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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549
FORM 10-K

(MARK ONE)

IXI ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES
EXCHANGE ACT OF 1934

FOR THE FISCAL YEAR ENDED SEPTEMBER 25, 1998
OR

/1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15{D) OF THE
SECURITIES EXCHANGE ACT OF 1934

FOR THE TRANSITION PERIOD FROM TO

COMMISS ON FILE NUMBER 0-10030

APPLE COMPUTER, INC.

(Exact name of Registrant as specified in its @nart

CALIFORNIA 942404110
(State or other jurisdiction (1 .R.S. Employer Identification No.)
of incorporation or organization)
1 INFINITE LOOP 95014
CUPERTINO, CALIFORNIA (Zip Code)

(Address of principal executive offices)

Registrant's telephone number, including area c@s8) 996-1010
Securities registered pursuant to Section 12(b) dfie Act: None

Securities registered pursuant to Section 12(g) tfie Act:
Common Stock, no par value
Common Share Purchase Rights

(Titles of classes)

Indicate by check mark whether the Registrant ék)filed all reports required to be filed by Secti® or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (ordiech shorter period that the Registrant was redudadile such reports), and (2) has been
subject to such filing requirements for the past@gs. Yes /X/ No //

Indicate by check mark if disclosure of delinquiélers pursuant to Item 405 of Regulation S-K is aontained herein, and will not be

contained, to the best of the Registrant's knovdedydefinitive proxy or information statementsanporated by reference to Part Ill of this
Form 10-K or any amendment to this Form 10-K. /X/

The aggregate market value of voting stock helddmaffiliates of the Registrant was approximately0$3,770,634 as of December 11,
1998, based upon the closing price on the Nasd#iqridd Market reported for such date. Shares of @om Stock held by each executive
officer and director and by each person who beiadifffoowns more than 5% of the outstanding CommtotiShave been excluded in that
such persons may under certain circumstances lmeatk® be affiliates. This determination of exeeertbfficer or affiliate status is not
necessarily a conclusive determination for otheppses.

135,319,779 shares of Common Stock Issued anddddist as of December 11, 1¢



PART |

THE BUSINESS SECTION AND OTHER PARTS OF THIS FORBFK CONTAIN FORWARD-LOOKING STATEMENTS THAT
INVOLVE RISKS AND UNCERTAINTIES. THE COMPANY'S ACTBL RESULTS MAY DIFFER SIGNIFICANTLY FROM THE
RESULTS DISCUSSED IN THE FORWARD-LOOKING STATEMENTBACTORS THAT MIGHT CAUSE SUCH DIFFERENCES
INCLUDE, BUT ARE NOT LIMITED TO, THOSE DISCUSSED INHE SUBSECTION ENTITLED "FACTORS THAT MAY AFFECT
OPERATING RESULTS AND FINANCIAL CONDITION" UNDER PRT II, ITEM 7 OF THIS ANNUAL REPORT ON FORM 10-K.

ITEM 1. BUSINESS
GENERAL

Apple Computer, Inc. ("Apple" or the "Company") wiasorporated under the laws of the State of Califoon January 3, 1977. The
Company's principal executive offices are locatedl imfinite Loop, Cupertino, California, 95014 aitsltelephone number is (408) 996-1010.

The Company designs, manufactures and markets pnamessor-based personal computers and relatesnaéomputing and
communicating solutions for sale primarily to ediima, creative, consumer, business and governmestbmers. Substantially all of the
Company's net sales to date have been derivedtfrersale of personal computers from its Apple Miash-Registered Trademark- line of
computers and related software and peripheralsChimepany operates in one principal industry segraeruss geographically diverse
marketplaces.

During 1998, the Company continued and essentialtypleted a restructuring plan commenced in 198@diat reducing its cost structure,
improving its competitiveness, and restoring sustalie profitability. The Company's restructuringi@es included the termination of
employees, closure of facilities, and cancellabboontracts. Further information regarding thesstructuring actions may be found in Par
Item 7 of this Annual Report on Form 10-K (the "fot0-K") under the heading "Factors That May AffEature Results and Financial
Condition," and in Part Il, Item 8 on this Form KQat Note 4 to the Notes to Consolidated Finanstatements, which information is hereby
incorporated by reference.

PRINCIPAL HARDWARE PRODUCTS

Apple Macintosh personal computers were first idtreed in 1984, and are characterized by theirtimtuease of use, innovative industrial
designs and applications base, and built-in netingrigraphics and multimedia capabilities. The Camypoffers a wide range of personal
computing products, including personal computeriated peripherals, software, and networking amheotivity products. All of the
Company's Macintosh products employ PowerPC RIS&&danicroprocessors.

POWER MACINTOSH

The Power Macintosh G3 line of high-performancespeal computers is targeted at business and profiessisers and is designed to meet
the speed, expansion and networking needs of tis¢ slemnanding Macintosh user. With the addition ppke networking software, Power
Macintosh G3 systems can be used as workgrouprserve

IMAC

Introduced in August 1998, iMac is targeted atetacation and consumer markets. With an innovétidestrial design, easy internet access
and a powerful PowerPC G3 microprocessor, iMagiisBle for a wide range of education and consuapetications.
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POWERBOOK G3

The PowerBook G3 family of portable computer prddiis specifically designed for mobile computingds. All PowerBook personal
computers include software designed to enhancelencbimputing. The Company currently plans to intreela portable Macintosh produc
1999 aimed at the education and consumer market.

PERIPHERAL PRODUCTS

The Company sells certain associated computerhedgs including LaserWriter-Registered Trademarkaters and a range of high quality,
precision color monitors. During fiscal 1998, then@pany significantly reduced the number of its imggand display products. The
Company also discontinued its MessagePad and giadieict lines. The discontinuance of these pergdh@oducts and portable computing
products was part of the overall effort by the Campto simplify and focus its efforts on those proid perceived as critical to the Compa
future success.

PRINCIPAL SOFTWARE PRODUCTS
OPERATING SYSTEM SOFTWARE AND APPLICATION SOFTWARE

The Company's operating system software, Mac Q#vjges Macintosh computers with an easy, consisteatt interface. The latest version,
Mac OS 8.5, began shipping in October 1998 andelaiSherlock, Apple's new search feature; fastorit copy performance; and PowerPC
native AppleScript for greater speed and systeroraation. The Company plans to continue to introduegor upgrades to the current Mac
OS and later to introduce a new operating systeat ®IS X, which is expected to offer advanced fumetiity based on software technolog

of Apple and certain technologies of NeXT Softwane, ("NeXT") which the Company acquired in 1997.

The Company also develops and distributes extessmthe Macintosh system software, such as asliianguages and developer tools. The
Company continues to develop QuickTime, its mal&atling cross platform digital media technologytiithe launch of QuickTime 3 in
1998, the Company received revenues for QuickTionéhfe first time. WebObijects, a leading softwaradpict in the emerging application
server market, is also part of Apple's softwardfpbo. Targeted at Windows NT and UNIX platfornisture versions will also run on Apple
hardware. FileMaker Corporation (formerly Clarisr@aration), a wholly-owned subsidiary of the Comypadatevelops, publishes, and
distributes database management application sadtfeaMac OS and Windows-based systems. FurtheiCtrmpany has developed and
currently markets Appleworks 5, formerly Clariswsykan integrated suite of software applications ¢benbines word processing, database,
spreadsheet, drawing and communications capabilitia single software package for both Mac OSWimttows.

INTERNET INTEGRATION

Apple's Internet strategy is focused on delivesegmless integration with and access to the Inté@mn@ughout the Company's product lines.
An easy Internet Setup Assistant is an integral gfavac OS 8.5, the latest version of the Macihtoperating system.

THIRD PARTY SOFTWARE DEVELOPERS

Over the past year, particularly since the annoonere of iMac, software developers have demonstnaeewed interest in the Macintosh
platform. Microsoft delivered a new version of theioductivity software--Office 98:

Macintosh Edition--in early 1998, and since iMacsveamnounced in May 1998 over 1,000 new or revisétvare titles have been announced
for the Macintosh platform.

The Company previously entered into agreementseade its Mac OS to other personal computer ven(be "Clone Vendors") as part of
effort to increase the installed base for the Miash



platform. In fiscal 1997, the Company determineat the benefits of licensing the Mac OS to the €lviendors under these agreements were
more than offset by the impact and costs of trenking program. As a result, the Company acquieg@io assets, including the license to
distribute the Mac OS, of Power Computing Corpora{i'PCC"), a Clone Vendor, and does not plan terekor reinstate its other Mac OS
licensing agreements.

Further information regarding the Company's proslmeay be found in Part II, Item 7 of this Form 1Q#kder the subheading "Competition”
included under the heading "Factors That May Affadiure Results and Financial Condition," whiclomnfiation is hereby incorporated by
reference.

MARKETS AND DISTRIBUTION

The Company's customers are primarily in the edlucatreative, consumer, business and governmerkatsa Certain customers are
attracted to Macintosh computers for a varietyeafsons, including the reduced amount of trainisgltimg from the Macintosh computer's
intuitive ease of use, industrial design featufehe® Company's hardware products, the ability @aicMtosh computers to network and
communicate with other computer systems and enwiets, and the availability of a wide variety oftag user-friendly application
software.

Apple personal computers were first introduceddocation customers in the late 1970s. In the Wh®.Company is one of the major
suppliers of personal computers for both elemerdagy/secondary school customers, as well as feegehlnd university customers. The
Company is also a supplier to institutions of higbéucation outside of the U.S.

The U.S. represents the Company's largest geograpiketplace. The U.S. is part of the Apple Anasiorganization which focuses on the
Company's sales, marketing, and support effortéoirth and South America. Products sold in the wadtemisphere are primarily
manufactured in the Company's facilities in Califarand Singapore and under contract by externabfaaturing vendors.

Approximately 45% of the Company's net sales icalid 998 came from its international operationse Tompany's international sales and
services divisions consist of: Apple Americas; Apglurope, Middle East and Africa ("Apple EMEA"); Ale Japan; and Apple Asia Pacific
(which does not include Japan). The marketing iiais focus on sales, marketing and distributioth&ir regions. Products sold by Apple
EMEA are manufactured primarily in the Companytsliiy in Cork, Ireland, and by external manufaatgrvendors. Products sold by Apple
Japan and Apple Asia Pacific are manufactured priyna the Company's facility in Singapore anddxternal manufacturing vendors.

The Company distributes its products through whadess, resellers, national and regional retailesisaloguers, and directly to education
institutions for resale (collectively referred t® '@esellers"). In November 1997, the Company besgdling many of its products directly to
end users in the U.S. through the Company's onstioe. Throughout fiscal 1998, the Company revitedistribution channel model and
related policies. As a result, the Company hasifsagmtly reduced the number of its distributorstherized resellers, and national retail
channel partners, particularly in the United Statésee Company also revised its distribution chamudicies by decreasing the price protec
and stock return privileges of its remaining disitors and resellers.

RAW MATERIALS

Although certain components essential to the Colyipdiusiness are generally available from multyglerces, other key components
(including microprocessors and application-spedifiegrated circuits) are currently obtained by @mnpany from single or limited sources.
Any availability limitations, interruption in suppk, or price increases relative to these and attveponents could adversely affect the
Company's business and financial results. In aafditiew products introduced by the Company oftérally utilize custom components
obtained from only one source, until the Compary évaluated



whether there is a need for additional suppligrsituations where a component or product utilizes technologies, there may be initial
capacity constraints until such time as the suppligelds have matured. Components are normatjyised through purchase orders, as is
common in the industry, typically covering the Camp's requirements for periods from 60 to 120 delgsvever, the Company continues to
evaluate the need for a supply contract in eaciatsin.

If the supply of a key single-sourced componenh&sCompany were to be delayed or curtailed ohénetvent a key manufacturing vendor
delays shipment of completed products to the Comphie Company's ability to ship products in desigeantities and in a timely manner
could be adversely affected. The Company's busimeddinancial performance could also be adveraffcted, depending on the time
required to obtain sufficient quantities from thiegmal source, or to identify and obtain suffidieuantities from an alternate source. The
Company believes that the component suppliers amlfacturing vendors whose loss to the Companyddoave a material adverse effect
upon the Company's business and financial positicinde, at this time: IBM Corporation, Motorolagcl, Canon, Inc., Matsushita, Samsung
Electronics, Alps Electronics, Logitech, OPTi, In&TIl Technologies, Inc., Quanta Computer, Inc.ieel Electronics PTE Ltd., Singapore
Technologies PTE Ltd., Jabil Circuits Inc., and E{&ctronics. The Company attempts to mitigate tipedential risks by working closely
with these and other key suppliers on product duotion plans, strategic inventories, coordinatemtipct introductions, and internal and
external manufacturing schedules and levels. Theg@oy believes that many of its single-source sapplincluding most of the foregoing
companies, are reliable multinational corporatidriiee Company also believes most of these supptiarsufacture the relevant component
multiple plants. The Company further believes ttalong-standing business relationships with treese other key suppliers are strong and
mutually beneficial in nature.

The Company has from time to time experienced Bagmit price increases and limited availabilityoafrtain components that are available
from multiple sources. Any similar occurrencesha future could have an adverse affect on the Cagipaperating results.

Further discussion relating to availability and glypf components and product may be found in Paitem 7 of this Form 10-K under the
subheading "Inventory and Supply" included undertibading "Factors That May Affect Future Resulid Binancial Condition," and in Part
II, Item 8 of this Form 10-K in the Notes to Coridated Financial Statements at Note 10, "Conceatrsiof Risk," which information is
hereby incorporated by reference.

PATENTS, TRADEMARKS, COPYRIGHTS AND LICENSES

The Company currently holds rights to patents aydghts relating to certain aspects of its corapand peripheral systems. In addition,
Company has registered, and/or has applied toteegisademarks in the U.S. and a number of foremmtries for "Apple", the Apple
silhouette logo, the Apple color logo, "Macintoshhd numerous other product trademarks. In 198Ctmpany acquired ownership of the
trademark "Macintosh" for use in connection withmgauter products. Although the Company believesttmbwnership of such patents,
copyrights, and trademarks is an important factats business and that its success does depgradtion the ownership thereof, the Comg.
relies primarily on the innovative skills, techricampetence, and marketing abilities of its persin

Because of technological changes in the computiisitny, current extensive patent coverage, andahié rate of issuance of new patents, it
is possible that certain components of the Compamygducts may unknowingly infringe existing pateof others; although, the Company is
not aware of any such instances currently. The Gomas from time to time entered into cross-licenagreements with other companies.
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SEASONAL BUSINESS

Although the Company does not consider its busitebg highly seasonal, it has historically expeee increased sales in its first and fourth
fiscal quarters, compared to other quarters ifistal year, due to seasonal demand related tbebaning of the school year and the holiday
season. However, past performance should not sdared a reliable indicator of the Company's it@venue or financial performance.

WARRANTY

The Company offers a parts and labor limited wayran its hardware products. The warranty periotypgcally one year from the date of
purchase by the end user. The Company also off@é@sday warranty for Apple service parts used paneApple hardware products. In
addition, consumers may purchase extended sericgage on all Apple hardware products.

SIGNIFICANT CUSTOMERS
No customer accounted for more than 10% of the Gmylp net sales in 1998, 1997 or 1€
BACKLOG

In the Company's experience, the actual amountaafyzt backlog at any particular time is not a niregfiul indication of its future business
prospects. In particular, backlog often increaseamiticipation of or immediately following introdtimn of new products because of
overordering by dealers anticipating shortageskBgooften is reduced once dealers and customdies/behey can obtain sufficient supply.
Because of the foregoing, backlog should not besidened a reliable indicator of the Company's gbib achieve any particular level of
revenue or financial performance.

COMPETITION

The market for the design, manufacture and saeersfonal computers and related software and pedppeducts is highly competitive. It
continues to be characterized by rapid technolbgideances in both hardware and software developthahhave substantially increased the
capabilities and applications of these productd,teas resulted in the frequent introduction of m@eaducts. The principal competitive factors
in this market are relative price/performance, piaidjuality and reliability, availability of softwe, product features, marketing and
distribution capability, service and support, aahility of hardware peripherals, and corporate tafon.

The Company is currently the primary maker of haakrhat uses the Mac OS. The Mac OS has a mindtket share in the personal
computer market, which is dominated by makers afmaters that run Microsoft operating systems. Then@any believes that the Mac OS,
with its perceived advantages over Windows, andyresral reluctance of the Macintosh installed tasecur the costs of switching
platforms, have been driving forces behind saleh®Company's personal computer hardware for élseqeveral years. Recent innovations
in the Windows platform, including those includedWindows 98 and Windows NT, or those expectedetbluded in new versions of
Windows to be introduced in the future, have addeatures to the Windows platform that make theedéffices between the Mac OS and
Microsoft's Windows operating systems less sigaific The Company is currently taking and will cong to take steps to respond to the
competitive pressures being placed on its persmraputer sales as a result of the recent innovatiothe Windows platform. The
Company's future consolidated operating resultsfimagicial condition are substantially dependenitembility to continue to develop
improvements to the Macintosh platform in ordemaintain perceived functional advantages over ceimp@latforms.

5



Further discussion relating to the competitive ¢tods of the personal computing industry and tleenPany's competitive position in the
market place may be found in Part Il, Item 7 o§thorm 10-K under the subheading "Competition,luded under the heading "Factors That
May Affect Future Results and Financial Conditiontiich information is hereby incorporated by refere.

RESEARCH AND DEVELOPMENT

Because the personal computer industry is charaeteby rapid technological advances, the Compabjlgy to compete successfully is
heavily dependent upon its ability to ensure aiooirtig and timely flow of competitive products teetmarketplace. The Company continues
to develop new products and technologies and tararehexisting products in the areas of hardwarepangherals, system software,
networking and communications, and the Interneeé Tbmpany's research and development expendihefse charges for in-process
research and development, totaled $303 million5$#48lion, and $604 million in 1998, 1997, and 198&spectively. The declines in total
expenditures for research and development ovdetfiéwo years were principally due to continuestmecturing actions intended to focus the
Company's research and development efforts on fhragects perceived as critical to the Companytsréusuccess.

ENVIRONMENTAL LAWS

Compliance with U.S. federal, state, and local lawd foreign laws enacted for the protection ofeheironment has to date had no material
effect upon the Company's capital expendituresiiegs, or competitive position. Although the Comypaiees not anticipate any material
adverse effects in the future based on the nafuite operations and the thrust of such laws, remgmce can be given that such laws, or any
future laws enacted for the protection of the esrwinent, will not have a material adverse effectenCompany.

EMPLOYEES

As of September 25, 1998, Apple and its subsidiasierldwide had 6,658 regular employees, and aitiadal 3,005 temporary or part-time
contractors and employees.

FOREIGN AND DOMESTIC OPERATIONS AND GEOGRAPHIC DATA

Information regarding financial data by geograpdriea and the risks associated with internationetaifpns is set forth in Part Il, Item 8 of
this Form 10-K at Note 11, "Industry Segment and@saphic Information,” and in Part Il, Item 7 ofglirorm 10-K under the subheading
"Global Market Risks," included under the headiRgctors That May Affect Future Results and Findr€@ndition," which information is
hereby incorporated by reference.

Margins on sales of Apple products in foreign coiest and on domestic sales of products that imchainponents obtained from foreign
suppliers, can be adversely affected by foreigmnetury exchange rate fluctuations and by internatitnade regulations, including tariffs and
anti-dumping penalties.

ITEM 2. PROPERTIES

The Company's headquarters are located in Cupef@i@dornia. The Company has manufacturing faetiin Sacramento, California, Cork,
Ireland, and Singapore. As of September 25, 19@88Cobmpany leased approximately 2.9 million sqfeeeof space, primarily in the U.S.,
and to a lesser extent, in Europe and the AsidiPaegion. Leases are generally for terms of fivéen years, and usually provide renewal
options for terms of up to five additional years.



The Company owns its manufacturing facilities irriGdreland, and Singapore, which total approxirya?85,000 square feet. The Company
also owns a 725,000 square-foot facility in SacraimeCalifornia, which is used as a manufacturimgrehousing and distribution center. In
addition, the Company owns 930,000 square feed@lfities located in Cupertino, California, used fesearch and development and corpc
functions. Outside the U.S., the Company owns audtit facilities totaling approximately 347,000 sge feet.

The Company believes that its existing facilitiesl @quipment are well maintained and in good opegatondition. The Company has
invested in internal capacity and strategic reteiops with outside manufacturing vendors, andefioee believes it has adequate
manufacturing capacity for the foreseeable futlitee Company continues to make investments in deggjtisipment as needed to meet
anticipated demand for its products.

Information regarding critical business operatitreg are located near major earthquake faultstifogh in Part Il, ltem 7 of this Form 10-K
under the subheading "Other Factors" included utifdeheading "Factors That May Affect Future Resaitd Financial Condition," which
information is hereby incorporated by reference.

ITEM 3. LEGAL PROCEEDINGS

Information regarding legal proceedings is setfantPart 11, Item 8 of this Form 10-K at Note 9dem the subheading “Litigation," which
information is hereby incorporated by reference.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of securitgéd during the fourth quarter of the Companytsafiyear ended September 25, 1¢
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PART Il
ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY A ND RELATED SHAREHOLDER MATTERS

The Company's common stock is traded on the ovecdhnter market and is quoted on the Nasdaq NatMasgket under the symbol AAP
on the Tokyo Stock Exchange under the symbol APRInH,on the Frankfurt Stock Exchange under the sy/BCD. Options are traded on
the Chicago Board Options Exchange and the Ameistack Exchange. As of December 11, 1998, there ®@®j021 shareholders of record.

The Company began declaring quarterly cash divid@mdits common stock in April 1987 and subseqyenispended paying dividends in
the second quarter of 1996. The dividend poliayetermined by the Board of Directors and is depenhde the Company's earnings, capital
requirements, financial condition and other factditse Company anticipates that, for the foreseefaiblge, it will retain any earnings for use
in the operation of its business.

The price range per common share represents thedtignd lowest prices for the Company's commarksio the Nasdaqg National Market
during each quarter.

FOURTH QUAR TER  THIRD QUARTER SECOND QUARTER  FIRS T QUARTER
Fiscal 1998 price range per common
share......ccoovvvieneenn. $ 43.75-% 28.06 $ 31.63-$24.69 $ 28.00 - $12.75 $ 24. 75 - $12.94
Fiscal 1997 price range per common
share.......coceeevieiieenn. $ 29.75-% 12.75 $ 19.88 - $14.63 $ 23.25-$15.12 $ 27. 75 - $21.38

ITEM 6. SELECTED FINANCIAL DATA

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

FIVE FISCAL YEARS ENDED SEPTEMBER 25, 1998

(IN MILLIONS, EXCEPT SHARE AND PER SHARE AMOUNTS) 1998 1997 1996 1995 1994
Net sales.....cccovviniiiiiiiieieeeeeee $ 5941 $ 7,081 $ 9,833 $ 11,06 2 $ 9,189
Netincome (I0SS).....ccocevvvvevvveevieesceee $ 309 $ (1,045 % (816)$ 42 4% 310
Earnings (loss) per common share:

BaSIC..cooiiiiii i $ 234 % (829% (659 % 35 0% 263
Diluted...cccooviiiiiiiiiiieeeee $ 210% (829 % (659 % 34 5% 261
Cash dividends declared per common share........... . ... $-- $- $ 0128% 04 8 $ 048
Shares used in computing earnings (loss) per share (in

thousands):

BaSIC.coiciiii e 131,974 126,062 123,734 121,19 2 117,808
Diluted....cocooiiiiiiiiie e 167,917 126,062 123,734 123,04 7 118,735
Cash, cash equivalents, and short-term investments. ... $ 2,300 $ 1,459 $ 1,745 $ 95 2 $ 1,258
Total assets.....cccevvervriernnene — $ 4289 $ 4233 $ 5364 $ 6,23 1$ 5303
Long-term debt..... - $ 954 % 951 % 949 % 30 3% 305
Shareholders' equity.......ccooevvveviicnaiees $ 1642 $ 1,200 $ 2,058 $ 2,90 1% 2,383

In fiscal 1997, the Company acquired NeXT, resglimthe allocation to in-process research andIldeweent of a charge of $375 million for
acquired in-process technologies with no altereafivure



use. Net charges related to the Company's restimgtplan of $217 million and $179 million were cgmized in 1997 and 1996, respectively.
ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

This section and other parts of this Form 10-K aonforward-looking statements that involve risksl aincertainties. The Company's actual
results may differ significantly from the resuliscussed in the forward-looking statements. Fadt@smight cause such differences include,
but are not limited to, those discussed in the ectimn entitled "Factors That May Affect OperatiRgsults and Financial Condition" below.
The following discussion should be read in conjiorctvith the consolidated financial statements aots thereto included in Item 8 of this
Form 10-K. All information is based on the Comparfiscal calendar.

RESULTS OF OPERATIONS

The following table sets forth annual results ofigtions for fiscal years 1998, 1997, and 199@n(ilions except unit shipment and per share
amounts):

1998 CHANGE 1997 CHANGE 1996
Net sales.......ccocveiiiiniiiiiciecce, $ 5,941 (16)% $ 7,081 (28)% $ 9,833
Macintosh CPU unit sales (in thousands).......... 2,763 4% 2,874 (27)% 3,960
GrOSS Margin.......ccceeeiieeaiieeiieesieaaens $ 1,479 8% $ 1,368 41% $ 968
Percentage of net sales............cccceeeee 25% 19% 10%
Research and development..............cc..cu.... $ 303 (38)% $ 485 (20)% $ 604
Percentage of net sales.............c.cccuvveee 5% 7% 6%
Selling, general and administrative................ $ 908 (299% $ 1,286 18)% $ 1,568
Percentage of net sales.............cccceeeenee 15% 18% 16%
Special charges:
In-process research and development.............. $ 7 (98)% $ 375 NM $
Percentage of net sales............cccccc.... - % 5% - %
Restructuring CostS.........cooveeevieeninenne $ - (100)% $ 217 21% $ 179
Percentage of net sales..............cccuee. - % 3% 2%
Termination of license agreement................. $ - (100)% $ 75 NM  $ -
Percentage of net sales............cccccc...e. - % 1% - %
Interest and other income (expense), net........... $ 68 172% $ 25 (72)% $ 88
Provision (benefit) for income taxes............... $ 20 NM $ - 100% $ (479)
Net income (10SS)......cceevvvveevuveeireeinnnn. $ 309 NM $ (1,045) 28)% $ (816)
Earnings (loss) per common share:
BaSiC.....uveiiiiiiiiicie $ 234 NM $ (8.29) (26)% $ (6.59)
Diluted........ccevrieiiiiiiiccen $ 210 NM $ (8.29) (26)% $ (6.59)

NM: Not Meaningful



The following table sets forth quarterly resultsopkrations for fiscal 1998 and 1997 (in millions&pt unit shipment and per share amou

YEAR ENDED SEPTEMBER 25, 1998 YEAR ENDE D SEPTEMBER 26, 1997
FOURTH THIRD SECOND FIRST FOURTH THIRD SECOND
QUARTER QUARTER QUARTER QUARTER QUARTER QUARTER QUARTER
Net sales........coovevueennnen. $ 1,556 $ 1,402 $ 1,405 $ 1578 $ 1,614 $ 1,737 $ 1,601
Macintosh CPU unit sales (in
thousands).........cccceevens 834 644 650 635 652 697 602
Gross margin........c.ceeeeeennene $ 417 $ 360 $ 349 $ 353 $ 320 $ 348 $ 303
Gross margin percentage.......... 27% 26% 25% 22% 20% 20% 19%
Operating eXpenses................ $ 308 $ 292 $ 298 $ 313 $ 353 $ 408 $ 489
Special charges....... - 7 - - 137 - 530
Operating margin 109 61 51 40 (170) (60) (716)
Operating margin percentage...... 7% 4% 4% 3% (11)% (3)% (45)%
Other income and (expense), net.... $ 5 $ 48 $ 8 $ 7% 9 $ 4 % 8
Income tax expense................. 8 8 4 -- -- -- --
Net income (10SS)............c.... $ 106 $ 101 $ 55 $ 47 $ (161) $ (56) $ (708)

Earnings (loss) per common share:

BasiC.......ccccevviiiieinnn, $ 0.79 $ 076 $ 042 $ 037 $ (1.26) $ (0.44) $ (5.64)

Diluted.........ccooevvvvnnnnnn, $ 0.68 $ 065 $ 038 $ 033 $ (1.26) $ (0.44) $ (5.64)
FIRST
QUARTER

Net sales..........cceeviicinnne $ 2,129

Macintosh CPU unit sales (in

thousands).........cccceevuns 923

Gross Margin........coceeeeeennene $ 397

Gross margin percentage.......... 19%

Operating eXpenses................. $ 521

Special charges.......

Operating margin
Operating margin percentage...... (6)%

Other income and (expense), net.... $ 4

Income tax expense................. -

Net income (I0SS).................. $ (120)

Earnings (loss) per common share:
BasiC......cocovvererrireiennn $ (0.96)
Diluted.......cccovevrrnnnne. $ (0.96)

OVERVIEW

During 1998, the Company returned to profitabiligporting net income in all four quarters of tisedl year. Profitability was achieved for
several major reasons. First, the Company contianeidessentially completed a restructuring plarctwitibegan in 1996. The restructuring
plan has led to reductions in headcount and rekepdnses in all areas of the Company's businestharwrite-down and disposal of certain
operating assets. Consequently, operating expemsesicluding cost of sales and special chargeslied $560 million or 32% to $1.21
billion in 1998 compared to 1997. Second, grosggimamproved in 1998, rising to 25% of net sale4 @98 compared to 19% in 1997. In
addition to benefits derived from the restructunphgn and an overall decline in component costsgima were favorably affected by actions
which improved overall inventory management anéasttaken to simplify and focus the Company's pobdine. Third, the Company made
changes to its distribution channel policies wHigfther contributed to the decline in selling, gexi@nd administrative expenses and the
increased gross margin.

Despite the return to profitability in 1998, ther@pany reported sequential declines in quarterlysakts in each of the first three quarters of
the fiscal year and reported year-over-year deslinaet sales during every quarter of 1998. Degmisitive signs of growth in the fourth
quarter, including a sequential rise in net salebumit sales over the third quarter and a year-over increase in unit sales over the fourth
quarter of 1997, total net sales declined 16%sodi 1998 compared to 1997.

The Company's future operating results and findciadition are dependent upon the Company's gldisuccessfully develop,
manufacture, and market technologically innovagixeducts in order to meet the dynamic conditionthiwithe highly competitive market for
personal computers. Potential risks and uncerégrtiat could affect the Company's future operatsglts and financial condition include,
among other things, continued competitive pressiaréise marketplace and the effect of any readtipthe Company to such competitive
pressures, including pricing actions by the Comp#my availability of
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key components on terms acceptable to the Compla@yCompany's ability to supply products in certzategories; the Company's ability to
supply products free of latent defects or othetlt$athe Company's ability to make timely delivéoythe marketplace of technological
innovations, including its ability to continue tcake timely delivery of planned enhancements tacthieent Mac OS and to make timely
delivery of a new and substantially backward-confy@bperating system; the Company's ability tocessfully integrate technologies
obtained from NeXT with those at Apple; the Comparmapility to maintain the benefits derived fromiéstructuring actions, including
maintaining the reduced level of expenditures;Goenpany's ability to attract, motivate and retaimptoyees; and the availability of third-
party software for particular applications. Potahtisks and uncertainties that could affect thenfany's future operating results and finar
condition are discussed throughout this Item 7uiiog the discussion under the heading "Factoest May Affect Results and Financial
Condition."

NET SALES

Net sales decreased $1.1 billion, or 16%, to $5r8dlion in 1998, compared to a 28% decline in 19Be decline during 1998 in net sale
attributable to several factors. The Company expeed a $454 million decrease in net sales of perg products during 1998 compared to
1997 principally due to the discontinuance by tloenPany of certain imaging and display products. aherage revenue per Macintosh
system, a function of total net sales generateldogiware shipments and total Macintosh CPU unitssdéll 11% to $2,095 during 1998 as
compared to 1997, reflecting the effect of aggrespricing of the Company's Power Macintosh G3eaystintroduced in the first quarter of
fiscal 1998, the decline in net sales from the plas of certain peripheral products, the overallistry trend towards lower-priced products,
and the Company's reentry during the fourth quartd998 into the lower-priced consumer market.tlyasverall Macintosh CPU units sales
for 1998 declined approximately 4% from 1997. Ascdissed below, international net sales were ptatlgwaffected by these factors and by
the economic conditions in Asia. The 28% declinaehsales in 1997 as compared to 1996 was duectmes in Macintosh CPU and
peripheral unit sales of 27% and 33%, respectivaiyarily as a result of a decline in worldwidentind for most of the Company's product
families.

Net sales increased sequentially during the fogurter of 1998 compared with the third quartet @98 by $154 million or 11%. Macinto:
unit sales also increased sequentially during dbetti quarter, rising 190,000 units or 30% to altof 834,000 units. The sequential increases
in both net sales and unit sales experienced dtimdourth quarter of 1998 are primarily attrithl&ato introduction by the Company of the
iMac, a moderately priced Macintosh system desidoethe education and consumer markets. Salddat accounted for 33% or 278,00(
the total Macintosh units shipped in the fourthrtgera While the Company did experience year-ovarygowth in Macintosh unit shipments
in the fourth quarter of 1998 as compared to timeesperiod in 1997 of 182,000 units or 28%, netssfide the same period declined $58
million or 4%, reflecting the overall decline iretlaverage revenue per Macintosh system discusseeé.aburing the fourth quarter of 1998,
the Company's product mix continued to shift towgucbducts incorporating the Power Macintosh G3opimcessor. Sales of G3 powered
Macintosh systems accounted for approximately 98¥%azintosh units shipped during the fourth quadkt998 as compared to 84% during
the prior quarter. Net sales of imaging and displayducts decreased by $10 million to $117 miliothe fourth quarter of 1998 compared
with the prior quarter reflecting the continuingaglke-out of most imaging and many display products.

International sales represented 45% of net sal&898 compared with 50% of net sales in 1997 afd 62net sales in 1996. International
sales declined $920 million or 26% in 1998 compacet997, while over the same time frame, domesticsales declined by 6% or $220
million. The decline in international net salepignarily due to decreased revenue in the European]apanese markets as a result of
significant decreases in Macintosh unit sales hedaverage revenue per Macintosh system. Ovetal Bathe European and Japanese
markets were negatively affected during the figesr by the lack of available consumer orientedipets at various times during 1998. Sales
in Asia, including Japan,

11



were also negatively affected by the region's cwitig economic problems, declining 34% or $536iomllduring 1998 compared to 1997.
BACKLOG

In the Company's experience, the actual amountaafyzt backlog at any particular time is not a nirgfiul indication of its future business
prospects. In particular, backlog often increasemiicipation of or immediately following introdtien of new products because of
overordering by dealers anticipating shortagesk®gooften is reduced once dealers and customdiessbehey can obtain sufficient supply.
Because of the foregoing, backlog should not besidened a reliable indicator of the Company's gbib achieve any particular level of
revenue or financial performance. Further inforaratiegarding the Company's backlog may be founoMbehder the subheading "Product
Introductions and Transitions" included under teading "Factors That May Affect Future Results Bimdhncial Condition."

GROSS MARGIN

Gross margin increased as a percentage of netdialieg 1998 to 25% compared to 19% in 1997. Tinisdase is primarily the result of a
shift in revenue mix towards the Company's highargimn Power Macintosh G3 systems and newer PowérBdosystems, the low volume
of lower margin consumer products shipped durirgfifst three quarters of 1998, and the decliniogt of various components of the
Company's products, particularly those sourced fAia.

Improvements in the Company's inventory managemsntcontributed to the increase in gross mardsing 1998, the Company
simplified its product line, moving from approxinet 15 separate individual products to three maadpct families. Further, the Company
attempted to use as many industry standard paitis rewer products as possible, expanded thefusgoplier hubs at manufacturing sites,
and outsourced the manufacture of printed circogtrds and some systems assembly. These changeslloawed the Company to more
accurately forecast demand, reduce inventory aagrigvels and related costs, lessen the finang@dsure resulting from inventory
obsolescence and excess inventory levels, and egtleaccomponent cost of obtaining certain standaddparts.

The Company also made changes to its distributiodatwhich has contributed to the increase in gnoagyins. The Company reduced the
number of locations at which it stages finisheddgm@enerally holding inventory on a regional baatker than in each country. Also, the
Company reduced the number of its distributorsh@nited resellers, and national retail channelneas, particularly in the United States.
These changes have allowed the Company to reduestory and related financial exposures, and héwsced the inventory and related
financial exposure associated with inventory halthe Company's distribution channels. The Compeasyalso revised its distribution
channel policies by decreasing the price protedimh stock return privileges of its distributorslanasellers.

With its reentry into the consumer market, the Canmypanticipates that lower priced consumer prodwdtsomprise a larger portion of net
sales in fiscal 1999. This may negatively impacdisgrmargins. The foregoing statements are forvemkirig. The Company's actual results
could differ because of several factors, includimgse set forth in the following paragraph and weio the subsection entitled "Factors That
May Affect Future Results and Financial Condition."

There can be no assurance that targeted consaligedss margin levels will be achieved or thatearmargins on existing individual
products will be maintained. In general, gross rimargnd margins on individual products will remaimder significant downward pressure
due to a variety of factors, including continuedustry wide global pricing pressures, increasedpmtition, compressed product life cycles,
potential increases in the cost of raw material amgdide manufacturing services, and potential gharto the Company's product mix,
including higher unit sales of consumer producthawer average selling prices and lower grossggmar In response to these downward
pressures, the Company expects that it will coetitautake pricing actions with respect to its prdduGross margins could also be
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affected by the Company's ability to effectivelymage quality problems and warranty costs and touttéite demand for certain of its
products. The Company's operating strategy andhgrieke into account anticipated changes in foreigrrency exchange rates over time;
however, the Company's results of operations casigmficantly affected in the short term by fluations in exchange rates.

Gross margin increased from 10% to 19% of net shleing 1997 compared to 1996, primarily becausggima were unusually low in 1996
as a result of inventory write-downs, cancellatddicomponent orders, and higher than usual costscaged with certain product quality
problems. Further, margins in 1996 were adversiécted by aggressive pricing actions in Japaregponse to extreme competitive actions
by other companies, as well as price reductiontBériJnited States and Europe across all produes lim order to stimulate demand.

RESEARCH AND DEVELOPMENT

Expenditures on research and development declib8@ fillion or 38% in 1998 compared to 1997 andided to 5% of net sales in 1998
compared to 7% in 1997. These declines are priligidae to continued restructuring actions over ldst two years intended to focus the
Company's research and development efforts on fhragects perceived as critical to the Companytgriusuccess. These restructuring
actions have led to significant reductions in resie@and development related headcount and the kathme of many research and
development projects. The $119 million decreagesearch and development expenditures in 1997 aempa 1996 was also primarily the
result of restructuring related actions.

The Company recognizes that focused investmemtsigarch and development are critical to its fugmosvth and competitive position in the
marketplace and are directly related to timely d@wment of new and enhanced products. The Compatiyizates that research and
development expenditures will increase slightlyeirms of absolute dollars but decrease as a pagewof net sales during fiscal 1999. The
foregoing statements are forward looking. The Camyfsaactual results could differ because of seviabrs, including those set forth below
in the subsection entitled "Factors That May Affeature Results and Financial Condition".

SELLING, GENERAL, AND ADMINISTRATIVE

Selling, general, and administrative expendituredided $378 million or 29% in 1998 compared to288d declined to 15% of net sales in
1998 from 18% of net sales in 1997. These decreasdshose experienced in 1997 as compared to, 288@rimarily the result of
continuing restructuring actions that have resultegductions in headcount, closing of facilitiasd write-down and disposal of operating
assets during 1996, 1997, and 1998. Declining nevdras also led to a decrease in variable setlieigeral, and administrative expenses
during both 1997 and 1998. Additionally, changesrdu1998 in the Company's distribution channelge$ and business model, including
contraction and focus of the Company's productdiné simplification of the Company's internal amteenal distribution channels, led to a
reduction in selling expenses during 1998.

The Company believes that selling, general, andradtrative expenditures will increase in absoldiddlars in 1999 compared to 1998 but
decrease slightly as a percentage of net salesfofagoing statements are forward looking. The Canys actual results could differ because
of several factors, including those set forth beiowhe subsection entitled "Factors That May Affeature Results and Financial Condition."
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SPECIAL CHARGES
IN-PROCESS RESEARCH AND DEVELOPMENT

In May 1998, the Company acquired certain technotbgt was under development and had no alternatiuee uses. The acquisition
resulted in the recognition of $7 million of purskea in-process research and development, whiclthaaged to operations upon acquisition.

In February 1997, the Company acquired all of thistanding shares of NeXT Software, Inc. (NeXT)XNéad developed, marketed, and
supported software that enables customers to imgiebusiness applications on the Internet/World@\Wideb, intranets and enterprise-wide
client/server networks. Of the total purchase pot®427 million, $375 million was allocated to pbased in-process research and
development and $52 million was allocated to godidhmid other intangible assets. The purchasedadeqss research and development was
charged to operations upon acquisition, and thelgdband other intangible assets are being amedtian a straight-line basis over two to
three years.

RESTRUCTURING COSTS

In 1996, the Company announced, and began to ingslgra restructuring plan aimed at reducing castsraturning the Company to
profitability. These actions resulted in a net geaduring 1996 of $179 million. During 1997, thengmany announced and began to
implement supplemental restructuring actions totrtte=objectives of the plan. The Company recogh&&217 million charge during 1997
for the estimated incremental costs of those asti®he combined restructuring actions consistmwhitgating approximately 4,200 full-time
employees, approximately 4,000 of whom have besnitated from the second quarter of 1996 througtte3eber 25, 1998; canceling or
vacating certain facility leases as a result oséhemployee terminations; writing down certain |emdldings, and equipment to be sold as a
result of downsizing operations and outsourcingowesr operational functions; and canceling contrémt@rojects and technologies that are
not critical to the Company's core business styatAg of September 25, 1998, a balance of $31 anilfemains in accrued restructuring costs
of which $10 million remains for severance paymeatsmployees who have already been terminatefl @spember 25, 1998, or who will
be terminated in the first quarter of fiscal 19808d $21 million for payments over the next threargen leases and contracts that have al
been terminated.

TERMINATION OF LICENSE AGREEMENT

In August 1997, the Company agreed to acquire iceassets of Power Computing Corporation (PCCembed distributor of the Mac OS
operating system, including PCC's customer datadadéts license to distribute the Mac OS. The agient with PCC also included a release
of claims between the parties. On January 28, 119@8Company completed its acquisition of thoséageassets from PCC. The total
purchase price was approximately $110 million, bfck $75 million was expensed in the fourth quaotet997 as "termination of license
agreement" and $35 million was recorded as goodwithe second quarter of 1998. The goodwill wéldmortized over three years.

INTEREST AND OTHER INCOME (EXPENSE), NET

Total interest and other income (expense), neteased $43 million or 172% to a total of $68 millim 1998 compared to $25 million in
1997. The primary cause of this increase was gaitmgnized on the sale of an equity investmenbf September 26, 1997, the Company
owned 42.3% of the outstanding stock of ARM Holdimdc (ARM), a then privately held company in theitdd Kingdom involved in the
design of high performance microprocessors andeelichnology. The Company has accounted foinkiestment using the equity method
through September 25, 1998. On April 17, 1998, A&Wnhpleted an initial public offering of its stock the London Stock Exchange and the
NASDAQ National Market. The Company sold 18.9%tefshares in the offering for a gain before fordapes of approximately $24 millic
which was recognized as other income. Foreigndamgnized on this gain was approximately
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$7 million. At the time an equity method investedssexisting or newly issued common stock to watesl parties in excess of its book value,
the equity method requires that the net book vafube investment be adjusted to reflect the irwésshare of the change in the investee's
shareholders' equity resulting from the sale. Cousrtly, the Company also recognized in the thirdrtpr of 1998 other income of
approximately $16 million to reflect its remaini@§.9% ownership interest in the increased net hvadke of ARM following its initial public
offering. As of September 25, 1998, the carryinlyeaf the Company's investment in ARM was apprataty $22 million. The fair value of
this investment as of September 25, 1998, basdidted market quotes was approximately $186 million

On October 14, 1998, the Company sold an additidréaimillion shares of ARM stock for net proceeflaproximately $37.5 million and a
gain before foreign taxes of approximately $32 ianil] which will be recognized as other income by @ompany in the first quarter of fiscal
1999. As a result of this sale, the Company's oshiprinterest in ARM has fallen to 19.7%, and tleempany no longer has significant
influence over the management or operating policfesRM. Consequently, beginning in the first qeardf fiscal 1999, the Company will no
longer account for its remaining investment in ARBnNg the equity method and has categorized itsiréng shares as available for sale
requiring they be carried at fair value, with fldumrealized gains and losses reported as a comipohghareholders' equity. Subsequent to
the sale of shares, on October 14, 1998, the cgrmalue of the Company's investment in ARM wasaeximately $17 million, and the fair
value, based on listed market quotes, was appraeiyndl35 million.

During 1998, the Company experienced a $27 millimnease in interest income net of interest expesseresult of higher cash and
investment balances and lower average short-ternowings that was offset by decreased foreign exgbayains and increased other
expense.

Interest and other income (expense), net, decreaskzb million in 1997 from $88 million in 1996h& decrease was primarily due to gains
realized in 1996 on sales of available-for-sale atiér securities and decreased foreign exchangse al1997 compared to 1996 partially
offset by higher average cash balances during 1997.

PROVISION (BENEFIT) FOR INCOME TAXES

As of September 25, 1998, the Company had deféasedssets arising from deductible temporary diffiees, tax losses, and tax credits of
$688 million before being offset against certaifeded tax liabilities for presentation on the Canp's balance sheet. A substantial portic
this asset is realizable based on the ability teepexisting deferred tax liabilities. As of Sapteer 25, 1998, a valuation allowance of $213
million was recorded against the deferred tax dssehe benefits of tax losses that may not bézed. Realization of approximately $73
million of the asset representing tax loss anditcedryforwards is dependent on the Company'stalhd generate approximately $209
million of future U.S. taxable income. Managemeelidves that it is more likely than not that forsteal U.S. income, including income that
may be generated as a result of certain tax plgrstimategies, will be sufficient to utilize the tearryforwards prior to their expiration in 2011
and 2012 to fully recover this asset. However,dleam be no assurance that the Company will meekfiectations of future U.S. taxable
income. As a result, the amount of the deferredatmets considered realizable could be reducdekingar and long term if estimates of fu
U.S. taxable income are reduced. Such an occurendd materially adversely affect the Companyissalidated financial results. The
Company will continue to evaluate the realizabitfithe deferred tax assets quarterly by asse#issngeed for and amount of the valuation
allowance. The Company's effective tax rate fardis998 was only 6.1% due primarily to the reviee$a portion of the previously
established valuation allowance and certain unbigted foreign earnings for which no U.S. taxesey@iovided.

The Internal Revenue Service (IRS) has proposesréihcome tax deficiencies for the years 198d4ugh 1991, and the Company has made
certain prepayments thereon. The Company contéisted
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proposed deficiencies by filing petitions with tHaited States Tax Court, and most of the issuelsipute have now been resolved. On June
30, 1997, the IRS proposed income tax adjustmenthé years 1992 through 1994. Although a subisiamimber of issues for these years
have been resolved, certain issues still remadhisipute and are being contested by the Companyadtanent believes that adequate
provision has been made for any adjustments thatrasault from tax examinations.

The Company anticipates its effective tax ratefiaral 1999 will be between 10% and 15%. The fomnegatatements are forward looking.

The Company's actual results could differ becatfiseweral factors, including those set forth belowhe subsection entitled "Factors That
May Affect Future Results and Financial ConditioAdditionally, the actual future tax rate will begsificantly impacted by the amount of

and jurisdiction in which the Company's foreignfisoare earned.

LIQUIDITY AND CAPITAL RESOURCES

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

1998 19 97 1996
Cash, cash equivalents, and short-term investments. $ 2,300 $ 1,459 $ 1,745
Accounts receivable, net..............ccceenee. $ 955 % 1,035 $ 1,496
Inventory............. . .. $ 788 437 $ 662
Working capital.........ccccoeeeiiieiieennnne . $ 2178 $ 1,606 $ 2,512
Days sales in accounts receivable (a).............. 56 58 59
Days of supply in inventory (b)..........ccccc..... 6 31 33
Operating cash flow...........cccccooeeiiennne. $ 775 % 154 ¢ 408

(a) Based on ending net trade receivables and mosht quarterly net sales for each period
(b) Based on ending inventory and most recent gtlgrtost of sales for each period

As of September 25, 1998, the Company had $2.i®miih cash, cash equivalents, and short-term invests, an increase of $841 million or
58% over the same balances at the end of fiscal. 199ring fiscal 1998, the Company's primary sowfeash was $775 million in cash
flows from operating activities. Cash generatedpgrations was primarily from net income, declimegmventory and accounts receivable
resulting from improved asset management, anddschne in other assets. These were partially bffgecash expenditures of $107 million
associated with the Company's restructuring progracha decrease in other current liabilities of 88%ion. The Company's cash and cash
equivalent balances as of September 25, 1998, epigdi®ber 26, 1997, include $56 million and $163iom) respectively, pledged as
collateral to support letters of credit.

In addition to the net purchase of short-term itmesnts of $590 million, net cash used by investiotyvities included $46 million for the
purchase of property, plant, and equipment andn$illidn paid for the acquisition of technology oftsby proceeds of $89 million from the
sale of fixed assets and proceeds of $24 milliomfthe sale of ARM stock. The Company expectsttietevel of capital expenditures in
1999 will be comparable to 1998.

Over the last three years, the Company's debigatiave been downgraded to non-investment gradef March 27, 1998, the Company's
senior and subordinated long-term debt ratings Bernd CCC, respectively, by Standard and PoSg4?) Rating Agency, and B3 and
Caaz, respectively, by Moody's Investor Servicesdti/'s). In June 1998, Moody's upgraded the Conipaepior debt to B2 from B3 and
subordinated debt to Caal from Caa? citing stresrgttl debtholder protection measurements as the neajgon for the upgrade. On
November 9, 1998, S&P upgraded the Company's sdgelarto B+ from |- and upgraded its subordinated debt to B- from C{i6g the
Company's improved profitability and financial gteffor the upgrade. Despite these recent upgradeCompany's continued non-
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investment grade debt ratings will maintain pressar the Company's cost of funds in future perarttd may require the Company to pledge
additional collateral or agree to more stringeritdmvenants.

The Company believes that its balances of cash, @asivalents, and short-term investments will iificGent to meet its cash requirements
over the next twelve months. However, given the Gany's current debt ratings, if the Company shaeled to obtain shoterm borrowings
there can be no assurance that such borrowingd beubbtained at favorable rates. The inabilitplitain such borrowings at favorable rates
could materially adversely affect the Company'silief operations, financial condition, and ligityd

YEAR 2000 COMPLIANCE

The information presented below related to YeatO28@mpliance contains forward looking statemeras éine subject to risks and
uncertainties. The Company's actual results mdgrdsignificantly from the results discussed bebmd elsewhere in this Form 10-K
regarding Year 2000 compliance.

YEAR 2000

The Year 2000 (Y2K) issue is the result of certmmputer hardware, operating system software aftda@ application programs having
been developed using two digits rather than foutetiine a year. For example the clock circuit ie llardware may be incapable of holding a
date beyond the year 1999; some operating systaysenognize a date using "00" as the year 190@rahan 2000 and certain applications
may have limited date processing capabilities. €sblems could result in the failure of majorteyss or miscalculations, which could h

a material impact on companies through businessrugtion or shutdown, financial loss, damage putation, and legal liability to third
parties.

STATE OF READINESS

The Company's Information Systems and Technologadment (“IS&T") began addressing the Y2K issu&986 as part of its Next
Generation strategy, which addressed the needchfiwinog enhancement and replacement of the Compaanytaus disparate legacy
information technology (IT) Systems. In 1998, then@pany established a Year 2000 Executive Steerorgrilittee (Steering Committee)
comprised of senior executives of the Company hadXompany's Year 2000 Project Management Offie®(D"). The PMO reports to the
Executive Vice President and Chief Financial Officke Steering Committee, and the Audit and Fieabommittee of the Board of
Directors.

The PMO developed and manages the Company's waddstiategic plan ("Y2K Plan") to address the piidéimpact of Y2K on the
Company's operations and business processes.ticuper, the Y2K Plan addresses four principal arsat may be impacted by the Y2K
issue: Apple Branded Products; Third Party Relatigos; Non-IT Business Systems; and IT Systemsh Végpect to the IT Systems and
Non-IT Business Systems, the Y2K Plan consists of fmyrarate but overlapping phases: Phase I-- Ingeatw Risk Assessments; Phase Il--
Remediation Cost Estimation; Phase Ill--Remediatéord Phase 1V--Remediation Testing. In additibe, Company has an ongoing Y2K
Awareness Program designed to keep employees iatbahout Y2K issues. The Company's goal is to ankatly complete Phase Ill--
Remediation during the third quarter of fiscal 198@mplete Phase IV-- Remediation Testing durirggfthurth quarter of fiscal 1999, and to
continue compliance efforts throughout the remairnde.999. The Company is currently on schedulmét these goals.
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APPLE PRODUCTS

The Company designs and manufacturers microprocéssed personal computers, related peripheradgsatipg system software and
application software, including Macintosh persat@hputers and the Mac OS which are marketed uhdepple" brand (collectively
"Apple Branded Products"). The Company tested teApple Branded Products to determine Y2K commgralthough such testing did not
include third party products bundled with Apple Bdad Products and certain Apple Branded Productsnger supported by the Company.
Information regarding the Y2K readiness of all Apflranded Products is available on the Apple caeoreb site at www.apple.com. Such
information is not to be considered part of thiawed report. The Company believes that the unsupgdkpple Branded Products are Y2K
compliant because, unlike other companies' persmraputers and related products, the Company didehoupon the two digit date format
but used a long word approach which allows theembnrepresentation of dates up to the year 204 clilrent date and time utilities utilized
by Apple Branded Products are 64 bit signed valoekvcovers dates from 30081 BC to 29940 AD. StheeCompany does not control the
design of non-Apple Branded Products or third pprtyducts bundled with Apple Branded Productsaitrmot assure they are Y2K compliant.
Certain products acquired from NeXT Software, limcjuding OpenStep and NextStep, are not currefi2lgk compliant. The Company
intends to develop and make available during tird tuarter of fiscal 1999 a software patch intehtieallow such products to become Y2K
compliant. For purposes of this discussion, Y2K ptamt means a product will not produce errors pssing date data in connection with the
year change from December 31, 1999, to Januar@dQ,2vhen used with accurate date data in accoedaith its documentation, provide

all other products (including other software, firame and hardware) used with it properly exchange data with it. A Y2K compliant

product will recognize the Year 2000 as a leap .year

THIRD PARTY RELATIONSHIPS

The Company's business operations are heavily dep¢won third party corporate service vendors, rmasesuppliers, outsourced operations
partners, distributors and others. The Companyoiking with key external parties to identify anteatpt to mitigate the potential risks to it
of Y2K. The failure of external parties to resotheir own Y2K issues in a timely manner could regub material financial risk to the
Company. As part of its overall Y2K program, then@aany is actively communicating with third parttesough face to face meetings and
correspondence, on an ongoing basis, to ascehiinstate of readiness. Although numerous thirtigehave indicated to the Company in
writing that they are addressing their Y2K issursadimely basis, the readiness of third partieeral varies widely. Because the Company's
Y2K compliance is dependent on the timely Y2K coiaapte of third parties, there can be no assurahe¢she Company's efforts alone will
resolve all Y2K issues.

IT SYSTEMS AND NON-IT BUSINESS SYSTEMS
Phase I--Inventory and Risk Assessment:

This Phase requires an inventory and assessmém dfon-1T Business systems used by the Comparhydimg) systems with embedded
technology, building access systems, and healtlsafedy systems. This Phase also includes inveatotyassessment of IT Systems used by
the Company which include large IS&T systems, dgskiardware and software, and network hardwaresaftdare. Each such system is
evaluated and the business risk is quantified ambdigh, Medium or Low Risk to the Company's Bsia. Systems which are High Risk
those which if uncorrected would cause an interompdr complete failure to conduct the Company'sitess. Medium Risks are those which
would negatively impact the business but complessation could be avoided with some inconvenidnoe. Risks are those where the rist
business interruption or cessation are remote. HighMedium Risk items will be remediated or repthcand Low risk items will likely not

be addressed prior to the Year 2000. CurrentlyCiipany has completed this Phase for the IT Systamd is approximately 80%
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complete for the Non-IT Business Systems. The Caompaticipates that this Phase will be completetghduthe second quarter of fiscal
1999.

Phase |I--Remediation Cost Estimation:

This Phase involves the analysis of each High andit¥n Risk to determine how such risks will be rdiated and the cost of such
remediation. The Company has completed this Pluaigbd IT Systems and is approximately 70% comgtlatéhe identified NonT Busines
Systems. The Company anticipates that this Phdkbencompleted during the second quarter of fid©89.

Phase llI--Remediation:

This Phase includes the replacement or correcfitimeoHigh and Medium Risk Non-IT Business Systemd IT Systems. A detailed project
plan for the remediation has been developed aadriently being implemented. This Phase is appraiéty 90% complete for the IT
Systems and is approximately 10% complete for the-N' Business Systems. The Company anticipatédtiraPhase will be completed
during the third quarter of fiscal 1999.

Phase IV--Remediation Testing:

This Phase includes the future date testing akaflediation efforts made in Phase Il to confirrattthe changes made bring the affected
systems into compliance, no new problems haveradse result of the remediation, and that all agstems which replaced noncompliant
systems are Y2K compliant regardless of whethedoenrepresent that such systems are Y2K compliduig. Phase has just commenced for
the IT Systems and will commence for the Non-IT iBass Systems in the second fiscal quarter of 1888.Company anticipates that this
Phase will be completed during the fourth quarfdisocal 1999.

COST TO ADDRESS Y2K

The costs of the Y2K program are primarily costsoagted with the utilization of existing intermakources and incremental external
spending. The Company estimates it has incurretbappately $4.1 million of incremental external spéng directly associated with Y2K
issues through September 25, 1998. Based on thentstatus of the Company's remediation cost esitm as discussed above, the Comy
estimates that it will incur future incremental@xtal spending associated with Y2K issues of apprately $5.1 million to address those ri
identified as High and Medium. However, as the Canys Y2K Plan continues, the actual future incnetalespending may prove to be
higher. Also, this estimate does not include th&tssthat could be incurred by the Company if onmore of its significant third party service
providers fails to achieve Y2K compliance. The Campis not separately identifying Y2K costs incdrtkat are the result of utilization of
existing internal resources.

RISK FACTORS

Based on current information, the Company beligkiesy 2K issue will not have a material adverseafts the Company, its consolidated
financial position, results of operations or casiwE. However, there can be no assurance that 2er¥mediation by the Company or third
parties will be properly and timely completed, dhe failure to do so could have a material adveffert on the Company, its business,
results of operations, and its financial conditibmparticular, the Company has not yet completeds$sessment of the Y2K readiness of its
significant third party service providers. Compbetiof this assessment may result in the identificadf additional issues which could have a
material adverse effect on the Company's resultpefations. In addition, important factors thatldacause results to differ materially
include, but are not limited to, the ability of tB®@mpany to successfully identify systems whichenaw 2K issue, the nature and amount of
remediation effort required to fix the affectedteys, and the costs and availability of labor arebuoeces to successfully address the Y2K
issues.
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CONTINGENCY PLANS

The Company has not completed its assessment oéalsenably likely worst case scenario of Non-IBiBass System and/or IT Systems
failures and related consequences. However, thep@oynis in the process of preparing specific Y2IKitamgency plans to mitigate the
potential impact of such failures. This effort imdés both internal and external resources undeaguitance and management of the PMO.
The Company's contingency plans, which will be daegart on the assessment of the magnitude avzhpility of potential risks, will
primarily focus on steps to prevent Y2K failuresnfr occurring, or if they should occur, to dete@rnthquickly, minimize their impact and
expedite their repair. The Y2K contingency plares expected to include measures such as selectergative suppliers and channels of
distribution. Development of the Y2K contingencyams is expected to be substantially complete bytiteof September 1999.

FACTORS THAT MAY AFFECT FUTURE RESULTS AND FINANCIA L CONDITION
RESTRUCTURING OF OPERATIONS

During 1996, the Company began to implement cerestructuring actions aimed at reducing its ctsiciure, improving its competitivene
and restoring sustainable profitability. During Z9¢he Company announced and began to implemeptesupntal restructuring actions,
including significant headcount reductions, to ntbetforegoing objectives. All material restruchgriactions contemplated under the plan are
essentially complete as of September 25, 1998.dmehtation of this restructuring involved seveisits, including the risk that by
simplifying and modifying its product line the Coanpy has increased its dependence on fewer prodadis;ed overall sales, and increased
its reliance on unproven products and technologytAer risk of the restructuring is that by inciegshe proportion of the Company's
products to be manufactured under outsourcing geraents, the Company has less control over thétgaald quantity of the products
manufactured and distributed, and has less fleéilid make timely changes in production scheduiesrder to respond to changing market
conditions. As part of its restructuring plan, @@mpany also significantly reduced the numbersfiholesale and retail channel partners,
particularly in the Americas, which places a greatdume of sales through fewer partners. Therebgano assurance that this will not
adversely impact the Company. In addition, theruestiring included the winding down of the Compariac OS licensing program. There
can be no assurance that the winding down of tliigram will result in any greater sales, marketshar increased gross margins to the
Company. Although the Company believes that th@agtit has taken in connection with the restruntyrincluding the winding down of its
Mac OS licensing program, have contributed to rédas in the company's cost structure and incregsess margins experienced in fiscal
1998, there can be no assurance that such actwesréstored the Company to sustainable profitgbilhe Company's future consolidated
operating results and financial condition couldadeersely affected should it encounter difficuliyefffectively maintaining its new cost
structure.

Additional information relating to the restructuginf operations may be found in Part II, Item 8§ Form 10-K in the Notes to
Consolidated Financial Statements at Note 4 urdestibheading "Restructuring of Operations," winébrmation is hereby incorporated by
reference.

PRODUCT INTRODUCTIONS AND TRANSITIONS

Due to the highly volatile nature of the persor@hputer industry, which is characterized by dynaotistomer demand patterns and rapid
technological advances, the Company must contipirgioduce new products and technologies and ergharisting products in order to
remain competitive. Recent introductions includeadylan innovatively designed lower priced deskimmmuter aimed at the education and
consumer markets, certain PowerBook and G3 Poweirtegh products, and the introduction of Mac O&i.October 1998. The succes:
new product introductions is dependent on a nurobtactors,
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including market acceptance, the Company's aliditpanage the risks associated with product tiansitthe availability of application
software for new products, the effective manageméitventory levels in line with anticipated pradwemand, the availability of products
appropriate quantities to meet anticipated demand the risk that new products may have qualitytber defects in the early stages of
introduction. Accordingly, the Company cannot detiere the ultimate effect that new products will Ban its sales or results of operations.
In addition, although the number of new produatadtictions may decrease as a result of the Conmgpegstructuring actions, the risks and
uncertainties associated with new product introdastmay increase as the Company refocuses itsiprofferings on key growth segments
and to the extent new product introductions amaamkets that are new to the Company.

The Company plans to continue to introduce majgragies to the current Mac OS and later introdutevaoperating system, Mac OS X,
which is expected to offer advanced functionaliagdd on Apple and NeXT software technologies. Unisertain whether Mac OS X will gz
developer support and market acceptance. Inabilisuccessfully develop and make timely delivera glubstantially backward-compatible
Mac OS X or of planned enhancements to the cuMet OS, or to gain developer support and markegatanice for those operating syste
may have an adverse impact on the Company's cdasedi operating results and financial condition.

COMPETITION

The personal computer industry is highly compegitind is characterized by aggressive pricing prestidownward pressure on gross
margins, frequent introduction of new products,rspooduct life cycles, continual improvement imguct price/performance characteristics,
price sensitivity on the part of consumers, anargd number of competitors. The Company's condelideesults of operations and financial
condition have been, and in the future may contiouge, adversely affected by industry-wide pricorgssures and downward pressures on
gross margins. The industry has also been chaizadeny rapid technological advances in softwarefionality and hardware performance
and features based on existing or emerging indgséirydards. Many of the Company's competitors lgagater financial, marketing,
manufacturing, and technological resources, asagetiroader product lines and larger installedornst bases than those of the Company.

The Company's future consolidated operating resmitsfinancial condition may be affected by ovedelnand for personal computers and
general customer preferences for one platform amether or one set of product features over another

The Company is currently the primary maker of haakrhat uses the Mac OS. The Mac OS has a mindtket share in the personal
computer market, which is dominated by makers afmaters that run Microsoft operating systems. Then@any believes that the Mac OS,
with its perceived advantages over Windows, andydreral reluctance of the Macintosh installed basecur the costs of switching
platforms, have been driving forces behind saleb®Company's personal computer hardware for éisegeveral years. Recent innovations
in the Windows platform, including those expected¢ included in new versions of Windows, have dddatures to the Windows platform
that make the differences between the Mac OS awdoshbft's Windows operating systems less significBlhe Company is currently taking
and will continue to take steps to respond to thrapmetitive pressures being placed on its persarapater sales as a result of the recent
innovations in the Windows platform. The Compaifiytsire operating results and financial conditiofi & substantially dependent on its
ability to continue to develop improvements of Macintosh platform in order to maintain perceivaeddtional advantages over competing
platforms.

Several competitors of the Company have eitheetathor announced their intention to target ceméihe Company's key market segments,
including education and publishing. Many of these
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companies have greater financial, marketing, manufg, and technological resources than the Compa
SUPPORT FROM THIRD-PARTY SOFTWARE DEVELOPERS

Decisions by customers to purchase the Companssemal computers, as opposed to Windows-basedsystee often based on the
availability of third-party software for particulapplications. The Company believes that the abiiila of third-party application software fi
the Company's hardware products depends in pahi@hparty developers' perception and analysifefrelative benefits of developing,
maintaining, and upgrading such software for thenfany's products versus software for the largerddiive market. This analysis is based
on factors such as the perceived strength of theg2oy and its products, the anticipated potentianue that may be generated, and the
costs of developing such software products. Teetttent the Company's financial losses in prior y@and declining demand for the
Company's products, as well as the Company's dedisiwind down its Mac OS licensing program, heaased software developers to
guestion the Company's prospects in the persomapeter market, developers could be less inclinedetelop new application software or
upgrade existing software for the Company's pragland more inclined to devote their resources weldping and upgrading software for
larger Windows market. Moreover, the Company'sentrplan to introduce Mac OS X could cause softvdaneslopers to stop developing
software for the current Mac OS. In addition, thesia be no assurance that software developersl@gitie to develop software for the new
operating system on a timely basis or at all.

In August 1997, the Company and Microsoft entengd patent cross licensing and technology agreesnémaddition, for a period of five
years from August 1997 as subject to certain litites related to the number of Macintosh compusetd by the Company, Microsoft w
make future versions of its Microsoft Office andelmet Explorer products for the Mac OS, and them@any will bundle the Internet Explol
product with Mac OS system software releases ar it product the default Internet browser fatsteleases. While the Company
believes that its relationship with Microsoft haseh and will continue to be beneficial to the Comypand to its efforts to increase the
installed base for the Mac OS, the Microsoft relaship is for a limited term and does not cover ynafithe areas in which the Company
competes with Microsoft, including the Windows fdain. Accordingly, Microsoft's interest in produgiapplication software for the Mac (
not covered by the relationship or upon expiratibthe relationship may be influenced by Microsofterception of its interests as the vendor
of the Windows operating system. In addition, thierelsoft relationship may have an adverse effectomong other things, the Company's
relationship with other partners. There can bessurnce that the benefits to the Company of treeddoft relationship will not be offset by
the disadvantages.

GLOBAL MARKET RISKS

A large portion of the Company's revenue is derifveth its international operations. As a resule @ompany's consolidated operating re
and financial condition could be significantly affed by risks associated with international ag#sitincluding economic and labor
conditions, political instability, tax laws (inclirdy U.S. taxes on foreign subsidiaries), and chaigéhe value of the U.S. dollar versus the
local currency in which the products are sold andds and services are purchased.

Countries in the Asia Pacific region, including daphave recently experienced weaknesses in thegrcy, banking and equity markets.
These weaknesses have adversely affected and magumto adversely affect consumer demand foChmpany's products, the U.S. dollar
value of the Company's foreign currency denominatdes, the availability and cost of product congrda to the Company, and ultimately
the Company's consolidated results of operations.

Further information related to the Company's glabatket risks may be found in Part Il, Iltem 7A listForm 10-K under the subheading
"Foreign Currency Risk" and may be found in Paritdm 8 of this
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Form 10-K at Notes 1 and 2 of Notes to Consolid&i@dncial Statements, which information is hergtprporated by reference.
INVENTORY AND SUPPLY

The Company records a write-down for inventoriesahponents and products that have become obswlate in excess of anticipated
demand and accrues for any cancellation fees @frsifdr inventories that have been canceled. Athahe Company believes its inventory
and related provisions are adequate, given the mapd unpredictable pace of product obsolescentteinomputer industry, no assurance can
be given that the Company will not incur additioimalentory and related charges. In addition, su@rges have had, and may again have, a
material effect on the Company's consolidated firerposition and results of operations.

The Company must order components for its prodaietisbuild inventory in advance of product shipmeBecause the Company's markets
are volatile and subject to rapid technology andepchanges, there is a risk that the Companyferdicast incorrectly and produce excess or
insufficient inventories of particular products.eT@ompany's consolidated operating results anddinhcondition have been in the past and
may in the future be materially adversely affedigdhe Company's ability to manage its inventorele and respond to short-term shifts in
customer demand patterns.

Certain of the Company's products are manufacturedole or in part by thirgharty manufacturers. In addition, the Company hasaurcet
much of its transportation and logistics managenpeanticularly in North America and Europe. The Qmamny expects that the proportion of
the Company's products produced and distribute@mnmgtsourcing arrangements will continue to insee&Vhile outsourcing arrangements
may lower the fixed cost of operations, they wilareduce the direct control the Company has pradiuction and distribution. It is
uncertain what effect such diminished control Wwalve on the quality or quantity of the products afactured, or the flexibility of the
Company to respond to changing market conditiorsreldver, although arrangements with such manufexstumay contain provisions for
warranty expense reimbursement, the Company remaaieast initially responsible to the ultimate somer for warranty service based on
Company's limited warranties. Accordingly, in thesit of certain product defects or warranty lidpjlthe Company may remain primarily
liable. Any unanticipated product defect for whibtle Company is held liable or warranty liabilityh@ther pursuant to arrangements with
contract manufacturers or otherwise, could adverséct the Company's future consolidated opegatasults and financial condition.

Although certain components essential to the Colyipdiusiness are generally available from multyalerces, other key components
(including microprocessors and application spedifiegrated circuits) are currently obtained by @@mpany from single or limited sources.
If the supply of a key single-sourced componentewterbe delayed or curtailed, the Company's busiaed financial performance could be
adversely affected, depending on the time requeabtain sufficient quantities from the originalusce, or to identify and obtain sufficient
guantities from an alternate source. The Companyodmer producers in the personal computer indwsy compete for other semiconductor
products with other industries that have experidnoereased demand for such products, due to ditherased consumer demand or
increased use of semiconductors in their prodwstish(as the cellular phone and automotive inds3trignally, the Company uses some
components that are not common to the rest of ¢éhgopal computer industry (including certain micog@ssors and ASICs). Continued
availability of these components may be affectqutdafducers were to decide to concentrate on théugtmn of common components instead
of components customized to meet the Company'sreegants. Such product supply constraints and spaeding increased costs could
decrease the Company's net sales and adversaty thifeCompany's consolidated operating resultsiaadcial condition.

The Company's ability to produce and market cortigetproducts is also dependent on the ability @esire of IBM and Motorola, the sole
suppliers of the PowerPC RISC microprocessor fer th
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Company's Macintosh computers, to supply to the (@ in adequate numbers microprocessors that peasliperior price/performance
results compared with those supplied to the Comparompetitors by Intel Corporation, and other digvers and producers of the
microprocessors used by most personal computerg tls¢ Windows operating systems. The desire of iid Motorola to continue
producing these microprocessors may be influengedibrosoft's decision not to adapt its Windows bierating system software to run on
the PowerPC microprocessor. IBM produces persarapaiters based on Intel microprocessors and istla¢sdeveloper of OS/2, a compe!
operating system to the Company's Mac OS. AccolgimBM's interest in supplying the Company withamaprocessors for the Company's
products may be influenced by IBM's perceptiont®interests as a competing manufacturer of pelsomaputers and as a competing
operating system vendor.

Further discussion relating to availability and glypf components and product may be found in Rdigm 1 of this Form 10-K under the
heading "Raw Materials," and in Part Il, Iltem &t Form 10-K in the Notes to Consolidated Finah8tatements at Note 10 under the
subheading "Concentrations in the Available Souafedupply of Materials and Product,” which inforina is hereby incorporated by
reference.

MARKETING AND DISTRIBUTION

Currently, the Company distributes its productstigh wholesalers, resellers, mass merchants, gati® and direct to education institutions
for resale (collectively referred to as "resellgr#ti addition, in November 1997 the Company begglling many of its products directly to
end users in the U.S. through the Company's onslioee. Many of the Company's significant reseltgerate on narrow product margins.
Most such resellers also distribute products fremgeting manufacturers. The Company's busineséirsamtial results could be adversely
affected if the financial condition of these reselweakened, or if resellers within consumer chwere to decide not to continue to
distribute the Company's products, or if uncertamegarding demand for the Company's products cagsellers to reduce their ordering and
marketing of the Company's products.

Further information regarding risks associated \Wtrketing and Distribution may be found in Paidtém 1 of this Form 10-K under the
heading "Markets and Distribution," which infornaatiis hereby incorporated by reference.

EURO CONVERSION

On January 1, 1999, eleven of the fifteen membent@s of the European Union are scheduled totatiepEuro as their common legal
currency and establish fixed conversion rates batvibeir existing sovereign currencies and the Eline Euro will then trade on currency
exchanges and be available for non-cash transactothree year transition period is expected dyvitnich transactions can be made in the
old currencies.

The Company is taking steps to evaluate interrstiesy capabilities, review the ability of finandiastitution vendors to support Euro
transactions, and examine current marketing araingripolicies and strategies in light of the Euomeersion. The cost of this effort is not
expected to have a material adverse effect on timep@ny's results of operations or financial conditiThere can be no assurance, however,
that all issues related to the Euro conversion fe@es identified and that any additional issuesld/oot have a material effect on the
Company's results of operations or financial caoditThe conversion to the Euro may have competitiwplications on the Company's
pricing and marketing strategies, the impact ofolkdre not known at this time. Additionally, ther@qmany is at risk to the extent its principal
European suppliers and customers are unable tcetfeatively with the impact of the Euro conversidie Company has not yet completed
its evaluation of the impact of the Euro conversiorits functional currency designations.
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DEPENDENCE ON KEY EMPLOYEES

During the past several years, the Company hagiexged significant voluntary employee turnoveaassult of employees' concerns over
the Company's prospects, as well as the abunddimege®r opportunities available elsewhere. The @ow is dependent on its key
employees in order to achieve its business plarlétte Company experienced reduced voluntary tenduring 1998, there can be no
assurance the Company will be able to continudttact, motivate and retain key employees. Faitardo so may have a significant effect on
the Company's consolidated operating results arahéial condition.

OTHER FACTORS
The potential risks associated with the CompangK Wlan are discussed above under the heading "2G€0 Compliance."

The majority of the Company's research and devedmpractivities, its corporate headquarters, andrathitical business operations, includ
certain major vendors, are located near major seifaults. The Company's operating results andififel condition could be materially
adversely affected in the event of a major earthgua

Production and marketing of products in certaitestand countries may subject the Company to emwviemtal and other regulations which
include, in some instances, the requirement tteCthmpany provide consumers with the ability tometo the Company product at the end
of its useful life, and leave responsibility forvmonmentally safe disposal or recycling with then@pany. Although the Company does not
anticipate any material adverse effects in thereubased on the nature of its operations and tiusttbf such laws, no assurance can be given
that such laws, or any future laws enacted fomptiaéection of the environment, will not have a miaieadverse effect on the Company.

The Company is in the process of replacing itsteggransaction systems in the U.S. (which inclod#er management, product
procurement, distribution, and finance) with a &ngtegrated system as part of its ongoing etffoitcrease operational efficiency.
Substantially all of the transaction systems inEleopean operations were replaced with the satagrited system in 1997. The Company's
future consolidated operating results and finanmadition could be adversely affected if the Compi unable to implement and effectively
manage the transition to this new integrated system

Because of the foregoing factors, as well as ddaors affecting the Company's consolidated opegatsults and financial condition, past
financial performance should not be consideredeta beliable indicator of future performance, amgestors should not use historical trenc
anticipate results or trends in future periodsaddition, the Company's participation in a highjyndmic industry often results in significant
volatility of the Company's common stock price.

ITEM 7A. DISCLOSURES ABOUT MARKET RISK
INTEREST RATE AND FOREIGN CURRENCY RISK MANAGEMENT

To ensure the adequacy and effectiveness of thep@ayts foreign exchange and interest rate hedgaquss as well as to monitor the risks
and opportunities of the nonhedge portfolios, tlken@any continually monitors its foreign exchangenvird and option positions, and its
interest rate swap, option and floor positions lmita stand-alone basis and in conjunction withritderlying foreign currency and interest
rate-related exposures, respectively, from both@ounting and an economic perspective. Howeveenghe effective horizons of the
Company's risk management activities and the gatiory nature of the exposures intended to hetiges tan be no assurance that the
aforementioned programs will offset more than aiporof the adverse financial impact resulting franfavorable movements in either
foreign exchange or interest rates. In additioa,tiiming of the accounting for recognition of gaarsl losses related to mark-to-market
instruments for any given period may not coincidehthe timing of
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gains and losses related to the underlying econerposures and, therefore, may adversely affedCtmpany's consolidated operating
results and financial position.

INTEREST RATE RISK

While the Company is exposed with respect to flatitins in the interest rates of many of the wotleBsling industrialized countries, the
Company's interest income and expense is mosttisensl fluctuations in the general level of U.Bterrest rates. In this regard, changes in
U.S. interest rates affect the interest earnedherCompany's cash, cash equivalents, and shortit@estments as well as costs associated
with foreign currency hedges.

The Company's exposure to market risk for chang@geérest rates relates primarily to the Compaimysstments and long-term debt
obligations and related derivative financial inatents. The Company places its investments with bigtlit quality issuers and, by policy,
limits the amount of credit exposure to any ona@ssThe Company's general policy is to limit theé of principal loss and ensure the safety
of invested funds by limiting market and credikrigll highly liquid investments with a maturity éiree months or less at the date of
purchase are considered to be cash equivalentstiments with maturities between three and twelesths are considered to be short-term
investments. As of September 25, 1998, there aievastments with maturities greater than 12 manths

During 1996, the Company issued $661 million aggtegrincipal amount of 6% unsecured convertiblmstinated notes (the Notes) to
certain qualified parties in a private placemethte Notes were sold at 100% of par. The Notes payast semiannually and mature on June
1, 2001. The Notes are convertible by their hol@g@ny time after September 5, 1996, at a cormemiice of $29.205 per share subject to
adjustments as defined in the Note agreement. NesNwad been converted as of September 25, 1988\ dtes are redeemable by the
Company at 102.4% of the principal amount, pluswsed interest, for the 12 month period beginningeli, 1999, and at 101.2% of the
principal amount, plus accrued interest, for tharighth period beginning June 1, 2000. The Notes@aberdinated to all present and future
senior indebtedness of the Company as defineceiiNtte agreement. In addition, the Company incuamgatoximately $15 million of costs
associated with the issuance of the Notes. Thests ace accounted for as a deduction from thedammunt of the Notes and are being
amortized over the life of the Notes. In Octobe®8,2he Company registered with the SecuritiesExahange Commission (SEC) $569
million of the aggregate principal amount of thetd&& including the related shares of common steskable upon conversion of these Notes.

The following table presents the principal (or notll) amounts and related weighted-average inteaitest for the Company's investment
portfolio and its long-term debt obligations. Tlad-term debt is comprised of $654 million of unged convertible subordinated notes
which, if not converted, mature in June of 2001 $8d0 million of unsecured notes which mature ibriary 2004. The Company's
investments in U.S. corporate securities includeroercial paper and corporate debt securities. gormsécurities include foreign commercial
paper, loan participation and certificates of dépwegh foreign institutions, most of which are deninated in U.S. dollars. The Company's
cash equivalents and short-term investments haverghty been held until maturity. Gross unrealigaéghs and losses were negligible as of
September 25, 1998.
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During 1994, the Company issued $300 million aggtegrincipal amount of 6.5% unsecured notes intdipoffering registered with the
SEC. The notes were sold at 99.925% of par, fafective yield to maturity of 6.51%. The notes patgrest semiannually and mature on
February 15, 2004.

AVERAGE
CARRYING INTEREST
In millions, except average interest rates AMOUNT RATE
Assets:
Cash Equivalents:
U.S. Treasury SECUNtieS.......ccceevvceevees e, $ 10 5.45%
U.S. corporate SeCUritieS.......ccceeeeveeeee e 785 5.55%
Foreign securities........ccoooevvcvvvvveeees s 613 5.55%
Total cash equivalents........ccocceeeeeeeee. 1,408 5.55%
Short-term investments:
U.S. corporate SecuritieS......ccccceeeeeees s 163 5.56%
Foreign securitieS........ccoovevccvvvveeees s 656 5.54%
Total short-term investments................ L 819 5.54%
Total investment securities........c.cccceeeee. L $ 2,227 5.55%
Debt:
Fixed rate....cccccevvevieieiieeiciesceeee e $ 954 6.07%

Purchased floors are options which limit the Conysaxposure to falling interest rates on its aaghivalents and short-term investments by
locking in a minimum interest rate. The Companyerees a payment when interest rates fall belowedgtermined level. A purchased floor
generally qualifies for hedge accounting treatnzamt is reported on the balance sheet at its preroast) which is amortized over the life of
the floor. The purchased floors are generally destigd and effective as hedges against interestisiten the Company's securities classified
as available-for-sale and are carried at fair valugther current liabilities with the unrealizedigs and losses recorded as a component of
shareholders' equity. Purchased floors outstarainaf September 25, 1998, provide the Companytéloption of a weighted-average
interest rate of 5.15% on the notional amount @&3/illion. Gains and losses are recognized infmea@s a component of interest and other
income (expense), net in the same period as thgeldeidansaction. Unrealized gains and losses dncuttracts were immaterial during fis
1998.

The Company also enters into interest rate devigdtansactions, including interest rate swapsarmland floors, with financial institutions
order to better match the Company's floating-materest income on its cash equivalents and short-tevestments with its fixed-rate interest
expense on its long-term debt, and/or to diversifyortion of the Company's exposure away from @lagons in short-term U.S. interest rates.
The Company may also enter into interest rate aotgrthat are intended to reduce the cost of tieeast rate risk management program. The
Company does not hold or transact in such finamegtuments for purposes other than risk managemen

The interest rate swaps which qualify as accourtiedges generally require the Company to pay &ifipénterest rate based on the three- or
six-month U.S. dollar LIBOR and receive a fixederaf interest without exchanges of the underlyinianal amounts. As a result, these
swaps effectively convert the Company's fixed-filleyear debt to floatingate debt and generally qualify for hedge accogntieatment. Th
notional amount of such interest rate swaps wasoappately $340 million as of September 25, 1998e Taturity date for these swaps is in
February 2001. As of September 25, 1998, inteedstswaps classified as receive-fixed swaps hagighted-average receive rate of 6.04%.
Weighted-average pay rates on these swaps weré%ma3df September 25, 1998. The unrealized gaith4osses on these swaps are deferred
and recognized in income as a component of intaresibther income (expense), net in the same pasddle hedged transaction. Deferred
gains on such contracts totaled approximately $ifomias of September 25, 1998.

27



FOREIGN CURRENCY RISK

Overall, the Company is a net receiver of currenoiher than the U.S. dollar and, as such, berfedits a weaker dollar and is adversely
affected by a stronger dollar relative to majorencies worldwide. Accordingly, changes in excharades, and in particular a strengthening
of the U.S. dollar, may negatively affect the Comypsa consolidated sales and gross margins as egurés U.S. dollars.

The Company enters into foreign exchange forwatapotion contracts with financial institutions panly to protect against currency
exchange risks associated with existing assetdianitities, certain firmly committed transactiorand probable but not firmly committed
transactions. The Company's foreign exchange reskagement policy requires it to hedge a majoritigsoéxisting material foreign exchange
transaction exposures. However, the Company majiedge certain foreign exchange transaction expegdtiat are immaterial either in
terms of their minimal U.S. dollar value or in teyiof the related currency's historically high ctatien with the U.S. dollar. Foreign exchai
forward contracts are carried at fair value in otharent liabilities. The premium costs of purabdi$oreign exchange option contracts are
recorded in other current assets and amortizedtbedife of the option.

Probable but not firmly committed transactions cas®sales of the Company's products and purctidsasy material in currencies other
than the functional currency. A majority of thesées are made through the Company's subsidiarieariope, Asia (particularly Japan),
Canada, and Australia. The Company purchases foeighange option contracts to hedge the currexdyamge risks associated with these
probable but not firmly committed transactions. Thampany also sells foreign exchange option cotgrat order to partially finance the
purchase of these foreign exchange option contrAtitsough the Company entered into no such trarmasin fiscal 1998, the Company
occasionally enters into other foreign exchangestations, which are intended to reduce the castscaated with its foreign exchange risk
management programs. The duration of foreign exph&edging instruments, whether for firmly comnuitteansactions, for probable but not
firmly committed transactions, or to partially fimae the foreign currency risk management programently does not exceed one year.

Gains and losses on accounting hedges of exissisefsor liabilities are generally recorded cutyentincome or shareholders' equity aga
the losses and gains on the hedged transactiois &ad losses related to qualifying accountingglesf firmly committed or probable but
not firmly committed transactions are deferred esmbgnized in income in the same period as theduktlgnsactions. Gains and losses on
foreign exchange instruments not accounted foredgéds are recorded currently in income as a conrmpafiénterest and other income
(expense), net.

The following table provides information about thempany's foreign currency derivative financiatinments outstanding as of September
25, 1998. The information is provided in U.S. dolimounts, as presented in the Company's consatidiziancial statements. For foreign
currency exchange contracts, the table presentsati@nal amount (at contract exchange rates) @dveighted-average contractual foreign
currency exchange rates. Generally, all instrumeratsire within 6 months. The German mark is usea @®xy for the eleven currencies
which will participate in the Euro as of Januaryi 299. In
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subsequent disclosures, the Euro may replace thmd@emark for this purpose. Miscellaneous otheremaies are primarily the Canadian

dollar and Australian dollar.

In millions, except average contract rates and stri

Foreign currency spot/forward contracts:
Japanese Yen.............

British Pound Sterling..........cccccceevine

German Marks..........ccceeeee.

Miscellaneous other currencies.................
Total currency spot/forward contracts............
Estimated fair value..........cccccccccceeeen.

Foreign currency purchased call options:
Japanese Yen.......ccocccvveeeeeeeiininnnnne
British Pound Sterling.
German Marks............ccee....
Miscellaneous other currencies.................

Total purchased call options.................

Foreign currency purchased put options:
Japanese YeN.......ccccovvvrviiiiiiiinieeeees
British Pound Sterling..........ccccccceeo....
German Marks............cceee...
Miscellaneous other currencies.................

Total purchased put options..................

Total foreign currency purchased options.........

Estimated fair value...........ccccccceeeerenn.

Foreign currency sold call options:
Japanese Yen......cccocceveeieeeeiinnnnnnns
British Pound Sterling.
German Marks.........ccoccvveeiiniinieinnnns
Miscellaneous other currencies.................

Total sold call options...........c.cc.......

Foreign currency sold put options:
Japanese Yen.......ccoccceveeeeeeeiininnnnns
British Pound Sterling..........ccccccceee...
German Marks
Miscellaneous other currencies.................

Total sold put options............cc.veueee.

Total foreign currency sold options................

Estimated fair value...........ccccccceeerenn.
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AVERAGE

CONTRACT RATE

NOTIONAL
AMOUNT PRICE

ke prices

OR STRIKE

139.45
1.68
1.72
n/a

130.22

1.68
1.71
n/a

139.05
1.64
1.79

n/a

128.08
1.70
1.71

n/a

145.46
n/a
1.80

n/a
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submission of the schedule, or because the infesmatquired is included in the Consolidated FinahStatements and Notes thereto.

30



REPORT OF KPMG PEAT MARWICK LLP, INDEPENDENT AUDITO RS

The Board of Directors
Apple Computer, Inc.:

We have audited the accompanying consolidated balsineets of Apple Computer, Inc. and subsidiasesf September 25, 1998 and
September 26, 1997, and the related consolidat¢ehnseénts of operations, shareholders' equity astd ft@vs for the years then ended. In
connection with our audits of the consolidatedriitial statements, we have also audited the accoymggfinancial statement schedule. Tt
consolidated financial statements and financiakstant schedule are the responsibility of the Campisananagement. Our responsibility i:
express an opinion on these consolidated finasta@¢ments and financial statement schedule basedraaudit.

We conducted our audit in accordance with generalbepted auditing standards. Those standardsegtat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenégpects, the financial position of Apple
Computer, Inc. and subsidiaries as of Septembet @I and September 26, 1997, and the resulteofdperations and their cash flows for
the years then ended in conformity with generatigested accounting principles. Also in our opinithg related financial statement schedule,
when considered in relation to the basic consadéinancial statements taken as a whole, preéaintg in all material respects, the
information set forth therein.

KPMG Peat Marwick LLP

Mountain View, California
October 14, 1998
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS
The Shareholders and Board of Directors of Apple Cmputer, Inc.

We have audited the accompanying consolidatedatérsients of operations, shareholders' equity, ask tows of Apple Computer, Inc. for
the year ended September 27, 1996. Our audit atdodes the financial statement schedule for yedeé September 27, 1996, listed in the
Index to the Consolidated Financial Statementss&ensolidated financial statements and schedeltha responsibility of the Company's
management. Our responsibility is to express aniopion these consolidated financial statementssahddule based on our audit.

We conducted our audit in accordance with generadbepted auditing standards. Those standardsedtyat we plan and perform the audit
to obtain reasonable assurance about whethemthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenégpects, the results of operations and cash
flows of Apple Computer, Inc. for the year endegt®mber 27, 1996, in conformity with generally giteel accounting principles. Also, in
our opinion, the related financial statement schidshen considered in relation to the basic fin@ngtatements taken as a whole, presents
fairly, in all material respects, the informaticet $orth therein.

Ernst & Young LLP

San Jose, California
October 14, 1996
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CONSOLIDATED BALANCE SHEETS

(IN MILLIONS, EXCEPT SHARE AMOUNTS)

SEPTEMBER 25, 1998 AND SEPTEMBER 26, 1997 199 8 1997
ASSETS:
Current assets:
Cash and cash eqUIVaIENES........ccccoceeeceees e $1 481 $ 1,230
Short-term iNVESIMENES.....cocciviiiciees e 819 229
Accounts receivable, less allowances of $81 and $ 99, respectively.........ccocveviiineenn. 955 1,035
INVENtOries.......cccoviuiieeiiiiieee e 78 437
Deferred tax assets... 182 259
Other current assets........cccccoovcveeeernnes 183 234
Total CUMENt @SSELS....uvviiiiiiiieciiccees s 3 ,698 3,424
Property, plant, and equUIpmMeNt, Net.............. s 348 486
Other @SSELS..cciiiiiiiiiiiiiiieeeeeeee e 243 323
TOtAl @SSELS.ccviiveiiccieiieeeceeeee s $ 4 289 $ 4,233
LIABILITIES AND SHAREHOLDERS' EQUITY:
Current liabilities:
Notes payable to banks.......ccccoeenvceices e $ -- $ 25
ACCOUNES PAYADIE....cco s e ————— 719 685
ACCIUEA EXPENSES...cvvviiieeieieiiiiciieee e ————— 801 1,108
Total current liabilitieS......ccccccceeeeeeees 1 520 1,818
LONG-termM debt. .o e ————— 954 951
Deferred tax iabilitieS.......cccccovvvvicecs 173 264
Total iabilitieS...ccccciieciiieeeeees s 2 ,647 3,033
Commitments and contingencies
Shareholders' equity:
Series A non-voting convertible preferred stock, no par value; 150,000 shares authorized,
issued and OULSTANAING....cccoovvvieernniceees s 150 150
Common stock, no par value; 320,000,000 shares au thorized; 135,192,769 and 127,949,220 shares
issued and outstanding, respectively........... 633 498
Retained earnings.. 898 589
Other.......ooiiiiiieei e (39) 37)
Total shareholders' @qUItY........ccceeeeeeee e ————— 1 ,642 1,200
Total liabilities and shareholders' equity..... e $ 4 289 $ 4,233

See accompanying notes to consolidated financsistents.
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CONSOLIDATED STATEMENTS OF OPERATIONS

(IN MILLIONS, EXCEPT SHARE AND PER SHARE AMOUNTS)

THREE FISCAL YEARS ENDED SEPTEMBER 25, 1998 1998 1997 1996

NEt SAlES....ccvvevcieicic e e $ 5941 % 7,081 $ 9,833

Costof SaleS.....ccoovvvviiiiiiiiiieeees s 4,462 5,713 8,865
GroSS MArQiN...cuueeiiiiiiieeeeeeeieiiiieee e 1,479 1,368 968

Operating expenses:

Research and development..............ccccueeee.. 303 485 604
Selling, general, and administrative 908 1,286 1,568
Special charges:
In-process research and development.......... L 7 375 --
Restructuring COStS..........cooccveeeeinnnns - 217 179
Termination of license agreement............... - 75 --
Total operating eXpenSesS......ccovvecccceeeee e 1,218 2,438 2,351
Operating iNCOMe (I0SS)....cocvuvveieiiiiiieeneees e 261 (1,070) (1,383)
Gains arising from equity investment................ 40 - --
Interest and other income (expense), Net........... s 28 25 88
Total interest and other income (expense), net... e 68 25 88
Income (loss) before provision (benefit) for income taxes....ccocceeviunnenn. 329 (1,045) (1,295)
Provision (benefit) for income taxes................ e 20 - (479)
Netincome (I0SS)....cccvvevvveiiiiiieeeceee e $ 309 $ (1,045) $ (816)
Earnings (loss) per common share:
BaSIC.ovoiiiiii i s $ 234 % (829 $ (6.59)
Diluted...ooviiiiiiiiiiiic e e $ 210 % (8.29 $ (6.59)
Shares used in computing earnings (loss) per share (in thousands)
BaSIC.viiiiiii i s 131,974 126,062 123,734
Diluted...coviviiiiiiiiiiiicieveeeee e 167,917 126,062 123,734

See accompanying notes to consolidated financ#tsients.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

(IN MILLIONS, EXCEPT SHARE AND PER SHARE AMOUNTS)

(IN THOUSA
Balances as of September 29, 1995..... -
Common stock issued under stock
option and purchase plans,
including related tax benefits.... -
Cash dividends of $0.12 per common

Accumulated translation
adjustment..........ccceeevneenne -
Change in unrealized gains (losses)

on available-for-sale
securities -
Net l0SS.....ccueeviiiieniiieane -

Balances as of September 27, 1996..... -
Common stock issued under stock
option and purchase plans and
other, and in connection with the
acquisition of NeXT............... -
Series A non-voting convertible
preferred stock issued............ 1
Accumulated translation

Balances as of September 26, 1997.....
Common stock issued under stock
option and purchase plans and

Common stock issued in connection
with the acquisition of certain
assets of PCC.........cccevevnnn -
Tax benefit related to disqualifying
dispositions of stock options..... -
Accumulated translation
adjustment..........cccoeeveeenne -
Net income.......ccccceeeviiveennnns -

Balances as of September 25, 1998.....

TOTAL
SHAREHOLDER
EQUITY

Balances as of September 29, 1995..... $ 2,901

Common stock issued under stock

option and purchase plans,

including related tax benefits.... 41
Cash dividends of $0.12 per common

share.....c.coevvvevveeniines 14
Accumulated translation

adjustment..........cccoeeeveeenne a2
Change in unrealized gains (losses)

on available-for-sale

securities (42
Net loss...
Balances as of September 27, 1996..... 2,058

Common stock issued under stock
option and purchase plans and
other, and in connection with the

acquisition of NeXT............... 59
Series A non-voting convertible
preferred stock issued............ 150

Accumulated translation

Balances as of September 26, 1997..... 1,200

Common stock issued under stock
option and purchase plans and

ERRED STOCK

COMMON STOCK

R
AMOUNT  SHARES  AMOUNT
(IN
THOUSANDS)
NDS)
$ - 122,922 $ 398 $
- 1,575 41
- 124,497 439
- 3,452 59
50 150 - -
50 150 127,949 498
- 3,085 41
- 4,159 80
- - 14
50 $ 150 135193 $ 633 $

E

ETAINED
ARNINGS OTHER

2464 $ 39
14 -
- (12)
- (42)
(816) -
T1634 (19
- (22)
(1,045) -
Csse (37)
- (2
309 -
T8 s (39)




41
Common stock issued in connection
with the acquisition of certain

assets of PCC..........ccveennn 80
Tax benefit related to disqualifying

dispositions of stock options..... 14
Accumulated translation

adjustment..........ccceeeveeenne (2 )
Netincome.......ccccoveeviineennins 309

Balances as of September 25, 1998..... $ 1,642

See accompanying notes to consolidated financsstents.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

THREE FISCAL YEARS ENDED SEPTEMBER 25, 1998

Cash and cash equivalents, beginning of the year...

Operating:
Net income (I0SS)......ccvvvvvveeieiieieeennnnnn,
Adjustments to reconcile net income (loss) to cash
activities:
Depreciation and amortization...................
Provision for deferred income taxes
Loss on sale of property, plant, and equipment...
Gains arising from equity investment.............
In-process research and development..............
Changes in operating assets and liabilities, net of
NeXT:
Accounts receivable..............cccoccenenne
INVENtOries........cooovueieeiiiiiee e,
Other current assets........cccceeveveeeennnes
Other assets...........
Accounts payable
Accrued restructuring CoOstS..........cceevunees
Other current liabilities.............ccccc......

Cash generated by operating activities.........

Investing:
Purchase of short-term investments.................
Proceeds from sales and maturities of short-term in
Proceeds from sale of property, plant, and equipmen
Purchase of property, plant, and equipment.........
Cash used for acquisition of technology

Cash used for investing activities...........

Financing:

Decrease in notes payable to banks.................
Increase in long-term borrowings...................
Proceeds from issuance of preferred stock..........
Increases in common stock, net of acquisitions.....
Cash dividends.........ccccoooveeeiiiiieeennns

Cash generated by financing activities.......
Total cash generated (used)...........cccceeeennnee

Cash and cash equivalents, end of the year.........

Supplemental cash flow disclosures:

Cash paid during the year for interest...........

Cash paid (received) for income taxes, net.......

Noncash transactions:
Tax benefit from stock options.................
Issuance of common stock for acquisition of PCC
Increase in value of equity investment.........
Issuance of common stock for acquisition of NeX

(IN MILLIONS)

1998 1997
................................ $ 1,230 $ 1,
................................ 309 (1,

vestments.

See accompanying notes to consolidated financ#tsients.
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552 $ 756
045)  (816)
118 116
(50)  (437)
37 16
375 -
469 435
225 1,113
36 45
4 (24
107)  (373)
109 124
Q) 209
154 408
999)  (437)
963 440
47 47
(53)  (67)
384) -
(73) 9
499)  (8)
161)  (275)
646
150 -
34 39
(14)
23 396
322) 796
230 $ 1,552
61 $ 49
(11)$ 33
$ 2
25 -



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Apple Computer, Inc., and its subsidiaries (the @any), designs, manufactures, and markets micrepsme-based personal computers and
related software and peripherals for sale primadlgducation, creative, consumer, business, andrgment customers.

BASIS OF PRESENTATION AND PREPARATION

The accompanying consolidated financial statemientade the accounts of the Company and its sudn$édi. Intercompany accounts and
transactions have been eliminated. The Comparsgalfyear-end is the last Friday in September.

The preparation of these consolidated financiaéstants in conformity with generally accepted actimg principles requires managemen
make estimates and assumptions that affect the @noeported in these consolidated financial statemiand accompanying notes. Actual
results could differ materially from those estinsate

FINANCIAL INSTRUMENTS
INVESTMENTS

All highly liquid investments with a maturity of the months or less at the date of purchase arédeoed to be cash equivalents; investments
with maturities between three and twelve monthsarsidered to be short-term investments. Managedetarmines the appropriate
classification of its investments in debt and mtakke equity securities at the time of purchaserargaluates such designation as of each
balance sheet date. The Company's debt and malkketglity securities have been classified and ateoufor as available-for-sale. These
securities are carried at fair value, with the alired gains and losses reported as a componshioéholders' equity. These unrealized gains
or losses include any unrealized losses and gaimsterest rate contracts accounted for as hedggiast the available-for-sale securities. The
cost of securities sold is based upon the spadéiatification method.

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

In the ordinary course of business and as pati@Ciompany's asset and liability management, tep@ay enters into various types of
transactions that involve contracts and financiatruments with off-balance-sheet risk. These imsénts are entered into in order to manage
financial market risk, primarily interest rate aiodeign exchange risk. The Company enters intoettfi@ancial instruments with major
international financial institutions utilizing owne-counter as opposed to exchange traded instrisiriehe Company does not hold or
transact in financial instruments for purposes othan risk management.

The Company enters into interest rate derivatirgactions, including interest rate swaps, coltard, floors, with financial institutions in
order to better match the Company's floating-raterest income on its cash equivalents and short-tevestments with its fixed-rate interest
expense on its long-term debt, and/or to diversifyortion of the Company's exposure away from @lagons in short-term U.S. interest rates.
The Company may also enter into interest rate aotgrthat are intended to reduce the cost of tieeeist rate risk management program.

The Company enters into foreign exchange forwacdapotion contracts with financial institutions panly to protect against currency
exchange risks associated with existing assetdiaitities, and certain firmly committed and prdiba but not firmly committed transactions.
The Company's foreign exchange risk managementypuires it to hedge a majority of its existingterial foreign exchange transaction
exposures. However, the Company may not hedgeircéor@ign exchange transaction
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

exposures that are immaterial either in terms eif tminimal U.S. dollar value or in terms of théated currency's historically high correlati
with the U.S. dollar. Foreign exchange forward cacts are carried at fair value in other curreatilities. The premium costs of purchased
foreign exchange option contracts are recordedharcurrent assets and amortized over the lita@bption.

Probable but not firmly committed transactions cas®sales of the Company's products and purctidsasy material in currencies other
than the functional currency. A majority of thessnsactions are made through the Company's sutbieglia Europe, Asia (particularly
Japan), Canada, and Australia. The Company pursliesegn exchange option contracts to hedge thewroy exchange risks associated
with these probable but not firmly committed tractgms. The Company also sells foreign exchangmogontracts, in order to partially
finance the purchase of these foreign exchangemptintracts. Although the Company entered intsuth transactions in fiscal 1998, the
Company occasionally enters into other foreign exge transactions, which are intended to reducedsis associated with its foreign
exchange risk management programs. The duratittred€ompany's foreign exchange hedging instrumaittsther for firmly committed
transactions or for probable but not firmly committransactions, normally do not extend beyonargirths.

In addition, the Company has entered into foreighange forward contracts to hedge certain intepaoiyg loan transactions. These forward
contracts effectively change certain foreign cucyedenominated debt into U.S. dollar denominatdat,dehich better matches against the
Company's U.S. dollar denominated cash equivakemdsshort-term investments. No such contractsexkiss of September 25, 1998.

Interest rate and foreign exchange instrumentsrgéynejualify as accounting hedges if their matudates are the same as the hedged
transactions and if the hedged transactions megticeequirements. The Company monitors its irgerate and foreign exchange positions
on a regular basis based on applicable and comnuselg pricing models. The correlation between Hanges in the fair value of hedging
instruments and the changes in the underlying hieidlgms is assessed periodically over the lifdhefiedged instrument. In the event that
determined that a hedge is ineffective, includirgnid when the hedged transactions no longer exi@sCompany recognizes in income the
change in market value of the instrument beginoinghe date it was no longer an effective hedge.

Gains and losses on accounting hedges of exissisefsor liabilities are generally recorded cutyentincome or shareholders' equity aga
the losses and gains on the hedged transactioirss &ad losses related to qualifying accountingglesdf firmly committed or probable but
not firmly committed transactions are deferred esmbgnized in income in the same period as theduktlgnsactions. Gains and losses on
accounting hedges realized before the settleméataldahe related hedged transaction are also giyeeferred and recognized in income in
the same period as the hedged transactions.

Gains and losses on interest rate and foreign egghsmstruments not accounted for as hedges avedest currently in income as a
component of interest and other income (expenst) 3old interest rate and foreign exchange ingnisndo not qualify as accounting
hedges. Premiums associated with sold foreign exgghaption contracts are recorded in other cuaeséts and amortized over the life of the
option.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) INVENTORIES

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

PROPERTY, PLANT, AND EQUIPMENT

Property, plant, and equipment are stated at Begireciation and amortization are computed by @iskeeodeclining balance and straight-line
methods over the estimated useful lives of thetasadich are 30 years for buildings and from 3 tgears for equipment.

LONG-LIVED ASSETS

The Company reviews property, plant, and equipraadtcertain identifiable intangibles for impairmeritenever events or changes in
circumstances indicate that the carrying amouincdisset may not be recoverable. Recoverabilitiesfe assets is measured by comparison
of its carrying amount, including the unamortizextion of any allocated goodwill, to future undisited cash flows the assets are expected
to generate. If property, plant, and equipment@etthin identifiable intangibles are consideretiédmpaired, the impairment to be
recognized is measured by the amount by whichadhging amount of the assets, including any alledafoodwill, exceeds its fair market
value. The recoverability of enterprise level godbis assessed whenever the facts and circumssaswggest that the asset may be impaired
and a write-down material. The Company assessasti@erability of enterprise level goodwill by danining whether the unamortized
goodwill balance can be recovered through undissabfuture cash flows. For the three years endeteSer 25, 1998, the Company has
made no adjustments to its long-lived assets exbegt made in connection with its restructuringpérations.

STOCK-BASED COMPENSATION

The Company measures compensation expense ftodtslsased compensation plans using the intrirsigevmethod and has provided in
Note 6 pro forma disclosures of the effect on nebime and earnings per share as if the fair -based method had been applied in
measuring compensation expense.

FOREIGN CURRENCY TRANSLATION

The Company translates the assets and liabilifi#s toreign sales subsidiaries at year-end exgbaates. Gains and losses from these
translations are credited or charged to "accumdianslation adjustment"” included in "other" iragtholders' equity. The Company's foreign
manufacturing subsidiaries and certain other estitise the U.S. dollar as the functional curremcyteanslate monetary assets and liabilities
at year-end exchange rates, and inventories, gsgerd non-monetary assets and liabilities abhistl rates. Gains and losses from these
translations are included in the consolidated tesafloperations and are immaterial.

REVENUE RECOGNITION

The Company recognizes revenue at the time produwetshipped. Provisions are made currently fomased product returns, price
protection, rebates, and other sales programsrtantoccur. Historically, actual amounts recordadpi@duct returns and price protection
have not varied significantly from estimated amesunt
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) WARRANTY EXPENSE
The Company provides currently for the estimatest twat may be incurred under product warrantiesrwtroducts are shipped.
ADVERTISING COSTS

Advertising costs are charged to expense thetiimgt the advertising takes place. Advertising eggenas $152 million, $143 million, and
$183 million for 1998, 1997, and 1996, respectively

EARNINGS (LOSS) PER SHARE

The Company has adopted Statement of Financial uxtoay Standards (SFAS) No. 128, "Earnings Per&har accordance with SFAS No.
128, primary earnings per share has been replaitbdasic earnings per share, and fully dilutechigays per share has been replaced with
diluted earnings per share which includes potdptéilutive securities such as outstanding optiand convertible securities. Prior periods
presented have been presented to conform to SFA$28p however, as the Company had a net lososetperiods, basic and diluted loss
per share are the same as the primary loss per ptariously reported.

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 computediligling income available to
common shareholders by the weighted-average nudailstrares of common stock outstanding during thi@encreased to include the
number of additional shares of common stock thatlvbave been outstanding if the dilutive potergitzres of common stock had been
issued. The dilutive effect of outstanding optieneeflected in diluted earnings per share by a@afilbn of the treasury stock method. The
dilutive effect of convertible securities is refled using the if-converted method.

40



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
The following table sets forth the computation asig and diluted earnings
(loss) per share (in thousands, except net incéwss)(and per share amounts):

FOR THE YEARS ENDED

SEPTEMBER 25, SEPTEMBER 26, SE PTEMBER 27,
1998 1997 1996
Numerator (in millions):
Numerator for basic earnings (loss) per share--Ne tincome
(I0SS).cc e 309 $ (1,045) $ (816)
Interest expense on convertible debt............. 43 -- -
Numerator for diluted earnings (loss) per share--
income (10SS).....cccccevveviueeeiieeinnen, 352 $ (1,045) $ (816)
Denominator:
Denominator for basic earnings (loss) per share-- weighted-average
shares outstanding.......cccccceeeeeveveneeeee e 131,974 126,062 123,734
Effect of dilutive securities:
Convertible preferred stock........cccoeeeeee. L 9,091
Dilutive OptioNnS......ccvvvvviviieieeeeeeeeees . 4,210
Convertible debt........ccccoovvvvvevvcceeeee. 22,642 --
Dilutive potential common shares................. 35,943 -
Denominator for diluted earnings (loss) per share -- adjusted
weighted-average shares and assumed conversions ... 167,917 126,062 123,734
Basic earnings (loss) per share........cccccceecc.. e, $ 234 $ (829 $ (6.59)
Diluted earnings (loss) per share.................. . L. $ 210 $ (829 $ (6.59)

Options to purchase 6.7 million shares of commonlstvere outstanding at the end of 1998 that weténeluded in the computation of
diluted earnings per share because the optiongtiszerice was greater than the average markes pfithe Company's common shares and,
therefore, the effect would be antidulitive. Noiops outstanding in 1997 or 1996 were includech&dalculation of diluted earnings per
share for those years because the Company hadasaéh each of those years and to do so would baen antidilutive.

RECLASSIFICATIONS

Certain prior year amounts in the accompanying 188¥1996 consolidated statements of cash flows haen reclassified in order to
conform to the 1998 presentation.

RECENT ACCOUNTING PRONOUNCEMENTS

The Company intends to adopt SFAS No. 130, "Repgp@omprehensive Income” and SFAS No. 131, "Diseles About Segments of an
Enterprise and Related Information", in fiscal 1986th statements will require additional disclasbut will not have a material impact on
the Company's consolidated results of operatiorimancial position. SFAS No. 130 will be reflectedthe Company's
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

first quarter fiscal 1999 interim financial statemtee Components of comprehensive income for the@@my include such items as net inca
foreign currency translation items, and changedhkérvalue of available-for-sale securities. SFAS N&1 requires segments to be determined
and reported based upon how management measufesyice and makes decisions about allocating reesuSFAS No. 131 will first be
reflected in the Company's fiscal 1999 consolidéiteahcial statements.

In June 1998, SFAS No. 133, "Accounting for Derlivatinstruments and Hedging Activities" was issU8HAS No. 133 establishes
accounting and reporting standards for derivatiggruments, hedging activities, and exposure dafimiSFAS No. 133 requires that an en
recognize all derivatives as either assets orlii@s in the statement of financial position andasure those instruments at fair value. The
Statement is effective for all fiscal quartersietél years beginning after June 15, 1999. Eaaliplication of the Statement is permitted. The
Company is still in the process of assessing ttpaaghthat the Statement will have on the Compaegslts of operations, consolidated
financial position, and operating policies.

In October 1997, the American Institute of Certifitublic Accountants (AICPA) issued Statement dfifn (SOP) 972, "Software Revent
Recognition." SOP 97-2 establishes standards mglébi the recognition of software revenue. SOP & effective for transactions entered
into by the Company beginning in the first quadgfiscal 1999. The Company does not expect thetoo of SOP 97-2 to have a material
impact on the Company's consolidated results ofatipas.

In March 1998, the AICPA issued SOP 88-Accounting for the Costs of Computer SoftwarvBloped or Obtained for Internal Use," wt
provides guidance on accounting for the costs ofuter software intended for internal use. SOP @84%t be adopted by the Company
effective as of fiscal 2000 and is not expectedaee a material impact on the Company's consolidasults of operations or financial
position.

NOTE 2--FINANCIAL INSTRUMENTS
INVESTMENTS

The following table summarizes the Company's alslgldor-sale securities at amortized cost, whicpragimates fair value, as of September
25, 1998, and September 26, 1997 (in millions):

SEPTEMBER 25, 1998 SEPTEMBER 26, 1997
AMORTIZED COST AMORTIZED COST

U.S. Treasury Securities.............cccccveenn. $ 10 $ 100
U.S. corporate securities.........ccccccvveernnn.. 785 327
Foreign Securities..........occcvveeiiiieeeens 613 705
Total included in cash and cash equivalents...... 1,408 1,132
U.S. corporate Securities...........ccceeeeuveeen. 163 29
Foreign Securities..........occcvveiiiiieeeenes 656 200
Total included in short-term investments......... 819 229
Total.eeeiiieeieeee e $ 2,227 $ 1,361

As of September 25, 1998, there are no investnvaithhismaturities greater than 12 months. The ComisadyS. corporate securities include
commercial paper and corporate debt securitie®ifior
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 2--FINANCIAL INSTRUMENTS (CONTINUED)

securities include foreign commercial paper, loartipipation and certificates of deposit with fameiinstitutions, most of which are
denominated in U.S. dollars. The Company's caskvalgmts and short-term investments have genebagn held until maturity. Gross
unrealized gains and losses were negligible agpfegnber 25, 1998, and September 26, 1997.

The Company's cash and cash equivalent balancédsSaptember 25, 1998, and September 26, 199Tided56 million and $165 million,
respectively, pledged primarily as collateral tport letters of credit.

INTEREST RATE DERIVATIVES AND FOREIGN CURRENCY INST RUMENTS

The following table shows the notional principairfvalue, and credit risk amounts of the Compaimg&rest rate derivative and foreign
currency instruments as of September 25, 1998Saptember 26, 1997 (in millions).

NOTIONAL FAIR CREDIT RISK NOTIONAL FAIR
PRINCIPAL  VALUE AMOUNTS PRINCIPAL  VALUE
SEPTEMBER 25, 1998 SEPTEMBER 26, 1997
Transactions qualifying as accounting hedges:
Interest rate instruments:
SWAPS....ovovciieeeieeeinieeneeneene $ 340 $ 7 $ 1 $ 340 $ (4
Interest rate collars.......ccoevvccevceens L. $ -- $ - $ - $ 105 $ --
Purchased floOrS......ccovvvvvevieciiceaeee $ 525 $ 1 38 1 $ 455 $ (1)
Foreign exchange instruments:
Spot/Forward contracts.........cceeeeeevceees e $ 295 $ (8 $ - $ 741 % 1
Purchased Options........ccccovevevveveneees $ 1045 $ 14 $ 14 $ 890 $ 11
Transactions other than
Interest rate instruments:
SWAPS...ocviiieiieeise s $ -- $ - $ -- $ 100 $ --
Foreign exchange instruments:
Spot/forward contracts.........c.cceevvvcenes . $ - $ - $ -- $ 8 $ -
Purchased options........ccccoovvvvvvcnee $ 835 $ 8 $ 8 $ 1,075 $ 8
Sold OptioNS....ovvieiiiiciicisieeeee $ 830 $ (15 $ -- $ 840 $ (11)
CREDIT RISK
AMOUNTS
Transactions qualifying as accounting hedges:
Interest rate instruments:
SWaAPS...oiiiiiieii e $ --
Interest rate collars.......cccoevvvcveee. L $ -
Purchased floors........ccoocevvvviciiens L $ -
Foreign exchange instruments:
Spot/Forward contracts........ccccoevvveeees $ 7
Purchased options........ccccooevvvvcnee $ 11
Transactions other than accounting hedges:
Interest rate instruments:
SWaAPS....ciieieiei s $
Foreign exchange instruments:
Spot/forward contracts.........ccccevvveeveees L. $ 1
Purchased Options........ccccovcevevveveneees $ 8
Sold OPtiONS...ccvvveiiveieieieieeeeeee $ -

The notional principal amounts for off-balance-ghiastruments provide one measure of the transaetitume outstanding as of year end,
and do not represent the amount of the Companpasexe to credit or market loss. The credit risloant shown in the table above repres
the Company's gross exposure to potential accayiuss on these transactions if all counterpaféi#sd to perform according to the terms of
the contract, based on then-current currency exgghand interest rates at each respective dateCoimpany's exposure to credit loss and
market risk will vary over time as a function oférest rates and currency exchange rates.

The estimates of fair value are based on applicatdecommonly used pricing models using prevaifingncial market information as of
September 25, 1998, and September 26, 1997. laicénstances where judgment is required in esiilgdair value, price quotes were
obtained from several of the Company's counterdarancial institutions. Although the table aboedlects the notional principal, fair value,
and credit risk amounts of the Company's intergst and foreign exchange instruments, it doesaflatat the gains or losses associated with
the exposures and transactions that the interestiral
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NOTE 2--FINANCIAL INSTRUMENTS (CONTINUED)
foreign exchange instruments are intended to hellgeamounts ultimately realized upon settlementhes$e financial instruments, together
with the gains and losses on the underlying exmsswrill depend on actual market conditions duthmgremaining life of the instruments.

The interest rate swaps which qualify as accourtigdges generally require the Company to pay &rfipénterest rate based on the three- or
six-month U.S. dollar LIBOR and receive a fixederaf interest without exchanges of the underlyinianal amounts. As a result, these
swaps effectively convert the Company's fixed-fidieyear debt to floatingate debt and generally qualify for hedge accogriieatment. Th
maturity date for these swaps is in February 28@1of September 25, 1998, and September 26, 18&fest rate swaps classified as receive-
fixed swaps had a weighted-average receive rade0dPo. Weightedrverage pay rates on these swaps were 5.73% abfib 56 of Septemb

25, 1998, and September 26, 1997, respectivelyufhealized gains and losses on these swaps aeatbhind recognized in income as a
component of interest and other income (expenst)nrthe same period as the hedged transactidierigd gains on such contracts totaled
approximately $7 million as of September 25, 1998] deferred losses totaled approximately $4 millis of September 26, 1997.

Interest rate collars limit the Company's expodaructuations in short-term interest rates byklog in a range of interest rates. An interest

rate collar is a no-cost structure that consisi pfirchased option and a sold option. The Compaggives a payment when the three-month
LIBOR falls below predetermined levels, and makesigment when the three-month LIBOR rises abovdgisgmined levels. There were no
interest rate collars outstanding as of Septembget 298.

Purchased floors limit the Company's exposure ltimfginterest rates on its cash equivalents amdtsierm investments by locking in a
minimum interest rate. The Company receives a paymhben interest rates fall below a predetermimsll A purchased floor generally
qualifies for hedge accounting treatment and isntejl on the balance sheet at its premium costhiiamortized over the life of the floor.
The purchased floors are generally designated fiectize as hedges against interest rate risk erCthmpany's securities classified as
available-for-sale and are carried at fair valuethmer current liabilities with the unrealized gaend losses recorded as a component of
shareholders' equity. Gains and losses are reaagjiizncome as a component of interest and ottoamie (expense), net in the same period
as the hedged transaction. Unrealized gains asddam such contracts were immaterial as of Segiety 1998, and September 26, 1997.

The foreign exchange forward contracts not accalifteas hedges are carried at fair value in otherent liabilities with the gains and los:
recorded currently in income as a component ofésteand other income (expense), net. The foreighange forward contracts that are
designated and effective as hedges are also catrfad value in other current liabilities withiga and losses recorded currently in income as
a component of interest and other income (expensg)against the losses and gains on the hedgeshittions. As of September 25, 1998, all
foreign exchange forward contracts held by the Camypmature within six months.

If the option contract is designated and effeciisea hedge of a firmly committed transaction, prabable but not firmly committed
transaction, then any gain or loss is deferred thioccurrence of the hedged transaction. Dedegeéns and losses on such contracts were
immaterial as of September 25, 1998, and SepteBt)er997. If the option contract is used to hedgasset or liability, then the option is
carried at fair value in other current liabilitiegth the gains and losses recorded currently inrime as a component of interest and other
income (expense), net, against the losses and gaitiee hedged transaction. As of September 25, I88aturity dates for purchased foreign
exchange option contracts ranged from 1 to 12 nsomathd maturity dates for sold option contractgeanfrom 1 to 6 months.
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NOTE 2--FINANCIAL INSTRUMENTS (CONTINUED)

The $100 million interest rate swap not qualifyasyan accounting hedge held as of September 28, @€@%uired the Company to pay
Japanese yen at a fixed 0.6% interest rate antvecd@panese yen at a floating rate based on thoe¢h LIBOR. This swap was intended to
hedge against the interest rate risk related t€thrapany's yen-denominated notes payable to basksost of the notes payable to banks
were not renewed, the swap was no longer effeeive hedge and was allowed to expire during 1998.

NOTES PAYABLE TO BANKS

The weighted-average interest rate for Japaneselgeominated notes payable to banks as of Septe26b&097, was approximately 1.3%.
The Company had no U.S. dollar-denominated notgalpa to banks as of September 25, 1998, or Segted) 1997. The carrying amount
of notes payable to banks as of September 26, Eg@proximated their fair value due to their lesntB0-day maturities.

LONG-TERM DEBT

During 1996, the Company issued $661 million aggtegrincipal amount of 6% unsecured convertiblstinated notes (the Notes) to
certain qualified parties in a private placemettte Notes were sold at 100% of par. The Notes payast semiannually and mature on June
1, 2001. The Notes are convertible by their holdemny time after September 5, 1996, at a cormergiice of $29.205 per share subject to
adjustments as defined in the Note agreement. NesNwad been converted as of September 25, 1988\dtes are redeemable by the
Company at 102.4% of the principal amount, pluswsed interest, for the 12 month period beginningeli, 1999, and at 101.2% of the
principal amount, plus accrued interest, for tharighth period beginning June 1, 2000. The Notes@aberdinated to all present and future
senior indebtedness of the Company as defineckilNtte agreement. In addition, the Company incuapgatoximately $15 million of costs
associated with the issuance of the Notes. Thests ace accounted for as a deduction from thedammunt of the Notes and are being
amortized over the life of the Notes. In Octobe®8,2he Company registered with the SecuritiesExahange Commission (SEC) $569
million of the aggregate principal amount of thet& including the related shares of common stesltable upon conversion of these Notes.

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

The carrying amounts and estimated fair value®Qompany's long-term debt are as follows (iniamg):

CARRYING FAIR CA RRYING FAIR
AMOUNT VALUE A MOUNT VALUE
S EPTEMBER 26, 1997
SEPTEMBER 25,1998 --- e
Ten-year unsecured NOES......ccoeevvvcnienccnee e $ 300 $ 266 $ 300 $ 269
Convertible subordinated Notes (a)........cceeeeee. e $ 661 $ 837 $ 661 $ 656
Other it e $ 1% 19 3 $ 3

(&) The carrying amount of the convertible subaatkd notes is prior to consideration of the relasdance costs and is reflective of the
underlying conversion feature of the Notes.
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NOTE 2--FINANCIAL INSTRUMENTS (CONTINUED)
The fair value of the 10 year unsecured notessedban their listed market values as of Septembet 28, and September 26, 1997. The
value of the convertible subordinated notes is thasean estimate from a financial institution.

EQUITY INVESTMENT AND RELATED GAINS

As of September 26, 1997, the Company owned 42 f3temutstanding stock of ARM Holdings plc (ARM) privately held company in the
United Kingdom involved in the design of high perfance microprocessors and related technology Ciimepany has accounted for this
investment using the equity method through Septe@5£1998. On April 17, 1998, ARM completed artialipublic offering of its stock on
the London Stock Exchange and the NASDAQ Nationatkdt. The Company sold 18.9% of its shares iroffeing for a gain before
foreign taxes of approximately $24 million, whickasvrecognized as other income. Foreign taxes rézadjon this gain was approximately
$7 million.

At the time an equity method investee sells existinnewly issued common stock to unrelated pantiexcess of its book value, the equity
method requires that the net book value of thestment be adjusted to reflect the investor's sbhitiee change in the investee's shareholders'
equity resulting from the sale. It is the Compamgbcy to record an adjustment reflecting its €haf the change in the investee's
shareholders' equity resulting from such a sake gain or loss in other income. Consequently, the@any also recognized in the third
quarter of 1998 other income of approximately $illion to reflect its remaining 25.9% ownershipengst in the increased net book value of
ARM following its initial public offering. As of Satember 25, 1998, the carrying value of the Com[sainyestment in ARM carried in other
assets in the consolidated balance sheet was apgtety $22 million. The fair value of this invesemt as of September 25, 1998, based on
listed market quotes was approximately $186 million

On October 14, 1998, the Company sold an additidréamillion shares of ARM stock for net proceeflsproximately $37.5 million and a
gain before foreign taxes of approximately $32 immllwhich will be recognized as other income by @@mpany in the first quarter of fiscal
1999. As a result of this sale, the Company's oshiprinterest in ARM has fallen to 19.7%, and tleempany no longer has significant
influence over the management or operating policieésRM. Consequently, beginning in the first qearof fiscal 1999, the Company will no
longer account for its remaining investment in ARBnNg the equity method and has categorized itsiréng shares as available for sale
requiring the shares be carried at fair value, withealized gains and losses reported as a compohsinareholders' equity. Subsequent tc
sale of shares on October 14, 1998, the carryihgevaf the Company's investment in ARM was appratety $16.9 million, and the fair
value, based on listed market quotes, was appraeiyn$®135 million. The Company is subject to a Kag" agreement under which it is
restricted from selling any of its remaining ARMasés before January 12, 1999.
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NOTE 3--CONSOLIDATED FINANCIAL STATEMENT DETAILS

INVENTORIES (in millions)

Purchased parts
Work in process
Finished goods........cccceeeveviiiiiiiiiiiiennns

Total inventories.........ccoccvvveeeveeeeeeeenn.

PROPERTY, PLANT, AND EQUIPMENT (in millions)

Land and buildings...........ccooovviiiiiiniennns
Machinery and equipment...........
Office furniture and equipment....
Leasehold improvements.........c.cccccoeevevnnns

Accumulated depreciation and amortization..........

Net property, plant, and equipment.................

ACCRUED EXPENSES (in millions)

Accrued compensation and employee benefits.........
Accrued marketing and distribution.................
Accrued warranty and related costs...
Accrued restructuring COStS.........c.c.ocveeennn.
Other current liabilities................cccec..

Total accrued eXpenses.......ccceeeeveevevevnnnes

INTEREST AND OTHER INCOME (EXPENSE) (in m

Interest iNCOMe.........cccovevviciienienee
Interest expense
Foreign currency gain (I0SS).........cccccevvunen.

Net premiums and discounts on foreign exchange inst
Realized gains on the sale of available-for-sale an
Other income (expense), Net..........cccceveenne

1998 1997
$ 32 % 14
5 1
41 28
............................ $ 78 $ 43
1998 1997
338 $ 453
277 460
80 110
129 172
824 1,195
......................... (476)  (709)
......................... $ 348 $ 486
1998 1997
.......................... $ 99% 99
205 278
132 128
31 180
334 423
.......................... $ 801 $ 1,108
illions)
1998 1997 1996
$ 823% 60
) (71)  (60)
) 13 30
FUMENES ..o @ ) (4) (13)
d other securities...................... 1 2 74
........................................ 8 ) 3 3)
$ 28 $ 25$% 88

a7
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
NOTE 4--SPECIAL CHARGES
RESTRUCTURING OF OPERATIONS

In the second quarter of 1996, the Company annaliacd began to implement a restructuring plan aiatedducing costs and returning the
Company to profitability. The restructuring planswzecessitated by decreased demand for the Coragangucts and the Company's
adoption of a new strategic direction. These asti@sulted in a net charge during 1996 of $179anillDuring 1997, the Company
announced and began to implement supplementalicéisting actions to meet the foregoing objectivethe plan. The Company recognize
$217 million charge during 1997 for the estimatectémental costs of those actions. The combinddurgring actions consist of terminat
approximately 4,200 full-time employees, approxiethat,000 of whom have been terminated from themsggjuarter of 1996 through
September 25, 1998; canceling or vacating certaititly leases as a result of those employee teatitins; writing down certain land,
buildings, and equipment to be sold as a resudbefnsizing operations and outsourcing various dperal functions; and canceling contra
for projects and technologies that are not critioahe Company's core business strategy. Theausdsting actions under the plan have
resulted in cash expenditures of $270 million aodaash asset write-downs of $95 million from theosel quarter of 1996 through
September 25, 1998.

All material restructuring actions contemplated emntthe plan are essentially complete as of Septe&hel998. The remaining balance of
$31 million in accrued restructuring costs as git€mber 25, 1998, is comprised of $10 million feverance payments to employees who
have already been terminated as of September 28, ®®who will be terminated in the first quartdifiscal 1999, and $21 million for
payments over the next three years on leases antichcts which have already been terminated. Thepgaomexpects that the remaining
accrual will result in cash expenditures of $31lioml over the next three years that will be finashtlerough current working capital.

The following table depicts the restructuring aityithrough September 25, 1998 (in millions):

PAYMENTS TO
EMPLOYEE S PAYMENTS ON WRITE-DOWN OF PAYMENTS ON

INVOLUNTAR ILY CANCELED FACILITY OPERATING ASSETS TO CANCELED

TERMINATED (A) LEASES(A) BE SOLD(B) CONTRACTS(A) TOTAL
Net Additions during 1996............ $ 8 1 $ 19 $ 54 $ 25 $ 179
Spending during 1996................. 4 8) 4) @) 3) (62)
Balances as of September 27, 1996.... 3 3 15 47 22 117
Net Additions during 1997... 13 1 19 38 29 217
Spending during 1997 8 8) 9) (46) (11) (154)
Balances as of September 26, 1997.... 7 6 25 39 40 180
Adjustments during 1998.............. 6 4 3 (13) -
Spending during 1998................. 7 2) (15) (42) (20) (149)
Balances as of September 25, 1998.... $ 1 0 $ 14 $ -- $ 7 $ 31

(a): Cash; (b): Noncash.

48



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 4--SPECIAL CHARGES (CONTINUED)
TECHNOLOGY ACQUISITION

In May 1998, the Company acquired certain technotbgt was under development that had no alteradtiture use. The acquisition resul
in the recognition of $7 million of purchased irpess research and development, which was chasggzbtations upon acquisition.

TERMINATION OF LICENSE AGREEMENT

In August 1997, the Company agreed to acquire iceatssets of Power Computing Corporation (PCCembed distributor of the Mac OS
operating system, including PCC's customer datadadéts license to distribute the Mac OS. The egient with PCC also included a release
of claims between the parties.

On January 28, 1998, the Company completed itsisitign of certain assets from PCC. The total pasehprice was approximately $110
million, of which $75 million was expensed in ttmufth quarter of 1997 as "termination of licenseeagent" and $35 million was recorded
as goodwill in the second quarter of 1998. The galbavill be amortized over three years. The pursharice was comprised of
approximately 4.2 million shares of the Compangismon stock valued at $80 million, forgiveness 28 $nillion of receivables due from
PCC, and assumption by the Company of $2 millionesfain customer support liabilities of PCC.

NEXT ACQUISITION

On February 4, 1997, the Company acquired all @fotitstanding shares of NeXT Software, Inc. (NeXNEXT, headquartered in Redwood
City, California, had developed, marketed and sujgpiosoftware that enables customers to implemasinbss applications on the
Internet/World Wide Web, intranets and enterpriséexclient/server networks. The total purchasegowas $427 million and was comprised
of cash payments of $319 million and the issuaride®million shares of the Company's common stocthe NeXT shareholders valued at
approximately $25 million according to the termdte# purchase agreement; the issuance of appradyria® million options to purchase the
Company's common stock to the NeXT optionholdelsegat approximately $16 million; cash payment$s6 million to the NeXT
debtholders; cash payments of $9 million for clgsamd related costs, and $2 million of net lial@fitassumed. The acquisition was accountec
for as a purchase and, accordingly, the opera#isglts pertaining to NeXT subsequent to the dageqtiisition have been included in the
Company's consolidated operating results. The patathase price was allocated to purchased in-pso@search and development ($375
million) and to goodwill and other intangible assgt52 million). The purchased in-process reseanthdevelopment was charged to
operations upon acquisition, and the goodwill atitbpintangible assets are being amortized oraggbtrline basis over two to three years.
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NOTE 5--INCOME TAXES
The provision (benefit) for income taxes consisiéthe following (in millions):

1998 1997 1996

Federal:
LT 4=Y o1 U $-- $- $ (12 5)
Deferred......cocvvviiviiiiiiiiiiees - - 27 9)
- - (40 4)

State:

LU =T o -- -- ( 2)
Deferred. ..o - - 7 1)
- (7 3)

Foreign:
CUIMENE. it e 11 - ( 1)
Deferred....ovvvvci e, 9 - ( 1)
20 - ( 2)
Provision (benefit) for income taxes............... L. $ 20%$-- $ @47 9)

The foreign provision (benefit) for income taxeba@sed on foreign pretax earnings (loss) of apprately $315 million, $(265) million, and
$(141) million in 1998, 1997, and 1996, respectivél substantial portion of the Company's cashh@giivalents, and short-term
investments is held by foreign subsidiaries angkiserally based in U.S. dollar-denominated holdifgmounts held by foreign subsidiaries
would be subject to U.S. income taxation on reptitm to the United States. The Company's congelitifinancial statements fully provide
for any related tax liability on amounts that mayrbpatriated, aside from undistributed earningsedfain of the Company's foreign
subsidiaries that are intended to be indefinitelpvested in operations outside the United St&teS. income taxes have not been provide:
a cumulative total of $437 million of such earninss not practicable to determine the incomeliability that might be incurred if these
earnings were to be distributed. Except for sudefimitely reinvested earnings, the Company praviihe federal and state income taxes
currently on undistributed earnings of foreign sdiasies.

Deferred tax assets and liabilities reflect theifetincome tax effects of temporary differencesvieen the consolidated financial statement
carrying amounts of existing assets and liabilitied their respective tax bases and are measureglarsacted tax rates that apply to taxable
income in the years in which those temporary diffiees are expected to be recovered or settled.
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NOTE 5--INCOME TAXES (CONTINUED)

As of September 25, 1998, and September 26, 1B83ignificant components of the Company's defelardssets and liabilities were (in
millions):

SEPTEMBER 25, SEPTEMBER 26,
1998 1997

Deferred tax assets:

Accounts receivable and inventory reserves....... $ 87 $ 151

Accrued liabilities and other reserves........... 83 126

Basis of capital assets and investments.......... 71 103

Tax losses and creditS.....cccvveveeveveeeees 447 315

Total deferred tax assets......ccoovvvvvveeeeees 688 695
Less valuation allowance...........ccooevvvveeeee. . 213 218
Net deferred tax assets......cccccvvvvvvveveenes 475 477
Deferred tax liabilities:

Unremitted earnings of subsidiaries............. ... 390 410

Othel e e, 20 7
Total deferred tax liabilities...............ccee...— L 410 417

As of September 25, 1998, the Company had operktisgcarryforwards for federal tax purposes ofrapiately $492 million, which
expire in 2011 and 2012, not including $264 millefroperating loss carryforwards acquired from NeMfich expire in 2002 through 2012.
Utilization of the NeXT carryforwards is subjectdertain limitations imposed by the Internal Reve@ode; $138 million is available for
immediate utilization as of September 25, 1998. Chenpany also has various state and foreign taxdasd credit carryforwards, the tax
effect of which is approximately $78 million and st expire between 2001 and 2013. Most of the ramgibenefits from tax losses and
credits do not expire. As of September 25, 199&laation allowance of $213 million was recordediagt the deferred tax asset for the
benefits of tax losses that may not be realizedliRation of approximately $73 million of the assgpresenting tax loss and credit
carryforwards is dependent on the Company's altdityenerate approximately $209 million of futur&SUtaxable income. Management
believes that it is more likely than not that fasted U.S. income, including income that may besgerd as a result of certain tax planning
strategies, will be sufficient to utilize the taargyforwards prior to their expiration in 2011 a2@fl 2 to fully recover this asset.

The net change in the total valuation allowanc&988 was a decrease of $5 million. During 1998 Gbepany recorded a deferred tax asset
and an offsetting valuation allowance of $92 millwith respect to operating loss carryforwards aegufrom NeXT.
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NOTE 5--INCOME TAXES (CONTINUED)
A reconciliation of the provision (benefit) for iome taxes, with the amount computed by applyingsthtutory federal income tax rate (35%
in 1998, 1997, and 1996) to income (loss) befoawigion (benefit) for income taxes, is as follows illions):

1998 1997 1996

Computed expected tax (benefit).. . $ 115 % (366)% (453 )
State taxes, net of federal effect................. 10 ) (48 )
Indefinitely invested earnings of foreign subsidiar (a5) -- -

Purchase accounting and asset acquisitions......... 8 158 -

Valuation allowance.........cccccovvvvvvccccees e, 97) 208 -

Other individually immaterial items................ . Q) 3 22

Provision (benefit) for income taxes................~~ L. $ 20%$- $ (479 )
Effective tax rate.....cccceveveeeeeviiiiiccceeeee s 6% 0% (37 )%

The Internal Revenue Service (IRS) has proposegr&ithcome tax deficiencies for the years 198d4ugh 1991, and the Company has made
certain prepayments thereon. The Company contésteproposed deficiencies by filing petitions witie United States Tax Court, and most
of the issues in dispute have now been resolvedluda 30, 1997, the IRS proposed income tax adgrgsrior the years 1992 through 1994.
Although a substantial number of issues for thesesyhave been resolved, certain issues still remalispute and are being contested by the
Company. Management believes that adequate provisie been made for any adjustments that may fesuittax examinations.

NOTE 6--SHAREHOLDERS' EQUITY
PREFERRED STOCK

In August 1997, the Company and Microsoft Corpora{iMicrosoft) entered into patent cross licensang technology agreements. In
addition, Microsoft purchased 150,000 shares ofl&@eries "A' non-voting convertible preferred &t¢preferred stock™) for $150 million.
Except under limited circumstances, the sharesefeped stock may not be sold by Microsoft prmugust 5, 2000. Upon any sale of the
preferred stock by Microsoft, the shares will auatically be converted into shares of Apple commtoglsat a conversion price of $16.50
share and the shares can be converted at Micsption at such price after August 5, 2000. Edehiesof preferred stock is entitled to
receive, if and when declared by the Company's o&bDirectors, a dividend of $30.00 per sharegrerum, payable in preference to any
dividend on the Company's common stock, plus,égfdividends per share paid on the common stocgraager than the dividends per share
paid on the preferred stock on an "as if convertis, then the Board of Directors shall declaradditional dividend such that the
dividends per share paid on the preferred stockro'tas if converted" basis, shall equal the divitteper share paid on the common stock.

1998 EXECUTIVE OFFICER STOCK PLAN

The Company has in effect a 1998 Executive Offiateick Plan (the 1998 Plan), which replaced the 1288k Option Plan terminated in
April 1998, the 1981 Stock Option Plan terminated®ictober 1990, and the 1987 Executive Long TemelSOption Plan terminated in July
1995. Options granted before these plans' ternoinatates remain outstanding in accordance with theins. Options may be granted under
the 1998 Plan to the Chairman of the Board of Dines; executive officers of the Company at the
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NOTE 6--SHAREHOLDERS' EQUITY (CONTINUED)

level of Senior Vice President and above and dibgremployees. These options generally becomeisable over a period of 4 years, based
on continued employment, and generally expire Hiyafter the grant date. The 1998 Plan permitgitheting of incentive stock options,
nonstatutory stock options, stock appreciationtsghnd stock purchase rights.

1997 EMPLOYEE STOCK OPTION PLAN

In August 1997, the Company's Board of Directongraped the 1997 Employee Stock Option Plan (the F3an), for grants of stock optio
to employees who are not officers of the Compamtidds may be granted under the 1997 Plan to erapkowgt not less than the fair market
value on the date of grant. These options genebaltpme exercisable over a period of 4 years, basedntinued employment, and gener
expire 10 years after the grant date. The Comp&uasd of Directors has reserved 9 million shaogssfsuance under the provisions of the
1997 Plan.

1997 DIRECTOR STOCK OPTION PLAN

In August 1997, the Company's Board of Directongraped a Director Stock Option Plan (DSOP) for whhiirectors of the Company are
eligible. Options granted under the DSOP vestiiedlequal installments, on each of the first thiotiird anniversaries of the date of grant.
The Company's Board of Directors has reserved @00s8ares for issuance under the provisions dD®B@P. As of September 25, 1998,
150,000 options had been granted and were outsigudider the DSOP. Supplementally and separatetiier®SOP, 30,000 options had
been granted in total to two members of the ComgaBgard of Directors, and were outstanding asept@nber 25, 1998.

EMPLOYEE STOCK PURCHASE PLAN

The Company has an employee stock purchase plarfP(ttchase Plan) under which substantially all eygds may purchase common stock
through payroll deductions at a price equal to &8%he lower of the fair market values as of thgibring and end of the six-month offering
period. Stock purchases under the Purchase Pldiméted to 10% of an employee's compensation,oup mmaximum of $25,000 in any
calendar year. During 1998 and 1997, 1.1 milliod @i5,000 shares, respectively, were issued uhddPtirchase Plan. As of September 25,
1998, approximately 3.5 million shares were resgffee future issuance under the Purchase Plan.

SENIOR OFFICERS RESTRICTED PERFORMANCE SHARE PLAN

In November 1997, the Company's Board of Direcigsaed approximately 24,000 fully vested sharescasti in settlement of shares to
certain officers of the Company under the Senidic@fs Restricted Performance Share Plan (the B&®d upon the achievement of certain
performance goals established in advance by thep€osation Committee of the Board. Immediately &fiese shares were issued, the
Company's Board of Directors terminated the PSP.

SHAREHOLDER RIGHTS PLAN

In May 1989, the Company adopted a shareholdetsriglan and distributed a dividend of one righptwchase one share of common stock (a
Right) for each outstanding share of common stddckeCompany. The Rights become exercisable itaicelimited circumstances involving

a potential business combination transaction oftbmpany and are initially exercisable at a pric®200 per share. Following certain other
events after the Rights have become exercisalt, R@ht entitles its holder to
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NOTE 6--SHAREHOLDERS' EQUITY (CONTINUED)

purchase for $200 an amount of common stock o€mpany, or, in certain circumstances, securitigh@acquiror, having a then-current
market value of two times the exercise price ofRlight. The Rights are redeemable and may be ardeatdbe Company's option before ti
become exercisable. Until a Right is exercisedhttider of a Right, as such, has no rights as eebb&der of the Company. The Rights exj
on April 19, 1999.

STOCK OPTION ACTIVITY

A summary of the Company's stock option activity aslated information for the years ended Septer@bef 998, and September 26, 1997,
follows (option amounts are presented in thousands)

YEAR ENDED YEAR ENDED YEAR ENDED
SEPTEMBER 25, 1998 SEPTEMBER 26, 1997 SEPTEMBER 27, 1996
WGT-AVG WGT-AVG WGT-AVG
N UMBER OF EXERCISE NUMBER OF EXERCISE NUMBER OF EXERCISE
OPTIONS PRICE OPTIONS PRICE OPTIONS PRICE
Options outstanding--beginning of year......... 18,649 $ 17.24 14,112 $ 27.23 13,877 $ 34.79
Granted (price equals FMV)........c.ccc...... 13,879 $ 23.11 20,629 $ 16.91 8,873 $ 24.29
Granted (price less than FMV)................ -- $ -- 1,853 $ 6.54 -- $ -
EXEICISE. ..o, (1,882) $ 14.35  (1,049) $ 13.71 (450) $ 22.91
FOIfeIted. ....eveveeeeeereeeeeeen (11,952) $ 19.40 (16,896) $ 24.19 (8,188) $ 36.89
Options outstanding--end of year............... 18,694 $ 20.47 18,649 $ 17.24 14,112 $ 27.23
Options exercisable at end of year............. 1,435 $ 15.01 1,996 $ 22.02 4,284 $ 31.24

The options granted in fiscal 1997 at a price thas fair market value were to existing NeXT opliotders as part of the total purchase price
paid for NeXT. See Note 4.

The weighted-average fair value per share of optgmanted during the period includes the valudefrepriced options granted during the
period less the value of the related forfeitedamion the date the repriced options were granted.

The options outstanding as of September 25, 1998 heen segregated into seven ranges for additi@tdosure as follows (option amou
are presented in thousands):

O PTIONS OUTSTANDING OPT IONS EXERCISABLE
OPTIO NS WGT AVERAGE WEIGHTED OPT IONS WEIGHTED
OUTSTANDIN G AS OF REMAINING AVERAGE EXERCISA BLE AS OF AVERAGE
SEPTEMBE R 25, CONTRACTUAL LIFE EXERCISE SEPTEM BER 25, EXERCISE
1998 IN YEARS PRICE 19 98 PRICE
$1.66--$39.97....ooiiiiiiie 576 7.41 $ 6.66 200 $ 5.69
$9.98--$13.25..... 4, 705 8.82 $ 13.24 796 $ 13.25
$13.26--$13.69 4, 468 9.23 $ 13.69 - - $ -
$13.70--$19.87 1, 999 9.00 $ 18,51 283 $ 19.35
$19.88--$30.75 1, 085 9.18 $ 26.81 124 $ 25.35
$30.76--$31.19 3, 758 9.93 $ 31.19 - - $ -
$31.20--$64.75 2, 103 9.78 $ 34.26 32 $ 38.61
$ 20.47 1,435 $ 15.01

$1.66--$64.75.......ccccveviiin 18, 694 9.24
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NOTE 6--SHAREHOLDERS' EQUITY (CONTINUED)
As of September 25, 1998, approximately 15.7 nmiltiptions were reserved for future grant undeiGbmpany's stock option plans.

In December 1997, the Board of Directors approvedgtion exchange program which allowed employeescthange all (but not less than
all) of their existing options (vested and unveyteith an exercise price greater than $13.687% one-for-one basis for new options with an
exercise price of $13.6875, the fair market validhe Company's common stock on December 19, 188 a new four year vesting schec
beginning in December 1997. A total of 4.7 millioptions with a weighted-average exercise pricel®& %0 per share were exchanged for
new options as a result of this program.

In July 1997, the Board of Directors approved atiompexchange program which allowed employees tharge all (but not less than all) of
their existing options (vested and unvested) teipase Apple common stock (other than options gdaaubel assumed from NeXT) for optic
having an exercise price of $13.25 and a new theee vesting period beginning in July of 1997. Appmately 7.9 million options were
repriced under this program.

On May 14, 1996, the Board of Directors adoptedsalution allowing employees up to and including lével of Vice President to exchange
1.25 options at their existing option price for hdéw options having an exercise price of $26.3%=pare, the fair market value of the
Company's common stock at May 29, 1996. Optionsived under this program are subject to one yeadditional vesting such that the n
vesting date for each vesting portion will be thiet of May 29, 1997 or the original vesting ddtesgne year. Approximately 2.9 million
options were exchanged and repriced under thisanog

NOTE 7--STOCK-BASED COMPENSATION

The Company has elected to follow Accounting Pples Board (APB) No. 25, "Accounting for Stock lsduto Employees," and related
interpretations in accounting for its employee ktoptions and employee stock purchase plan shaezike, as discussed below, the
alternative fair value accounting provided for un8EAS No. 123 requires use of option valuation et®that were not developed for use in
valuing employee stock options and employee statkhase plan shares. Under APB No. 25, when theiseeprice of the Company's
employee stock options equals the market priceefihderlying stock on the date of the grant, nomensation expense is recognized.
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NOTE 7--STOCK-BASED COMPENSATION (CONTINUED)

Pro forma information regarding net income and lwesshare is required by SFAS No. 123 and has teetemmined as if the Company had
accounted for its employee stock options grantebleamployee stock purchase plan purchases subseiqueeptember 29, 1995, under the
fair value method of that Statement. The fair valfgg these options and stock purchases were dstinahthe date of grant and beginning of
the period, respectively, using a Black-Scholesoogbricing model for the single option approacheTassumptions used for each of the last
three fiscal years and the resulting estimate afmted-average fair value per share of optionstgchduring those years are as follows:

1998 1997 1996

Expected life of options........ccccoevveveeeee. L 3years 3years 3yea rs

Expected life of stock purchases.......cc.ccc...... L 6 months 6 months 6 mont hs
Risk free interest rate--stock options............ .~ L. 5.54% 6.3% 6 3%
Risk free interest rate--stock purchases........... . L 5.37% 5.3% 5 3%
Expected volatility--stock options................. L. 78% 74% 74%
Expected volatility--stock purchases............... . 56% 52% 52%
Dividend yieldS......ccccovvvvevveieeeiiiiiieee e 0 0 0
Weighted-average fair value of options granted duri ng the year... $12.98 $7.49 $12. 66

The Black-Scholes option valuation model was degyatiofor use in estimating the fair value of tradptions which have no vesting
restrictions and are fully transferable. In additioption valuation models require the input ofiygsubjective assumptions including the
expected stock price volatility. Because the Comgfsaemployee stock options and employee stock pgeeplan shares have characteristics
significantly different from those of traded opt&mrand because changes in the subjective inputngséiguns can materially affect the fair val
estimate, in management's opinion, the existingetsodio not necessarily provide a reliable singlasoee of the fair value of the Company's
employee stock options and employee stock purghlaseshares.

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

1998 1997 1996

Net income (loss)--as reported........ccccceeeeeee e, $ 309 $ (1,045)% (816)
Net income (loss)--pro forma........ccccceeveeeeeee. e, $ 266 $ (1,082)$ (840)
Net income (loss) per common share--as reported

BaSIC..iooviiiiiiiie e e $ 234 % (829 % (6.59)
Diluted...ccooviiiiiiiiiiicieieeee $ 210 % (829 % (6.59)
Net income (loss) per common share--pro forma

BaSIC..ioviiiiiiii e $ 202 % (858)% (6.79)
Diluted...ccooviiiiiiiiiiicieieeee $ 183 % (858)% (6.79)

The value of the options granted to NeXT optionkodchave been included in the total purchase padtfor NeXT and, therefore, are not
included in the adjustment to arrive at the praorfamet loss.

As FAS 123 is applicable only to options grantedlmres issued subsequent to September 29, 19@50 iforma effect will not be fully
reflected until 1999.
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NOTE 8--EMPLOYEE SAVINGS PLAN

The Company has an employee savings plan (the &Alan) that qualifies as a deferred salary amanggnt under Section 401(k) of the
Internal Revenue Code. Under the Savings Planicgeting U.S. employees may defer a portion ofrtheetax earnings, up to the Internal
Revenue Service annual contribution limit ($10,880calendar year 1998). The Company matches 5020@86 of each employee's
contributions, depending on length of service,ap maximum 6% of the employee's earnings. The @owip matching contributions to the
Savings Plan were approximately $14 million, $18iom, and $22 million in 1998, 1997, and 1996 pestively.

NOTE 9--COMMITMENTS AND CONTINGENCIES
LEASE COMMITMENTS

The Company leases various facilities and equipmedér noncancelable operating lease arrangenilgrgsnajor facilities leases are for
terms of 5 to 10 years and generally provide reheptons for terms of up to 5 additional yearsnRexpense under all operating leases was
approximately $63 million, $106 million, and $12%9lIan in 1998, 1997, and 1996, respectively. Fatorinimum lease payments under
noncancelable operating leases having remainimgstér excess of one year as of September 25, B98&s follows (in millions):

FISCAL YEARS

1999 i e $ 44
2000..ccii it e 39
2001 i e 27
2002 e 15
2003 e 7
Later YearS....coooooiieiii e e 39
Total minimum lease paymentS........cccocveveeeeeee e $ 171

PURCHASE COMMITMENTS

In the ordinary course of business, the Companyehtered into agreements with vendors which ol#igab purchase product components
which may not be common to the rest of the persomaputer industry.

LITIGATION
ABRAHAM AND EVELYN KOSTICK TRUST V. PETER CRISP ET AL.

In January 1996, a purported shareholder derivaiition was filed in the California Superior Cofmt Santa Clara County naming the
Company and its then directors as defendants, rsgé@lunctive relief and damages for alleged att®ismanagement. Between February
1996 and October 1997, the complaint has been asdesel/eral times as a result of the Courts' ruliggsn various demurrers filed by the
Company. The Third Amended Complaint was filed otdber 1997, and eliminated the class action claintsrestated claims against certain
directors and former directors. In November 198& €ompany's Board of Directors appointed a spawiaktigation committee and engaged
independent counsel to assist in the investigaifadhe claims made in the Third Amended Complahktgo in November 1997, the Company
filed a demurrer to the Third Amended Complainte Bipecial investigative committee continues itegtigation.
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NOTE 9--COMMITMENTS AND CONTINGENCIES (CONTINUED)
LS MEN'S CLOTHING DEFINED BENEFIT PENSION FUND V. M ICHAEL SPINDLER ET AL.

In May 1996, an action was filed in the Califor&aperior Court naming as defendants the Companygamain of its current and former
officers and directors and seeking compensatorypanitive damages for alleged misrepresentationcanidsion of material facts about the
Company's operations and financial results. Betviday 1996 and November 1997, the complaint has besmnded several times as a result
of the Court's rulings upon various demurrers ef@ompany. In January 1998, the Company and thokeidual defendants brought a

motion to dismiss the third amended complaint, &améjarch 1998, the Court granted the motion toriés the third amended complaint
without leave to amend. The plaintiffs filed an eppin the Sixth Appellate District in June 1998alarguments related to this appeal have
not yet been scheduled, and the Court has notjed.r

"REPETITIVE STRESS INJURY" LITIGATION

The Company was named in approximately 60 lawsgtereen 1991 to 1995, alleging that plaintiffs imed so-called "repetitive stress"
injuries to their upper extremities as a resulisihg keyboards and/ or mouse input devices soltidbfCompany. These actions are similar to
those filed against other major suppliers of peabonmputers. All but three of the cases agairstibmpany have been dismissed, either
voluntarily or by Court order. The remaining caaes inactive and the Company believes they ardyliikebe dismissed.

MONITOR-SIZE LITIGATION

In August 1995, the Company was named, along witbther entities, including computer manufactussrd computer monitor vendors, in a
putative nationwide class action filed in the Gadifia Superior Court for Orange County, styled K&ibng et al. v. AAmazing Technologies
Corp. et al. The complaint alleges that each ofigffendants engaged in false or misleading adiregtisith respect to the size of computer
monitor screens. Also in August 1995, the Compaag named as the sole defendant in a purportedaidsies alleging similar claims filed
the New Jersey Superior Court for Camden Countytlesh Mahendri Shah v. Apple Computer, Inc. Sulsaqly, in November 1995, the
Company, along with 26 other entities, was nametiparported class action alleging similar claiftedfin the New Jersey Superior Court
Essex County, entitled Maizes & Maizes v. Apple Qorer, Inc. et al.. The complaints in all of thesses seek restitution in the form of
refunds or product exchange, damages, punitive daspand attorneys fees. In December 1995, théo@al Judicial Council ordered all of
the California actions, including Long, coordinafed purposes of pretrial proceedings and triabbef single judge and were subsequently
coordinated under the name In re Computer Monittgation. In July 1996, Judge Cahill ordered dltle California cases dismissed with
leave to amend as to plaintiffs residing in Califiar In March 1998, the Court granted final appt@fa settlement resolving all claims.
Objectors to the settlement filed appeals fromGbert's order approving the settlement; one sugealremains pending.

EXPONENTIAL TECHNOLOGY INC. V. APPLE

Plaintiff alleges that the Company, which was aresior in Exponential Technology (Exponential),amteed its fiduciary duty to Exponential
by misusing confidential information about its firzdal situation to cause Exponential to fail, andttthe Company fraudulently
misrepresented the facts about allowing Exponetaiatll its processors to the Company's Mac Gshéees. The lawsuit is filed in Califor
State Court. In November 1997, the Company fileleémurrer to portions of the complaint, which theu@granted in part. In January 1998,
plaintiff filed an Amended Complaint. In March 199Be Company filed a cross-complaint for damaggsret plaintiff alleging breach of
contract, negligent
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misrepresentation and violations of the Califoi@@porations Code. The parties are currently cotdgdiscovery.

FTC INQUIRY--PRADO VS. APPLE COMPUTER (AND RELATED ACTIONS)

In October 1997, Apple began charging all US nomeation customers for live telephone technical suppeyond 90 days after purchase of
Apple products. In late 1997, the Federal Trade @@sion (FTC) commenced an investigation into anstocomplaints that Apple's change
in technical support practices was either unfacantrary to earlier representations to custonigngee class action lawsuits were filed aga
Apple related to this change. The District Offidale FTC has recommended to regional and natieh@l that a tentative settlement be
approved. Settlement discussions with the plamtiffthe three class actions are in progress.

OTHER

On August 21, 1997, the FTC issued a consent degr@iest the Company, regarding the Company'sppasessor upgrade practices,
specifically certain advertisements which the Cossioin deemed to have misrepresented the Compaagketimg of certain microprocessor
upgrade products. Pursuant to the order, the Coynigaordered to cease and desist from any sucbedllg misleading advertising, to give
notice to consumers, and to implement certain iogrenabling consumers who are within the ordeopesto obtain upgrade kits or rebates,
in connection with any purchases within the scap® order. The Company has now completed thdlfaént program pursuant to the
consent decree and filed its final report with @@mmission in April 1998.

The Company is also subject to certain other lpgadeedings and claims which have arisen in thnarg course of business and which h
not been fully adjudicated. The results of legalgeedings cannot be predicted with certainty; h@ren the opinion of management, the
Company does not have a potential liability relatedny legal proceedings and claims that wouldetewmaterial adverse effect on its
financial condition or results of operations.

NOTE 10--CONCENTRATIONS OF RISK
CONCENTRATIONS OF CREDIT RISK

The Company distributes its products principallyotigh third-party computer resellers and variouscation and consumer channels. The
Company generally does not require collateral fitsneustomers. However, when possible the Compaeyg dttempt to limit credit risk on
trade receivables through the use of flooring ayeaments for selected customers with thpedty financing companies and credit insurance
certain customers in Latin America and Asia. Althbunone of the Company's customers accounted fog than 10% of net sales in any of
the last three fiscal years, at times considerabbie receivables which are not covered by cobhtme outstanding with the Company's
distribution and retail channel partners.

The counterparties to the agreements relatingea@itmpany's investments and foreign exchange aekgt rate instruments consist of a
number of major international financial institut®rTo date, no such counterparty has failed to ngeé&hancial obligations to the Company.
The Company does not believe that there is sigmificisk of nonperformance by these counterpabiesuse the Company continually
monitors its positions and the credit ratings aftsaounterparties, and limits the financial expesamd the number of agreements and
contracts it enters into with any one party. Thenpany generally does not require collateral fromnterparties, except for margin
agreements associated with the ten-year interesswaps on the Company's ten-year unsecured fiatesitigate the credit risk
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associated with these ten-year swap transactioichwanature in 2004, the Company entered into margiagreements with its third-party
bank counterparties. These agreements requiredh@ény or the counterparty to post margin onlyeitain credit risk thresholds are
exceeded. The amounts held in margin accounts natnmaterial as of September 25, 1998.

CONCENTRATIONS IN THE AVAILABLE SOURCES OF SUPPLY O F MATERIALS AND PRODUCT

Although certain components essential to the Colyipdusiness are generally available from multgalerces, other key components
(including microprocessors and application-spediftegrated circuits, or "ASICs") are currently aioied by the Company from single or
limited sources. If the supply of a key single-g@at component to the Company were to be delayedrtailed or in the event a key
manufacturing vendor delays shipments of complpteducts to the Company, the Company's abilityhip selated products in desired
guantities and in a timely manner could be advgrafiected. The Company's business and financiébpaance could also be adversely
affect, depending on the time required to obtaffigant quantities from the original source, oritientify and obtain sufficient quantities
from an alternate source. In addition, the Comp#sgs some components that are not common to thefthe personal computer industry.
Continued availability of these components mayffiected if producers were to decide to concentoat¢he production of common
components instead of components customized to the€@ompany's requirements. Finally, a signifigaotion of the Company's CPUs and
logic boards are now manufactured by outsourcintnpes. Although the Company works closely withdtgsourcing partners on
manufacturing schedules and levels, the Compapgsating results could be adversely affected ibitssourcing partners were unable to
meet their production obligations.

NOTE 11--INDUSTRY SEGMENT AND GEOGRAPHIC INFORMATIO N

The Company operates in one principal industry sggmhe design, manufacture, and sale of persmmaputing products. The Company's
products are sold primarily to the business, edoicatonsumer, and government markets.
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NOTE 11--INDUSTRY SEGMENT AND GEOGRAPHIC INFORMATIO N (CONTINUED)
Geographic financial information is as follows (millions):

1998 1997 199 6
Net sales to unaffiliated customers:
United StatesS......ccovvveececiiiiieeccieeees e, $ 3,287 $ 3507 $ 4 ,735
EMEA. ..o, 1,345 1,667 2 222
Japan............ 731 1,070 1 , 792
Asia Pacific... 293 490 563
Other....veeiiiiieee e, 285 347 521
Total Net SaleS....cccvvevcvveeiicvieeeeees e, $ 5941 % 7,081 $ 9 ,833
Transfers between geographic areas (eliminated in ¢ onsolidation):
United States......cocvevvvveeviicvieeeeeees e $ 50% 206 % 517
EMEA. ... e e, 398 207 121
JAPAN....c i e 1 5 -
ASia PaCifiC......cccovvvviiiiiiiiiies e 854 1,270 3 ,035
Total transfers......ccoceecvcvvcecceecieeeees e $ 1,303 $ 1688 $ 3 ,673

Operating income (loss):

United States 45 % (913)$ (1 ,198)
EMEA.....cooiiiiiiiies 117 (129) (186)
Japan............ 3 (86) 4)
Asia Pacific... 56 104 3
Other............. 8 29) --

Eliminations.........ccccooviiiiiiniienene 32 (17) 2
Corporate income (expense), Net.........cceee..... 68 25 88
Income (loss) before provision (benefit) for income taxes.......ccocee. $ 329 $ (1,045 % (1 ,295)
Identifiable assets:

$ 1,205 % 1543 % 1 ,935

342 557 648

242 383 559

104 286 312

68 119 171

(3) (139H) (26)

2,331 1480 1 ,765

...................... $ 4289 % 42338% 5 ,364

"EMEA" is an abbreviation for Europe, the MiddledEaand Africa. Revenues in Africa and the MiddisEwere not significant. "Asia
Pacific" does not include Japan. "Other" is congatief all North and South America sites excludimg Wnited States. Prior year amounts
have been restated to conform to the current ypegsentation. "Net sales to unaffiliated custothisrbased on the location of the customers.

Transfers between geographic areas are recoragedatnts generally above cost and in accordancetigthules and regulations of the
respective governing tax authorities. Operatin@me (loss) by geographic area consists of totasales less operating expenses, and does
not include an allocation of general corporate esps. The restructuring charges recorded in 1987886 are included in the calculation of
operating income (loss) for each geographic ademtifiable assets of geographic areas are thestsassed in the Company's operations in
each area. Corporate assets include cash and gaistlents, short-term investments and equity seesr

A large portion of the Company's revenue is derifveth its international operations, and a majootyhe products sold internationally are
manufactured in the Company's facilities in Corkldnd and Singapore. As a result, the Companyljest to risks associated with foreign
operations, such as
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NOTE 11--INDUSTRY SEGMENT AND GEOGRAPHIC INFORMATIO N (CONTINUED)
obtaining governmental permits and approvals, cayexchange fluctuations, currency restrictiomditipal instability, labor problems, trade
restrictions, and changes in tariff and freightrges.

NOTE 12--SELECTED QUARTERLY FINANCIAL INFORMATION ( UNAUDITED)

FOURTH QUARTER THIRD QUARTER SECOND QUARTER  FIRST QUARTER

(TABULAR AMOUNTS IN MILLIONS, EXCEPT PER SHARE AMOUNTS)

1998

Net sales......cccvvvviieiiieeieeeeeeeeeees $ 1,556 $ 1,402 $ 1,405 $ 1,578
Gross margin $ 417 $ 360 $ 349 $ 353
Net iNCOME.......eoverriereeiiereeree e $ 106 $ 101 $ 55 $ 47
Earnings per common share:

BaSiC.....ueeeiiiiiiiieic $ 0.79 $ 0.76 $ 042 $ 037
Diluted.......ccooiiiiiiiiieieeeeeeeeee $ 0.68 $ 0.65 $ 0.38 $ 0.33
1997

Net SAIES.....ooiierierierieree e $ 1,614 $ 1,737 $ 1,601 $ 2,129
GroOSS Margin.......ccceeevieeaiieenieesinaaens $ 320 $ 348 $ 303 $ 397
NELIOSS. ..o $ (161) $ (56) $ (708) $ (120
Loss per common share:

BaSiC.....uveeiiiiiiiiei e $ (1.26) $ (044) $ (569 $ (0.96)
DIUE. ... $ (1.26) $ (0.44) $ (5.64) $ (0.96)

Basic and diluted earnings per share are compuotegpendently for each of the quarters presenteeteidre, the sum of quarterly basic and
diluted per share information may not equal anivaaic and diluted earnings per share.

Net income for the third quarter of 1998 include®1@ million gain before foreign taxes on gainsassted with the Company's investmen
ARM which were recognized as other income. Forégges recognized in the third quarter on thesesgaare approximately $7 million. The
third quarter of 1998 also includes the recognitdf7 million of purchased in-process researchdeglopment which was charged to
operations upon acquisition.

Net loss for the fourth quarter of 1997 includek6@ million charge to increase the Company's regiring reserves, as well as a $75 mill
charge related to the termination of the licenseagent with PCC. Net loss for the second quaft&B87 includes a $155 million
restructuring charge, as well as a $375 milliortevaff of purchased iprocess research and development related to the&uonis acquisitio
of NeXT.
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SCHEDULE I

ALLOWANCE FOR DOUBTFUL ACCOUNTS:

Year Ended September 25, 1998
Year Ended September 26, 1997
Year Ended September 27, 1996

APPLE COMPUTER, INC.
VALUATION AND QUALIFYING ACCOUNTS

(IN MILLIONS)
CHARGED TO
BEGINNING COSTS AND ENDING
BALANCE EXPENSES D EDUCTIONS(1) BALANCE
.............. $ 99 $ 11 $ 29 $ 81
..... $ 91 $ 35 $ 27 $ 99
.............. $ 87 $ 28 $ 24 $ 91

(1) Represents amounts written off against thenale, net of recoveries.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

Not applicable
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PART 1lI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT
DIRECTORS

Listed below are the Class | directors whose twaryerms expire in 1999.

NAME POSIT ION WITH THE COMPANY AGE DIRECTOR SINCE
Gareth C.C. Chang Direc tor 55 1996
William V. Campbell Direc tor 58 1997
Jerome B. York Direc tor 60 1997

Listed below are the Class Il directors whose twanterms do not expire until 2000.

NAME POSIT ION WITH THE COMPANY AGE DIRECTOR SINCE
Steven P. Jobs Direc tor and interim Chief 43 1997
Execu tive Officer
Lawrence J. Ellison Direc tor 54 1997
Edgar S. Woolard, Jr. Direc tor 64 1996

WILLIAM V. CAMPBELL has been chairman of the Boaofl Directors of Intuit, Inc. since August 1998. MGampbell was President and
Chief Executive Officer and a director of Intuitlrfrom April 1994 to August 1998. From January 19® December 1993, Mr. Campbell
was President and Chief Executive Officer of GOgooation. Mr. Campbell also serves on the boardireictors of Netscape
Communications Corporation, SanDisk Corporation @nelat Plains Software.

GARETH C. C. CHANG was appointed September 1, 1@98xecutive Chairman of STAR TV. Prior to joinil@§AR TV, Mr. Chang was
President of Hughes Electronics International anthGrate Senior Vice President of Hughes Electssince 1993. Previously, he was
Corporate Vice President of McDonnell Douglas Coation. He is currently a director of News Corpamat Mallinckrodt, Inc. and sits on
the advisory council of Nike Inc.

LAWRENCE J. ELLISON has been Chief Executive Offie@d a director of Oracle Corporation (Oraclegsihe co-founded Oracle in May
1977, and was President of Oracle until June 1886Ellison has been Chairman of the Board of Grathce June 1995. Mr. Ellison is a
director of SuperGen, Inc., the Dian Fossey GoFliad, and is Co-Chairman of California's Counailloformation Technology.

STEVEN P. JOBS is one of the Company's co-foundedscurrently serves as its interim Chief Execu@fficer. Mr. Jobs is the also the
Chairman and Chief Executive Officer of Pixar Antina Studios. In addition, Mr. Jobs co-founded NeSdftware, Inc. ("NeXT") and
served as the Chairman and Chief Executive Offi€@&teXT from 1985 until 1997 when NeXT was acquitgdthe Company.

EDGAR S. WOOLARD, JR. has served as Chairman oBiterd of Director of Conoco Inc. since July 198@. served as Chairman of the
Board of Directors of E. |. DuPont de Nemours & C&@uPont") until October 1997. Previously, he httd positions of President and Chief
Executive Officer of DuPont. He is currently a dt@ of CITIGROUP, Inc. and DuPont.

JEROME B. YORK has served as Vice Chairman of TidaiCorporation since September 1995. In May 1883¢ined International
Business Machines Corporation (IBM) as Senior \Rcesident and Chief Financial Officer, and he sgta®a director of IBM from January
1995 to August 1995. Prior to joining IBM, Mr. Yoderved in a number of executive positions at GarySorporation, including Executive
Vice President--Finance and Chief Financial Offitem May 1990 to May 1993. He also
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ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT (CONTINUED)
served as a director of Chrysler Corporation fr@82Lto 1993. Mr. York is also a director Waste Mgagraent, Inc., and MGM Grand, Inc.
and Metro-Goldwyn-Mayer, Inc.

EXECUTIVE OFFICERS

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

FRED D. ANDERSON, Executive Vice President and €Riaancial Officer (age 54) joined the CompanAipril 1996. Prior to joining the
Company, Mr. Anderson was Corporate Vice PresidadtChief Financial Officer of Automatic Data Prssiag, Inc. ("ADP"), a position he
held from August 1992 to March 1996. Prior to jagniADP, Mr. Anderson held several domestic andin@gonal executive positions at M.
Basic Four, Inc., including President and Chief @fiag Officer.

TIMOTHY D. COOK, Senior Vice President, Worldwidg€rations (age 38) joined the company in March 189®r to joining the
Company, Mr. Cook held the position of Vice Presid€orporate Materials for Compaq Computer Corpang"Compaq"). Previous to his
work at Compagd, Mr. Cook was the Chief Operatin§idef of the Reseller Division at Intelligent Eleatics. Mr. Cook also spent 12 years
with IBM, most recently as Director of North Ameait Fulfillment.

NANCY R. HEINEN, Senior Vice President, General @sel and Secretary (age 42) joined the Compangje®nber 1997. Prior to joinir
the Company, Ms. Heinen held the position of Vicesilent, General Counsel and Secretary of thedBafaDirectors at NeXT from
February 1994 until the acquisition of NeXT by thempany in February 1997. Prior to joining NeXT,.Minen was Group Counsel and
Assistant Secretary at Tandem Computers Incorpibfeden 1989 to 1994, and previously had been engalag private legal practice.

MITCHELL MANDICH, Senior Vice President, Worldwidgales (age 50) joined the Company in February 1@®n the Company's
acquisition of NeXT. Mr. Mandich has also servedl @ompany in the position of Vice President, Ndttherican Business Division. Prior to
joining the Company, Mr. Mandich held the positaiVice President, Worldwide Sales and Service Wi#XT from December 1995 throu
February 1997. Before joining NeXT, Mr. Mandichwst in the position of Senior Vice President, Aroasi Sales and Marketing with
Pyramid Technology Corporation from January 1998 dvember 1995.

JONATHAN RUBINSTEIN, Senior Vice President, Hardwdtngineering (age 42), joined the Company in Fatyra997. Before joining tt
Company, Mr. Rubinstein was Executive Vice Predidenl Chief Operating Officer of FirePower Systdnmorporated ("FirePower"), from
May 1993 to August 1996. Before joining FirePowdr, Rubinstein was Vice President and General Mandgardware and Vice President,
Hardware Engineering at NeXT.

AVADIS TEVANIAN, JR., PH.D., Senior Vice Presider8pftware Engineering (age 37), joined the Compariebruary 1997 upon the
Company's acquisition of NeXT. With NeXT, Dr. Tevam held several positions, including Vice Prestd&mgineering, from April 1995 to
February 1997. Prior to April 1995, Dr. Tevanianriex as an engineer with NeXT and held several gemant positions.

SINA TAMADDON, Senior Vice President, Service & Sugt (age 41) joined the Company in September 18®7Tamaddon has also
served with the Company in the position of Vicediient and General Manager, Newton Group. Befaréng the Company, Mr. Tamaddon
held the position of Vice President, Europe withiXNidrom September 1996 through March 1997. Fromusid 994 to August 1996,
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ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT (CONTINUED)
Mr. Tamaddon held the position of Vice Presidentf&sional Services with NeXT. Prior to joining X Mr. Tamaddon served as Vice
President, Advanced Technology for Software Allehecorporated.

SECTION 16(A) BENEFICIAL OWNERSHIP REPORTING COMRANCE

Section 16(a) of the Securities Exchange Act 04138 amended, requires the Company's officerglmectors, and persons who own more
than ten percent of a registered class of the Cagipaquity securities, to file reports of secestownership and changes in such ownership
with the Securities and Exchange Commission (theC'$. Officers, directors and greater than ten @etshareholders 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, the absence of a BoomForm 5 or written representati
that no Forms 5 were required, the Company belithats during fiscal year 1998, its officers, dims and greater than ten percent beneficial
owners complied with all applicable Section 16{a)d requirements.
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ITEM 11. EXECUTIVE COMPENSATION
INFORMATION REGARDING EXECUTIVE COMPENSATION

The following table summarizes compensation infdiamafor the last three fiscal years for (i) Mrbdginterim Chief Executive Officer and
(i) the four most highly compensated executivecsifs other than the Chief Executive Officer whaeveerving as executive officers of the
Company at the end of fiscal year (collectively thNNamed Executive Officers").

SUMMARY COMPENSATION TABLE

LONG-TERM C OMPENSATION
ANNU AL COMPENSATION SECURITIES AL L
—————————————————————————————————— RESTRICTED UNDER LYING OTHER
FISCAL SALARY BONUS STOCK AWARDS OPTI ONS COMPENSATION
NAME AND PRINCIPAL POSITION YEAR ($) ($) ($) # ) $)
Steven P. Jobs....... 1998
interim Chief Executive
OFfiCer. v, 1997 - - - 3 0,000(1)
1996 -- - -- -
Fred D. Anderson..........c..coc...... 1998 604,283 - - 25 0,000(2) 60,123(3)
Executive Vice President.............. 1997 520,311 - 40,748(4) 85 0,000(5)  250,489(6)
and Chief Financial Officer........... 1996 252,156 1,275,000 - 40 0,000 141,361(7)
Timothy D. COOK..........cccovvvennne 1998 223,953 500,000(8) - 70 0,000 90,849(9)
Senior Vice President 1997 - - -- - --
Worldwide Operations 1996
Jonathan Rubinstein.................. 1998 402,095 - - 30 0,000(2) 4,804(10)
Senior Vice President 1997 250,262 100,000 19,108(4) 70 0,000(5) 1,864(10)
Hardware Engineering 1996 - - -- - --
Mitchell Mandich...................... 1998 402,253 - - 42 4,250(2) 8,118(10)
Senior Vice President, 1997 174,348 104,000 - 56 5,050(5 11) --
Worldwide Sales.............ccco.e.. 1996

(1) Mr. Jobs was granted 30,000 stock optionssrchpacity as a director of the Company pursuatited 997 Director Stock Option Plan.

(2) Replacement of 250,000, 224,250 and 300,000mpthat were previously granted to Messrs. ArmterMandich and Rubinstein,
respectively, and canceled pursuant to the stotikropxchange program. Other than the replacemgtidrs, Messrs. Anderson and
Rubinstein were not granted any options duringigtal year.

(3) Includes $45,000 in relocation assistance & 2B in matching contributions made by the Compgaraccordance with the terms of the
401(k) plan.

(4) For fiscal year 1997, these amounts reprebentdlues on February 5, 1997 of the Common Stadknying the Performance Shares
earned by the Named Executive Officers under thradef the Senior Officers Restricted Performanicar§ Plan.

The amounts of Common Stock earned by participatiagned Executive Officers are as follows: Mr. Arstmr - 2,672; Mr. Rubinstein -
1,253. No dividends were paid on the Performanaaesh As of the last day of fiscal year 1997, tlaenidd Executive Officers held no other
Performance Shares or restricted stock.
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ITEM 11. EXECUTIVE COMPENSATION (CONTINUED)
(5) Includes the replacement of 500,000, 50,0002j000 options that were previously granted ted&e Anderson, Mandich and
Rubinstein, respectively, and canceled pursuatitestock option exchange program.

(6) Consists of $245,497 in relocation assistamee$#,992 in matching contributions made by the famy in accordance with the terms of
its 401(k) plan.

(7) Consists of $140,155 in relocation assistamce$d 206 in matching contributions made by the @amy in accordance with the terms of
its 401(K) plan.

(8) In connection with his employment, Mr. Cooke®@d a one-time hiring bonus in the amount of $800.

(9) Consists of $86,049 in relocation assistance$h800 in matching contributions made by the Camypn accordance with the terms of
401(k) plan.

(10) Consists of matching contributions made byGbenpany in accordance with the terms of its 40p(&h.

(11) Includes 240,800 NeXT options which were cateeinto Apple options during fiscal year 199 tannection with Apple's acquisition
of NeXT.
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OPTION GRANTS IN LAST FISCAL YEAR
The following table provides information about @ptigrants to the Named Executive Officers durisgdl year 1998.

OPTION GRANTS IN LAST FISCAL YEAR

POT ENTIAL REALIZABLE
INDIVID UAL GRANTS \% ALUE AT ASSUMED
------------------------------------ A NNUAL RATES OF
NUMBER OF PERCENT OF TOTAL STOCK PRICE
SECURITIES OPTIONS GRANTED A PPRECIATION FOR
UNDERLYING TO EMPLOYEES IN (0] PTION TERM (3)
OPTIONS GRANTED FISCAL YEAR EXERCISE OR EXPIRATION --- e
NAME # 1) ($/SH)(2) BASEPRICE DATE 5% (%) 10% ($)
Steven P. Jobs................... 0.00%
Fred D. Anderson................. 250,000(4) 1.80% 13.6875 12/19/07 2,1 51,999 5,453,587
Timothy D. CooK.................. 700,000 5.04% 17.6875 2/02/08 7,7 86,502 19,732,524
Jonathan Rubinstein.............. 300,000(4) 2.16% 13.6875 12/19/07 2,5 82,399 6,544,305
Mitchell Mandich................. 224,250(4) 1.61% 13.6875 12/19/07 1,9 30,343 4,891,868
200,000 1.44% 13.125 12/29/07 1,6 50,848 4,183,574

(1) Based on an aggregate of 13,879,349 optiongaytao all employees during fiscal year 1998,udiig 4,707,220 options granted in
exchange for the cancellation of the same numbeutstanding options as of December 19, 1997 ameafar-one basis pursuant to the stock
option exchange program. Options typically vedbir equal annual installments commencing on tist éinniversary of the date of grant.

(2) All options were granted at an exercise prigead to the fair market value based on the closiagket value of Common Stock on the
Nasdaq National Market on the date of gr.

(3) Potential gains are net of exercise price bafibre taxes associated with exercise. These asoetesent certain assumed rates of
appreciation only, based on SEC rules, and doeprtsent the Company's estimate or projectioneoptite of the Company's stock in the
future. Actual gains, if any, on stock option exees depend upon the actual future price of Com8took and the continued employment of
the option holders throughout the vesting perioctakdingly, the potential realizable values settfan this table may not be achieved.

(4) Grants of stock options pursuant to the stquioa exchange program in exchange for the cartasilaf outstanding stock options.
Messrs. Anderson, Mandich and Rubinstein did notike any new grants of stock options in fiscal8.99

OPTIONS EXERCISED AND YEAR-END OPTION HOLDINGS

The following table provides information about $taption exercises by the Named Executive Offickning fiscal year 1998 and stock
options held by each of them at fiscal year-end.
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AGGREGATED OPTION EXERCISES IN THE LAST FISCAL YEAR
AND FISCAL YEAR-END OPTION VALUES

NUMBER OF SECURITIES VALUE OF UNEXERCISED
UNDERLYING UNEXERCISED IN-T HE-MONEY
OPTIONS AT OPTIONS AT FISCAL
SHARES VALUE  FISCAL YEAR-END (#) YEAR-E ND ($)(2)
ACQUIRED ON R =Y 4 = o Y

NAME EXERCISE (#) ($)(1) EXERCISABLE UNEXERCISABLE EXERCISABLE UNEXERCISABLE
Steven P. JObS.................. - - 10,000 20,000 157,500 315,000
Fred D. Anderson... 133,334 3 108,349 33334 583332 850,017 14,765,591
Timothy D. Cook........ .- - 0 700,000 0 14,743,750
Jonathan Rubinstein.............. 66,667 1 552,661 0 433,333 0 10,918,741
Mitchell Mandich................. 78,717 1 779,641 13,200 608,083 423,852 16,377,545

(1) Market value of underlying securities (basedtanfair market value of Common Stock on the Ngddational Market) at the time of
exercise, minus the exercise price.

(2) Market value of securities underlying in-thesmy options at the end of fiscal year 1998 (base#i38.75 per share, the closing price of
Common Stock on the Nasdaqg National Market on $aipee 25, 1998), minus the exercise price.

STOCK OPTION EXCHANGE PROGRAM

The following table sets forth certain informatiooncerning the Exchange Program, including (i)rtame and position of each executive
officer who participated in the exchange prograiptt{e date of any such exchange, (iii) the nundfesecurities underlying exchanged
options, (iv) the per share market price of thearlyihg security at the time of the exchange, (@ original exercise price or base price of the
canceled option at the time of exchange,

(vi) the per share exercise price of the optioreiezd in exchange for the existing option and (¥ig original option term remaining at the
date of exchange.
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10-YEAR OPTION REPRICINGS

NUMBER OF
SECURITIES EXERCIS E
UNDERLYING MARKET PRICE PRICEA T
OPTIONS OF STOCKAT TIME O F NEW
DATE OF REPRICED TIME OF REPRICI NG EXERCISE
NAME AND POSITION REPRICING (#) REPRICING ($) (%) PRICE ($)
Fred D. Anderson Executive Vice President and Chief 12/19/97 250,000 13.6875 19. 75 13.6875
Financial Officer 7/11/97 400,000 13.25 24. 56 13.25
7/11/97 100,000 13.25 18.3 75 13.25
Guerrino De Luca (1) 7/11/97 200,000 13.25 17. 00 13.25
Executive Vice President, Marketing 7111/97 28,000 13.25 26. 38 13.25
7111/97 20,000 13.25 19. 88 13.25
7111/97 15,000 13.25 29. 50 13.25
7111/97 8,000 13.25 26. 38 13.25
7111/97 8,000 13.25 26. 38 13.25
7111/97 7,500 13.25 23. 75 13.25
7111/97 5,600 13.25 26. 38 13.25
7111/97 5,600 13.25 26. 38 13.25
7111/97 5,000 13.25 29. 75 13.25
7111/97 2,914 13.25 29. 75 13.25
7111/97 2,800 13.25 26. 38 13.25
7111/97 1,336 13.25 29. 75 13.25
John B. Douglas, Il (1) 7/11/97 100,000 13.25 17. 50 13.25
Senior Vice President, General Counsel And 7111/97 40,000 13.25 18.3 75 13.25
Secretary 7111/97 25,000 13.25 16. 50 13.25
Nancy R. Heinen 12/19/97 250,000 13.6875 21. 31 13.6875
Senior Vice President, General Counsel and
Secretary
Mitchell Mandich 12/19/97 59,200 13.6875 19. 75  13.6875
Senior Vice President, Worldwide Sales 12/19/97 165,050 13.6875 22. 94 13.6875
David Manovich (1) 7/11/97 200,000 13.25 16. 50 13.25
Senior Vice President, International Sales and
Service
Jonathan Rubinstein 12/19/97 300,000 13.6875 19. 75 13.6875
Senior Vice President, Hardware Engineering 7/11/97 200,000 13.25 17. 00 13.25
Sina Tamaddon 12/19/97 250,000 13.6875 18.1 25 13.6875

Senior Vice President, Service and Support

LENGTH OF
ORIGINAL OPTION
TERM REMAINING
AT DATE OF
NAME AND POSITION REPRICING
Fred D. Anderson Executive Vice President and Chief 9 years
Financial Officer 8 months
8 years
9 months
9 years
9 months
Guerrino De Luca (1) 9 years
Executive Vice President, Marketing 7 months
7 years
9 months
8 years
11 months
6 years
5 months
6 years
7 months
7 years
4 months
6 years
3 months
4 years
7 months
5 years
6 months
1 year
0 months
2 years




John B. Douglas, Il (1)
Senior Vice President, General Counsel And
Secretary

Nancy R. Heinen

Senior Vice President, General Counsel and
Secretary

Mitchell Mandich

Senior Vice President, Worldwide Sales

David Manovich (1)

Senior Vice President, International Sales and
Service

Jonathan Rubinstein

Senior Vice President, Hardware Engineering

Sina Tamaddon
Senior Vice President, Service and Support

9 months
4 years
2 months
1 year

9 months
9 years
6 months
9 years
9 months
9 years
8 months
9 years
9 months

9 years
8 months
9 years
9 months
9 years
8 months

9 years

8 months
9 years

7 months
9 years
11 months
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NUMBER OF
SECURITIES EXERCIS
UNDERLYING MARKET PRICE PRICE A

ZT—-m

OPTIONS OF STOCK AT TIME O NEW
DATE OF REPRICED TIME OF REPRICI G EXERCISE
NAME AND POSITION REPRICING (#) REPRICING () (%) PRICE ($)
Avadis Tevanian, Jr. 12/19/97 275,837 13.6875 19. 75 13.6875
Senior Vice President, Software Engineering 7/11/97 100,000 13.25 17. 00 13.25

LENGTH OF
ORIGINAL OPTION
TERM REMAINING

AT DATE OF
NAME AND POSITION REPRICING
Avadis Tevanian, Jr. 9 years
Senior Vice President, Software Engineering 8 months
9 years
7 months

(1) All options received by Messrs. De Luca, Mambvand Douglas pursuant to the stock option exalaanggram were forfeited upon
termination of employment.

COMPENSATION COMMITTEE REPORT ON THE STOCK OPTION E XCHANGE PROGRAM

In order to address concerns regarding the retenfithe Company's key employees, the Compens&ionmittee approved a stock option
exchange program (the "Exchange Program") on Deeegth 1997. Pursuant to the Exchange Prograrmdiiduals who held stock
options granted under one of the Company's stotikroplans, excluding the Directors Stock OptioarRlwere offered the opportunity to
exchange all of their stock options with an exergsce of greater than $13.6875 on a one-for-@séstfor new stock options with an
exercise price of $13.6875, the fair market valiihe Common Stock on December 19, 1997, and afoemyear vesting schedule. All stock
options issued under the Exchange Program willrexqi December 19, 2007. The Company's employedmnged approximately 4.7
million stock options.

MEMBERS OF THE COMPENSATION COMMITTEE
Edgar S. Woolard, Jr. (Chairman) Gareth C.C. Chang
COMPENSATION OF DIRECTORS

In 1997, the Company ended its practice of payaghaetainers and fees to directors, and apprdwedpple Computer, Inc. 1997 Director
Stock Option Plan (the "Director Plan™). The DidPlan was approved by the shareholders in ApfiBland 400,000 shares have been
reserved for issuance under the Director Plan.iRntsto the Director Plan, the Company's non-enmgaajirectors are granted 30,000 stock
options upon their initial election to the Boarch e fourth anniversary of a non-employee dirégtitial election to the Board and on each
subsequent anniversary, the director will be esgtitb receive 10,000 vested stock options. As ablier 31, 1998, there were 150,000 shares
outstanding under the Director Plan.

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTI CIPATION

The current members of the Board's Compensationn@tte®e are Messrs. Woolard and Chang, neither @imvts an employee of the
Company. No person who was an employee of the Coynipdfiscal year 1998 served on the Compensatiomi@ittee in fiscal year 1998.
During fiscal year 1998, no executive officer of tBiompany (i) served as a member of the compensatimmittee (or other board commit
performing similar functions or, in the absencey such committee, the board of directors) of lagioéntity, one of whose executive offic
served on the Company's Compensation Committg¢eefived as a director of another entity, one afsehexecutive officers served on the
Company's Compensation Committee, or (jiii) sernad member of the compensation committee (or dibard committee performing
similar functions or, in the absence of any suammittee, the board of directors) of another entitye of whose executive officers served
director of the Company.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The following table sets forth certain informatias of October 31, 1998 with respect to the beraf@ivnership of the Company's Common
Stock by (i) each person the Company believes bzaky holds more than 5% of the outstanding skareCommon Stock; (ii) each direct
(iii) each Named Executive Officer listed in thennary Compensation Table under the heading "Exes@bmpensation” and (iv) all
directors and executive officers as a group. OrTtifele Date, 135,248,323 shares of Common Stock igsued and outstanding. Unless
otherwise indicated, all persons named as benkfisiners of Common Stock have sole voting power soid investment power with respect
to the shares indicated as beneficially owned.

SECURITY OWNERSHIP OF DIRECTORS, NOMINEES AND EXECU TIVE OFFICERS

SHARES OF COMMON

STOCK P ERCENT OF
BENEFICIALLY CO MMON STOCK
NAME OF BENEFICIAL OWNER OWNED (0] UTSTANDING
Fidelity Management & Research Company............. e 16,665,531(1) 12.32%
Fred D. ANAErSON......ccoovcciiiiiiiiiieieeeeeees e 97,170(2) *
William V. Campbell.....ccccoviiiiiiiis e 10,251(3) *
Gareth C. C. Chang....cccccvviiiiiiiiiiieeeeneee e 12,000(3) *
Timothy D. COOK....ovvveiiiiiiiiiiiiiceeeceees e 0
Lawrence J. ElliSON.....ccccvvivviveiienes e 10,000(3) *
Steven P.JODS ... s 10,001(3) *
Jonathan Rubinstein......cccccovviiiniiicceees e 76,793(4) *
Mitchell MandiCh.......cccccoiviiniiis e 179,463(5) *
Edgar S. Woolard, Jr....cccccveeeviiiieneeaaes e 18,000(3) *
Jerome B. YOrKe.ooooovoiiiiiis e 20,000(3) *
All executive officers and directors as a group (13 Persons).........cccuve. 628,264(6) *

(1) Based on a Schedule 13G dated August 10, 888 by FMR Corp., 82 Devonshire Street, BostorA BR109. Fidelity Management &
Research Company ("Fidelity"), a wholly--owned sdlzsy of FMR Corp and an investment advisor, s feneficial owner of 14,078,334
shares or 10.38% of the Common Stock as a resalttofg as an investment adviser to various investroompanies registered under Sec

8 of the Investment Company Act of 1940, and assalt of acting as sub-advisor to Fidelity Ameri&pecial Situations Trust ("FASST").
Fidelity Management Trust Company, also a whollyred subsidiary of FMR Corp. and a bank is the hieia¢bwner of 2,170,138 shares or
1.60% of the Common Stock. Edward C. Johnson 3ndjr&an of FMR Corp., and FMR Corp. through itsteolnof Fidelity, the funds,
FASST, and Fidelity Management Trust Company, dechsole power to dispose of the shares and swlerfio vote or to direct the voting
of 1,484,974 shares. Neither FMR Corp. or Edwarddbnson 3rd, has the sole power to vote or dihectoting of the shares owned directly
by the Fidelity Funds.

(2) Includes 95,834 shares of Common Stock whichAiderson has the right to acquire by exercisst@tk options.

(3) Includes 10,000 shares of Common Stock whicksvke Campbell, Chang, Ellison, Jobs, Woolard aoik Yiave the right to acquire by
exercise of stock options.

(4) Includes 75,000 shares of Common Stock whichRMibinstein has the right to acquire by exercfsstack options.
(5) Includes 179,463 shares of Common Stock whichNi&ndich has the right to acquire by exercisstotk options.
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(6) Represents shares of Common Stock held by é8utixe officers and directors and options heldibyh individuals that were exercisable
at the Table Date or within 60 days thereafter.

* Amount represent less than 1% of the issued amstanding shares of Common Stock on the Table.Date
ITEM 13. ARRANGEMENTS WITH NAMED EXECUTIVE OFFICERS
EMPLOYMENT AGREEMENTS WITH NAMED EXECUTIVE OFFICERS

The Company entered into an employment agreemehthiri. Anderson effective April 1, 1996, pursuamtthich he serves as Executive
Vice President and Chief Financial Officer of then@pany. Pursuant to his agreement, Mr. Andersentiled to an annual base salary of no
less than $500,000. If Mr. Anderson's employmergiiminated by the Company without "Cause" at &mg tduring the five-year period
following April 1, 1996, he will be entitled to reive a lump sum severance payment equal to theoftis annual base salary and target
bonus, if any. Mr. Anderson's agreement generafinds "Cause" to include a felony conviction, filldisclosure of confidential

information or willful and continued failure to germ his employment duties.

In February 1998, Mr. Cook joined the Company as@eVice President, Operations. Under the termsi®@employment, he is entitled to an
annual base salary of no less than $400,000. liti@aldVr. Cook received a one-time hiring bonughie amount of $500,000 and a stock
option grant with a sell-back provision. The sedkck provision provides that during the five dayipéistarting on the second anniversary of
his commencement of employment, he may elect t@Bealf his remaining vested and unvested opti@mmd shares (obtained through the
exercise of such options) back to the Companyhfersum of $3 million less any profits Mr. Cook haalized to date through the exercise
sale of such options. If Mr. Cook's employmeneisiinated by the Company without "Cause" duringfitts¢ two years of his employment,
he will be entitled to receive an amount equal@86@000 minus the total base salary he has recsined the start of his employment. In
addition, he will be allowed to immediately exeecthe stock option sell-back provision describeavab

CHANGE IN CONTROL ARRANGEMENTS--STOCK OPTIONS

In the event of a "change in control" of the Compaail outstanding options under the Company'skstqtion plans will, unless otherwise
determined by the plan administrator, become esabdé in full, and will be cashed out at an amauntal to the difference between the
applicable "change in control price" and the exs&grice. A "change in control" under these plargeinerally defined as (i) the acquisitior
any person of 50% or more of the combined votinggroof the Company's outstanding securities ott{#) occurrence of a transaction
requiring shareholder approval and involving thie & all or substantially all of the assets of @@mpany or the merger of the Company
or into another corporation.

In addition, options granted to Nancy R. Heinemdthy D. Cook, Mitchell Mandich and Sina Tamaddanéda provision so that in the ev
there is a Change in Control, as defined in the @amg's stock option plans, and if in connectiorhwait following such Change in Control,
their employment is terminated without "Cause"fdahéy should resign for "Good Reason", those oytioutstanding that are not yet vested
and exercisable as of the date of such changenimatpshall become fully vested and exercisablenéally, "Cause" is defined to include a
felony conviction, willful disclosure of confideatiinformation or willful and continued failure ferform his or her employment duties.
"Good Reason" includes resignation of employmera sssult of a substantial diminution in positiardaties, or an adverse change in title or
reduction in annual base salary.
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CHANGE IN CONTROL ARRANGEMENTS--RETENTION AGREEMENT S

The Company is currently party to retention agre@s€The "Retention Agreements") with three Namgddative Officers (Messrs.
Anderson, Rubinstein and Tevanian) providing fataia cash payments in the event of a terminatfcemoexecutive's employment following
a change in control of the Company. For purposéleoRetention Agreements, a "change in contrafleiined as (i) a reorganization, mer;
consolidation or other corporate transaction inaltthe holders of voting stock of the Company imiatedy before the corporate transaction
will not own more than 50% of the voting shareshaf continuing or surviving corporation immediatafyer such corporate transaction, (ii)
the acquisition of 30% or more of the combined v@fpower of the Company's then-outstanding seesrifiii) a change of 50% in the
membership of the Board within a two-year periauess the election or nomination for election bgreholders of an adequate number of
directors within such period was approved by thie o at least three-fourths of the directors thhin office who either were directors at
the beginning of the period or whose election animation for election was previously so approveéd, &ll or substantially all of the assets of
the Company are sold, liquidated or distributedyma "change in control" or a "change in the effee control" of the Company within the
meaning of Section 280G of the Code.

In the event of an Involuntary Termination (as defl in the Retention Agreements) of any executffiess who is a party to a Retention
Agreement within two years following a change imirol, such executive officer will receive a castyment equal to the sum of (i) three
times his annual base salary immediately prioh&date of his termination or, if greater, the kisfrannualized base salary in effect durin
three-year period ending on the change in cordrdl, (i) three times his target bonus for the yearhich the termination occurs or, if
greater, the highest target annual bonus applidalitee executive officer in any of the three yeamding prior to the change in control. In
addition, the executive officer would be eligibtefarticipate in the medical, dental, health, &ifel other fringe benefit plans and
arrangements applicable to him until the secondvansary of his date of termination.

The Retention Agreements further provide thathaevent of an Involuntary Termination of an exieubfficer on or following a change in
control, such executive officer's equity awardsggd to him under the Company's equity-based ingeptans (the "Equity Plans") will vest
and become exercisable. All equity awards alsoweidit and become exercisable as of the date adrzgehin control as defined in the Equity
Plans, regardless of whether the executive offi@riployment has then terminated. Subject to celitaits on payments, the Retention
Agreements also require tax gross-up paymentstexbcutive officers to mitigate any excise taxasgd on the executive officers under
Section 4999 of the Code in connection with a clkeangontrol.
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REPORT OF THE COMPENSATION COMMITTEE OF THE
BOARD OF DIRECTORS ON EXECUTIVE COMPENSATION

The Company's executive compensation program israstered by the Compensation Committee of the B@Directors (the
"Committee"). The role of the Committee, which @nprised of two outside non-employee director$y iseview and approve the base
salaries, bonuses, stock options and other compiensd the executive officers and management-leweployees of the Company. The
Committee also administers the Company's stocloogians and makes grants to executive officergutice 1998 Executive Officer Stock
Plan.

The Company's executive compensation program esilZompany performance, individual performanceaanihcrease in stockholder value
over time as determinants of executive pay levidigese principles are intended to motivate execuffieers to improve the financial positi
of the Company, to hold executives accountabléhemperformance of the organizations for which theyresponsible, to attract key
executives into the service of the Company andédate value for the Company's shareholders. Theensation for executive officers is
based on two elements: Cash compensation and dspsgd compensation.

CASH COMPENSATION

The Company reviews executive compensation sunvelysth the computer industry and general industrgnsure that the total cash
compensation provided to executive officers andoseananagement remains at a competitive level tdoknthe Company to attract and retain
management personnel with the talents and skiligired to meet the challenges of a highly competitndustry. The compensation of
executive officers, other than Mr. Jobs, interimeZxecutive Officer, who receives no compensatismeviewed annually by the
Committee.

BONUSES

For fiscal year 1998, the Compensation Committgeayed the FY98 Vice Presidents and Directors IticerBonus Plan (the "Bonus Plar
under which cash bonuses for employees at the tdvdtector and above were determined based ocifsggerevenue and profit targets for
the Company. Executive officers are not eligiblg@aoticipate in the Bonus Plan.

EQUITY-BASED COMPENSATION

In fiscal year 1998, the Compensation Committeetemsized equitypased compensation, principally in the form of ops, as the cornerstc

of the Company's executive compensation programitfEgwards are typically set by the Compensatiom@ittee based on industry
surveys, each officer's individual performance ackievements, market factors and the recommendatiomanagement. In fiscal year 1998,
executive officers were eligible to receive gramitstock options under the Apple Computer, Inc.8.BSecutive Officer Stock Plan and its
predecessor plan, the 1990 Stock Option Plan. ditiad, executive officers were eligible to pantiate in the Company's Employee Stock
Purchase Plan.

During fiscal year 1998, four executive officerstié Company received new option grants under #® Btock Option Plan. No executive
officers received options under the 1998 Execulifficer Stock Plan. The Options granted under ®@01Stock Option Plan were at an
exercise price equal to the fair market value ef@mmmon Stock and generally vest in equal incrésnaver a four-year period after grant,
subject to the participant's continued employmadittt the Company. All options granted under the 188fck Option Plan expire ten years
from the date of grant, unless a shorter termasiged in the option agreement or the participatployment with the Company ends bel
the end of such ten-year period.
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In December 1997, the Compensation Committee aldewed the employees' outstanding options andrdeted that many employees of
the Company held options at exercise prices thatdd their effectiveness as a tool for employdenton and as a long-term incentive. To
address this problem, the Compensation Committasutted with an independent benefits consultant after considering various methods
of dealing with this problem, approved the stockapexchange program (the "Exchange Program").edtite Exchange Program, current
employees of the Company were permitted to exchaligé their options with an exercise price of aper than $13.6875 on a one-for-one
basis for new stock options with an exercise poic$13.6875, the fair market value of the Commarckion December 19, 1997, and a new
four year vesting schedule. Six executive officdexted to participate in the Exchange Program.t&imas of the Exchange Program are
described in the section entitled "Stock Optiontamye Program".

COMPENSATION OF THE CHIEF EXECUTIVE OFFICER

Mr. Jobs, the Company's interim Chief Executivei€eif, did not receive any compensation for theises/he performed for the Company in
fiscal year 1998.

SECTION 162(M)

The Company intends that options granted unde€tirapany's stock option plans be deductible by thiegany under Section 162(m) of the
Internal Revenue Code of 1986, as amended.

MEMBERS OF THE COMPENSATION COMMITTEE
Edgar S. Woolard, Jr., Chairman Gareth C.C. Chang
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PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K
(a) Items Filed as Part of Report:

1. Financial Statements The financial statemente@fCompany as set forth in the Index to Const#di&inancial Statements under Part I,
Item 8 of this Form 10-K are hereby incorporateddfgrence.

2. Financial Statement Schedule The financial state schedule of the Company as set forth in tdexro Consolidated Financial
Statements under Part Il, Item 8 of this Form 1&-Kereby incorporated by reference.

3. Exhibits The exhibits listed under Item 14(@ filed as part of this Form 10-K.
(b) Reports on Form 8-K

A current report on form 8-K dated January 8, 1988s filed by the Registrant with the Securitied &xchange Commission to report under
Item 5 thereof the press release issued to thecpmblJanuary 6, 1998, regarding the Company'saegderofits and revenues for the first
quarter of fiscal 1998.

(c) Exhibits

EXHIBIT

NUMBER NOTES* DESCRIPTION

2 97/1Q Agreement and Plan o f Merger Among Apple Computer, Inc., Blackbird Acqu isition
Corporation and NeXT Software, Inc., dated as of December 20, 1996

3.1 88-S3 Restated Articles of Incorporation, filed with the Secretary of State o f the State
of California on Jan uary 27, 1988.

3.2 90/2Q Amendment to Restate d Articles of Incorporation, filed with the Secreta ry of State
of the State of Cali fornia on February 5, 1990.

3.3 95/1Q By-Laws of the Compa ny, as amended through April 20, 1994.

4.1 89-8A Common Shares Rights Agreement dated as of May 15, 1989 between the Com pany and the
First National Bank of Boston, as Rights Agent.

411 96-S3/A Indenture, dated as of June 1, 1996, between the Company and Marine Mid land Bank,
as Trustee, relating to the 6% Convertible Subordinated Notes due June 1, 2001.

4.2 94/2Q Indenture dated as o f February 1, 1994, between the Company and Morgan Guaranty
Trust Company of New York (the "Indenture").

42.1 96-S3/A Form of the 6% Conve rtible Subordinated Notes due June 1, 2001 included in Exhibit
4.1.1.

4.3 94/2Q Supplemental Indentu re dated as of February 1, 1994, among the Company, Morgan
Guaranty Trust Compa ny of New York, as resigning trustee, and Citibank, N.A., as
successor trustee.

431 96-S3/A Specimen Certificate of Common Stock of Apple Computer, Inc. (Incorpora ted by

reference to Exhibit

* Notes appear on pages 82-83.

4.5 to the Company's Registration
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EXHIBIT
NUMBER NOTES*

Statement on Form S-
Commission on May 6,

4.4 94/2Q Officers' Certificat
establishing the ter

45 94/2Q Form of the Company'

4.8 96-S3/A Registration Rights
Sachs & Co. and Morg

4.9 97K Certificate of Deter
Preferred Stock of A

410 97K Registration Rights
Inc. and Microsoft C

10.A.1  93/3Q* 1981 Stock Option PI

10.A.2  91K** 1987 Executive Long

10.A.3  91K** Apple Computer, Inc.

as of October 1, 199

10.A.3-1 92K** Amendment of Apple C

10.A.3-2 97/2Q** Amendment No. 2 to t

10.A.4 88K** Form of Director War

10.A.5 98/1Q** 1990 Stock Option PI

10.A.6 97K** Apple Computer, Inc.
1996.

10.A.7 96/1Q** 1996 Senior/Executiv

10.A.8 91K** Form of Indemnificat

Registrant.

10.A.15-1 93K-10A.15** 1993 Executive Restr

10.A.25 96/1Q** Summary of Principal

10.A.26 96/2Q** Employment Agreement
Amelio.

10.A.26-1 97/3Q** Amendment to Employm
and Gilbert F. Ameli

10.A.27 96/2Q** Employment Agreement
Scalise.

10.A.28 96/2Q** Employment Agreement
Jr.

10.A.29 96/2Q** Retention Agreement
Jr.

* Notes appear on pages 82-83.

DESCRIPTION

3 (file no. 33-62310) filed with the Securities and
1993.).

e, without exhibits, pursuant to Section 301 of the
ms of the Company's 6 1/2% Notes due 2004.

s 6 1/2% Notes due 2004.

Agreement, dated June 7, 1996 among the Company and

an Stanley & Co. Incorporated.

mination of Preferences of Series A Non-Voting Conv
pple Computer, Inc.

Agreement, dated as of August 11, 1997, between App
orporation.

an, as amended.
Term Stock Option Plan.

Savings and Investment Plan, as amended and restat
0.

omputer, Inc. Savings and Investment Plan dated Mar
he Apple Computer, Inc. Savings and Investment Plan
rant.

an, as amended through November 5, 1997.

Employee Stock Purchase Plan, as amended through S

e Incentive Bonus Plan.

ion Agreement between the Registrant and each offic

icted Stock Plan.
Terms of Employment between Registrant and Gilbert

dated February 28, 1996, between Registrant and Gi
ent Agreement, dated May 1, 1997, between Apple Com
o.

dated February 26, 1996, between Registrant and Ge

dated March 4, 1996, between Registrant and Fred D

dated March 4, 1996, between Registrant and Fred D.

** Represents a management contract or compensplamnyor arrangement.
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ch1,1992.

eptember 9,

er of the

F. Amelio.

Ibert F.

puter, Inc.

orge M.

. Anderson,

Anderson,



EXHIBIT

NUMBER NOTES*

10.A.30 96/2Q**

10.A.31 96/2Q**

10.A.32 96/3Q**

10.A.33 96/3Q**
10.A.34 96/3Q**
10.A.35 96/3Q**

10.A.36 96/3Q**

10.A.37 96/3Q**

Employment Agreement

Employment Agreement
Floisand.

Employment Agreement
Calderoni.

Employment Agreement
Retention Agreement
Retention Agreement

Airplane Use Agreeme
Aero Ventures.

Letter Agreement dat

10.A.38 (1)96/3Q** Separation Agreement

10.A.39 96/3Q**

10.A.40 96K**
10.A.41 97/1Q**
10.A.42  97/2Q**

10.A.43  97/2Q*
10.A.44 97/2Q*

10.A.45 97/3Q**
10.A.46 97K**

10.A.47 97K**
10.A.48 97K**
10.A.49 97K**
10.A.50 98/2Q**

10.A.51 98/2Q*

* Notes appear on

Spindler.
Letter Agreement eff

Employment Agreement
Forsyth.

Employment Agreement
Douglas IlI.

Senior Officers Rest
1997.

NeXT Computer, Inc.
Non-Employee Directo

Retention Agreement
Anderson.

Resignation Agreemen
Amelio.

Retention Agreement
Retention Agreement
1997 Employee Stock
1997 Director Stock

1998 Executive Offic

pages 82-83.

DESCRIPTION

dated April 2, 1996, between Registrant and John F

dated April 3, 1996, between Apple Japan, Inc. and

dated June 13, 1996, between Registrant and Robert

dated June 25, 1996, between Registrant and Ellen
dated June 25, 1996, between Registrant and Ellen M
dated June 27, 1996, between Registrant and George

nt dated June 27, 1996, among Registrant, Gilbert F

ed May 1, 1996, between Registrant and Jeanne Seele

effective March 28, 1996, between Registrant and M

ective June 3, 1996, between Registrant and James J

effective June 3, 1996, between Registrant and G.

effective December 2, 1996, between Registrant and

ricted Performance Share Plan, as amended through M

1990 Stock Option Plan, as amended.
r Stock Plan.

dated May 1, 1997 between Apple Computer, Inc. and

t dated September 22, 1997 between Registrant and G

dated May 1, 1997 between Registrant and Jon Rubens
dated May 1, 1997 between Registrant and Avie Tevan
Option Plan, as amended through November 5, 1997.
Option Plan

er Stock Plan

** Represents a management contract or compensglanyor arrangement.
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EXHIBIT

NUMBER NOTES*

10.B.1 88K-10.1 Master OEM Agreement
Electric Co. Ltd.

10.B.7 91-8K-7 Know-how and Copyrig
September 30, 1991 b

10.B.8 91-8K-8 Participation in the
30, 1991 between IBM

10.B.9 91-8K-9 Agreement for Purcha
of September 30, 199

10.B.11 91K Agreement dated Octo

10.B.12 92K Microprocessor Requi

and Motorola, Inc.

10.B.13 96/2Q Restructuring Agreem
and International Bu

10.B.14 96/2Q Stock Purchase Agree

Inc.

10.B.16 96/3Q Fountain Manufacturi
Systems, Inc.

10.B.17 97K Preferred Stock Purc
Computer, Inc. and M

21 Subsidiaries of the

23.1 Consent of KPMG Peat

23.2 Consent of Ernst & Y

24 Power of Attorney (i

27 Financial Data Sched

* Notes appear on pages 82-83.

DESCRIPTION

dated as of January 26, 1988 between the Company a
ht License Agreement (Power PC Architecture) dated
etween IBM and the Registrant.

Customer Design Center by the Registrant dated as
and the Registrant.

se of IBM Products (Original Equipment Manufacturer
1 between IBM and the Registrant.

ber 9, 1991 between Apple Corps Limited and the Reg
rements Agreement dated January 31, 1992 between th
ent dated December 14, 1995, among Registrant, Tali
siness Machines Corporation.

ment dated April 4, 1996 between Registrant and SCI
ng Agreement dated May 31, 1996 between Registrant
hase Agreement, dated as of August 5, 1997, between
icrosoft Corporation.

Company.

Marwick LLP, Independent Auditors.

oung LLP, Independent Auditors.

ncluded at page 84).

ule

81

nd Tokyo

as of

of September

) dated as

istrant.

e Registrant

gent, Inc.

Systems,

and SCI

Apple



88K Incorporated by reference to Exh
fiscal year ended September 30,

88-S3 Incorporated by reference to Exh
(file no. 33-23317) filed July 2

88K-10.1 Incorporated by reference to Exh
certain portions of these agreem

89-8A Incorporated by reference to Exh
filed with the Securities and Ex

90/2Q Incorporated by reference to Exh
guarter ended March 30, 1990.

91K Incorporated by reference to the
10-K for the fiscal year ended S

91-8K-7 Incorporated by reference to Exh
91-8K-8 Incorporated by reference to Exh
91-8K-9 Incorporated by reference to Exh
92K Incorporated by reference to the

10-K for the fiscal year ended S

93K-10.A.15 Incorporated by reference to Exh

93/3Q Incorporated by reference to Exh
the quarter ended June 25, 1993.
94/2Q Incorporated by reference to the
Form 10-Q for the quarter ended
96/1Q Incorporated by reference to the
Form 10-Q for the quarter ended
96/2Q Incorporated by reference to the
Form 10-Q for the quarter ended
96/3Q Incorporated by reference to the
Form 10-Q for the quarter ended
96-S3/A-4.1.1,
-4.2.1,-4.3.1, Incorporated by reference to the
-4.8 Registration Statement on Form S
96K Incorporated by reference to the

10-K for the fiscal year ended S

97/1Q Incorporated by reference to the
Form 10-Q for the quarter ended

97/2Q Incorporated by reference to the
Form 10-Q for the quarter ended

97/3Q Incorporated by reference to the
Form 10-Q for the quarter ended

ibit 10.22 to the Company's Annual Report on Form 1
1988 (the "1988 Form 10-K").

ibit 4.1 to the Company's Registration Statement on
7,1988.

ibit 10.1 to the 1988 Form 10-K. Confidential treat
ents has been granted.

ibit 1 to the Company's Registration Statement on F
change Commission on May 26, 1989.

ibit 3.2 to the Company's Quarterly Report on Form
exhibit of that number in the Company's Annual Rep
eptember 27, 1991 (the "1991 Form 10-K").

ibit 7 to the October 1991 Form 8-K.

ibit 8 to the October 1991 Form 8-K.

ibit 9 to the October 1991 Form 8-K.

exhibit of that number in the Company's Annual Rep
eptember 25, 1992 (the "1992 Form 10-K").

ibit 10.A.15 to the 1993 Form 10-K.

ibit 10.A.1 to the Company's Quarterly Report on Fo
exhibit of that number in the Company's Quarterly
April 1, 1994,

exhibit of that number in the Company's Quarterly
December 29, 1995.

exhibit of that number in the Company's Quarterly
March 29, 1996.

exhibit of that number in the Company's Quarterly
June 28, 1996.

exhibit 4.1, 4.2, 4.3, and 4.8, respectively, in t
-3/A (file no. 333-10961) filed October 30, 1996.

exhibit of that number in the Company's Annual Rep
eptember 27, 1996 (the "1996 Form 10-K").

exhibit of that number in the Company's Quarterly
December 27, 1996.

exhibit of that number in the Company's Quarterly
March 28, 1997.

exhibit of that number in the Company's Quarterly
June 27, 1997.
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97K Incorporated by reference to the
10-K for the fiscal year ended S

98/1Q Incorporated by reference to the
Form 10-Q for the quarter ended

98/2Q Incorporated by reference to the
Form 10-Q for the quarter ended

(d) Financial Statement Schedule

exhibit of that number in the Company's Annual Rep
eptember 26, 1997 (the "1997 Form 10-K").

exhibit of that number in the Company's Quarterly
December 26, 1997.

exhibit of that number in the Company's Quarterly
March 27, 1998.

See Item 14(a)(2) of this Form 10-K
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized, this 21st day of December 1998.

APPLE COMPUTER, INC.

By: /sl FRED D. ANDERSON

Fred D. Anderson
EXECUTIVE VICE PRESIDENT AND
CHIEF FINANCIAL OFFICER

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

Pursuant to the requirements of the Securities &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
interim Chief Execu tive
Officer and Direc tor
(Principal Execut ive December 21, 1998
STEVEN P. JOBS Officer)
Executive Vice Pres ident
/s/ FRED D. ANDERSON and Chief Financi al
Officer (Principa | December 21, 1998
FRED D. ANDERSON Financial Officer )

/sl WILLIAM V. CAMPBELL
Director December 21, 1998
WILLIAM V. CAMPBELL

/sl GARETH C.C. CHANG
Director December 21, 1998
GARETH C.C. CHANG

Director December 21, 1998
LAWRENCE J. ELLISON

/sl EDGAR S. WOOLARD, JR.
Director December 21, 1998
EDGAR S. WOOLARD, JR.

/sl JEROME B. YORK
Director December 21, 1998
JEROME B. YORK
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EXHIBIT 21

SUBSIDIARIES OF
APPLE COMPUTER, INC*

JURISDICTION
OF
INCORPORATION

NAME

Apple Computer B.V. Netherlands

Apple Computer, Inc. Limited Ireland
Apple Computer Limited Ireland
Japan

Apple Japan, Inc.

* Pursuant to Item 601(b)(21)(ii) of Regulation Sike names of other subsidiaries of Apple Complmer are omitted because, considered
in the aggregate, they would not constitute a ficant subsidiary as of the end

of the year covered by this repc



EXHIBIT 23.1

CONSENT OF INDEPENDENT AUDITORS

The Board of Directors
Apple Computer, Inc.

We consent to incorporation by reference in théstegfion statements (Nos. 2-70449, 2-77563, 2-8589-00866, 33-24650, 33-31075, 33-
40877, 33-47596, 33-57092, 33-57080, 33-53873,38#9, 33-53895, 33-60279, 33-60281, 333-07437,2839, 333-23725, and 333-
60455) on Forms S-8 and registration statements B%2310) on Form S-3 and (Nos 333-10961 and2B331) on Forms S-3/A of Apple
Computer, Inc. of our report dated October 14, 198#ting to the consolidated balance sheets pléA\@omputer, Inc. and subsidiaries as of
September 25, 1998 and September 26, 1997, amdl#tied consolidated statements of operationsehbéters' equity, and cash flows for

years then ended, and the related schedule, wijdhrtrappears in the September 25, 1998 annuattr@pé-orm 1-K of Apple Computer,
Inc.

KPMG Peat Marwick LLP
Mountain View, California

December 21, 199



EXHIBIT 23.2
CONSENT OF INDEPENDENT AUDITORS

We consent to the incorporation by reference inRbgistration Statements (Form S-8 Nos. 2-70448;563, 2-85095, 33-00866, 33-23650,
33-31075, 33-40877, 33-47596, 33-57092 33-5708438¥3, 33-53879, 33-53895, 33-60279, 33-60281;B3RB7, 333-23719, 333-23725,
and 333-60455) pertaining to the 1981 and 1990kSfgation Plans, the Employee Stock Purchase Fhanl 980 Key Employee Stock
Purchase Plan, the 1986 Employee Incentive Stotlo®Plan, the 1987 Executive Long Term Stock Qpfdan, the 1993 Executive
Restricted Stock Plan, the Form of Director Warampple Computer, Inc., the NeXT Software, In@90 Stock Option Plan, the 1997
Employee Stock Option Plan, the 1997 Director Stopkion Plan, the 1998 Executive Officer Stock Pdad the Senior Officers Restricted
Performance Share Plan, and Form S-3 No. 33-6231fhy S-3/A No. 333-10961 and Form S-3/A No. 3339Bih the related Prospectuses
of our report dated October 14, 1996 with respetihé consolidated financial statements and scleeafuhpple Computer, Inc. included in
this Annual Report (Form 10-K) for the year endept®mber 25, 1998.

Ernst & Young LLP
San Jose, California

December 21, 199



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONSOLIDATED FINANCIAL
STATEMENTS AS OF AND FOR THE PERIOD ENDED SEPTEMBER, 1998.

MULTIPLIER: 1,000,000

PERIOD TYPE YEAR
FISCAL YEAR END SEP 25 199
PERIOD END SEP 25 199
CASH 1,481
SECURITIES 81¢
RECEIVABLES 1,03¢
ALLOWANCES 81
INVENTORY 78
CURRENT ASSET¢ 3,69¢
PP&E 824
DEPRECIATION 47€
TOTAL ASSETS 4,28¢
CURRENT LIABILITIES 1,52(
BONDS 954
PREFERRED MANDATORY 0
PREFERREL 15C
COMMON 632
OTHER SE 85¢
TOTAL LIABILITY AND EQUITY 4,28¢
SALES 5,941
TOTAL REVENUES 5,941
CGS 4,46:
TOTAL COSTS 4,46
OTHER EXPENSE¢ 1,21¢
LOSS PROVISION 0
INTEREST EXPENSE (62)
INCOME PRETAX 32¢
INCOME TAX 20
INCOME CONTINUING 30¢
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 30¢
EPS PRIMARY 2.3¢
EPS DILUTED 2.1C
End of Filing
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