ompany’s portable products,
including MacBook Pros, MacBooks, and iPods, igqreted by third-party vendors in China. Marginssates of the Company’s products in
foreign countries, and on sales of products theluile components obtained from foreign supplieas, lee adversely affected by foreign
currency exchange rate fluctuations and by inté@nat trade regulations, including tariffs and dotnping penalties.

Information regarding financial data by geogramegment is set forth in Part I, Item 8 of thisiAdt0-K and in the Notes to Consolidated
Financial Statements at Note 11, “Segment Inforomaéind Geographic Data.”

Seasonal Business

The Company has historically experienced increast¢dales in its first and fourth fiscal quartessipared to other quarters in its fiscal year
due to seasonal demand related to the holiday seagbthe beginning of the school year. This hisébpattern should not be considered a
reliable indicator of the Company’s future net sade financial performance.

Warranty

The Company offers a basic limited parts and latmranty on its hardware products. The basic wayrperiod for hardware products is
typically one year from the date of purchase byethd-user. The Company also offers a 90-day baaicanty for its service parts used to
repair the Company’s hardware products. In addittmmsumers may purchase extended service covenag®st of the Compans’hardware
products in all of its major markets.

Backlog

In the Company’s experience, the actual amountadyct backlog at any particular time is not a niegiul indication of its future business
prospects. In particular, backlog often increasemniicipation of or immediately following new prat introductions as dealers anticipate

shortages. Backlog is often reduced once dealersastomers believe they can obtain sufficient sufpecause of the foregoing, backlog

should not be considered a reliable indicator ef@mmpany’s ability to achieve any particular lestevenue or financial performance.
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Environmental Laws

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

Production and marketing of products in certaitestand countries may subject the Company to emviemtal and other regulations
including, in some instances, the requirement twigle customers the ability to return product até¢nd of its useful life, and place
responsibility for environmentally safe disposalecycling with the Company. Such laws and regofetihave recently been passed in se
jurisdictions in which the Company operates inahgdvarious European Union member countries, Japdrcertain states within the U.
Although the Company does not anticipate any maltadverse effects in the future based on the eatlits operations and the thrust of such
laws, there is no assurance that such existing taviigture laws will not have a material adverde&fon the Company’s financial condition,
liquidity, or results of operations.

Employees
As of September 30, 2006, the Company had 17,78%irhe equivalent employees and an additional 2,8Inporary equivalent employees
and contractors.

Available Information

The Company’s Annual Report on Form 10-K, Quart&éports on Form 10-Q, Current Reports on Form 8¢, amendments to reports
filed pursuant to Sections 13(a) and 15(d) of theuBities Exchange Act of 1934, as amended, aé filith the U.S. Securities and Exchange
Commission (SEC). Such reports and other informdiled by the Company with the SEC are availalsidle Company’s website at
http://www.apple.com/investor when such reportsauailable on the SEC website. The public may aaticopy any materials filed by the
Company with the SEC at the SEC’s Public Referédmem at 100 F Street, NE, Room 1580, Washington2D%&19. The public may obtain
information on the operation of the Public RefeeeRoom by calling the SEC at 1-800-SEC-0330. Th€ 8taintains an Internet site that
contains reports, proxy, and information statemants other information regarding issuers thatdlectronically with the SEC at
http://www.sec.gov. The contents of these websitesnot incorporated into this filing. Further, iempany’s references to the URLs for
these websites are intended to be inactive texéfiatences only.

Iltem 1A. Risk Factors

Because of the following factors, as well as ofaetors affecting the Company’s operating resutis fnancial 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.

The matters relating to the investigation by thecs Committee of the Board of Directors and testatement of the Company’s
consolidated financial statements may result initioiokal litigation and governmental enforcementians.

On June 29, 2006, the Company announced thatamaitreview had discovered irregularities reldtethe issuance of certain stock option
grants made between 1997 and 2001, including & tats Chief Executive Officer (“CEQ”"), Steve JiThe Company also announced a
Special Committee of outside directors (“Speciainbattee”) had been formed and had hired independmurtsel to conduct a full
investigation of the Company’s past stock optioanging practices. As described in the ExplanatasieNmmediately preceding Part |,

Item 1, and in Note 2 “Restatement of Consolid&tie@dncial Statements” in Notes to Consolidated fkaied Statements in this Form 10-K, as
a result of the internal review and independenégtigation, management has concluded, and the AaodiFinance Committee agrees, that
incorrect measurement dates were used for finaac@unting purposes for stock option grants made i
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certain prior periods. As a result, the Companyrbasrded additional non-cash stock-based comgensatpense, and related tax effects,
with regard to certain past stock option grants, i@ Company has restated certain previously filehcial statements included in this
Form 10-K.

The internal review, the independent investigataord related activities have required the Compangdur substantial expenses for legal,
accounting, tax and other professional serviceg kaverted management’s attention from the Comisamysiness, and could in the future
harm its business, financial condition, result®pérations and cash flows.

While the Company believes it has made approppatgments in determining the correct measuremeeisdar its stock option grants, the
SEC may disagree with the manner in which the Campas accounted for and reported, or not repottedfinancial impact. Accordingly,
there is a risk the Company may have to furthdaatests prior financial statements, amend prilimds with the SEC, or take other actions
currently contemplated.

The Company’s past stock option granting practarebthe restatement of prior financial statemeat®lexposed the Company to greater
risks associated with litigation, regulatory prodiegs and government enforcement actions. As destin Part |, Item 3, “Legal
Proceedings”, several derivative complaints anthsscaction complaint have been filed in statefaddral courts against the Company’s
directors and certain of its executive officerstpieing to allegations relating to stock optionrgsa The Company has provided the results of
its internal review and independent investigatiothie SEC and the United States Attorse®ffice for the Northern District of Californiand

in that regard the Company has responded to infargaests for documents and additional informatidre Company intends to continue
full cooperation. No assurance can be given reggrttie outcomes from litigation, regulatory prodagd or government enforcement actions
relating to the Company’s past stock option prastid’he resolution of these matters will be timestmning, expensive, and will distract
management from the conduct of the Company’s basirfeurthermore, if the Company is subject to atvéindings in litigation, regulatory
proceedings or government enforcement actions;tmepany could be required to pay damages or pesatihave other remedies imposed,
which could harm its business, financial conditiesults of operations and cash flows.

In August 2006, the Company received a NASDAQ Sieffermination letter stating that, as a resuthefdelayed filing of the Company’s
Form 10-Q for the quarter ended July 1, 2006 (f&rt Quarter Form 10-Q"), the Company was notampliance with the filing
requirements for continued listing as set fortiviarketplace Rule 4310(c)(14) and was thereforeeatlip delisting from the NASDAQ Sto
Market. On October 24, 2006, the NASDAQ Listing (fiations Panel granted the Company’s requestéutinued listing, subject to the
Company filing the Third Quarter Form IQ-and any required restatements, with the SECdnebber 29, 2006. On December 29, 200¢
Company filed the Third Quarter Form 10-Q with 8&C. With the filing of this Form 10-K, the Compaglieves that it has remedied its
non-compliance with Marketplace Rule 4310(c)(14ject to NASDAQ'’s affirmative completion of its mpliance protocols and its
notification of the Company accordingly. Howevéithie SEC disagrees with the manner in which then@any has accounted for and
reported, or not reported, the financial impacpas$t stock option grants, there could be furthé&yden filing subsequent SEC reports that
might result in delisting of the Company’s commaowock from the NASDAQ Global Select Market.

Unfavorable results of legal proceedings could adely affect the Company’s results of operations.

The Company is subject to various legal proceedamgkclaims that are discussed in Part |, ItemtBisfForm 10-K. The Company is also
subject to certain other legal proceedings ananddhat have arisen in the ordinary course of lassimnd which have not been fully
adjudicated. Results of legal proceedings cann@réeicted with certainty. In addition, litigationay be disruptive to the Company’s normal
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business operations. Should the Company fail tegirén certain legal matters, the Company’s finahcondition, liquidity, or results of
operations could be adversely affected.

Economic conditions and political events could adely affect the demand for the Comg’s products and the financial health of its
suppliers, distributors, and resellers.

The Company’s operating performance depends sigmifiy on economic conditions in the U.S. and athréd times in the past, demand for
the Company’s products has been negatively impdntetifficult global economic conditions. Uncertgirabout future economic conditions
makes it difficult to forecast future demand foe tBompany’s products and related operating ressiftsuld global and/or regional economic
conditions deteriorate, demand for the Companydslpets could be adversely affected, as could trenfiial health of its suppliers,
distributors, and resellers.

War, terrorism, public health issues, and othecamnstances could disrupt supply, delivery, or dedrafrproducts, which could negatively
affect the Company’s operations and performance.

War, terrorism, public health issues, and otheirtass interruptions, whether in the U.S. or abrdade caused and could cause damage or
disruption to international commerce and globalneeoy, and thus may have a strong negative impatieglobal economy, the Company,
and the Company’s suppliers or customers. The Coyipanajor business operations are subject torimpgion by earthquake, other natural
disasters, fire, power shortages, terrorist attackisother hostile acts, labor disputes, publidthéssues, and other events beyond its control.
The majority of the Company'’s research and devetpgrmactivities, its corporate headquarters, infdimmatechnology systems, and other
critical business operations, including certain poment suppliers and manufacturing vendors, a@édocnear major seismic faults. Because
the Company does not carry earthquake insuranatdiriat quake-related losses, the Company’s operatisults and financial condition
could be materially adversely affected in the esfr&t major earthquake or other natural or man-nubskester.

Although it is impossible to predict the occurrenoe consequences of any such events, such evmrtsresult in a decrease in demand for
the Companys products, make it difficult or impossible for tBempany to deliver products to its customers aeteive components from
suppliers, and create delays and inefficiencighénCompany’s supply chain. In addition, shouldangpublic health issues including
pandemics arise, the Company could be negativédgtafl by more stringent employee travel restngj@dditional limitations in the
availability of freight services, governmental aas limiting the movement of products between vaiegions, delays in production ramps
of new products, and disruptions in the operatimfithe Company’s manufacturing vendors and composigppliers. The Company’s
operating results and financial condition have baen in the future may be, adversely affectedumhvents.

The market for personal computers and related peipls and services, as well as digital music devignd related services, is highly
competitive. If the Company is unable to effecficelmpete in these markets, its results of oparatocmuld be adversely affected.

The personal computer industry is highly competitind is characterized by aggressive pricing pregtidownward 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. Bdogetition in the market for personal computerd eelated peripherals has been
particularly intense as competitors who sell Windamd Linux based personal computers have aggedssivt prices and lowered their
product margins for personal computing product® Tompany’s results of operations and financiat@emn have been, and in the future
may continue to be, adversely affected by theseotimet industry-wide pricing pressures and downvwaessures on gross margins.
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The personal computer industry has also been deaized by rapid technological advances in softwanetionality, hardware performance,
and features based on existing or emerging indestnydards. Further, as the personal computertirydaisd its customers place more relia
on the Internet, an increasing number of Intere@iaks that are smaller and simpler than traditipresonal computers may compete for
market share with the Company’s existing produgtsieral competitors of the Company have targetadineof the Company’s key market
segments, including consumer, education, profeasemd consumer digital video editing, and desiggh publishing. Several of the
Company’s competitors have introduced digital mps@ducts and/or online stores offering digital mulstribution that mimic many of the
unique design, technical features, and solutionth@fCompany’s products. The Company has a sigmifinumber of competitors, many of
whom have broader product lines and larger installestomer bases than those of the Company. Additio there has been a trend towards
consolidation in the personal computer industry ti@s resulted in larger and potentially strongenpgetitors in the Company’s markets.

The Company is currently the only maker of hardwesieg the Mac OS. The Mac OS has a minority maskate in the personal computer
market, which is dominated by makers of computélizing competing operating systems, including \démvs and Linux. The Company’s
future operating results and financial conditioa smbstantially dependent on its ability to congino develop improvements to the Macintosh
platform to maintain perceived design and functi@ilvantages over competing platforms. Additionaflyinauthorized copies of the Mac
are used on other companies’ hardware productsesuit in decreased demand for the Company’s hasdpr@ducts, the Company’s results
of operations may be adversely affected.

The Company is currently focused on market oppdiasrelated to digital music distribution andateld consumer electronic devices,
including iPods. The Company faces significant cetitipn from other companies promoting their owgitdil music products including MP3
players, music enabled cell phones, free peer4o4peisic and video services, and free streamimtjgitl content via the Internet. These
competitors include both new entrants with diffénerarket approaches, such as subscription sermioeels, and also larger companies that
may have significant technical, marketing, disttibn, and other resources, as well as establisheditare, software, and digital content
supplier relationships. Failure to effectively catgpcould negatively affect the Company’s operatesylts and financial position. The
Company expects competition in this space to iffigas competitors attempt to imitate the Comparmgproach to tightly integrating these
components within their individual offerings or wanore collaboratively with each other to offerig@ns that are more integrated than tr
they offer currently. Some of these current an@pidal competitors have substantial resources amdba able to provide such products and
services at little or no profit or even at a lassdmpete with the Company’s offerings. There camd assurance the Company will be able to
continue to provide products and services thattffely compete in these markets. The Company nsylave to respond to price
competition by lowering prices and/or increasingtfiees which could adversely affect the Companyisimproduct gross margins as well as
overall Company gross margins.

The Company also faces significant competitiorhmt).S. education market. U.S. elementary and slcgrschools, as well as college and
university customers, remain a core market forGbenpany. In an effort to gain market share and nemmampetitive, the Company will
continue to pursue one-to-one (1:1) learning sohgin education. 1:1 learning solutions typicalysist of a portable computer for every
student and teacher along with the installatioa wfireless network . These 1:1 learning solutiars @ther strategic sales are generally priced
more aggressively and could result in significafglys profitability or financial losses, particljafor larger deals. Although the Company
believes it has taken certain steps to strengtisguosition in the education market, there candagssurance that the Company will be able to
increase or maintain its share of the educatiorketar execute profitably on large strategic
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arrangements. Failure to do so may have an adirapsect on the Company’s operating results and firsdrcondition.

Future operating results are dependent upon the [@omy's ability to obtain a sufficient supply of compate including microprocessors,
some of which are in short supply or available dniyn limited sources.

Although most components essential to the Compdnysiness are generally available from multiplerses, certain key components
including microprocessors and ASICs are currenbiaimed by the Company from single or limited segtcSome key components (including
without limitation DRAM, NAND flash-memory, and TFICD flat-panel displays), while currently availakib the Company from multiple
sources, are at times subject to industry-widelabiity and pricing pressures. In addition, newegucts introduced by the Company often
initially utilize custom components obtained fromlypoone source until the Company has evaluatedivenebere is a need for, and
subsequently qualifies, additional suppliers. toaions where a component or product utilizes teslinologies, initial capacity constraints
may exist until such time as the suppliers’ yidldse matured. The Company and other produceripdtsonal computer and consumer
electronics industries also compete for variouspaments with other industries that have experieme@ased demand for their products.
The Company uses some components that are not corontioe rest of the personal computer or consusteetronics industries. Continued
availability of these components may be affectaatdfducers decided to concentrate on the producficomponents other than those
customized to meet the Company’s requirementselsupply of a key component were delayed or caingtd on a new or existing product,
the Company'’s results of operations and finanamalition could be adversely affected.

The Company must successfully manage frequent grodroductions and transitions to remain compeditand effectively stimulate
customer demand.

Due to the highly volatile and competitive natuféh® personal computer and consumer electrondissinies, which are characterized by
dynamic customer demand patterns and rapid tecbitaloadvances, the Company must continually intoedhew products and technolog
enhance existing products to remain competitivd, &ffectively stimulate customer demand for newdpigis and upgraded versions of the
Company’s existing products. The success of newysrbintroductions is dependent on a number obfacincluding market acceptance; the
Company’s ability to manage the risks associateld prioduct transitions, including the transitionineel-based Macintosh computers, and
production ramp issues; the availability of apgiima software for new products; the effective maragnt of purchase commitments and
inventory levels in line with anticipated produendand; the availability of products in approprigtentities and costs to meet anticipated
demand; and the risk that new products may havktygjoa other defects in the early stages of intrciibn. Accordingly, the Company cannot
determine in advance the ultimate effect new prtdud! have on its sales or results of operations.

In June 2005, the Company announced its plan tmhesing Intel microprocessors in its computersribg 2006, the Company introduced
new Intel-based models of the MacBook Pro, MacBdt&c Pro, iMac, and Mac mini computers. The Comfmtmansition to Intel
microprocessors for Macintosh systems was complatéadigust 2006, and its transition for Xserve wampleted in November 2006. This
transition has been and will continue to be suliigciumerous risks and uncertainties includingtitihely innovation and delivery of related
hardware and software products to support Intetepimcessors, market acceptance of Ihteded Macintosh computers, and the develop
and availability on acceptable terms of componantsservices essential to enable the Company &tideliver Intel-based Macintosh
computers. In addition, the Company is dependenhiod-party software developers such as Microaaft Adobe to timely develop current
and future applications that run on Intel-based iktash computers. Universal versions of Microsdftié®@ and Adobe’s Creative

Suite applications are not currently available. i#iddally, there can be no assurance that the Comnpall be able to maintain its
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historical gross margin percentages on its prodirnttuding Intel-based Macintosh computers, whitdy adversely impact the Company’s
results of operations.

The Company’s products from time to time experieuadity problems that can result in decreasedsad¢s and operating profits.

The Company sells highly complex hardware and softvproducts that can contain defects in desigmeartufacture. Sophisticated
operating system software and applications, sut¢chas® sold by the Company, often contain “bugat tan unexpectedly interfere with the
operation of the software. Defects may also oaewomponents and products the Company purchasestfficd-parties. There can be no
assurance that the Company will be able to detetfia all defects in the hardware and softwargeits. Failure to do so could result in lost
revenue, loss of reputation, and significant wasramd other expense to remedy.

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 inventoriesmhponents and products that have become obswlate in excess of anticipated
demand or net realizable value and accrues negassarves for cancellation fees for orders of pobsland components that have been
cancelled. Although the Company believes its inggnaind related provisions are currently adequgten the rapid and unpredictable pace
of product obsolescence in the computer and consalaetronics industries and the transition tollbtesed Macintosh computers, no
assurance can be given that the Company will matrindditional inventory and related charges. lditaeh, such charges have had, and may
have, a material effect on the Company’s finanpasition and results of operations.

The Company must order components for its prodametsbuild inventory in advance of product shipmeBescause the Company’s markets
are volatile and subject to rapid technology andepchanges, and because of the transition to-bate¢d Macintosh computers, there is a risk
the Company will forecast incorrectly and producemler from third parties excess or insufficiamténtories of particular products.
Consistent with industry practice, components amenally acquired through a combination of purchaskers, supplier contracts, and open
orders based on projected demand information. Puothase commitments typically cover the Compaforscasted component and
manufacturing requirements for periods ranging f&drto 150 days. The Compasyoperating results and financial condition havenbea the
past and may in the future be materially adveraéfiscted by the Company’s ability to manage itemwory levels and respond to short-term
shifts in customer demand patterns.

The Company is dependent on manufacturing andtiogjiservices provided by third parties, many obmhare located outside of the U.S.
Most of the Company’s products are manufacturesdhnle or in part by third-party manufacturers. tddion, the Company has outsourced
much of its transportation and logistics managemafhtile outsourcing arrangements may lower the obsperations, they also reduce the
Company’s direct control over production and digttion. It is uncertain what effect such diministoaehtrol will have on the quality or
quantity of the products manufactured or servieeslered, or the flexibility of the Company to resgdo changing market conditions. In
addition, the Company is reliant on third-party mfacturers to adhere to the Company’s supplier edd®nduct. Moreover, although
arrangements with such manufacturers may contawigions for warranty expense reimbursement, thm@amy may remain at least initially
responsible to the consumer for warranty servidbénevent of product defects. Any unanticipatemtipct defect or warranty liability,
whether pursuant to arrangements with contract fagturers or otherwise, could adversely affect@oepany’s future operating results and
financial condition.
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Final assembly of products sold by the Companwisently performed in the Company’s manufacturiagility in Cork, Ireland, and by
external vendors in Fremont, California; Fullert@alifornia; Taiwan; the Republic of Korea; the pkets Republic of China; and the Czech
Republic. Currently, manufacturing of many of tleenponents used in the Company’s products is pegdry third-party vendors in
Taiwan, China, Japan, Korea, and Singapore. Fesdrably of substantially all of the Compasnyportable products, including MacBook Pi
MacBooks, and iPods, is performed by third-partgdas in China. If for any reason manufacturindpgiistics in any of these locations is
disrupted by regional economic, business, labarirenmental, public health, or political issuesdoe to information technology system
failures or military actions, the Company’s reswt®perations and financial condition could beexdely affected.

The Company'’s future operating performance is ddpahon the performance of distributors and otresredlers of the Company’s products.
The Company distributes its products through whadees, resellers, national and regional retaikensl, cataloguers, many of whom distribute
products from competing manufacturers. In addittbe,Company sells many of its products and reseltsin third-party products in most of
its major markets directly to end-users, certaimcation customers, and certain resellers throwgybritine stores around the world and its
retail stores. Many of the Company’s resellers afeeon narrow product margins and have been nedatimpacted in the past by weak
economic conditions. Considerable trade receivahlgsare not covered by collateral or credit iagge are outstanding with the Company’s
distribution and retail channel partners. The Comyfmbusiness and financial results could be adheaffected if the financial condition of
these resellers weakens, if resellers within corgwhannels were to cease distribution of the Cawiparoducts, or if uncertainty regarding
demand for the Company’s products caused resétleesiuce their ordering and marketing of the Comyfsaproducts. The Company has
invested and will continue to invest in variousgnams to enhance reseller sales, including staffislgcted resellers’ stores with Company
employees and contractors. These programs coulireeg substantial investment from the Company]eyioviding no assurance of return
or incremental revenue to offset this investment.

Over the past several years, an increasing prapoofi the Company’s net sales have been made b@dahwany directly to endsers throug
its online stores around the world and throughetail stores in the U.S., Canada, Japan, and iieSébme of the Company’s resellers have
perceived this expansion of the Company’s direlgissas conflicting with their own businesses armhemic interests as distributors and
resellers of the Company'’s products. Perceptiogsuoh a conflict could discourage the Company’sliersefrom investing additional
resources in the distribution and sale of the Camisaproducts or lead them to limit or cease distiion of the Company’s products. The
Company’s business and financial results coulddwversely affected if expansion of its direct sateend-users causes some or all of its
resellers to cease or limit distribution of the Gramy’s products.

The Company relies on third-party digital contemhich may not be available to the Company on corialgr reasonable terms or at all.
The Company contracts with third parties to offesit digital content to customers through the ComyfsiTunes Store. The Company pays
substantial fees to obtain the rights to offert$acuistomers this third-party digital content. Tmmpany’s licensing arrangements with these
third-party content providers are shtetm in nature and do not guarantee the futurewahef these arrangements at commercially rease
terms, if at all. Certain parties in the music istty have consolidated and formed alliances, wballd limit the availability and increase the
fees required to offer digital content to custontarsugh the iTunes Store. Some third-party conpeotiders currently or may in the future
offer music products and services that compete thghCompany’s music products and services, anldl take action to make it more
difficult or impossible for the Company to licerntbeir digital content in the future. Further, otlagstributors of third-party content or third-
party content owners may seek to limit
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the Company'’s access to or increase the totalofasich content. If the Company is unable to cadito offer a wide variety of digital
content at reasonable prices with acceptable uség® or continue to expand its geographic reathide the U.S., then sales and gross
margins of the Company’s iTunes Store, as weletged hardware and peripherals, including iPods; be adversely affected.

Third-party content providers and artists requir@ the Company provide certain digital rights ngeemaent (‘DRM”) solutions and other
security mechanisms. If the requirements from aunpeoviders or artists change, then the Company mearequired to further develop or
license technology to address such new rights equirements. In addition, certain countries hawssed legislation or may propose
legislation that would force the Company to liceiisdORM solutions so that content would be inten@le with competitor devices, which
could lessen the protection of content subjectirig piracy and could affect arrangements with@oenpany’s content suppliers. There is no
assurance the Company will be able to developrense such solutions at a reasonable cost antinrely manner, if at all, which could have
a materially adverse effect on the Company’s opegaesults and financial position.

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 ane products, then customers may choose not teheu¢€ompany’s products.

The Company believes decisions by customers tdhpsecthe Company’s personal computers, as oppos#thtlows-based systems, are
often based on the availability of third-party sedte applications such as Microsoft Office. The @any also believes the availability of
third-party application software for the Companlg&dware products depends in part on third-partgldgers’ perception and analysis of the
relative benefits of developing, maintaining, apdrading such software for the Company’s produetsus software for the larger Windows
market or growing Linux market. This analysis maytased on factors such as the perceived strehgtb €ompany and its products, the
anticipated potential revenue that may be generatedinued acceptance by customers of Mac OS & e costs of developing such
software products. To the extent the minority maskere held by the Company in the personal compuéeket has caused software
developers to question the Company’s prospectseipérsonal computer market, developers coulddseifelined to develop new application
software or upgrade existing software for the Comyfsaproducts and more inclined to devote theioueses to developing and upgrading
software for the larger Windows market or growirigux market. The Company’s recent announcementttpéns to add a feature to the
next version of Mac OS X that will enable Intel-eddViacintosh systems to run Windows XP may deteeldpers from creating software
applications for Mac OS X if such applications avilable for the Windows platform. Moreover, thess be no assurance software
developers will continue to develop software fordM@S X on a timely basis or at all.

In June 2005, the Company announced its plan tmhesing Intel microprocessors in its computersribg 2006, the Company introduced
new Intel-based models of the MacBook Pro, MacBdt&¢ Pro, iMac, and Mac mini computers. The Comfmtmansition to Intel
microprocessors for Macintosh systems was complatédigust 2006, and its transition for Xserve wampleted in November 2006. The
Company depends on third-party software develojpetisnely develop current and future applicatiomsttrun on Intel microprocessors.
Universal versions of Microsoft Office and Adob€sgeative Suite applications are not currently aldé. The lack of applications that run on
Intel-based Macintosh systems, including Microsaffice and Adobe Creative Suite, could have a ntgradverse effect on the Compasy’
operating results and financial position.

In addition, past and future development by the Gamy of its own software applications and solutiora/ negatively impact the decision of
software developers, such as Microsoft and Adabdetelop, maintain, and upgrade similar or contipetsoftware for the Company’s
products. The Company currently markets and sellriaty of software applications for use by prsfesals, consumers, and education
customers that could influence the decisions afitbarty software developers to develop or
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upgrade Macintosh-compatible software productstwgoe applications currently marketed by the Comy@anlude software for professional
film and video editing, professional compositinglasisual effects for large format film and vide@guctions, professional music production
and music post production, professional and consldW® encoding and authoring, professional digitabto editing and workflow
management, consumer digital video and digital plecfiting and management, digital music managendesktop-based database
management, word processing, and high-quality ptatens. Discontinuance of third-party softwaredarcts for the Macintosh platform
could have an adverse effect on the Company’sailes &ind results of operations.

The Company’s business relies on access to paedtmtellectual property obtained from third p&gi 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 taigelintellectual 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 licenseergy could be obtained on commercially reasonédai@s. However, there can be no
assurance that the necessary licenses would bataezor available on acceptable terms.

Because of technological changes in the computtcansumer electronics industries, current extengatent coverage, and the rapid rate of
issuance of new patents, it is possible certainpmrants of the Comparg/products and business methods may unknowinglyngd existing
patents of others. The Company has from time te tigen notified that it may be infringing certaatemts or other intellectual property rig
of others. Responding to such claims, regardledisedf merit, can be time-consuming, result in gigant expenses, and cause the diversion
of management and technical personnel. Severaimgothims are in various stages of evaluation. Thenpany may consider the
desirability of entering into licensing agreemeintsertain of these cases. However, no assuramcbecgiven that such licenses can be
obtained on acceptable terms or that litigation mok occur. In the event there is a temporaryarm@anent injunction entered prohibiting the
Company from marketing or selling certain of itequicts or a successful claim of infringement agdims Company requiring it to pay
royalties to a third-party, the Company’s futureegging results and financial condition could beaadely affected. Information regarding
certain claims and litigation involving the Compamjated to alleged patent infringement and othaftens is set forth in Part I, Iltem 3 of this
Form 10-K. In the opinion of management, the Comypdomes not have a potential liability for damagesogalties from any current legal
proceedings or claims related to the infringemémqadent or other intellectual property rights d¢ti@rs that would individually or in the
aggregate have a material adverse effect on itdtse® operations or financial condition. Howevie results of such legal proceedings
cannot be predicted with certainty. Should the Canyfail to prevail in any of the matters relatedrifringement of patent or other
intellectual property rights of others describedPart I, Item 3 of this Form 10-K or should severaihese matters be resolved against the
Company in the same reporting period, the operagsglts of a particular reporting period couldnhaterially adversely affected.

The Company'’s retail initiative has required andlwbntinue to require a substantial investment aadhmitment of resources and is subject
to numerous risks and uncertainties.

Through September 30, 2006, the Company had opkstedetail stores. The Compasy'etail initiative has required substantial invesst in
equipment and leasehold improvements, informatysitesns, inventory, and personnel. The Company Isaseatered into substantial
operating lease commitments for retail space waitsé terms ranging from 5 to 20 years, the majofityhich are for 10 years. The Comps
could incur substantial costs should it choosetminate these commitments or close individualestoBuch costs could adversely affect the
Company’s results of operations and financial ctimli Additionally, a relatively high proportion ¢iie Retail segment’s costs are fixed
because of personnel costs,
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depreciation of store construction costs, and leapense. As a result, significant losses wouldltasfiould the Retail segment experience a
significant decline in sales for any reason.

Certain of the Company’s stores have been designéduilt to serve as high-profile venues that fiomcas vehicles for general corporate
marketing, corporate events, and brand awarenessiBe of their unique design elements, locatindssi&e, these stores require
substantially more investment in equipment anddbakl improvements than the Company’s more typialil stores. The Company has
opened eight such stores through September 20@auBe of their location and size, these high-m@afibres also require the Company to
enter into substantially larger operating leasemdments compared to those required for its mopécgl stores. Current leases on such
locations have terms ranging from 10 to 14 yeath twital remaining commitments per location randimmgn $4 million to $33 million.
Closure or poor performance of one of these higtilprstores could have a significant negative ioigan the Company’s results of
operations and financial condition.

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 uagies, some of which are beyond the Companyrgrof that could adversely affect the
Retail segment’s future results, cause its aceallts to differ from those currently expected,/antiave an adverse effect on the Company’s
consolidated results of operations. Potential reskd uncertainties unigue 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 operatimability to sell third-party hardware and softwareducts at adequate margins; failure to
manage relationships with existing retail chanreetiers; lack of experience in managing retail apens outside the U.S.; costs associated
with unanticipated fluctuations in the value of Agbranded and third-party retail inventory; andhility to obtain and renew leases in
quality retail locations at a reasonable cost.

Investment in new business strategies and inigatoould disrupt the Compeé's ongoing business and may present risks not roaityi
contemplated.

The Company has and may in the future invest in pesiness strategies or engage in acquisitionstmplement the Company’s strategic
direction and product roadmap. Such endeavors maphie significant risks and uncertainties, inchgldistraction of management’s
attention away from current business operatiorsjfficient revenue generation to offset liabilitessumed and expenses associated with the
strategy; and unidentified issues not discoveraiénCompany’s due diligence process. Because ttmgerentures are inherently risky, no
assurance can be given that such strategies dradiugs will be successful and will not materiadlglversely affect the Company’s business,
operating results or financial condition.

Declines in the sales of the Comp’s professional products, software, accessoriesasvice and support contracts, or increases iesalf
consumer products, including iPods, may negatiirajyact the Company’s gross margin and operatinggimpercentages.

The Company'’s professional products, including MaalBPro and Mac Pro systems, software, accessaridsservice and support contracts,
generally have higher gross margins than the Cogipaonsumer products, including the iMac, Mac mMacBook, iPod, and content from
the iTunes Store. A shift in sales mix away fromhar margin professional products towards lowerginaconsumer products could advers
affect the Company’s future gross margin and opegahargin percentages. The Company’s traditionafgssional customers may choose to
buy consumer products, specifically the iMac anadBtok, instead of professional products. Profesdiaeers may choose to buy the iMac
due to its relative price performance and uniquegtefeaturing a flat panel screen. Professionatausiay also choose to purchase MacBt
instead of the Company’s professional-orientedgiidet products due to their price performance angescsize. Additionally, significant
future growth in iPod sales without
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corresponding growth in higher margin product satasdd also reduce gross margin and operating magjicentages.

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

The Company’s profit margins vary among its prodwotd its distribution channels. The Company’satisales, primarily through its retalil
and online stores, generally have higher assocjateitability than its indirect sales. As a restifte Company’s gross margin and operating
margin percentages, as well as overall profitabitiny be adversely impacted as a result of a shiftoduct, geographic or channel mix, or
new product announcements, including the transtbdmtel-based Macintosh computers. In additibe, Company generally sells more
product during the third month of each quarter thawes during either of the first two months,adtern typical in the personal computer and
consumer electronics industries. This sales pati@nnproduce pressure on the Company’s internastriicture during the third month of a
guarter and may adversely impact the Company'syabdl predict its financial results accurately rthermore, the Company has typically
experienced greater net sales in the first andHdiscal quarters compared to other quartersérfigtal year due to seasonal demand related
to the holiday season and the beginning of thedaofear. Developments late in a quarter, suchwasidhan-anticipated demand for the
Company’s products, an internal systems failurdaiure of one of the Company’s key logistics, gmnents suppliers, or manufacturing
partners, could have significant adverse impacttherCompany and its results of operations anchéiiz condition.

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

The Company'’s ability to compete successfully amdntain attractive gross margins and revenue grasmtieavily dependent upon its ability
to ensure a continuing and timely flow of innovatand competitive products and technologies tortheketplace. As a result, the Company
generally incurs higher research and developmesis@s a percentage of revenue than its competittsssell personal computers based on
other operating systems. Many of these competipek to compete aggressively on price and maimtainlow cost structures. Further, as a
result of the expansion of the Company’s Retaihs&gt and costs associated with marketing the Coypanand including its unique
operating system, the Company incurs higher setlogis as a percentage of revenue than many afrtpetitors. If the Company is unable
continue to develop and sell innovative new prosludgth attractive gross margins, its results ofrafiens may be materially adversely
affected by its operating cost structure.

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

The Company distributes its products through tipiagty computer resellers and retailers and dirdotlsertain educational institutions and
commercial customers. A substantial majority of @@npany’s outstanding trade receivables are natrea by collateral or credit insurance.
The Company also has unsecured non-trade rece$vaibla certain of its manufacturing vendors resgltirom the sale by the Company of
raw material components to these manufacturing @enagho manufacture sub-assemblies or assemblepfioducts for the Company. In
addition, the Company has entered into long-terppsuagreements to secure supply of NAND flash-mgnamd has prepaid a total of $1.25
billion under these agreements. While the Compasydtocedures in place to monitor and limit expesarcredit risk on its trade and non-
trade receivables as well as long-term prepaymérgse can be no assurance such procedures vaffdeive in limiting its credit risk and
avoiding losses. Additionally, if the global econpor regional economies deteriorate, the Companyldvbe more likely to incur a material
loss or losses as a result of the weakening fimdondition of one or more of its customers or ofanturing vendors.
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The Company’s success depends largely on itsyabiliattract and retain key personnel.

Much of the future success of the Company dependeecontinued service and availability of skilfgetsonnel, including its Chief
Executive Officer, members of its executive teand those in technical, marketing and staff pos#tidexperienced personnel in the
information technology industry are in high demamdl competition for their talents is intense, eslycin the Silicon Valley, where the
majority of the Company’s key employees are locatés Company has relied on its ability to grantktoptions as one mechanism for
recruiting and retaining this highly skilled taleRtecent accounting regulations requiring the egpgnof stock options have resulted in
increased stock-based compensation expense, wisigltause the Company to reduce the amount of tasked awards issued to employ:
There can be no assurance that the Company wilintento successfully attract and retain key pamstin

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

For certain risks, the Company does not maintasnrance coverage because of cost and/or avaijalikicause the Company retains some
portion of its insurable risks, and in some casdfsissures completely, unforeseen or catastrofasises in excess of insured limits may ha
material adverse effect on the Company’s resultspefations and financial position.

Failure of information technology systems and bhesin the security of data upon which the Compaligs could adversely affect t
Company’s future operating results.

Information technology system failures and breadfekata security could disrupt the Company’s apitd function in the normal course of
business by potentially causing delays or candefiaf customer orders, impeding the manufacturghizment of products, or resulting in
unintentional disclosure of customer or Compangrimfation. Management has taken steps to address tloecerns for its own systems by
implementing sophisticated network security andrimal control measures. However, there can be surasce that a system failure or data
security breach of the Company or a third-partydegrwill not have a material adverse effect onGlmenpany’s results of operations.

The Company’s business is subject to the riskstefriational operations.

A large portion of the Company'’s revenue is derifreth its international operations. As a resule @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 exposur@t@ments in foreign currency
exchange rates relate to non-U.S. dollar denominsdtes in Europe, Japan, Australia, Canada, atairc@arts 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 Coprgproducts and the U.S. dollar value of the Conyp&foreign currency denominated
sales. Conversely, a strengthening in these ared @dheign currencies can cause the Company tofsnodernational pricing and affect the
value of the Company'’s foreign denominated saled,ia some cases, may also increase the cost toampany of some product
components.

Margins on sales of the Company’s products in fpreiountries, and on sales of products that inchaseponents obtained from foreign
suppliers, can be adversely affected by foreignetuny exchange rate fluctuations and by internatitmade regulations, including tariffs and
antidumping penalties.

Derivative instruments, such as foreign exchangedead and option positions have been utilized ly@ompany to hedge exposures to
fluctuations in foreign currency exchange rates tlike of such hedging activities may not offseteniban a portion of the adverse financial
impact resulting from unfavorable movements in iigmeexchange rates.
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Further information related to the Company’s glabalrket risks may be found in Part Il, Item 7AletForm 10-K under the subheading
“Foreign Currency Risk” and may be found in Pariteém 8 of this Form 10-K at Notes 1 and 3 of Natie Consolidated Financial
Statements.

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 até¢nd of its useful life, and place
responsibility for environmentally safe disposalecycling with the Company. Such laws and regofetihave recently been passed in se
jurisdictions in which the Company operates, ingtgdvarious European Union member countries, Japancertain states within the U
Although the Company does not anticipate any maltadverse effects in the future based on the eatlits operations and the thrust of such
laws, there is no assurance such existing lawstard laws will not have a material adverse eftacthe Company’s financial condition,
liquidity, or results of operations.

Changes in accounting rules could affect the Comjsafiuture operating results.

Financial statements are prepared in accordantel@. generally accepted accounting principlegs€éhprinciples are subject to
interpretation by various governing bodies, inchgdihe Financial Accounting Standards Board (“FAB&id the SEC, who create and
interpret appropriate accounting standards. A cadrgn current accounting standards could havgrafgiant effect on the Company’s
results of operations. In December 2004, the FASBad new guidance that addresses the accountiagde-based payments, Statement of
Financial Accounting Standards (“SFAS”) No. 123s{sed 2004) (“SFAS No. 123R"ghare-Based Paymemnivhich the Company adopted
2006. In 2006, stock-based compensation expenseaddliluted earnings per common share by apprd=lyn®0.14. Although the adoption
of SFAS No. 123R is expected to continue to hasigmificant impact on the Company’s results of gpiens, future changes to various
assumptions used to determine the fair-value ofdsvissued or the amount and type of equity awairaisted create uncertainty as to the
amount of future stock-based compensation expense.

Changes in the Company’s tax rates could affedtitgre results.

The Company'’s future effective tax rates coulddefably or unfavorably affected by changes inrtive of earnings in countries with
differing statutory tax rates, changes in the viiduaof the Company’s deferred tax assets andliiiesi, or by changes in tax laws or their
interpretation. In addition, the Company is subjedhe continuous examination of its income taunres by the Internal Revenue Service and
other tax authorities. The Company regularly assetie likelihood of adverse outcomes resultinghftbese examinations to determine the
adequacy of its provision for income taxes. Thexe lzse no assurance the outcomes from these contirmxaminations will not have an
adverse effect on the Company’s results of oparatamd financial condition.

The Company’s stock price may be volatile.

The Company’s stock has at times experienced suirtarice volatility as a result of variationstiveen its actual and anticipated financial
results and as a result of announcements by thegp@woyrand its competitors. The stock market hasresqpeed extreme price and volume
fluctuations that have affected the market pricenahy technology companies in ways that may haee bearelated to the operating
performance of these companies. Furthermore, timep@oy believes its stock price reflects high fumrewth and profitability expectations.
If the Company fails to meet these expectationstidsk price may significantly decline. In additjdncreases in the Company’s stock price
may result in greater dilution of earnings per shar
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Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

The Company’s headquarters are located in Cupedalifornia. The Company has a manufacturing figdih Cork, Ireland. As of
September 30, 2006, the Company leased approxyr@tmillion square feet of space, primarily ietd.S., and to a lesser extent, in
Europe, Japan, Canada, and the Asia Pacific regjlemmajor facility leases are for terms of 5 toygars and generally provide renewal
options for terms of 3 to 5 additional years. Lebsgace includes approximately 1.2 million squast df retail space, a majority of which is
in the U.S. Lease terms for retail space range #dm?20 years, the majority of which are for 1@nge and often contain multi-year renewal
options.

The Company owns a 352,000 square-foot manufagttaiility in Cork, Ireland that also houses a oustr support call center. The
Company also owns 805,000 square feet of faciliti€sacramento, California that include warehousing distribution operations as well as
a customer support call center. In addition, thex@any owns approximately 1.9 million square feeflaoflities for research and development
and corporate functions in Cupertino, Californreliding approximately 948,000 square feet purathasging 2006 for the future
development of the Company’s second corporate capgnd approximately 107,000 square feet for acatter in Newark, California.
Outside the U.S., the Company owns additionalifesl totaling approximately 169,000 square feée Tompany believes its existing
facilities and equipment are well maintained andaond operating condition.

The Company has invested in internal capacity énadegic relationships with outside manufacturiegdors, and therefore believes it has
adequate manufacturing capacity for the foresedahlee. The Company continues to make investmiantapital equipment as needed to
meet anticipated demand for its products.

Item 3. Legal Proceedings

The Company is subject to various legal proceedamgkclaims that are discussed below. The Compaalgd 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 dimatscial condition, liquidity or results of ope¢i@ns. However, the results of legal
proceedings cannot be predicted with certainty ughthe Company fail to prevail in any of thesedegatters or should several of these I
matters be resolved against the Company in the sapagting period, the operating results of a patéir reporting period could be materially
adversely affected. The Company settled certaitersatiuring 2006 that did not individually or iretaggregate have a material impact on the
Company’s results of operations.

Allen v. Apple Computer, In

On January 28, 2005, a plaintiff filed a purpontedionwide class action in Los Angeles Superiorr€alleging that a defect in the
Company’s 17-inch Studio Display monitors resuitslimming of half of the screen and constant bhigkof the power light. Plaintiff filed an
amended complaint on October 24, 2005, adding iadditnamed plaintiffs and expanding the alleged<ito include purchasers of the 20-
inch Apple Cinema Display and the 23-inch Appled&dira HD Display. The amended complaint allegestti@atisplays have a purported
defect that causes dimming of one-half of the straed that the Company misrepresented the qualitye displays and/or concealed the
purported defect. Plaintiffs assert claims unddif@aia Business & Professions Code §17200 (urdampetition); California Business &
Professions Code 817500 (false advertising) an€Ctresumer Legal Remedies Act. The amended compaéks remedies including
damages and equitable relief. On November 14, 20@5Company
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filed an answer to the amended complaint as taflegations regarding the 17-inch display and awteen/motion to strike as to the
allegations regarding the 20-inch and 23-inch digplon the ground that plaintiffs failed to allégat they purchased those displays. At a
status conference on November 1, 2005, the Codetred Plaintiffs to amend their complaint. Plafrfiled an amended complaint on
December 12, 2005, and the Company answered oar§abu2006 denying all allegations and assertingéerous affirmative defenses. The
Company has reached a settlement in this mattéchwias given preliminary approval by the Courtaptember 18, 2006. The final
approval hearing is scheduled for February 15, 28@#tlement of this matter will not have a matezféect on the Company’s financial
position or results of operations.

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

The Company filed an action for declaratory judgtreyainst Defendant Burst.com, Inc. on Januaryp@62n the United States District Co
for the Northern District of California. The Compaseeks declaratory judgment that U.S. Patent M863,995, 5,164,839, 5,057,932 and
5,995,705 (“Burst patents”) are invalid and notimjed by the Company. Burst filed an answer anthtarclaim on April 17, 2006. Burst
alleges that the following Apple products and seewiinfringe U.S. Patent Nos. 4,963,995, 5,057,93%84,839, and 5,995,705; iTunes Store,
iPod devices, QuickTime products (including Quiak€iplayer and QuickTime Streaming Server), iTudsvare, other Apple software
products (Final Cut Studio, GarageBand, iMovie, ID\iIWeb), the use of the .Mac services and Applapaters and servers running iTunes,
QuickTime, or the other named Apple software prasluthe Burst patents allegedly relate to methodsdevices used for “burst”
transmission of audio or video files. The casaidiscovery. A claim construction hearing is setfebruary 8, 2007. Trial is set for

February 26, 2008.

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 Divisim London alleging that the Company
has breached a 1991 agreement that resolved deatiemark litigation between the parties regardisg of certain Apple marks. Plaintiff
seeks an injunction, unspecified damages, and otlief. The Company filed a motion on October 2803, challenging jurisdiction in the
U.K. The Court denied this motion on April 7, 2004e Company filed an appeal of the Court's deoisiat subsequently withdrew the
appeal. In November 2004, Plaintiff served the Canypwith an Amended Bill of Particulars and on Daber 23, 2004, the Company filed a
Defence. On November 24, 2005, Plaintiff filed a/Aaended Bill of Particulars and the Company filesdDefence on December 16, 2005.
Trial took place from March 29, 2006 through Afjl2006. Judgment was given in favor of the Compamivay 8, 2006 and Apple Corps
was ordered to pay a portion of the Company’s fdesamount to be agreed or determined in a subséguoceeding. Apple Corps has filed
an appeal, which is scheduled to be heard in lel&ary 2007.

On October 8, 2003, the Company filed a lawsuiiregapple Corps in the United States District Gdar the Northern District of Californi
requesting a declaratory judgment that the Combasynot breached the 1991 agreement. Apple Cogleiebed jurisdiction in the
California case but the Court denied that challemg&larch 25, 2004. Apple Corps subsequently pltedain a motion to stay the California
case during the pendency of the U.K. action. Them@any has dismissed the California lawsuit withmejudice.

Bader v. Anderson, et ¢

Plaintiff filed this purported shareholder derivatiaction against the Company and each of its ¢therent executive officers and members of
its Board of Directors on May 19, 2005 in Santar&l@ounty Superior Court asserting claims for bneafcfiduciary duty, material
misstatements and omissions, and violations off@ala Businesses & Professions Code §17200 (uofairpetition). Plaintiff alleges that
the Company’s March 14, 2005, proxy statement wkefand misleading for failure to disclose ceraiarmation relating to the Apple
Computer, Inc. Performance Bonus Plan, which wasaed by
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shareholders at the annual meeting held on ApriPR05. Plaintiff, who ostensibly brings suit o fBompany’s behalf, has made no demand
on the Board of Directors and alleges that suchashehis excused. Plaintiff seeks injunctive and iothkef for purported injury to the
Company. On July 27, 2005, Plaintiff filed an amesi@¢omplaint alleging that, in addition to the prtpd derivative claims, adoption of the
bonus plan and distribution of the proxy statentksicribing that plan also inflicted injury on héredtly as an individual shareholder. On
January 10, 2006, the Court sustained defendaetsuider to the amended complaint, with leave toraimPlaintiff filed a second amended
complaint on February 7, 2006, and the Compang flelemurrer. After a hearing on June 13, 2006Cth&t sustained the demurrer without
leave to amend as to the non-director officerswaitid leave to amend as to the directors. On July2R@6, plaintiff filed a third amended
complaint, which purports to bring claims derivativas well as directly on behalf of a class of oowon stock holders who have been or will
be harmed by virtue of the allegedly misleadingxgrstatement. In addition to reasserting prior esusf action, the third amended complaint
includes a claim that the Company violated the seofithe plan, and a claim for waste related ttricted stock unit grants to certain officers
in 2003 and 2004 and an option grant to the Conipd®@iO in January 2000. A demurrer that the Comgdéeg to the third amended
complaint as well as a motion to disqualify the @amy’s lawyers will be heard on January 30, 2007.

Baghdasarian, et al. v. Apple Computer, |

Plaintiffs filed this action in Los Angeles Couryiperior Court on October 31, 2005, on behalf pfigported nationwide class of all
purchasers of all Apple wireless products (routesdem, or adaptor) sold at any time. The compklieties that the Company misreprese
the transmission rates of these products. The ainiglleges causes of action for breach of expressanty and for violations of the
Consumer Legal Remedies Act, California Businedar&fessions Code §17200 (unfair competition) anlif@@aia Business & Professions
Code 817500 (false advertising). The complaint selstmages and equitable remedies. On Decembef05, the Company filed an answer
denying all allegations and asserting numerousnadfiive defenses. The parties have reached aitensatttiement, which is not expected to
have a material effect on the Company’s financtedifion or results of operations.

Barry et al. v. Apple Computer, Ir

Two Plaintiffs filed this purported class action lgiay 16, 2006 in the United States District Coortthe Northern District of California, San
Jose Division, on behalf of a nationwide classRafd purchasers between May 2002 and the presemtdrhplaint alleged various problems
with the iPod hard drive, including skipping anahiied lifespan. Plaintiffs alleged violations ofl@rnia Business & Professions Code
817200 (unfair competition), the Consumer Legal Béies Act, the Song-Beverly Consumer Warranty Act lareach of warranties. The
complaint sought damages and equitable relief.plaiatiffs voluntarily dismissed this case, withquejudice, on September 18, 2006.

Birdsong v. Apple Computer, Inc.; Patterson v. Appbmputer, Inc

These federal court complaints allege that the Gomis iPod music players, and the ear bud headphesid with them, are inherently
defective in design and are sold without adequatenings concerning the risk of noise-induced heglass by iPod users. The Birdsong
action was initially filed on January 30, 2006 lee tUnited States District Court for the Westerntiisof Louisiana on behalf of a purported
Louisiana class of iPod purchasers and allegeatidols of the Louisiana Products Liability Act, &ches of implied warranties, unjust
enrichment, and negligent misrepresentation. ThiRan action was filed on January 31, 2006 inthi#ed States District Court for the
Northern District of California on behalf of a ponted class of all iPod purchasers within the -year period before January 31, 2006. That
action alleged breaches of implied and expressamties, violations of California Business & Profess Code 817200 (unfair competition),
California Business & Professions Code 817500 faldvertising), the Consumer Legal Remedies Aefdires of express and implied
warranties, negligent misrepresentation and ugnsgthment. The Birdsong action was transferrettiéoNorthern District of California, and
the
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Patterson action was dismissed. An amended complais subsequently filed in Birdsong, dropping ltbeisiana law-based claims and
adding California law-based claims equivalent twsthin Patterson. The Company filed a motion tmiis on November 3, 2006. Plaintiffs
will not oppose the motion but instead will filssacond amended complaint by January 15, 2007.

A similar complaintRoyer-Brennan v. Apple Computer, Inc. and Applea@aninc.,was filed in Montreal, Quebec, Canada, on Febrliary
2006, seeking authorization to institute a clasa®n behalf of iPod purchasers in Quebec. Aihgasn the motion for class certification is
scheduled for February 8 and 9, 2007, althougm®faounsel has now requested that the hearindebeyed pending a ruling on the motion
to dismiss in the U.S. case.

Branning et al. v. Apple Computer, Ir

Plaintiffs originally filed this purported classtam in San Francisco County Superior Court on ety 17, 2005. The initial complaint
alleged violations of California Business & Profess Code §17200 (unfair competition) and violatisrihe Consumer Legal Remedies Act
(CLRA) regarding a variety of purportedly unfairdannlawful conduct including, but not limited tdlegedly selling used computers as new
and failing to honor warranties. Plaintiffs als@bght causes of action for misappropriation ofdradcrets, breach of contract, and violation
of the SongBeverly Consumer Warranty Act. Plaintiffs requestedpecified damages and other relief. On May 852the Court granted tl
Company’s motion to transfer the case to Santaa@aunty Superior Court. On May 2, 2005, Plainfiittsd an amended complaint adding
two new named plaintiffs and three new causes tidrmicluding a claim for treble damages under@agtwright Act (California Business &
Professions Code 816700 et seq.) and a claim e &advertising. The Company filed a demurrer toadimended complaint, which the Court
sustained in its entirety on November 10, 2005. Chart granted Plaintiffs leave to amend and tlieg fan amended complaint on
December 29, 2005. Plaintiffs’ amended complainteatithree plaintiffs and alleged many of the sametual claims as the previous
complaints, such as alleged selling of used equipme new, alleged failure to honor warranties sergtice contracts for the consumer
plaintiffs, and alleged fraud related to the opgrifthe Apple retail stores. Plaintiffs continuedassert causes of action for unfair
competition (§17200), violations of the CLRA, brhaxf contract, misappropriation of trade secreigations of the Cartwright Act and
alleged new causes of action for fraud, converaiwhbreach of the implied covenant of good faitth fair dealing. The Company filed a
demurrer to the amended complaint on January 316,208hich the Court sustained on March 3, 2006ixtean of seventeen causes of act
Plaintiffs filed an amended complaint adding one péaintiff. The Company filed a demurrer, whichsagranted in part on September 9,
2006. Plaintiffs filed a further amended complantSeptember 21, 2006. On October 2, 2006, the @oynfiled an answer denying all
allegations and asserting numerous affirmativertsfe. The case is in discovery.

Butzer, et al. v. Apple Computer, Inc.;Wirges wl&pgComputer, Inc.; Blackwell v. Apple Computec,

Plaintiffs filed the Butzer action on August 23,080in the United States District Court for the Nertn District of California, San Jose
Division, on behalf of a purported nationwide clasésll purchasers of the Company’s PowerBook Gdgtbe computers. The complaint
alleged defects in the memory of the computers.cmeplaint alleged that this purported defect ed$etio other series of the Company’s
portables and stated that plaintiffs reserved itifet to amend the complaint to include these osiegies. Plaintiffs asserted claims for alleged
violations of California Business & Professions €&17200 (unfair competition), California Busin&sBrofessions Code 817500 (false
advertising), the Consumer Legal Remedies Act (C).BRAd the Song-Beverly Consumer Warranty Act. Téragaint sought remedies
including restitution and/or damages and injuncteief. The Wirges action was filed on January 206 in the United States District Court
for the Eastern District of Arkansas, also on bebba purported nationwide class, and made sinailgations. Plaintiffs asserted claims for
breach of warranties, violation of the Magnuson—Mést, strict products liability and unjust enricén. The complaint sought restitution,
damages and other remedies. The Blackwell actianfileal on February 10, 2006 in the
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United States District Court for the Northern Digttof California, on behalf of a purported natidde class, and made identical allegations to
those made in the Butzer case. Plaintiffs asseftaohs for breach of express and implied warrantiedation of the CLRA, violation of the
Song-Beverly Act, false advertising and unfair cetitipn. The complaint sought restitution, an ingtian and other remedies. The Company
filed an answer to the Butzer complaint on Octdl#r2005 denying all material allegations and dsgenumerous affirmative defenses. The
Company filed an answer to the Wirges action orrilaaty 28, 2006, and also filed a motion to trantfierWirges case to the Northern
District of California. The Company filed an answeithe Blackwell complaint on March 15, 2006 dewyall material allegations and
asserting numerous affirmative defenses. The Coynpas reached a settlement with the named plaritifall three cases and these matters
are concluded. Settlement of these matters dithanod a material effect on the Company’s financasifion or results of operations.

Charoensak v. Apple Computer, Inc. (formerly Stgatte Apple Computer, Inc.)

The original Plaintiff (Slattery) filed this purged class action on January 3, 2005 in the UnitateS District Court for the Northern District
of California alleging various claims includingedled unlawful tying of music purchased on the iBugtore with the purchase of iPods and
vice versa and unlawful acquisition or maintenamfceonopoly market power. Plaintiff’'s complaintetdled violations of 881 and 2 of the
Sherman Act (15 U.S.C. 881 and 2), California Bastand Professions Code 816700 et seq. (the @frtwnct), California Business and
Professions Code §17200 (unfair competition), comiaw unjust enrichment and common law monopoliratPlaintiff sought unspecified
damages and other relief. The Company filed a mdtadismiss on February 10, 2005. On Septemb20@5, the Court denied the motion in
part and granted it in part. Plaintiff filed an amded complaint on September 23, 2005 and the Coyrflad an answer on October 18, 2005.
On May 8, 2006, the Court heard Plainsffhotion for leave to file a second amended comptaisubstitute two new plaintiffs for Slattern
August 2006, the court dismissed Slattery withaefyrice and allowed plaintiffs to file an amend®dnplaint naming two new plaintiffs
(Charoensak and Rosen). On November 2, 2006, thg&ay filed an answer to the amended complaintidgrall material allegations and
asserting numerous affirmative defenses. The hganinclass certification is set for April 16, 2007.

Contois Music Technology LLC v. Apple Computer, Inc

Plaintiff Contois Music Technology filed this aati@n June 13, 2005 in the United States DistriairCimr Vermont, alleging infringement |
the Company of U.S. Patent No. 5,864,868, entifamputer Control System and User Interface for Mdelaying Devices.” The complaint
sought unspecified damages and other relief. Thepg2ay filed an answer on November 23, 2005 dengihgpaterial allegations and
asserting numerous affirmative defenses. A Markhrearing was held on June 13, 2006 and the cowsdssa claim construction ruling on
July 24, 2006. The parties agreed to a settlemahttee case was dismissed on August 18, 2006.méaiter is now concluded. Settlement of
this matter did not have a material effect on then@any’s financial position or results of operasion

Creative Technology Ltd. and Creative Labs, Inépple Computer, Inc¢filed on May 15, 2006, International Trade Comnosgj Creative
Technology Ltd. v. Apple Computer, I(fded on May 15, 2006, United States District Qdior the Northern District of Californiafpple
Computer, Inc. v. Creative Technology Ltd. and @wealabs, Inc(filed May 15, 2006, United States District Cowt the Western District
of Wisconsin)Apple Computer, Inc. v. Creative Technology Ltdl @neative Labs, Indfiled on June 1, 2007, International Trade
Comission) Apple Computer, Inc. v. Creative Technology Ltdl @neative Labgfiled on June 1, 2006, United States District Gdar the
Eastern District of Texas)

On May 15, 2006, Creative Labs, Inc., and Creafiehnology Ltd. (collectively “Creative”) filed amplaint with the U.S. International
Trade Commission (“ITC”) alleging that the Companfyinged U.S. patent number 6,928,433 (*'433 p#fjeand seeking an order
permanently barring iPods from importation into ited States. On May 15, 2006, Creative also ginbsuit against the Company in
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the United States District Court for the Northerigtidct of California, also alleging that the iPdringed the ‘433 patent. The District Court
action was stayed pending resolution of the Cred®C Action.

On May 15, 2006, the Company brought suit agaimeati/e in the United States District Court for Western District of Wisconsin
(“Wisconsin Action”), alleging that Creative infiged U.S. patent number 5,479,602 (“602 patent’}.Ubatent number 5,586,237 (“237
patent”), U.S. patent number 5,898,434 (434 ptjeand U.S. patent number 6,731,312 (“312 pddei@n May 17, 2006, the Company
filed an amended complaint in the Wisconsin Actdieging that Creative also infringed U.S. patamnber 5,341,293 (“293 patent”), U.S.
patent number 6,047,342 (*'342 patent”), and Ua&ept number 5,799,280 (“280 patent”).

On June 1, 2006, the Company brought suit agairesit®e in the United States District Court for Eestern District of Texas, (“Texas
Action”), alleging that Creative infringed U.S. pat number 6,157,363 (363 patent”), U.S. patamnber 5,640,566 (“566 patent”), and
U.S. patent number 5,504,852 (“852 patent”). Onel@7, 2006, the Company filed an amended complaihie Texas Action alleging that
Creative also infringed U.S. patent number 7,048 2230 patent”) and U.S. patent number 6,282,646 patent”). At the suggestion of
the District Court, the Company filed separateangiin the Eastern District of Texas regardingGbenpany’s allegations relating to the ‘230
patent and the ‘646 patent.

On June 1, 2006, the Company filed a complaint wiehITC alleging that Creative infringed the ‘238tent, the ‘293 patent, and the ‘434
patent. On June 5, 2006, the Company filed an agtendmplaint with the ITC alleging that Creativeainfringed the ‘646 patent.

The parties reached a settlement of all of the aloatters and all cases were dismissed as of Qct8h2006. These matters are concluded.
Settlement of these matters did not have a maiffiadt on the Company’s financial position or lesof operations.

Davis v. Apple Computer, In

Plaintiff filed this purported class action in Sarancisco County Superior Court on December 5, 2802ging that the Company engaged in
unfair and deceptive business practices relatiritp tAppleCare Extended Service and Warranty Aaintiff asserts causes of action for
violation of California Business & Professions C&d&200 (unfair competition), California Busines$’ofessions Code §17500 (false
advertising), breach of the Song-Beverly Warranty, Antentional misrepresentation and concealnf@aintiff requests unspecified damages
and other relief. The Company filed a demurrer miadion to strike, which were granted, in part, &taintiff filed an amended complaint.
The Company filed an answer on April 17, 2003 degyll allegations and asserting numerous affimeadiefenses. Plaintiff subsequently
amended his complaint. On October 29, 2003, thegammfiled a motion to disqualify Plaintiff’'s couglsn his role as counsel to the
purported class and to the general public. The Qpanted the motion but allowed Plaintiff to retaiubstitute counsel. Plaintiff did engage
new counsel for the general public, but not fordless. The Company moved to disqualify Plaintiffesv counsel and to have the Court
dismiss the general public claims for equitabléefelThe Court declined to disqualify Plaintiff’ ®w counsel or to dismiss the equitable
claims, but did confirm that the class action ckaiwere dismissed. The Company appealed the rufiddre case was stayed pending the
outcome of the appeal. The Court of Appeals detiiedappeal on August 17, 2005, affirming the w@lrt’'s decision. The Company filed a
Petition for review with the California Supreme €pwhich was denied on November 23, 2005. The waseremanded back to the trial
court. The parties have reached a settlement anohétter is concluded. Settlement of this mattémdit have a material effect on the
Company’s financial position or results of operasio
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European Commission Investigati

The European Commission has notified the Compaisyitivestigating certain matters relating to theries Store in the European Union
(“EU"). The European Commission is investigatingieis made by Which?, a United Kingdom (UK) consuassociation, that the Company
is violating EU competition law by charging more tmline music in the UK than in Eurozone countaesl preventing UK consumers from
purchasing online music from the iTunes Store faroZone countries. The Which? claims were origjniaitiged with the UK Office of Fair
Trading, which subsequently referred them to theopean Commission. The European Commission is figagsg the charges under
Articles 81 and 82 of the European Commission reat

Euro Tec Enterprises, Inc. et al. v. Apple Computer. et al.

This is a purported class action copyright infrimgt case filed on May 16, 2006 in the United Statestrict Court for the Central District of
California by certain independent music publistagainst the Company and several other defendanédlégedly failing to secure a
compulsory license for copyrighted musical composg being sold as downloads. Plaintiffs’ complaeagks an injunction, damages and
other relief. The Company filed an answer on J8yZD06 denying all material allegations and asggriumerous affirmative defenses. The
case is in discovery and is set for trial on Novenit, 2007 if no class is certified or on June2@8 if a class is certified. Plaintiffs filed an
amended complaint on October 23, 2006 and the Coyridad an amended answer on November 28, 200@idgm@ll material allegations
and asserting numerous affirmative defenses.

Gillis et al. v. Apple Computer, Inc.

Plaintiffs filed this purported class action on Bather 23, 2005 in San Diego County Superior Cdlegiag the Company has
misrepresented the hard drive capacity of two Pbaak G4 computers: the 12-inch, 1.5GHz computeh @it2MB of memory and a 100GB
hard drive; and the 15-inch, 1.67GHz computer &{#B of memory and a 100GB hard drive. Plaintiflegéd that the Company’s standard
disclosure on its packaging regarding hard drize sias not present on the packaging for these taaein. The complaint alleged violations
of the California Business & Professions Code §0/@Mfair competition), California Business & Predeéons Code §17500 (false
advertising), the Consumer Legal Remedies Act,anes of action for deceit and negligent misregmtasgion. Plaintiffs sought restitution
and other relief. On February 28, 2006, the Comg#ey a demurrer and a motion to strike. The Conypaithdrew the demurrer and motion
to strike per stipulation. The Company has reach€durt-approved settlement with the Plaintiff$his action and the matter is concluded.
The settlement of this matter did not have a malteffect on the Company’s financial position osuks of operations.

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

Plaintiffs filed this purported class action on &epber 22, 2003 in Los Angeles County Superior €Cagainst the Company and other
members of the computer industry on behalf of &gatl nationwide class of purchasers of certainpeder hard drives. The case alleged
violations of California Business & Professions €&17200 (unfair competition), the Consumer LegaiRdies Act and false advertising
related to the size of the drives. Plaintiffs afldghat calculation of hard drive size using theirdal method misrepresents the actual size of
the drive. The complaint sought restitution anceottelief. Plaintiffs filed an amended complaintMarch 30, 2004 and the Company filed
answer on September 23, 2004, denying all allegstémd asserting numerous affirmative defenseerdafts filed a motion to strike
portions of the complaint based on sales by rasedled filed a motion for judgment on the pleadibgsed upon Proposition 64. The Court
granted both motions at a hearing on April 6, 20®%4&intiffs thereafter filed an amended complaimtMay 6, 2005. The Defendants filed a
demurrer on June 6, 2005, which the Court grantgzhit and denied in part. Plaintiffs filed an asheh complaint and the Company filed an
answer on December 15, 2005 denying all allegatimlsasserting numerous assertive defenses. Thepalymeached a Court-approved
settlement with the Plaintiffs in this action
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and the matter is concluded. The settlement ofrtfsiger did not have a material effect on the Camgjsafinancial position or results of
operations.

Gordon v. Apple Computer, Inc.

Plaintiff filed this purported class action on Agg31, 2006 in the United States District Courttfar Northern District of California, San J«
Division, on behalf of a purported nationwide clafgonsumers who purchased 65W Power Adapteii8émks and Powerbooks between
November 2002 and the present. The complaint allegeous problems with the 65W Adapter, includiraying, sparking and prematu
failure. Plaintiffs allege violations of CalifornBusiness & Professions Cod&7200 (unfair competition), the Consumer Legal ReieeAct,
the Song-Beverly Consumer Warranty Act and bredehaoranties. The complaint seeks damages andadgitelief. The Company filed an
answer on October 20, 2006 denying the materiagations and asserting numerous affirmative degedediation is set for March 13,
2007.

Greaves v. Apple Computer, Inc.

On June 30, 2006 Plaintiff filed this purportedsslaction in San Diego Superior Court on behadf péirported class of California purchasers
alleging discoloration of the MacBook case. Pl#fi@sserts claims under California Business & Pssilens Code §17500 (false advertising),
California Business & Professions Code 817200 (uefanpetition), the Consumer Legal Remedies Act maisrepresentation. Plaintiff's
complaint seeks damages and equitable relief. ##fdited a First Amended Complaint on August Z806. The Company filed an answer on
October 3, 2006 denying all allegations and assgrtumerous affirmative defenses.

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

Plaintiffs Honeywell International, Inc. and Honestiintellectual Properties, Inc. filed this action October 6, 2004 in the United States
District Court in Delaware alleging infringement the Company and other defendants of U.S. Pat2B0371 entitled “Directional Diffuser
for a Liquid Crystal Display.” Plaintiffs seek uresgfied damages and other relief. The Company fileénswer on December 21, 2004
denying all material allegations and asserting monreaffirmative defenses. The Company has tendbeedase to several LCD manufact
suppliers. On May 18, 2005 the Court stayed the agsinst the Company and the other non-manufaaafendants. Plaintiffs filed an
amended complaint on November 7, 2005 adding additidefendants and expanding the scope of thesadquroducts. Given the stay, the
Company’s response to the amended complaint igatatue.

In re Apple Computer, Inc. Derivative Litigatioroerly Karant v. Jobs, et al. and Related Actigigderal Action’

On June 30, 2006, a putative derivative actionioaptiKarant v. Jobs, et. al.was filed in the United States District Court tbe Northern
District of California, San Jose Division. A numhsrelated actions were filed in the subsequergkseand have been consolidated into a
single action captionelsh re Apple Computer, Inc. Derivative Litigatipiaster File No. C-06-04128-JF before the Horedgr Fogel. A
Consolidated Shareholder Derivative Complaint vilasl fon December 18, 2006. The action purportsged claims on behalf of the
Company against several current and former exeeafificers and members of the Board of Directolegahg improper backdating of stock
option grants to maximize certain defendants’ psofailing to properly account for and take taxldetions for those grants, insider trading
and issuing false financial statements. The Comjmngmed as a nominal defendant. The consolidatetplaint alleges various causes of
action under federal and California law, includeigims for unjust enrichment, breach of fiduciantyd violation of the California
Corporations Code, abuse of control, gross mismamagt, rescission, constructive fraud and wastoforate assets, as well as claims
under Sections 10(b), 14(a) and 20(a) of the SéesiExchange Act. Plaintiffs seek damages, disgoamt, restitution and imposition of a
constructive trust. The actions were filed after @ompany’s
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announcement on June 29, 2006 that an internastigetion had discovered irregularities relatethiissuance of certain stock option grants
made between 1997 and 2001, that a special conenoittthe Company’s outside directors had retainddpendent counsel to perform an
investigation, and that the Company had informedShcurities and Exchange Commission. The Compaegfm®nse to the Consolidated
Complaint is not yet due.

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

On July 5, 2006, a putative derivative action capidPlumbers and Pipefitters v. Jobs, et.,akas filed in California Superior Court for the
County of Santa Clara. A number of related actioaee filed in the subsequent weeks, and have bemsolidated into a single action
captionedn re Apple Computer, Inc. Derivative LitigatiopiNo. 1:06CV066692, assigned to the Hon. JosepleHUthese actions purport to
assert claims on behalf of the Company againstrakgerrent and former executive officers and merslo¢ the Board of Directors alleging
improper backdating of stock option grants to mazartertain defendants’ profits, failing to progeslccount for and take tax deductions for
those grants and issuing false financial statemé&ihts Company is named as a nominal defendantn8atislated complaint was filed on
October 5, 2006, alleging a variety of causes tibaainder California law, including claims for wst enrichment, breach of fiduciary duty,
violation of the California Corporations Code, abug control, accounting, constructive trust, rgsicin, deceit, gross mismanagement and
waste of corporate assets. On December 7, 200€,dbe granted the Company’s motion to stay thesierss.

On November 3, 2006, the Boston Retirement Boapdirported shareholder, filed a petition for wiinmandate against the Company in
California Superior Court for the County of Santar@ County Boston Retirement Board v. Apple Computer Jnthe petition seeks to
compel the Company to allow inspection of certairporate records relating to the Company’s opti@tiices and the Special Committee’s
investigation. The Company’s response to the petis not yet due.

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

Plaintiff filed a purported class action on Jun2@05, in Superior Court, in Montreal, Quebec, Cnallegedly on behalf of Quebec
customers claiming false advertising and breachasfanty relating to iPod battery life. Plaintiffigghtauthorization to institute a class act
on behalf of Generations 1, 2 and 3 iPod ownef3uabec. On February 2, 2006, the Court dismissaidt#f's motion for authorization to
institute a class action. Plaintiff has appealési thling, and the appeal will be heard on Febrzy2007.

Two similar complaints relative to iPod batterel|i¥Volfe v. ApplendHirst v. Apple, were filed in Toronto, Ontario, Canada on AudList
2005 and September 12, 2005, respectively. Botbrectefine the purported class as a national cassisting of all persons in Canada who
have purchased or who own an iPod. Counsel haspedpan amended complaint to which the Companydiasonsented. In addition, a
similar complaint regarding iPod battery litdamilton v. Apple Computer, Inc. and Apple Candda, was filed in Alberta, Calgary, Canada
on October 5, 2005, purportedly on behalf of alighasers of iPods in Alberta, Canada. That compkes not been served.

MacTech Systems v. Apple Computer, Inc.; Macadakpple Computer, Inc.; Computer International, IecApple Computer, Inc.; Elit
Computers and Software, Inc. v. Apple Computer; IFiee Neighborhood Computer Store v. Apple Conmplrte.; MacAccessory

Center, Inc. v. Apple Computer, Inc.; Creative @alComputer Services, Inc., DBA MacOnline v. AQumputer, Inc.; MacGuys, Inc. v.
Apple Computer, Incall in Santa Clara County Superior Court)

Eight resellers filed similar lawsuits against @mpany between late 2002 and early 2006 assefdingus causes of action including bre:
of contract, fraud, negligent and intentional ifeegnce with
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economic relationship, negligent misrepresentati@ue libel, unfair competition and false adveéntis Plaintiffs requested unspecified
damages and other relief. The Company answere@dh®puter International complaint on November 13)2@lenying all allegations and
asserting numerous affirmative defenses. The Comnfil@d an answer in the Macadam case on Decem20@! denying all allegations and
asserting numerous defenses. Three of the othtiftafiled amended complaints on February 7,20énd on March 16, 2005 the Compi
filed answers to these claims denying all allegegtiand asserting numerous affirmative defensestA Blaintiff, MacAccessory Center, fili
a complaint on February 23, 2005. The Company filleénswer to this complaint on April 20, 2005 degyall allegations and asserting
numerous affirmative defenses. On February 28, 208 Guys and Creative Online filed complaints agathe Company. All of these cases
with the exception of Macadam were coordinateddfecovery (along with the Branning class actionpanta Clara Superior Court. The E|
Neighborhood Computer Store, MacTech and MacAcecgssases were set for trial on November 27, 200@& Company has reach
settlements with Computer International, MacTechkt&wys, Elite Computers and Software, Inc., MacAsmgsCenter, Inc., The
Neighborhood Computer Store, Creative Online Comp8ervices, Inc., and MacGuys, Inc. and theseensadtre concluded. The
settlements did not have a material effect on the@any’s financial position or results of operasion

On October 1, 2003, one of the reseller PlaintNfacadam, was deauthorized as an Apple resellecatlam filed a motion for a temporary
order to reinstate it as a reseller, which the €denied. The Court denied Macadam’s motion forgipinary injunction on December 19,
2003. On December 6, 2004, Macadam filed for ChialiteBankruptcy in the Northern District of Califda, which placed a stay on the
litigation as to Macadam only. The Company filedam in the bankruptcy proceedings on February2085. The Macadam bankruptcy ¢
was converted to Chapter 7 (liquidation) on Ap#i| 2005. The Company has reached a settlemené dfiitadam case with the Chapter 7
Bankruptcy Trustee. The Bankruptcy Court approvedsettiement on July 17, 2006 over the objectforomn Santos, MacAdam'’s principal.
Santos has appealed the ruling approving the setie

On December 19, 2005, Tom Santos, who was an atiglaintiff in the Macadam case, filed a Fifth Angded Complaint on his own behalf
(not on behalf of Macadam) alleging fraud, violagaf California Business & Professions Code §17@®@air competition), California
Business & Professions Code §17500 (false advaglisind the Consumer Legal Remedies Act. The Cowfilad a demurrer to Santos’
amended complaint and a special motion to strikedffamation cause of action on January 20, 200&sd motions were heard on
February 17, 2006, and the Court sustained the demaithout leave to amend as to one cause abmativerruled the demurrer as to one
cause of action and sustained the demurrer witrelemamend as to two causes of action. The Ctsotdenied the special motion to strike.
Santos filed a further amended complaint on July20806. The Company filed a demurrer, which wasigéon September 9, 2006. Santos
filed an amended complaint. The Company filed aiomato strike, which was granted in part and demmiegart on December 15, 2006. The
Company also filed a cross complaint against Samto¥anuary 20, 2006 alleging violations of CatifarBusiness & Professions Code
817200 and California Penal Code 8502, fraud aweitjeand breach of contract.

Macsolutions, Inc. v. Apple Computer, |

Plaintiff Macsolutions, Inc., a former Apple auttead reseller, filed this lawsuit against the Compan January 20, 2006 alleging breach of
contract, fraud, misappropriation of trade seciietentional interference with economic advantag@ation of the Cartwright Act, violation

of California Business & Professions Code 817200&u competition) and fraudulent concealment. Tawual allegations in this complaint
are similar to those in the eight other resellesesaand the Branning class action. Principallyingfés allege that the Company treated
Macsolutions unfairly compared to other reselléraf the Company has competed unfairly in operfiegitpple retail stores, and has
allegedly sold used goods as new. Macsolutiond &ile amended complaint on June 5, 2006, adding Datd Corporation as a
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defendant. The Company filed an answer on JulY)862jenerally denying all allegations and asserimgerous affirmative defenses. The
case is in discovery. The case is set for triaJame 18, 2007.

PhatRat Technology LLC v. Apple Computer,

Plaintiff PhatRat Technology LLC filed this action October 24, 2006 in the United States Distrimtn€for the District of Colorado alleging
infringement of U.S. Patent number 6,499,000 exttitiSystem and Method for Determining Loft Timeg8gd, Height and Distance,” U.S.
Patent number 6,885,971 entitled “Methods and &ysfer Assessing Athletics Performance,” U.S. Ratember 6,963,818 entitledvibbile
Speedometer Systems and Associated Methods,” édRdtent number 7,092,846 entitled “Systems arnithiddis for Determining
Performance Data,” as well as allowed U.S. Patgmuiisation number 11/358,508 entitled “Shoes EmipigyMonitoring Devices, and
Associated Methods.” Plaintiff asserts that theeNilPod products infringe these patents. The Conipaegponse to the complaint is not yet
due.

Premier International Associates LLC v. Apple Cotepunc.

Plaintiff Premier International Associates LLC @léhis action on November 3, 2005 in the Unitedest®istrict Court for the Eastern Distt
of Texas, Marshall Division, alleging infringemdnt the Company of U.S. Patent numbers 6,243,72%at68,345 both entitled “List
Building System.” The complaint seeks unspecifiachdges and other relief. The Company filed an anewdanuary 13, 2006 denying all
material allegations and asserting numerous affisrmaefenses. The Company also asserted coumaierscfor a declaratory judgment of
noninfringement and invalidity. A Markman hearirsgsiet for May 17, 2007 and trial is scheduled fec&mber 3, 2007.

Quantum Technology Management, Ltd. v. Apple Casnplunic.

Plaintiff filed this action on December 21, 2005He United States District Court for the DistaétMaryland against the Company and
Fingerworks, Ltd., alleging infringement of U.S.t&a number 5,730,165 entitled “Time Domain CapaeiField Detector.” The complaint
seeks unspecified damages and other relief. OnIMag006, Quantum filed an amended complaint ad@ymress
Semiconductor/MicroSystems, Inc. as a defendantln31, 2006, the Company filed an answer denglhmaterial allegations and
asserting numerous affirmative defenses and dk dounterclaims for non-infringment and invalydi©On November 30, 2006 Plaintiff filed
a reply to the Company’s counterclaims and a Mogériite Statement.

St-Germain v. Apple Canada, Inc.

Plaintiff filed this case in Montreal, Quebec, Cdaaon August 5, 2005, seeking authorization tttirte a class action for the refund by the
Company of the Canadian Private Copying Levy thad applied to the iPod purchase price in Queberedsst December 12, 2003 and
December 14, 2004 but later declared invalid byGhaadian Court. The Company has completed a reftogtam for this levy. A class
certification hearing took place January 13, 20D6.February 24, 2006, the Court granted classficatibn and notice was published during
the last week of March 2006. Discovery is closed #ire case is prepared for trial, which the Compamticipates will take place in 2007.

Tse v. Apple Computer, Inc. et al.

Plaintiff Ho Keung Tse filed this action againsé tiompany and other defendants on August 5, 200%ik/nited States District Court for
District of Maryland alleging infringement by the@pany of U.S. Patent number 6,665,797 entitledtétion of Software Again [sic]
Against Unauthorized Use.” The complaint seeks aoied damages and other relief. The Company fleénswer on October 31, 2005
denying all material allegations and asserting mone affirmative defenses. On October 28, 2005Ctwmpany and the other defendants
a motion to transfer the case to the Northern Biswof California, which was granted on August 32006.
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Tucker v. Apple Computer, Inc.

Plaintiff filed this purported class action on Jaly, 2006 in the United States District Court fog Northern District of California alleging
various claims including alleged unlawful tyingrafisic and videos purchased on the iTunes Storethétipurchase of iPods and vice versa
and unlawful acquisition or maintenance of monopubrket power. The complaint alleges violationg®1 and 2 of the Sherman Act (15
U.S.C. 8§81 and 2), California Business & ProfessiGode §16700 et seq. (the Cartwright Act), CalifoBusiness & Professions Code
817200 (unfair competition), and the California €emer Legal Remedies Act. Plaintiff seeks unspetifiamages and other relief. On
November 3, 2006, the Company filed a motion toniis the complaint, which was heard on Novembe2@06. On December 20, 2006,
Court denied the motion to dismiss.

Union Federale des Consummateurs - Que ChoisipplédComputer France s.a.r.l. and iTunes s.a.r.l.

Plaintiff, a consumer association in France, fileid complaint on February 9, 2005 alleging thatdbove-listed entities are violating
consumer law by (1) omitting to mention that thedRs allegedly not compatible with music from oelimusic services other than the iTunes
Store and that the music from the iTunes Storelig compatible with the iPod and (2) allegedly tyitme sales of iPods to the iTunes Store
and vice versa. Plaintiff seeks damages, injunatilief and other relief. The first hearing on tase took place on May 24, 2005. The
Company’s response to the complaint was servedaueiber 8, 2005. Plaintiff's responsive pleading filed on February 10, 2006. The
Company filed a reply on June 6, 2006 and UFC fidedsponse on September 19, 2006.

Vitt v. Apple Computer, Inc.

Plaintiff filed this purported class action on Naveer 7, 2006 in the United States District Courttfee Central District of California on

behalf of a purported nationwide class of all pasdrs of the iBook G4 alleging that the computiexic board fails at an abnormally high
rate. The complaint alleges violations of CalifarBiusiness & Professions Code §17200 (unfair cotigp®tand California Business &
Professions Code §17500 (false advertising). Ribggteks unspecified damages and other relief. Cbmpany’s response to the complaint is
not yet due.

Vogel v. Jobs et al.

Plaintiff filed this purported class action on Awgj24, 2006, in the United States District Courttfee Northern District of California against
the Company and certain of the Company’s curredtfammer officers and directors alleging impropackdating of stock option grants to
maximize certain defendants’ profits, failing t@perly account for those grants and issuing fatsmntial statements. The lawsuit purports to
be brought on behalf of all purchasers of the Camijsastock from December 1, 2005 through August2l}6, and asserts claims under
Sections 10(b) and 14(a) of the Securities Excha@wgeas well as control person claims. A motiondppointment of lead plaintiff and
counsel was scheduled to be heard on Decembe08,#2@ was taken off calendar when the case wassigned to the Hon. Jeremy Fogel.
The motion therefore is still pending. Defendamsponses to the complaint are not yet due.

Wimmer v. Apple Computer, In@riginally filed asTomczak v. Apple Computer, I October 19, 2005 in the United States Distrioti®©
for the Northern District of California, San Jos&iBion; amended complaint filed October 26, 2008@schella, et al., v. Apple

Computer, Inc(filed October 26, 2005 United States District Qdar the Northern District of California, San Jd3wision); Calado, et al. v.
Apple Computer, Inc(filed October 26, 2005, Los Angeles County Supe@iourt); Kahan, et al., v. Apple Computer, Irffiled October 31,
2005, United States District Court for the South@istrict of New York);Jennings, et al., v. Apple Computer, Iffted November 4, 2005,
United States District Court for the Northern Didtof California, San Jose DivisionRappel v. Apple Computer, Irnéiled on November 23,
2005, United States District Court for the DistoétNew Jersey)Mayo v. Apple Computer, Inffiled on December 7, 2005, United States
District Court for the Middle District of LouisiajiavValencia v. Apple Computer, Indiled on December 22, 2005, United States District
Court for
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the Northern District of California)iVilliamson v. Apple Computer, In@iled on December 29, 2005, United States DistCiourt for the
Middle District of Louisiana)Sioson v. Apple Computer, Ir{iled on February 9, 2006, San Mateo County SapeéZourt; First Amended
Complaint filed March 16, 2006)

These federal and state court complaints allegettieaCompany’s iPod nano was defectively desigrtethat it scratches excessively during
normal use, rendering the screen unreadable. Teeakactions were coordinated in the United StBissict Court for the Northern District

of California and assigned to the Hon. Ronald Wipgtesuant to an April 17, 2006, order of the JudiBianel on Multidistrict Litigation.
Plaintiffs filed a First Consolidated and Amendedster Complaint on September 21, 2006, allegintiams of California and other states’
consumer protection and warranty laws and claimimgst enrichment. The Master Complaint alleges pwiative plaintiff classes: (1) all

U.S. residents (excluding California residents) whiochased an iPod nano that was not manufacturéelsigned using processes necessary
to ensure normal resistance to scratching of thees¢ and (2) all iPod nano purchasers other th&ntdsidents who purchased an iPod nano
that was not manufactured or designed using presasscessary to ensure normal resistance to sogtufthe screen. Pursuant to
stipulation, the Wimmer, Valencia, and Rappel fatleomplaints were dismissed without prejudice tredMayo and Williamson complaints
were administratively closed without prejudice. @mpany answered the Master Complaint on Nover2®e2006.

The two California state actions were coordinatedviay 4, 2006, and assigned to the Hon. West inArggeles Superior Court. Plaintiffs
filed a Consolidated Amended Class Action Complamtlune 8, 2006, alleging violations of Califorsiate consumer protection, unfair
competition, false advertising, and warranty lawd alaiming unjust enrichment. The Consolidated @laint alleges a putative plaintiff cle
of all California residents who own an iPod nanatating a manufacturing defect that results inntheo being susceptible to excessive
scratching. The Company answered the Consolidateentled Complaint on October 6, 2006.

Two similar complaintsCarpentier v. Apple Canada, IncandRoyer-Brennan v. Apple Computer, Inc. and Applea@aninc.were filed in
Montreal, Quebec, Canada on October 27, 2005 arndmber 9, 2005, respectively, seeking authorizatdnstitute class actions on behalf
of iPod nano purchasers in Quebec. The Royer-Brefilgawas stayed in May 2006 in favor of the Camger file, in which Apple’s
preliminary motion for leave to file evidence wik heard on December 18, 2006. No further dates hegn set. A similar complaimund

v. Apple Canada Inc. and Apple Computer, In@s filed in Ontario, Canada on January 9, 200RBisgeuthorization to institute a class
action on behalf of iPod nano purchasers in Carladae two Quebec class actions, a motion to #tayRoyer-Brennan case is stayed in
favor of the previously filed Carpentier case.he Ontario Action, Apple Canada Inc. and Apple Catap Inc., have served Notices of In
to defend. On December 18, 2006, plaingiffounsel advised that a substitution of attorm@ffccur, most likely in January 2007. The fik
now stayed, and the Company’s motion to examiniéiguedr and for leave to file evidence at certifioa will be set after the new counsel
appears.

Item 4. Submission of Matters to a Vote of Securityolders

No matters were submitted to a vote of securitglérd during the fourth quarter of the Comg’s fiscal year ended September 30, 2006.

45




PART Il
Item 5. Market for Registrant's Common Equity, Related Shareholder Matters and Issuer Purchases of Edfy Securities

The Company’s common stock is traded on the ovextiunter market and is quoted on the NASDAQ Gloledé& Market under the syml
AAPL and on the Frankfurt Stock Exchange understhabol APCD.

Price Range of Common Stock
The price range per share of common stock presémtiesv represents the highest and lowest salesgpfie the Compang’common stock ¢
the NASDAQ Global Select Market during each quanfehe two most recent fiscal years.

On February 28, 2005, the Company effected a twaii@ stock split to shareholders of record asetir&ary 18, 2005. All share and per
share information has been retroactively adjusteéflect the stock split.

Fourth Quarter Third Quarter Second Quarter First Quarter

Fiscal 2006 price range per common share $77.7&$50.1€ $73.8(-$55.41 $86.4(-$57.67 $75.4€-$47.87
Fiscal 2005 price range per common st $53.2(-$36.37 $43.72.-$34.1% $45.0¢-$31.5¢ $34.2.-$18.65

Holders
As of December 13, 2006, there were 29,317 shadel®bf record.

Dividends
The Company did not declare or pay cash dividendsther 2006 or 2005. The Company anticipates fbathe foreseeable future, it will
retain any earnings for use in the operation dbitsiness.

Securities Authorized for Issuance under Equity Comensation Plans
The description of equity compensation plans reguby Regulation S-K, Item 201(d) is incorporatedein by reference to Part lll, Iltem 12
of this Form 10-K.

Purchases of Equity Securities by the Issuer and Afiated Purchasers
None.

Iltem 6. Selected Financial Data

The consolidated balance sheet as of Septemb@028,and the consolidated statements of operatioribe fiscal years ended
September 24, 2005 and September 25, 2004 havedstated as set forth in the 2006 Form 10-K. Tdte €or the consolidated balance
sheets as of September 2004, 2003, and 2002 awdnkelidated statements of operations for thalfigears ended September 2003 and
have been restated to reflect the impact of theksbased compensation adjustments, but such rdstata have not been audited and is
derived from the books and records of the Comp@hg.information set forth below is not necessaritjicative of results of future
operations, and should be read in conjunction Wéim 7, “Management’s Discussion and Analysis efaficial Condition and Results of
Operations” and the consolidated financial statamand related notes thereto included in Item @isfForm 10K to fully understand factol
that may affect the comparability of the informatjoresented below. The information presented irffdtewing tables has been adjusted to
reflect the restatement of the Company’s finanaaults, which is more fully described in the “Expatory Note” immediately preceding
Part I, Item 1 and in Note 2, “Restatement of Ctidated Financial Statements” in Notes to Cons¢éidainancial Statements of this
Form 10-K.
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The Company has not amended its previously-filedush Reports on Form 10-K or Quarterly Reports om#10-Q for the periods affected
by this restatement. The financial information thas been previously filed or otherwise reportedtiese periods is superseded by the
information in this Annual Report on Form 10-K, aheé financial statements and related financiarimiation contained in such previously-
filed reports should no longer be relied upon.

Five fiscal years ended September 30, 20

(In millions, except share and per share amot 2006 2005 2004 2003 2002
As As As As
Restated (1) Restated (1) Restated (2) Restated (2)

Net sales $ 19,31t $ 13931 $ 827¢ $ 6,207 $ 5,742
Net income $ 1,98 $ 1,326 $ 266 $ 57 $ 42
Earnings per common sha

Basic $ 236 $ 164 $ 036 $ 008 $ 0.06

Diluted $ 227 $ 155 $ 034 $ 008 $ 0.06
Cash dividends declared per common sl $ — 8 — 8 —  $ — % —
Shares used in computing earnings per share

thousands)

Basic 844,05¢  808,43¢ 743,18( 721,26: 710,044

Diluted 877,52¢  856,87¢ T74,77¢ 723,35: 721,44
Cash, cash equivalents, and short-term

investments $ 10,11C $ 8261 $ 5464 $ 4566 $ 4,337
Total asset $ 17,20t $ 11,51¢ $ 803€ $ 6,817 $ 6,305
Long-term debt (including current

maturities) $ — 8 — % — $ 304 $ 316
Total liabilities $ 7221 $ 4,08 $ 297€ $ 2594 $ 2,20%
Shareholder equity $ 9984 $ 7426 $ 506 $ 422: 3 4,10

Net gains before taxes related to the Com'’s non-current debt and equity investments of $dioniand $10 million were recognized in
2004 and 2003, respectively. A net loss beforesagkated to the Company’s non-current debt anéyeopvestments of $42 million was
recognized in 2002. Net charges related to Compastyucturing actions of $23 million, $26 millicemyd $30 million were recognized in
2004, 2003, and 2002, respectively. In 2003, setld of the Company’s forward stock purchase agee¢mesulted in a gain of $6 million.
Net income during 2005 benefited by $81 millionnfrthe reversal of certain tax contingency researesadjustments to net deferred
assets, including reductions to valuation allowan€avorable cumulative-effect type adjustmentsftbe adoption of new accounting
standards, net of taxes of $1 million was recoghine2003.

(1) See the “Explanatory Note” immediately preceding Pdtem 1 and Note 2, “Restatement of Consokdatinancial Statements,” in
Notes to Consolidated Financial Statements offbign 10-K.
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(2) The Selected Financial Data for 2003 and 2002 kas bestated to reflect adjustments related tkgdiased compensation expense and
the associated tax impact as further describelderiExplanatory Note” immediately preceding Paitdm 1 of this Form 10-K. As a
result of these adjustments, net income was redog&i2 million and $23 million for the years endgeptember 27, 2003 and
September 28, 2002, respectively as follows:

Fiscal Year Ended September 27 Fiscal Year Ended September 2¢
2003 2002
As As As As
Reported  Adjustments Restated Reported  Adjustments Restated

Net sales $6,207 $ — $6,207 $5,742 $ — $5,742
Cost of sale: 4,49¢ 1 4,50C 4,13¢ 3 4,14z
Gross margir 1,70¢ (2) 1,707 1,60z 3) 1,60C
Total operating expens 1,70¢ 15 1,724 1,58¢ 26 1,61z
Operating income (lost 2) (16) ()] 17 (29) (12)
Income before accounting

change: 68 (12) 56 65 (23) 42
Cumulative effects of accountin

changes, net of income tax 1 — 1 — — —
Net income $ 69 $ (12 $ 57 $ 65 $ (23) $ 42
Earnings (loss) per common sh

before accounting change

Basic $ 0.09 $(0.01) $ 0.08 $ 0.0¢ $(0.03) $ 0.0€

Diluted $ 0.09 $(0.01) $ 0.08 $ 0.0¢ $(0.03) $ 0.0€
Earnings per common sha

Basic $ 0.1C $(0.02) $ 008 $ 0.0¢ $(0.03) $ 0.0€

Diluted $ 0.09 $(0.01) $ 008 $ 0.0¢ $(0.03) $ 0.0€

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 suclardscipates,” “expects,” “believes,” “plans,” “predicts,” and similar terms. Forward-
looking statements are not guarantees of futurégperance and the Company’s actual results mayrdiffmificantly from the results
discussed in the forward-looking statements. Factbat might cause such differences include, bainat limited to, those discussed in the
subsection entitled “Risk Factors” above. The faling discussion should be read in conjunction whth consolidated financial statements
and notes thereto included in Item 8 of this ForKL All information presented herein is based loa €Company’s fiscal calendar. Unless
otherwise stated, references in this report to igatar years or quarters refer to the Company’séisyears ended in September and the
associated quarters of those fiscal years. The Gmyassumes no obligation to revise or update anydrd-looking statements for any
reason, except as required by law.

The following information has been adjusted toaeffithe restatement of the Company'’s financiallteswhich is more fully described in the
“Explanatory Note” immediately preceding Part &rit 1 and in Note 2, “Restatement of Consolidatedrdial Statements” in Notes to
Consolidated Financial Statements of this Form 104k net of tax impact of the adjustments, whitctoanted to $4 million in 2006, was
recorded by the Company in its fourth quarter di&0The net of tax impact of the restatements erbmpany’s results of operations
amounted to $7 million and $10 million in 2005 &G04,
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respectively. The impact of these adjustments wasignificant to the Company’s operating resulhesnds, or liquidity for the annual or
quarterly periods in 2006, 2005, and 2004.

Executive Overview

The Company designs, manufactures, and marketsrarsomputers and related software, servicesplperals, and networking solutions.
The Company also designs, develops, and markate afl portable digital music players along withated accessories and services including
the online distribution of third-party music, audiooks, music videos, short films, television shomsvies, and iPod games. The Company’s
products and services include the Macintosh lindesktop and notebook computers, the iPod lineodaple digital music players, the Xse
server and Xserve RAID storage products, a podfoficonsumer and professional software applicatitme Mac OS X operating system, the
iTunes Store, a portfolio of peripherals that suppad enhance the Macintosh and iPod product,lewes a variety of other service and
support offerings. The Company sells its produatsldwide through its online stores, its retail s®yrits direct sales force, and third-party
wholesalers, resellers, and value-added reselfeesldition, the Company sells a variety of thimHy Macintosh and iPod compatible
products including application software, printestgrage devices, speakers, headphones, and vatlmrsaccessories and supplies through its
online and retail stores. The Company sells to afileic, consumer, creative professional, busingssgavernment customers. A further
description of the Company’s products may be foindart 1, Item 1 of this Form 10-K under the headiBusiness.”

The Company believes that for both professionatscamsumers the personal computer has becomerter of an evolving digital lifestyle
by integrating and enhancing the utility of advahdégital devices such as the Company’s iPodstaligideo and still cameras, televisions,
CD and DVD players, cellular phones, personal digissistants, and other consumer electronic devide attributes of the personal
computer that enable this functionality includeighkquality user interface, easy access to relativedxpensive data storage, the ability to
complex applications, and the ability to connedlilgao a wide variety of other digital devices andhe Internet. The Company is the only
participant in the personal computer industry tmattrols the design and development of the entiregnal computer-from the hardware ar
operating system to sophisticated applicationss,Tdlbong with its products’ innovative industrigsigns, intuitive ease-of-use, built-in
graphics, multimedia and networking capabilitiesiguely positions the Company to offer innovatimtegrated digital lifestyle solutions.

The Company’s business strategy leverages itd\gliirough the design and development of its oparating system, hardware, and many
software applications and technologies, to bringgsteustomers around the world compelling new potsl and solutions with superior ease-
of-use, seamless integration, and innovative indstesign.

The Company participates in several highly competitnarkets, including personal computers wittMeintosh line of computers, consur
electronics with its iPod line of portable digitalisic players, and distribution of third-party dégicontent through its online iTunes Store.
While the Company is widely recognized as an intavia the personal computer and consumer eleanmairkets as well as a leader in the
emerging market for distribution of digital contetitese are all highly competitive markets thatsafigiect to aggressive pricing and increased
competition. To remain competitive, the Companydwels increased investment in research and develoipffR&D”) and marketing and
advertising is necessary to maintain and extengoisstion in the markets where it competes. The gamy’'s R&D spending is focused on
delivering timely updates and enhancements taittieg line of personal computers, displays, opegasystems, software applications, and
portable digital music players; developing new w@iblifestyle consumer and professional softwangliaptions; and investing in new product
areas such as rack-mount servers, RAID storageragstand wireless technologies. The Company al&vbe investment in marketing and
advertising programs is critical to increasing pratdand brand awareness.
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In June 2005, the Company announced its plan tmhesing Intel microprocessors in its computerstiby 2006, the Company introduced
new Intel-based models of the MacBook Pro, MacBdt&c Pro, iMac, and Mac mini computers. The Comfmtmansition to Intel
microprocessors for Macintosh systems was complatédigust 2006, and its transition for Xserve wampleted in November 2006. The
MacBook Pro, MacBook, Mac Pro, iMac, and Mac meatlire Mac OS X version 10.4 Tiger, iLife ‘06, ahd Company’s new translation
technology, Rosetta, which allows most PowerPC-thasacintosh applications to run on Intel-based Maxsh computers. There are
potential risks and uncertainties that may occur tuthis transition, which are further discussettem 1A under the heading “Risk Factors.

The Company utilizes a variety of direct and indirdistribution channels. The Company believesssatats innovative and differentiated
products are enhanced by knowledgeable salespasdunsan convey the value of the hardware, softward peripheral integration,
demonstrate the unique digital lifestyle solutitimst are available only on Macintosh computers, derdonstrate the compatibility of the
Macintosh with the Windows platform and networkbeTCompany further believes providing a high-qyadles and after-sales support
experience is critical to attracting and retainingtomers. To ensure a high-quality buying expegedor its products in which service and
education are emphasized, the Company has expandeichproved its distribution capabilities by openits own retail stores in the U.S. ¢
internationally. The Company had 165 stores opesf &eptember 30, 2006.

The Company also staffs selected third-party staihsthe Company’s own employees to improve thgitm experience through reseller
channels. The Company has deployed Apple emplam@sontractors in reseller locations around thdduacluding the U.S., Europe,
Japan, and Australia. The Company also sells ttomess directly through its online stores arourelwhorld.

To improve access to the iPod product line, the @amy has significantly expanded the number of ithistion points where iPods are sold.
The iPod product line can be purchased in certeadment stores, member-only warehouse storgg fatail chains, and specialty retail
stores, as well as through the channels listedeabov

Critical Accounting Policies and Estimates

The preparation of financial statements and reldteclosures in conformity with U.S. generally gaieel accounting principles and the
Company'’s discussion and analysis of its financiaiddition and results of operations require the @amy’s management to make judgments,
assumptions, and estimates that affect the amoepésted in its consolidated financial statements acompanying notes. Note 1 of the
Notes to Consolidated Financial Statements ofRbign 1(-K describes the significant accounting policied arethods used in the
preparation of the Company’s consolidated finansialements. Management bases its estimates oni¢asexperience and on various other
assumptions it believes to be reasonable undamittigmstances, the results of which form the bfasisnaking judgments about the carrying
values of assets and liabilities. Actual resulty miffer from these estimates and such differemoag be material.

Management believes the Compamngtitical accounting policies and estimates aosétrelated to revenue recognition, allowance éabiful
accounts, inventory valuation and inventory pureha@mmitments, warranty costs, stdzksed compensation, and income taxes. Manag
believes these policies to be critical because #neyboth important to the portrayal of the Compafipancial condition and results, and they
require management to make judgments and estiraateg matters that are inherently uncertain. Thea@my’s senior management has
reviewed these critical accounting policies andtesd disclosures with the Audit and Finance Conemitif the Compang’Board of Director.

Revenue Recognitic
Net sales consist primarily of revenue from the sdlhardware, software, peripherals, digital cofjtand service and support contracts.
Company recognizes revenue pursuant to applicaisleuating
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standards, including American Institute of Certiffeublic Accountants Statement of Position (“SORg) 97-2,Software Revenue
Recognitior, as amended, and SEC Staff Accounting Bulletid@3 No. 104,Revenue Recognition.

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 Companypdumt sales, these criteria are met at the timeithduct is shipped. For online sales to
individuals, for some sales to education custormetise U.S., and for certain other sales, the Camplefers revenue until the customer
receives the product because the Company retaingian of the risk of loss on these sales duriagdit. If at the outset of an arrangement
the Company determines the arrangement fee i®ni,presumed not to be, fixed or determinableemee is deferred and subsequently
recognized as amounts become due and payablelanteal criteria for revenue recognition have beest.

The Company records reductions to revenue for aestichcommitments related to price protection amdfistomer incentive programs,
including reseller and end-user rebates, and ailles programs and volume-based incentives. Rusactions involving price protection, the
Company recognizes revenue net of the estimatedisino be refunded, provided the refund amountbereasonably and reliably estimated
and the other conditions for revenue recognitiovehzeen met. If refunds cannot be reliably estichatevenue is not recognized until reliable
estimates can be made or the price protection $ajp®e customer incentive programs, the estimatetiaf these programs is recognized a
later of the date at which the Company has solgtbduct or the date at which the program is otfefidhe Company also records reductions
to revenue for expected future product returnsdbasethe Company’s historical experience. Futureketaconditions and product transitions
may require the Company to increase customer in@eptograms and incur incremental price protectibligations that could result in
additional reductions to revenue at the time suclgqams are offered. Additionally, certain custonimeentive 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. Ifreafer than estimated proportion of customers radaeh incentives, the Company woulc
required to record additional reductions to revemvdch could have a material adverse impact orCihimpany’s results of operations.

Allowance for Doubtful Accoun

The Company distributes its products through tipiadty distributors and resellers and directly tdaia education, consumer, and commet
customers. The Company generally does not reqaltateral from its customers; however, the Compailyrequire collateral in certain
instances to limit credit risk. In addition, wheaosgible, the Company does attempt to limit cragk on trade receivables with credit
insurance for certain customers in Latin Americardpe, Asia, and Australia and by arranging withdtparty financing companies to
provide flooring arrangements and other loan aaddgrograms to the Company’s direct customersseTbiedit-financing arrangements are
directly between the third-party financing compamyg the end customer. As such, the Company geyei@dis not assume any recourse or
credit risk sharing related to any of these arramggs. However, considerable trade receivablesatieatot covered by collateral, third-party
flooring arrangements, or credit insurance aretaot8ng with the Company’s distribution and retdiinnel partners.

The allowance for doubtful accounts is based onagament’s assessment of the collectibility of sjiecustomer accounts and includes
consideration of the credit worthiness and finanoiendition of those specific customers. The Comypatords an allowance to reduce the
specific receivables to the amount that is readgriaddieved to be collectible . The Company alsmores an allowance for all other trade
receivables based on multiple factors includinganisal experience with bad debts, the general econ
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environment, the financial condition of the Compardistribution channels, and the aging of suclereables. If there is a deterioration of a
major customer’s financial condition, if the Compdrecomes aware of additional information relatethe credit worthiness of a major
customer, or if future actual default rates onérasteivables in general differ from those curseatiticipated, the Company may have to
adjust its allowance for doubtful accounts, whiabud affect earnings in the period the adjustmemgse made.

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 productdpuiting third-party products held for resale, whidve become obsolete or are in excess
of anticipated demand or net realizable value. Chmpany performs a detailed review of inventoryhefisral quarter that considers multiple
factors including demand forecasts, product lifeleystatus, product development plans, currensdalels, and component cost trends. The
personal computer and consumer electronic indgsatie subject to a rapid and unpredictable papeoafuct and component obsolescence
and demand changes. If future demand or marketitbtomsi for the Company’s products are less favardban forecasted or if unforeseen
technological changes negatively impact the utdftgomponent inventory, the Company may be requioerecord additional write-downs
which would negatively affect gross margins in plegiod when the write-downs were recorded.

The Company accrues reserves for estimated catioelfaes related to component orders that havae baecelled or are expected to be
cancelled. Consistent with industry practice, tlwenPany acquires components through a combinatipuhase orders, supplier contracts,
and open orders based on projected demand infamdathese commitments typically cover the Compamtgiirements for periods ranging
from 30 to 150 days. If there is an abrupt and il decline in demand for one or more of thenPany’s products or an unanticipated
change in technological requirements for any ofGbenpany’s products, the Company may be requireddord additional reserves for
cancellation fees that would negatively affect grosrgins in the period when the cancellation &esdentified.

Warranty Costs

The Company provides currently for the estimatest éar hardware and software warranties at the thegelated revenue is recognized
based on historical and projected warranty claites;ehistorical and projected cost-per-claim, amovdedge of specific product failures that
are outside of the Company’s typical experiencehkpuarter, the Company reevaluates its estimatassess the adequacy of its recorded
warranty liabilities considering the size of thetadled base of products subject to warranty ptme@nd adjusts the amounts as necessary. If
actual product failure rates or repair costs diffem estimates, revisions to the estimated wayrhaibility would be required and could
negatively affect the Company’s results of operatio

The Company periodically provides updates to ifgiaptions and system software to maintain theveanfé's compliance with specifications.
The estimated cost to develop such updates is ataéor as warranty costs that are recognizeldeatime related software revenue is
recognized. Factors considered in determining gpate accruals related to such updates includedhaber of units delivered, the numbe
updates expected to occur, and the historicalamstestimated future cost of the resources negesdevelop these updates.

Stock-Based Compensation

The Company accounts for stock-based compensatiaocordance with SFAS No. 123R. Under the promisiaf SFAS No. 123R, stock-
based compensation cost is estimated at the gasmtdsed on the award’s fair value as calculatetidBlack-Scholes-Merton (“BSM”)
option-pricing model and is recognized as expeatabty over the requisite service period. The BSbtlal requires various highly
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judgmental assumptions including volatility, fotfeie rates, and expected option life. If any oféssumptions used in the BSM model chs
significantly, stock-based compensation expense difegr materially in the future from that recordiedthe current period.

In connection with the Comparg/irestatement of its consolidated financial statémehe Company has applied judgment in choosingtiel

to revise measurement dates for prior option grantsrmation regarding the restatement, includiagges of possible additional stock-based
compensation expense if other measurement datdsdesdselected for certain grants, is set forthé'Explanatory Note” immediately
preceding Part |, Item 1 and in Note 2, “Restatenoéonsolidated Financial Statements” in Note€tmsolidated Financial Statements of
this Form 10-K.

Income Taxe

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

No. 109,Accounting for Income Taxeshe provision for income taxes is computed usiregasset and liability method, under which deférre
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 texmizome 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 breegeted 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 n&drded tax assets are determined not to be re&izalhe future, an adjustment to the valuation
allowance would be charged to earnings in the pgesiech determination is made. Similarly, if the @amy subsequently realizes deferred
assets that were previously determined to be umnadsdé¢, the respective valuation allowance wouldeéwersed, 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 materiadirgn the Company’s results of operations andii position.
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Net Sales
Net sales and Macintosh unit sales by operatingieagand net sales and unit sales by product fdliet sales in millions and unit sales
thousands):

September 30 September 24 September 25
2006 Change 2005 Change 2004
Net Sales by Operating Segment:
Americas net sale $ 9,307 41% $ 6,59C 64% $4,01¢
Europe net sale 4,094 33% 3,072 71% 1,799
Japan net sale 1,208 31% 920 36% 677
Retail net sale 3,35¢ 43% 2,35C 98% 1,185
Other Segments net sales (a) 1,347 35% 998 67% 599
Total net sales $19,31F 39% $13,931 68% $8,27¢
Unit Sales by Operating Segment:
Americas Macintosh unit sal 2,432 11% 2,184 30% 1,682
Europe Macintosh unit sal 1,34€ 18% 1,13€ 47% 773
Japan Macintosh unit sal 304 (3)% 313 8% 291
Retail Macintosh unit sale 886 45% 609 94% 314
Other Segments Macintosh unit sales (a) 335 16% 290 26% 230
Total Macintosh unit sales 5,302 17% 4,534 38% 3,290
Net Sales by Product:
Desktops (b $ 3,31¢ (3)% $ 3,43€ 45% $2,373
Portables (c) 4,05€ 43% 2,83¢ 11% 2,550
Total Macintosh net sales 7,37E 18% 6,27E 27% 4,923
iPod 7,67€ 69% 4,54C 248% 1,306
Other music related products and service: 1,88E 110% 899 223% 278
Peripherals and other hardware 1,10C (2)% 1,12€ 18% 951
Software, service, and other sales (f) 1,27¢ 17% 1,091 33% 821
Total net sales $19,31F 39% $13,931 68% $8,27¢
Unit Sales by Product:
Desktops (b 2,434 3)% 2,52C 55% 1,625
Portables (c) 2,86¢ 42% 2,014 21% 1,665
Total Macintosh unit sales 5,303 17% 4,534 38% 3,290
Net sales per Macintosh unit sold $ 1,391 1% $ 1,384 ()% $1,496
iPod unit sales 39,40¢ 75% 22,491 409% 4,416
Net sales per iPod unit sold ( $ 195 (3)% $ 202 (32)% $ 296

Notes:
(@) Other Segments include Asia Pacific and FileMaker.

(b) Includes iMac, eMac, Mac mini, Mac Pro, Power Mased Xserve product lines.

(c) Includes MacBook, iBook, MacBook Pro, and PowerBpodduct lines.

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

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

(g) Derived by dividing total Macintosh net sales btatdMacintosh unit sales.

(h)  Derived by dividing total iPod net sales by tofabd unit sales.

(2]
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Fiscal Year 2006 versus 2005
Net sales during 2006 increased 39% or $5.4 bifiom 2005. This increase was due in part to tetfzat 2006 spanned 53 weeks wil
2005 spanned 52 weeks. Several other factors bated to these increases including the following:

Net sales ofPods increased $3.1 billion or 69% during 2006 parad to 2005. Unit sales of iPods totaled 39.4aniin 2006, whict
represents an increase of 75% from 22.5 milliomdiBits sold in 2005. Strong iPod sales during 2@®iécted significant sales of
both the hard-drive based iPod that supports vifiiesh,introduced in October of 2005 and the iPadi@, introduced in

September 2005, as well as continued expansidpaaf distribution points. During 2006, the net salesiPod unit sold decreased by
3% compared to 2005 primarily due to an overalrease in average selling prices for all iPods dsasea shift in product mix to the
iPod nano. From the introduction of the iPod in 2@@ough 2006, the Company has sold approxim&®Igillion iPods.

Macintosh net sales increased $1.1 billion or 1&%nd) 2006 compared to 2005. Macintosh unit saleseiased by 769,000 units or
17% during 2006 compared to 2005. These increases mvainly due to strong demand for the Intel-bddadBook and MacBook

Pro systems and reflect a shift in product mixaagble products in all of the Company’s operasegments. Net sales and unit sales
of the Company’s portable products increased 438@%, respectively, during 2006 compared to 200&cintosh desktop net sales
and unit sales both decreased by 3% during 200®armed to 2005. The decrease in sales of the Corfgpltacintosh desktops was
due to declines in sales of the Company'’s profesdioriented desktop products. The Company beligweslecline in the Company’s
professional-oriented desktop products was duedtomers delaying purchases of such products ioigation of the release of the
Intel-based Mac Pro, which did not begin shippingjltAugust 2006, and updated software applicaticegsable of running on Intel-
based Macintosh computers, and the trend towardlpercomputers. A slight increase of 1% during®b0net sales per Macintosh
unit sold was due to a shift in mix to higher-pdqaortable products, partially offset by price retitons on certain Macintosh systems.

Other music related products and services consisales associated with the iTunes Store and $8odces and accessories. Net
sales of other music related products and seruimesased $986 million or 110% during 2006 compaoe2005. The increase was
primarily due to increased net sales from the iBure and Apple-branded and third-party iPod ssmmées and services. The
increase in sales from the iTunes Store stemmexd $ignificant growth in U.S. sales and the opemhghe iTunes Store in Japan
during August 2005 and Australia during October®20Che increased sales from the iTunes Store wsoea#tributable to the
availability of videos, television shows, and featlength movie downloads.

Net sales of software, service, and other salesased $188 million or 17% during 2006 compare20@5. The growth was primar
attributable to increased net sales of AppleCao¢eletion Plan (“APP”) extended service and suppontracts and application
software, partially offset by a decrease in safddac OS X. Mac OS X sales were particularly higl2D05 due to the release of Mac
OS X Tiger in April 2005.

Offsetting the favorable factors discussed abdwe Qompany’s net sales during 2006 were negatiwghacted by the following:

Net sales of peripherals and other hardware detBb26 million or 2% compared to 2005 primarily doerice decreases and a
decrease in net sales of displays relating tofaishinix from desktop to portable systems. Therdase in net sales of displays for
2006 is consistent with the overall decrease ihsales of Macintosh professional desktop systems.
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Fiscal Year 2005 versus 2004
During 2005, net sales increased 68% or $5.7 hifiiom 2004. Several factors contributed favorablyet sales during 2005:

Net sales of iPods rose $3.2 hillion or 248% du26§5 compared to 2004. Unit sales of iPods tota®# million in 2005, which
represented an increase of 409% from the 4.4 milkwd units sold in 2004. Strong sales of iPodindu2005 were experienced in all
of the Company’s operating segments and was dhyestrong demand for the iPod shuffle introducedanuary 2005, the release of
an updated version of the iPod mini in February32@0e release of the iPod nano in September 20@bexpansion of the iPod’s
distribution network . Net sales per iPod unit stddreased 32% primarily due to the introductiotheflower priced iPod shuffle in
January 2005 and iPod mini pricing reductions ibrbary 2005. From the introduction of the iPod @92 through 2005, the Compe
had sold approximately 28 million iPods.

Net sales of other music related products and sesvncreased $621 million or 223% during 2005 caneg to 2004. The Company
experienced strong growth in sales of iPod senéresaccessories consistent with the increasedrathiPod unit sales for 2005. The
increased sales from the iTunes Store were priynduié to substantial growth of net sales in the. drfsl expansion in Europe,
Canada, and Japan.

Total Macintosh net sales increased $1.4 billio2 ¥ during 2005 compared to 2004. Unit sales ofiMash systems increased 1.2
million units or 38% during 2005 compared to 2004e increases in Macintosh net sales and unit sallated primarily to strong
demand for the Company’s desktop products, which exgerienced in all of the Company’s operatingreags. The Company
believes that the success of the iPod had a pesitipact on Macintosh net sales by introducing nestomers to the Compasyothe
products. Desktop demand was stimulated in 2005altlee iMac G5 and the introduction of the Mac nnJanuary 2005. Net sales
and unit sales of desktop products increased 45%658%b, respectively, during 2005 compared to 200&cintosh net sales and unit
sales also included sales of the Company’s porfatolducts, which increased 11% and 21%, respegtigempared to 2004.

Net sales per Macintosh unit sold decreased 7%y@aaover-year basis. The decrease was the mfsthanges in the overall unit
mix towards relatively lowepriced consumer products, specifically the impd¢he Mac mini product, and desktop and portableg
reductions. This decrease was partially offsetiinarease in the proportion of direct sales.

Net sales of peripherals and other hardware rose8ly during 2005 compared to 2004 primarily duartdncrease in net sales of
displays and other computer accessories. Net ehtdber hardware include AirPort cards and baatosts, Xserve RAID storage,
iSight digital video cameras, and third-party haadevproducts.

Net sales of software, service and other sales$®%@ million or 33% during 2005 compared to 20D4is growth was primarily
attributable to increased net sales in APP extesdedce and support contracts, driven primarilyhigher associated Macintosh
computer sales. Additionally, the Company expereniacreases in net sales of .Mac Internet serpicdessional and consumer
applications, third-party software, and Mac OS Kttivas primarily attributable to the release osi@r 10.4 Tiger in April 2005.

Segment Operating Performance

The Company manages its business primarily on grgpbic basis. The Company’s reportable operagggnents are comprised of the
Americas, Europe, Japan, and Retail. The AmeriEasmpe, and Japan reportable segments do not melctilities related to the Retail
segment. The Americas segment includes both NodiSauth America. The Europe segment includes Eaopountries as well as the
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Middle East and Africa. The Retail segment operdtpple-owned retail stores in the U.S., Canadaadapnd the U.K. during 2006. Each
reportable geographic operating segment providesssihardware and software products and similarises. Further information regarding
the Company’s operating segments may be found te b, “Segment Information and Geographic Dataldtes to Consolidated Financial
Statements of this Form 10-K.

Americas

During 2006, net sales in the Americas segmeneaszd $2.7 billion, or 41%, compared to 2005. Thrfactors for this increase were
significant increases in net sales of iPods, otiesic related products and services, Macintostaptatsystems, and APP. Sales of iPods
increased primarily due to the introduction of thpelated iPod with video-playing capabilities in @r 2005 and the iPod nano during
September 2005. The increase in other music refatadlicts and services was due to increases is salepple-branded and third-party iPod
accessories and sales from the iTunes Store. Thesise in sales of Macintosh portable systemsei\thericas was due to strong sales of the
Intel-based MacBook and MacBook Pro during 200& dterall increase in net sales was partially otfsea decline in net sales of desktops,
displays, and Mac OS X. The decrease in desktogugte and displays net sales reflects the ovdnitlia product mix toward portable
Macintosh systems. Mac OS X sales decreased fr@s &0ce the Company has not released a new vasidac OS X since Tiger began
shipping in April 2005. During 2006, the Americagment represented approximately 48% of the Conipaotal net sales as compared to
47% in the same period of 2005. During 2006, Udsication channel net sales and Macintosh unit $adesased by 13% and 11%,
respectively, compared to 2005. Net sales fronmhthker education market grew 22% during 2006 coegbéw 2005 due to strong sales of
Macintosh portable products and iPods. Net sales vedatively flat for K-12 due to continued budgehstraints.

During 2005, net sales in the Americas segment @43 or $2.6 billion compared to 2004. The incraaseet sales during 2005 was
primarily attributable to the significant year-owazar increase in iPod sales, sales of other miakited products and services, and strong
sales of desktop and portable Macintosh systemis.ifitrease was partially offset by a shift in sakethe Retail segment, which had 117
stores in the U.S. and Canada as of the end of. 08&intosh unit sales also increased by 30% irb2@dnpared to 2004, driven primarily
strong sales of desktop systems largely attribatebbktrong sales from the updated iMac, which betppping in September 2004, and the
Mac mini, which was introduced in January 2005.iBg2005 and 2004, the Americas segment represapaaximately 47% and 49%,
respectively, of the Company'’s total net salesrapdesented approximately 48% and 51%, respectivélptal Macintosh unit sales. The
Company experienced an increase in both U.S. eiducahhiannel net sales and unit sales of 21% fob 2@dnpared to 2004. Strength in
higher education sales related primarily to strivigc and portable system shipments. This strengihedyear-over-year growth in net sales
of 32% for the higher education channel during 2@&spite challenges in the K-12 market from cardithbudget constraints and
competitive pressures, the Company’s K-12 net spies year-over-year by 11% during 2005 due todased iBook sales and 1:1 education
sales.

Europe

Europe segment net sales increased $1.0 billi@38% during 2006 compared to 2005. Consistent wighAmericas segment, these increases
were a result of strong growth in iPod sales, othesic related products and services, and Macinostable systems. Sales of iPods
increased primarily due to the introduction of thmlated iPod with video-playing capabilities in @mr 2005 and the iPod nano during
September 2005. The increase in other music refatstlicts and services was due to increases is sblgpple-branded and third-party iPod
accessories and sales from the iTunes Store. Ehegise in sales of portable systems in Europe wasadstrong sales of the Intel-based
MacBook and MacBook Pro that were introduced dufif@6. In addition, Europe also reported increasdels in APP related to the increase
in Macintosh unit sales. These increases weregtlgrtiffset by a decrease in desktop and
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Mac OS X net sales during 2006 compared to 2008.dHtrease in desktop net sales was due to theérspibduct mix toward portable
Macintosh systems. Mac OS X sales have decreased2905 since the Company has not released a nreioref Mac OS X since Tiger
began shipping in April 2005.

During 2005, net sales in the Europe segment gie® lillion or 71% from 2004. Total Macintosh us#les in Europe also experienced
growth during the current year by increasing 4792005 compared to 2004. Consistent with the Amersggment, Europe experienced
strong net sales of desktop products, iPod, othesiarrelated products and services, and softwatesarvice sales. Demand in Europe during
2005 was particularly strong for the Company’s deglcomputers, which experienced a year-orear increase of 56% from 2004. Similal
the results of the Company’s other segments, et sdiPods, peripherals and software were stior205.

Japan

Japan’s net sales increased $288 million or 31%d@®006 compared to 2005. The Japan segment exgged increased net sales in iPods,
Macintosh portable products, and other music rdlpteducts and services. Consistent with the Coligasther segments, Japan experier
increases in sales of iPods due to the introductfdhe iPod with video-playing capabilities ane iFPod nano in October and September of
2005, respectively. Japan also experienced straleg sf the Intel-based MacBook and increased $aesthe iTunes Store. These increases
were partially offset by decreases in net salddatintosh desktop products, displays, and Mac O$h%. decreases in desktop products and
displays reflect the overall shift in product moward portable Macintosh systems. Mac OS X sales Hacreased from 2005 since the
Company has not released a new version of Mac Gicé Tiger began shipping in April 2005. Total Néosh unit sales during 2006
remained relatively flat compared to 2005. Thetreddy flat growth in Macintosh unit sales is patly attributable to Japan’s overall slow
consumer PC market growth. The Company is contgitorevaluate ways to improve its indirect and aihannel sales in Japan.

Japan’s net sales and Macintosh unit sales weB&%pand 8%, respectively, during 2005 compared@t2Japan experienced increased net
sales in desktop products, iPod, and other mukite products and services. Desktop net salesigibdales increased by 31% and 41%,
respectively, and iPod sales increased by 220%@ @005 compared to 2004. The overall increaseirsales was partially offset by a
decline in portable system net sales during 2008pewed to 2004, which the Company believes mighe ieeen attributable to a shift in se
from portables to the iMac G5 and Mac mini, andhiét $o the Retail segment as a result of openimg additional stores in Japan during
2005.

Retail

The Company opened 41 new retail stores during ,260kiding a total of 10 international storeshie {U.K., Japan, and Canada, bringing the
total number of open stores to 165 as of Septe@®e2006. This compares to 124 open stores aspié®ber 24, 2005 and 86 open stores as
of September 25, 2004.

The Retail segment’s net sales increased by 4388.tbbillion during 2006 compared to 2005. Retagrment Macintosh unit sales increased
45% during 2006 compared to 2005. With an aver&dd® stores open during 2006, average revenustper increased to $23.6 million
compared to $22.4 million during 2005 and $15.8iamlin 2004. The current year increase was prilpalie to strong sales of Macintosh
portable and desktop products, iPods, and otheicrmeisited products and services. Sales of iPode@sed primarily due to the introduction
of the updated iPod with video-playing capabiliie®ctober 2005 and the iPod nano during Septe2®@5. The increase in other music
related products and services was due to incresaded of Apple-branded and third-party iPod acaéssaMacintosh portable and desktop
sales increased due to strong sales of the InsdebilacBook, MacBook Pro, and iMac.

As measured by the Company’s operating segmenttnegothe Retail segment reported operating incofr&198 million during 2006 as
compared to operating income of $151 million dur2@®5 and
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operating income of $39 million during 2004. Thigorovement was primarily attributable to the impafcbpening new stores and the
segment’s year-over-year increase in average revpaustore, which resulted in higher leverage @mupancy, depreciation, and other fixed
costs.

Expansion of the Retail segment has required alad@itinue to require a substantial investmerftiad assets and related infrastructure,
operating lease commitments, personnel, and ofhemating expenses. Capital expenditures assoaiatldhe Retail segment were $200
million in 2006, bringing the total capital expetues since inception of the Retail segment to @agprately $729 million. As of
September 30, 2006, the Retail segment had appateiyn5,787 employees and had outstanding operkgagge commitments associated v
retail store space and related facilities of appnaxely $887 million. The Company would incur sw#gtal costs if it were to close its retail
stores. Such costs could adversely affect the Copipaesults of operations and financial condition.

Gross Margin
Gross margin for each of the last three fiscal yeae as follows (in millions, except gross magggncentages):

September 30 September 24 September 25

2006 2005 2004
As Restated (1) As Restated (1’
Net sales $19,31¢ $13,931 $8,27¢
Cost of sales 13,717 9,889 6,022
Gross margin $ 5,59¢ $ 4,042 $2,257
Gross margin percentage 29.0% 29.0% 27.3%

(1) See the “Explanatory Note” immediately preceding Rdtem 1 and Note 2, “Restatement of Consobddtinancial Statements” in
Notes to Consolidated Financial Statements offbign 10-K.

Gross margin percentage of 29.0% in 2006 remaila@$ compared to 2005. The Company experienced fawvorable pricing on certain
commodity components including LCD flat-panel déggd and DRAM memory and higher overall revenue phavided for more leverage on
fixed production costs, offset by an increase wdbmargin iPod sales and other music-related cesvi

The Company anticipates that its gross margin hedjtoss margins of the personal computer and cogiselectronics industries will be
under pressure due to price competition. The Compapects gross margin percentage to decline ségligin the first quarter of 2007
primarily as a result of a shift in the mix of rene toward lower margin products such as the ilPadcantent from the iTunes Store.

The foregoing statements regarding the Companye@rd gross margin percentage are forward-looKihgre can be no assurance that
current gross margin percentage will be maintametdrgeted gross margin percentage levels widdigeved. In general, gross margins and
margins on individual products, including iPodsll wemain under significant downward pressure dua variety of factors, including
continued industry wide global pricing pressurasréased competition, compressed product life sygetential increases in the cost and
availability of raw material and outside manufattgrservices, and potential changes to the Compgaimgduct mix, including higher unit
sales of consumer products with lower averagenggfirices and lower gross margins. In responsiee®et competitive pressures, the
Company expects it will continue to take pricingi@as with respect to its products. Gross margmdaalso be affected by the Company’s
ability to effectively manage product quality andmwanty costs and to stimulate demand for certhits @roducts. Due to the Company’s
significant international operations, financialuks can be significantly affected in the shormdy fluctuations in exchange rates.

The Company orders components for its productsbaiiids inventory in advance of product shipmentscd&ise the Company’s markets are
volatile and subject to rapid technology and pdbanges, there is a
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risk the Company will forecast incorrectly and puod or order from third-parties excess or insuéfitinventories of particular products or
components. The Company'’s operating results arahéiial condition in the past have been and makerfuture be materially adversely
affected by the Company’s ability to manage itseimery levels and outstanding purchase commitnamsto respond to short-term shifts in
customer demand patterns.

Gross margin percentage increased in 2005 to 26f0%t sales from 27.3% of net sales in 2004. Tam@any’s gross margin during 2005
increased due to more favorable pricing on cedammodity components including LCD flpnel displays and DRAM memory; an incre
in higher margin software sales; a favorable shittirect sales related primarily to the Compamgtgil and online stores; and higher overall
revenue that provided for more leverage on fixamipction costs. These increases to gross margia paatially offset by an increase in loy
margin iPod sales.

Operating Expenses
Operating expenses for each of the last threel figa@as are as follows (in millions, except for gatages):

September 30 September 24 September 25

2006 2005 2004
As Restated (1) As Restated (1’
Research and developm:e $ 712 $ 535 $ 491
Percentage of net sal 4% 4% 6%
Selling, general, and administrative exper $2,43¢ $1,864 $1,43C
Percentage of net sal 13% 13% 17%
Restructuring cost $ — $ — $ 23

(1) See the “Explanatory Note” immediately preceding Pdtem 1 and Note 2, “Restatement of Consobdatinancial Statements,” in
Notes to Consolidated Financial Statements offbign 10-K.

Research and Development (R&

Expenditures for R&D increased 33% or $177 millior$712 million in 2006 compared to $535 million2005. The increase was due
primarily to an increase in R&D headcount in therent year to support expanded R&D activities, rasrease of $46 million in stock-based
compensation recognized as R&D expense resultorg the adoption of SFAS No. 123R, and higher oVersglenses due to the 14th week
added to the first fiscal quarter of 2006 to realige Company’s fiscal quarters with calendar agrart In addition, during 2005, the Company
capitalized approximately $29.7 million of costs@sated with the development of Mac OS X Tiger.déftware development costs were
capitalized during 2006. Further information rethte the Company’s capitalization of software depetent costs may be found in Part Il,
Item 8 of this Form 10-K at Note 1 of Notes to Calitated Financial Statements. Despite the incregasgpenditures, R&D as a percentage
of net sales remained relatively flat in 2006 asmpared to 2005 due to the significant increasevwemnue. The Company continues to believe
that focused investments in R&D are critical tofiteire growth and competitive position in the netftace and are directly related to timely
development of new and enhanced products thatesteat to the Company’s core business strategygush, the Company expects to make
further investments in R&D to remain competitive.

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

Expenditures for SG&A increased $569 million or 3d%ing 2006 compared to 2005. These increasedugr@rimarily to the Company’s
continued expansion of its Retail segment in batmeistic and international markets, an increasé&0frfiillion in stock-based compensation
expense recognized as
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SG&A expense resulting from the adoption of SFAS N2BR, a current year increase in discretionaendjmg on marketing and advertising,
higher direct and channel selling expenses regultom the increase in net sales and employeeysalarit increases, and the expenses
associated with the 14th week added to the fissefiquarter of 2006 . Despite the increase in mdipgres, SG&A as a percentage of total net
sales in 2006 remained flat as compared to 2005.

Expenditures for SG&A increased $434 million or 38%ing 2005 compared to 2004. These increasedugr@rimarily to the Company’s
continued expansion of its Retail segment in batmeistic and international markets, a current yeenease in discretionary spending on
marketing and advertising, and higher direct argholel selling expenses resulting from the incréaset sales and employee salary merit
increases. SG&A as a percentage of total net §a&305 was 13%, down from 17% in 2004, which is tluthe increase in total net sales of
68% for the Company during 2005.

Fiscal 2004 Restructuring Actiol

During 2004, the Company recorded total restrustucharges of approximately $23.0 million, incluglgpproximately $14.0 million in
severance costs, $5.5 million in asset impairmemtd,$3.5 million for lease cancellations. The éeeancellations relate to vacating a leased
sales facility as a result of a European workfeemiction during 2004. Of the $23.0 million chargg®l.3 million had been utilized by the
end of 2006, with the remainder consisting of $tillion for lease cancellations. These actions ltedun the termination of 452 positions.

Other Income and Expense
Other income and expense for each of the last fise& years are as follows (in millions):

September 30 September 24 September 25

2006 2005 2004
Gains on non-current investments, net $ — $ — $4
Interest income $394 $183 $64
Interest expens — — 3)
Other income (expense), net (29) (18) _(8)
Interest and other income, net $365 $165 $53
Total other income and expense $365 $165 $57

Gains and Losses on Non-current Investments

The Company previously held significant investmentdRM Holdings plc (ARM), Akamai Technologies,dn(Akamai), and EarthLink
Network, Inc. (EarthLink). The Company sold all of the remaining holdings iesthnon-current investments in 2004 and 2003. Pgetias
recorded upon the sale of these non-current imarstsrwere $4 million in 2004,

Interest and Other Income, N

Total interest and other income, net increased $2illion or 121% to $365 million during 2006 compdrto $165 million in 2005 and $53
million in 2004. These increases are attributablearily to higher cash and short-term investmealaibces and increasing investment yields
resulting from higher market interest rates andiéth week added to the first fiscal quarter of @0The weighted average interest rate
earned by the Company on its cash, cash equivakmsshort-term investments increased to 4.582006 compared to the 2.70% and
1.38% rates earned during 2005 and 2004, respictiMee current year increase in other income wasigdly offset by higher foreign
currency hedging expenses.

Interest expense in 2004 consisted primarily afriest on the Company’s $300 million aggregate pal@amount unsecured notes, which
were repaid upon their maturity in February 200de Tinsecured notes
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were sold at 99.925% of par for an effective yteldnaturity of 6.51%. Total deferred gain resultfrgm the closure of debt swaps of
approximately $23 million was fully amortized astbé notes’ maturity in February 2004.

Provision for Income Taxes

The Company'’s effective tax rate for the year enflepgtember 30, 2006 was approximately 29%. The @oxip effective rate differs from
the statutory federal income tax rate of 35% dumarily to certain undistributed foreign earnings Which no U.S. taxes are provided
because such earnings are intended to be indéfindi@vested outside the U.S. In addition, the @any recorded a tax benefit of $20 mill
due to settlement of prior year tax audits in th8.Uand a net benefit of $20 million resultingnfrthe dividend repatriation under the
American Jobs Creation Act of 2004 (“AJCA") andeimtational tax planning strategies associated thiétrepatriation as further discussed
below.

As of September 30, 2006, the Company had deféasedssets arising from deductible temporary difiees, tax losses, and tax credits of
$739 million before being offset against certaifeded liabilities and a valuation allowance foegentation on the Company’s balance sheet.
Management believes it is more likely than not foa¢casted income, including income that may breeggted 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. As of September 30, 2006 and Septemb20Q8, a valuation allowance of $5 million was releg against the deferred tax asset for
the benefits of state operating losses that maypaoealized. The Company will continue to evaluh&realizability of the deferred tax assets
quarterly by assessing the need for and amoutieofaluation allowance.

On October 22, 2004, the AJCA was signed into [Blwe AJCA included a provision for the deductiorB8686 of certain foreign earnings that
were repatriated, as defined in the AJCA, withspacified time frame. Among other requirementsiddinds qualifying for the 85%
deduction must be reinvested in the United Stategitain qualified investments pursuant to a deimesinvestment plan approved by the
CEO and Board of Directors. During 2006, the Conypapatriated approximately $1.6 billion of foreigarnings. Of the earnings
repatriated, $755 million is eligible for the reédctax rate provided by the AJCA. Accordingly, @@mpany recorded a tax charge of $51
million related to the repatriation of foreign eiags under the provisions of the AJCA. In addititre Company recorded a tax benefit of
$71 million resulting from the implementation oktglanning strategies to recognize deferred tagtaghat were previously not recognizable
within certain foreign subsidiaries.

The Internal Revenue Service (“IRS") has substintimmpleted its field audit of the Company’s fealencome tax returns for the years
2002 through 2003 and proposed certain adjustm&htsCompany intends to contest certain of thegestdents through the IRS Appeals
Office. Substantially all IRS audit issues for yeprior to 2002 have been resolved. In additioa,Gompany is subject to audits by state,
local, and foreign tax authorities. Managementdwes that adequate provision has been made fadjngtments that may result from tax
examinations. However, the outcome of tax auditmogabe predicted with certainty. Should any issaddressed in the Company’s tax audits
be resolved in a manner not consistent with managémexpectations, the Company could be requettijust its provision for income tax

in the period such resolution occurs.
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Quarterly Financial Information
The following tables set forth a summary of the @amy’s quarterly financial information for eachtbé four quarters in the years ended
September 30, 2006 and September 24, 2005 (ironslliexcept share and per share amounts):

2006 Fourth Quarter  Third Quarter Second Quarter  First Quarter
Net sales $ 4,837 $ 4,37C $ 4,35¢ $ 5,74¢
Cost of sales (1) 3,42k 3,04k 3,062 4,18t
Gross margin 1,412 1,32% 1,297 1,564
Operating expense
Research and development 179 175 176 182
Selling, general, and administrative (1) 625 584 592 632
Total operating expenses 804 759 768 814
Operating income 608 566 529 750
Other income and expense 113 95 76 81
Income before provision for income taxes 721 661 605 831
Provision for income taxes 179 189 195 266
Net income $ 542 $ 472 $ 410 $ 565
Earnings per common sha
Basic $ 0.63 $ 055 $ 049 $ 0.68
Diluted $ 0.62 $ 054 $ 047 $ 0.65

Shares used in computing earnings
per share (in thousand:
Basic 854,18 851,37t 840,91( 830,78:
Diluted 878,751 876,36¢ 878,531 874,201

(1) Includes stock-based compensation expense, whishaldaated as follows:

Cost of sale: $ 5 $ 6 $ 5 $ 5
Research and developme $ 13 $ 12 $ 13 $ 15
Selling, general, and

administrative $ 22 $ 19 $ 24 $ 24

The net of tax impact of the stock-based compemsaiiljustments in 2006, which amounted to $4 mnijlisas recorded by the Company in
its fourth quarter of 2006 and are described inBkplanatory Note immediately preceding Part Imte and Note 2, “Restatement of
Consolidated Financial Statements,” in Notes togotidated Financial Statements of this Form 10-K.
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2005 Fourth Quarter Third Quarter Second Quarter First Quarter
As Restated (1T As Restated (11 As Restated (1T  As Restated (1'

Net sales $ 3,67¢ $ 3,52 $ 3,24¢ $ 3,49C
Cost of sales (2) 2,643 2,47€ 2,27k 2,49¢
Gross margin 1,03t 1,044 968 995
Operating expense
Research and development 147 145 120 123
Selling, general, and administrative
2 471 473 448 472
Total operating expenses 618 618 568 595
Operating income 417 426 400 400
Other income and expense 60 46 33 26
Income before provision for income
taxes 477 472 433 426
Provision for income taxes 49 153 145 133
Net income $ 428 $ 319 $ 288 $ 293
Earnings per common sha
Basic $ 052 $ 0.39 $ 0.36 $ 0.37
Diluted $ 049 $ 0.37 $ 034 $ 0.35

Shares used in computing earnings per
share (in thousands
Basic 821,42( 815,09: 808,17: 789,03:
Diluted 866,48 860,80: 857,56¢ 838,80¢

(1) See the “Explanatory Note” immediately preceding Pdtem 1 and Note 2, “Restatement of Consokdatinancial Statements,” in
Notes to Consolidated Financial Statements offtbign 10-K.

(2) Includes stock-based compensation expense, whistallaated as follows:

Cost of sale: $ 1 $ — $ 1 $ 1
Research and developme $ 1 $ 2 $ 2 $ 2
Selling, general, and

administrative $ 10 $ 10 $ 9 $ 10

The impact of the stock-based compensation adjugsas described in the Explanatory Note immedigistceding Part I, Item 1 and Note
2, “Restatement of Consolidated Financial Stateméint Notes to Consolidated Financial Statemehthie Form 10K was not significant t
the interim balance sheets of 2006 and 2005.
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The following tables present the effects of adjusita made to the Compasypreviously reported quarterly financial infornoatiduring 200!
(in millions, except per share amounts):

Three Months Ended September 24, 20C Three Months Ended June 25, 200
Adjustments
As As As Adjustments As
Reported (1) Restated Reported (1) Restated

Net sales $ 3,67¢ $ — $ 3676 $ 3,52C $ — $ 3,52
Cost of sales (2) 2,645 — 2,645 2,47€ — 2,47€

Gross margin 1,03 — 1,03 1,044 — 1,044
Operating expense

Research and development 147 — 147 145 — 145

Selling, general, and

administrative (2 470 1 471 472 1 473
Total operating expenses 617 1 618 617 1 618

Operating income 418 (1) 417 427 1) 426
Other income and expense 60 — 60 46 — 46
Income before provision for

income taxe! 478 1) 477 473 (1) 472
Provision for income taxes 48 1 49 153 — 153
Net income $ 430 $ 20 $ 428 320 $ (1 $ 319
Earnings per common sha

Basic $ 0.52 $ — $ 052 $ 0.39 $ — $ 0.39

Diluted $ 0.5C $0.01) $ 049 $ 0.37 $ — $ 0.37

Shares used in computing earnings per
share (in thousands
Basic 821,42( — 821,42(  815,09: — 815,09:
Diluted 866,40« 79 866,48:  860,68¢ 115 860,80:

(1) See the “Explanatory Note” immediately preceding Rdtem 1 and Note 2, “Restatement of Consokdatinancial Statements,” in
Notes to Consolidated Financial Statements offtbign 10-K.

(2) Includes stock-based compensation expense, whishaldaated as follows:

Cost of sale: $ 1 $ — $ 1 $ — $ — $ —
Research and developme $ 1 $ — $ 1 8 2 $ — $ 2
Selling, general, and

administrative $ 9 $ 1 $ 10 $ 9 $ 1 $ 10

65




Three Months Ended March 26, 200¢ Three Months Ended December 25, 20C
Adjustments

As As As As
Reported (1) Restated Reported  Adjustments (1) Restated

Net sales $ 3,24¢ $ — $ 3245 $ 3,49 $ — $ 3,49C
Cost of sales (2) 2,27¢ — 2,27¢ 2,494 1 2,49¢
Gross margin 968 — 968 996 (@9) 995
Operating expense

Research and development 119 1 120 123 — 123

Selling, general, and administrative

2 447 1 448 470 2 472
Total operating expenses 566 2 568 593 2 595

Operating income 402 (2) 400 403 (3) 400
Other income and expense 33 — 33 26 — 26
Income before provision for income

taxes 435 (2) 433 429 3) 426
Provision for income taxes 145 — 145 134 (@9) 133
Net income $ 290 $ (2 $ 288% 295 $ (2 $ 293
Earnings per common sha

Basic $ 0.3€ $ — $ 036 $ 0.37 $ — $ 037

Diluted $ 034 $ — $ 034 % 035 $ — $ 0.35
Shares used in computing earnings per

share (in thousands

Basic 808,17: — 808,17: 789,03: — 789,03:

Diluted 857,01 557 857,56¢ 838,17« 631 838,80¢

(1) See the “Explanatory Note” immediately preceding PRdtem 1 and Note 2, “Restatement of Consokdatinancial Statements,” in
Notes to Consolidated Financial Statements offbisn 10-K.

(2) Includes stock-based compensation expense, whistallaated as follows:

Cost of sale: $ 1 $ — $ 189 — $ 1 $ 1
Research and developmt $ 1 $ 1 3 2 $ 2 $ — $ 2
Selling, general, and

administrative $ 8 $ 1 % 9% 8 $ 2 $ 10

Recent Accounting Pronouncements

In September 2006, the SEC issued SAB No. O@isidering the Effects of Prior Year Misstatemevtien Quantifying Misstatements in
Current Year Financial StatementAB No. 108 provides guidance on how prior yearstaitements should be considered when quantifying
misstatements in current year financial statemtemtgpurposes of determining whether the current’gdmancial statements are materially
misstated. SAB No. 108 is effective for fiscal yeanding after November 15, 2006. Although the Camypwill continue to evaluate the
application of SAB No. 108, management does natatily believe adoption will have a material impantthe Company'’s results of
operations or financial position.

In September 2006, the FASB issued SFAS No. E&if,Value Measurementwsshich defines fair value, provides a frameworkfogasuring
fair value, and expands the disclosures requirethfovalue measurements. SFAS No. 157 appliegher accounting pronouncements that
require fair value measurements; it does not recaily new fair value measurements. SFAS No. 1Bffastive for fiscal years beginning
after November 15, 2007 and is required to be aabpy the Company beginning in the
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first quarter of fiscal 2009. Although the Compauijl continue to evaluate the application of SFAS8.M57, management does not currently
believe adoption will have a material impact on @@npany’s results of operations or financial gosit

In June 2006, the FASB issued FASB Interpretation (\FIN”) 48, Accounting for Uncertainty in Income Taxes-an Iptetation of FASB
Statement No. 109-IN No. 48 clarifies the accounting for uncertgiim income taxes by creating a framework for femmpanies should
recognize, measure, present, and disclose infthaircial statements uncertain tax positions thay thave taken or expect to take in a tax
return. FIN No. 48 is effective for fiscal yearggbming after December 15, 2006 and is requirdoketadopted by the Company beginning in
the first quarter of fiscal 2008. Although the Canpg will continue to evaluate the application oNRlo. 48, management does not currently
believe adoption will have a material impact on @@npany’s results of operations or financial gosit

In May 2005, the FASB issued SFAS No. 1B4¢ounting Changes and Error Correctiomgyich replaces APB Opinion No. 28¢counting
Changesand SFAS No. 3Reporting Accounting Changes in Interim Financi@t&ments—An Amendment of APB Opinion No. 28.

SFAS No. 154 requires retrospective applicatioprior periods’ financial statements of a voluntahange in accounting principal unless it is
not practicable. SFAS No. 154 is effective for agsting changes and corrections of errors madesaafiyears beginning after December 15,
2005 and is required to be adopted by the Compattei first quarter of fiscal 2007. Although then@many will continue to evaluate the
application of SFAS No. 154, management does nwéently believe adoption will have a material impan the Company'’s results of
operations or financial position.

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

September 30 September 24 September 25

2006 2005 2004
As Restated (1’ As Restated (1'
Cash, cash equivalents, and s-term investment $10,11C $8,261 $5,464
Accounts receivable, n $ 1,252 $ 895 $ 774
Inventory $ 270 $ 165 $ 101
Working capital $ 8,03¢ $6,81¢ $4,40¢
Days sales in accounts receivable (DSO 24 22 30
Days of supply in inventory (t 7 6 5
Days payables outstanding (DPO) 89 62 76
Annual operating cash flo $ 2,22C $2,53¢ $ 934

(1) See the “Explanatory Note” immediately preceding Rdtem 1 and Note 2, “Restatement of Consobdatinancial Statements,”
in Notes to Consolidated Financial Statements isfflorm 10-K.

(a) DSO is based on ending net trade receivables astlrcent quarterly net sales for each period.
(b) Days supply of inventory is based on ending invenémd most recent quarterly cost of sales for gacliod.
(c) DPO is based on ending accounts payable and nmuesitrquarterly cost of sales adjusted for the chamgnventory.

As of September 30, 2006, the Company had $10llidrbin cash, cash equivalents, and short-ternegtments, an increase of $1.85 billion
over the same balances at the end of 2005. Theipain
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components of this increase were cash generategdnating activities of $2.22 billion, proceeds$8fL8 million from the issuance of
common stock under stock plans, and excess taXitsefiem stock-based compensation of $361 millipartially offset by cash used to
purchase property, plant, and equipment of $65amiand repurchases of common stock of $355 miiliioconjunction with net-share
settlements on vested restricted stock and restrigtiock units. Cash generated from operatingitiesvincludes the impact of the $1.25
billion prepayment for NAND flash memory componerfthe Company’s short-term investment portfoligiignarily invested in high credit
quality, liquid investments. As of September 300&@0approximately $4.1 billion of the Company’sttasash equivalents, and short-term
investments were held by foreign subsidiaries aedyanerally based in U.S. dollar-denominated Inglsli Amounts held by foreign
subsidiaries are generally subject to U.S. incaamatton on repatriation to the U.S.

The Company believes its existing balances of ceath equivalents, and short-term investmentsbeilufficient to satisfy its working
capital needs, capital expenditures, stock repsechativity, outstanding commitments, and otharidliify requirements associated with its
existing operations over the next 12 months.

Capital Expenditures

The Company’s total capital expenditures were $&8lfon during 2006, consisting of $200 million feetail store facilities and equipment
related to the Company’s Retail segment, $263 anilfor real estate acquisitions for the Compangtosd corporate campus and for a new
data center , and $194 million for corporate infiacture, including information systems enhancemeftie Company currently anticipates it
will utilize approximately $675 million for capit&alxpenditures during 2007, including approxima&3%0 million for expansion of the
Company'’s Retail segment, approximately $50 millonreal estate acquisitions including the Compssgcond corporate campus and its
new data center, and approximately $265 milliosupport normal replacement of existing capital @saed enhancements to general
information technology infrastructure.

Stock Repurchase Plan

In July 1999, the CompanyBoard of Directors authorized a plan for the Camypto repurchase up to $500 million of its comrstotk. This
repurchase plan does not obligate the Companygircany specific number of shares or acquireeshaver any specified period of time.
The Company has repurchased a total of 13.1 mififeares at a cost of $217 million under this plath\was authorized to repurchase up to an
additional $283 million of its common stock as ejp&mber 30, 2006.

Off-Balance Sheet Arrangements and Contractual Obgjations

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

The following table presents certain payments duthb Company under contractual obligations withimum firm commitments as of
September 30, 2006 and excludes amounts alreadsdezton the Company’s balance sheet as currdailtles (in millions):

Payments Due Payments  Payments Due Payments Due

in Less Due in in in More

Total Than 1 Year 1-3 Years 4-5 Years Than 5 Years
Operating Leases $1,154 $ 134 $268 $254 $498
Purchase Obligatior 2,30€ 2,30¢€ — — —
Asset Retirement Obligatior 19 3 3 7 6
Other Obligations 39 29 10 — —
Total $3,51¢€ $2,472 $281 $261 $504
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Lease Commitmen

As of September 30, 2006, the Company had totatauting commitments on noncancelable operatirspteaf approximately $1.2 billion,
$887 million of which related to the lease of resaiace and related facilities. Lease terms orCitrapany’s existing major facility operating
leases range from 5 to 15 years.

Purchase Commitments with Contract Manufacturers @omponent Supplie

The Company utilizes several contract manufactuersanufacture sub-assemblies for the Compangduymts and to perform final
assembly and test of finished products. These aohntnanufacturers acquire components and buildystdshsed on demand information
supplied by the Company, which typically coversiges ranging from 30 to 150 days. The Company algains individual components for
its products from a wide variety of individual slipps. Consistent with industry practice, the Compacquires components through a
combination of purchase orders, supplier contraetd,open orders based on projected demand infm&uch purchase commitments
typically cover the Company’s forecasted compomeat manufacturing requirements for periods rangioigp 30 to 150 days. As of
September 30, 2006, the Company had outstandirdyplarty manufacturing commitments and componentimse commitments of
approximately $2.3 billion.

During 2006, the Company entered into long-ternmpsupgreements with Hynix Semiconductor, Inc., li@erporation, Micron

Technology, Inc., Samsung Electronics Co., Ltdd @&ashiba Corporation to secure supply of NANDHlasemory through calendar year
2010. As part of these agreements, the Companyigréi.25 billion for flash memory components dgrit006. These prepayments will be
applied to inventory purchases made over the fifeagh respective agreement.

Asset Retirement Obligatio

The Company’s asset retirement obligations arecésteal with commitments to return property subjeabperating leases to original
condition upon lease termination. As of Septemifie2B06, the Company estimates that gross expédia@ cash flows of approximately
$19 million will be required to fulfill these oblidions.

Other Obligations
The Company’s other obligations of approximatel9 $3llion are primarily related to Internet andebmmunications services.

Indemnifications

The Company generally does not indemnify end-uskits operating system and application softwararst legal claims that the software
infringes third-party intellectual property righther agreements entered into by the Company soeinclude indemnification provisions
under which the Company could be subject to casféom damages in the event of an infringement clagainst the Company or an
indemnified third-party. However, the Company hasleen required to make any significant paymesgslting from such an infringement
claim asserted against itself or an indemnifieddtipiarty and, in the opinion of management, doé$awe a liability related to unresolved
infringement claims subject to indemnification thatuld have a material adverse effect on its fim@reondition, liquidity or results of
operations.
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ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk

Interest Rate and Foreign Currency Risk Manager

The Company regularly reviews its foreign exchaftgeard and option positions and its interest st@p and option positions, both on a
stand-alone basis and in conjunction with its ulyileg foreign currency and interest rate relatedasures. However, given the effective
horizons of the Company’s risk management actwiied the anticipatory nature of the exposurese tb@n be no assurance the hedges will
offset more than a portion of the financial impaegulting from movements in either foreign exchaagmterest rates. In addition, the timing
of the accounting for recognition of gains and ésseelated to mark-to-market instruments for amggiperiod may not coincide with the
timing of gains and losses related to the undeglgoonomic exposures and, therefore, may adveaffelgt the Company’s operating results
and financial position.

Interest Rate Ris

While the Company is exposed to interest rate Glaitbns in many of the world’s leading industrializcountries, the Company’s interest
income and expense is most sensitive to fluctuatiorthe general level of U.S. interest rateshla tegard, changes in U.S. interest rates
affect the interest earned on the Company’s cash equivalents, and shoetm investments as well as costs associated wiitfigh currenc
hedges.

The Company'’s short-term investment policy andisgis to ensure the preservation of capital, rigeidity requirements, and optimize
return in light of the current credit and intereste environment. A portion of the Company’s casimanaged by external managers within the
guidelines of the Company’s investment policy amdn objective market benchmark. The Company’sniadeportfolio is benchmarked
against external manager performance, allowingliféerences in liquidity needs.

The Company’s exposure to market risk for changeésterest rates relates primarily to the Companwsstment portfolio. The Company
places its short-term investments in highly lige&turities issued by high credit quality issuerd, &y policy, limits the amount of credit
exposure to any one issuer. The Company’s genelialyps to limit the risk of principal loss and ure the safety of invested funds by
limiting market and credit risk. All highly liquithvestments with initial maturities of three montirdess are classified as cash equivalents;
highly liquid investments with initial maturitiegepter than three months are classified as shontiterestments. As of September 30, 2006,
approximately $921 million of the Company’s shatr investments had underlying maturities rangimgnfl to 5 years. As of

September 24, 2005, $287 million of the Compankteristerm investments had underlying maturitiegiag from 1 to 5 years. The
remainder all had underlying maturities of lessitthd months. The Company may sell its investmerits {o their stated maturities for
strategic purposes, in anticipation of credit detation or for duration management. The Compacggeized net losses before taxes of
$434,000 and $137,000 in 2006 and 2005, respegtiaat a net gain before taxes of $1 million in£2@8 a result of such sales.

To provide a meaningful assessment of the intea¢strisk associated with the Company’s investrpentfolio, the Company performed a
sensitivity analysis to determine the impact a gesain interest rates would have on the value ofrthestment portfolio assuming a 100 basis
point parallel shift in the yield curve. Based amgstment positions as of September 30, 2006, athgpical 100 basis point increase in
interest rates across all maturities would result $15.2 million decline in the fair market vahfehe portfolio. As of September 24, 2005, a
similar 100 basis point shift in the yield curvewa have resulted in a $19.9 million decline irr faalue. Such losses would only be realized
if the Company sold the investments prior to majuri
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Foreign Currency Ris

In general, the Company is a net receiver of fareigrrencies. Accordingly, changes in exchangesrated in particular a strengthening of
U.S. dollar, may negatively affect the Company’ssaes and gross margins as expressed in U.@rsldllhere is also a risk the Company
will have to adjust local currency product pricigige to competitive pressures when there has bgeifisant volatility in foreign currency
exchange rates.

The Company may enter into foreign currency forwaand option contracts with financial institutiosgrotect against foreign exchange risks
associated with existing assets and liabilitiegtage firmly committed transactions, forecastedifetcash flows, and net investments in
foreign subsidiaries. Generally, the Company’s fitads to hedge a majority of its existing matefimeign exchange transaction exposures.
However, the Company may not hedge certain foreiginange transaction exposures due to immaterigliphibitive economic cost of
hedging particular exposures, and limited avaiigbdf appropriate hedging instruments.

To provide a meaningful assessment of the foreigreacy risk associated with certain of the Compmfgreign currency derivative
positions, the Company performed a sensitivity yialusing a value-at-risk (“VAR”) model to ass#ss potential impact of fluctuations in
exchange rates. The VAR model consisted of usikgiate Carlo simulation to generate 3,000 randonketgerice paths. The VAR is the
maximum expected loss in fair value, for a givenfience interval, to the Company’s foreign exchapgrtfolio due to adverse movements
in rates. The VAR model is not intended to représetual losses but is used as a risk estimatidmaamagement tool. The model assumes
normal market conditions. Forecasted transactiimms,commitments, and assets and liabilities demagd in foreign currencies were
excluded from the model. Based on the resultsehibdel, the Company estimates with 95% confidenteximum one-day loss in fair
value of $9.2 million as of September 30, 2006 carad to a maximum one-day loss of $10.0 milliowfaSeptember 24, 2005. Because the
Company uses foreign currency instruments for heglgurposes, losses incurred on those instrumeaigeaerally offset by increases in the
fair value of the underlying exposures.

Actual future gains and losses associated witlfCitrapany’s investment portfolio and derivative piosis may differ materially from the
sensitivity analyses performed as of Septembe2@06 due to the inherent limitations associateti witdicting the changes in the timing
amount of interest rates, foreign currency exchamgees, and the Company’s actual exposures aiitibpas
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All financial statement schedules have been omittette the required information is not applicainés not present in amounts sufficient to
require submission of the schedule, or becausmtbemation required is included in the ConsolidhEnancial Statements and Notes thel
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CONSOLIDATED BALANCE SHEETS
(In millions, except share amounts)

September 30, 2000 September 24, 200!

As Restated(1]

ASSETS:
Current asset:

Cash and cash equivalel $ 6,392 $ 3,491
Shor-term investment 3,718 4,770
Accounts receivable, less allowances of $52 and &pectively 1,252 895
Inventories 270 165
Deferred tax asse 607 331
Other current assets 2,270 648

Total current assets 14,50¢ 10,30C
Property, plant, and equipment, | 1,281 817
Goodwill 38 69
Acquired intangible assets, r 139 27
Other assets 1,238 303

Total assets $17,20¢F $11,51¢

LIABILITIES AND SHAREHOLDERS’ EQUITY:
Current liabilities:

Accounts payabl $ 3,39C $ 1,77¢
Accrued expenses 3,081 1,708
Total current liabilities 6,471 3,487
Non-current liabilities 750 601
Total liabilities 7,221 4,088

Commitments and contingenci

Shareholder equity:
Common stock, no par value; 1,800,000,000 sharttedred;
855,262,568 and 835,019,364 shares issued ancuoditsg),

respectively 4,355 3,564
Deferred stock compensati — (61)
Retained earning 5,607 3,925
Accumulated other comprehensive income 22 —

Total shareholders’ equity 9,984 7,428

Total liabilities and shareholders’ equity

&
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(1) See Note 2, “Restatement of Consolidated Finastatements,” in Notes to Consolidated FinancialeBtants.

See accompanying Notes to Consolidated Financa¢®ents.
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CONSOLIDATED STATEMENTS OF OPERATIONS

(In millions, except share and per share amounts)

Three fiscal years ended September 30, 20

Net sales
Cost of sales (2)
Gross margin
Operating expense
Research and development
Selling, general, and administrative
Restructuring costs
Total operating expenses
Operating income
Other income and expense
Income before provision for income taxes
Provision for income taxes
Net income

Earnings per common sha
Basic
Diluted

Shares used in computing earnings per share (us#muls)
Basic
Diluted

(1) See Note 2, “Restatement of Consolidated Finagtatements,” in Notes to Consolidated Financiale®tants.

(2)

Includes stock-based compensation expense, whistaliacated as follows:

Cost of sale:
Research and developmt
Selling, general, and administrati

$
$
$

2006 2005 2004
As Restated (1T  As Restated (1’
$ 19,31¢ $ 13,931 $ 8,27¢
13,717 9,88¢ 6,022
5,59¢ 4,042 2,257
712 535 491
2,43¢ 1,864 1,43C
— — 23
3,14F 2,39¢ 1,944
2,452 1,648 313
365 165 57
2,81¢ 1,80¢ 370
829 480 104
$ 1,98¢ $ 1,32¢ $ 266
$ 236 $ 164 $ 0.36
$ 227 $ 1.55 $ 034
844,05¢ 808,43¢ 743,18(
877,52¢ 856,87¢ T74,77¢

21 $ 3 $ 3

53 $ 7 $ 6

89 $ 39 $ 37

See accompanying Notes to Consolidated Financidt®ents.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(In millions, except share amounts which are in thasands)

Accumulated

Other Total
Common Stock Deferred Stock Retained Comprehensive  Shareholders’
Shares Amount Compensation Earnings Income (Loss) Equity
As As As As
Restated (1) Restated (1) Restated (1) Restated (1)
Balances as of September 27, 2003 as previousbytes} 733,45¢ $1,92€ $ (62) $2,394 $ (35) $4,223
Adjustments to opening shareholders’ equity — 85 (22) (63) — —
Balance as of September 27, 2003 as restated 733,45¢ $2,011 $ (84) $2,331 $ (35) $ 4,223
Components of comprehensive incor
Net income — — — 266 — 266
Change in foreign currency translati — — — — 13 13
Change in unrealized gain on available-for-sale
securities, net of ta — — — — 5) 5)
Change in unrealized loss on derivative investments
net of tax — — — — 12 12
Total comprehensive income 286
Issuance of stoi-based compensation awa — 63 (63) — — —
Adjustment to common stock related to a prior year
acquisition (159) (2) — — — )
Stocl-based compensatic — — 46 — — 46
Common stock issued under stock pl 49,592 427 — — — 427
Tax benefit related to stock options — 83 — — — 83
Balances as of September 25, 2004 782,881 $ 2,582 $(101) $ 2,597 $ (15) $ 5,062
Components of comprehensive incor
Net income — — — 1,328 — 1,328
Change in foreign currency translati — — — — 7 7
Change in unrealized gain on derivative investmer
net of tax — — — — 8 8
Total comprehensive income 1,343
Issuance of sto-based compensation awa — 7 7) — — —
Stocl-based compensatic — — a7 — — a7
Common stock issued under stock pl 52,132 547 — — — 547
Tax benefit related to stock options — 428 — — — 428
Balances as of September 24, 2005 835,01¢ $ 3,564 $ (61) $ 3,92t $ — $7,42¢
Components of comprehensive incor
Net income — — — 1,989 — 1,989
Change in foreign currency translati — — — — 19 19
Change in unrealized gain on available-for-sale
securities, net of ta — — — — 4 4
Change in unrealized loss on derivative investments
net of tax — — — — 1) 1)
Total comprehensive income 2,011
Common stock repurchas (4,574) (48) — (307) — (355)
Stocl-based compensatic — 163 — — — 163
Deferred compensatic — (61) 61 — — —
Common stock issued under stock pl 24,81¢ 318 — — — 318
Tax benefit related to stock-based compensation — 419 — — — 419
Balances as of September 30, 2006 855,26% $ 4,358 $ — $ 5,607 $ 22 $ 9,984

) See Note 2, “Restatement of Consolidated Finastatements,” in Notes to Consolidated Financiale®tants.

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

Three fiscal years ended September 30, 20!

Cash and cash equivalents, beginning of the year
Operating Activities
Net income

Adjustments to reconcile net income to cash geadray operating activitie:

Depreciation, amortization and accret
Stocl-based compensation expel
Provision for deferred income tax
Excess tax benefits from stock optic
Gain on sale of PowerSchool net as:
Loss on disposition of property, plant, and equiph
Gains on sales of investments,
Changes in operating assets and liabilit
Accounts receivabl
Inventories
Other current asse
Other asset
Accounts payabl
Other liabilities
Cash generated by operating activities
Investing Activities:
Purchases of shi-term investment
Proceeds from maturities of sk-term investment
Proceeds from sales of investme
Purchases of loi-term investment
Proceeds from sale of PowerSchool net as
Purchases of property, plant, and equipn
Other
Cash generated by (used for) investing activities
Financing Activities:
Payment of lon-term debi
Proceeds from issuance of common st
Excess tax benefits from stc-based compensatic
Repurchases of common stock
Cash generated by financing activities
Increase (decrease) in cash and cash equivalents
Cash and cash equivalents, end of the year
Supplemental cash flow disclosur
Cash paid during the year for inter
Cash paid (received) for income taxes,

)

(In millions)

2006 2005 2004
As Restated (11  As Restated (1

$ 3,491 $ 2,96¢ $ 3,39€
1,989 1,32¢ 266
225 179 150
163 49 46

53 50 19

— 428 83

@) — -

15 9 7
— — ()
(357) (121) (8)
(105) (64) (45)
(1,626) (150) (176)
(1,040) (35) (25)
1,611 328 297
1,296 534 325
2,220 2,53E 934
(7,255) (11,470 (3,270)
7,226 8,60¢ 1,141
1,086 586 806
(25) — —

40 — —
(657) (260) (176)
(58) (21) 11
357 (2,556€) (1,488)
— — (300)
318 543 427
361 — —
(355) — —
324 543 127
2,901 522 (427)
$ 6,392 $ 3,491 $ 2,96¢
$ — $ — $ 10
$ 194 $ 17 $ 7)

See Note 2, “Restatement of Consolidated Finaigt@tements,” in Notes to Consolidated Financialedtants.

See accompanying Notes to Consolidated Financidt®ients.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1—Summary of Significant Accounting Policies

Apple Computer, Inc. and its wholly-owned subsiigiar(the Company) designs, manufactures, and nsapleesonal computers and related
software, services, peripherals, and networkingtgwils. The Company also designs, develops, ankeatsaa line of portable digital music
players along with related accessories and serincdsding the online sale of third-party audio andeo products. The Company sells its
products worldwide through its online stores, @il stores, its direct sales force, and thirdypatholesalers, resellers, and value-added
resellers. In addition, the Company sells a vardétshird-party Macintosh and iPod compatible pratduncluding application software,
printers, storage devices, speakers, headphorsaaous other accessories and supplies throsginitne and retail stores. The Company
sells to education, consumer, creative professidmainess, and government customers.

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 consolidaiteahtial statements in conformity with U.S. genlgratcepted accounting principles
requires management to make estimates and assasfhit affect the amounts reported in these citzdet! financial statements and
accompanying notes. Actual results could differamiatly 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 thst Baturday of September. Fiscal years 2005 andl @@@e each 52-week years. However,
approximately every six years, the Company repf8week fiscal year to align its fiscal quarters wgdlendar quarters by adding a wee
its first fiscal quarter. The Company added thidithohal week in the first fiscal quarter of itsdal year 2006. All information presented
herein is based on the Company’s fiscal calendar.

Common Stock Split
On February 28, 2005, the Company effected a twapii@ stock split to shareholders of record asetifr&ary 18, 2005. All share and per
share information has been retroactively adjusteéflect the stock split.

Financial Instruments

Cash Equivalents and Short-term Investments

All highly liquid investments with maturities ofse months or less at the date of purchase arsifiddlsas cash equivalents. Highly liquid
investments with maturities greater than three imoat the date of purchase are classified as ghontinvestments. The Company’s debt and
marketable equity securities have been classifedecounted for as available-feale. Management determines the appropriate Glzegsih

of its investments in debt and marketable equitpstes at the time of purchase and reevaluatestailable-for-sale designations as of each
balance sheet date. These securities are carrfait galue, with the unrealized gains and losges of taxes, reported as a component of
shareholders’ equity. The cost of securities selolased upon the specific identification method.

Derivative Financial Instrument

The Company accounts for its derivative instrumesteither assets or liabilities and carries thefaievalue. Derivatives that are not defir
as hedges in Statement of Financial Accountingdgtals (“SFAS”) No. 133Accounting for Derivative Instruments and Hedgirgjivties,
as amended, must be adjusted to fair value threaghings. If the derivative is a hedge, dependmthe nature of the hedge,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Note 1—Summary of Significant Accounting PoliciesGontinued)

changes in fair value will either be offset agaihst change in fair value of the hedged assetslitias, or firm commitments through
earnings, or recognized in other comprehensivenirecantil the hedged item is recognized in earnings.

For derivative instruments that hedge the exposuvariability in expected future cash flows theg designated as cash flow hedges, the
effective portion of the gain or loss on the deti@instrument is reported as a component of actat®d other comprehensive income in
shareholders’ equity and reclassified into earninghe same period or periods during which thegleeidransaction affects earnings. The
ineffective portion of the gain or loss on the dative instrument is recognized in current earniAgsreceive hedge accounting treatment,
cash flow hedges must be highly effective in offagtchanges to expected future cash flows on httlgasactions. For derivative
instruments that hedge the exposure to changée ifatr value of an asset or a liability and that designated as fair value hedges, the net
gain or loss on the derivative instrument as welihee offsetting gain or loss on the hedged iteénbatable to the hedged risk are recognized
in earnings in the current period. The net gaitoss on the effective portion of a derivative instient that is designated as an economic t
of the foreign currency translation exposure ofrieeinvestment in a foreign operation is repoitethe same manner as a foreign currency
translation adjustment. For forward contracts desigd as net investment hedges, the Company esctidages in fair value relating to
changes in the forward carry component from itsnitedn of effectiveness. Accordingly, any gainslasses related to this component are
recognized in current earnings.

Inventories

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

Property, Plant, and Equipment

Property, plant, and equipment are stated at Begireciation is computed by use of the straigtg-fimethod over the estimated useful lives of
the assets, which for buildings is the lesser of&frs or the remaining life of the underlying dirb, up to 5 years for equipment, and the
shorter of lease terms or 10 years for leasehopddwements. The Company capitalizes eligible ctuseéequire or develop internal-use
software that are incurred subsequent to the pirgdim project stage. Capitalized costs relateahternal-use software are amortized using the
straight-line method over the estimated usefullieéthe assets, which range from 3 to 5 yearsré&igtion and amortization expense on
property and equipment was $180 million, $141 wil]iand $126 million during 2006, 2005, and 20@4pectively.

Asset Retirement Obligations

The Company records obligations associated witligliement of tangible long-lived assets and $spaiated asset retirement costs in
accordance with SFAS No. 148¢counting for Asset Retirement Obligatioridie Company reviews legal obligations associafittal the
retirement of long-lived assets that result from #lcquisition, construction, development and/omaduse of the assets. If it is determined
that a legal obligation exists, the fair valuelod tiability for an asset retirement obligatiomésognized in the period in which it is incurred if
a reasonable estimate of fair value can be madefdihvalue of the liability is added to the cang amount of the associated asset and this
additional carrying amount is depreciated overlifieeof the asset. The difference between the geagected future cash flow and its
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Note 1—Summary of Significant Accounting PoliciesGontinued)

present value is accreted over the life of theteeléease as an operating expense. All of the Coyipaxisting asset retirement obligations
are associated with commitments to return proparbject to operating leases to original conditipprulease termination.

The following table reconciles changes in the Comyfsmasset retirement liabilities for fiscal 20Q&da2005 (in millions):

Asset retirement liability as of September 25, 2 $ 8.2
Additional asset retirement obligations recogni 2.8
Accretion recognized 0.7

Asset retirement liability as of September 24, 2005 $11.7
Additional asset retirement obligations recogni 2.5
Accretion recognized 0.5

Asset retirement liability as of September 30, 2006 $14.7

Long-Lived Assets Including Goodwill and Other Acqured Intangible Assets

The Company reviews property, plant, and equipraadtcertain identifiable intangibles, excluding dadl, for impairment in accordance
with SFAS No. 144Accounting for the Impairment of Long-Lived Assetd for Long-Lived Assets to Be DisposedLOhg-lived assets are
reviewed for impairment whenever events or chamyegcumstances indicate the carrying amount aisset may not be recoverable.
Recoverability of these assets is measured by cosgpeof its carrying amount to future undiscountesh flows the assets are expected to
generate. If property, plant, and equipment antheidentifiable intangibles are considered tarbpaired, the impairment to be recognized
equals the amount by which the carrying value efdbsets exceeds its fair market value. For tlee thgcal years ended September 30, 2006,
the Company had no material impairment of its Itimgd assets, except for the impairment of cersaigets in connection with the
restructuring actions described in Note 6 of tHeetes to Consolidated Financial Statements.

SFAS No. 142Goodwill and Other Intangible Assatsquires that goodwill and intangible assets wittefinite useful lives should not be
amortized but rather be tested for impairmentastlannually or sooner whenever events or chamgascumstances indicate that they may
be impaired. The Company performs its goodwill impa&nt tests on or about August 30 of each yeae. Cbmpany did not recognize any
goodwill or intangible asset impairment charge2006, 2005, or 2004. The Company established riegauhits based on its current repor:
structure. For purposes of testing goodwill for amment, goodwill has been allocated to these témpunits to the extent it relates 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. 144. The @Gany is currently amortizing its acquired intangibksets with definite lives over
periods ranging from 3 to 10 years.

Foreign Currency Translation

The Company translates the assets and liabilifigs mternational non-U.S. functional currencysigliaries into U.S. dollars using exchange
rates in effect at the end of each period. Revamaeexpenses for these subsidiaries are translated rates that approximate those in effect
during the period. Gains and losses from thesaslations are credited or charged to foreign cuiydranslation
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Note 1—Summary of Significant Accounting PoliciesGontinued)

included in “accumulated other comprehensive incomshareholders’ equity. The Company’s foreignnuacturing subsidiaries and
certain other international subsidiaries that bgel.S. dollar as their functional currency remeasnonetary assets and liabilities at exch
rates in effect at the end of each period, andritaries, property, and nonmonetary assets anidltlesbat historical rates. Gains and losses
from these translations were insignificant and hasen included in the Company’s results of openatio

Revenue Recognition

Net sales consist primarily of revenue from the sdlhardware, software, peripherals, digital cofjtand service arsupport contracts. The
Company recognizes revenue pursuant to applicasleuating standards, including American Institut€ertified Public Accountants
Statement of Position (“SOP”) No. 97 Qoftware Revenue Recognitiosms amended, and Securities and Exchange CommigSIEC”) Staff
Accounting Bulletin (“SAB”) No. 104Revenue Recognitian

The Company recognizes revenue when persuasiversgdf an arrangement exists, delivery has oatutie sales price is fixed or
determinable, and collection is probable. Prodsicbinsidered delivered to the customer once ibkas shipped and title and risk of loss t
been transferred. For most of the Company’s proslalets, these criteria are met at the time theymtdd shipped. For online sales to
individuals, for some sales to education custormetise U.S., and for certain other sales, the Camplefers revenue until the customer
receives the product because the Company legatineea portion of the risk of loss on these sdlg#ng transit. If at the outset of an
arrangement the Company determines the arrangdeeerst not, or is presumed not to be, fixed or meiteable, revenue is deferred and
subsequently recognized as amounts become dueagatlp.

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

The Company sells software and peripheral proclutigined from other companies. The Company eshkasigs 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 recognizesmaegdor the sale of products obtained from othenganies based on the gross amount
billed.

Revenue on arrangements that include multiple eisrsuch as hardware, software, and servicesosaaéid to each element based on the
relative fair value of each element. Each elemaaittscated revenue is recognized when revenue réthog criteria for that element have
been met. Fair value is generally determined bylwespecific objective evidence (“VSOE”), whichbiased on the price charged when each
element is sold separately. If the Company canhpgtotively determine the fair value of any undeleaelement included in a multiple-
element arrangement, the Company defers revenialllements are delivered and services have lpegformed, or until fair value can
objectively be determined for any remaining undai@éd elements. When the fair value of a delivetechent has not been established, the
Company uses the residual method to recognize veviéithe fair value of all undelivered elementsiéerminable. Under the residual
method, the fair value of the undelivered eleméentieferred and the remaining portion of the aremment fee is allocated to the delivered
elements and is recognized as revenue.
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The Company records reductions to revenue for estéidhcommitments related to price protection anaddstomer incentive programs,
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 Compas sold the product and committed to a plan.Gtmpany also records reductions to
revenue for expected future product returns baseti® Company’s historical experience.

Generally, the Company does not offer specifiedrapecified upgrade rights to its customers in ecatian with software sales or the sale of
extended warranty and support contracts. When timegany does offer specified upgrade rights, the m defers revenue for the fair
value of the specified upgrade right until the fetobligation is fulfilled or when the right to tispecified upgrade expires. Additionally, a
limited number of the Company’s software productsavailable with maintenance agreements that gustomers rights to unspecified
future upgrades over the maintenance term on a whdiif available basis. Revenue associated with swaintenance is recognized ratably
over the maintenance term.

Allowance for Doubtful Accounts

The Company records its allowance for doubtful acte based upon its assessment of various fadteesCompany considers historical
experience, the age of the accounts receivabledada credit quality of the Company’s customersietit economic conditions, and other
factors that may affect customers’ ability to pay.

Shipping Costs
For all periods presented, amounts billed to custsmelated to shipping and handling are classd®tevenue, and the Company’s shipping
and handling costs are included in cost of sales.

Warranty Expense

The Company provides for the estimated cost ofuard and software warranties at the time the r@lateenue is recognized. The Company
assesses the adequacy of its preexisting warrnafiijities and adjusts the amounts as necessapdb@sactual experience and changes in
future estimates.

Software Development Costs

Research and development costs are expensed aedhddevelopment costs of computer software tedie, leased, or otherwise marketed
are subject to capitalization beginning when a pobd technological feasibility has been established 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 aftenddmgical feasibility has been established. Thaefoosts incurred subsequent to
achievement of technological feasibility are uspalbt significant, and generally all software depghent costs have been immediately
expensed.

In 2004, the Company began incurring substantieéld@ment costs associated with Mac OS X versiod T@jer (“Tiger”) subsequent to
achievement of technological feasibility as evid=hby public demonstration in August 2004 and tiiessquent release of a developer beta
version of the product. The Company capitalizedexmately $29.7 million and $4.5 million during @® and 2004, respectively, of costs
associated with the development of Tiger. In acancg with SFAS No. 86, amortization of this assetdst of sales began in April 2005
when the Company began shipping Tiger and is beioggnized on a straight-line basis over a threa-gstimated useful life.
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During 2004, the Company incurred substantial dguakent costs associated with FileMaker Pro 7 sulesgdo achievement of
technological feasibility as evidenced by publicndastration and release of a developer beta verai@hprior to the release of the final
version of the product in March 2004. Thereforajmy2004, the Company capitalized approximately3$gillion of costs associated with |
development of FileMaker Pro 7. In accordance B#AS No. 86, amortization of this asset to costabés began in March 2004 when the
Company began shipping FileMaker Pro 7 and is besoggnized on a straight-line basis over a thesa-gstimated useful life.

Total amortization related to capitalized softwdexelopment costs was $17.8 million, $15.7 milliand $10.7 million in 2006, 2005, and
2004, respectively.

Advertising Costs
Advertising costs are expensed as incurred. Adsiegtiexpense was $338 million, $287 million, an@&million for 2006, 2005, and 2004,
respectively.

Stock-Based Compensation

On September 25, 2005, the Company adopted SFAS280(revised 2004) (“SFAS No. 123R3hare-Based Paymemivhich addresses tl
accounting for stock-based payment transactiomghioh an enterprise receives employee servicesahange for (a) equity instruments of
the enterprise or (b) liabilities that are basedhanfair value of the enterprise’s equity instrumiseor that may be settled by the issuance of
such equity instruments. In January 2005, the S50eid SAB No. 107, which provides supplementalémgntation guidance for SFAS
No. 123R. SFAS No. 123R eliminates the ability tcoaunt for stoc-based compensation transactions using the intrizdiie method under
Accounting Principles Board (“APB”) Opinion No. 2A¢ccounting for Stock Issued to Employeasd instead generally requires that such
transactions be accounted for using a fair-vallsetanethod. The Company uses the Black-ScholessME@mBSM”) optionpricing model tc
determine the fair-value of stock-based awards uS&AS No. 123R, consistent with that used forfprma disclosures under SFAS

No. 123,Accounting for Stock-Based Compensatidine Company has elected to use the modified patiy@ transition method as permitted
by SFAS No. 123R and accordingly prior periods haotbeen restated to reflect the impact of SFASI28R. The modified prospective
transition method requires that stock-based congiEmsexpense be recorded for all new and unvestexk options, restricted stock,
restricted stock units, and employee stock purchiseshares that are ultimately expected to v@#t@requisite service is rendered
beginning on September 25, 2005, the first dayef@ompany’s fiscal year 2006. Stduksed compensation expense for awards grantec
to September 25, 2005 is based on the grant-diatealae as determined under the pro forma prowusiof SFAS No. 123. The Company
recognized incremental stock-based compensatioansepof $117 million during 2006 as a result ofabeption of SFAS No. 123R. Diluted
earnings per common share was reduced by $0.10dgrear ended September 30, 2006 due to the adagftiSFAS No. 123R. In
accordance with SFAS No. 123R, beginning in 20@6Gbmpany has presented excess tax benefits frmextrcise of stock-based
compensation awards as a financing activity incthresolidated statement of cash flows.

No stocl-based compensation costs have been capitalizeidSeptember 30, 2006. The income tax benefitedltt stock-based
compensation expense was $39 million for the yaded September 30, 2006. As of September 30, H3¥5.2 million of total

unrecognized compensation cost related to stodkrapand restricted stock units is expected taebegnized over a weighted-average period
of 2.91 years.
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SFAS No. 123R prohibits recognition of a deferraxidsset for an excess tax benefit that has notfeadized. The Company will recogniz
benefit from stock-based compensation in equignifncremental tax benefit is realized by followthg ordering provisions of the tax law. In
addition, the Company accounts for the indirect@H of stock-based compensation on the researdnddit, the foreign tax credit, and the
domestic manufacturing deduction through the incetag=ment.

Prior to the adoption of SFAS No. 123R, the Compam@asured compensation expense for its employek-bsed compensation plans
using the intrinsic value method prescribed by ABfnion No. 25. The Company applied the disclogumwisions of SFAS No. 123 as
amended by SFAS No. 148¢counting for Stock-Based Compensation—Trans#ti@hDisclosureas if the fair-valudsased method had be
applied in measuring compensation expense. Und&r@inion No. 25, when the exercise price of thenpany’s employee stock options
was equal to the market price of the underlyinglstin the date of the grant, no compensation expe®as recognized.

The following table illustrates the effect on netame after taxes and net income per common shéféhe Company had applied the fair
value recognition provisions of SFAS No. 123 tacktbased compensation during 2005 and 2004 (inamd] except per share amounts):

2005 2004
As Restated (1’ As Restated (1’

Net income $1,32¢ $ 266
Add: Stock-based employee compensation expensgdiet!in

reported net income, net of t 45 43
Deduct: Stock-based employee compensation expe&tesrdned

under the fair value based method for all awardsphtax (118) (148)
Net incom~—pro forma $1,25¢E $ 161
Net income per common she

Basic $ 1.64 $0.3€

Diluted $ 1.5 $0.34
Net income per common sh—pro forma

Basic $ 1.5 $0.22

Diluted $ 1.47 $0.21

(1) See Note 2, “Restatement of Consolidated Finastatements.”
Further information regarding stock-based compémsatan be found in Note 9.

Earnings Per Common Share

Basic earnings per common share is computed bgidiyincome available to common shareholders bywhighted-average number of
shares of common stock outstanding during the gebBduted earnings per common share is computediigling income available to
common shareholders by the weighted-average nudilsttares of common stock outstanding during thie@encreased to include the
number of additional shares of common stock thatlvbave been outstanding if the dilutive potergizres of common stock had been
issued. The dilutive effect of outstanding optiamstricted stock, and restricted stock unitsflecéed in diluted earnings per share by
application of the treasury stock method. Under the
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treasury stock method, an increase in the fair etarélue of the Company’s common stock can resudtgreater dilutive effect from
outstanding options, restricted stock, and resttistock units. Additionally, the exercise of enygle stock options and the vesting of
restricted stock and restricted stock units canlr@s a greater dilutive effect on earnings pedirgh

The following table sets forth the computation asiz and diluted earnings per share:

Three fiscal years ended September 30, 20 2006 2005 2004
As Restated (1T  As Restated (1’

Numerator (in millions)
Net income $ 198 $ 1,32 $ 266

Denominator (in thousands
Weighted-average shares outstanding, excludingstege

restricted stocl 844,05¢ 808,43¢ 743,18(
Effect of dilutive options, restricted stock urdtisd unvested
restricted stocl 33,46¢ 48,43¢ 31,59¢
Denominator for diluted earnings per share 877,52¢ 856,87¢ 774,77¢
Basic earnings per share $ 236 $ 164 $ 0.36
Diluted earnings per sha $ 227 $ 155 $ 034

Potentially dilutive securities representing apjpmeately 3.9 million, 12.7 million (as restated(13hd 8.9 million (as restated(1)) shares of
common stock for the years ended September 30, Z¥piember 24, 2005, and September 25, 2004 ateagg, were excluded from the
computation of diluted earnings per share for thEséds because their effect would have beeniartic. These potentially dilutive
securities include stock options, unvested restilistock, and restricted stock units.

(1) See Note 2, “Restatement of Consolidated Finaistatements.”.

Comprehensive Income

Comprehensive income consists of two componentinneme and other comprehensive income. Other cengmsive income refers to
revenue, expenses, gains, and losses that underafjgraccepted accounting principles are recoetedn element of shareholders’ equity but
are excluded from net income. The Company'’s otbergrehensive income is comprised of foreign curydranslation adjustments from
those subsidiaries not using the U.S. dollar ais thectional currency, unrealized gains and logsesnarketable securities categorized as
available-for-sale, and net deferred gains ancelbes certain derivative instruments accounte@$arash flow hedges.

Segment Information

The Company reports segment information based efifanagement” approach. The management approatdndées the internal reporting
used by management for making decisions and aeggssiformance as the source of the Company’s t&gersegments. Information about
the Company'’s products, major customers, and gpbgrareas on a company-wide basis is also distlose
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The Company is restating its consolidated balaheetsas of September 24, 2005, and the relatesldaizd statements of operations,
shareholdersequity, and cash flows for each of the fiscal yearded September 24, 2005 and September 25, 204aah of the quarters
fiscal year 2005.

Previously filed annual reports on Form 10-K andrtgrly reports on Form 10-Q affected by the restents have not been amended and
should not be relied on.

On June 29, 2006, the Company announced that amaitreview had discovered irregularities reldtethe issuance of certain stock option
grants made between 1997 and 2001, including & tyats Chief Executive Officer (“CEOQ"$teve Jobs. The Company also announced 1
Special Committee of outside directors (“Speciainbattee”) had been formed and had hired independmumsel to conduct a full
investigation of the Company’s past stock optioanging practices.

As a result of the internal review and the inde@eridnvestigation, management has concluded, anduidit and Finance Committee of the
Board of Directors agrees, that incorrect measuném@es were used for financial accounting purpdsecertain stock option grants mad
prior periods. Therefore, the Company has recoediglitional non-cash stock-based compensation egpmg related tax effects with regard
to past stock option grants, and the Company tatiag previously filed financial statements instiiorm 10-K. These adjustments, after tax,
amounted to $4 million, $7 million, and $10 milliamfiscal years 2006, 2005 and 2004, respectivEte adjustment to 2006 was recorded in
the fourth quarter of fiscal year 2006 due torisgnificance.

The independent counsel and its forensic accountéinivestigative Team”) reviewed the facts andeinstances surrounding stock option
grants made on 259 dates. Based on a review obtéigy of evidence and the applicable law, the@&al Committee found no misconduct by
current management. The Special Committee’s inyattin identified a number of grants for which dgrdates were intentionally selected in
order to obtain favorable exercise prices. The sapfithese and certain other grants, as discusded owere finalized after the originally
assigned grant dates. The Special Committee coedltitht the procedures for granting, accountingaid reporting stock option grants did
not include sufficient safeguards to prevent malaigien. Although the investigation found that CE@\& Jobs was aware or recommended
the selection of some favorable grant dates, hadlideceive or financially benefit from these gsaor appreciate the accounting implicatit
The Special Committee also found that the investgéahad raised serious concerns regarding theractf two former officers in connection
with the accounting, recording and reporting otktoption grants.

Based on the evidence and findings from the Conipanternal review and the Special Committee’s jpeledent investigation, an analysis
was performed of the measurement dates for the/4&tock option grants made on 259 dates betwetb&cl1996 and January 2003 (the
“relevant period”). The Company believes that thalgsis was properly limited to the relevant perimdaddition to analyzing all grants made
during the relevant period, the Company samplethitegrants between 1994 and 1997 and found natedhuired accounting adjustments.
The first grants for which stock-based compensagiqrense is required are dated December 29, 19@&/C®mpany also examined grants
made after the relevant period and found noner#itatired accounting adjustments. Moreover, in tery after 2002, Apple made significant
changes in its stock option granting practiceeBponse to evolving legal, regulatory and accogmréguirements.

Consistent with the accounting literature and regeiidance from the Securities and Exchange CononigsSEC”), the grants during the
relevant period were organized into categoriesdasegrant
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type and process by which the grant was finaliZée Company analyzed the evidence related to estelgary of grants including, but not
limited to, electronic and physical documents, aoent metadata, and witness interviews. Based oreteeant facts and circumstances, the
Company applied the controlling accounting stansléoddetermine, for every grant within each categibre proper measurement date. If the
measurement date is not the originally assignedtglate, accounting adjustments were made as eshjuisulting in stock-based
compensation expense and related tax effects.

The 42,077 grants were classified as follows: {@ydants to persons elected or appointed to thedBufaDirectors (“director grants”);

(2) 3,892 grants to employees under the MondayfayePlan described below (“Monday/Tuesday gran{8))27,096 grants made in broad-
based awards to large numbers of employees, usualiyn annual basis (“focal grants”); (4) 9,988othrants ratified at meetings of the
Board or Compensation Committee (“meeting grani{®));1,082 other grants ratified by unanimous writtonsent (“UWC”) of the Board or
Compensation Committee (“other UWC grants”); andt® grants to the CEO (“CEO grantsAll references to the number of option sha
option exercise prices, and share prices in thige [Rdave not been adjusted for any subsequerkt spdits.

With the exception of director grants, all stockiop grants were subject to ratification by the Bbar Compensation Committee at a mee
or by UWC. Following approval of the grants at aetiveg or by UWC, the Company’s legal staff wouleépere a Secretary’s Certificate
certifying the ratification of the grants. Basedtba facts and circumstances described below, timep@ny has concluded that the recipients
and terms of certain grants were fixed for accaungurposes before ratification pursuant to pararsgireviously approved by the Board or
Compensation Committee through the Monday/Tuestay &d the focal process. As further discusseavihekithin these parameters,
management had the authority to determine theisdipand terms for each grant. Thus, the Compasychncluded that the measurement
dates for these grants occurred when managementegs for allocating these grants was completddlagrants were ready for
ratification, which was considered perfunctory. NMiegard to all other grants, the Company has cdecl that the grants were finalized and
the measurement dates occurred when the grantsatéied. For many grants, however, the datesatfication cannot be established
because the dates the UWCs were executed by tird Bo&ompensation Committee members or receivettidCompany are not available.
For such grants, the Company has concluded thatateeof the preparation of the Secretai@ertificate is the best alternative for determi
the actual date of ratification.

As discussed below, the Company’s analysis deteuiniihat the originally assigned grant dates fo2® grants on 42 dates are not the proper
measurement dates. Accordingly, after accountindoideitures, the Company has recognized stocleth@®mpensation expense of $105
million on a pre-tax basis over the respective awaresting terms. No adjustments were requirediferemaining 35,649 grants. The
adjustments were determined by category as follows:

Director Grants—Seventeen director grants were ndadeg the relevant period. Two director grantsev@ade pursuant to a 1997 plan that
dated the grants on the enactment of the planrdmaining fifteen grants were automatically madeéaurthe Director Stock Option Plan for
non-employee directors, which was approved by $twdders in 1998, on the date of a director’s etectir appointment to the Board and on
subsequent anniversaries, beginning on the fountivarsary. Accordingly, the analysis determineat the originally assigned grant date for
each director grant is the measurement date, aagcmunting adjustments are required.
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Monday/Tuesday Grants—Beginning in December 198823new hire grants and grants for promotion atention purposes
(“promotion/retention grants”) were made during tkevant period under the “Monday/Tuesday Plamtier the Monday/Tuesday Plan, r
hire grants made within pre-established guidelapgzoved by the Board or Compensation Committee wated on the Monday that the
recipient started work (or the following Mondaytlie recipient started on another day). The Comgaamnalysis showed this process to be
reliable with very low error rates. Promotion/réten grants, also based on pre-established guekeliwere made generally on the first
Tuesday of each month. The Company has conclu@edh®& new hire and promotion/retention grants mpadsuant to the Monday/Tuesday
Plan within pre-established guidelines do not remadjustment, with the exception of six grantd there erroneously dated before the
employees’ start dates. For 120 new hire and priomoétention grants made outside the guidelinesidver, the Company has concluded
that the measurement dates are the dates of aitiicby the Board or Compensation Committee rathem the dates used for grants within
guidelines. Accordingly, based on the methodologgcdibed above, the Company has recognized sta#dlmmpensation expense of $6
million from 126 grants.

Focal Grants—During the relevant period, 27,09@&Fgrants were made to employees typically on anualnbasis as part of an extensive
process that required several months to completsugnt to limits, guidelines and practices presip@approved by the Board or
Compensation Committee, managers throughout thep@oynwould make recommendations for grants to eyegl® in their areas of
responsibility. After senior management had deteeaiithat the grants were made in accordance wefetbstablished limits, guidelines and
practices, management treated the grants as fimahwhey were submitted to the Board or Compens&mmmittee for ratification. The
Company has concluded that for 5,595 grants ondates, the originally assigned grant dates ar¢heaproper measurement dates. For these
grants, management’s process for finalizing thatgravas completed after the originally assignedigdates. As a result, the Company has
recognized $29 million of stock-based compensagigense. For two of the five grant dates compri8ifid4 grants, the evidence shows that
the grants were finalized and the measurementatat@rred one day after the originally assigned tgates. The grants on these two dates
represent more than $16 million of the total $28iam of stock-based compensation expense resuitorg focal grants.

Other Meeting Grants-Buring the relevant period, meetings of the Boar€@ompensation Committee were held to ratify 9,§8ts that al
not Monday/Tuesday, focal or CEO grants. The gdates and measurement dates for these grantseametiting dates when the grants were
ratified, with the exception of 46 grants. Fortyetaf these 46 grants are dated concurrent withetingethat considered and approved certain
grants, but the evidence indicates that all ofgitasts may not have been finalized until a latée d@ne of the 46 grants was approved and
dated at another meeting, but the recipient, whe bgecoming employed by the Company as part of gocate acquisition, did not start unt
later date. Two other grants were approved bef@employees’ start dates. Another grant was mastglcancelled and subsequently
reinstated, requiring an accounting adjustmentsTfar these 46 grants the Company has concludedtté originally assigned grant dates
are not the proper measurement dates. As a résl§ompany has recognized $2 million of stock-basempensation expense.

Other UWC Grants—During the relevant period, 1,88Mhts were approved by UWCs for a variety of pagso including executive
recruitment, retention, promotion and new hiresiolat the Monday/Tuesday process. These grantsweéraade pursuant to pre-established
guidelines adopted by the Board or Compensationr@ittee. Therefore, the Company has concluded hesiet grants were
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not finalized for accounting purposes until raéfion by the Board or Compensation Committee. Adiogly, for 660 grants, the Company
has concluded that the originally assigned gratésdare not the proper measurement dates. As I teeuCompany has recognized $48
million of stock-based compensation expense.

CEO Grants—During the relevant period, the Compaage two grants to CEO Steve Jobs. The first gdated January 12, 2000, was for
10 million option shares. The second grant, datelaer 19, 2001, was for 7.5 million option shaisth grants were cancelled in
March 2003 prior to being exercised, when Mr. Jategived 5 million shares of restricted stock.

With respect to the grant dated January 12, 20@0Bbard on December 2, 1999, authorized a sp&aD Compensation Committee” to
grant Mr. Jobs up to 15 million shares. The evidendicates that the CEO Compensation Committesified the terms of the grant on
January 12, 2000, although the Committee’s actias memorialized in a UWC transmitted on January2080. Because the measurement
date is the originally assigned grant date, the @ has not recognized any stock-based compensatiiense from this grant. If the
Company had determined that the measurement datéheaate when the UWC was executed or receilied,ddditional stock-based
compensation would have been recognized.

The grant dated October 19, 2001 was originallyeygd at a Board meeting on August 29, 2001, witkexercise price of $17.83. The terms
of the grant, however, were not finalized until Pether 18, 2001. The grant was dated October 19,,2G¢h an exercise price of $18.30.
The approval for the grant was improperly recorde@ccurring at a special Board meeting on OctdBeR001. Such a special Board
meeting did not occur. There was no evidence, hewekhat any current member of management was avfahés irregularity. The Company
has recognized $20 million in stock-based compémsaixpense for this grant, reflecting the differetetween the exercise price of $18.30
and the share price on December 18, 2001 of $21.01.

The incremental impact from recognizing stock-basmtipensation expense resulting from the investigatf past stock option grants is as
follows (dollars in millions):

Pre-Tax After Tax

Expense
Fiscal Year (Income) Expense
1998 $ (1) $—
1999 8 6
2000 13 9
2001 19 13
2002 29 23
2003 16 12
Total 1998 — 2003 impact 84 63
2004 13 10
2005 7 7
2006 1 4
Total $105 $84

Additionally, the Company has restated the pro foerpense under Statement of Financial Accountiagdairds (SFAS) No. 123 in Note 1
to reflect the impact of these adjustments.
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The following table presents the effects of thektbased compensation and related tax adjustmeads o the Company’s previously
reported consolidated balance sheet as of Septe2db@005 (in millions, except share amounts):

September 24, 200!
As Reported Adjustments As Restated

ASSETS:
Current asset:
Cash and cash equivalel $ 3,491 $ — $ 3,491
Shor-term investment 4,770 — 4,770
Accounts receivable, less allowance of ! 895 — 895
Inventories 165 — 165
Deferred tax asse 331 — 331
Other current assets 648 — 648

Total current assets 10,30C — 10,30C
Property, plant, and equipment, | 817 — 817
Goodwill 69 — 69
Acquired intangible assets, r 27 — 27
Other assets 338 (35) 303

Total assets $11,551 (35) $11,51¢

LIABILITIES AND SHAREHOLDERS' EQUITY:
Current liabilities:
Accounts payabl $ 1,77¢ $ — $ 1,77¢
Accrued expenses 1,705 3 1,708
Total current liabilities 3,484 3 3,487
Non-current liabilities 601 — 601
Total liabilities 4,085 3 4,088
Commitments and contingenci
Shareholder equity:
Common stock, no par value; 1,800,000,000 shartoazed;

835,019,364 shares issued and outstar 3,521 43 3,564
Deferred stock compensati (60) 2) (61)
Retained earning 4,005 (80) 3,925
Accumulated other comprehensive income — — —

Total shareholders’ equity 7,466 (38) 7,428

Total liabilities and shareholders’ equity $11,551] (35) $11,51¢
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The following table presents the effects of thektbased compensation and related tax adjustmeads o the Company’s previously
reported consolidated statements of operationsiiiions, except share and per share amounts):

Fiscal Year Ended September 24, 20(C Fiscal Year Ended September 25, 20C

As As As As
Reported  Adjustments Restated Reported  Adjustments Restated
Net sales $ 13931 $ — $ 13,931 $ 827¢ $ — $ 8,27¢
Cost of sales (1) 9,88¢€ 1 9,88¢ 6,02(C 2 6,022
Gross margin 4,04z 1) 4,04z 2,25¢ (2) 2,257
Operating expense
Research and development 534 1 535 489 2 491
Selling, general, and administrative
@ 1,85¢ 5 1,864 1,421 9 1,43C
Restructuring costs — — — 23 — 23
Total operating expenses 2,398 6 2,39¢ 1,93¢ 11 1,944
Operating income 1,65C (7) 1,645 326 (13) 313
Other income and expense 165 — 165 57 — 57
Income before provision for
income taxe! 1,81t ) 1,80¢ 383 (23) 370
Provision for income taxes 480 — 480 107 (3) 104
Net income $ 133 $ (7)) $ 1326 $ 276 $ (100 $ 266
Earnings per common sha
Basic $ 165 $001) $ 164 $ 037 $(001) $ 0.36
Diluted $ 156 $0.01) $ 155 $ 03€ $(002 $ 03

Shares used in computing earnings
share (in thousands
Basic 808,43¢ — 808,43¢  743,18( — 743,18(
Diluted 856,78( 98 856,87¢  774,62: 154 T74,77¢

(1) Includes stock-based compensation expense, whistallaated as follows:

Cost of sale: $ 2 $ 1 3 3 $ 1 $ 2 3 3
Research and developm $ 6 $ 1 $ 7 % 4 $ 2 % 6
Selling, general, and

administrative $ 3 $ 5 % 39 $ 28 $ 9 % 37

90




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Note 2—Restatement of Consolidated Financial Statesnts (Continued)

The following table presents the cumulative adjestta of each component of shareholders’ equitieaehd of each fiscal year (in millions):

Deferred Stock
Net Impact to

Fiscal Year Common Stock Compensation Retained Earnings Shareholders Equity
1998 $ 26 $(27) $ — $ ()
1999 36 (32) (6) 2)
2000 56 (43) (15) 2)
2001 81 (49) (28) 4
2002 105 (49) (51) 5
2003 85 (22) (63) —
2004 68 (8) (73) (13)
2005 43 1) (80) (38)

Note 3—Financial Instruments
The carrying amounts of cash and cash equivalaot®unts receivable, accounts payable, and acesymhses approximate their fair value
due to the short maturities of those instruments.

Cash, Cash Equivalents and Short-Term Investments
The following table summarizes the fair value af ompany’s cash and available-for-sale secutiéd in its short-term investment
portfolio, recorded as cash and cash equivalengbant-term investments (in millions):

September 30, September 24,

2006 2005

Cash $ 200 $ 127
U.S. Treasury and Agency securities 52 89
U.S. Corporate Securiti¢ 4,309 2,03C
Foreign Securities 1,831 1,24¢
Total cash equivalents 6,192 3,364
U.S. Treasury and Agency securities 447 216
U.S. Corporate Securiti¢ 2,701 3,662
Foreign Securities 570 892
Total short-term investments 3,718 4,77C

Total cash, cash equivalents, and short-term
investment $10,11¢ $8,261

The Company’s U.S. corporate securities consistgnily of commercial paper, certificates of depaihe deposits, and corporate debt
securities. Foreign securities consist primarilyaréign commercial paper, certificates of depaasit] time deposits with foreign institutions,
most of which are denominated in U.S. dollars. Teenpany had net unrealized losses totaling $687006 investment portfolio, primari
related to investments with stated maturities thas 1 year, as of September 30, 2006, and nealired losses of $5.9 million on its
investment portfolio, approximately half of whicklated to investments with stated maturities Ieaa tl year, as of September 24, 2005. The
Company may sell its investments prior to theitestanaturities for strategic purposes, in antiégraof credit deterioration, or
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for duration management. The Company recognizetbesés before taxes of $434,000 and $137,00006 20d 2005, respectively, and a
net gain before taxes of $1 million in 2004 assuleof such sales. These net gains were includ@teérest and other income, net.

As of September 30, 2006 and September 24, 20@5pemately $921 million and $287 million, respeetlly, of the Company’s short-term
investments had underlying maturities ranging ffbto 5 years. The remaining short-term investmastsf September 30, 2006 and
September 24, 2005 had maturities less than 12hmaont

In accordance with FASB Staff Position (“FSP”) FAS5-1 and FAS 124-T,he Meaning of Other-Than-Temporary Impairment dsd
Application to Certain Investmenthe following table shows the gross unrealizeddesand fair value for those investments that wegmni
unrealized loss position as of September 30, 20@6September 24, 2005, aggregated by investmesgaat and the length of time that
individual securities have been in a continuous [@ssition (in millions):

2006
Less than 12 Months 12 Months or Greater Total
Unrealized Unrealized Unrealized
Fair Fair Fair
Security Description Value Loss Value Loss Value Loss
U.S. Treasury and Agency Securities $ 234 $— $ 26 $— $ 260 $—
U.S. Corporate Securities 943 — 102 (1) 1,04t (1)
Foreign Securities 164 = 34 = 198 =
Total $1,341 $— 162 $(1)  $1,50¢ $ (1)
2005
Less than 12 Months 12 Months or Greater Total
Unrealized Unrealized Unrealized
Fair Fair Fair
Security Description Value Loss Value Loss Value Loss
U.S. Treasury and Agency securities $ 160 $(1) $ 2 $— $ 162 $(1)
U.S. corporate securities 3,96C 4) 25 — 3,98t 4)
Foreign Securities 1,382 @) 1 = 1,388 @
Total $550z  $(6) $28 $—  $553C  $(6)

The unrealized losses on the Company'’s investnoemiag 2006 in U.S. Government securities and du#if05 in U.S. Government
securities, U.S. corporate securities, and forsepurities were caused primarily by changes irrésterates. The Company typically invest
highly-rated securities with low probabilities a#fdult. The Company’s investment policy requiragestments to be rated single-A or better.
Therefore, the Company considers the declines terbporary in nature. As of September 30, 2006Cihimpany does not consider the
investments to be other-than-temporarily impaired.

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

92




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Note 3—Financial Instruments (Continued)

Accounts Receivable

Trade Receivables

The Company distributes its products through tipiadty distributors and resellers and directly tdaia education, consumer, and commet
customers. The Company generally does not reqaltateral from its customers; however, the Compaiilyrequire collateral in certain
instances to limit credit risk. In addition, wheaosgible, the Company does attempt to limit cragk on trade receivables with credit
insurance for certain customers in Latin Americardpe, Asia, and Australia and by arranging withdtparty financing companies to
provide flooring arrangements and other loan aaddgrograms to the Company’s direct customersseTbiedit-financing arrangements are
directly between the third-party financing compamg the end customer. As such, the Company geyei@dis not assume any recourse or
credit risk sharing related to any of these arramggs. However, considerable trade receivablesatigatot covered by collateral, third-party
flooring arrangements, or credit insurance aretaot§ng with the Company'’s distribution and retdibinnel partners. No customer accounted
for more than 10% of trade receivables as of SelpéerB0, 2006 or September 24, 2005.

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

September 30, September 24, September 25,

2006 2005 2004
Beginning allowance balance $ 46 $47 $49
Charged to costs and expen 17 8 3
Deductions(a) _(11) _(9) _(5)
Ending allowance balance $ 52 $46 $47

(a) Represents amounts written off against the allowanet of recoveries.

Vendor Non-Trade Receivables

The Company has non-trade receivables from ceofais manufacturing vendors resulting from theesafl raw material components to these
manufacturing vendors who manufacture sub-assesbtiassemble final products for the Company. To@any purchases these raw
material components directly from suppliers. These-trade receivables, which are included in thesobdated balance sheets in other
current assets, totaled $1.6 billion and $417 anilias of September 30, 2006 and September 24, B&jfectively. The Company does not
reflect the sale of these components in net saléslaes not recognize any profits on these saltisthve products are sold through to the end
customer at which time the profit is recognizedasduction of cost of sales.

Derivative Financial Instruments

The Company uses derivatives to partially offsebiisiness exposure to foreign exchange risk. gio@irrency forward and option contracts
are used to offset the foreign exchange risk otameexisting assets and liabilities and to hedigefdreign exchange risk on expected future
cash flows on certain forecasted revenue and éastles. From time to time, the Company entersimtigrest rate derivative agreements to
modify the interest rate profile of certain investms and debt. The Company’s accounting policiefi#ese instruments are based on whether
the instruments are designated as hedge or norehiestyjuments. The Company records all derivatrethe balance sheet at fair value.
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The following table shows the notional principadt fair value, and credit risk amounts of the Conyp&foreign currency instruments as of
September 30, 2006 and September 24, 2005 (ironmsli

September 30, 200! September 24, 200!
Credit Risk Creit Risk
Notional Fair Notional Fair
Principal Value Amounts Principal Value Amounts
Foreign exchange instruments qualifying &
accounting hedge
Spot/Forward contrac $ 351 $ 6 $ 6 $ 662 $10 $10
Purchased optior $1,25€ $9 $9 $1,66¢ $17 $17
Sold options $ 80 $(@) $— $1,087 $(5) $—
Foreign exchange instruments other than
accounting hedge
Spot/Forward contrac $1,10z $ 2 $ 2 $ 833 $(3) $1
Purchased optior $ 167 $1 $— $ 115 — $—
Sold options $ — $— $— $ — $— $—

The notional principal amounts for derivative instrents provide one measure of the transaction wloutstanding as of year-end, and do
not represent the amount of the Company’s expdsureedit or market loss. The credit risk amouihisven in the table above represents the
Companys gross exposure to potential accounting loss esetlransactions if all counterparties failed tdgren according to the terms of t
contract, based on then-current currency exchaatgs at each respective date. The Company’s exptsaredit loss and market risk will
vary over time as a function of currency excharajes.

The estimates of fair value are based on applicatdecommonly used pricing models and prevailingrcial market information as of
September 30, 2006 and September 24, 2005. Alththegtable above reflects the notional principail, ¥alue, and credit risk amounts of the
Company’s foreign exchange instruments, it doegeftéct the gains or losses associated with tippsxes and transactions that the foreign
exchange instruments are intended to hedge. Theammsaltimately realized upon settlement of thésarfcial instruments, together with the
gains and losses on the underlying exposuresdefliend on actual market conditions during the reimgilife of the instruments.

Foreign Exchange Risk Managem

The Company may enter into foreign currency forwemd option contracts with financial institutiolsprotect against foreign exchange risk
associated with existing assets and liabilitiestage firmly committed transactions, forecastedifetcash flows, and net investments in
foreign subsidiaries. Generally, the Company’s fitads to hedge a majority of its existing matefimeign exchange 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.

To help protect gross margins from fluctuation$oireign currency exchange rates, the Company’s dblar functional subsidiaries hedge a
portion of forecasted foreign currency revenue, liedCompany’s non-U.S. dollar functional subsigisuselling in local currencies hedge a
portion of forecasted inventory purchases not denated in the subsidiaries’ functional currencyh€tcomprehensive income
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associated with hedges of foreign currency revénoecognized as a component of net sales in the geriod as the related sales are
recognized, and other comprehensive income retatét/entory purchases is recognized as a comparierast of sales in the same period as
the related costs are recognized. Typically, themm@any hedges portions of its forecasted foreignetuy exposure associated with revenue
and inventory purchases over a time horizon ofoup tonths.

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 fpagod. Deferred gains and losses in other
comprehensive income associated with such deratistruments are immediately reclassified intmiggys in other income and expense.
Any subsequent changes in fair value of such diéviwanstruments are also reflected in current isgsiunless they are re-designated as
hedges of other transactions. The Company recogjaizest gain of approximately $421,000 in 2006 reetdosses of $1.6 million and $2.8
million in 2005 and 2004, respectively, in othezdme and expense related to the loss of hedgerdeisig on discontinued cash flow hedges
due to changes in the Company’s forecast of futetesales and cost of sales and due to prevailargehconditions. As of September 30,
2006, the Company had a net deferred gain assdaiatie cash flow hedges of approximately $2.8 miili net of taxes, substantially all of
which is expected to be reclassified to earningthleyend of the second quarter of fiscal 2007.

The net gain or loss on the effective portion deavative instrument designated as a net investimehge is included in the cumulative
translation adjustment account of accumulated atbarprehensive income within shareholders’ eqiiity. the years ended September 30,
2006 and September 24, 2005, the Company had imst gla$7.4 million and $673,000, respectively luted in the cumulative translation
adjustment.

The Company may also enter into foreign currencyw#od and option contracts to offset the foreigol@nge gains and losses generated by
the re-measurement of certain assets and liabiligeorded in non-functional currencies. Changékerfair value of these derivatives are
recognized in current earnings in other incomeexpense as offsets to the changes in the fair wdlthe related assets or liabilities. Due to
currency market movements, changes in option tialeevcan lead to increased volatility in other imeocand expense.

Note 4—Consolidated Financial Statement Details (imillions)
Other Current Assets

2006 2005
Vendor non-trade receivables $1,59 $417
NAND flash memory prepaymen 208 —
Other current assets 469 231
Total other current assets $2,27C $648

95




Note 4—Consolidated Financial Statement Details (imillions) (Continued)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Property, Plant, and Equipment

Other Assets

Accrued Expenses

Land and buildings

Machinery, equipment, and inter-use softwart

Office furniture and equipme
Leasehold improvements

Accumulated depreciation and amortization

Net property, plant, and equipme

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

Capitalized software development costs,
Other assets

Total other assets

Deferred reveni—current

Accrued warranty and related co

Accrued marketing and distributic

Accrued compensation and employee ben
Other accrued tax liabilit

Deferred margin on component sa

Other current liabilities

Total accrued expenses

Non-Current Liabilities

Deferred tax liabilities
Deferred revent—nor-current
Other non-current liabilities

Total non-current liabilities
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2006 2005
$ 626 $ 361
595 470
94 81
760 569
2,07E 1,481
(794) (664)
$1,281 $ 817
2006 2005
As Restated(1]
$1,04z $ —
— 148
21 38
175 117
$1,23¢ $303
2006 2005
As Restated(1]
$ 746 $ 501
284 188
298 221
221 167
388 196
324 26
820 409
$3,081 $1,70¢
2006 2005
$381 $308
355 281
14 12
$750 $601
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Note 4—Consolidated Financial Statement Details (imillions) (Continued)

Other Income and Expense

2006 2005 2004

Gains on non-current investments, net $— $— $4
Interest income $394 $183 $64
Interest expens — — 3)
Other income (expense), net 29 _(18) (8)
Total interest and other income, net 365 165 53
Total other income and expense $365 $165 $57

(1) See Note 2, “Restatement of Consolidated Finastatements.”

Note 5—Goodwill and Other Intangible Assets
The Company is currently amortizing its acquiretdmgible assets with definite lives over periodsgyiag from 3 to 10 years.

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

September 30, 200! September 24, 200!
Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying
Amount Amortization Amount Amount Amortization Amount
Goodwill $ 38 $— $ 38 $ 69 $ — $69
Acquired technology 181 (42) 139 61 (34) 27
Total acquired intangible assets $219 $(42) $177 $130 $(34) $96

As of September 30, 2006, and September 24, 2685%y¢ighted-average amortization period for acguieehnology was 8.5 years and 5.5
years, respectivel

During 2006, the Company sold certain assets tlatés PowerSchool web-based student informatimtem operations. In connection with
this sale, the Company reduced goodwill by $3liamlfor the outstanding balance from the acquisitth PowerSchool, Inc. in 2001 and
recognized a $4 million pre-tax gain, which is eefed in other income and expense in the conselidsthtement of operations.

During 2005, the Company recorded an adjustmeappfoximately $11 million to goodwill relating toreduction of valuation allowances
that were recorded at the time certain net opegatiss carryforwards (“NOLS”) were acquired in prais business combinations. During
2005, these NOLs were deemed to be more likely tiwano be realized and accordingly the valuatitmwaances were reversed against the
related goodwill that was recognized at the timéhefacquisitions.
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Note 5—Goodwill and Other Intangible Assets (Contined)

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

Fiscal Years
2007 $ 24
2008 21
2009 18
2010 14
2011 13
Thereafter 49

Total $139

Amortization expense related to acquired intangétsigets was $12 million, $9 million, and $7 millior2006, 2005, and 2004, respectively.

Note 6—Restructuring Charges

During 2004, the Company recorded total restruatucharges of approximately $23.0 million, inclugleppproximately $14.0 million in
severance costs, $5.5 million in asset impairmemtd,$3.5 million for lease cancellations. The éeeancellations relate to vacating a leased
sales facility from a European workforce reductibming 2004. Of the $23.0 million charges, $21.8iam had been utilized by the end of
2006, with the remainder consisting of $1.7 millfonlease cancellations. These actions have essidtthe termination of 452 positions.

Note 7—Income Taxes

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

2006 2005 2004
As Restated (1' As Restated (1’
Federal:
Current $619 $305 $ 34
Deferred 56 144 __ 53
675 449 _ 87
State:
Current 56 66 5
Deferred 14 (91) _(18)
70 (25) _(13)
Foreign:
Current 101 59 46
Deferred (17) (3) _(16)
84 56 30
Provision for income taxes $829 $480 104

(1) See Note 2, “Restatement of Consolidated Finastatements.”

The foreign provision for income taxes is basedavaign pretax earnings of approximately $1.5 biili $922 million, and $384 million in
2006, 2005, and 2004, respectively. As of Septer@Be006,
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Note 7—Income Taxes (Continued)

approximately $4.1 billion of the Company’s cashslt equivalents, and short-term investments wedeliyeforeign subsidiaries and are
generally based in U.S. dollar-denominated holdidgsounts held by foreign subsidiaries are gengmaibject to U.S. income taxation on
repatriation to the U.S. The Company’s consolidditeahcial statements provide for any related takility on amounts that may be
repatriated, aside from undistributed earningseofain of the Company'’s foreign subsidiaries thatiatended to be indefinitely reinvested in
operations outside the U.S. U.S. income taxes hatbeen provided on a cumulative total of $823iamilof such earnings. It is not
practicable to determine the income tax liabillipttmight be incurred if these earnings were tdibgibuted.

On October 22, 2004, the American Jobs CreatioroA2004 (“AJCA”") was signed into law. The AJCA Inded a provision for the
deduction of 85% of certain foreign earnings thatewepatriated, as defined in the AJCA, withipecified time frame. Among other
requirements, dividends qualifying for the 85% dathn must be reinvested in the United States itagequalified investments pursuant to a
domestic reinvestment plan approved by the Chiefchtive Officer (“CEO”) and Board of Directors. g 2006, the Company repatriated
approximately $1.6 billion of foreign earnings. tbé earnings repatriated, $755 million is eligifethe reduced tax rate provided by the
AJCA. Accordingly, the Company recorded a tax ckaf$51 million related to the repatriation ofdmn earnings under the provisions of
the AJCA. In addition, the Company recorded a taxdiit of $71 million resulting from the implemetiten of tax planning strategies to
recognize deferred tax assets that were previoalyecognizable within certain foreign subsidiarie

Deferred tax assets and liabilities reflect theaf of tax losses, credits, and the future inctameffects of temporary differences between
the consolidated financial statement carrying anmohexisting 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 30, 2006 and September 24, 2085jdhnificant components of the Company’s defetagdassets and liabilities were (in
millions):

2006 2005
As Restated (1’

Deferred tax asset

Accrued liabilities and other reserv $485 $321
Tax losses and credi 55 262
Basis of capital assets and investme 124 96
Accounts receivable and inventory reser 45 36
Other 30 17
Total deferred tax assets 739 732
Less valuation allowance 5 5
Net deferred tax asse 734 727
Deferred tax liabilities
Unremitted earnings of subsidiaries 514 557
Total deferred tax liabilities 514 557
Net deferred tax ass $220 $170

(1) See Note 2, “Restatement of Consolidated Finastatements.”
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Note 7—Income Taxes (Continued)

As of September 30, 2006, the Company has statéoasign tax loss and state credit carryforwartis,tax effect of which is $55 million.
Certain of those carryforwards, the tax effect biah is $12 million, expire between 2016 a nd 204 §ortion of these carryforwards was
acquired from the Company’s previous acquisitidhe,utilization of which is subject to certain liaions imposed by the Internal Revenue
Code. The remaining benefits from tax losses aaditsr do not expire. As of September 30, 2006 apte3nber 24, 2005, a valuation
allowance of $5 million was recorded against thieded tax asset for the benefits of state opegdtiases that may not be realized.
Management believes it is more likely than not foa¢casted income, including income that may breeggted 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.

A reconciliation of the provision for income taxesth the amount computed by applying the statufederal income tax rate (35% in 2006,
2005, and 2004) to income before provision for medaxes, is as follows (in millions):

2006 2005 2004
As Restated (1’ As Restated (1’
Computed expected t: $ 987 $633 $129
State taxes, net of federal effi 86 (29) (5)
Indefinitely invested earnings of foreign subsidia (224) (98) (32)
Nondeductible executive compensat 11 14 12
Research and development credit, 12) (26) (5)
Other items (19) (24) 4
Provision for income taxes $ 829 $480 $104
Effective tax rate 29% 27% T 28%

(1) See Note 2, “Restatement of Consolidated Finaigtatements.”

The Companys income taxes payable has been reduced by theeteefits from employee stock options. The Compauegives an income ti
benefit calculated as the difference between tharfarket value of the stock issued at the timéhefexercise and the option price, tax
effected. The net tax benefits from employee stiation transactions were $419 million, $428 milli@s restated(1)), and $83 million (as
restated(1)) in 2006, 2005, and 2004, respectialy, were reflected as an increase to common gidble consolidated statements of
shareholders’ equity.
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Note 7—Income Taxes (Continued)

The Internal Revenue Service (“IRS”) has substintimmpleted its field audit of the Company’s fealedncome tax returns for the years
2002 through 2003 and proposed certain adjustm&hesCompany intends to contest certain of thegesadents through the IRS Appeals
Office. Substantially all IRS audit issues for yeprior to 2002 have been resolved. In additioa,Gompany is also subject to audits by state,
local, and foreign tax authorities. Managementdwes that adequate provisions have been madeya@adinstments that may result from tax
examinations. However, the outcome of tax auditsiotibe predicted with certainty. Should any isagdressed in the Company’s tax audits
be resolved in a manner not consistent with managémexpectations, the Company could be requiveatijust its provision for income tax

in the period such resolution occurs. In 2006,Gbenpany recorded a tax benefit of $20 million duthe settlement of prior year tax audit
the U.S.

Note 8—Shareholders’ Equity

Preferred Stock

The Company has five million shares of authorizexfgsred stock, none of which is outstanding. Urtlerterms of the Company’s Restated
Articles of Incorporation, the Board of Directossdauthorized to determine or alter the rights,grexices, privileges, and restrictions of the
Company’s authorized but unissued shares of peafestock.

Restricted Stock Units

The Company’s Board of Directors has granted mstlistock units to members of the Company’s senamagement team, excluding its
CEO. These restricted stock units generally vest énur years either at the end of the four-yearise period, in two equal installments on
the second and fourth anniversaries of the datgaoft, or in equal installments on each of the flirough fourth anniversaries of the grant
date. Upon vesting, the restricted stock units eglvert into an equivalent number of shares ofroomstock. The amounts of the restricted
stock units expensed by the Company are basecearidking market price of the Company’s commonkstotthe date of grant and are
amortized on a straight-line basis over the fowaryequisite service period. The restricted stauksthave been reflected in the calculation of
diluted earnings per share utilizing the treastogls method.

2.47 million previously granted restricted stocktsiwested during 2006. A majority of these veststricted stock units were net-share
settled such that the Company withheld shares waithe equivalent to the employe@sinimum statutory obligation for the applicablednee
and other employment taxes, and remitted the @asitetappropriate taxing authorities. The totaksbavithheld of 985,833 for 2006 was
based on the value of the restricted stock unitthein vesting date as determined by the Compaeigsing stock price. Total payments for
the employees’ tax obligations to the taxing althes were approximately $59 million. These netrsheettlements had the effect of share
repurchases by the Company as they reduced angddréte number of shares that would have otheragsa issued as a result of the vesting
and did not represent an expense to the Company.

CEO Restricted Stock Award

On March 19, 2003, the Company’s Board of Directpemted 10 million shares of restricted stocki® €ompany’s CEO that vested on
March 19, 2006. The amount of the restricted stglird expensed by the Company was based on thiagloarket price of the Company’s
common stock on the date of grant and was amortireal straight-line basis over the three-year stpservice period.
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Note 8—Shareholders’ Equity (Continued)

Upon vesting during 2006, the restricted stock aweas net-share settled such that the Company &ldrghares with value equivalent to the
CEO’s minimum statutory obligation for the applitmincome and other employment taxes, and remitieadash to the appropriate taxing
authorities. The total shares withheld of 4.6 miiliwas based on the value of the restricted steeikdaon the vesting date as determined by
the Company’s closing stock price of $64.66. Theaming shares net of those withheld were delivéogtie Company’s CEO. Total
payments for the CEO'’s tax obligations to the tgxamnthorities were approximately $296 million. Tret-share settlement had the effect of
share repurchases by the Company as it reducecktiredl the number of shares outstanding and didepresent an expense to the Comg

Stock Repurchase Plan

In July 1999, the Comparg/Board of Directors authorized a plan for the Canypto repurchase up to $500 million of its comrstotk. This
repurchase plan does not obligate the Companycfoirgcany specific number of shares or acquireeshaver any specified period of time.
The Company has repurchased a total of 13.1 mififeares at a cost of $217 million under this plath\&was authorized to repurchase up to an
additional $283 million of its common stock as ejp&mber 30, 2006.

Comprehensive | ncome

Comprehensive income consists of two componentinoeme and other comprehensive income. Other cehgnsive income refers to
revenue, expenses, gains, and losses that undegéhé&rally accepted accounting principles arerdmmbas an element of shareholders’
equity but are excluded from net income. The Comjzasther comprehensive income consists of foreigmency translation adjustments
from those subsidiaries not using the U.S. dolatheir functional currency, unrealized gains arg$és on marketable securities categorized
as available-for-sale, and net deferred gains esgkek on certain derivative instruments accoumteds cash flow hedges.

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

2006 2005 2004

Unrealized losses on available-for-sale securities $— $4) $ (4
Unrealized gains/(losses) on derivative investm 3 4 (4)
Cumulative foreign currency translation _19 — (M
Accumulated other comprehensive income/(loss) $22 $—  $(15

The following table summarizes activity in othermgarehensive income related to available-for-sabeises, net of taxes (in millions):

2006 2005 _2004
Change in fair value of available-for-sale secesiti $ 4 $— $(2)
Adjustment for net gains/losses realized and irediich net income e )
Change in unrealized gain/loss on available-foe-sakurities $4 $— 3505

The tax effect related to the change in unrealgad/loss on available-for-sale securities was ${#jon, zero, and $4 million for 2006,
2005, and 2004, respectively. The tax effect orrélatassification adjustment for net gains/lossedized and included in net income was $1
million for 2004.
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Note 8—Shareholders’ Equity (Continued)

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

2006 2005 2004

Changes in fair value of derivatives $11 $7 $(21)
Adjustment for net losses realized and includedahincome (12) 1 33
Change in unrealized gain/loss on derivative ims&ats $ 1) $8 $12

The tax effect related to the changes in fair vailuderivatives was $(8) million, $(3) million, ai¥1.0 million for 2006, 2005, and 2004,
respectively. The tax effect related to derivatjains/losses reclassified from other compreherisz@me to net income was $8 million,
$(2) million, and $(13) million for 2006, 2005, a@d04, respectively.

Employee Benefit Plans

2003 Employee Stock Plan

The 2003 Employee Stock Plan (the “2003 Plan”) shareholder approved plan that provides for bim@skd grants to employees, including
executive officers. Based on the terms of individhion grants, options granted under the 2008 B&nerally expire 7 to 10 years after the
grant date and generally become exercisable operiad of 4 years, based on continued employmeéittt, @ither annual or quarterly vesting.
The 2003 Plan permits the granting of incentivelstaptions, nonstatutory stock options, restrictextk units, stock appreciation rights, and
stock purchase rights.

1997 Employee Stock Option Plan

In August 1997, the Company’s Board of Directorpraped the 1997 Employee Stock Option Plan (th@71Blan”), a non-shareholder
approved plan for grants of stock options to em@ésywho are not officers of the Company. Basedhenerms of individual option grants,
options granted under the 1997 Plan generally expto 10 years after the grant date and gendyattgme exercisable over a period of

4 years, based on continued employment, with edhacal or quarterly vesting. In October 2003,Gloenpany terminated the 1997
Employee Stock Option Plan and cancelled all remginnissued shares totaling 28,590,702. No neweorptan be granted from the 1997
Plan.

Employee Stock Option Exchange Program

On March 20, 2003, the Company announced a volpetaployee stock option exchange program (the “Brgle Program”) whereby
eligible employees, other than executive officard members of the Board of Directors, had an oppdst to exchange outstanding options
with exercise prices at or above $12.50 per shara predetermined smaller number of new stoclooptissued with exercise prices equal to
the fair market value of one share of the Compsiepmmon stock on the day the new awards weredssiigch was to be at least six mon
plus one day after the exchange options were daxcén April 17, 2003, in accordance with the Exafpe Program, the Company cancelled
options to purchase 33,138,386 shares of its constomk. On October 22, 2003, new stock optionditmd 3,394,736 shares were issued to
employees at an exercise price of $11.38 per shéaieh is equivalent to the closing price of then@pany’s stock on that date. No financia
accounting impact to the Company’s financial positiresults of operations or cash flows was assatiaith this transaction.
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Note 8—Shareholders’ Equity (Continued)

1997 Director Stock Option Plan

In August 1997, the Company’s Board of Directorsgtdd a Director Stock Option Plan (“Director Plafdr non-employee directors of the
Company, which was approved by shareholders in.1B8&uant to the Director Plan, the Company’s employee directors are granted an
option to acquire 30,000 shares of Common Stock tipeir initial election to the Board (“Initial Opnhs” ). The Initial Options vest and
become exercisable in three equal annual instatsrmmeach of the first through third anniversadgtthe grant date. On the fourth
anniversary of a non-employee director’s initiaation to the Board and on each subsequent anaiyeisereatfter, the director will be
entitled to receive an option to acquire 10,000shaf Common Stock (“Annual Options”). Annual @pts are fully vested and immediately
exercisable on their date of grant.

Rule 10b5-1 Trading Plans

Certain of the Company’s executive officers, inghgdMr. Timothy D. Cook, Mr. Peter Oppenheimer, Rhilip W. Schiller, and

Dr. Bertrand Serlet, have entered into trading laursuant to Rule 10b5-1(c)(1) of the Securitieshange Act of 1934, as amended. A
trading plan is a written document that pre-essilgls the amounts, prices and dates (or formuldgi@rmining the amounts, prices and dates)
of future purchases or sales of the Company’s studdliding the exercise and sale of employee stgtlons and shares acquired pursuant to
the Company’s employee stock purchase plan and wgsting of restricted stock units.

Employee Stock Purchase Plan

The Company has a shareholder approved employele gtiochase plan (the “Purchase Plan”), under whidistantially 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 empleye@hpensation, up to a maximum of
$25,000 in any calendar year. The number of ster®rized for issuance is limited to a total ahillion shares per offering period. During
2006, 2005, and 2004, adjusted for the Februarp 2@ck split, 1.5 million, 2.3 million, and 3.9 liian shares, respectively, were issued
under the Purchase Plan. As of September 30, 2@@8oximately 2.3 million shares were reserveddture issuance under the Purchase
Plan.

Employee Savings Plan

The Company has an employee savings plan (thei§a\Rlan”) qualifying as a deferred salary arrarg@mnder 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 ($15,8@0calendar year 2006). The Company matches 5020086 of each employee’s
contributions, depending on length of service,ap maximum 6% of the employee’s earnings. The Gaomis matching contributions to the
Savings Plan were approximately $33 million, $28iam, and $24 million in 2006, 2005, and 2004 pedtively.
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Stock Option Activity
A summary of the Company’s stock option activitylaalated information for the last three fiscal ngefmllows (stock award amounts and
aggregate intrinsic value are presented in thousand

Qutstanding Options

Weighteo-
Shares Average
Available Number of  Weighted-Average Remaining Aggregate
for Grant Shares Exercise Price Contractual Term Intrinsic Value
Balance at September 27, 2003 91,66( 126,02¢ $ 9.54
Restricted Stock Grante (5,030) — —
Options Grantei (36,399 36,394 $11.4¢
Options Cancelle 6,01C (6,010) $10.3¢
Options Exercise — (45,68¢€) $ 8.60
Plan Shares Expire (32,19¢6) — —
Balance at September 25, 2004 24,05(C 110,72z $10.52Z
Additional Options Authorize: 49,00( — —
Restricted Stock Units Grant: (460) — —
Options Grante! (16,214 16,21¢ $42.52
Options Cancelle 3,844 (3,844 $13.2¢
Restricted Stock Units Cancell 230 — —
Options Exercise — (49,87]) $10.05
Plan Shares Expire (1,497) — —
Balance at September 24, 2005 58,957 73,221 $17.7¢
Restricted Stock Units Grant: (2,950) —
Options Grante: (3,881) 3,881 $65.2¢
Options Cancelle 2,32t (2,32%) $29.32
Restricted Stock Units Cancell 625 — —
Options Exercise — (21,795) $11.7¢
Plan Shares Expire (82) — —
Balance at September 30, 2006 54,994 52,98 $23.2¢ 4,78 $2,848,89¢
Exercisable at September 30, 2( 31,18¢ $14.6¢ 4.35 $1,042,48¢
Expected to Vest after September 30, 2 21,79¢ $35.4C 5.40 $ 906,41(

In conjunction with the amendments to the 2003 Fabwere approved at the Annual Meeting of Shaldehrs held on April 21, 2005, the
number of shares available for grant under the Z&lag will be reduced by two times the number sfrieted shares and restricted stock u
granted. This amendment is effective for all gramésle after April 21, 2005.

Aggregate intrinsic value represents the valudef@ompany’s closing stock price on the last trqdiay of the fiscal period in excess of the
exercise price multiplied by the number of optionsstanding or exercisable. Total intrinsic valfi®ptions at time of exercise was $1.2
billion, $1.1 billion, and $266.9 million for 2008005, and 2004, respectively.

As of September 30, 2006, the Company had 3.4lomitestricted stock units outstanding with a tggant-date fair value of $135.1 million
that were excluded from the options outstandingi@ds in the preceding table. The weighted-avegeaye date fair value of restricted stock
units granted during 2006, 2005, and 2004 was £7$45.04, and $12.81, respectively. Aggregaténsitr value of unvested restricted stock
units at September 30, 2006 was $262.5 milliontiésd stock units that vested during 2006 tot@et¥ million and had a fair value of
$148.5 million as of the vesting date. Grantedrieted stock units have been deducted from theeshavailable for grant under the
Company’s stock option plans.
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The number of shares of restricted stock that dedteing 2006 was 10 million, which had a fair vahf $646.6 million. The grant-date fair
value of restricted stock that fully vested durt@p6 was $7.48 per share. For the years endedrSiept80, 2006, September 24, 2005, and
September 25, 2004, compensation expense relatedttated stock was $4.6 million, $24.9 milli@amnd $24.9 million, respectively.

Note 9—Stock-Based Compensation

The Company has provided pro forma disclosuresate M of these Notes to Consolidated Financiak8tanhts of the effect on net income
and earnings per share for the years ended Sept@#hb2005 and September 25, 2004 as if the fairevaethod of accounting for stock
compensation had been used for its employee stmdnogrants and employee stock purchase plan paesh These pro forma effects have
been estimated at the date of grant and begindititegeriod, respectively, using the BSM optioitipg model.

The weighted average assumptions used for 2006, 20@ 2004 and the resulting estimates of weightedage fair value per share of
options granted and for stock purchases duringetpesiods are as follows:

2006 2005 2004
Expected life of stock options 3.56 year 3.57 year 3.50 year
Expected life of stock purchas 6 month: 6 month: 6 month:
Interest rat—stock options 4.60% 3.73% 2.4C%
Interest rat—stock purchase 4.29% 2.54% 1.18%
Volatility—stock options 40.34% 39.52% 40.0(%
Volatility—stock purchase 39.5€% 40.88% 35.82%

Dividend yields — — —
Weightec-average fair value of options granted during ther $ 23.1€ $ 1441 $ 3.69
Weighte-average fair value of stock purchases during tlae $ 14.06 $ 755 $ 2.78

Pursuant to SFAS No. 123R, the expected volaliyumptions used by the Company are based onstoeital volatility of the Company’s
common stock over the most recent period commetesuith the estimated expected life of the Comparsyock options and other relevant
factors including implied volatility in market trad options on the Company’s common stock. The Compases its expected life
assumption on its historical experience and ortghres and conditions of the stock options it gramtsmployees.

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-balanceetfinancing arrangements. The major facility ésaagre for terms of 5 to 15 years and
generally provide
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Note 10—Commitments and Contingencies (Continued)

renewal options for terms of 3 to 5 additional yedreases for retail space are for terms of 5 tge20s, the majority of which are for 10 ye
and often contain multi-year renewal options. ASeptember 30, 2006, the Company’s total futurédmim lease payments under
noncancelable operating leases were approximateB/$llion, of which $887 million related to leasfor retail space.

Rent expense under all operating leases, incluulitiy cancelable and noncancelable leases, wasrillg, $140 million, and $103 million
in 2006, 2005, and 2004, respectively. Future mimmiease payments under noncancelable operatisgddeaving remaining terms in exc
of one year as of September 30, 2006, are as fsl{owmillions):

Fiscal Years

2007 $ 134
2008 134
2009 134
2010 132
2011 122
Thereafter 498
Total minimum lease payments $1,154

Accrued Warranty and Indemnifications

The Company offers a basic limited parts and latmmranty on its hardware products. The basic wayrpariod for hardware products is
typically one year from the date of purchase byethd-user. The Company also offers a 90-day baaicanty for its service parts used to
repair the Company’s hardware products. The Companwides currently for the estimated cost that im@yncurred under its basic limited
product warranties at the time related revenuedsgnized. Factors considered in determining apfaigpaccruals for product warranty
obligations include the size of the installed balsproducts subject to warranty protection, histakiand projected 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 preexistimgnaliabilities and adjusts the amounts as reargsbased on actual experience and
changes in future estimates.

The Company periodically provides updates to ifgiaptions and system software to maintain theveanfé's compliance with specifications.
The estimated cost to develop such updates is atmdor as warranty costs that are recognizeleatime related software revenue is
recognized. Factors considered in determining gpate accruals related to such updates includedhgber of units delivered, the numbe
updates expected to occur, and the historicalamstestimated future cost of the resources negesdevelop these updates.

The following table reconciles changes in the Comyfsaccrued warranties and related costs (in omifl):

2006 2005 2004

Beginning accrued warranty and related costs $ 188 $ 105 $ 67
Cost of warranty claim (267) (188) (105
Accruals for product warranties 363 271 143
Ending accrued warranty and related costs $ 284 $ 188 $ 105
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The Company generally does not indemnify end-uskits operating system and application softwaraireg legal claims that the software
infringes third-party intellectual property righther agreements entered into by the Company soe®include indemnification provisions
under which the Company could be subject to casféom damages in the event of an infringement clagainst the Company or an
indemnified third-party. However, the Company haslreen required to make any significant paymesgslting from such an infringement
claim asserted against itself or an indemnifieddtipiarty and, in the opinion of management, doaésawge a potential liability related to
unresolved infringement claims subject to indencatfion that would have a material adverse effedtsofinancial condition, liquidity or
results of operations. Therefore, the Company did@cord a liability for infringement costs asaither September 30, 2006 or Septembe
2005.

Concentrations in the Available Sources of SupplyfdMaterials and Product

Although most components essential to the Compamnysiness are generally available from multiplerses, other key components
(including microprocessors and application-spediftegrated circuits (“ASICs”)) are currently obitad by the Company from single or
limited sources. Some other key components, whitesatly 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 mohaeo to the rest of the personal
computer industry, and new products introducedhieyGompany 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 oaitedt or in the event a key manufacturing vendaayk shipments of completed
products to the Company, the Company'’s abilitytip selated products in desired quantities andtimaly manner could be adversely
affected. The Company’s business and financialoperénce could also be adversely affected deperatirthe time required to obtain
sufficient quantities from the original source tolidentify and obtain sufficient quantities from alternative source. Continued availability of
these components may be affected if producers teedecide to concentrate on the production of comommponents instead of components
customized to meet the Company’s requirements ljrsagnificant portions of the Company’s CPUsggilo boards, and assembled products
are now manufactured by outsourcing partners, pifynia various parts of Asia. Although the Compangrks closely with its outsourcing
partners on manufacturing schedules, the Compapgsating results could be adversely affectedibiitsourcing partners were unable to
meet their production obligations.

Long-Term Supply Agreements

During 2006, the Company entered into long-ternpsupgreements with Hynix Semiconductor, Inc., Ii@erporation, Micron

Technology, Inc., Samsung Electronics Co., Ltdd @ashiba Corporation to secure supply of NANDHlasemory through calendar year
2010. As part of these agreements, the Companwyigréi.25 billion for flash memory components dgrit006. These prepayments will be
applied to inventory purchases made over the fifeagh respective agreement.

Contingencies

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 elab any current legal proceedings and
claims that would individually or in the aggreghteve a material adverse effect on its financialddtoon, liquidity, or results of operations.
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Note 10—Commitments and Contingencies (Continued)

However, the results of legal proceedings canngdrbdicted with certainty. Should the Company t@aiprevail in any of these legal matters
or should several of these legal matters be redagainst the Company in the same reporting petigdoperating results of a particular
reporting period could be materially adversely etiel.

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 at¢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 inahgdvarious European Union member countries, Japdrtartain states within the U.
Although the Company does not anticipate any matadverse effects in the future based on the eatiits operations and the thrust of such
laws, there is no assurance that such existing taviigture laws will not have a material adverde&fon the Company’s financial condition,
liquidity, or results of operations.

Note 11—Segment Information and Geographic Data

In accordance with SFAS No. 1isclosures about Segments of an Enterprise anat&klnformation the Company reports segment
information based on the “management” approach.raeagement approach designates the internal igpoted by management for
making decisions and assessing performance agtineesof the Company’s reportable segments.

The Company manages its business primarily on grgebic basis. The Company’s reportable operagggnents are comprised of the
Americas, Europe, Japan, and Retail. The AmeriEasmpe, and Japan reportable segments do not melctilities related to the Retail
segment. The Americas segment includes both NodiSauth America. The Europe segment includes Eaopountries as well as the
Middle East and Africa. The Retail segment operaAfgsle-owned retail stores in the U.S., Canadaadapnd the U.K. Other operating
segments include Asia-Pacific, which includes Aalsdgrand Asia except for Japan, and the Companygsidiary, FileMaker, Inc. Each
reportable geographic operating segment providesasihardware and software products and similarises, and the accounting policies of
the various segments are the same as those debsiribete 1, “Summary of Significant Accounting Rads,” except as described below for
the Retail segment.

The Company evaluates the performance of its opgraegments based on net sales. The Retail segrpenfiormance is also evaluated
based on operating income. Net sales for geogragigiments are generally based on the locatioreafubtomers. Operating income for each
segment includes net sales to third parties, ledst of sales, and operating expenses diredtlpatable to the segment. Operating income
for each segment excludes other income and expenkeertain expenses that are managed outsidg@énatimng segments. Costs excluded
from segment operating income include various cagoexpenses such as manufacturing costs anaheesiaot included in standard costs,
research and development, corporate marketing eggestock-based compensation expense, income taxiss nonrecurring charges, and
other separately managed general and administ@tipenses including certain corporate expensesiasso with support of the Retail
segment. The Company does not include intercompangfers between segments for management repguinpses. Segment assets
exclude corporate assets. Corporate assets inchsle short-term and long-term investments, maturiag facilities, miscellaneous
corporate infrastructure, goodwill and other acediintangible assets, and retail store construdtiggrogress that is not subject to
depreciation. Except for the Retail segment, chpita
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Note 11—Segment Information and Geographic Data (Gdinued)

expenditures for long-lived assets are not repddedanagement by segment. Capital expendituréseoiRetail segment were $200 million,
$132 million, and $104 million for 2006, 2005, a2@04, respectively.Operating income for all segmeecept Retail, includes cost of sales
at manufacturing standard cost, other cost of sedéeted sales and marketing costs, and certaiergkand administrative costs. This mea
of operating income, which includes manufacturingfip provides a comparable basis for comparisefwieen the Company’s various
geographic segments. Certain manufacturing expemskselated adjustments not included in segmesitafcsales, including variances
between standard and actual manufacturing costthentiark-up above standard cost for product se@b the Retail segment, are included
in corporate expenses.

Management assesses the operating performance BEthil segment differently than it assesses pleeading performance of the Company’s
geographic segments. The Retail segment revenueperdting income is intended to depict a measomgparable to that of the Company’s
major channel partners in the U.S. operating retailes so the Company can evaluate the Retailesgigmerformance as if it were a channel
partner. Therefore, the Company makes three sigmifiadjustments to the Retail segment for managereporting purposes that are not
included in the results of the Company’s other segis

First, the Retail segmestoperating income includes cost of sales for Appdelucts at an amount normally charged to majanobl partner

in the U.S. operating retail stores, less the obstles programs and incentives provided to tkbs@nel partners and the Company’s cost to
support those partners. For the years ended Septe86b2006, September 24, 2005, and Septemb@0P3, this resulted in the recognition
of additional cost of sales above standard coshéyRetail segment and an offsetting benefit tpemate expenses of approximately $663
million, $435 million, and $213 million, respectiye

Second, the Company’s service and support conteaetsansferred to the Retail segment at the sasieas that charged to the Company’s
major retail channel partners in the U.S., resgltima measure of revenue and gross margin foethiems that is comparable between the
Company’s retail stores and those retail channghpes. The Retail segment recognizes the full athofirevenue and cost of sales of the
Company’s service and support contracts at the dihsale. Because the Company has not yet earea@g¥ienue or incurred the costs
associated with the sale of these contracts, @etofh these amounts is recognized in other opgraggments’ net sales and cost of sales. Fol
the year ended September 30, 2006, this resultégkirecognition of net sales and cost of salethéyRetail segment, with corresponding
offsets in other operating segments, of $159 nnilhmd $109 million, respectively. For the year eh8eptember 24, 2005, this resulted in the
recognition of net sales and cost of sales by #taiRsegment of $92 million and $64 million, resipeely. For the year ended September 25,
2004, this resulted in the recognition of net saled cost of sales by the Retail segment of $54amiand $37 million, respectively.

Third, the Company had opened a total of eight {ugifile stores as of September 30, 2006. Thede-pigfile stores are larger than the
Company’s typical retail stores and were desigoddrther promote brand awareness and provide aevéar certain corporate sales and
marketing activities, including corporate briefings such, the Company allocates certain operakpgnses associated with these stores to
corporate marketing expense to reflect the estitnbémefit realized Company-wide. The allocatiotthefse operating costs is based on the
amount incurred for a high-profile store in excekthat incurred by a more typical Company retadidtion. Expenses allocated to corporate
marketing resulting
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Note 11—Segment Information and Geographic Data (Gdinued)

from the operations of these stores were $33 mil&31 million, and $16 million for the years endggptember 30, 2006, September 24,
2005, and September 25, 2004, respectively.Sumimeoymation by operating segment follows (in mitis):

2006 2005 2004
Americas:
Net sales $9,307 $6,59C $4,01¢
Operating incom: $1,665 $ 798 $ 465
Depreciation, amortization, and accret $ 6 $ 6 $ 6
Segment assets ( $ 896 $ 705 $ 563
Europe:
Net sales $4,094 $3,07¢ $1,79¢
Operating incomi $ 607 $ 454 $ 280
Depreciation, amortization, and accret $ 4 $ 4 $ 4
Segment asse $ 471 $ 289 $ 259
Japan
Net sales $1,20¢ $ 920 $ 677
Operating incom: $ 201 $ 140 $ 115
Depreciation, amortization, and accret $ 3 $ 3 $ 2
Segment asse $ 181 $ 165 $ 114
Retail:
Net sales $3,35¢ $2,35C $1,18¢
Operating incom: $ 198 $ 151 $ 39
Depreciation, amortization, and accretion $ 59 $ 43 $ 35
Segment assets ( $ 651 $ 589 $ 351
Other Segments (c
Net sales $1,347 $ 998 $ 599
Operating incom: $ 235 $ 118 $ 90
Depreciation, amortization, and accret $ 3 2 $ 2
Segment asse $ 180 $ 133 $ 124

(&) The Americas asset figures do not include fixe@tssseld in the U.S. Such fixed assets are notathal specifically to the
Americas segment and are included in the corpasgets figures below.

(b) Retail segment depreciation and asset figuresctdfie cost and related depreciation of its retailes and related infrastructure.
Retail store construction-in-progress, which is suthject to depreciation, is reflected in corpoessets.

(c) Other Segments include Asia-Pacific and FileMaker.
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Note 11—Segment Information and Geographic Data (Gdinued)

A reconciliation of the Company’s segment operatingpme and assets to the consolidated financsstents follows (in millions):

2006 2005 2004
As Restated (1) As Restated (1)
Segment operating incon $ 2,90€ $ 1,661 $ 989
Retail manufacturing margin ( 663 435 213
Other corporate expenses, net (953) (404) (820)
Stocl-based compensation expel (163) (49) (46)
Restructuring costs — — (23)
Consolidated operating income $ 2,458 $ 1,64 $ 313
Segment assets $ 2,37¢ $ 1,881 $1,411
Corporate assets 14,82€ 9,635 6,62€
Consolidated assets $17,20¢ $11,51¢ $8,03¢
Segment depreciation, amortization, and accretion $ 75 $ 58 $ 49
Corporate depreciation, amortization, and accretion 150 121 101
Consolidated depreciation, amortization, and ammret $ 225 $ 179 $ 150

(1) See Note 2, “Restatement of Consolidated Finastatements.”

(&) Represents the excess of the Retail segment'©teates over the Company’s standard cost of $afgoducts sold through the
Retail segment.

(b) Corporate expenses include research and developowepbrate marketing expenses, manufacturing esgts/ariances not
included in standard costs, and other separatehaged general and administrative expenses includirngin corporate expenses
associated with support of the Retail segment.

No single customer accounted for more than 10%ebsales in 2006, 2005, or 2004. Net sales anc-lived assets related to operations in
the U.S., Japan, and other foreign countries afellasvs (in millions):

2006 2005 2004
Net sales
u.s. $11,48¢ $ 8,194 $4,89¢
Japar 1,327 1,021 738
Other countries 6,502 4,716 2,64¢
Total net sales $19,31t $13,931 $8,27¢
Long-lived assets
u.S. $1,15C $ 738 $ 637
Japar 64 63 52
Other countries 154 112 72
Total long-lived assets $ 1,36 $ 913 §$ 761
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Note 11—Segment Information and Geographic Data (Gdinued)

Information regarding net sales by product is #isies (in millions):

2006 2005 2004

Net sales
Desktops (a $ 3,31¢ $ 3,43 $2,37¢
Portables (b) 4,056 2,839 2,55C

Total Macintosh net sales 7,375 6,275 4,927
iPod 7,676 4,540 1,30€
Other music related products and service! 1,885 899 278
Peripherals and other hardware 1,100 1,126 951
Software, service, and other net sales (e) 1,279 1,091 821

Total net sales $19,31f $13,931 $8,27¢

(@) Includes iMac, eMac, Mac mini, Power Mac, Mac Rnod Xserve product lines.
(b) Includes MacBook, iBook, MacBook Pro, and PowerBpodduct lines.
(c) Consists of iTunes Store sales and iPod serviogsAaple-branded and third-party iPod accessories.

(d) Includes sales of Apple-branded and third-partpldigs, wireless connectivity and networking solngipand other hardware
accessories.

(e) Includes sales of Apple-branded operating systetna@plication software, third-party software, Agpéee, and Internet services.

Note 12—Related Party Transactions and Certain OtheTransactions

In March 2002, the Company entered into a Reimimoest Agreement with its CEO, Steve Jobs, for timlarsement of expenses incurred
by Mr. Jobs in the operation of his private plarteew used for Company business. The ReimbursemeseAmgnt became effective for
expenses incurred by Mr. Jobs for Company busipegsoses since he took delivery of the plane in [2@§1. The Company recognized a
total of $202,000, $1,100,000, and $483,000 in egpe pursuant to the Reimbursement Agreement d26@6, 2005, and 2004, respectiv
All expenses recognized pursuant to the Reimbursefgreement have been included in selling, genarad administrative expenses in the
consolidated statements of operations.

In 2006, the Company entered into an agreementRixar to sell certain of Pixar’s short films oretiTunes Store. Mr. Jobs was the CEO,
Chairman, and a large shareholder of Pixar. On M&006, The Walt Disney Company (“Disney”) acqdif&xar, which resulted in Pixar
becoming a wholly-owned subsidiary of Disney. Uianey’s acquisition of Pixar, Mr. Jobs’ share®Pofar common stock were exchanged
for Disney’s common stock and he was elected tdikaey Board of Directors. Royalty expense recogaiby the Company under the
arrangement with Pixar from September 25, 2005ugindViay 5, 2006 was less than $1 million.
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Note 13—Selected Quarterly Financial Information (Whaudited)

The following tables set forth a summary of the @amy’s quarterly financial information for eachtbé four quarters ended September 30,
2006 and September 24, 2005 (in millions, exceatesand per share amounts):

2006 Fourth Quarter Third Quarter Second Quarter  First Quarter
Net sales $ 4,837 $ 4,37C $ 4,35¢ $ 5,74¢
Cost of sales (1) 3,42t 3,04E 3,062 4,18t
Gross margin 1,412 1,32E 1,297 1,564
Operating expense
Research and development 179 175 176 182
Selling, general, and administrative (1) 625 584 592 632
Total operating expenses 804 759 768 814
Operating income 608 566 529 750
Other income and expense 113 95 76 81
Income before provision for income taxes 721 661 605 831
Provision for income taxes 179 189 195 266
Net income $ 542 $ 472 $ 410 $ 565
Earnings per common sha
Basic $ 0.63 $ 055 $ 049 $ 0.68
Diluted $ 0.62 $ 054 $ 047 $ 0.65
Shares used in computing earnings per share (in
thousands)
Basic 854,18 851,37t 840,91( 830,781
Diluted 878,751 876,36¢ 878,53 874,201
(1) Includes stock-based compensation expense, whistallaated as follows:
Cost of sale: $ 5 $ 6 $ 5 $ 5
Research and developme $ 13 $ 12 $ 13 $ 15

Selling, general, and administrat $ 22 $ 19 $ 24 $ 24
The net of tax impact of the stock-based compemsaiiljustments in 2006, which amounted to $4 mnijliwas recorded by the Company in
its fourth quarter of 2006 and is described in Nit&Restatement of Consolidated Financial Statemén

Basic and diluted earnings per share are compuatigpendently for each of the quarters presenteeretdre, the sum of quarterly basic and
diluted per share information may not equal anivasic and diluted earnings per share.

Net income during the third quarter of 2006 berefiby $20 million resulting from the dividend reqion under the AJCA and internatiol
tax planning strategies associated with the regtairi. Net
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Note 13—Selected Quarterly Financial Information (Whaudited) (Continued)

income during the fourth quarter of 2006 benefligds20 million due to the settlement of prior y&ar audits in the U.S.

2005 Fourth Quarter Third Quarter Second Quarter First Quarter
As Restated (11  As Restated (1. As Restated (11  As Restated (1
Net sales $ 3,67¢ $ 3,52C $ 3,24¢ $ 3,49C
Cost of sales (2) 2,645 2,47¢€ 2,27¢ 2,49t
Gross margin 1,03¢ 1,044 968 995
Operating expense
Research and development 147 145 120 123
Selling, general, and administrative (2) 471 473 448 472
Total operating expenses 618 618 568 595
Operating income 417 426 400 400
Other income and expense 60 46 33 26
Income before provision for income taxes 477 472 433 426
Provision for income taxes 49 153 145 133
Net income $ 428 $ 319 $ 288 $ 293
Earnings per common sha
Basic $ 0.52 $ 0.3¢ $ 0.36 $ 0.37
Diluted $ 048 $ 0.37 $ 034 $ 0.35
Shares used in computing earnings per shal
thousands)
Basic 821,42( 815,09: 808,17: 789,03:
Diluted 866,48 860,80: 857,56¢ 838,80¢

(1) See Note 2, “Restatement of Consolidated Finastatements.”
(2) Includes stock-based compensation expense, whistallaated as follows:

Cost of sale: $ 1 $ — $ 1 $ 1
Research and developm:e $ 1 $ 2 $ 2 $ 2
Selling, general, and

administrative $ 10 $ 10 $ 9 $ 10

The impact of the stock-based compensation adjugsmweas not significant to any of the interim baksheets for fiscal year 2005.

Basic and diluted earnings per share are compuatigpendently for each of the quarters presenteeretdre, the sum of quarterly basic and
diluted per share information may not equal aniaaic and diluted earnings per share.

Net income during the fourth quarter of 2005 berdfby $81 million from the reversal of certain t@ntingency reserves and adjustmen
net deferred tax assets, including reductions hoatimn allowances.
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Note 13—Selected Quarterly Financial Information (Whaudited) (Continued)

The following tables present the effects of adjusita made to the Company’s previously reportedtgrigrfinancial information as of
September 24, 2005 (in millions, expect per shareumts):

Three Months Ended September 24, 20C Three Months Ended June 25, 200
As As As As
Reported Adjustments (1) Restated Reported Adjustments (1) Restated
Net sales $ 3,67¢ $ — $ 367¢ $ 3,52C — 3,52C
Cost of sales (2) 2,643 — 2,643 2,476 — 2,476
Gross margin 1,035 — 1,035 1,044 — 1,044
Operating expense
Research and development 147 — 147 145 — 145
Selling, general, and administrative 470 1 471 472 1 473
Total operating
expense: 617 1 618 617 1 618
Operating income 418 1) 417 427 1) 426
Other income and
expense 60 — 60 46 — 46
Income before provision for income ta: 478 1) 477 473 1) 472
Provision for income
taxes 48 1 49 153 — 153
Net income $ 430 $ () $ 428 $ 320 $ (1) $ 319
Earnings per common sha
Basic $ 052 $ — $ 052 $ 0.38 $ — $ 0.39
Diluted $ 0.0 $(0.02) $ 049 $ 0.37 $ — $ 0.37
Shares used in computing earnings per
share (in thousands
Basic 821,42( — 821,42C 815,09z — 815,09z
Diluted 866,404 79 866,48 860,68¢ 115 860,80:

(1) See Note 2, “Restatement of Consolidated Finastatements.”

(2) Includes stock-based compensation expense, whishaliaated as follows:

Cost of sale: $ 1 $ — $ 19 — $ — $ —
Research and

developmen $ 1 $ — $ 19 2 $ — $ 2
Selling, general, and

administrative $ 9 $ 1 $ 10 $ 9 $ 1 $ 10
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Three Months Ended March 26, 200¢

Three Months Ended December 25, 20C

@)
@)

As As As As
Reported  Adjustments (1) Restated Reported Adjustments (1) Restated
Net sales $ 3,24: $ — $ 3,24t $ 3,49C $ — $ 3,49C
Cost of sales (2) 2,275 — 2,275 2,494 1 2,495
Gross margin 968 — 968 996 1) 995
Operating expense
Research and development 119 1 120 123 — 123
Selling, general, and administrative (2) 447 1 448 470 2 472
Total operating expenses 566 2 568 593 2 595
Operating income 402 2) 400 403 3) 400
Other income and expense 33 — 33 26 — 26
Income before provision for income taxes 435 2) 433 429 3) 426
Provision for income taxes 145 — 145 134 1) 133
Net income $ 290 $ (2) $ 288 $ 295 $ (2) $ 293
Earnings per common sha
Basic $ 0.36 $ — $ 036 $ 0.37 $ — $ 0.37
Diluted $ 034 $ — $ 034 $ 035 $ — $ 0.35
Shares used in computing earnings
per share (in thousand:
Basic 808,17z — 808,17z 789,03z — 789,03z
Diluted 857,011 557 857,56¢ 838,174 631 838,80¢
See Note 2, “Restatement of Consolidated Finastatements.”
Includes stock-based compensation expense, whistallkzated as follows:
Cost of sale: $ 1 $ — $ 19 — $ 1 $ 1
Research and
developmen $ 1 $ 1 $ 2 $ 2 $ — $ 2
Selling, general, and
administrative $ 8 $ 1 $ 9 % 8 $ 2 $ 10

117




R EPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidated balsineets of Apple Computer, Inc. and subsididtiesCompany) as of September 30,
2006 and September 24, 2005, and the related ¢datal statements of operations, shareholderstyegnd cash flows for each of the years
in the three-year period ended September 30, Z0@Ese consolidated financial statements are thponsdility of the Company’s
management. Our responsibility is to express aniopion these consolidated financial statementsdas our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamioUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whetheotisolidated financial statements are

of material misstatement. An audit includes exangnbn a test basis, evidence supporting the ara@ntt disclosures in the consolidated
financial statements. An audit also includes assgsbe accounting principles used and signifiesiimates made by management, as well as
evaluating the overall financial statement preg@raWe believe that our audits provide a reastmbhsis for our opinion.

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenégpects, the financial position of the
Company as of September 30, 2006 and Septemb20@8, and the results of their operations and ttesh flows for each of the years in the
three-year period ended September 30, 2006, iroomitfy with accounting principles generally accepie the United States of America.

As discussed in Note 2 to the Consolidated FindiStetements, the consolidated financial statementsf September 24, 2005 and for each
of the years in the two-year period ended Septer@he2005 have been restated.

As discussed in Note 1 to the Consolidated Findist@tements, effective September 25, 2005, thegaomadopted the provision of
Statement of Financial Accounting Standards No. (i@8sed 2004)Share-Based Payment

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), the effectiveness
of the Company’s internal control over financigboeting as of September 30, 2006, based on crigstigblished itnternal Control-
Integrated Frameworissued by the Committee of Sponsoring Organizatidrise Treadway Commission (COSO), and our regaied
December 29, 2006 expressed an unqualified opimiomanagement’s assessment of, and the effectemidan of internal control over
financial reporting.

/sl KPMG LLP

Mountain View, Californie
December 29, 200
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited management’s assessment, inclndbd accompanying Management’s Annual Report teriial Control over Financial
Reporting, that Apple Computer, Inc. and subsidmmaintained effective internal control over fiiahreporting as of September 30, 2006,
based on criteria establishedimernal Control-Integrated Framewoiksued by the Committee of Sponsoring Organizatidrike Treadway
Commission (COSO). Apple Computer, Inc.’s managdrigeresponsible for maintaining effective internahtrol over financial reporting
and for its assessment of the effectiveness offriatecontrol over financial reporting. Our respduildy is to express an opinion on
management’s assessment and an opinion on théheffeess of the Apple Computer, Inc.’s internaltcolnover financial reporting based on
our audit.

We conducted our audit in accordance with the stadsdof the Public Company Accounting Oversighti@dé@/nited States). Those stande
require that we plan and perform the audit to abtaasonable assurance about whether effectivenalteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordvar financial reporting, evaluating
management’s assessment, testing and evaluatirpiign and operating effectiveness of internatrobrand performing such other
procedures as we considered necessary in the @tanoes. We believe that our audit provides a redde basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonablessesuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company’s internal control over firgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainky reflect the transactions and dispositionshef assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financétkestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and @jge reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companygsats that could have a material effect on thenfiizd statements.

Because of inherent limitations, internal contreéiofinancial reporting may not prevent or deteestatements. Also, projections of any
evaluation of effectiveness to future periods atgexct to the risk that controls may become inadegjbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

In our opinion, management’'s assessment that Apptaputer, Inc. maintained effective internal cohtreer financial reporting as of
September 30, 20086, is fairly stated, in all mategspects, based on criteria establishddtarnal Control-Integrated Framewoiksued by
COSO. Also, in our opinion, Apple Computer, Inc.intained, in all material respects, effective intdrcontrol over financial reporting as of
September 30, 2006, based on criteria establishiedernal Control-Integrated Framewoiksued by COSO.

We also have audited, in accordance with the stasdi the Public Company Accounting Oversight Bo@/nited States), the consolidated
balance sheets of Apple Computer, Inc. as of Sepge0, 2006 and September 24, 2005, and the detatesolidated statements of
operations, shareholders’ equity, and cash flowg#&zh of the years in the three-year period esdgdember 30, 2006, and our report dated
December 29, 2006 expressed an unqualified opimiothose consolidated financial statements.

/sl KPMG LLP

Mountain View, Californic
December 29, 200
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Item 9. Changes in and Disagreements with Accountémon Accounting and Financial Disclosure

Not applicable

Iltem 9A. Controls and Procedures

Special Committee Review into Stock Option Graatfiges and Restatement

As discussed in the Explanatory Note preceding IRartl in Note 2 in Notes to Consolidated FinanBi@tements of this Form 10-K, the
Company on June 29, 2006, announced that an ihtewiaw had discovered irregularities relatedhe issuance of certain past stock option
grants, including a grant to its CEO Steve Jobg Chmpany also announced that a Special Committeetside directors (“Special
Committee”) had been formed and had hired indepgnotainsel to conduct a full investigation of then@pany’s past stock option granting
practices. As a result of the internal review dmelindependent investigation, management has abed/and the Audit and Finance
Committee of the Board of Directors agrees, thabirect measurement dates were used for financtalenting purposes for certain stock
option grants made in prior periods. Therefore,Gbenpany has recorded additional non-cash stockebasmpensation expense and related
tax effects with regard to past stock option graatsl the Company is restating previously file@ficial statements in this Form 10-K.

The internal review and the Special Committee’®p®hdent investigation identified a number of orasbetween October 1996 and
January 2003 (the “relevant period”) when the Comypzsed incorrect measurement dates for stockmgtiants. The independent
investigation also found that during the relevaaiqu:

* Procedures for granting, accounting, and repoxtingfock option grants did not include sufficieafegguards to prevent manipulation
* The grant dates for a number of grants were irdaatly selected in order to obtain favorable exsgrices

« Two former officers of the Corporation engagedanduct that raises serious concerns in connectitinthie granting, accounting,
recording, and reporting of stock options

» CEO Steve Jobs was aware or recommended the sele€tsome favorable grant dates, but he did regtive or financially benefit
from these grants or appreciate the accountingiGeibns

From 2003 through 2005, the Company implementeddrgments to procedures, processes, and systgmnevide additional safeguards ¢
greater internal control over the stock option ¢jranand administration function in compliance wiitle Sarbanes-Oxley Act (“SOX”) and
evolving accounting guidance. These improvemerisided:

« Documenting and assessing the design and opewtiaternal controls

» Segregating responsibilities, adding reviews awdmeiliations, and redefining roles and responisiesd
* Upgrading systems and system controls that supipegprocesses

» Obtaining training in the stock administration ftion

* Implementing before the adoption of SFAS No. 12B&practice of using the receipt of the final Boar€Compensation Committee
approval as the grant and measurement date fdt spiiion grants

Identifying key controls, developing test plansg aesting controls in the stock granting and adstiation function
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» Certifying stock administration and other contrfals SOX Section 404 compliance in fiscal year 2005

The internal review and the independent investigadiiscovered no stock option grant after Janu@882hat required accounting
adjustments.

In coming to the conclusion that the Company’sidsare controls and procedures and the Comganiernal control over financial reporti
were effective as of September 30, 2006, managecomsidered, among other things, the impact oféstatement to the financial stateme
and the effectiveness of the internal controldis rea as of the fiscal years ended 2006 and. 20@3agement has concluded, therefore,
control deficiencies resulting in the restatemdrgreviously issued financial statements did netstitute a material weakness in disclosure
controls and procedures, or internal controls andgdures over financial reporting, as of SepterdBef006.

In addition to the significant improvements implertexl between 2003 and 2005 discussed above, the&@ymvill adopt other measures
identified by the Special Committee and managerteeahhance the oversight of the stock option gngrgind administration function and the
review and preparation of financial statementduiiag:

« The Company will engage experienced General Couimgebase the resources of the Corporate Legahibapnt, and review the
adequacy of its procedures and practices

The CFO will arrange for senior management to uadterprofessional training to enhance awarenessiagierstanding of standards
and principles for accounting and financial repagtiparticularly those relevant to stock options

« The Company will review all current policies, priaes, and controls related to the granting of stmutions and provide education ¢
training to those who implement those policies pratesses, as needed

* The Company will establish improved procedureségular communication among the General CounselCfHO, and stock
administrators to improve monitoring of all Compamgactices with regard to stock option grants,udaig formal written
confirmation that all grant dates correspond pedgiwith the dates authorized

» The Company will also establish improved procediweshe review of the preparation and presentatitfinancial statements by
senior management

Evaluation of Disclosure Controls and Procedu

Based on an evaluation under the supervision atidthe participation of the Company’s managemdat,Gompany’s principal executive
officer and principal financial officer have condkd that the Company’s disclosure controls andqutoes as defined in Rules 13a-15(e) and
15d-15(e) under the Securities Exchange Act of 1884mended (Exchange Act) were effective as pteS®er 30, 2006 to ensure that
information required to be disclosed by the Compiamgports that it files or submits under the Exafpe Act is (i) recorded, processed,
summarized and reported within the time periodgi§ipd in the Securities and Exchange Commissidesrand forms and (ii) accumulated
and communicated to the Company’s management,dimgjuits principal executive officer and princigalancial officer, as appropriate to
allow timely decisions regarding required discl@sur
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Inherent Limitations Over Internal Contrc

The Company'’s internal control over financial repay is designed to provide reasonable assuramagding the reliability of financial
reporting and the preparation of financial statetsiéor external purposes in accordance with gelyesatepted accounting principles. The
Company’s internal control over financial reportingludes those policies and procedures that:

() pertain to the maintenance of records that, inareasle detail, accurately and fairly reflect trenactions and
dispositions of the Company’s assets;

(i) provide reasonable assurance that transactione@veded as necessary to permit preparation ofi¢iaastatements in
accordance with generally accepted accounting iples; and that the Company’s receipts and experaditare being
made only in accordance with authorizations of@oepany’s management and directors; and

(iii) provide reasonable assurance regarding preventibmely detection of unauthorized acquisition, usedisposition of
the Company’s assets that could have a materettedih the financial statements.

Management, including the Company’s CEO and CF@®@sdwt expect that the Company’s internal contrillgorevent or detect all errors

and all fraud. A control system, no matter how wdelsigned and operated, can provide only reasonadii@bsolute, assurance that the
objectives of the control system are met. Furtther design of a control system must reflect thétfaat there are resource constraints, and the
benefits of controls must be considered relativéhéir costs. Because of the inherent limitationall control systems, no evaluation of
internal controls can provide absolute assuraraealhcontrol issues and instances of fraud, ¥f, frave been detected. Also, any evaluation
of the effectiveness of controls in future periagis subject to the risk that those internal coatnadly become inadequate because of changes
in business conditions, or that the degree of canpé with the policies or procedures may detetgora

Managemer's Annual Report on Internal Control Over FinancRéporting

The Company’s management is responsible for estabfj and maintaining adequate internal controf fimancial reporting (as defined in
Rule 13a-15(f) under the Securities Exchange Adi9#¥4, as amended). Management conducted an dealwéthe effectiveness of the
Company’s internal control over financial reportingsed on the criteria set forth in Internal Cdrtrimtegrated Framework issued by the
Committee of Sponsoring Organizations of the Tremd@ommission (COSO). Based on this evaluation,agament has concluded that the
Company’s internal control over financial reportings effective as of September 30, 2006. The Coypamdependent registered public
accounting firm, KPMG LLP, has issued an attestat&port on the Company’s assessment of its inteorerol over financial reporting. The
report on the audit of internal control over finehceporting appears on page 119 of this Form 10-K

Changes in Internal Control Over Financial Repogin

There were no significant changes in the Compainggsnal control over financial reporting identifiéh management’s evaluation during the
fourth quarter of fiscal 2006 that have materialtfected, or are reasonably likely to materiallieaf, the Company’s internal control over
financial reporting.

Item 9B. Other Information

None.
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PART Il
Item 10. Directors and Executive Officers of the Rgistrant

Directors
Listed below are the Company’s seven directors whesns expire at the next annual meeting of sladdehs.

Name Position With the Company Age Director Since
William V. Campbell Cc-lead Directol 66 1997
Millard S. Drexler Director 62 199¢
Albert A. Gore, Jr Director 58 2005
Steven P. Jok Director and Chief Executive Offic 51 1997
Arthur D. Levinsor Co-lead Directol 56 200C
Eric E. Schmid Director 51 200¢€
Jerome B. Yorl Director 68 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@ifficer of Intuit. From April 1994 to August 199B]r. Campbell was President and
Chief Executive Officer and a director of Intuitofm January 1991 to December 1993, Mr. CampbellRvasident and Chief Executive
Officer of GO Corporation. Mr. Campbell also sereesthe Board of Directors of Opsware, Inc.

Millard S. Drexler has been Chairman and Chief Executive Officer &frdw Group, Inc. since January 2003. Previously,DMexler 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 Gxeo2002.

Albert A. Gore, Jr. has served as a Senior Advisor to Google, Incesk®1. He has also served as Executive Chairm@urmént TV since
2002 and as Chairman of Generation Investment Mamagt since 2004. He is a visiting professor atdiid’ennessee State University.
Mr. Gore was inaugurated as the 45th Vice Presidktite United States in 1993. He was re-electel®®6 and served for a total of eight
years as President of the Senate, a member ofahi@é& and the National Security Council. Priol 893, he served eight years in the L
Senate and eight years in the U.S. House of Repadaees.

Steven P. Jobss one of the Company’s dounders and currently serves as its Chief Exeeu@ifficer. Mr. Jobs is also a director of The V
Disney Company.

Arthur D. Levinson, Ph.D. has been Chief Executive Officer and a DirectoGehentech Inc. (Genentech”) since July 1995. Dr. Levinson
has been Chairman of the Board of Directors of Gtwh since September 1999. He joined Genentet®88 and served in a number of
executive positions, including Senior Vice Prestd#frR&D from 1993 to 1995. Dr. Levinson also seswm the Board of Directors of
Google, Inc.

Eric E. Schmidt, Ph.D.has served as the Chief Executive Officer of Godgle (“ Google”) since July 2001 and as a member of Google’s
Board of Directors since March 2001, where he seasChairman of the Board from March 2001 to Apeid4. In April 2004, Dr. Schmidt
was named Chairman of the Executive Committee afgBxs Board of Directors. From April 1997 to Novieen 2001, Dr. Schmidt served as
Chairman of the Board of Directors of Novell, Ine.computer networking company, and, from April 288 July 2001, as the Chief
Executive Officer of Novell. Dr. Schmidt was a diter of Siebel Systems until January 2006.

Jerome B. York has been Chief Executive Officer of Harwinton Calp@orporation, a private investment company tlatdntrols, since
September 2003. From January 2000 until Septenti, Mr. York was
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Chairman and Chief Executive Officer of MicroWareke, Inc., a reseller of computer hardware, softveard peripheral products. From
September 1995 to October 1999, he was Vice Chaiohadracinda Corporation. From May 1993 to Septeni®95 he was Senior Vice
President and Chief Financial Officer of IBM Coration, and served as a member of IBM’s Board oé€twrs from January 1995 to
August 1995. Mr. York is also a director of Tycadmational Ltd.

Role of the Board; Corporate Governance Matters

It is the paramount duty of the Board of Directtr®versee the Chief Executive Officer and oth@igemanagement 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 widgeaof experience, knowledge and judgment. Thesedsakills mean that governanc:
far more than a “check the box” approach to staftglar procedures. The governance structure in timep@ny is designed to be a working
structure for principled actions, effective decmsimaking and appropriate monitoring of both comptmand performance. The key practices
and procedures of the Board are outlined in th@@uaite Governance Guidelines available on the Cagipavebsite at
www.apple.com/investor.

Board Committees

The Board has a standing Compensation Committepginating and Corporate Governance Committee (“Mating Committeé ) and an
Audit and Finance Committee (“Audit Committee”).| Sbommittee members are independent under thadistiandards of the NASDAQ
Global Select Market.

The Audit Committee is primarily responsible foreoseeing the services performed by the Compangipi@endent auditors and internal audit
department, evaluating the Company’s accountingigsland its system of internal controls and rneing significant financial transactions.
Members of the Audit Committee are Messrs. Camprell York and Dr. Levinson.

The Compensation Committee is primarily respondiiteeviewing the compensation arrangements ferGbmpany’s executive officers,
including the Chief Executive Officer, and for adhistering the Company’s equity compensation pldembers of the Compensation
Committee are Messrs. Campbell, Drexler, and Gore.

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 ageamsl effectiveness and helps develop and implethen€ompany’s corporate governance
guidelines. The Nominating Committee also consitersinees proposed by shareholders. Members Mdh@nating Committee are
Messrs. Drexler and Gore and Dr. Levinson.

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

Audit Committee Financial Expert

All members of the Company’s Audit Committee, Mes€ampbell and York and Dr. Levinson, qualify asdit committee financial
experts” under Item 401(h) of Regulation S-K angl @nsidered “independent” as the term is usetbim I (d)(3)(iv) of Schedule 14A under
the Exchange Act.

Code of Ethics

The Company has a code of ethics that applied tf #ie Company’s employees, including its priradipxecutive officer, principal financial
officer, principal accounting officer and its Boasl copy of this code,
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“Ethics: The Way We Do Business Worldwide,” is dable on the Company’s website at www.apple.cong@ter. The Company intends to
disclose any changes in or waivers from its codetlits by posting such information on its websitdy filing a Form 8-K.

Executive Officers
The following sets forth certain information regaglexecutive officers of the Company. Informatjmertaining to Mr. Jobs, who is both a
director and an executive officer of the Compangyrhe found in the section entitledfrectors .”

Timothy D. Cook, Chief Operating Officer (age 46), joined the CompanMarch 1998. Mr. Cook also served with the Campas
Executive Vice President, Worldwide Sales and Ogmra from 2002 to 2005. In 2004, his responsik#itwere expanded to include the
Company’s Macintosh hardware engineering. From 200002, Mr. Cook served in the role of Senior&/Rresident, Worldwide
Operations, Sales, Service and Support. From 1928@0, Mr. Cook served in the position of Seniaé/President, Worldwide Operations.
Prior to joining the Company, Mr. Cook held the iioas of Vice President, Corporate Materials forruag Computer Corporation (“
Compag”). Previous to his work at Compag, Mr. Cook wasGnéef Operating Officer of the Reseller Divisionlatelligent Electronics.

Mr. Cook also spent 12 years with IBM, most receast Director of North American Fulfillment. Mr. Gb also serves as a member of the
Board of Directors of Nike, Inc.

Anthony Fadell, Senior Vice President, iPod Division (age 37), gairihe Company in 2001. From 2004 to April 2006, Fadell was Vice
President of iPod Engineering. From 2001 to 2004,Radell was the Senior Director of the Compaiif® Engineering Team. Prior to
joining Apple, Mr. Fadell was a -founder, CTO, and director of engineering of thellille Computing Group at Philips Electronics whieee
was responsible for all aspects of business anduptalevelopment for a variety of products. Mr. &athter became VP of Business
Development for Philips U.S. Strategy & Venturesusing on building the company’s digital mediattgy and investment portfolio. Prior
to joining Philips, Mr. Fadell was a hardware anttware architect at General Magic.

Ronald B. Johnson Senior Vice President, Retail (age 48), joinedGoenpany in January 2000. Prior to joining the Comypdr. Johnson
spent 16 years with Target Stores, most recent§easor Merchandising Executive.

Peter Oppenheimer,Senior Vice President and Chief Financial Officagd 44), joined the Company in July 1996. Mr. Oygémer also
served with the Company in the position of Viceditent and Corporate Controller, and as Seniordioreof Finance for the Americas. Prior
to joining the Company, Mr. Oppenheimer was CFOrod of the four business units for Automatic DatacEssing, Inc. (ADP” ). Prior to
joining ADP, Mr. Oppenheimer spent six years in liffermation Technology Consulting Practice withdpers and Lybranc

Donald J. RosenbergSenior Vice President, General Counsel and Segrédge 55), joined the Company in December 2006r By joining
the Company Mr. Rosenberg spent 31 years with IBlgst recently as Senior Vice President and Ge@oahsel. Prior to that he held a
number of senior positions at IBM, including oventyears as Vice President and Assistant Generaigebfor litigation.

Philip W. Schiller, Senior Vice President, Worldwide Product Marketjage 46), rejoined the Company in 1997. Prior joiméng the
Company, Mr. Schiller was Vice President of Prodderketing at Macromedia, Inc. from December 199March 1997, and was Director
of Product Marketing at FirePower Systems, Inanfrtf93 to December 1995. Prior to that, Mr. Schajgent six years at the Company in
various marketing positions.

Bertrand Serlet, Ph.D.,Senior Vice President, Software Engineering (agejdthed the Company in February 1997 upon the amy’s
acquisition of NeXT. At NeXT, Dr. Serlet held seakengineering

125




and managerial positions, including Director of Weigineering. Prior to NeXT, from 1985 to 1989, Berlet worked as a research engineer
at Xerox PARC.

Sina Tamaddon,Senior Vice President, Applications (age 49), jditlke Company in September 1997. Mr. Tamaddon [sassarved with
the Company in the position of Senior Vice Presidéforidwide Service and Support, and Vice Predide General Manager, Newton
Group. Before joining the Company, Mr. Tamaddordhbe position of Vice President, Europe with Nefxdm September 1996 through
March 1997. From August 1994 to August 1996, Mmaddon held the position of Vice President, Prodesd Services with NeXT.

Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the Securities Exchange Act 04123 amended, requires the Company’s officerglardtors, and persons who own more
than ten percent of a registered class of the Cagip&quity securities, to file reports of sec@stiownership and changes in such ownership
with the Securities and Exchange CommissioBEC”). Officers, directors and greater than ten pershareholders also are required by
rules promulgated by the SEC to furnish the Compaitly copies of all Section 16(a) forms they file.

Based solely upon a review of the copies of sucmé$dfurnished to the Company or written represératthat no Forms 5 were required, the
Company believes that all Section 16(a) filing riegiments were met during fiscal year 2006, exceptife following: (i) one Form 4 was

filed for Arthur D. Levinson on August 17, 2006r&port an automatic stock option grant under then@any’s 1997 Director Stock Option
Plan made on August 14, 2006; and (ii) one Forna4 filed for Anthony Fadell on September 1, 200thwéspect to the purchase and sale
by Mr. Fadell's trust of 300 and 25 shares, respelst, of the Company’s Common Stock in June 2006 August 2006.

126




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 Officerg’

SUMMARY COMPENSATION TABLE

Long-Term
Annual Compensation Compensation
Securities
Restricted Underlying
Stock Award All Other
Fiscal Salary Bonus Options* Compensation
Name and Principal Position Year (%) ($) ($)(1) (#)
Steven P. Jobs 200€ 1 — —(2) — —
Chief Executive Office 200¢& 1 — — — —
2004 1 — — — —
Timothy D. Cook 200€ 696,88( 525,000 21,603,00(3) — 13,20((5)
Chief Operating Office 200t 602,43¢ 600,23¢ — — 12,60((5)
2004 602,63: — 7,650,00((4) — 12,58¢(5)
Peter Oppenheim 200€ 615,00¢ 450,000 14,402,00((3) — 13,20((5)
Senior Vice President ar 200t  552,18¢ 550,20z — — 21,092(5)
Chief Financial Officel 2004 450,73¢ — 6,375,00((4) — 3,80€(5)
Ronald B. Johnso 200€ 592,47¢ 450,000 14,402,00((3) — —
Senior Vice President, Reti 200t 552,79t 550,20z — — —
2004 484,83¢ 1,500,00( 6,375,00((4) — —
Philip W. Schiller 200€ 494,94 375,00C 10,801,50(3) — 5,76<(5)
Senior Vice Presiden 200t 402,24 400,23¢ — — 5,53¢(5)
Worldwide Product Marketin 2004 402,27, — 6,375,00((4) — 5,30€(5)

(1) The following table reflects the aggregated resdcstock holdings for each of the Company’s Nafeecutive Officers as of the end
of the 2006 fiscal year and the value of such iestt stock based on $76.98 per share, the clgsiog of the Company’s common stock
on the NASDAQ Global Select Market on September22®6 (the last day of trading for the 2006 fisgedr). The table has been
adjusted to reflect the Company’s two-for-one steght in February 2005.

Number of Unvested

Value of Unvestec
Restricted Shares at  Restricted Shares at
September 30, 2006  September 30, 2006

Named Executive Officer (#) (%)

Steven P. Jobs 0 0
Timothy D. Cook (a 600,00( 46,188,001
Peter Oppenheimer ( 450,00( 34,641,001
Ronald B. Johnson (1 450,00( 34,641,001
Philip W. Schiller (c) 400,00( 30,792,001

(&) Includes 300,000 unvested restricted stock unésadhe part of a grant of 600,000 restricted stotks (split-adjusted) made on
March 24, 2004. Fifty percent (50%) of such unisted in March 2006, and the remainder is schedaledst in March 2008. Also
includes 300,000 unvested restricted stock unéswlere granted on December 14, 2005, and are sleltkth
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vest in their entirety in March 2010. The restritgtock units do not include the right to receiigdinds prior to vesting.

(b) Includes 250,000 unvested restricted stock und@sare part of a grant of 500,000 restricted statks (split-adjusted) made on
March 24, 2004. Fifty percent (50%) of such unisted in March 2006, and the remainder is schedaledst in March 2008. Also
includes 200,000 unvested restricted stock unéswlere granted on December 14, 2005, and are sielteth vest in their entirety
in March 2010. The restricted stock units do notuide the right to receive dividends prior to vegti

(c) Includes 250,000 unvested restricted stock unésadhe part of a grant of 500,000 restricted stotks (split-adjusted) made on
March 24, 2004. Fifty percent (50%) of such unisted in March 2006, and the remainder is schedaledst in March 2008. Also
includes 150,000 unvested restricted stock unéswtere granted on December 14, 2005, and are glelteth vest in their entirety
in March 2010. The restricted stock units do notude the right to receive dividends prior to vegti

(2) In March 2003, Mr. Jobs voluntarily cancelled dlh@s outstanding options, excluding those gramtekim in his capacity as a Director.
In March 2003, the Board awarded Mr. Jobs 10 nml(isplit-adjusted) restricted shares of the Comfga@pmmon Stock, which vested
in full in March 2006.

(3) Market value of restricted stock units granted @t@&nber 14, 2005 (based on $72.01 per share,abi@glprice of the Company’s
common stock on the NASDAQ Global Select Marketl@nday of grant). The restricted stock units wesflarch 2010.

(4) Market value of restricted stock units granted cardh 24, 2004 (based on $12.75 per share, theasfjlisted closing price of the
Company’s common stock on the NASDAQ Global Selldatket on the day of grant). The restricted stogitsugranted on this date

generally vest over four years with 50% of theltatanber of shares vesting on each of the secoddaamth anniversaries of the grant
date.

(5) Consists of matching contributions made by the Camgpn accordance with the terms of the 401(k) plan

Option Grants in Last Fiscal Year

There were no options granted to the Named Exez@iticers during fiscal year 2006. Grants of liegtd stock units to the Named
Executive Officers are disclosed above in the Sugr@@ampensation Table.

Options Exercised and Year-End Option Holdings

The following table provides information about $taption exercises by the Named Executive Officknsng fiscal year 2006 and stock
options held by each of them at fiscal year-enat tHible has been adjusted to reflect the Compawgsor-one stock split in February 2005.
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AGGREGATED OPTION EXERCISES IN THE LAST FISCAL YEAR
AND FISCAL YEAR-END OPTION VALUES

Number of Securities

Underlying Value of Unexercisec
Shares Unexercised In-the-Money Options
Acquired on Value Options at Fiscal at Fiscal

Exercise Realized Year-End (#) Year-End ($)(1)
Name (#) ($) Exercisable Unexercisable Exercisable Unexercisable
Steven P. Jobs — — 120,00((2) — $ 8,547,60(2) —
Timothy D. Cook — — — —(3) — —
Peter Oppenheim¢ 1,145,000 $55,851,61. — —(3) — —
Ronald B. Johnso 350,00C $15,653,211 1,900,00( —(3) $ 102,994,68 —
Philip W. Schiller 162,50 $ 9,454,72¢ — —@) — —

(1) Market value of securities underlying in-the-momgyions at the end of fiscal year 2006 (based &hdB7per share, the closing price of
Common Stock on the NASDAQ Global Select MarkeBaeptember 29, 2006), minus the exercise price.

(2) Consists of 120,000 options granted to Mr. Jolssrcapacity as a director pursuant to the 199@ddar Stock Option Plan. Since
accepting the position of CEO, Mr. Jobs is no larajigible to receive option grants under the Dioedlan. In March 2003, Mr. Jobs
voluntarily cancelled all of his outstanding opsoexcluding those granted to him in his capactg director.

(3) Excludes 600,000 restricted stock units grantddrtoCook that are currently unvested, 450,000 ietsil stock units granted to each of
Messrs. Oppenheimer and Johnson that are curnemilysted, and 400,000 restricted stock units gdaiotdr. Schiller that are currently
unvested.

Director Compensation

The form and amount of director compensation aterdéned by the Board after a review of recommeondatmade by the Nominating
Committee. The current practice of the Board ibdee a substantial portion of a director’s annei@iner on equity. In 1998, shareholders
approved the 1997 Director Stock Option Plan (tReréctor Plan” ) and 1,600,000 shares were reserved for issuarceunder. Pursuant to
the Director Plan, the Company’s non-employee tiimscare granted an option to acquire 30,000 steir€®@mmon Stock upon their initial
election to the Board (hitial Options” ). The Initial Options vest and become exercisabtbree equal annual installments on each of the
first through third anniversaries of the grant d&a the fourth anniversary of a non-employee dinég initial election to the Board and on
each subsequent anniversary thereafter, the diredtde entitled to receive an option to acquix&000 shares of Common StockAfinual
Options”). Annual Options are fully vested and immediaetgrcisable on their date of grant. As of the efnthe fiscal year, there were
options for 760,000 shares outstanding under thecir Plan. Since accepting the position of CE®@, Mbs is no longer eligible for grants
under the Director Plan. Non-employee directors aseive a $50,000 annual retainer paid in gqugriecrements. In addition, directors
receive up to two free computer systems per yedaam eligible to purchase additional equipmerat @iscount. Directors do not receive any
additional consideration for serving on committeeas committee chairperson.

Compensation Committee Interlocks and Insider Parttipation

The current members of the Compensation Commiteedassrs. Campbell, Drexler and Gore, none of whceremployees of the Company
and all of whom are considered “independent” doectinder the applicable NASDAQ rules. There werénterlocks or insider participation
between any member of the Board or Compensationn@tte® and any member of the board of directorsoonpensation committee of
another company.
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Arrangements with Named Executive Officers

Change In Control Arrangements—Stock Options aredriReed Stock Units

In the event of a “change in control” of the Compaaill outstanding options under the Company’sisttion plans, except the Director
Plan, and all restricted stock units granted oaftar January 1, 2005, will, unless otherwise daeteed by the plan administrator, become
fully exercisable, and will be cashed out at an am@qual to the difference between the applic&iiange in control price” and the exercise
price. The Director Plan provides that upon a “gfeim control” of the Company, all outstanding ops held by non-employee directors will
automatically become fully exercisable and willdashed out at an amount equal to the differencedset the applicable “change in control
price” and the exercise price of the options. Adiahe in control” under these plans is generallyneefas (i) the acquisition by any person of
50% or more of the combined voting power of the @any’s outstanding securities, or (ii) the occuceenf a transaction requiring
shareholder approval and involving the sale obaBubstantially all of the assets of the Companyhe merger of the Company with or into
another corporation.

Agreements governing certain restricted stock ugigsited to the Named Executive Officers and otiffizers prior to January 1, 2005
generally provide that in the event there is a hgjein control,” as defined in the Company’s stopkion plans, and if in connection with or
following such “change in control,” their employmes terminated without “Cause” or if they shoussign for “Good Reasonthose option:
restricted stock, and restricted stock units ontlitay that are not yet vested as of the date df stltange in control” shall become fully
vested. Further, these restricted stock unit agee¢sralso provide that, in the event the Compamyitetes the Officer without cause at any
time, the restricted stock and restricted stocksumill vest in full. Generally, “Cause” is definéd include a felony conviction, willful
disclosure of confidential information, or willfahd continued failure to perform his or her empleptduties. “Good Reason” includes
resignation of employment as a result of a subistiagitminution in position or duties, or an adveckange in title or reduction in annual base
salary.

Item 12. Security Ownership of Certain Beneficial @vners and Management

The following table sets forth certain informatias of November 30, 2006 (th'able Date’) with respect to the beneficial ownership of the
Company’s Common Stock by (i) each person the Compalieves beneficially holds more than 5% ofahéstanding shares of Common
Stock; (ii) each director; (iii) each Named ExegatDfficer listed in the Summary Compensation Talvider the headingExecutive
Compensation;” and (iv) all directors and executive officersaagroup. On the Table Date, 859,202,448 share®oin@n Stock were
issued and outstanding. Unless otherwise indicallédersons named as beneficial owners of Comntock$have sole voting power and sole
investment power with respect to the shares inditas beneficially owned. In addition, unless otz indicated, all persons named below
can be reached at Apple Computer, Inc., 1 Infibdep, Cupertino, CA 95014.
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Security Ownership of 5% Holders, Directors, Nomines and Executive Officers

Percent of Common Stock
Shares of Common Stocl

Name of Beneficial Owner Beneficially Owned(1) Qutstanding
Fidelity Investments 57,162,31/(2) 6.65%
AllianceBernstein LF 48,637,73,3) 5.6€%
Steven P. Jok 5,546,45.(4) *
William V. Campbell 221,0045) *
Timothy D. Cook 12,597(6) *
Millard S. Drexler 220,00((7) *
Albert A. Gore, Jr 60,00((8) *
Ronald B. Johnso 2,049,89((9) *
Arthur D. Levinsor 362,40((10) *
Peter Oppenheim 149,76¢11) *
Philip W. Schiller 256(12) *
Eric E. Schmid 12,28413) *
Jerome B. Yorl 80,00((14) *
All current executive officers and directors asaup

(15 persons 9,378,42{(15) 1.0%%

(1) Represents shares of Common Stock held and/omgptield by such individuals that were exercisabte@Table Date or within
60 days thereafter. This does not include optionestricted stock units that vest after 60 days $hare numbers have been adjusted to
reflect the Company’s two-for-one stock split irbRgary 2005.

(2) Based on a Form 13G/A filed February 14, 2005 byrRF®brp. FMR Corp. lists its address as 82 Devorshireet, Boston, MA 02109,
in such filing.

(3) Based on a Form 13F filed January 25, 2006, byIBgsdGlobal Investors. Barclays Global Investossslits address as 45 Fremont
Street, San Francisco, CA 94105.

(4) Includes 120,000 shares of Common Stock that Mis bas the right to acquire by exercise of stotlonp.
(5) Includes 220,000 shares of Common Stock that Mmizell has the right to acquire by exercise oflstations.
(6) Excludes 600,000 unvested restricted stock units.

(7) Includes 40,000 shares of Common Stock that MrxBréholds indirectly and 180,000 shares of Comr8totk that Mr. Drexler has t
right to acquire by exercise of stock options.

(8) Consists of 60,000 shares of Common Stock that3dre has the right to acquire by exercise of stjtions.

(9) Includes 1,900,000 shares of Common Stock thatiblinson has the right to acquire by exercise cksptions and excludes 450,000
unvested restricted stock units.

(10) Includes 2,000 shares of Common Stock that Dr.s®n holds indirectly and 100,000 shares of Com8Btork that Dr. Levinson has
the right to acquire by exercise of stock options.

(11) Excludes 450,000 unvested restricted stock units.
(12) Excludes 400,000 unvested restricted stock units.
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(13) Consists of 12,284 shares of Common Stock thaSBmmidt holds indirectly. Dr. Schmidt has declitegbarticipate in the 1997
Director Stock Option Plan.

(14) Includes 40,000 shares of Common Stock that MrkYwas the right to acquire by exercise of stockomst

(15) Includes 3,063,371 shares of Common Stock thatutixecofficers or directors have the right to acquy exercise of stock options.
Does not include 2.7 million unvested restricteztktunits.

* Represents less than 1% of the issued and outstasbares of Common Stock on the Table Date.

Equity Compensation Plan Information

The following table sets forth certain informati@s, of September 30, 2006, concerning shares ofmoonstock authorized for issuance ur
all of the Company’s equity compensation plans. fHide has been adjusted to reflect the Compamgsfor-one stock split in

February 2005.

Number of Securities
Number of Securities Remaining Available for

to be Issued Upon Weighted Average Future Issuance Under
Exercise of Exercise Price of Equity Compensation Plans
Outstanding Options, Outstanding Options, (Excluding Securities
Warrants and Rights Warrants and Rights Reflected in Column (a))
: : (@) (b) ©)
Equity compensation plans approved
shareholder 34,827,18: $30.0¢ 57,290,69(1)
Equity compensation plans not appro
by shareholder 18,137,04! $10.1¢ —
Total equity compensation plans (2) 52,964,283 $23.24 57,290,69:

(1) This number includes 2,297,225 shares of commark seserved for issuance under the Employee Staosh@se Plan, 400,000 shares
available for issuance under the 1997 Director IS@pgtion Plan, and 54,593,466 shares availablesfuance under the 2003 Employee
Stock Plan. The grant of 3,410,000 restricted stotts has been deducted from the number of slaaa@kable for future issuance.
Shares of restricted stock and restricted stocts ymanted after April 2005 count against the shaxailable for grant as two shares for
every share granted. This amount does not inclbhdees under the 1990 Stock Option Plan that wasitated in 1997. No new options
can be granted under the 1990 Stock Option Plan.

(2) This table does not include 17,266 shares of Com&took underlying options assumed in connectioh wiprior acquisition of a
company that originally granted those options. Ereesssumed options have a weighted average exgraiseof $4.30 per share. No
additional options may be granted under the ass\pized

Item 13. Certain Relationships and Related Transa&ns

In March 2002, the Company entered into a Reimlmiess Agreement with its CEO, Steve Jobs, for tiralsarsement of expenses incurred
by Mr. Jobs in the operation of his private plarfteew used for Company business. The ReimbursemeseAmgnt became effective for
expenses incurred by Mr. Jobs for Company busipegsoses since he took delivery of the plane in [2@§1. The Company recognized a
total of $202,000 in expenses pursuant to the Reisgment Agreement during 2006.

In 2006, the Company entered into an agreementRiithr to sell certain of Pixar’s short films oretiTunes Store. Mr. Jobs was the CEO,
Chairman, and a large shareholder of Pixar. On M&006, The Walt Disney Company (“Disney”) acqdif&xar, which resulted in Pixar
becoming a wholly-owned subsidiary of Disney. Uianey’s acquisition of Pixar, Mr. Jobs’ sharePofar common stock were
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exchanged for Disney’s common stock and he wasegldo the Disney Board of Directors. Royalty exgeerecognized by the Company
under the arrangement with Pixar from Septembe@85 through May 5, 2006 was less than $1 million.

Item 14. Principal Accountant Fees and Services

The following table sets forth the fees accruegaid to the Company’s independent registered palgloounting firm, KPMG LLP, during
fiscal years 2006 and 2005.

Audit and Non-Audit Fees

2006 2005
Audit Fees $7,912,70((1) $6,948,80(
Audit-Related Fee 28,00((2) 46,70(
Tax Fees 820,50((3)  923,00(
All Other Fees — —
Total $8,761,20( $7,918,50(

(1) Audit fees relate to professional services rend@rednnection with the audit of the Company’s arfinancial statements and internal
control over financial reporting, quarterly revieffinancial statements included in the Companygsis 10-Q, and audit services
provided in connection with other statutory andulatpry filings. Fiscal year 2006 also includessf@gcurred in connection with the
Special Committee of the Company’s Board of Diregtmvestigation into stock option practices, nels fees were incurred during
2005.

(2) Audit-related fees primarily relate to professiosaivices for the audits of employee benefit plans.

(3) 2006 tax fees include $728,600 for professionalises rendered in connection with tax compliance greparation relating to the
Company’s expatriate program, tax audits and ittsonal tax compliance; and $91,900 for internatldax consulting and planning
services. The Company does not engage KPMG tonperfersonal 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 AQOOR (the “Act”), the Company adopted an auditor independendeypthiat banned its
auditors from performing non-financial consultirengces, such as information technology consuléing internal audit services. This auditor
independence policy also mandates that the audibhan-audit services and related budget be approydde Audit Committee in advance,
and that the Audit Committee be provided with gedytreporting on actual spending. In accordanda thiis policy, all services to be
performed by KPMG were pre-approved by the AuditBattee.

Subsequent to the enactment of the Act, the Audih@ittee met with KPMG to further understand thevigions of that Act as it relates to
auditor independence. KPMG previously rotated ¢éaellaudit partner in fiscal year 2005, rotated oplagtners in 2006, and will rotate
additional partners as appropriate in compliandé thie Act. The Audit Committee will continue to nitor the activities undertaken by
KPMG to comply with the Act.
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PART IV
Item 15. Exhibits and Financial Statement Schedules
(&) Documents filed as part of this report

(1) Allfinancial statements

Index to Consolidated Financial Statement: Page
Consolidated Balance Sheets as of September 36,&tDSeptember 24, 2005 73
Consolidated Statements of Operations for the tfiseal years ended September 30, 2 74
Consolidated Statements of Sharehol' Equity for the three fiscal years ended SeptembePG06 75
Consolidated Statements of Cash Flows for the tfiseal years ended September 30, 2 76
Notes to Consolidated Financial Stateme 77
Selected Quarterly Financial Information (Unaudit 114
Reports of Independent Registered Public Accourfiing, KPMG LLP 118

All financial statement schedules have been omittette the required information is not applicainés not present in amounts sufficient to
require submission of the schedule, or becausmtbemation required is included in the ConsolidhEnancial Statements and Notes thel

(2) Index to Exhibits

Incorporated by

Reference
Filed/
Furnished
Exhibit Filing Date/
Number Exhibit Description Form Period End Date Herewith
3.1 Restated Articles of Incorporation, filed with the S-3 7127/8¢
Secretary of State of the State of California on
January 27, 198t
3.2 Amendment to Restated Articles of Incorporatioledi 10Q 5/11/0C
with the Secretary of State of the State of Catifaion
May 4, 2000
3.3 By-Laws of the Company, as amended through June 7, 10-Q 6/26/04
2004.
3.4 Certificate of Amendment to Restated Articles of 10Q 3/26/0k

Incorporation, as amended, filed with the Secretdry
State of the State of California on February 2893

4.8 Registration Rights Agreement, dated June 7, 1996 S-3 8/28/9¢
among the Company and Goldman, Sachs & Co. and
Morgan Stanley & Co. Incorporate

4.9 Certificate of Determination of Preferences of g 10K 9/26/91
Non-Voting Convertible Preferred Stock of Apple
Computer, Inc

10.A.3** Apple Computer, Inc. Savings and Investment Plan, a 10K 9/27/91
amended and restated effective as of October 1.:

10.A.3-1**  Amendment of Apple Computer, Inc. Savings and 10K 9/25/9z
Investment Plan dated March 1, 19

10.A.3-2**  Amendment No. 2 to the Apple Computer, Inc. Savings 10-Q 3/28/97

and Investment Plal
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10.A.5**

10.A.6**

10.A.8**

10.A.43**

10.A.49**

10.A.50**
10.A.51**

10.A.52**

10.A.53**

10.A.54**

10.A.54-1**

10.A.55**

10.A.56**
10.A.57**
10.B.18*

10.B.19*

10.B.20

14.1
21***
23.1x**

1990 Stock Option Plan, as amended through 10Q
November 5, 1997

Apple Computer, Inc. Employee Stock Purchase Rian, 10-Q
amended through April 21, 20C

Form of Indemnification Agreement between the 10K
Registrant and each officer of the Registr

NeXT Computer, Inc. 1990 Stock Option Plan S8
amended

1997 Employee Stock Option Plan, as amended throughl0K
October 19, 2001

1997 Director Stock Option Pla 10-Q

2003 Employee Stock Plan, as amended through 10K
November 9, 200t

Reimbursement Agreement dated as of May 25, 2001 by10-Q
and between the Registrant and Steven P. .

Option Cancellation and Restricted Stock Award 10Q
Agreement dated as of March 19, 2003 by and between

the Registrant and Steven P. Jc

Form of Restricted Stock Unit Award Agreeme 10-Q
Alternative Form of Restricted Stock Unit Award 10K
Agreement

Apple Computer, Inc. Performance Bonus Plan dated 10-Q
April 21, 2005.

Form of Election to Satisfy Tax Withholding withdgk. 8-K
Form of Option Agreement 10-K

Custom Sales Agreement effective October 21, 2002 10K
between the Registrant and International Business
Machines Corporatior

Purchase Agreement effective August 10, 2005 batwee 10K
the Registrant and Freescale Semiconductor,

Consulting Agreement dated as of April 17, 2006hyg 10Q
between the Registrant and J.R. Ruby Consulting(

Code of Ethics of the Compar 10-K
Subsidiaries of Apple Computer, Ir

Consent of Independent Registered Public Accounting
Firm.
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3/26/0%

9/26/91

3/21/91

9/28/02

3/27/9¢
9/24/0¢

6/29/0z

6/28/0%

3/27/04

9/24/0%

3/26/0%

8/15/0%

9/24/0¢

9/27/0¢

9/24/0¢t

7/1/0¢€

9/27/0%




24 1x** Power of Attorney (included on page 137 of this Aain
Report on Form 1-K).

31. 1% Rulel3a-14(a) / 15d-14(a) Certification of Chief
Executive Officer

31.2%** Rulel3a-14(a) / 15d-14(a) Certification of Chief
Financial Officer.

32. 1% Section 1350 Certifications of Chief Executive O

and Chief Financial Office

* Confidential Treatment requested as to certainigustof this exhibit.
**  |ndicates management contract or compensatoryqgslamrangement.
***  Filed herewith.

**** Eurnished herewith.
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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, theredalp authorized, this 28  day of December 2006.

APPLE COMPUTER, INC
By: /s/ PETER OPPENHEIMEI
Peter Oppenheimer
Senior Vice President and
Chief Financial Officel

Power of Attorney
KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signature appears below constitutes anuirgtpisteven P. Jobs a
Peter Oppenheimer, jointly and severally, his attgs-in-fact, each with the power of substitutifm,him in any and all capacities, to sign
any amendments to this Annual Report on Form 18+, to file the same, with exhibits thereto andeottocuments in connection therewith,
with the Securities and Exchange Commission, heratifying and confirming all that each of saidoatteys-in-fact, or his substitute or
substitutes, may do or cause to be done by virtuedi.

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

Name Title Date
/s STEVEN P. JOB! Chief Executive Officer and Director December 29. 2006
STEVEN P. JOBS (Principal Executive Officer) k
Senior Vice President and Chief Financial
/sl PETER OPPENHEIMEI Officer (Principal Financial an December 29, 2006
PETER OPPENHEIMEF Principal Accounting Officer)
/s/ WILLIAM V. CAMPBELL .
WILLIAM V. CAMPBELL Director December 29, 2006
/s MILLARD S. DREXLER .
MILLARD S. DREXLER Director December 29, 2006
/s/ ALBERT GORE, JR .
ALBERT GORE, JR Director December 29, 2006
/s/ ARTHUR D. LEVINSON .
ARTHUR D LEVINSON Director December 29, 2006
/s/ ERIC E. SCHMIDT .
ERIC E SCHMIDT Director December 29, 2006
fs/ JEROME B. YORK Director December 29, 2006

JEROME B. YORK

137




Exhibit 21

SUBSIDIARIES OF
APPLE COMPUTER, INC.*

Jurisdiction

Name of Incorporation
Apple Operations International (formerly Apple Cautgr Inc. Limited) Ireland
Apple Operations Europe (formerly Apple Computenited) Ireland
Ireland

Apple Computer Internation

Braeburn Capital, Inc United State:

* Pursuant to Item 601(b)(21)(ii) of Regulation Sthe names of other subsidiaries of Apple Compurer,are omitted because,
considered in the aggregate, they would not carstd significant subsidiary as of the end of tearycovered by this report.




Exhibit 23.1
Consent of Independent Registered Public Accountingirm

The Board of Directors
Apple Computer, Inc.:

We consent to the incorporation by reference irrdlggstration statements on Forms S-8 (Nos. 2-70249563, 2-85095, 33-00866, 33-
23650, 33-31075, 33-40877, 33-47596, 33-57092,3m6, 33-53873, 33-53879, 33-53895, 33-60279, IBH0333-07437, 333-23719,
333-23725, 333-60455, 333-82603, 333-93471, 333-37833-52116, 333-61276, 333-70506, 333-75930;1823 84, 333-106421, and
333-125148) and the registration statements on £&+8 (Nos. 33-23317, 33-29578, and 33-62310) gié&gomputer, Inc. of our reports
dated December 29, 2006 with respect to the catedelil balance sheets of Apple Computer, Inc. absidiaries as of September 30, 2006
and September 24, 2005, and the related consdlidtdéements of operations, shareholdegsiity, and cash flows for each of the years ir
three-year period ended September 30, 2006, andgearent’s assessment of the effectiveness of alteomtrol over financial reporting as
of September 30, 2006 and the effectiveness ofateontrol over financial reporting as of Septem®0, 2006, which reports appear in the
September 30, 2006 annual report on Form 10-K gfiéd@omputer, Inc.

As discussed in Note 2 to the Consolidated FindiStetements, the consolidated financial statementsf September 24, 2005 and for each
of the years in the two-year period ended Septer2he?005 have been restated.

As discussed in Note 1 to the Consolidated Findistatements, the Company adopted the provisiostaiEment of Financial Accounting
Standards No. 123 (revised 2008hare-Based Paymenon September 25, 2005.
/sl KPMG LLP

Mountain View, Californie
December 29, 200




Exhibit 31.1
CERTIFICATIONS

I, Steven P. Jobs, certify that:

1.
2.

| have reviewed this annual report on Form 10-K\pple Computer, Inc.;

Based on my knowledge, this report does not cortajnuntrue statement of a material fact or omsgitéde a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtadisg with respect to the per

covered by this report;

Based on my knowledge, the financial statementofimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtfe periods presented in this report;

The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f) for the registrard have:

(&) Designed such disclosure controls and proceduragused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to us
by others within those entities, particularly dgrithe period in which this report is being prepared

(b) Designed such internal control over financial réipgr, or caused such internal control over finaheporting to be designed under
our supervision, to provide reasonable assuramga@ding the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimeort our conclusions about
the effectiveness of the disclosure controls andgutures, as of the end of the period coveredibyé¢port based on such
evaluation; and

(d) Disclosed in this report any change in the regmtsanternal control over financial reporting thatcurred during the registrant’s

most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) itas materially affected, or is
reasonably likely to materially affect, the regastt’s internal control over financial reporting;dan

The registrant’s other certifying officer(s) antddve disclosed, based on our most recent evaluatioriernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the equivalent
functions):

(&) All significant deficiencies and material weaknessethe design or operation of internal contraérofinancial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize, and refieancial 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.

Date: December 29, 2006

By: /s STEVEN P. JOB!
Steven P. Jok
Chief Executive Office




Exhibit 31.2
CERTIFICATIONS

I, Peter Oppenheimer, certify that:

1.
2.

| have reviewed this annual report on Form 10-K\pple Computer, Inc.;

Based on my knowledge, this report does not cortajnuntrue statement of a material fact or omsgitéde a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtadisg with respect to the per

covered by this report;

Based on my knowledge, the financial statementofimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtfe periods presented in this report;

The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f) for the registrard have:

(&) Designed such disclosure controls and proceduragused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to us
by others within those entities, particularly dgrithe period in which this report is being prepared

(b) Designed such internal control over financial réipgr, or caused such internal control over finaheporting to be designed under
our supervision, to provide reasonable assuramga@ding the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimeort our conclusions about
the effectiveness of the disclosure controls andgutures, as of the end of the period coveredibyé¢port based on such
evaluation; and

(d) Disclosed in this report any change in the regmtsanternal control over financial reporting thatcurred during the registrant’s

most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) itas materially affected, or is
reasonably likely to materially affect, the regastt’s internal control over financial reporting;dan

The registrant’s other certifying officer(s) antddve disclosed, based on our most recent evaluatioriernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors parsons performing the equivalent
functions):

(&) All significant deficiencies and material weaknessethe design or operation of internal contraérofinancial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize, and refieancial 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.

Date: December 29, 20(

By: /s/ PETER OPPENHEIMEI
Peter Oppenheim
Senior Vice President ar
Chief Financial Officel




Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Steven P. Jobs, certify, pursuant to 18 U.S&€tiSn 1350, as adopted pursuant to Section 9@tecbarbanes-Oxley Act of 2002, that the
Annual Report of Apple Computer, Inc. on Form 1@eKthe fiscal year ended September 30, 2006 frdiyiplies with 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 ofragens of Apple Computer, Inc.

December 29, 2006
By: /s/ STEVEN P. JOB:

Steven P. Jok
Chief Executive Office

I, Peter Oppenheimer, certify, pursuant to 18 U.S€xtion 1350, as adopted pursuant to SectioroBe Sarbanes-Oxley Act of 2002, that
the Annual Report of Apple Computer, Inc. on Foi@aKLfor the fiscal year ended September 30, 2008 éomplies with the requirements
of Section 13(a) or 15(d) of the Securities ExcleaAgt of 1934 and that information contained infskorm 10-K fairly presents in all
material respects the financial condition and itssofl operations of Apple Computer, Inc.

December 29, 2006
By: /s/ PETER OPPENHEIMEI

Peter Oppenheim¢
Senior Vice President and Chief Financial Offi

A signed original of this written statement reqdit®y Section 906 has been provided to Apple Complrte. and will be retained by Apple
Computer, Inc. and furnished to the SecuritiesExchange Commission or its staff upon request.




