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PART |

The Business section and other parts of this AnReglort on Form 10-K ("Form 10-K") contain forwalaleking statements that involve ris
and uncertainties. The Company's actual results ditfigr significantly from the results discussedhie forward-looking statements. Factors
that might cause such differences include, butatdimited to, those discussed in the subsectimitied "Factors That May Affect Future
Results and Financial Condition" under Part Il,rte7 of this Form 1-K.

Item 1. Business
Company Background

Apple Computer, Inc. ("Apple" or the "Company") wiasorporated under the laws of the State of Calitoon January 3, 1977. The
Company designs, manufactures and markets persomguters and related personal computing solufimnsale primarily to education,
creative, consumer, and business customers. Stibfi{aall of the Company's net sales over the 1&g years have been derived from the
sale of its Apple® Macintosh® line of personal cartgrs and related software and peripherals. Thepaawis fiscal year ends on the last
Saturday of September. Unless otherwise statethfatination presented in this Form 10-K is basedie Company's fiscal calendar.

Business Strategy
Digital Hub

Apple is committed to bringing the best possiblespaal computing experience to students, educateative professionals, businesses and
consumers around the world through its innovataedtvare, software, and Internet offerings. The Camypbelieves that personal computing
has entered a new era in which the personal comfurietions for both professionals and consumethasligital hub for advanced new
digital devices such as digital music players, peas digital assistants, cellular phones, digitéll and movie cameras, CD and DVD players,
and other electronic devices. The attributes ofgrsonal computer, including its ability to rumgaex applications, possess a high quality
user interface, contain large and relatively inewgiee storage, and easily connect to the Intemetiiltiple ways and at varying speeds, can
individually add value to these devices and intenaxt them as well. Apple is the only company & plersonal computer industry that
designs and manufactures the entire personal cempfitom the hardware and operating system to stiphied applications. Apple ties it all
together with its innovative industrial design uititve ease-of-use, and built-in networking, graghiand multimedia capabilities. Thus, the
Company is uniquely positioned to offer digital hadoducts and solutions.

Apple develops products and technologies that &dfvemany industry standards in order to providegtimized user experience through
interoperability. Apple has played a role in theelepment, enhancement, promotion, and/or use wienous of these industry standards,
many of which are discussed below.

Retail

Since inception of its retail initiative in 200het Company has opened 51 retail stores in the d/Sitates. The Company has located its st
at quality high traffic locations in shopping madisd urban shopping districts. Before the end effitlst quarter of 2003, the Company
estimates that over 30% of the U.S. population kvl within 15 miles of one of its stores. In atilgh to its own hardware and software
products, the Company's retail stores carry innibweg a variety of thir-party hardware and software produ



One of the main goals of the retail initiative astring new customers to the Company and expanasitalled base through sales to both first
time computer buyers and those switching from otloenputing platforms. By operating its own stoteg, Company is able to better control
the customer retail experience. The stores arguegdito enhance the presentation and marketingrebpal computing
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products. The stores employ experienced and kngekgule personnel, provide post sale advice andostymffer a wide selection of third-
party products selected to complement the Compamyisproducts, host training and marketing presemts, and provide certain hardware
support services. Additionally, the stores provaderum in which the Company is able to presentebmputing solutions to users in areas
such as digital photography, digital video, musttldren's software, and home computing. Recemesuresults available to the Company
indicate that approximately 40% of customers buypstems in its stores do not currently own a Masin.

Education

For more than 25 years, the Company has focusedwcational uses of technology. The Company beliévat effective integration of
technology into classroom instruction can resutiigher levels of student achievement, especialigmused to support collaboration,
information access, and the expression and repaganof student thought and ideas. The Compamytsmitment to education encompasses
a range of products and services designed to bblpots maximize their investments in technologyisTdommitment is manifest in many of
the Company's products and services, includingvinarel that meets the needs of education customdes) editing solutions, wireless
networking capabilities, student information systeand high-quality curriculum and professionalelepment solutions.

Creative Professionals

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

The Company designs its high-end hardware solutionkiding servers and desktop and portable Masmsystems, to incorporate the
power, expandability, and features desired by mreatrofessionals. Additionally, the Company's mlieperating system, Mac OS® X,
incorporates powerful graphics and audio technelogind features developer tools to optimize systednapplication performance when
running powerful creative solutions provided by @@mpany or by third-party developers. The Compaag offers various software
solutions to meet the needs of its creative custspmeany of which are described below.

Business Organization

The Company manages its business primarily on grgebic basis. The Company's geographic operagigments include the Americas,
Europe, Japan, and Asia Pacific. The Americas sagmeludes both North and South America, exceptlie Company's Retail segment
which operates Applewned retail stores in the United States. The Besggment includes European countries as welleallitidle East an
Africa. The Japan segment includes only Japanewh#é Asia Pacific segment includes Australia asth&xcept for Japan. Each geographic
operating segment provides similar hardware anveoé products and similar services. Non-geograppérating segments include the
Company's subsidiary, FileMaker, Inc. and the Camg[saRetail segment. Further information regardiveyCompany's operating segments
may be found in Part 11, Iltem 7 of this Form 10-Kder the heading "Segment Operating Performanoe,iraPart I, Item 8 on this Form 10-
K in the Notes to Consolidated Financial Statemantgote 11, "Segment Information and Geographi@mDa
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Hardware Products

The Company offers a range of personal computindymsts including desktop and notebook personal cbeng, related devices and
peripherals, networking and connectivity produats] various thirgearty hardware products. All of the Company's Maxsh products utiliz
PowerPC® RISC-based microprocessors. The Compantjte line of Macintosh systems, excluding serviatures the Company's suite of
software for digital photography, music, and moviasrther information regarding the Company's potglunay be found in Part Il, Iltem 7 of
this Form 10-K under the heading "Factors That Mégct Future Results and Financial Condition."

Power Mac®G4

The Power Mac line of desktop personal computetargeted at business and professional users atesigned to meet the speed, expan



and networking needs of the most demanding Madiniggr. The current Power Mac line features dualdPBC G4 processors in all models,
a new high-performance architecture, and on centwidels Apple's SuperDrive™, a combination CD-RWIDR drive that can burn DVDs
that can be played in most consumer DVD players.

Xserve™

During the third quarter of 2002, the Company idtroed and shipped Xserve™, a 1U rack-mount seesgded for simple set up and
remote management. Xserve was designed for I/@site applications such as digital video, high-hetson digital imagery, and large
databases. Xserve delivers high-speed networkbgidaflops of computational power, and almostlatesabyte of hot-plug storage. Server
Admin, a new services monitoring and remote managetool, allows administrators to easily set ug aranage all key Mac OS X Server
network services remotely. Server Monitor, a nevdivare monitoring tool, allows system administrata remotely monitor one or many
servers. The Company offers a choice of servicdssapport programs including 4-hour onsite respo®4e7 technical support, AppleCare®
Service Parts Kits and AppleCare Professional Sdpjme and Tools program.

PowerBool®

The PowerBook family of portable computers is desijto meet the mobile computing needs of profesfscand advanced consumer users.
The Company's current PowerBook line, the TitanRmwerBook G4, was introduced in January 2001. Titeniim PowerBook is a full-
featured notebook computer that incorporates POW&R processors, thin film transistor ("TFT") widereen active-matrix displays,
integrated wireless capabilities, advanced netwgrkind graphics capabilities, and on the latesioey a model with a built-in slot-loading
SuperDrive. The Titanium PowerBook G4 is 1-incltkhiweighs as little as 5.4 pounds and is encasadoure-grade titanium body.

iMac®

The iMac line of desktop computers is targeteddatation and consumer markets. The original iMatuiees innovative industrial design
with a built-in 15-inch shadow-mask cathode rayet(liCRT") display, easy Internet access, fan-lggsation, and a PowerPC G3 processor,
making it suitable for a wide range of educatiod aansumer applications. The Company offers itgioal CRT iMac design at a suggested
retail price under $1,000.

In January 2002, the Company introduced the newcifdaturing an innovative industrial design thaoirporates an adjustable 15-inch TFT
active-matrix flat panel display and an ultra-coetgaase. New iMac models with 15-inch displaysaailable in three base configurations
and feature PowerPC G4 processors, advanced gsagdpebilities, and a SuperDrive on one model lyipg and burning custom CDs and
DVDs. In July 2002, the Company introduced an updatkersion of its new iMac that features a 17-imEf active-matrix flat panel display,

a high-end PowerPC G4 processor, and a SuperDrive.

eMac™

In April 2002, the Company introduced the eMac ™gea Macintosh desktop system designed for the Cagpaducation customers. The
eMac was made available to consumers in June A0@2eMac features a PowerPC G4 processor, a tsgtuten 17-inch flat CRT display,
a SuperDrive option, and preserves the all-in-ampact design of the original iMac favored by mahyhe Company's education and
consumer customers.

iBook®

Designed for the portable computing needs of edtutand consumer users, the current iBook designimteoduced in May of 2001. Current
iBook models feature 12.1-inch or 14.1-inch TFThaematrix displays, include integrated wirelespatailities, utilize PowerPC G3
processors, offer a choice of optical drive configions, weigh as little as 4.9 pounds, and haeag battery life. iBooks are currently
available in a configuration with a suggested tetdace under $1,000.

iPod™

Introduced in October 2001, the original iPod plolgadigital music player utilized a 5GB hard diskvd allowing it to hold up to 1,000 CD-
quality songs in a 6.5 ounce design. The iPod featan intuitive user interface on a 2-inch ligaigstal display, automatic synchronization
with a music collection on a Macintosh system vigpk's iTune® digital music software, a high-speed FireWire® aection for power and
data transfer and up to 10 hours of battery IPeds also provide access to contact and calenfdamation downloaded from other
applications on a Macintosh system. By enhanciegptrerall functionality and integration of the déimusic player and by expanding the
usefulness of digital music and other informatitoresd on a computer, the iPod represents an impuaxtad natural extension of Apple's
digital hub strategy. In March 2002, the Compangezta 10GB model to its iPod line, and in July 2aB2 Company added a 20GB model
and announced that all iPod models would be madiade in Window-compatible versions. The newer 10GB and 20GB iPodats come



with carrying cases, wired remotes, and featur@id-state touch wheel control.
Peripheral Product:

The Company sells certain associated Apple-brandetputer hardware peripherals, including a randagif quality flat panel TFT active-
matrix digital color displays. The Company alsdsselvariety of third-party Macintosh-compatibledaare products directly to end users
through both its retail and online stores, inclgdammputer printers and printing supplies, stodgédces, computer memory, digital video
and still cameras, personal digital assistantstadigpusic players and related accessories, aridusaother computing products and supplies.

Software Products and Computer Technologies
Operating System and Server Software

During 2001, the Company introduced the first costprelease of its new client operating system, RI&® X, and its first significant
upgrade, Mac OS X version 10.1. At its introductibtac OS X offered advanced functionality built@m open-source UNIX-based
foundation and incorporated the most fundamentahghs in both core technology and user interfasgdenade by the Company to the N
OS in a single upgrade since the original introduncof the Macintosh in 1984. Mac OS X features ragnprotection, pre-emptive multi-
tasking, and symmetric multiprocessing. Mac OS Audes Apple's Quartz™ 2D graphics engine (baseti@internet-standard Portable
Document Format) for enhanced graphics and broatdsigpport, OpenGL for enhanced 3D graphics andrggrand Apple's new user
interface named "Aqu@ ," which combines superior ease-of-use with nevefionality. In January 2002, the Company made M&>XCthe
default operating system on all new Macintosh systeMac OS X allows users to run Mac OS 9 appbestinatively in the Classic
compatibility environment in

Mac OS X. The Company also develops and distribeésnsions to the Macintosh system software inetudtilities, languages, and
developer tools.

In August 2002, the Company released Mac OS X err$D.2 (code named "Jaguar"), the current relebbtac OS X. Jaguar includes a n
Mail application designed to manage junk mail; iCHaan AIM-compatible instant messenger; a systadewddress Book; Inkwell™
handwriting recognition; improved Universal Acceas;enhanced Finder; an updated version of Quick®inthe Company's multimedia
software for playing, interacting with or viewingdeo, audio, and graphics files; and an updatesioenof Sherlock®, the Company's
advanced Internet search engine. Jaguar also ésadacelerated graphics performance, increasedatiitipy with Windows networks, and
UNIX-based foundation with enhancements includingeBSD 4.4 and GCC 3.1-based developer tools.

Mac OS X server software was initially introducadMay 2001. The current version of Mac OS X Seriac OS X Server version 10.2
(code named "Jaguar Server") was released in A@fdxt. Jaguar Server is a UNIX-based operatingsystesigned for superior
performance and reliability. It delivers higierformance services for Internet and web senviligg, printing, and networking services neei
to manage a network of Mac, UNIX, and Windows diieiBased on the Mach 3.0 microkernel and the Bbgerating system, Jaguar
Server is a modern UNIX-based server built on agtandards. It provides performance and stabilityugh full pre-emptive multi-tasking,
symmetric multiprocessing, protected memory, adedndrtual memory, software RAID support, and suppar networking and security
standards. Jaguar Server also includes Apple's Opentory architecture for centralized managenaémtetwork resources using LDAPV3
directory services and a suite of built-in, standabased Internet services like an optimized Apaadie server for high-performance hosting
of secure dynamic web sites and QuickTime StrearSemyer and QuickTime Broadcaster for streaming éivents over the Internet. Jaguar
Server also comes with a flexible mail server thaiports POP and secure IMAP, as well as WebMabrfowser-based email access.

Further information regarding the introduction aflaupdates to Mac OS X and Mac OS X Server mapbed in Part I, Item 7 of this
Form 10-K under the heading "Factors That May Affacture Results and Financial Condition."

Professional Application Softwa

Final Cut Pro® 3 is a video authoring applicati@signed to meet the demanding needs of the professiideo editing environment by
combining in a single software package professiguality video editing and compositing, real-tinféeets, professional color correction
tools and an innovative interface that seamlesgbgrates editing, compositing and effects toolsafoefficient and powerful media creation
workflow. Final Cut Pro is especially popular amdigadcast professionals because it allows thenctease their programming output at a
fraction of the cost of traditional editing systemest production facilities use Final Cut Protfog production of a wide range of projects
including feature-length films, primetime televisishows, news broadcasts, documentaries, traibleks@mmercials. Final Cut Pro was
honored by the Academy of Television Arts and Soésnwith a 2002 Primetime Emmy Engineering Awardt®impact on the television
industry.

Shake® is the Company's industry-leading compasind visual effects software designed for largeéd film and video productions.
Shake features a fast rendering engine, an exeeagid mature compositing toolset, two indL-standard keyers, a complete suite of ¢



correction tools, tracking/stabilization capabdl#tj integrated procedural paint, rotoscoping taois, support for leading plug-in vendors.
Shake has been used in the production of over drbdrmmotion pictures including the past five wirsef the Academy Award for Best
Visual Effects. Introduced during the fourth quad&€2002, Shake 2.5 was the first Mac OS X nati@esion of the software and added an
improved image input, a didkased proxy system, and the ability to limit thedering process to a portion of an image for quigkecessing
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Introduced in 2002, Cinema Tools for Final Cut Pris™ new software package that enhances FinaP@u8's 24 frames-per-second (fps)
editing capabilities with support for film cut Isstnd 24-frame edit decision lists (EDLSs) for higfinition (HD) video. The 24-frame EDL
support allows off-line HD projects to be finishesing significantly more affordable Final Cut Pré@&sed HD finishing systems. Cinema
Tools for Final Cut Pro is a robust solution fdmiinakers who shoot and finish with 35mm or 16mmnfibut want to take advantage of the
cost and time benefits of digital editing on a Fi@at Pro system. Cinema Tools converts "teleciremtitent to its native 24-frame rate for
editing, then generates a 24-fps cut list for nggatonform. With its support for 24-fps EDL imptatport, Cinema Tools for Final Cut Pro
provides video professionals with not only an affdyle path to online HD finishing, but also the EEdnversion capabilities required to
create high-definition 24P universal masters usegfficiently meet the needs of varying internatibdistribution formats.

DVD Studio Pro® 1.5 lets professional users encdadeo, conduct complex authoring tasks and previewwhed product in real-time and
allows users to burn DVDs using SuperDrive-equiplgleatintosh systems. It handles the MPEG encodimguntreation, asset organization,
linking, and output formatting that are requiregptoduce DVD-Video disks. DVD Studio Pro 1.5 hastmeptimized for Mac OS X and
features enhanced integration with Final Cut Pro.

The Company was honored in 2002 by the NationatAosy of Recording Arts and Sciences with a TechiBé@AMMY Award for its
outstanding technical contributions to the muséustry and recording field. This was the first Teical GRAMMY ever awarded to a
personal computer company. From the original Masing the first personal computer to include buil&udio capabilities, Apple has helped
change the way music is written, recorded, mixatlemjoyed. The Company acquired Emagic, a leadiogigier of professional software &
hardware solutions for computer based music préaluctiuring the fourth quarter of 2002. Emagic'sstmympular product, Logic®s actively
used by musicians around the world and by profesésan music production, film scoring, and posidurction facilities. At the time of the
acquisition, Macintosh-based products accountedver 65% of Emagic's revenues. Emagic's Windoveeth@roduct offerings were
discontinued by the Company during its first fisgahrter of 2003.

Consumer, Education and Business Oriented ApptinaSioftware

iMovie™ 2, the Company's easy-to-use consumeraligitieo editing software for creation of home afassroom movies, features an
enhanced user interface, improved audio editinglo#ipes, enhanced controls for titling and traiosis, and added special effects. iMovie
currently preinstalled on all of the Company's Maash systems. iDVD™ 2 is consumer oriented sofvthat makes it easy to turn iMovie
files, QuickTime files and digital pictures into ¢ that can be played on most consumer DVD playerD 2 simplifies DVD authoring b
including professionally designed themes and dratydrop simplicity. iDVD 2 is currently preinstatlen all Macintosh systems equipped
with a SuperDrive.

The Company introduced iPhoto™ in January 2002igbesl exclusively for Mac OS X, iPhoto makes ityetsimport, edit, save, share, and
print digital photos, as well as organize and maragentire digital photo collection containinguibands of photos. Users are able to view
their photos in full-screen; using the slide sheatfire accompanied by their favorite music; autarally create custom web pages of their
photos; email photos to friends and family; ordexf@ssionally-processed prints and enlargementaanbr easily design and order custom-
printed, lineneovered hard bound photo books online. Prints,rgataents, and hard bound book production is cuyrenty available to U.<
customers. iPhoto is currently preinstalled oroithe Company's Macintosh systems.

iTunes® is a digital music application for the Mataish that lets users create and manage their @mitaldnusic library. iTunes organizes
music using searching, browsing and playlist fesgult supports both audio and MP3 CD burning ufiest a graphic equalizer and cross
fading between songs, and supports automatic sgnization with the music stored on an iPod, Appb@gable digital music player. iTunes
is currently preinstalled on all Macintosh systeisluly 2002, the Company introduced iTunes 3,
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featuring Smart Playlists, which automatically atythamically updates playlists based on simple reétdy the user, and Sound Check for
consistent volume playback.

During the fourth quarter of 2002, the Companyasésl two new applications, iCal and iSync PubliaB&al is a new calendar program -
allows users to manage multiple calendars and share over the Internet. iCal makes it easy forscomers, students, educators and small
business users to create and manage individuabapgctivities on single or multiple calendarsblsh these calendars on the web for
viewing by colleagues, friends and family membstgjscribe to automatically updated calendars \@driternet to keep up with wo



schedules, family events and school events; orgaamd track activities with To Do list managemepiickly locate any event via a search
tool; and take calendars to go using iSync witheBdoth-enabled mobile phones, Palm OS devicesRodl iSync Public Beta is a preview
version of Apple's new software application thabaatically synchronizes address books and calersztween Macintosh systems and the
new generation of Bluetooth-enabled GPRS mobilephpApple's iPod and Palm @Bmpatible handheld organizers. In addition, ugetts

a .Mac™ account can use iSync to seamlessly synider¢heir calendars and address books acrossphaultiacintosh systems connected to
the Internet.

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

FileMaker Corporation, a wholly owned subsidiantioé Company, develops, publishes, and distribdesktop-based database management
application software for Mac OS and Windows-basestesns. FileMaker's FileMak& Pro database software and related products offer
strong relational databases and advanced desktapt@ublishing capabilities.

Internet Software, Integration, and Servi

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

QuickTime®, the Company's multimedia software foadihtosh and Windows platforms, features strearafritye and stored video and
audio over the Internet and playback of high-qualitdio and video on computers. QuickTime Playani®asy-taise application for playin
interacting with or viewing video, audio, QuickTirnvgR 3D images, or graphics files. More than 125imil copies of QuickTime Player we
downloaded via the Internet during the last yeanslof thousands of software applications and cor@®s feature QuickTime, and more
than 150 models of digital cameras from most mbjands use QuickTime to capture and display theages.

The current version of QuickTime, QuickTime 6, wakeased in July of 2002 and features support®iopen-standard MPEG 4 format.
QuickTime 6 includes the new Instant-On Streamaagdre that eliminates buffer delays and providgessuwith the ability to quickly and
easily scrub through streaming media content tatiand instantly view specific sections. In additiQuickTime 6 running on Mac OS X
now supports JPEG 2000, the next generation JP&@atd that allows users to capture still imagestingher quality and smaller file size
than ever before. QuickTime 6 also includes Advdngedio Coding (AAC), the standard MPEG-4 audianfat. AAC is the next generation
professional-quality audio format that deliversesigr sound quality with reduced file sizes.

QuickTime Pro is a suite of software that allowsation and editing of Internet-ready audio and eifiles and allows a user to add special
effects and other features to QuickTime movies.

QuickTime Streaming Server software is the undedygerver technology that powers QuickTime's ahiiitstream live and stored video and
audio over the Internet. QuickTime Streaming Seivdéased on an open sourced, standards-based RealFransport Protocol/Real-Time
Streaming Protocol (RTP/RTSP) engine. The currergion, QuickTime Streaming Server 4, extends stgpostandards by adding support
for both MPEG 4 and MP3. While QuickTime Stream8gyver is designed for Mac OS X Server, it is algailable as an open source server.
Because QuickTime Streaming Server is an open edaotinology it can be ported to other platformsl eersions are available for Linux,
Solaris and Windows NT/2000.

QuickTime Broadcaster is the Company's live enapdinftware that allows users to quickly and egsityduce professional-quality live
events for online delivery. The combination of Qdiione Broadcaster, QuickTime Streaming Server 4@uitkTime 6 provides the
industry's first end-to-end MPEG-4-based Intermetildcasting system, which allows users to reaclomigtthe large and growing base of
installed QuickTime Players, but also any ISO-cdamlMPEG-4 player.

WebObjects®, the Company's Java-based applicatiomeisfor web publishing and enterprise applicatiemelopment, offers a complete
solution for rapid development and deployment obwpplications. WebObjects features sophisticatagigcal development tools,
comprehensive prebuilt and reusable componenegriation with numerous data sources, and robusbyi®ent tools.

Introduced with Mac OS X Jaguar, Sherlock® 3 is@menpany's advanced Internet search engine. Ske&dlamctions for users as an
Internet service tool that retrieves and displapemsonalized view of some of the most practicdl aseful information available on the
Internet, such as stock news, general headlinegienpoeviews, locations and show times, yellow saigings, eBay auction activity and
more. Sherlock displays each of these 'channeils own arrangement of columns and panes. Wheth fasénternet searches, Sherlock
utilizes multiple search engines to provide seaeshilts ranked by relevance, name, or web site.

In July 2002, the Company launched .I™, a new suite of Internet services that for an anfeeprovides Macintosh users with powe



Internet tools. .Mac features email service withAlR) POP or web-based access, 100MB of Interneagéprand hosting for personalized
homepages and shared digital photo albums. Aldoded with .Mac is McAfee's Virex anti-virus softreaand Backup, a personal back-up
solution that allows users to archive data to the&rnet storage, CD, or DVD.

Wireless Connectivity and Networking

AirPort ® is the Company's wireless networking technology #éfiaws users to create a computer network andectto the Internet without
cables, additional phone lines, or complicated nétimg hardware. Based on the IEEE 802.11b wiredéessdard and Wi-Fi certified, AirPort
allows high-speed wireless communications withiadius of approximately 150 feet from an AirPorséatation. AirPort includes security
features like firewall protection and 128-bit enutign to protect user data. With the addition offarPort networking card, all of the
Company's desktop and portable Macintosh systeweshailt-in support for AirPort wireless networkirigcluding built-in antennas and an
AirPort card slot.

During 2002, the Company released its Bluetoothrietogy for Mac OS X. Bluetooth is an emerging istiiy standard for wirelessly
connecting computers and peripherals that supfrarsmission of data at up to 1 Mbps within a raoiggpproximately 30 feet. The
Company's Bluetooth technology for Mac OS X letstomers wirelessly share files between Macintoskesys, synchronize and share
contact information with Palm-OS based PDAs, aness the Internet through Bluetooth-enabled celhph. A Bluetooth USB adaptor can
Bluetooth-enable any USB-based Macintosh computaning in Mac OS X version 10.1.4 or higher. Blugtosoftware is built into Max OS
X Jaguar.

Introduced in the fourth quarter of 2002, the Conmypsmnew Rendezvous Hetworking technology is based on open Internetit&geging Tas!
Force (IETF) Standard Protocols such as IP, ARPCINE. Rendezvous uses industry standard netwogkioipcols and zero configuration
technology to

automatically discover and connect devices overlBmetwork, including Ethernet or 802.11-baseckieiss networks like the Company's
AirPort product. Major developers such as CanorsoBpHewlettPackard, Lexmark, Philips, Sybase, World Book aedoX have announct
support for Rendezvous in a broad range of prodaoctading network printers, consumer electronergierprise database management and
educational applications. In September 2002, thagamy announced that it was "open sourcing” the éodRendezvous. By making the
source code freely available, the Company allowgldpers to use Rendezvous technology in their owgnabled devices or software
applications. The Rendezvous source code incluaiégase to support UNIX, Linux, and Windows- basgdtems and devices. Rendezvous
support is built into Mac OS X Jaguar.

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

The Company invented FireWire® technology, alsemefd to as IEEE 1394, which is a high-speed siwpait/output technology for
connecting digital devices such as digital camoardad cameras to desktop and portable computetis.itd/high data-transfer speed and
"hot plug-and-play" capability, FireWire has becoameestablished cross-platform industry standarthdth consumers and professionals and
is the data interface of choice for today's digiideo and audio devices, as well as external Hawves and other high-speed peripherals.
Industry data indicates that FireWire will be inddadl on more than 64 million personal computersraaily 100 million digital devices by tl
end of calendar 2002. The Company received a 2€iiieBPme Emmy Engineering Award for FireWire's inapan the television industry.
FireWire is currently included on all Macintosh ®ras and is the data transfer technology utilizetPod.

Third-Party Software Products

Thousands of third-party software titles and sohsiare available for the Macintosh platform. Thenpany sells a variety of these third-
party software products directly to end users thhobioth its retail and online stores. Additiondbiimation regarding the Company's
relationship with and dependence upon third-pasfinsre developers, including Microsoft Corporatiomay be found in Part I, Item 7 of
this Form 10-K under the heading "Factors That Mégct Future Results and Financial Condition."

Product Support and Services

AppleCare® offers a range of support options for Apple custan&hese options include assistance that is imdtsoftware products,
printed and electronic product manuals, online supipcluding comprehensive product informationnaedl as technical assistance, and the
AppleCare Protection Plan. The AppleCare Protedtilam is a fe-based service that typically includes three ye&phone support an



hardware repairs, dedicated web-based supportneesyiand user diagnostic tools.

Apple Training offers comprehensive system admiaisin and development training on Apple technasgtogether with certification
programs that test customers' skills and verifyrtteehnical proficiency. Apple Professional Seesmffers a range of custom, personalized
technical services, including Internet consultimgl getup, installation and integration service® Tlompany also offers specialized loan
programs including loans for consumers, studemis eglucators. Apple also provides leasing
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solutions for its education institution customensl &s business and professional customers. Thep@oynuses several third-party lenders to
originate and carry these loans and leases.

Specialized Education Products and Services

The Company offers a variety of unique servicesoducts to its education customers, including@asate online store for education
customers offering special education price lists promotions; special financing programs for K-12l digher education students, faculty,
and staff; a special edition of its productivityfteare suite, AppleWorks, that is cross platformlfoth Macintosh and Windows computers;
the iBook Wireless Mobile Lab that allows teachems students to share iBook computers, a printer gawireless network/Internet
connection stored on a cart for mobility betweearsstooms; and three special Digital Media Studiotems designed for education, includ
one that is integrated into a mobile cart. Addiéityy Apple Professional Services offers a rangteohnical services to education customers.

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

Markets and Distribution

The Company's customers are primarily in the educatreative, consumer, and business marketsai@artistomers are attracted to
Macintosh computers for a variety of reasons, idicig the reduced amount of training resulting fribye Macintosh computer's intuitive ease
of use, advanced graphics capabilities, industiéaign features of the Company's hardware prodatsability of Macintosh computers to
network and communicate with other computer systanasenvironments. Apple personal computers weseifitroduced to education
customers in the late 1970s. Over 21% of the Coriparet sales in 2002 were to education custometsei United States, including sales to
elementary and secondary schools and college amdraity customers. Further information relatinghe U.S. education market and the
Company's position in that market may be founddrt R, Item 7 of this Form 10-K under the headtf@ctors That May Affect Future
Results and Financial Condition."

The Company distributes its products through whadess, resellers, national and regional retailads @taloguers. During 2000 a single
distributor, Ingram Micro Inc., accounted for apgiroately 11.5% of net sales. No other customer aectan for more than 10% of net sales
during 2000, and no individual customer accountedrfore than 10% of net sales in 2002 or 2001.dmpany also sells many of its
products and resells certain third-party produtctsiost of its major markets directly to consumetjcation customers, businesses, and
certain resellers through its retail stores inWmited States, or through one of its online stam@sind the world. Net sales attributable to the
Company's online stores totaled approximately $#llibn and $2.0 billion for fiscal years 2002 ap@01, respectively.

Competition

The Company is confronted by aggressive competitiall areas of its business. The market for theigh, manufacture, and sale of personal
computers and related software and peripheral pteds highly competitive. This market continued&ocharacterized by rapid technological
advances in both hardware and software developm#anth have substantially increased the capalslitied applications of these products,
and have resulted in the frequent introductionesf products and significant price, feature, andgoerance competition. Over the past
several years price competition in the market gmspnal computers has been particularly intense.ddmpany's competitors who sell
Windows-based personal computers have aggressiuelyrices and lowered their product margins to geiimaintain market share in
response to weakness in demand for personal comgpoitoducts. The Company's results
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of operations and financial condition have been, iarthe future may continue to be, adversely af@édy these and other industry wide
pricing pressures and downward pressures on gragsms.



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

The Company is currently taking and will continodake steps to respond to the competitive presigimg placed on its personal computer
sales as a result of innovations in the Windows#qulia. The Company's future operating results anarcial condition are substantially
dependent on its ability to continue to developriowements to the Macintosh platform in order tontain perceived functional and design
advantages over competing platforms.

Further information relating to the competitive diions of the personal computing industry and@eenpany's competitive position in that
market place may be found in Part II, Item 7 o§thorm 10-K under the heading "Factors That MayétffFuture Results and Financial
Condition."

Raw Materials

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

The Company believes there are several componpptists and manufacturing vendors whose loss t€tirapany could have a material
adverse effect upon the Company's business anakcfalgosition. At this time, such vendors includigere Systems, Inc., Ambit
Microsystems Corporation, ATl Technologies, InditeEComputer Systems Co., Inc., Hon Hai Precisiaustry Co., Ltd., IBM Corporatiol
Inventec Appliances Corporation, LG. Phillips Add., Matsushita, Mitsubishi Electric Corporatidviptorola, Inc., Nvidia Corp., Quanta
Computer, Inc., Samsung Electronics, Solectron @aiton, and Toshiba Corporation.
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Further discussion relating to availability and glypf components and product may be found in Paitem 7 of this Form 10-K under the
heading "Factors That May Affect Future Results Bim&ncial Condition," and in Part Il, Item 8 ofgliForm 10-K in the Notes to
Consolidated Financial Statements at Note 10 utidesubheading "Concentrations in the Availabler&esiof Supply of Materials and
Product.”

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 aiooirig and timely flow of competitive products ateg¢hnology to the marketplace. The
Company continues to develop new products and t#opies and to enhance existing products in thasaoé hardware and peripherals,
system software, applications software, networldng communications software and solutions, andrtteenet. The Company's research and
development expenditures, before any charges fmhpsed in-process research and development,ddtdis million, $430 million, and

$380 million in 2002, 2001, and 2000, respectively.

Patents, Trademarks, Copyrights and Licenses

The Company currently holds rights to patents aydghts relating to certain aspects of its corapsistems, peripheral systems, and
software. In addition, the Company has registesiad/or has applied to register, trademarks andcgemvarks in the United States and a
number of foreign countries for "Apple," the Applithouette logo, the Apple color logo, "Macintoshrfd numerous other product trademi
and service marks. In 1986, the Company acquiratkoship of the trademark "Macintosh" for use inroection with computer product



Although the Company believes the ownership of quatlents, copyrights, trademarks and service miarks important factor in its business
and that its success does depend in part on thership thereof, the Company relies primarily onitimovative skills, technical competence,
and marketing abilities of its personnel.

Many of the Company's products are designed taidecintellectual property obtained from third pastiWhile it may be necessary in the
future to seek or renew licenses relating to variaspects of its products and business method€dimpany believes that based upon past
experience and industry practice, such licensesrgéy could be obtained on commercially reasongdrias. Because of technological
changes in the computer industry, current extersatent coverage, and the rapid rate of issuanoewfpatents, it is possible certain
components of the Company's products and busineisois may unknowingly infringe existing patentotifers. The Company has from
time to time been notified that it may be infringicertain patents or other intellectual propergts of others.

Information regarding claims and litigation invalg the Company related to alleged patent infringeraad risks related to the Company's
reliance on third-party intellectual property i$ &®th in Part I, Item 3 of this Form 10-K, andRart II, Item 7 of this Form 10-K under the
heading "Factors That May Affect Future Results Bimancial Condition."

Foreign and Domestic Operations and Geographic Data

The United States represents the Company's laggegraphic marketplace. Approximately 57% of thenPany's net sales in fiscal 2002
came from sales to customers inside the UnitecSt&inal assembly of products sold by the Compgmugnducted in the Company's
manufacturing facilities in Sacramento, Califorraad Cork, Ireland, and by external vendors indftdh, California, Taiwan, Korea, the
People's Republic of China, and the Czech Repuldlicgins on sales of Apple products in foreign doies, and on sales of products that
include components obtained from foreign supplieas, be adversely affected by foreign currency argk rate fluctuations and by
international trade regulations, including tardfsd antidumping penalties.
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Information regarding financial data by geogramegment is set forth in Part I, Item 8 of thisiAdt0-K in the Notes to Consolidated
Financial Statements at Note 11, "Segment Infoimnadind Geographic Data." Additional informationaetjng the risks associated with
international operations is set forth in Partténh 7 of this Form 10-K under the heading "Facidrat May Affect Future Results and
Financial Condition."

Seasonal Business

Although the Company does not consider its busitebg highly seasonal, it has historically expseel increased net sales in its first and
fourth fiscal quarters, compared to other quaiterts fiscal year, due to seasonal demand relatdile holiday season and the school year.
However, over the past two years the Company hasexpeerienced these seasonal fluctuations in et siaie to the negative impact of
current economic conditions on the overall demamdtfe Company's products. Past performance stmilde considered a reliable indicator
of the Company's future net sales or financialgrenfince.

Warranty

The Company offers a limited parts and labor wayran its hardware products. The warranty peridypgcally one year from the date of
purchase by the end user. The Company also offeé@sday warranty for Apple software and for Appdevice parts used to repair Apple
hardware products. In addition, consumers may @sekextended service coverage on most Apple haedwaducts in all of the Company's
major markets.

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 increasemniicipation of or immediately following new pract introductions because of over orde
by dealers anticipating shortages. Backlog ofteredsiced once dealers and customers believe tmeghtain sufficient supply. Because of
foregoing, backlog should not be considered abkdiandicator of the Company's ability to achiewy @articular level of revenue or financial
performance.

Environmental Laws

Compliance with federal, state, local, and fordams enacted for the protection of the environnter#t to date had no material effect upor
Company's capital expenditures, earnings, or catheposition. Although the Company does not dptite any material adverse effects in
the future based on the nature of its operatiodsta® subject of these laws, there is no assurdwateuch existing laws or future laws will
have a material adverse effect on the Comp



The parliament of the European Union is workindinalize the Waste Electrical and Electronic EqugmDirective (the Directive). The
Directive makes manufacturers of electrical goausuding personal computers, financially respolesfbr the collection, recycling, and safe
disposal of past and future products. The Direatinest now be approved and implemented by individiumbpean Union governments by
2005. The Company's potential liability resultimgrh the Directive related to past sales of its potsl and expenses associated with future
sales of its product may be substantial. Howewetabse it is likely that specific laws, regulatioasd enforcement policies will vary
significantly between individual European membates, it is not currently possible to estimateGoenpany's existing liability or future
expenses resulting from the Directive. As the EaeopUnion and its individual member states claspgcific requirements and policies with
respect to the Directive, the Company will contino@ssess its potential financial impact. Sinigislation may be enacted in other
geographies, including federal and state legigtatithe United States, the cumulative impact ofclitould be significant.

13

Employees

As of September 28, 2002, Apple and its subsidiasierldwide had 10,211 employees and an additi2y@30 temporary employees and
contractors.

Item 2. Properties

The Company's headquarters are located in Cupe@adornia. The Company has manufacturing faesitin Sacramento, California, Cork,

Ireland, and Singapore. As of September 28, 20@2Cobmpany leased approximately 2.7 million sqfieeeof space, primarily in the United
States, and to a lesser extent, in Europe, Japdrtha Asia Pacific region. Leased space in theddrfstates includes 395,000 square feet of
retail space. Leases are generally for terms ofBtyears, and usually provide renewal optionddons of 3 to 5 additional years.

The Company owns its manufacturing facilities ink;dreland, and Singapore, which total approxiryaéd 7,000 square feet. The Company
also owns a 752,000 square-foot facility in SacrameCalifornia, which is used as a manufactunimgrehousing and distribution center. The
Sacramento and Cork facilities also house cust@mgport call centers. In addition, the Company 08813,000 square feet of facilities
located in Cupertino, California, used for reseaot development and corporate functions. Out$idéJnited States, the Company owns
additional facilities totaling approximately 106(08quare feet.

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

Information regarding critical business operatitivet are located near major earthquake faultstigog in Part Il, Item 7 of this Form 10-K
under the heading "Factors That May Affect Futuesiits and Financial Condition."

Item 3. Legal Proceedings

The Company is subject to certain legal proceedamgsclaims, including those described below, wihiaie arisen in the ordinary course of
business and have not been fully adjudicated. tnédion regarding the risks and potential finanitigdact of these legal matters is set forth in
Part Il, Item 7 of this Form 18-under the heading "Factors That May Affect Futlessults and Financial Condition," and in Parttdm 8 of
this Form 10-K in the Notes to Consolidated Finah8itatements at Note 10 under the subheading "Gonemts and Contingencies."

Articulate Systems, Inc. v. Apple Computer,

Plaintiff Articulate filed this action in March 189n the United States District Court in Massaclitgsgaiming patent infringement relating to
voice recognition technology. Plaintiff seeks urgfied damages and other relief. The Company haweared the complaint, denying all
allegations and asserting numerous affirmativertefe. The Company also asserted counterclaimsstaagieeclaratory judgment for non-
infringement, unenforceability and invalidity. Thase was stayed for several months pending resolafifour summary judgment motions
filed by the Company, all of which were denied bg Court. Through a series of corporate transagtiom assets belonging to Plaintiff were
acquired by a subsidiary, Lernout & Hauspie Spdaduucts N.V. ("L&H"). L&H filed for bankruptcy ilNovember 2000 and is being
liquidated as part of the bankruptcy. The caselisenitly stayed pending the resolution of the lifgion.
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Bancroft v. Apple Computer, In

Plaintiff Bancroft filed this purported class action January 30, 2002 in Los Angeles Superior Cautiehalf of a potentially nationwide
class of purchasers of certain Power Macintosh @3peiters. Plaintiff alleges violation of the Consrrhegal Remedies Act ("CLRA")
arising from allegedly poor performance while ruimqnthe Company's Mac OS X operating system, spadlifirelating to 2D hardware
acceleration, QuickTime movie hardware acceleraB@hgraphics performance and DVD movie playbadirfiff seeks actual damages,
injunctive relief, restitution, punitive damagetpaneys' fees and other relief. The Company hawared the complaint, denying alll
allegations and alleging numerous affirmative deésn The parties participated in mediation in Oet@®02 without resolution. The parties
are in discovery.

BIAX Corporation v. Apple Computer, Ir

Plaintiff BIAX filed this action on September 5,@Din the United States District Court in Delawel@ming patent infringement relating to
dual processor technology. IBM and Motorola werdeatlas defendants in an amended complaint. Pfaetks unspecified damages and
other relief. The Company has answered the conmpld@mying all allegations and asserting numerdfisrative defenses. The Company
also asserted counterclaims requesting a declgraigment for non-infringement, unenforceabilitydanvalidity. The parties are in
discovery.

Dynacore Holdings Corp. v. Apple Computer, |

Plaintiff Dynacore filed this action on June 6, 200 United States District Court for the SouthBristrict of New York against the Company
and thirteen other defendants claiming patentrigi&ment relating to IEEE 1394 technology, also kmew FireWire. Plaintiff claims that any
computer system or other electronic product thas ws complies with the IEEE 1394 standard viol#tespatent. Plaintiff seeks unspecified
damages and other relief. The Company has answleetbmplaint, denying all allegations and assgninmerous affirmative defenses. The
Company also asserted counterclaims requestingm¢aty judgment for non-infringement and invaldiDbefendants are seeking to amend
the pleading to assert a counterclaim for ineqlétabnduct against Dynacore. The case was stayetimgethe Federal Circuit's decision in
Datapoint Corp. v. Standard Microsystems C., a related case in which plaintiff claimed thatpatent was infringed by products complying
with the fast Ethernet standard. In February 28@2 Federal Circuit affirmed the judgment of nofrimgement in Datapoint, and the District
Court lifted the stay in this action. The defenddiied a joint motion for summary judgment basedmuthe decision in Datapoint. The Court
heard the motion on October 4, 2002 and has nassetd its ruling.

Elonex IP Holdings Ltd., EIP Licensing, B.V. v. fgp@omputer, Inc

Plaintiffs filed this action on February 12, 200dthe United States District Court in Delawareroliaig patent infringement relating to a low
power consumption monitor standby system. Plamfiféd numerous identical lawsuits against ottemputer monitor manufacturers and
computer systems manufacturers. Plaintiffs seepasifed damages and other relief. The Company arethe complaint, denying all
allegations and asserting numerous affirmativertsfe. The Company also asserted counterclaimsstiyyeeclaratory judgment for non-
infringement, unenforceability and invalidity ofetlpatents at issue. The parties reached a setiiémauly 2002. Settlement of this matter did
not have a material effect on the Company's firerpmsition or results of operations.

FTC Inquin—Prado v. Apple Computer, Inc. (and related actjons

In October 1997, Apple began charging all U.S. rdoeation customers for live telephone technicppsut beyond 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 unfaicantrary to earlier representations to certairiausrs. Four purported class action lawsuits
were filed against Apple related to this changeriiuthe fourth quarter of 1999, the
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regional and national offices of the FTC approvesgtilement with the Company, and a settlementappsoved by the Court in three of the
class action suits. In November 1999, two appeal®iled objecting to the settlement. The Califar@ourt of Appeal upheld the settlement,
and the California Supreme Court denied revievhef@ourt of Appeal's decision. No further appeatsaitaken and the Company is
administering the settlement. Settlement of thigtenalid not have a material effect on the Compmafigancial position or results of
operations.

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

Beginning on September 27, 2001, three shareholdss action lawsuits were filed in the United &aDistrict Court for the Northern
District of California against the Company andGtsief Executive Officer. These lawsuits are subtséy identical, and purport to bring suit
on behalf of persons who purchased the Companpkchutraded common stock between July 19, 200@, September 28, 2000. The
complaints allege violations of the 1934 Securikgshange Act and seek unspecified compensatonagesnand other relief. The Compe



believes these claims are without merit and inteadiefend them vigorously. The Company filed aioroto dismiss on June 4, 2002, which
was heard by the Court on September 13, 2002. @arbieer 11, 2002, the Court granted the Companyt®mt dismiss for failure to state
a cause of action, with leave to plaintiffs to ahéimeir complaint within thirty days.

Pierce et al. v. Apple Computer, It

Plaintiff Pierce filed this action on June 15, 2@@@anta Clara County Superior Court. This case avpurported nationwide consumer class
action brought on behalf of purchasers of the CaomigaAirPort Card and AirPort Base Station ("AirP8ystem”). Plaintiffs alleged that the
Company engaged in false advertising and unfaiinkess practices (among other causes of actioniibgraising that the AirPort System is
Internetready and failing to disclose that the AirPort 8ystis incompatible with certain Internet serviceviders, primarily America Online
The Company answered the complaint, denying abalions and alleging numerous affirmative deferiBles parties reached a settlement
that received final approval by the Court on Octdhe2002. The Company is administering the segl@mSettlement of this matter did not
have a material effect on the Company's finanaaitn or results of operations.

Pitney Bowes Inc. v. Apple Computer, |

Plaintiff Pitney Bowes filed this patent infringemteaction on June 18, 2001 in the United StatefibisCourt in Connecticut alleging patent
infringement relating to laser printer technoloBlaintiff has filed similar lawsuits against ottmmpanies. Plaintiff seeks unspecified
damages and other relief. The Company has answleetbmplaint, denying all allegations and assgnminmerous affirmative defenses. The
Company also asserted counterclaims requestinglardtory judgment for non-infringement, unenfofméty and invalidity of the patents at
issue. The Connecticut Court transferred this tasee Eastern District of Kentucky on Februar@02 and consolidated the case with two
other lawsuits, a declaratory judgment action fibgdXerox and Pitney Bowes' patent infringemenecagainst Epson. The case is set for trial
on June 8, 2004.

Sternberg v. Apple Computer, Inc. and Gordon et.ahpple Computer, Inc.

Plaintiff Sternberg filed this action against then@pany on March 17, 2000 in the Santa Clara Co8nperior Court. The case was a
purported nationwide consumer class action broaghiehalf of purchasers of iMac DV and iMac DV Sinputers. Plaintiff alleged that
Apple engaged in false advertising, unfair comeatiand breach of warranty, among other causestafra by marketing and selling a DVD
player with iMac DV and iMac DV SE computers whére playback was unacceptable. A companion ¢asejon et al. v. Apple Computer,
Inc . was filed by largely the same plaintiffs on Jdde 2000. This case was essentially the same asb8tg but with respect to a different
computer model—the Power Macintosh G4. The Compansyvered both complaints, denying all allegations @leging numerous
affirmative defenses. The parties reached a sedtiein August 2001 that received final
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approval by the Court on February 25, 2002. The oty is administering the settlement. Settlemetiisfmatter did not have a material
effect on the Company's financial position or resof operations.

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

Plaintiff UNOVA filed this patent infringement aoti against the Company and six other defendank8ayn8, 2002 in the Central District of
California for infringement of eight UNOVA patentslated to "Smart Battery Management". Plaintifégés that the Company's portable
computers manufactured since 1996 infringe thagiet @atents. Plaintiff has filed similar lawsuitgainst other companies in addition to the
co-defendants in this case. Plaintiff seeks unfipdoilamages and other relief. The Company hasenesiithe complaint, denying all
allegations and asserting numerous affirmativertsfe. The Company also asserted counterclaimsstinge declaratory judgment for non-
infringement, invalidity and unenforceability.

Item 4. Submission of Matters to a Vote of Securityolders
No matters were submitted to a vote of securitgéd during the fourth quarter of the Companytsafiyear ended September 28, 2(
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PART Il

Item 5. Market for the Registrant's Common Equity and Related Shareholder Matters



The Company's common stock is traded on the ovecdhnter market and is quoted on the Nasdaq NatMasgket under the symbol AAP
on the Tokyo Stock Exchange under the symbol APRInE,on the Frankfurt Stock Exchange under the sydBCD. As of December 6,
2002, there were 28,310 shareholders of record.

On June 21, 2000, the Company effected a two-feratack split in the form of a Common Stock divideéa shareholders of record as of
May 19, 2000. All share price and per share datbrambers of Common shares have been retroacadihsted to reflect the stock split. 1
Company did not pay cash dividends in either fi2€fl2 or 2001. The Company anticipates that, ferfféheseeable future, it will retain any
earnings for use in the operation of its busin€hs. price range per share of common stock presémtiedv represents the highest and lowest
closing prices for the Company's common stock erNhsdaq National Market during each quarter.

Fourth Quarter Third Quarter Second Quarter First Quarter
Fiscal 2002 price range per common st $ 18.74-$13.9¢ 3 26.11-$16.5t $ 25.45-$20.7¢  $ 23.7¢-$14.9¢
Fiscal 2001 price range per common st  $ 25.2:-$14.6¢ $ 27.1-$18.7F % 23.75-$14.4: % 26.75-$13.6:

Iltem 6. Selected Financial Data

The following selected financial information hashelerived from the audited consolidated finansialements. The information set forth
below is not necessarily indicative of resultswtfife operations, and should be read in conjunetitim Item 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 undenstifactors that may affect the comparability of ithfermation presented below.

Five fiscal years ended September 28, 2002

(In millions, except share and per share amounts) 2002 2001 2000 1999 1998
Net sales $ 574. % 536: $ 7,98 $ 6,13 $ 5,941
Net income (loss $ 65 $ (25 $ 78¢ $ 601 $ 30¢
Earnings (loss) per common she
Basic $ 0.1¢ $ 0.0 % 24z % 21C % 1.17
Diluted $ 0.1¢ $ 0.0 % 218 $ 181 $ 1.0t
Cash dividends declared per common sl $ — 8 — % — $ — $ —
Shares used in computing earnings (loss) per ghmare
thousands)
Basic 355,02. 345,61 324,56¢ 286,31« 263,94¢
Diluted 361,78! 345,61 360,32« 348,32! 335,83«
Cash, cash equivalents, and s-term investment $ 4337 $ 4,33 $ 4,027 $ 3,22¢ $ 2,30(
Total asset $ 6,29¢ $ 6,021 $ 6,80 $ 5161 $ 4,28¢
Long-term debr $ 31€ $ 317 3% 30C $ 30C $ 954
Total liabilities $ 2,20 $ 2,101 % 2,69¢ $ 2057 $ 2,647
Shareholders' equit $ 4,09t $ 392( $ 4,107 $ 3,10¢ $ 1,642

A net loss before taxes related to the Companyiscoorent debt and equity investments of $42 millieas recognized in 2002. Net gains
before taxes related to the Company's non-currenit ahd equity investments of $75 million, $367lioml, $230 million, and $40 million
were recognized in 2001, 2000, 1999, and 1998erdis@ly. In 2002, the Company acquired Emagiclteguin a charge of approximately
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$1 million for acquired in-process technologieshwib alternative future use. The Company recognézsithilar charge of $11 million in
2001 related to its acquisition of PowerSchool. dlerges related to Company restructuring actié$80 million, $8 million, and

$27 million were recognized in 2002, 2000, and 1988pectively. During 2000, the Company recognihedcost of a special executive
bonus for the Company's Chief Executive Officergast services in the form of an aircraft with @tcost to the Company of approximately
$90 million. In 2002, of the original $90 milliorterual, $2 million remained unspent and was revkerse

Item 7. Management's Discussion and Analysis of Famcial 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 resulisalissed 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 Future Riésand Financial Condition" below. The
following discussion should be read in conjunctiath the consolidated financial statements andsititereto included in Item 8 of tt



Form 10-K. All information presented herein is tthea the Company's fiscal calendar.
Critical Accounting Policies

The preparation of financial statements and reldteclosures in conformity with generally accepaedounting principles and the Company's
discussion and analysis of its financial conditéam results of operations requires the Companysmgement to make judgments,
assumptions and estimates that affect the amoeptsted in its consolidated financial statementsartompanying notes. Note 1 of the
Notes to Consolidated Financial Statements in Beofithis Form 1-K describe the significant accounting policies amethods used in the
preparation of the Company's consolidated finarstetements. Management bases its estimates oni¢asiexperience and on various other
assumptions that it believes to be reasonable uhdearircumstances, the results of which form thgidfor making judgments about the
carrying values of assets and liabilities. Actweults may differ from these estimates.

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

Revenue Recognitic

The Company recognizes revenue pursuant to apf@ieaicounting standards, including Statement oitidagSOP) No. 97-2Software
Revenue Recogniti, as amended, and Securities and Exchange Comm{&iitC) Staff Accounting Bulletin (SAB) No. 10Revenue
Recognition in Financial Statemer. SAB 101, as amended, summarizes certain of tl@sSEews in applying generally accepted accour
principles to revenue recognition in financial staents and provides guidance on revenue recogigsoes in the absence of authoritative
literature addressing a specific arrangement @eaiic industry.

The Company recognizes revenue when persuasivermgdf an arrangement exists, delivery has oatutine sales price is fixed or
determinable, and collectibility is probable. Protis considered delivered to the customer onbastbeen shipped, and title and risk of loss
have been transferred. Revenue on multiple elesades arrangements is allocated to various elenbastd on vendor specific objective
evidence of the fair value of each element of thagaction and is recognized as each elementiisedsd.

The Company records reductions to revenue for astichcommitments related to price protection amdfistomer incentive programs,
including reseller and end user rebates and o#les programs and voluni@&sed incentives. Future market conditions andymolansition:
may require the Company to increase customer in@eptograms and incur incremental price protectibligations that could result in
incremental reductions of revenue at the time gwolgrams are offered. Additionally, certain custome
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incentive programs require management to estinhat@amber of customers who will actually redeeminicentive based on historical
experience and the specific terms and conditionmdicular incentive programs. If a greater thatineated proportion of customers redeem
such incentives, the Company would be require@tond additional reductions to revenue.

Allowance for Doubtful Accoun

The Company distributes its products through tipiadty computer resellers and directly to certainoation, consumer, and commercial
customers. The Company generally does not reqaltateral from its customers. However, when possitiie Company does attempt to limit
credit risk on trade receivables through the usoofing arrangements for selected customers thitld-party financing companies and cre
insurance for certain customers in Europe, Asid,laatin America. However, considerable trade resiglies that are not covered by collate
flooring arrangements, or credit insurance aretantSng with the Company's distribution and rethihnnel partners.

The allowance for doubtful accounts is based onagaement's assessment of the collectibility of djpeciistomer accounts and includes
consideration of the credit worthiness and finanoiendition of those specific customers. The Conypaeords an allowance to reduce the
specific receivables to the amount that is readgrizdieved to be collectible. The Company als@rds an allowance for all other trade
receivables based on multiple factors includinganisal experience with bad debts, the general @enon environment, the financial condition
of the Company's distribution channels, and theggf such receivables. If there is a deterioratiba major customer's financial conditior
the Company becomes aware of additional informatitetted to the credit worthiness of a major custigror if future actual default rates on
trade receivables in general differ from those ety anticipated, the Company may have to adjastliowance for doubtful accounts, wh
would affect earnings in the period the adjustmanégsmade.

Inventory Valuation and Inventory Purchase Commitis

The Company must order components for its prodaetisbuild inventory in advance of product shipmefitee Company records a write-
down for inventories of components and productdpuiting third-party products held for resale, whidhve become obsolete or are in excess
of anticipated demand or net realizable value. Chmpany performs a detailed review of inventoryheaeriod that considers multiple fact



including demand forecasts, product lifecycle faproduct development plans, and component carstisc The personal computer industt
subject to a rapid and unpredictable pace of priogilnd component obsolescence. If future demandaokeh conditions for the Company's
products are less favorable than forecasted mfdreseen technological changes negatively impectitility of component inventory, the
Company may be required to record additional wditd@ns which would negatively affect gross margmghie period when the write-downs
are made.

The Company accrues necessary reserves for caiurefiees related to component orders that have baeceled. Consistent with industry
practice, the Company acquires components througimdination of formal purchase orders, supplietti@rts, and open orders based on
projected demand information. These formal andrinfd commitments typically cover the Company's negraents for periods ranging from
30 to 130 days. If there is an abrupt and substiaiicline in demand for one or more of the Comfzgapsoducts or an unanticipated chang
technological requirements for any of the Compapgdsiucts, the Company may be required to recoditiadal reserves for cancellation
fees, negatively affecting gross margins in thégaewhen the cancellation fees are identified.

Valuation of Long-Lived Assets Including Acquirathhgibles

The Company reviews property, plant, and equipraadtcertain identifiable intangible assets for impant whenever events or changes in
circumstances indicate the carrying amount of suchsset may not be recoverable. Recoverabilitlyesfe assets is measured by comparison
of their carrying amount to future undiscountedhctigws the assets are expected to generate. lif @sgets are considered to be
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impaired, the impairment to be recognized in eagraiequals the amount by which the carrying valuth®fassets exceeds their fair market
value. Although the Company has recognized no nadierpairment adjustments related to its propgutant, and equipment or identifiable
intangibles during the past three fiscal yearsepkthose made in conjunction with restructurintioss, deterioration in the Company's
business in a geographic region or business segmé#re future, including deterioration in the merhance of individual retail stores, could
lead to such impairment adjustments in the futerogls in which such business issues are identified

As of September 28, 2002, the Company had $85amilli goodwill. The Company adopted SFAS No. 1@8odwill and Other Intangible
Assets, in the first quarter of fiscal 2002. As a resthg Company no longer amortizes goodwill but iadtperforms a review of goodwill for
impairment annually, or earlier if indicators oftpntial impairment exist. The review of goodwilk feotential impairment is highly subjective
and requires that: (1) goodwill be allocated tdaas business units of the Company's business tchvitrelates; (2) the Company estimate
the fair value of those business units to whichgbedwill relates; and (3) the Company determirgeltbok value of those business units. If
the estimated fair value of business units witbaated goodwill is determined to be less than theak value, the Company is required to
estimate the fair value of all identifiable assatd liabilities of those business units in a marsi@ilar to a purchase price allocation for an
acquired business. This requires independent vatuaf certain internally developed and unrecogaiassets including in-process research
and development and developed technology. Oncethiess is complete, the amount of goodwill impaint, if any, can be determined.

Based on the Company's estimates as of Septemp20@8, there was no impairment of goodwill. Howewhanges in various
circumstances including changes in the Companytkehaapitalization, changes in the Company's fastx; and changes in the Company's
internal business structure could cause one or wfdiee Company's business units to be valuedrdifiity thereby causing an impairment of
goodwill. Additionally, in response to changeshe personal computer industry and changes in glmb@@gional economic conditions, the
Company may strategically realign its resourcescamider restructuring, disposing of, or othervégiting businesses, which could result in
an impairment of property, plant, and equipmergntdiable intangibles, or goodwill.

Valuation of Non-Current Debt and Equity Investnsent

As of September 28, 2002, the Company held invessria certain debt and equity securities with mnlsimed carrying value of $39 million.
These investments, which are reflected in the dafeted balance sheets as non-current debt antydguéstments, have been categorized as
available-for-sale requiring that they be carrietha value with unrealized gains and losses afi¢hxes, reported in equity as a component of
accumulated other comprehensive income. The Compnognizes an impairment charge to earnings whsrudged an investment has
experienced a decline in value that is other-tlampiorary. The Company has recognized material inmgait charges related to its non-
current debt and equity investments in two quadering the last two fiscal years. Various factars considered in determining whether a
decline in value is other-than-temporary, includihg length of time and extent to which the invesitts market value has been less than its
cost basis, the financial condition and ntam prospects of the issuer, and the Companygstiaind ability to hold the investment for a pe

of time sufficient to allow for any anticipated caery in market value.

The Company's non-current debt and equity investsrem in public companies whose security pricesabject to significant volatility. The
Company recognized a pre-tax impairment loss ofi§iBlton related to two of these investments in therth quarter of 2002. As a result, as
of September 28, 2002, the Company had no significarealized gains or losses recorded againstatrging value of its non-current debt
and equity investments. Should the fair value esthinvestments fall below the Company's curresit lsases and/or the financial conditior
prospects of either company deteriorate, the Comnpaay determine in a future period that such aideéh fair value is other-than-
temporary.
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requiring an impairment loss be recognized in thiegal such a determination is made. Additionalinfation regarding these investments
potential charges related to their impairment maydund below under the caption "Factors That M#fg#t Future Results and Financial
Condition."

Net Sales

Net sales and Macintosh unit sales for geograpgments and by product follow (net sales in miki@md Macintosh unit sales
thousands):

2002 Change 2001 Change 2000

Americas net sale $ 3,08¢ 3% $ 2,99 (30)% $  4,29¢
Europe net sale 1,251 0% 1,24¢ (31)% 1,817
Japan net sale 71C 0% 713 4N% 1,34t
Retail net sale 283 — 19 — —
Other segments net sa 41C 6 % 38¢€ (26)% 522
Total net sales $ 5,747 7% $ 5,368 (33)% $ 7,98
| L] |

Americas Macintosh unit sal 1,72¢ (2)% 1,76¢ (29% 2,507
Europe Macintosh unit sal 722 (4% 754 (32% 1,11C
Japan Macintosh unit sal 38¢€ (2)% 394 (46)% 73C
Retail Macintosh unit sale 92 — 7 — —
Other segments Macintosh unit se 17z 5% 164 (22)% 211
Total Macintosh unit sales 3,101 0% 3,087 (32% 4,55¢
| | |

Power Macintosh net sales $  1,38( 17% $ 1,664 (39)% $ 2,747
PowerBook net sale 831 2% 813 (14)% 94¢
iMac net sale: 1,44¢ 30% 1,117 (53% 2,381
iBook net sale! 87¢ 8% 80¢ 0% 80¢
Software, Service, and Other net si 1,20¢ 26 % 96( (13)% 1,09¢
Total net sales $ 5,747 7% $ 5,36: (33)% $ 7,98:
| L] |

Power Macintosh unit sales { 76€ (18)% 937 (35)% 1,43¢
PowerBook unit sale 357 3% 34¢€ (10)% 38:
iMac unit sale 1,301 8% 1,20¢ (45)% 2,19¢
iBook unit sale: 677 14% 59¢ 9% 54&
Total Macintosh unit sales 3,101 0% 3,087 (32% 4,55¢
| | |

Net sales per Macintosh unit sold $ 1,46 $  1,42¢ $ 1,51C
| | |

€) Includes server sales and amounts previously repas Power Macintosh G4 Cube.

(b)  Based on net sales associated with Macintosh anétdotal Macintosh units sold.

Net sales increased $379 million or 7% during 2602 pared to 2001, while Macintosh unit sales welatively flat yea-over-year at
approximately 3.1 million units. On a geographisibaperformance in the domestic market was redbtistrong, especially when considering
the performance of the Company's Retail segmertiwtiirrently operates exclusively in the United&taHowever, the European and
Japanese markets remained sluggish throughout ZB@2Company's net sales in 2002 were positivélyenced by a number of factol



First, net sales from software, service, and atberces rose $248 million or 26% in 2002 versusl200is increase was driven by several
factors including a 28% increase in combined tipiagty and Apple-
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branded software sales; $143 million in net saféRad, the Company's portable digital music playet was introduced in the first half of
2002; a 9% increase in the sale of computer acdessand a 14% increase in service revenue causedrily by increased revenue
associated with extended maintenance and suppuairaets. The growth in software revenue was prilpdine result of increased sales of
third-party software in the Company's retail antirenstores and expansion in recent years in tihebeun of Apple-branded software titles.

Second, overall unit sales of Macintosh portableays grew by 92,000 units or 10% in 2002 reflgctirgeneral trend in the personal
computer market away from desktop systems towavdsiple systems. During 2002, portable Macintostiesyis represented 33% of total
systems sales versus 31% in 2001 and 20% in 20@Wti in this area has been most pronounced fookBthe Company's education and
consumer oriented portable Macintosh system. iBauksales increased 14% in 2002 and 9% in 2001.

Third, the Company's Retail segment grew from 8estat the end of 2001 to 40 stores at the en@@2.2The Retail segment's net sales grew
from $19 million in 2001 to $283 million in 2002. e the Retail segment may cannibalize some res $eom the Company's preexisting
sales channels in the U.S., the Company does lediiet a substantial portion of the Retail segraerdt sales are incremental to the
Company's total net sales. See additional comnixhtsv related to the Retail segment under the hnedBegment Operating Performance.”

Fourth, the Company's average unit pricing remameéatively stable during 2002 as a result of vasichanges in overall unit mix offset by
somewhat lower pricing year-over-year on compaeaiilacintosh systems. Net sales per Macintosh otdtduring 2002 of $1,462 per unit
reflects the shift in mix towards relatively highaniced portable Macintosh systems and reflectsrtipact on net sales of the relatively
higherpriced new iMac design introduced during 2002. ithpact of these changes in mix were offset by #dide in unit sales of relative
higher-priced Power Macintosh systems and by Iqwieing on comparative Macintosh systems during2f@® most of the Company's
Macintosh product lines in response to industrgipg pressure.

Fifth, any comparison of net sales in 2002 verdd& 2nust consider the effect of unusually low ré¢s during the first quarter of 2001. As
discussed below, this was attributable to sevabfs at the beginning of 2001, including contirgudeterioration in worldwide demand for
personal computers, rebate programs and pricangittited by the Company during that quarter et the Company approximately
$138 million, and a plan implemented by the Compauming the first quarter of 2001 to reduce sultsiin the level of inventory in its
distribution channels that resulted in a declinetiannel inventory of approximately 300,000 uniisitnly that quarter. Net sales during the
first quarter of 2001 are discussed in more détlibw.

Offsetting the favorable factors discussed abdwe Qompany's net sales in 2002 were negativelydtedeby several notable factors. First,
unit sales of Power Macintosh systems fell 18%rmp#002 as compared to 2001. This followed a 35&tirdein Power Macintosh unit sales
in 2001 from 2000. The Company continues to belibae weak economic conditions over the past séyesas are having a pronounced
negative impact on its professional and creatisaraers and that many of these customers contindelay upgrades of their Power
Macintosh systems due to the Company's ongoingitian to Mac OS X, its new operating system, andrticipation of certain software
vendors transitioning their Macintosh applicatiemsun natively in Mac OS X. Further, the Compaity bt experience the anticipated
increase in Power Macintosh sales that it expefoémiving the introduction of Adobe's PhotoShoputidg 2002. Additionally, many
professional users may have postponed upgradimgsystems until after the introduction of Mac OSlaguar released in the fourth quarter
of 2002. Others may have delayed upgrading urtgr afie availability of other professionally oriedtsoftware applications for Mac OS X
such as QuarkXpress.
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Second, despite the overall increase in net salesgl2002 in the Americas, the Company continoesee weakness in its U.S. education
channel. Total net sales in this channel fell 1592002 and 4% in 2001. These declines are consistdnindustry data that shows the
Company losing market share in the U.S. educatiarket in each of the last two fiscal years. The Gany believes this weakness has been
caused by multiple factors, including increasedgdompetition in this price sensitive market fribra Company's competitors who sell
Windows-based personal computers. Additionally, safthe Company's education customers appear delbging technology purchases
due to concerns about the overall impact of thekereaconomy on their available funding. The Compemtinues to take steps to address
weakness in the U.S. education channel. However difficult to anticipate how this trend will &€t fiscal 2003 and to anticipate when ar
this trend will reverse.

Third, the personal computer industry in general e Company specifically continue to see rel@igeft demand for its products. Despite
an overall increase in unit sales of consumer tegtMacintosh systems during 2002, consumer sateain far below levels experienced in
2000 and earlier. Worsening global economic coodgiover the past three years exacerbated by tmoedc and political uncertainties
caused by terrorist activities and the associatinational responses have clearly had a prondumegative effect on the overall demand



the Company's products in virtually all of its matk Further, growth in the overall personal corapirtdustry has been slowed due to the
high market penetration of personal computers aedgthening of consumer, creative, and businessopal computer upgrade cycles. In
short, the Company believes that expansion in tieeadl market for personal computers has for thetrpart stalled and that growth awaits a
combination of economic recovery and technologachlancements.

Net sales decreased $2.6 billion or 33% during 2@0tipared to 2000, while Macintosh unit sales32#e from 2000. Demand for all of tl
Company's products in all of the Company's geodcapberating segments was negatively impacted tirout 2001 by unfavorable global
economic conditions. On a year-over-year basissales and Macintosh unit sales were down in athefCompany's geographic operating
segments, and net sales and unit sales by produetdown for each Macintosh product category exi@qaik. In addition to general
economic conditions, two other primary factors cimited to the decline in net sales during 200dstFas discussed below, the Company
executed a plan during the first three quartei206f1 to reduce substantially the level of inventarits distribution channels. As a result of
these efforts, the Company's Macintosh channehitorg fell by approximately 450,000 units during tfirst nine months of 2001. Second,
the Company believes that many of its professiaseats were delaying upgrades of their Power Masingystems due to the Company's
ongoing transition to Mac OS X, its new operatiggtsm, and in anticipation of software vendorsgitoning their Mac applications to run
natively in Mac OS X.

Several positive factors combined to partially gate the overall decline in net sales during 200 net sales per Macintosh unit sold
remained relatively strong during 2001 after adfgstor the $138 million impact to net sales of thbate programs and price cuts instituted
by the Company during the first quarter of 2001lirfg only about 2.5% from 2000. The relativelyastg per unit sales in 2001 reflects
somewhat lower year-over-year pricing on compaeasiystems, offset by a shift in overall sales roi¥ard higher-priced portable systems.
Also, the Company experienced very little shifthie mix of overall combined unit sales of relatwkdwer-priced consumer and education
Macintosh systems, iMac and iBook, and their higtvéred professionally oriented equivalents. Coredinnit sales of iMac and iBook
systems accounted for 58% of total Macintosh wlisin 2001 and 60% in 2000. Second, combinedsates of portable systems, iBook
PowerBook, actually rose 2% during 2001 despitengtgative economic climate and the overall dedlingnit sales. Not only does this
increase in portable system sales reflect a gemehastry shift toward portable systems, it is adpecifically attributable to the strong dem:
for redesigned iBooks introduced during the thivduder of 2001 and for the Titanium PowerBook G4ohitwas introduced during the sec
quarter of 2001. Third, a small decline in net sale
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in the U.S. education market during 2001 compawe2D00 was partially mitigated by a 7% increas® 8. education unit sales during 2001.

First quarter 2001 net sales decreased 57% to $bilidn compared to the same quarter in 2000detteased 46% from the fourth quarter
of 2000. Both the year-over-year and sequentidirEsin net sales during the first quarter of 20@&te attributable to several factors,
including continued deterioration in worldwide derddor personal computers and rebate programs acel quts instituted by the Company
during the quarter that cost the Company approxm&138 million. In addition, the Company implentexha plan during the first quarter to
reduce substantially the level of inventory indistribution channels from the amounts at the drfesoal 2000 to lower levels by the end of
the first quarter of 2001. The Company ended fi268I0 with substantially more inventory in its distition channels than planned due to the
lower than expected sell-through of the Compangslycts during the fourth quarter of that year. Qwenpany reduced Macintosh channel
inventory during the first quarter by approximat880,000 units. These factors contributed to tH# §2ar-over-year decline during the first
guarter in total Macintosh unit sales that wereegignced across the Company's entire productTinese factors also reduced the net sales
per Macintosh unit sold (a function of total neesaassociated with Macintosh units and total Mi@sih CPU unit sales) during the first
quarter of 2001 to $1,476, a decline of approxityat@% from the same period in 2000.

Segment Operating Performance

The Company manages its business primarily on grgebic basis. The Company's reportable operagggents include the Americas,
Europe, Japan, and Retail. The Americas segmelndies both North and South America, except forGbenpany's Retail segment. The
European segment includes European countries &sisvitle Middle East and Africa. The Japan segnnehides only Japan. The Retail
segment operates Apple-owned retail stores in thited States. Each reportable geographic operagggent provides similar hardware and
software products and similar services. Furthesrmftion regarding the Company's operating segnmeaysbe found in Part I, Item 8 on t
Form 10-K in the Notes to Consolidated Financialt&nents at Note 11, "Segment Information and Gaabge Data."”

Americas

Net sales for the Americas segment increased 3$82million in 2002. As discussed above, the Anarisegment was negatively affec

by a decline in U.S. education sales in 2002 ob%2illion. The Americas segment also experienc&d% decline in Power Macintosh unit
sales. However, outside of the U.S. education ablannit sales of consumer desktop and portablesysrebounded from the substantial
declines experienced in 2001, rising a combined B12002. Sales of software, peripherals, and @res were also up in the Americas
during 2002. Growth in unit sales of consumer dedrsystems during 2002 in the Americas is somewattdbutable to the significantly
depressed level of net sales experienced in thiedfirarter of 2001 discussed above. However, grawtire Americas was somewhat
negatively affected, particularly with respect tmsumer-oriented systems, by the significant gravitthe Company's Retail segment in the
U.S. More than 70% of the Retail segment's Machtost sales during 2002 were for iMacs and iBoi



The Americas segment's 2001 net sales and ung datdined 30% and 29%, respectively, from 200@ dperating performance of the
Americas segment for 2001 reflects the Companyésadvperformance characterized by significant isked in year-over-year quarterly net
sales and units sales, particularly during the €jterter and particularly in consumer channel#h we&quential increases in unit sales and net
sales during each of the last three quarters of 286t sales in the Americas segment during 200% walso negatively affected by the
Company's overall reduction in channel inventodesng the year. Consumer sales in the Americag warticularly hard hit by current
economic conditions. Outside of the U.S. educatiwemnnel, unit sales of the Company's consumertedaiMac fell 64% in 2001. The effect
of falling consumer demand in the Americas segmerst partially offset by strong U.S. education salége Company's unit sales in U.S.
education markets rose 7% in 2001 driven by theptemce of the
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Company's new portable products, particularly Baok, and reflect a general shift in demand inh®. education market towards portable
versus desktop systems. Portable systems accoant28% of total unit sales in the Company's U@iaation market in 2001 compared to
18% during 2000.

During 2002 and 2001, the Americas segment repted@pproximately 54% and 56%, respectively, of@Gbenpany's total net sales and
represented approximately 56% and 57%, respectivélptal Macintosh unit sales.

Europe

Economic conditions in Europe remained weak throug2002, and the overall demand for the Compammgducts in that region remained
flat during 2002 versus 2001. Unit sales in Eurfgpe2002 reflect relatively stronger demand for samer-oriented products, particularly
iBook whose unit sales increased 27% in 2002, bifgaleclines in Power Macintosh unit sales.

Net sales in Europe fell $568 million or 31% durR@01 compared to 2000, while Europe's unit sak82%. Europe's results reflect 1
worsening economic climate in Europe in the lat@f of 2001 and reductions in channel inventoags®xperienced in the Company's other
geographic operating segments. Combined unit sl Company's consumer oriented products in uweere particularly impacted
during 2001, falling 40% from 2000.

Japan

Net sales in Japan remained flat during 2002 ve2804, with a slight decline in unit sales of 2%nGistent with the Company's ott
geographic operating segments, during 2002 Japamezhgrowth in unit sales of consumer systems asethne in unit sales of Power
Macintosh systems. Japan's iMac unit sales incde@s8% in 2002. However, in the case of Japan thirease in iMac unit shipments in 2002
versus 2001 was primarily the result of the unuguidpressed level of net sales experienced bZtmpany in the first quarter of 2001
discussed above. Additionally, net sales in Japaa sequential and year-over-year comparative lgasisrally worsened as 2002 progressed
reflecting particularly poor economic conditionaticurrently exist in Japan.

Net sales and unit sales in Japan fell 47% and 468pectively, in 2001 versus 2000. Although ualées and net sales in Japan have gent
trended upwards as 2001 progressed, the Japan selgasebeen particularly affected by current unfalste economic conditions. Reflecting
the continuing harsh consumer climate in Japanjdipan segment's combined unit sales of iMacsBwowks during 2001 were down 58%
from 2000, and professionally oriented systems saliés fell 30%.

Retail

By the end of September 2002, the Company hadtad séores operating in the United States, 32 littv were opened during fiscal 2002.
The Company has opened 11 additional stores dthim{jrst quarter of 2003. During 2002, approxinha®9% of the Retail segment's net
sales came from the sale of Apple-branded and-fiarty peripherals and software. This comparesléd for the Company as a whole. With
an average of 35 stores open, the Retail segmbm@vad average annualized revenue per store dtinfpurth quarter of approximately
$12 million and had approximately 2.25 million wiss. The Retail segment reported a loss for a#G8f2 of $22 million, and a loss for the
fourth quarter of 2002 of $3 million.

Expansion of the Retail segment has required alad@itinue to require a substantial investmerftiad assets and related infrastructure,
operating lease commitments, personnel, and offemating expenses. Capital expenditures associatedhe Retail segment totaled

$106 million in 2002 and $92 million in 2001. As ®&ptember 28, 2002, the Retail segment had 80Togegs and had outstanding opera
lease commitments associated with retail storeespad related facilities of $209 million. The Compavould incur substantial costs should
it choose to terminate its Retail segment or clod&vidual stores. Such costs could adversely atfee Company's results of operations and
financial condition. Investment
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in a new business model such as the Retail segmatiterently risky, particularly in light of thégsificant investment involved, the current
economic climate, and the fixed nature of a sultistigmortion of the Retail segment's operating evges. Results for this segment are
dependent upon a number of risks and uncertairstiese of which are discussed below under the hgdéiactors That May Affect Future
Results and Financial Condition."

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 increasemniicipation of or immediately following new pract introductions because of over-
ordering by dealers anticipating shortages. Backlten is reduced once dealers and customers bdliey can obtain sufficient supply.
Because of the foregoing, backlog cannot be coresida reliable indicator of the Company's abildyathieve any particular level of revenue
or financial performance. Further information redjag the Company's backlog may be found below utfteheading "Factors That May
Affect Future Results and Financial Condition."

Gross Margin

Gross margin for the three fiscal years ended S@pte 28, 2002 are as follows (in millions, excefutsg margin percentages):

2002 2001 2000
Net sales $ 574z $ 536: $ 7,98:
Cost of sale: 4,13¢ 4,12¢ 5,817
Gross margir $ 160 $ 1,23t $ 2,16¢
I W |
Gross margin percenta 28% 23% 27%

Gross margin increased to 28% of net sales in 2@02 23% in 2001. As discussed below, gross marg2001 was unusually low resulting
from negative gross margin of 2% experienced irfitisequarter of 2001. As a percentage of netssalee Company's quarterly gross margins
declined during fiscal 2002 from 31% in the firstagter down to 26% in the fourth quarter. This oectesulted from several factors

including a rise in component costs as the yeagressed and aggressive pricing by the Company aitsoproducts lines instituted as a result
of continued pricing pressures in the personal agemdndustry. The Company anticipates that itsgmargin and the gross margin of the
overall personal computer industry will remain ungeessure throughout fiscal 2003 in light of wealbnomic conditions, flat demand for
personal computers in general, and the resultinggure on prices.

The foregoing statements regarding anticipatedsgnergin in 2003 and the general demand for pelrsonaputers during 2003 are forward-
looking. Gross margin could differ from anticipategiels because of several factors, including aedathose set forth below in the
subsection entitled "Factors That May Affect FutResults and Financial Condition." There can bassurance that current gross margins
will be maintained, targeted gross margin level$ lvd achieved, or current margins on existingvidlial products will be maintained. In
general, gross margins and margins on individuadipets will remain under significant downward pressdue to a variety of factors,
including continued industry wide global pricingepsures, increased competition, compressed prbftucycles, potential increases in the
cost and availability of raw material and outsidenufacturing services, and potential changes t&€tmpany's product mix, including higt
unit sales of consumer products with lower avesadiing prices and lower gross margins. In respoasbese downward pressures, the
Company expects it will continue to take pricingi@as with respect to its products. Gross margmsddaalso be affected by the Company's
ability to effectively manage quality problems amdrranty costs and to stimulate demand for cedaits products. The Company's operal
strategy and pricing take into account anticipateainges in foreign
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currency exchange rates over time; however, thegaoyis results of operations can be significarffigcted in the short-term by fluctuations
in exchange rates.

The Company orders components for its productsbaiiids inventory in advance of product shipmentscd&ise the Company's markets are
volatile and subject to rapid technology and pobanges, there is a risk the Company will forezasirrectly and produce or order from th
parties excess or insufficient inventories of gautir products or components. The Company's opgratisults and financial condition have
been in the past and may in the future be matgraVersely affected by the Company's ability toage its inventory levels and outstanding
purchase commitments and to respond to short-teifts én customer demand patterns.

Gross margin declined to 23% of net sales in 206th 27% in 2000. This decline resulted primarilgrir gross margin of negative 2%
experienced during the first quarter of 2001 coragdo 26% gross margin for the same quarter in 2@0@ddition to lower than normal n



sales, first quarter 2001 margins were negativalyacted by the rebate programs and price cutssiieduabove that decreased revenue by
approximately $138 million. Additionally, actual@forecasted declines in net sales caused the Gompaecognize during the first quarter
of 2001 approximately $122 million of charges agsec with purchase order cancellations and logsneitments for component purchases.
Without these charges, gross margin for the fiostrter of 2001 would have been approximately 218d,gross margin for all of 2001 would
have been approximately 27%. As a percentage cfates, the Company's gross margin increased emctegas 2001 progressed reaching
30% during the fourth quarter. This pattern reBebie favorable impact during 2001 of declining poment costs, especially for DRAM, hi
drives, and flat panel screens.

Operating Expenses

Operating expenses for the three fiscal years eBéptember 28, 2002 are as follows (in milliongept for percentages):

2002 2001 2000

Research and developme $ 44€ $ 43C $ 38C
Percentage of net sales 8% 8% 5%

Selling, general, and administrative exper $ 1,111 $ 1,138 $ 1,16¢
Percentage of net sales 19% 21% 15%

Research and Development (R&

The Company recognizes that focused investmerR&ID are critical to its future growth and competgiposition in the marketplace and are
directly related to timely development of new anti@nced products that are central to the Companyesbusiness strategy. R&D expense
increased 4% or $16 million to $446 million in 2082 compared to 2001. This followed a $50 milliori8% increase in 2001 as compare
2000. The overall increase in R&D expense ovetaketwo years relates primarily to increased Ré&dadicount and support for new product
development activities. R&D spending in 2002 alstluded capitalized software development costppfaimately $13.3 million associat
with the development of Mac OS X Jaguar and appmasely $6 million associated with the new Power®tlemterprise student information
system. R&D spending in 2001 also included capialisoftware development costs of approximatels $8llion associated with the
development of the original version of Mac OS XrtRar information related to the Company's cagtdlbn of software development costs
may be found in Part Il, Item 8 of this Form 10-KN\te 1 of Notes to Consolidated Financial Stateime

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

SG&A decreased $27 million or 2% during 2002 as jgarad to 2001. The decrease in SG&A in 2002 is amilgnthe result of lower
discretionary spending on marketing and advertiskxmgenses, decreased spending related to informsygtems, and benefits directly related
to the Company's restructuring
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actions in 2002 and 2001. These decreases weiallyastfset by higher sales expense in 2002 r@sylfrom increased operating expenses
associated with expansion of the Company's Reatgiinent. SG&A expenditures decreased $28 millio2%6rduring 2001 as compared to
2000. Declines in SG&A spending in both 2002 and2feflect the Company's overall efforts to stakiland selectively reduce recurring
SG&A costs in light of lower net sales and to rezldéscretionary marketing and advertising experSa&n current economic conditions and
the Company's continued strategic investmentswpreduct development and its Retail segment, thi@@any is currently identifying
additional opportunities to make appropriate reidnstin SG&A costs.

Special Charges Included in Operating Expenses

Special charges included in operating expensehtothiree fiscal years ended September 28, 200&sgm@lows (in millions):

2002 2001 2000
Restructuring cost $ 30 — 3 8
Purchased -process research and developn $ 19 11 —
Executive bonu $ 2 — 3 90

2002 Restructuring Actions

During fiscal 2002, the Company recorded totalrtesstiring charges of $30 million related to actiamtended to eliminate certain activities
and better align the Company's operating expenghsewisting general economic conditions and tdiply offset the cost of continuing
investments in new product development and investsna the Company's Retail operating segment. @Quieimplemented, the Compat



estimates these restructuring actions will resufeduced quarterly operating expenses of apprdgign&10 million.

Of the $30 million restructuring charge for fis€4l02, $6 million was incurred in the fourth quait&2002 related to actions designed to
reduce headcount costs in Corporate operationsapd and to adjust its PowerSchool product styatégadcount actions, primarily in
Corporate operations, sales, and PowerSchool defagsearch and development, resulted in the elimimaf approximately 180 positions
worldwide at a cost of $1.8 million. The shift inggluct strategy at PowerSchool included discontiguievelopment and marketing of a
PowerSchool product that resulted in the impairneémpreviously capitalized development costs asgediwith the product in the amount of
$4.5 million. The remaining charge in 2002 of $2dlian was incurred in the first quarter of 2002danill ultimately result in the elimination
of approximately 425 positions worldwide, 415 ofigihwere eliminated by September 28, 2002, at aafdd8 million. Positions were
eliminated primarily in the Company's operatiom§pimation systems, and administrative functionsaddition, these restructuring actions
also included significant changes in the Compainf&smation systems strategy resulting in termiotdf equipment leases and cancellation
of existing projects and activities. Related leasé contract cancellation charges totaled $12anilland charges for asset impairments to
$4 million. Of the total charge in 2002 of $30 naifl, substantially all had been spent by Septer@BeR002, except for approximately

$1 million related primarily to future payments amandoned operating leases.

2000 Restructuring Actions

During the first quarter of 2000, the Company atiid restructuring actions resulting in recognitddan $8 million restructuring charge. This
charge was comprised of $3 million for the writé-@ff various operating assets and $5 million faresance payments to approximately 95
employees associated with consolidation of varaarsestic and international sales and marketingtioms. Of the $5 million accrued for
severance, $2.5 million had been spent beforertle£2000, and the remainder was spent in 200th©$3 million accrued for the writef
of various assets, substantially all was utilizetbbe the end of 2000.

29

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

During the fourth quarter of 2002, the Company &egEmagic GmbH, a provider of professional sofevsolutions for computer based
music production, for approximately $30 milliondash; $551,000 of which was allocated to IPR&D. @&hmunt of the purchase price
allocated to IPR&D was expensed upon acquisitiecabse the technological feasibility of productderrdevelopment had not been
established and no alternative future uses exi3teel IPR&D relates primarily to Emagic's Logic gsrtechnology and extensions. At the
of the acquisition, the products under developmesne between 43%-83% complete, and it was expéletedhe remaining work would be
completed during the Company's fiscal 2003 at &@oapproximately $415,000. The remaining effomidude finalizing user interface des
and development, and testing. The fair value of RR&D was determined by an independent tlpedty valuation using the income approi
which reflects the projected free cash flows thilitlve generated by the IPR&D projects and thatatebutable to the acquired technology,
and discounting the projected net cash flows badkéir present value using a discount rate of 25%.

In May 2001, the Company acquired PowerSchool, (lRowerSchool), a provider of web-based studewotimétion systems for K-12 schools
and districts that enables schools to record, a¢ceport, and manage their student data and pesfaze in real-time, and gives parents real-
time web access to track their children's progr@$sotal purchase consideration of $66.1 millis@Q.8 million was allocated to IPR&D and
was expensed upon acquisition because the techicaldgasibility of products under development mad been established and no alterna
future uses existed. The IPR&D relates to techriebogepresenting processes and expertise employagsign, develop, and deploy a
functioning, scalable web-based student informagigstem for use by K-12 schools. At the date ofabguisition, the PowerSchool product
under development was approximately 50% compleig jtavas expected that the remaining 50% woulddrapleted during the Company's
fiscal 2002 at a cost of approximately $9.25 millidhe remaining efforts, which were completed nigi2002, included completion of codi
finalizing user interface design and developmemd, @sting. The fair value of the IPR&D was deterea by an independent third-party
valuation using the income approach, which refléwtsprojected free cash flows that will be gerestdiy the IPR&D projects and that are
attributable to the acquired technology, and distiog the projected net cash flows back to the#spnt value using a discount rate of 25%.

Executive Bonu

During the first quarter of 2000, the Company's iBaaf Directors approved a special executive bdoushe Company's Chief Executive
Officer for past services in the form of an air¢rafth a total cost to the Company of approximat%®® million, the majority of which was n
tax deductible. Approximately half of the total o was for the cost of the aircraft. The othef teglresents all other costs and taxes
associated with the bonus. In the fourth quartét0f2, all significant work and payments associatgd the aircraft were complete. Of the
original $90 million accrual, $2.4 million remainedspent at the end of fiscal 2002 and was reversed
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Other Income and Expense



Other income and expense for the three fiscal yeraded September 28, 2002 are as follows (in milip

2002 2001 2000

Gains (losses) on n-current investments, n $ 42 $ 88 $ 367
Unrealized loss on convertible securit $ — 13 $ —
Interest incomi $ 11€ $ 21 $ 21C
Interest expens (171) (16) (22)
Miscellaneous other income and expe 5 15 14
Interest and other income, net $ 11z $ 217 $ 20¢
Total other income and exper $ 70 8 292 $ 57C

Gains and Losses on Non-current Investments

Investments categorized as non-current debt anitydguestments on the consolidated balance shreghaequity and debt instruments of
public companies. The Company's non-current detbegpity investments, and certain investmentsiwvape companies carried in other
assets, have been categorized as available-forexgl@ing that they be carried at fair value witirealized gains and losses, net of taxes,
reported in equity as a component of accumulatedratomprehensive income. However, the Companygrézes an impairment charge to
earnings in the event a decline in fair value betllb@/cost basis of one of these investments ismdéted to be other-than-temporary. The
Company includes recognized gains and losses irggfilom the sale or from other-thaemporary declines in fair value associated witsé
investments in other income and expense. Furtliemmation related to the Company's non-current debitequity investments may be found
in Part Il, Item 8 of this Form 10-K at Note 2 obtés to Consolidated Financial Statements.

During 2002, the Company determined that declingké fair value of certain of these investmentsewather-thartemporary. As a result, tl
Company recognized a $44 million charge to earnioggrite-down the basis of its investment in Ehntifk, Inc. (EarthLink), a $6 million
charge to earnings to write-down the basis ofnt®stment in Akamai Technologies, Inc. (Akamai} ars15 million charge to earnings to
write-down the basis of its investment in a private comydavestment. These losses in 2002 were partidifet by the sale of 117,000 she
of EarthLink stock for net proceeds of $2 milliomdaa gain before taxes of $223,000, the sale ofdR0shares of Akamai stock for net
proceeds of $2 million and a gain before taxes7dfB000, and the sale of approximately 4.7 milsbares of ARM Holdings plc (ARM)
stock for both net proceeds and a gain before tak®21 million.

During 2001, the Company sold a total of approxatal million shares of Akamai stock for net prodeef $39 million and recorded a gain
before taxes of $36 million, and sold a total gbrpximately 29.8 million shares of ARM stock fortmeoceeds of $176 million and recorded
a gain before taxes of $174 million. These gaiming2001 were partially offset by a $114 millionazge to earnings that reflected an other-
than-temporary decline in the fair value of the @amy's investment in EarthLink and an $8 milliomugje that reflected an other-than-
temporary decline in the fair value of certain ptezcompany investments. During 2000, the Compaltyastotal of approximately

45.2 million shares of ARM stock for net proceefi$®72 million and a gain before taxes of $367 il

The combined carrying value of the Company's immestts in EarthLink, Akamai, and ARM as of Septenf®r2002, was $39 million. The
Company believes it is likely there will continugelie significant fluctuations in the fair valuetbése investments in the future.
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Accounting for Derivatives and Cumulative EffecAotounting Chang

On October 1, 2000, the Company adopted Statenfi¢tib@ncial Accounting Standard (SFAS) No. 188counting for Derivative
Instruments and Hedging Activiti. SFAS No. 133 established accounting and repostiagdards for derivative instruments, hedging
activities, and exposure definition. Net of theatetl income tax effect of approximately $5 milliadpption of SFAS No. 133 resulted in a
favorable cumulative-effect-type adjustment toinebme of approximately $12 million for the firstarter of 2001. The $17 million gross
transition adjustment was comprised of a $23 nmlf@vorable adjustment for the restatement tovalne of the derivative component of the
Company's investment in Samsung Electronics Cd.,(Samsung), partially offset by the unfavoraldpistments to certain foreign currency
and interest rate derivatives. SFAS No. 133 algaired the Company to adjust the carrying valughefderivative component of its
investment in Samsung to earnings during the djustrter of 2001, the before tax effect of which wasunrealized loss of approximately

$13 million.

Interest and Other Income, N

Net interest and other income was $112 millionisisdl 2002, compared to $217 million in fiscal 20This $105 million or 48% decrease



primarily the result of declining investment yielols the Company's cash and shertn investments resulting from substantially lowerket
interest rates. The weighted average intereseteed by the Company on its cash, cash equivadedtshort-term investments fell to 2.85%
in 2002 compared to 5.38% in 2001.

Net interest and other income increased $14 miltiofA% to $217 million during 2001. The increaseswae in part to interest income frc
higher cash and invested balances in 2001, pgroéfiet by declining interest rates and investmaelds, and a rebalancing of the aggregate
investment portfolio to a higher proportion of lawisk and better credit investments. The weiglategrage interest rate earned by the
Company on its cash, cash equivalents and shontiterestments fell to 5.38% in 2001 compared t@%In 2000.

The Company expects interest and other incomepragcline substantially in 2003 as declines ien@st rates continue to impact earnings on
the Company's investment portfolio. The Companyiseets this decline to be most pronounced in teerse half of the fiscal year. The
foregoing statements are forwdabking. Interest and other income, net could diffem expected levels because of several faciockjding
certain of those set forth below in the subsectiotitied "Factors That May Affect Future Resultsl &inancial Condition.” Additionally,

actual future interest and other income, net magigpaificantly impacted by unforeseen changes inketanterest rates, foreign currency
exchange rates, and the fair value of the Compahgs-term and long-term investments.

Provision for Income Taxes

The Company's effective tax rate for 2002 was 26%mared to the higher statutory rate due primaoilihe research and development credit
and the reversal of valuation allowances. As oft&aper 28, 2002, the Company had deferred taxsaassing from deductible temporary
differences, tax losses, and tax credits of $38Bamibefore being offset against certain deferi@dliabilities for presentation on the
Company's balance sheet. Management believemibiis likely than not that forecasted income, intilgdncome that may be generated as a
result of certain tax planning strategies, willdudficient to fully recover the remaining net deést tax assets. As of September 28, 2002, a
valuation allowance of $30 million was recordediagithe deferred tax asset for the benefits ofdages that may not be realized. The
valuation allowance relates principally to the @img loss carryforwards acquired from NeXT anceothicquisitions, the utilization of which
is subject to certain limitations imposed by th&inal Revenue Code. The Company will continueveduate the realizability of the deferred
tax assets quarterly by assessing the need faarmondnt of the valuation allowance.
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The Internal Revenue Service (IRS) has completéisaf the Company's federal income tax returngugh 1997. Substantially all IRS
audit issues for years through 1997 have beenvedoManagement believes that adequate provisisioéan made for any adjustments that
may result from tax examinations.

Recent Accounting Pronouncements

In June 2001, the Financial Accounting Standardsr@@ssued SFAS No. 14B¢counting for Asset Retirement Obligatiomghich addresses
financial accounting and reporting for obligati@ssociated with the retirement of tangible longdiassets and the associated asset
retirement costs. The standard applies to legadatibns associated with the retirement of longdivassets that result from the acquisition,
construction, development and/or normal use oset. SFAS No. 143 requires that the fair valuel@bility for an asset retirement
obligation be recognized in the period in whiclsiincurred if a reasonable estimate of fair valae be made. The fair value of the liability is
added to the carrying amount of the associated aagkthis additional carrying amount is depreciateer the life of the asset. The Company
is required to adopt the provisions of SFAS No. fot3he first quarter of its fiscal 2003. Managerhdoes not expect the adoption of SFAS
No. 143 to have a material impact on the Compdmascial statement:

In August 2001, the Financial Accounting Standddard issued SFAS No. 14Accounting for the Impairment or Disposal of Lonigdd
Asset(Statement 144), which supersedes both SFAS Nq.Abunting for the Impairment of Long-Lived Assetd for Long-Lived Assets
to Be Disposed CGind the accounting and reporting provisions of ARinion No. 30 (Opinion 30Reporting the Results of Operations—
Reporting the Effects of Disposal of a SegmentRiisiness, and Extraordinary, Unusual and Infredlye@ccurring Events an

Transactions for the disposal of a segment of a businessr@squsly defined in that Opinion). SFAS No. 144aies the fundamental
provisions in SFAS No. 121 for recognizing and nueag impairment losses on long-lived assets heldie and long-lived assets to be
disposed of by sale, while also resolving signifidanplementation issues associated with SFAS a. For example, SFAS No. 144
provides guidance on how a long-lived asset thasésl as part of a group should be evaluated fpairment, establishes criteria for when a
long-lived asset is held for sale, and prescrihesaccounting for a long-lived asset that will ipdsed of other than by sale. SFAS No. 144
retains the basic provisions of Opinion 30 on howitesent discontinued operations in the incontersiant but broadens that presentation to
include a component of an entity (rather than arged of a business). Unlike SFAS No. 121, an impairt assessment under SFAS No. 144
will never result in a write-down of goodwill. Rath goodwill is evaluated for impairment under SFA& No. 142 Goodwill and Other
Intangible Assets

The Company is required to adopt the provisionSEEAS No. 144 for the first quarter of its fiscal03) Management does not expect the
adoption of SFAS No. 144 for long-lived assets Helduse to have a material impact on the Compdmascial statements because the
impairment assessment under SFAS No. 144 is latgetiianged from SFAS No. 121. The provisions of S®®. 144 for assets held for
sale or other disposal generally are required tagpdied prospectively after the adoption dategwly initiated disposal activitie:



In June 2002, the Financial Accounting Standardsr@dssued SFAS No. 148¢counting for Costs Associated with Exit or Disgdos
Activities. SFAS No. 146 supersedes Emerging Issues Task ksae No. 94-3,iability Recognition for Certain Employee Termiiasit
Benefits and Other Costs To Exit an Activity (Idahg Certain Costs Associated with a Restructurand requires that a liability for a cost
associated with an exit or disposal activity beoggized when the liability is incurred, as opposedhen management is committed to an
exit plan. SFAS No. 146 also establishes thatitti®lity should initially be measured and recor@édair value. This Statement is effective
exit or disposal activities initiated after DecemB&, 2002. The provisions of SFAS No. 146 are iregiuto be applied prospectively after the
adoption date to newly initiated exit activitieadamay affect the timing of recognizing future rasturing costs, as well as the amounts
recognized.
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Liquidity and Capital Resources

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

2002 2001 2000
Cash, cash equivalents, and s-term investment $ 4337 $ 433 $ 4,02i
Accounts receivable, n $ 56t $ 46€ $  95¢
Inventory $ 45 3 11 % 33
Working capital $ 373 $ 3628 $ 3,49
Days sales in accounts receivable 36 29 46
Days of supply in inventory (t 4 1 2
Annual operating cash flo $ 89 $ 1858 $ 86¢

(@) Based on ending net trade receivables and mogitrquarterly net sales for each period.

(b) Based on ending inventory and most recent quartedy of sales for each period.

As of September 28, 2002, the Company had $4.3B3@rbin cash, cash equivalents, and shertn investments, virtually unchanged from
end of fiscal 2001. The primary sources of totahcaash equivalents, and short-term investmeritsaal 2002 were $89 million in cash
generated by operating activities and $105 millioproceeds from the exercise of employee stocloogt offset by cash utilized for business
and asset acquisitions of $52 million and capixpleaditures of $174 million.

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

Lease Commitmen

As of September 28, 2002, the Company had totatauting commitments on noncancelable operatirspteaf $464 million, $209 million
of which related to the lease of retail space atated facilities. Remaining terms on the Compaeyisting operating leases range from 1 to
12 years. Subsequent to September 28, 2002, th@&onentered into additional operating lease comanits for retail space with future
lease commitments totaling $65 million for periosdaging from 5 to 10 years.

Long-Term Debt

The Company currently has long-term debt outstaptirthe form of $300 million of aggregate prindipaount 6.5% unsecured notes. The
notes were sold at 99.925% of par, for an effegtietd to maturity of 6.51%. The notes pay inteigshiannually and mature on February 15,
2004.

Purchase Commitments with Contract Manufacturers @omponent Supplie

The Company utilizes several contract manufactuersanufacture subassemblies for the Company's products and to perfioial assembl
and test of finished products. These contract natufers acquire components and build product basettmand information supplied by
the Company, which typically covers periods randiogn 1 to 3 months. The Company also obtains iddial components for its products
from a wide variety of individual suppliers. Corsist with industry practice, the Company acquir®ponents through a combination of
formal purchase orders, supplier contracts, and opéers based on projected demand informatiorh 8rmal and informal purchase
commitments typically cover the Company's foreaghsmponent and manufacturing requirements foopsrianging from 30 to 130 days.
As of September 28, 2002, the Company had outstgntird-party manufacturing commitments and congmmpurchase commitments of
approximately $525 millior
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Capital Expenditures

Of total capital expenditures in 2002 of $174 roitlj $106 million was for retail store facilitiescaaquipment related to the Company's Retall
segment and $68 million was for corporate infragtrce including information systems enhancemendisogoerating facilities enhancements
and expansions. The Company currently anticipategliutilize approximately $160 million for capit expenditures during 2003,
approximately $77 million of which is expected @ dttilized for further expansion of the Companyé&ai segment and the remainder utili

to support normal replacement of existing capisaleds and enhancements to general informationaésgininfrastructure.

Stock Repurchase Plan

In July 1999, the Company's Board of Directors atiled a plan for the Company to repurchase up@$nillion of its common stock. This
repurchase plan does not obligate the Companycfoirgcany specific number of shares or acquireeshaver any specified period of time.
During 2002 and 2001, the Company repurchased monzm shares. However, during the fourth quart&0afl, the Company entered into a
forward purchase agreement to acquire 1.5 milllmares of its common stock in September of 2003 a@varage price of $16.64 per share

a total cost of $25.5 million. Since inception bétrepurchase plan, the Company has repurchasesonitted to repurchase a total of

6.55 million shares of its common stock at a cé$t217 million.

Nor-Current Debt and Equity Investments

The Company has held significant investments in ARlsimsung Electronics Co., Ltd, Akamai, and EartkLirhese investments are
reflected in the consolidated balance sheets agumoant debt and equity investments and have batagorized as available-for-sale
requiring that they be carried at fair value witirealized gains and losses, net of taxes, repartequity as a component of accumulated
other comprehensive income. All realized gainshendale of these investments have been includethér income. The combined fair value
of these investments was $39 million, $128 milliand $786 million as of the end of fiscal 2002, 208nd 2000, respectively. The Company
believes it is likely there will continue to be sificant fluctuations in the fair value of thesed@stments in the future.

Further information related to the Company's nomrent debt and equity investments may be foundaint I, Item 8 of this Form 10-K at
Note 2 of Notes to Consolidated Financial States

Factors That May Affect Future Results and FinancidCondition

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

General economic conditions and current economit palitical uncertainty could adversely affect hempany.

The Company's operating performance depends signify on general economic conditions. For mucthefpast 3 years, demand for the
Company's products has been negatively impactedibsening global economic conditions. Continuedeutainty about future economic
conditions continues to make it difficult to forstéuture operating results. Should global andaegli economic conditions fail to improve or
continue to deteriorate, demand for the Compangdyzts could continue to be adversely affecte@¢oadd the financial health of its
suppliers, distributors, and resellers.

The terrorist attacks that took place on SepteritbeP001, disrupted commerce throughout the wartti@eated many economic and
political uncertainties that have had a strong tiegampact on the global economy. The long-terfeas of the September 11, 2001 attacks
on the Company's future operating results and Gigcondition remain unknown. The national ane@inational responses to terrorist atta
the potential for future terrorist attacks and othets of hostility, and the potential for
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war in the Middle East have created economic aditiqgad uncertainties that could adversely affdwt Company's future operating results and
financial condition.

The market for personal computers is highly contipeti

The personal computer industry is highly competitawnd is characterized by aggressive pricing pregtidownward pressure on gr



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. Over the past seveisy price competition in the market for
personal computers has been particularly intense.dJompany's competitors who sell Windows-basesignedl computers have aggressively
cut prices and lowered their product margins ireotd gain or maintain market share in responsectkness in demand for personal
computing products that began in the second halatgndar 2000. The Company's results of operatiadginancial condition have been, i
in the future may continue to be, adversely afigédie these and other industry-wide pricing pressaral downward pressures on gross
margins.

The personal computer industry has also been dieaized by rapid technological advances in softWanetionality, hardware performance,
and features based on existing or emerging indgsaéirydards. Further, as the personal computertirydasd its customers place more relia
on the Internet, an increasing number of Intere@iaks that are smaller and simpler than traditiperesonal computers may compete for
market share with the Company's existing prodiggseral competitors of the Company have eitheetatjor announced their intention to
target certain of the Company's key market segmearaisiding consumer, education, professional asrdsumer digital video editing, and
design and publishing. Additionally, several of empany's competitors have introduced or annouplzet to introduce products that
mimic many of the unique design, technical featuaasl solutions of the Company's products. The Gomias many substantial
competitors, many of whom have greater financiakating, manufacturing, and technological resaairae well as broader product lines
larger installed customer bases than those of ttinmapany. Additionally, there has been a trend towamhsolidation in the personal computer
industry that has resulted in larger and potentistifonger competitors in the Company's markets.

The Company is currently the only maker of hardweasiag the Mac OS. The Mac OS has a minority magkate in the personal computer
market, which is dominated by makers of computélizing Microsoft's Windows operating systems. Thempany's future operating results
and financial condition are substantially dependenits ability to continue to develop improvemetatshe Macintosh platform in order to
maintain perceived design and functional advantages competing platforms, including Windows.

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

The Company's ability to compete successfully aathtain attractive gross margins is heavily depehdeon its ability to ensure a
continuing and timely flow of innovative and comiieé products and technology to the marketplaceakesult, the Company incurs higher
research and development costs as a percentageeniue than its competitors who sell Windows-bgsrdonal computers. Many of these
competitors seek to compete aggressively on pridengaintain very low cost structures. Further, assalt of the expansion of the Compa
Retail segment and costs associated with mark#tem@ompany's brand including its unique operasiygiem, the Company incurs higher
selling costs as a percent of revenue than maitg obmpetitors. If the Company is unable to camino develop and sell innovative new
products with attractive gross margins, its resoltsperations may be materially adversely affettgdts operating cost structure.
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The Company must successfully manage frequent giradroductions and transitions.

Due to the highly volatile nature of the persorahputer industry, which is characterized by dynaotistomer demand patterns and rapid
technological advances, the Company must contiypirgiioduce new products and technologies and ergharisting products in order to
remain competitive. The success of new producbihictions is dependent on a number of factorsydicfy market acceptance, the
Company's ability to manage the risks associatél pvbduct transitions, the availability of appltioa software for new products, the
effective management of inventory levels in linghaanticipated product demand, the availabilitypradducts in appropriate quantities to meet
anticipated demand, and the risk that new produetg have quality or other defects in the early esagf introduction. Accordingly, the
Company cannot determine in advance the ultimdéetethat new products will have on its sales sulis of operations.

During 2001, the Company introduced a new clierraping system, Mac OS X, and delivered its firagjonupgrade, Mac OS X version
10.1. During 2002, the Company delivered anothgomepgrade, Mac OS X Jaguar. Inability of the Campto improve the performance
and functionality of Mac OS X, advance customeregatance of the new operating system and its upgradebtain the continued
commitment of software developers to transitiorsexg applications to run on Mac OS X or create agwlications to run on Mac OS X,
may have an adverse impact on the Company's opgnatsults and financial condition.

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

The Company records a write-down for inventoriesahponents and products that have become obswlate in excess of anticipated
demand or net realizable value and accrues negagsarves for cancellation fees of orders for imwges that have been canceled. Although
the Company believes its inventory and related igions are adequate, given the rapid and unprédxdéctmce of product obsolescence in the
computer industry, no assurance can be given tihep@oy will not incur additional inventory and redtcharges. In addition, such charges
have had, and may again have, a material effeti@@Company's financial position and results ofrapens.



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 the Company will faséincorrectly and produce or order from
third parties excess or insufficient inventoriepafticular products. Consistent with industry piGg components are normally acquired
through a combination of formal purchase orderppber contracts, and open orders based on prajettmand information. Such formal and
informal purchase commitments typically cover tt@mrpany's forecasted component and manufacturingresgents for periods ranging
from 30 to 130 days. The Company's operating resuitl financial condition have been in the pastraay in the future be materially
adversely affected by the Company's ability to ngenigs inventory levels and respond to short-tehnifissin customer demand patterns.

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

Although most components essential to the Compdugiess are generally available from multiplerses, certain key components
including microprocessors and application speaifiegrated circuits ("ASICs") are currently obtadngy the Company from single or limited
sources. Some key components (including withouitdition DRAM, TFT-LCD flat-panel displays, and ol and magnetic disk drives),
while currently available to the Company from nmlki sources, are at times subject to industry-widelability and pricing pressures. In
addition, new products introduced by the Compangrohitially utilize custom components obtainednfronly one source until the Company
has evaluated whether there is a need for, anetqubstly qualifies, additional suppliers. In sitaas where a component or product utilizes
new technologies, initial capacity constraints rea&ist until such time as the suppliers' yields have
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matured. The Company and other producers in thepat computer industry also compete for variouspanents with other industries that
have experienced increased demand for their predibe Company uses some components that are mobt@o to the rest of the personal
computer industry including certain microprocessord ASICs. Continued availability of these compusenay be affected if producers w
to decide to concentrate on the production of camepts other than those customized to meet the Cuoytgogequirements. If the supply of a
key component were to be delayed or constrainea rew or existing product, the Company's resultgpefrations and financial condition
could be adversely affected.

The Company's ability to produce and market cortipetproducts is also dependent on the ability desire of IBM and Motorola, the sole
suppliers of the PowerPC RISC-based microprocdsstine Company's Macintosh computers, to provieeGompany with a sufficient
supply of microprocessors with price/performancdess that compare favorably to those suppligdedCompany's competitors by Intel
Corporation and other developers and producersabprocessors used by personal computers using/thdows operating systems.
Further, despite its efforts to educate the matepto the contrary, the Company believes thatynediits current and potential customers
believe that the relatively slower MHz rating ook speed of the microprocessors it utilizes iMegintosh systems compares unfavorab
those utilized by Windowbased systems and translates to slower overairaysérformance. There have been instances in rgearg wher
the inability of the Company's suppliers to provadkvanced G4 and G3 microprocessors with highekdpeeds in sufficient quantity has
had significant adverse effects on the Compangusit®of operations. The inability in the futuretbé Company to obtain microprocessors in
sufficient quantities with competitive price/penfoeince features could have an adverse impact dddh®pany's results of operations and
financial condition.

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

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

Final assembly of products sold by the Companwislocted in the Company's manufacturing facilitieSacramento, California, and Cork,
Ireland, and by external vendors in Fullerton, foafiia, Taiwan, Korea, the People's Republic off@hand the Czech Republic. Currently,
manufacture of many of the components used in tiragany's products and final assembly of all of@loenpany's portable products
including PowerBooks, iBooks, and the iPod is perfed by thirdparty vendors in Taiwan. If for any reason manuféng or logistics in an

of these locations is disrupted by regional ecompimisiness, environmental, political, or militagnditions or events, the Company's results
of operations and financial condition could be adely affected.

The Company's products could experience qualitplpros that result in decreased net sales and ojperarofits.

The Company sells highly complex hardware and softvproducts that may contain defects in desigmaembfacture. Sophisticated
operating system software and applications su¢hea€ompany sells often contains "bugs" that caxpectedly interfere with the operati



of the software. Defects may also occur in comptsand products the Company purchases from thitiepahat may be beyond its control.
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There can be no assurance that the Company wialblieto detect and fix all defects in the hardwaare software it sells. Failure to do so
could result in lost revenues, loss of reputatan significant expense to remedy.

The Company's retail initiative requires a subsi@nhvestment and commitment of resources andhigst to numerous risks and
uncertainties.

Since May of 2001, the Company has opened 51 s#tais in the United States and anticipates ogemiore stores in calendar 2003. The
Company's retail initiative has required substaimigestment in equipment and leasehold improvesjénformation systems, inventory, and
personnel. The Company has also entered into suladtaperating leases commitments for retail spaitle lease terms ranging from 5 to

12 years. The Company would incur substantial csfsteild it choose to terminate this initiative tose individual stores. Such costs could
adversely affect the Company's results of operatind financial condition. Additionally, a relatiydnigh proportion of the Retail segment's
costs are fixed because of depreciation on stamstagctions costs and lease expense. As a relalticsthe Retail segment experience a
decline in sales for any reason, significant losgesld result.

Certain of the Company's stores have been intatjodesigned and built to serve as high profilawes that function as vehicles for general
corporate marketing, corporate events, and brarsteavess. Because of their unique design elemexttjdns and size, these stores require
substantially more investment in equipment anddleakl improvements than the Company's typicallrstaies. The Company has opened
two such stores and has several others under geweltt. Because of their location and size, thege piofile stores also require the
Company to enter into substantially larger opegatiase commitments compared to those requireitsfarore typical stores. Current leases
on such locations have terms ranging from 5 todd@rywith total commitments per location over #&sk terms ranging from $25 million to
$50 million. Closure or poor performance of onehefse high profile stores could have a particulsigpificant negative impact on the
Company's results of operations and financial domdi

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

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

Unit sales of Power Macintosh systems fell 18%miy2002 as compared to 2001 and fell 35% in 206h 2000. Power Macintosh unit
sales have fallen as a percentage of total Madiniog sales from 38% in 1999 to 25% in 2002. Tloenpany believes that weak economic
conditions over the past several years are havprgr@ounced negative impact on its professionalaadtive customers who are the primary
users of such systems. The Company also belieagsidiny of these customers continue to delay upgratitheir Power Macintosh systems
due to the Company's ongoing transition to Mac G& ¥ in anticipation of certain software vendoamsitioning their professionally orient
Macintosh software applications to run nativeljMac OS X. In addition to the negative impact onsades, declining sales of Power
Macintosh systems also have a negative effect@@Ctimpany's overall gross margin because Powemitésti systems are generally higher
priced and have higher individual gross margins e
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Company's other Macintosh systems. Continued aegtion in Power Macintosh unit sales will adveysaffect the Company's future net
sales and gross margin. If future unit sales of &dvacintosh systems fail to partially or fully ce@r, it will be difficult for the Company to
improve its overall profitability.

The Company faces increasing competition in the &d8cation market.

Sales in the United States to both elementary aodr&lary schools, as well as for college and usityecustomers, remains a core market for
Apple. Net sales in these markets fell to 21% ef@ompany's total net sales in 2002 from 26% irll200is drop reflects declines in both
sales and Macintosh unit sales in these market8%fand 14%, respectively, in fiscal 2002 comp&oe2D01. These developments



consistent with industry data showing the Compasjnig market share in the U.S. education markeaah of the last two fiscal years.
Several competitors of the Company have eitheetatjor announced their intention to target theation market for personal computers.
Although the Company has taken certain steps émgthen its position in the education market, tlvarebe no assurance that the Company
will be able to increase its share of the educatianket or maintain its existing share of that nearkeailure to increase or maintain market
share in the education market may have an advesgct on the Company's operating results and finhogndition.

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

The Company distributes its products through wradtes, resellers, national and regional retailads @taloguers, many of whom distribute
products from competing manufacturers. In addittbe, Company also sells many of its products asdllisecertain third-party products in
most of its major markets directly to end userstaie education customers, and certain resellemith its online stores around the world.
The Company also sells its own products and cetitétid-party products through its retail storeshia United States. Many of the Company's
significant resellers operate on narrow productgimsrand have been negatively affected by currem@mic conditions. Considerable trade
receivables that are not covered by collaterakedicinsurance are outstanding with the Compadtigtsibution and retail channel partners.
The Company's business and financial results doeiladversely affected if the financial conditiortlodse resellers weakened, if resellers
within consumer channels were to cease distribudgfdhe Company's products, or if uncertainty regey demand for the Company's
products caused resellers to reduce their ordamagmarketing of the Company's products.

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

The Company's business is subject to the riska@fniational operations.

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

in which the products are sold and goods and ses\ace purchased. Historically, the Company's psiragposure to movements in foreign
currency exchange rates relate to non-dollar denat®d sales in Europe, Japan, Australia, Canadesextain parts of Asia and non-dollar
denominated operating expenses incurred througheuwvorld. Weaknesses in foreign currencies, padity the Japanese Yen and the Euro,
can adversely impact consumer demand for the Coytgoproducts and the U.S. dollar value of the Camjsaforeign currency denominated
sales. Conversely, strengthening in these and @heign currencies can increase the cost to thagamy of product components, negatively
affecting the Company's results of operations.

40

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

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

The Company's future performance is dependent appport from third-party software developers.

The Company believes that decisions by customeapsrthase the Company's personal computers, aseppo Windows-based systems, are
often based on the availability of third-party sedte for particular applications such as Microsaftice. The Company also believes the
availability of third-party application softwarerfthe Company's hardware products depends in patial-party developers' perception and
analysis of the relative benefits of developingjntaning, and upgrading such software for the Canys products versus software for the
larger Windows market. This analysis is based otofa such as the perceived strength of the Compadyts products, the anticipated
potential revenue that may be generated, acceplancestomers of Mac OS X, and the costs of dewetppuch software products. To the
extent the Company's financial losses in prior geard the minority market share held by the Compatlye personal computer market, as
well as the Company's decision to end its Mac ©&Bing program, have caused software developepsetstion the Company's prospects in
the personal computer market, developers coulé$mihclined to develop new application softwarapmgrade existing software for the
Company's products and more inclined to devote teeburces to developing and upgrading softwaréhfolarger Windows market. In
addition, past and future development by the Comgdiits own software applications and solutiong/magatively impact the decision of
software developers to develop, maintain, and wEgsimilar or competitive software for the Comparproducts. Moreover, there can be no
assurance software developers will continue to ldgveoftware for Mac OS X, the Company's new opegagystem, on a timely basis or at
all.

In August 1997, the Company and Microsoft Corporagntered into patent cross license and techn@gggements. In addition, for a period
of five years through August 2002, and subjecteidain limitations related to the number of Macsit@womputers sold by the Compa



Microsoft was required to make versions of its Mgwft Office and Internet Explorer products for Mac OS. Although Microsoft has
released Microsoft Office and Internet Explorer ffiteic OS X, Microsoft is not obligated to producéufie versions of its products subsequent
to August 2002. While the Company believes itstieteship with Microsoft has been and will continieebe beneficial to the Company and to
its efforts to increase the installed base forMlae OS, the Company does compete directly with doft in a number of key areas.
Accordingly, Microsoft's interest in producing ajggltion software for the Mac OS following expiratiof the agreements may be influenced
by Microsoft's perception of its interests as thador of the Windows operating system. Disconticeasf Microsoft Office and other
Microsoft products for the Macintosh platform wolldve an adverse effect on the Company's net aatesesults of operations.

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

Many of the Company's products are designed taidecintellectual property obtained from third pastiWhile it may be necessary in the
future to seek or renew licenses relating to variaspects of its products and business method€,dimpany believes that based upon past
experience and industry practice, such licenseergy could be obtained on commercially reasonédai@s. However, there can be no
assurance that the necessary licenses would batzezor available on acceptable terms.
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Because of technological changes in the computkrsiiny, current extensive patent coverage, andapie rate of issuance of new patents, it
is possible certain components of the Company'duymts and business methods may unknowingly infrexdsting patents of others. The
Company has from time to time been notified thatéty be infringing certain patents or other intilal property rights of others. Responc
to such claims, regardless of their merit, caniftne tonsuming, result in significant expenses, @ngse the diversion of management and
technical personnel. Several pending claims av&iious stages of evaluation. The Company may denshe desirability of entering into
licensing agreements in certain of these caseseMeryno assurance can be given that such liceaselse obtained on acceptable terms or
that litigation will not occur. In the event thdsea temporary or permanent injunction entered ipitihg the Company from marketing or
selling certain of its products or a successfuhelaf infringement against the Company requiringipay royalties to a third-party, the
Company's future operating results and financialdition could be adversely effected. Informatiogarling claims and potential litigation
involving the Company related to alleged patentimgement and other matters is set forth in Pdtéin 3 of this Form 10-K. In the opinion
of management, the Company does not have a pdtkaidity for damages or royalties from any cuntéegal proceedings or claims related
to the infringement of patent or other intellectpedperty rights of others that would have a matexdiverse effect on its results of operations,
or financial condition. However, the results of lslegal proceedings cannot be predicted with aastaBhould the Company fail to prevail in
any of the matters related to infringement of paterother intellectual property rights of otheesdribed in Part I, Item 3 of this Form 10-K
or should several of these matters be resolvedsighie Company in the same reporting period, gegaiing results of a particular reporting
period could be materially adversely affected.

The Company expects its quarterly revenues andatipgrresults to fluctuate for a variety of reasons

The Company's profit margins vary among its prosluits geographic markets, and its distributionnecieds. As a result, the overall
profitability of the Company in any given periodlivdepend, in part, on the product, geographic, @rahnel mix reflected in that period's net
sales.

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

The Company generally sells more products durieghird month of each quarter than it does durittgee of the first two months, a pattern
typical in the personal computer industry. Thigsglattern can produce pressure on the Compatgteahinfrastructure during the third
month of a quarter and may adversely impact the g2my's ability to predict its financial results acately. Developments late in a quarter,
such as lower-thaanticipated demand for the Company's productsntamrial systems failure, or failure of one of thepany's key logistic
or components suppliers, can have significant advenpacts on the Company and its results of dpasaand financial condition.

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

Much of the future success of the Company dependiecontinued service and availability of skilfgetsonnel, including those in technical,
marketing and staff positions. Experienced persbinrtie information technology industry are in higemand and competition for their
talents is intense, especially in the Silicon VAgllwhere the majority of the Company's employeeda@rated. There can be no assurance that
the Company will be able to successfully attract eetain the key personnel it needs. Additionalbylatility or a lack of positive performance
in the Company's stock price may adversely aftscibility to retain key employees. As of Septent#r2002, a substantial majority of the
Company's outstanding employee stock options wet®Bthe-money.

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

The Company has observed rapidly changing conditiothe insurance markets relating to nearly rélaa of traditional corporate insuran



Such conditions have resulted in higher premiuntscdsgher policy deductibles, and lower coveragéts. For some risks, because of cost
and/or availability, the

42

Company does not have insurance coverage. For teasens, the Company is retaining a greater podtfidts insurable risks than it has in
the past at relatively greater cost.

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

The Company distributes its products through tipiatdty computer resellers and retailers and dirdotlyertain educational institutions and
commercial customers. A substantial majority of @@mpany's outstanding trade receivables are nared by collateral or credit insurance.
The Company also has non-trade receivables frotainasf its manufacturing vendors resulting frore gale by the Company of raw material
components to these manufacturing vendors who raature sutassemblies or assemble final products for the Comnp&/hile the Compar
has procedures in place to monitor and limit exp@s$o credit risk on its trade and non-trade resglies, there can be assurance that such
procedures will be effective in limiting its credisk and avoiding losses. Additionally, if the lgbd economy and regional economies fail to
improve or continue to deteriorate, it becomes ntikedy that the Company will incur a material lamslosses as a result of the weakening
financial condition of one or more of its customersnanufacturing vendors.

The market value of the Company's non-current delitequity investments is subject to significatatily.

The Company holds minority investments in seveudlip companies with a combined fair market valéiegproximately $39 million as of
September 28, 2002. These investments are in hublced companies whose share prices are subjsgynificant volatility. The Company
has categorized its investments in these compasiasailable-for-sale requiring the investmentsdreied at fair value, with unrealized gains
and losses, net of taxes, reported as a compohantomulated other comprehensive income. The Cagnpacognizes an impairment cha

to earnings when it is judged an investment hasmapced a decline in value that is other-than-tmawy. The Company has recognized
material impairment charges related to its nonantrdebt and equity investments twice in the lastfiscal years.

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

Production and marketing of products in certaitestand countries may subject the Company to emviemtal and other regulations
including, in some instances, the requirementtti&aiCompany provide consumers with the abilityettum to the Company product at the

of its useful life, and place responsibility formonmentally 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, there is no assurance that
such existing laws or future laws will not have atemial adverse effect on the Company.

The parliament of the European Union is workindioalizing the Waste Electrical and Electronic Heuent Directive (the Directive). The
Directive makes producers of electrical goods,uditlg personal computers, financially responsibletlie collection, recycling, and safe
disposal of past and future products. The Direativest now be approved and implemented by individiuabpean Union governments by
June 2004, while the producers' financial obligadiare scheduled to start June 2005. The Compamigstial liability resulting from the
Directive related to past sales of its products expgknses associated with future sales of its ptaday be substantial. However, because it is
likely that specific laws, regulations, and enfanemt policies will vary significantly between indtiwal European member states, it is not
currently possible to estimate the Company's egdtability or future expenses resulting from ieective. As the European Union and its
individual member states clarify specific requirertseand policies with respect to the Directive, @rmmpany will continue to assess its
potential financial impact. Similar legislation mbg enacted in other geographies, including federdlstate legislation in the United States,
the cumulative impact of which could be significant

43

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

The Company's major business operations are subj@uerruption by earthquake, fire, power shoemderrorist attacks and other hostile
acts, labor disputes, and other events beyonaitsa. The majority of the Company's research development activities, its corporate
headquarters, and other critical business opemgtinnluding certain major components suppliersmadufacturing vendors, are located near
major seismic faults. The Company does not camghgaake insurance for direct quake-related losBes.Company's operating results and
financial condition could be materially adversetfeated in the event of a major earthquake or ottaural or manmade disaster.

Unanticipated changes in the Company's tax ratesgdcaffect its future result:



The Company's future effective tax rates couldadwerfably or unfavorably affected by unanticipatbdrmges in the mix of earnings in
countries with differing statutory tax rates, chesign the valuation of the Company deferred tartasand liabilities, or by changes in tax
laws or their interpretation.

The Company's stock price may be volatile.

The Company's stock has at times experienced sutadtarice volatility as a result of variationsti¥een its actual and anticipated financial
results and as a result of announcements by thep@woyrand its competitors. In addition, the stockkmghas experienced extreme price and
volume fluctuations that have affected the markieepof many technology companies in ways that Hemen unrelated to the operating
performance of these companies. These factorselhssvgeneral economic and political conditiond avestors' concerns regarding the
credibility of corporate financial reporting andegrity of financial markets, may materially adwaysaffect the market price of the
Company's common stock in the future.

44

Item 7A. Disclosures About Market Risk
Interest Rate and Foreign Currency Risk Manager

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 non-hedge portfolios,@menpany continually monitors its foreign exchangeviard and option positions, and its
interest rate swap and option positions both aradsalone basis and in conjunction with its ungded foreign currency and interest rate
related exposures, respectively, from both an adiogiand an economic perspective. However, gihiereffective horizons of the Compar
risk management activities and the anticipatoryreaof the exposures intended to hedge, there eao lassurance the aforementioned
programs will offset more than a portion of the edbe financial impact resulting from unfavorableverments in either foreign exchange or
interest rates. In addition, the timing of the aotting for recognition of gains and losses relatechark-to-market instruments for any given
period may not coincide with the timing of gaingldosses related to the underlying economic exmssand, therefore, may adversely affect
the Company's operating results and financial posiThe Company adopted Statement of FinanciabAnting Standard No. 133,
Accounting for Derivative Instruments and Hedgingivties, as of October 1, 2000. SFAS No. 133 establishesuating and reporting
standards for derivative instruments, hedging #i@s; and exposure definition. Management doesali¢ve that ongoing application of
SFAS No. 133 will significantly alter the Compankisdging strategies. However, its application nmaydase the volatility of other income
and expense and other comprehensive income.

Interest Rate Ris

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

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

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 Company's exposure to market risk for chang@gérest rates relates primarily to the Compaimysstment portfolio and longerm deb
obligations and related derivative financial inatents. The Company places its short-term investnartighly liquid securities issued by
high credit quality issuers and, by policy, limitee amount of credit exposure to any one issuex.ddmpany's general policy is to limit the
risk of principal loss and ensure the safety oested funds by limiting market and credit risk. Aighly liquid investments with maturities of
three months or less are classified as cash egmitgalhighly liquid investments with maturities gier than three months are classified as
short-term investments. As of September 28, 20008 billion of the Company's investment portfatlassified as short-term investments
was invested in U.S. Agency and corporate debtrgEsuwith maturities ranging from 1 to 5 years éf September 29, 2001, $313 million
of the Company's investment portfolio classifiedhsrt-term investments was in U.S. agency seeantith underlying maturities ranging
from 1 to 4 years. The remainder all had underlyiredurities between 3 and 12 months. Due to liquidéeds, or in anticipation of credit
deterioration, or for the purpose of duration mamagnt of the Company
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investment portfolio, the Company may sell invesitagrior to their stated maturities. As a restisuch activity, the Company recognized
net gains of $7 million in 2002 and $1 million iAL.

In order to provide a meaningful assessment ofrttezest rate risk associated with the Companysstment portfolio, the Company
performed a sensitivity analysis to determine thpdct that a change in interest rates would hawb®ralue of the investment portfolio
assuming a 100 basis point parallel shift in theddycurve. Based on investment positions as ofedeiper 28, 2002, a hypothetical 100 basis
point increase in interest rates across all magrivould result in a $37.7 million decline in ftaé market value of the portfolio. As of
September 29, 2001, a similar 100 basis point shifie yield curve would have resulted in a $ImiBion decline in fair value. Such losses
would only be realized if the Company sold the stagents prior to maturity. Except in instances dabove, the Company's policy is to h
investments to maturity.

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

During the last two years, the Company has entetednterest rate swaps with financial institutsan order to better match the Company's
floating-rate interest income on its cash equivial@md short-term investments with its fixed-ratieliest expense on its lotgrm debt, and/c

to diversify a portion of the Company's exposureaa¥om fluctuations in short-term U.S. intereser The interest rate swaps, which
qualified as accounting hedges, generally requiiedCompany to pay a floating interest rate basethe three- or six-month U.S. dollar
LIBOR and receive a fixed rate of interest withemthanges of the underlying notional amounts. Thesps effectively converted the
Company's fixed-rate 10-year debt to floating-debt and convert a portion of the floating rateestiments to fixed rate. Due to prevailing
market interest rates, during 2002 the Companyredt@to and then subsequently closed out debt peaitions realizing a gain of

$6 million. During 2001 the Company closed outddlits then existing debt swap positions realizingain of $17 million. Both the gains in
2001 and 2002 were deferred, recognized in long-tibt and are being amortized to other incomeeapdnse over the remaining life of the
debt. At certain times in the past, the Companyatiss entered into interest rate contracts thairdeaded to reduce the cost of the interest
rate risk management program. The Company doelsatdtor transact in such financial instrumentsgorposes other than risk management.

The Company's asset swaps did not qualify for hedgeunting treatment and were recorded at fairevah the balance sheet with associ
gains and losses recorded in interest and otheniacinterest rate asset swaps outstanding agptér8ber 30, 2000, had a weighted-average
receive rate of 5.50% and a weighted-average payofe6.66%. The unrealized loss on these assetgssas of September 30, 2000, of

$5.7 million was deferred and then recognized aoine in 2001 as part of the SFAS No. 133 transaigjnstment effective on October 1,
2000. The Company closed out all of its existirngriest rate asset swaps during 2001 realizingraafe$1.1 million.

Foreign Currency Ris

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 excharages, and in particular a strengthening
of the U.S. dollar, may negatively affect the Comypa net sales and gross margins as expresse&irdbllars. There is also a risk that the
Company will have to adjust local currency produrgting within the time frame of our hedged posisalue to competitive pressures when
there has been significant volatility in foreigrmmmncy exchange rates.
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The Company enters into foreign currency forward aption contracts with financial institutions panly to protect against foreign exchau
risks associated with existing assets and lia¢djtcertain firmly committed transactions, and piwé but not firmly committed transactions.
Generally, the Company's practice is to hedge anityapf its existing material foreign exchangensaction exposures. However, the
Company may not hedge certain foreign exchangsagion exposures due to immateriality, prohibigeenomic cost of hedging particular
exposures, and limited availability of appropriatdedging instruments. The Company also enteosfareign currency forward and option
contracts to offset the foreign exchange gainslassks generated by themeasurement of certain recorded assets and liabiiteEnominate
in non-functional currencies of its foreign subarifs.

In order to provide a meaningful assessment ofdreign currency risk associated with certain & @ompany's foreign currency derivative
positions, the Company performed a sensitivity gsialusing a value-at-risk (VAR) model to assesspibtential impact of fluctuations in
exchange rates. The VAR model consisted of usiMgate Carlo simulation to generate 3000 random etgukice paths. The value-at-risk is
the maximum expected loss in fair value, for a gigenfidence interval, to the Company's foreignhexge portfolio due to adverse
movements in rates. The VAR model is not intenaeatpresent actual losses but is used as a rishagstn and management tool. The mc



assumes normal market conditions. Forecasted ttosg, firm commitments, and assets and liabditenominated in foreign currencies
were excluded from the model. Based on the resiilfse model, the Company estimates with 95% cemnfdé a maximum onday loss in fai
value of $3.8 million as of September 28, 2002 carad to a maximum one-day loss of $6.8 million eSeptember 29, 2001. Because the
Company uses foreign currency instruments for heglgurposes, losses incurred on those instrumeaigeaerally offset by increases in the
fair value of the underlying exposures.

Actual gains and losses in the future associatéu tve Company's investment portfolio and derivafiositions may differ materially from
the sensitivity analyses performed as of Septer@8e2002 due to the inherent limitations associatith predicting the changes in the timing
and amount of interest rates, foreign currency argks rates, and the Company's actual exposurgsoaitibns.
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CONSOLIDATED BALANCE SHEETS

(In millions, except share amounts)

September 28, 2002 September 29, 2001
ASSETS:
Current asset:

Cash and cash equivalel $ 225 % 2,31C
Shor-term investment 2,08t 2,02¢
Accounts receivable, less allowances of $51 and &Spectively 56& 46¢€
Inventories 45 11
Deferred tax asse 16€ 16¢
Other current asse 27¢ 161

Total current asse 5,38¢ 5,14:
Property, plant, and equipment, | 621 564
Non-current debt and equity investme 39 12¢
Acquired intangible asse 11¢ 76
Other asset 131 11C

Total asset $ 6,29¢ $ 6,021



LIABILITIES AND SHAREHOLDERS' EQUITY:
Current liabilities:

Accounts payabl $ 911  $ 801
Accrued expense 747 717
Total current liabilities 1,65¢ 1,51¢
Long-term debr 31¢€ 317
Deferred tax liabilities 22¢ 26€
Total liabilities 2,202 2,101
Commitments and contingenci
Shareholders' equit
Common stock, no par value; 900,000,000 share®dr¢hl; 358,958,989 and
350,921,661 shares issued and outstanding, resgkc 1,82¢ 1,69:
Acquisitior-related deferred stock compensal @) (11
Retained earning 2,32¢ 2,26(
Accumulated other comprehensive income (li (49 (22
Total shareholders' equi 4,09t 3,92(
Total liabilities and shareholders' eqL $ 6,29¢ $ 6,021
I
See accompanying notes to consolidated financitdsients.
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CONSOLIDATED STATEMENTS OF OPERATIONS
(In millions, except share and per share amounts)
Three fiscal years ended September 28, 2002 2002 2001 2000
Net sales $ 5,742 5,36: 7,98:
Cost of sale: 4,13¢ 4,12¢ 5,811
Gross margir 1,60z 1,23t 2,16¢
Operating expense
Research and developmt 44¢€ 43C 38C
Selling, general, and administrati 1,111 1,13¢ 1,16¢
Special charge:
Restructuring cosl 30 — 8
In-process research and developn 1 11 —
Executive bonu 2 — a0
Total operating expens 1,58¢ 1,57¢ 1,64¢
Operating income (los! 17 (344) 522
Other income and expens
Gains (losses) on n-current investments, n (42 88 367
Unrealized loss on convertible securit — (13 —
Interest and other income, r 112 217 203




Total other income and exper 70 292 57C
Income (loss) before provision for income ta 87 (52 1,09z
Provision for (benefit from) income tax 22 (15) 30¢€
Income (loss) before accounting chau 65 (37) 78€
Cumulative effect of accounting change, net of medaxes of $! — 12 —
Net income (loss $ 65 $ 25 % 78€
I I I
Earnings (loss) per common share before accountingge
Basic $ 0.1¢ $ (0.11) $ 2.4z
Diluted $ 0.1¢ $ (0.11) $ 2.1¢
Earnings (loss) per common she
Basic $ 0.1¢ $ (0.07) $ 2.4z
Diluted $ 0.1¢ $ (0.07) $ 2.1¢
Shares used in computing earnings (loss) per gmatieousands)
Basic 355,02: 345,61: 324,56¢
Diluted 361,78 345,61. 360,32
See accompanying notes to consolidated financitdsients.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(In millions, except share amounts which are in thasands)
Preferred Stock Common Stock Acquisition- Accumulated
Related Other Total
Retained Deferred Stock Comprehensive Shareholders'
Shares Amount Shares Amount Earnings Compensation Income (Loss) Equity
Balances as of September 25, 1999 15C $ 15C 321,59¢ $ 1,34¢ $ 1,49¢ $ — $ 10€ $ 3,10¢
Components of comprehensive income:
Net income 78€ 78€
Foreign currency translatic — — — — — — 17) 7
Change in unrealized gain on
available-for-sale securities, net of
tax — — — — — — 15E 15¢
Total comprehensive income 924
Common stock issued under stock
option and purchase pla — — 7,632 85 — — — 85
Conversion of Series A preferred stc (74) (74) 9,00( 74 — — — —
Common stock repurchased — — 2,559 (116) — — — 116
Tax benefit related to stock options — — — 11C — — — 11C
Balances as of September 30, 2000 76 $ 76 335,67 $ 1,502 $ 2,285 $ — $ 244 $ 4,107
Components of comprehensive income
(loss):
Net income (loss (25) (25)
Foreign currency translatic — — — — — — (©)) )
Change in unrealized gain on
available-for-sale securities, net of
tax — — — — — — 267) (267)
Change in unrealized gain on
derivative investments, net of tax — — — — — — 4 4

Total comprehensive income
(loss)

(291)



Issuance of common stock and
assumption of stock options in

connection with acquisition — — 2,402 66 — @3) — 53
Amortization of acquisition-related
deferred stock compensati — — — — — 2 — 2
Common stock issued under stock
option and purchase plans — — 3,66( 42 — — 42
Conversion of Series A preferred stock (76) (76) 9,182 76 — — — —
Tax benefit related to stock optio — — — 7 — — — 7
Balances as of September 29, 2001 — $ —350,92: 1,69 $ 2,26( 11) $ 22 $ 3,92(
Components of comprehensive income
(loss):
Net income (loss 65 65
Foreign currency translation — — — — 5 5
Change in unrealized gain on
available-for-sale securities, net of
tax — — — — — — 10) 17)
Change in unrealized gain on
derivative investments, net of t — — — — — — (15) (15)
Total comprehensive income
(loss) 38
Amortization of acquisition-related
deferred stock compensati — — — — — 4 — 4
Common stock issued under stock
option and purchase plans — — 8,037 10E — — 10t
Tax benefit related to stock optio — — — 28 — — — 28
Balances as of September 28, 2002 — $ —358,95¢ 1,82¢ $ 2,32¢ (GE 49 $ 4,09t

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

(In millions)
Three fiscal years ended September 28, 2002 2002 2001 2000
Cash and cash equivalents, beginning of the $ 231C $ 1,191 % 1,32¢
Operating:
Net income (loss 65 (25) 78€
Cumulative effect of accounting change, net of $ — (12 —
Adjustments to reconcile net income to cash geadray operating activitie:
Depreciation and amortizatic 11¢€ 10z 84
Provision for deferred income tax (39 (36) 162
Loss on disposition of property, plant, and equiph 7 9 10
(Gains) losses on investments, 35 (88) (367)
Unrealized loss on convertible securit — 13 —
Purchased -process research and developn 1 11 —
Changes in operating assets and liabilit
Accounts receivabl (99 487 (272)
Inventories (39) 22 (13
Other current asse (114 10€ (37
Other asset (171) 12 20
Accounts payabl 11C (35€) 31¢
Other current liabilitie 45 (60) 17¢€
Cash generated by operating activi 89 18t 86¢




Investing:

Purchase of shc-term investment (4,149 (4,26¢) (4,267
Proceeds from maturities of st-term investment 2,84¢ 4,811 3,07t
Proceeds from sales of st-term investment 1,25¢ 27¢ 25€
Purchases of lor-term investment — (1) (232
Purchase of property, plant, and equipn (1749 (232) (142
Proceeds from sales of equity investme 25 34C 372
Cash used for business acquisiti (52 — —
Other (7 (36) (34)
Cash generated by (used for) investing activ (252) 892 (972
Financing:
Proceeds from issuance of common sl 10t 42 85
Cash used for repurchase of common s — — (11€¢)
Cash generated by (used for) financing activ 10t 42 (3D
Increase (decrease) in cash and cash equivi (58) 1,11¢ (13%)
Cash and cash equivalents, end of the $ 2,25, % 231C % 1,191

Supplemental cash flow disclosur

Cash paid during the year for inter $ 20 $ 20 $ 20
Cash paid for income taxes, 1 $ 11 % 42 % 47
Noncash transaction
Issuance of common stock for conversion of Serigseferred stoc $ — $ 76 $ 74
Issuance of common stock in connection with actjais $ — 8 66 $ —

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

Apple Computer, Inc. and its subsidiaries (the Canyp designs, manufactures, and markets personguters and related personal
computing and communicating solutions for sale prity to education, creative, consumer, and busicestomers.

Basis of Presentation and Preparation

The accompanying consolidated financial statemietade the accounts of the Company. Intercompaepants and transactions have been
eliminated. The preparation of these consolidaiteahtial statements in conformity with U.S. genlgratcepted accounting principles
requires management to make estimates and assasfhit affect the amounts reported in these cimtzdet! financial statements and
accompanying notes. Actual results could differamiatly from those estimates.

Typically, the Company's fiscal year ends on tis¢ &aturday of September. Fiscal years 2002 antl @@de each 52-week years. However,
approximately every six years, the Company repmf8week fiscal year to align its fiscal quarters wgdlendar quarters by adding a wee
its first fiscal quarter. Consequently, an additibweek was added to the first quarter of fiscfl®Il information presented herein is based
on the Company's fiscal calendar.

Financial Instruments
Investment:

The Company places its short-term investmentsghlfiliquid securities issued by high credit qualgsuers. All highly liquid investments
with maturities of three months or less at the @ddfgurchase are classified as cash equivalerghjyhiiquid investments with maturities
greater than three months are classified as-term investments. Management determines the agptemlassification of its investments



debt and marketable equity securities at the tifruochase and reevaluates such designation achftelance sheet date. The Company's
marketable debt and equity securities have beeasifiled and accounted for as available-for-sales€hsecurities are carried at fair value,
with the unrealized gains and losses, net of taegmrted as a component of shareholders' equity.cbst of securities sold is based upon the
specific identification method.

Derivative Financial Instrument

On October 1, 2000, the Company adopted Statenfi¢tib@ancial Accounting Standards (SFAS) No. 188¢ounting for Derivative
Instruments and Hedging Activiti. SFAS No. 133 establishes accounting and repostiagdards for derivative instruments, hedging
activities, and exposure definition. SFAS No. 188uires that all derivatives be recognized as e#thsets or liabilities at fair value.
Derivatives that are not hedges must be adjustértealue through income. If the derivative ihedge, depending on the nature of the
hedge, changes in fair value will either be oftsgaiinst the change in fair value of the hedgedsdsmbilities, or firm commitments through
earnings, or recognized in other comprehensivenigcontil the hedged item is recognized in earnihigt.of the related income tax effect of
approximately $5 million, adoption of SFAS No. 11&@3ulted in a favorable cumulative-effect-type atipent to net income of approximately
$12 million. Net of the related income tax effetapproximately $5 million, adoption of SFAS No.3l&sulted in a favorable cumulative-
effect-type adjustment to other comprehensive ireofmapproximately $12 million, all of which waslassified to earnings during 2001.
Management does not believe that ongoing applicaticSFAS No. 133 will significantly alter the Coanpy's hedging strategies. However
application may increase the volatility of othecame and expense and other comprehensive income.

For derivative instruments that hedge the exposuvariability in expected future cash flows theg attributable to a particular risk and that
are designated as cash flow hedges, the net géison the
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derivative instrument is reported as a componewotluér comprehensive income in stockholders' ety reclassified into earnings in the
same period or periods during which the hedgeds#etion affects earnings. To receive hedge acamyiritatment, cash flow hedges must be
highly effective in achieving offsetting changeset@ected future cash flows on hedged transactiemrsderivative instruments that hedge the
exposure to changes in the fair value of an assliability or an identified portion thereof thate attributable to a particular risk and that are
designated as fair value hedges, the net gainserdo the derivative instrument as well as theettffgg gain or loss on the hedged item
attributable to the hedged risk are recognizedmiags in the current period. The net gain or msshe effective portion of a derivative
instrument that is designated as an economic hefde foreign currency translation exposure ofriteeinvestment in a foreign operation is
reported in the same manner as a foreign currenoglation adjustment. For forward contracts destiggh as net investment hedges, the
Company excludes changes in fair value relatinchemnges in the forward carry component from it$nitgdn of effectiveness. Accordingly,
any gains or losses related to this componentem@gnized in current earnings. For derivative imsgnts not designated as hedging
instruments, changes in fair value are recognimeghrnings in the current period.

For foreign currency forward contracts designatedash flow hedges, hedge effectiveness is meabassil on changes in the fair value of
the contract attributable to changes in the forveacthange rate. Changes in the expected futureflcash on the forecasted hedged
transaction and changes in the fair value of tinwdod hedge are both measured from the contrazteoahe forward exchange rate associated
with the forward contract's maturity date. For emgy option contracts designated as cash flow e dgeige effectiveness is measured basec
on changes in total fair value of the option cotttréledge effectiveness is assessed by comparngrésent value of the cumulative change
in expected cash flows on the hedged transactietesmdined as the sum of the probability-weightett@mes with respect to the option strike
rates with the total change in fair value of thé@phedge. For interest rate swap agreementsfyginglias fair value hedges, the Company
assumes no ineffectiveness because these swapshmeeteria for accounting under the short-cuthrod defined in SFAS No. 133.

Inventories

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

Property, Plant, and Equipment

Property, plant, and equipment are stated at Begireciation is computed by use of the decliningt@e and straight-line methods over the
estimated useful lives of the assets, which arge3s for buildings, from 2 to 5 years for equipteand the shorter of lease terms or
estimated useful lives for leasehold improvemente Company capitalizes eligible costs to acquirdevelop internal-use software that are
incurred subsequent to the preliminary projectest&ppitalized costs related to internal-use sofiveae amortized using the straight-line
method over the estimated useful lives of the assétich range from 3 to 5 years.

Prior to the fourth quarter of 2001, the Compang tlassified capitalized costs related to inteursd-software on the balance sheet in other
assets. Effective as of September 29, 2001, analfother periods presented, the Company hasssifiled internal-use software to property,
plant, and equipment and reclassified related iagls for the purchase or development of interred-goftware from cash flow from
operations to cash flow from investing activiti
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Non-Current Debt and Equity Investments

Investments categorized as non-current debt antyagquestments on the consolidated balance shreahaequity and debt instruments of
public companies. They are not categorized as guassets either because, given their nature,ateepot readily convertible into cash or
because they represent potentially longer-termsiments by the Company. Further, the fair valuthe$e investments has been subject to a
high degree of volatility. The Company's non-cutmdebt and equity investments have been categosizedailable-for-sale requiring that
they be carried at fair value with unrealized gaind losses, net of taxes, reported in equity@sygonent of accumulated other
comprehensive income. However, the Company recegram impairment charge to earnings in the eveethne in fair value below the cost
basis of one of these investments is determindée tmther-than-temporary. The Company includes mized gains and losses resulting from
the sale or from other-than-temporary declinesinvalue associated with these investments inratlteme and expense. Occasionally, the
Company uses short-term equity derivatives to mampadential dispositions of non-current debt anditggnvestments. Any gains or losses
associated with such derivatives are recognizectntly in other income and expense.

Long-Lived Assets Including Goodwill and Other Acqured Intangible Assets

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

or changes in circumstances indicate the carryinguent of an asset may not be recoverable. Recoligralf these assets is measured by
comparison of its carrying amount to future undistded cash flows the assets are expected to genHrptoperty, plant, and equipment and
certain identifiable intangibles are consideretiédmpaired, the impairment to be recognized eghalsmount by which the carrying value
of the assets exceeds its fair market value. Fothtee years ended September 28, 2002, the Conpanyade no material adjustments to its
long-lived assets except those made in connectitintiae restructuring actions described in Note 5.

The Company adopted SFAS No. 1&odwill and Other Intangible Asseti the first quarter of fiscal 2002. SFAS No. Téfuires that
goodwill and intangible assets with indefinite uddives no longer be amortized, but instead beetefor impairment at least annually or
sooner whenever events or changes in circumstamdiesite that they may be impaired. Prior to fis2@02, goodwill was amortized using 1
straight-line method over its estimated useful [ifae Company completed its transitional and angaabtiwill impairment tests as of

October 1, 2001, and August 30, 2002, respectialg, found no impairment. The Company establisbpdrting units based on its current
reporting structure. For purposes of testing gotidai impairment, goodwill has been allocatedtiegte reporting units to the extent it relates
to each reporting unit.

SFAS No. 142 also requires that intangible assétsdefinite lives be amortized over their estinthteseful lives and reviewed for
impairment in accordance with SFAS No. 1Adcounting for the Impairment of Long-Lived Assatd for Long-Lived Assets to Be Disposed
Of. The Company is currently amortizing its acquirgdngible assets with definite lives over perioatsging from 3 to 7 years.

Foreign Currency Translation

The Company translates the assets and liabilifigs mternational non-U.S. functional currencybsidiaries into U.S. dollars using exchange
rates in effect at the end of each period. Reveandsxpenses for these subsidiaries are translaied rates that approximate those in effect
during the period. Gains and losses from thesalations are credited or charged to "accumulateustation adjustment” included in
"accumulated other comprehensive income (loss3hareholders' equity. The Company's foreign manufig subsidiaries and certain other
international subsidiaries that use the U.S. daltatheir functional currency, remeasure monetssgta and liabilities at year-end exchange
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rates, and inventories, property, and nonmonetssgta and liabilities at historical rates. Gaing lasses from these translations are included
in the Company's results of operations.

Revenue Recognition

Net sales consist primarily of revenue from the sdlproducts (hardware, software, and peripherats)sulting and implementation servic
and extended warranty and support contracts. Timep@ny recognizes revenue pursuant to applicableuating standards, including
Statement of Position (SOP) No. 97Saftware Revenue Recognitioms amended. Revenue is recognized when persieasilence of an
arrangement exists, delivery has occurred, thes salee is fixed or determinable, and collectiilg probable. Product is considered delivi

to the customer once it has been shipped, andatitlerisk of loss have been transferred. For ordates to individuals, for some sales to
education customers in the United States, andeidain other sales, the Company defers revenukprotiuct is received by the customer
because the Company legally retains a portionefigk of loss on these sales during transit. FHoeroproduct sales, these criteria are met by
the Company at the time product is shipped. The fg2my records reductions to revenue for estimatethtitments related to price protecti
and for customer incentive programs, including ltesand end user rebates and other sales progiathgolum-based incentive:



Revenue for consulting and implementation servig@scognized upon performance and acceptanceebgugtomer. Revenue from extended
warranty and support contracts is recognized ratabér the contract period. Amounts billed to custos in excess of revenue recognized on
extended warranty and support contracts are rezedras deferred revenue until revenue recognitibéria are met.

Revenue on arrangements that include multiple eisrsuch as hardware, software, and servicesosaalid to each element based on vendor
specific objective evidence of the fair value oflealement. Allocated revenue for each elemergdegnized when revenue recognition
criteria have been met for each element. Vendariipebjective evidence of fair value is generaligtermined based on the price charged
when each element is sold separately.

Shipping Costs

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

Warranty Expense

The Company provides currently for the estimatest tttat may be incurred under product warrantigseatime related revenue is recogni:
Research and Development

Research and development costs are expensed aethddevelopment costs of computer software tedde, leased or otherwise marketed
are subject to capitalization beginning when a potid technological feasibility has been estabtistued ending when a product is available
for general release to customers. In most instaticesCompany's products are released soon aftenaéogical feasibility has been
established. Therefore, costs incurred subsequaertditievement of technological feasibility are diguaot significant, and generally all
software development costs have been expensed.

During the third and fourth quarter of 2002, the@any incurred substantial development costs assativith the development of Mac OS
X version 10.2 (codeamed "Jaguar") subsequent to achievement of témfinal feasibility as evidenced by public demoastm and releas

of a developer beta in May 2002 and prior to radezfghe final version of the product in the fougtinarter. As such, the Company capitalized
approximately $13.3 million of development costsaasated with development of
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Jaguar. Amortization of this asset began in thetfoguarter when Jaguar was shipped and is begagnized on a straight-line basis over

3 years. In addition, during 2002, the Company alsgan capitalizing certain costs related to dguaknt of its new PowerSchool enterprise
student information system. Capitalization, whiglgan upon achievement of technological feasihititthe first quarter, amounted to
approximately $6 million during the first nine mbatof fiscal 2002. The final version of the entepistudent information system was
released in July.

During 2001 the Company incurred substantial dgpraknt costs associated with the development ofitiginal version of Mac OS X,
subsequent to release of a public beta versioneoptoduct and prior to release of the final prodecsion. As a result, the Company
capitalized approximately $5.4 million of developmeosts during 2001 associated with developmeMad OS X. Related amortization is
computed by use of the straight-line method overestimated useful life of the asset of 8 years.

Total amortization related to capitalized softwdexelopment costs was $1.2 million and $350,002 and 2001, respectively.
Advertising Costs

Advertising costs are expensed as incurred. Adsingiexpense was $209 million, $261 million, an8Bmillion for 2002, 2001, and 2000,
respectively.

Stock-Based Compensation

The Company measures compensation expense fonflogee stocksased compensation plans using the intrinsic valethod prescribed |
Accounting Principles Board (APB) Opinion 25¢counting for Stock Issued to Employard has provided pro forma disclosures of the
effect on net income and earnings per share &g ifdir value-based method had been applied inun@gscompensation expense. The
Company has elected to follow APB No. 25 becauséiscussed below, the alternative fair value actng provided for under SFAS

No. 123,Accounting for Stock-Based Compensatiosquires use of option valuation models that wertedeveloped for use in valuing
employee stock options and employee stock purgblaseshares. Under APB Opinion No. 25, when thease price of the Company's
employee stock options equals the market priceefihderlying stock on the date of the grant, nomensation expense is recognized.

Pro forma information regarding net income (loss) ghare is required by SFAS No. 123 and has betemrdined as if the Company h



accounted for its employee stock options grantebeanployee stock purchase plan purchases subsequeeptember 29, 1995, under the
fair value method of that statement. The fair valier these options and stock purchases were dstinaathe date of grant and beginning of
the period, respectively, using a Black-Scholesoogbricing model. For purposes of pro forma disales, the estimated fair value of the
options and shares are amortized to pro formaneenie over the options' vesting period and theeshatan period.

The Black-Scholes option valuation model was dguetibfor use in estimating the fair value of tradptions that have no vesting restrictions
and are fully transferable. In addition, optionuatlon models require the input of highly subjeetissumptions including the expected life of
options and the Company's expected stock pricéilitglaBecause the Company's employee stock optanmd employee stock purchase plan
shares have characteristics significantly diffefemtn those of traded options, and because changdhke subjective input assumptions can
materially affect the fair value estimate, in magragnt's opinion, the existing models do not proadeliable measure of the fair value of the
Company's employee stock options and employee gtahase plan shares.
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For purposes of the pro forma disclosures pursima8FAS No. 123 provided in the Company's annyabnts through 2002, the expected
volatility assumptions used by the Company have lised solely on historical volatility rates o tBompany's common stock. The
Company has made no adjustments to its expecteadilitplassumptions based on current market comakti current market trends, or
expected volatility implicit in market traded opt®on the Company's stock. The Company will coetittumonitor the propriety of this
approach to developing its expected volatility agstion and could determine for future periods #mjtistments to historical volatility and/or
use of a methodology that is based on the expectatility implicit in market traded options on ti@mpany's common stock are more
appropriate based on the facts and circumstandstingxin future periods.

Earnings Per Common Share

Basic earnings per common share is computed bygidiyincome available to common shareholders bywighted-average number of
shares of common stock outstanding during the gebBduted earnings per common share is computediigling income available to
common shareholders by the weighted-average nudilstrares of common stock outstanding during thi@encreased to include the
number of additional shares of common stock thatldvbave been outstanding if the dilutive poterdizdres of common stock had been
issued. The dilutive effect of outstanding optimneeflected in diluted earnings per share by @apihn of the treasury stock method. The
dilutive effect of convertible securities is refled using the if-converted method. Dilutive potahshares of common stock related to stock
options were excluded from the calculation of ditlitoss per common share for fiscal 2001 becawsedffect would have been antidilutive.

Stock Split

On June 21, 2000, the Company affected a two-feratack split in the form of a Common Stock divideéa shareholders of record as of
May 19, 2000. All per share data and numbers of @omshares have been retroactively adjusted teatethe stock split.

Comprehensive Income

Comprehensive income consists of two componentsnoeme and other comprehensive income. Other celnemsive income refers to
revenue, expenses, gains and losses that undealigaecepted accounting principles are recordedraelement of shareholders' equity but
are excluded from net income. The Company's othepcehensive income is comprised of foreign curydranslation adjustments from
those subsidiaries not using the U.S. dollar ais thectional currency, from unrealized gains aosises on marketable securities categorized
as available-for-sale, and from net deferred gamtblosses on certain derivative instruments adeduior as cash flow hedges.

Segment Information

The Company reports segment information based efinlanagement" approach. The management approagndtes the internal reporting
used by management for making decisions and aeggssiformance as the source of the Company'stedpersegments. Information about
the Company's products, major customers, and gebigrareas on a company-wide basis is also distlose

Note 2—Financial Instruments

The carrying amounts of cash and cash equivalaot®unts receivable, accounts payable, and actialmiities approximate their fair value
due to the short maturities of those instruments.
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Cash, Cash Equivalents and Short-Term Investments



The following table summarizes the fair value af ompany's cash and available-for-sale secuh@sin its short-term investment
portfolio, recorded as cash and cash equivalengbant-term investments as of September 28, 20GP Saptember 29, 2001 (in millions):

September 28, 2002

September 29, 2001

Cash $ 161 % 13¢
U.S. Treasury and Agency securit 47 —
U.S. corporate securitie 1,952 1,99¢
Foreign securitie 92 174

Total cash equivalen 2,091 2,172
U.S. Treasury and Agency securit 681 1,04z
U.S. corporate securitit 98¢ 692
Foreign securitie 41€ 292

Total shor-term investment 2,08t 2,02¢

Total cash, cash equivalents, and s-term investment $ 4337 $ 4,33¢

The Company's U.S. corporate securities includencernial paper, loan participations, certificatesleposit, time deposits and corporate
securities. Foreign securities include foreign caraial paper, loan participation, certificates epdsit and time deposits with foreign
institutions, most of which are denominated in W@&lars. Net unrealized gains on the Company'sstment portfolio, primarily related to
investments with stated maturities greater thaedrywere $20 million as of September 28, 2002%dridmillion as of September 29, 2001.
The Company occasionally sells short-term investmprior to their stated maturities. As a resulsoth sales, the Company recognized net
gains of $7 million in 2002 and $1 million in 200Mhese net gains were included in interest andr atiteme, net.

As of September 28, 2002, approximately $1.087obilbf the Company's short-term investments haddyithg maturities of between 1 and
5 years. The remaining short-term investments &eptember 28, 2002 all had maturities of betweand312 months. As of September 29,
2001, approximately $313 million of the Companyisrs-term investments in U.S. agency securitiesuraterlying maturities of between 1
and 4 years. The remaining short-term investmentsf &eptember 29, 2001, all had maturities of betw3 and 12 months.

Accounts Receivable
Trade Receivables

The Company distributes its products through tipiagty computer resellers and directly to certainoadion and consumer customers. The
Company generally does not require collateral fisneustomers. 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. Howeeensiderable trade receivables that are notreoMey collateral or credit insurance are
outstanding with the Company's distribution anditethannel partners. Trade receivables from aeaiogstomer, Ingram Micro, Inc.,
accounted for approximately 10.8% and 9.4% of nebants receivable as of September 28, 2002, apigti®ber 29, 2001, respectively.
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The following table summarizes the activity in tdlowance for doubtful accounts (in millions).

2002 2001 2000
Beginning allowance balan $ 51 % 64 $ 68
Charged to costs and expen 10 7 5
Deductions (a (20 (20 9
Ending allowance balanc $ 51 $ 51 $ 64

| | |

@) Represent amounts written off against the allowanetof recoveries.

Nor-Trade Receivable



The Company has non-trade receivables from ceofais manufacturing vendors resulting from theeday the Company of raw material
components to these manufacturing vendors who raature sub-assemblies or assemble final productséocCompany. The Company
purchases these raw material components directty fuppliers. These non-trade receivables, whietirgtuded in the consolidated balances
sheets in other current assets, totaled $142 midlimd $68 million as of September 28, 2002, andeBaper 29, 2001, respectively. The
Company does not recognize any profits on thess salreflect the sale of these components ineitsales.

Inventory Prepayment

In April 2002, the Company made a $100 million @gpent to an Asian supplier for the purchase ofpmments over the following nine
months. In return for this deposit, the supplieteagl to supply the Company with a specified lef&lonponents in the three consecutive
fiscal quarters ending December 28, 2002. If thppBer fails to supply the agreed upon level of poments in any of those three fiscal
quarters, the Company may cancel the arrangemedmearive the amount of the prepayment not utilizled a penalty. Approximately

$53 million of this deposit remained unused aseyt@mber 28, 2002, and is reflected in the condkecgesolidated balance sheets in other
current assets. The amount of the prepayment ilizedtby the Company on or before December 3122@0refundable to the Company by
January 31, 2003.

Although the supplier's existing debt is unratésipublic debt pricing is consistent with other BBi2ed companies. The deposit is unsecured
and has no stated interest component. The Compamputing an amount to cost of sales and inténestme during each period the deposit
is outstanding at an appropriate market interdsttaareflect the economics of this transactiorlight of the supplier's implied debt rating and
because the Company's prepayment is unsecuregyer@mrmance by and/or economic deterioration ofstiygplier could place all or some of
the Company's deposit at risk.

Derivative Financial Instruments

The Company uses derivatives to partially offsebitsiness exposure to foreign exchange and ibtatesrisk. Foreign currency forward and
option contracts are used to offset the foreigrharge risk on certain existing assets and liagdlitind to hedge the foreign exchange risk on
expected future cash flows on certain forecasteemees and cost of sales. From time to time, thegamy enters into interest rate swap
agreements to modify the interest rate profileetain investments and debt. The Company's accauptlicies for these instruments are
based on whether the instruments are designateelda® or non-hedge instruments. The Company readirdsrivatives on the balance sheet
at fair value.
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The following table shows the notional principadt fair value, and credit risk amounts of the Conyminterest rate derivative and foreign
currency instruments as of September 28, 2002 apte&ber 29, 2001 (in millions).

September 28, 2002 September 29, 2001
Notional Fair Credit Risk Notional Fair Credit Risk
Principal Value Amounts Principal Value Amounts

Transactions qualifying as accounting hed
Interest rate instruments:

Swaps $ — $ — $ — $ — $ — $ —
Foreign exchange instruments:

Spot/Forward contracts, net $ 46z $ 1% 1% 562 $ 8 % 8
Purchased options, net $ 19€ $ — $ — $ 551 $ 11 % 11
Sold options, net $ 39z $ 4% — % 71z $ 8) % —

Transactions other than accounting hed
Foreign exchange instruments:

Spot/Forward contracts, net $ $ 45E $ 4 $ —
Purchased options, net $ — $ — $ — $ 334 $ 13
Sold options, net $ $ 354 $ @s —

=

The notional principal amounts for derivative instrents provide one measure of the transaction wloutstanding as of year-end, and do
not represent the amount of the Company's expdsunedit or market loss. The credit risk amourdve in the table above represents the
Company's gross exposure to potential accountisg)do these transactions if all counterpartiesdatib perform according to the terms of the
contract, based on then-current currency exchandénéerest rates at each respective date. The Buwyigpexposure to credit loss and market
risk will vary over time as a function of intereates and currency exchange ra



The estimates of fair value are based on applicatdecommonly used pricing models using prevaifingncial market information as of
September 28, 2002 and September 29, 2001. Inrcé@rstiances where judgment is required in estimgafiir value, price quotes were
obtained from several of the Company's counterdargncial 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 interesairal foreign exchange instruments are intendbéédge. The amounts ultimately realized
upon settlement of these financial instrumentsetiogr with the gains and losses on the underlyspgsures, will depend on actual market
conditions during the remaining life of the instremts.

Foreign Exchange Risk Managem

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

For currency option contracts, hedge effectiveeaseasured based on changes in the total faiewaflthe option contract. Hedge
effectiveness is assessed by comparing the preakers of the cumulative change in expected futashdlows on the hedged transaction
determined as the sum of the probability-weightett@mes with respect to the option strike rates Wit total change in fair value of the
option hedge. The net gains or losses on derivaisteuments qualifying as cash flow hedges arented as components of other
comprehensive income in stockholders' equity anthssified into earnings in the same period orqukriduring which the hedged transaction
affects earnings. Any residual changes in fair @alfithese instruments are recognized in currenirggs in other income and expense.

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

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

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

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

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

Derivative instruments designated as cash flow égagust be de-designated as hedges when it islpedthat the forecasted hedged
transaction will not occur in the initially idernigfl time period or within a
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subsequent 2 month time period. Deferred gaind@ss in other comprehensive income associatédswith derivative instruments are
immediately reclassified into earnings in otheoime and expense. Any subsequent changes in faie whlsuch derivative instruments are
also reflected in current earnings unless theyetesignated as hedges of other transactions. DRiAg, the Company recorded net gair
$2.5 million in other income and expense relatethéoloss of hedge designation on discontinued flashhedges due to changes in the
Company's forecast of future net sales and cosales and due to prevailing market conditions. mug001, the Company recorded a net
of $5.1 million in other income and expense relatethe loss of hedge designation on discontinaesth {low hedges due to changes in the
Company's forecast of future net sales and cosales.

Interest Rate Risk Managem

The Company sometimes enters into interest rafgat®e transactions, including interest rate swap#lars, and floors, with financial
institutions in order to better match the Compafigating-rate interest income on its cash equivel@nd short-term investments with its
fixed-rate interest expense on its long-term dabtl/or to diversify a portion of the Company's esqre away from fluctuations in short-term
U.S. interest rates. The Company may also enterlinitérest rate contracts that are intended toaedhe cost of the interest rate risk
management program. The Company does not hol@dusdct in such financial instruments for purposberahan risk management.

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

The unrealized loss on the assets swaps as ofrSlegte80, 2000, of $5.7 million was deferred andhtrezognized in income in 2001 as part
of the SFAS No. 133 transition adjustment effectmeOctober 1, 2000. The Company closed out atsadxisting interest rate asset swaps
during 2001 realizing a gain of $1.1 million.

As of September 28, 2002, the Company had no iteage derivatives outstanding. Due to perceivadket risk, the Company entered into
interest rate swaps in early 2002. These intea¢stswaps were entered into with financial insting in order to better match the Company's
floating-rate interest income on its cash equivial@md short-term investments with its fixed-raitetiest expense on its long-term debt. The
interest rate swaps required the Company to poatirig interest rate based on six-month U.S. d&lIBOR and receive a fixed rate of
interest without exchanges of the underlying nal@mounts. These swaps effectively converted tirafainy's fixed-rate 10-year debt to
floating-rate debt. The Company assumed no inéffecess with regard to the debt interest swapsels éebt interest rate swap met the
criteria for accounting under the short-cut mettdefined in SFAS No. 133 for fair
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value hedges of debt instruments. Accordingly, ebgains or losses were recorded in income rel&itke Company's underlying debt
interest rate swaps during fiscal 2002 until thenPany closed out the positions in late 2002 dygréwailing market interest rates. Closing
the debt interest rate swaps resulted in a reafiagdof $6 million. This gain was deferred, reciagd in long-term debt and is being
amortized to other income and expense over theinemgdife of the debt.

Long-Term Debt

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. As of September 28, 2002 ante8dger 29, 2001, the carrying amount of these notekiding unamortized deferred
gains associated with closed debt interest rat@sweas $316 million and $317 million, respectiveipile the fair value was $299 million
and $295 million, respectively. The fair value loé thotes is based on their listed market value$ Sgptember 28, 2002 and September 29,
2001.

Non-Current Debt and Equity Investments and Relatedsains and Losses

The Company has held significant investments irtHtamk Network, Akamai Technologies, Inc. (Akama®RM Holdings plc (ARM), and
Samsung Electronics Co., Ltd (Samsung). These imasgs have been reflected in the consolidatechbalaheets as non-current debt and
equity investments, and their combined fair valas w39 million and $128 million as of SeptemberZ®)2, and September 29, 2001,
respectively



EarthLink

In January 2000, the Company invested $200 millioBarthLink, an Internet service provider (ISPheTinvestment is in EarthLink's

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

During the second quarter of 2001, the Companyrohéted that the then current decline in the falugaof its investment in EarthLink was
other-than-temporary requiring that its cost basisvritten down to fair value as a new cost basistahe amount of the write-down be
included in earnings. As a result, the Companygaized a $114 million charge to earnings to wribevd the basis of its investment in
EarthLink to $86 million. This charge was includadyains (losses) on non-current investments,Dieting the fourth quarter of 2001, the
Company sold a total of approximately 425,000 shafeEarthLink stock for net proceeds of approxisha$6 million and recorded a gain
before taxes of approximately $800,000. As of Seper 29, 2001, the Company held 6.7 million shafdsarthLink stock with a fair value
of approximately $102 million.

During the first quarter of 2002, the Company sbld,000 shares of EarthLink stock for net procedd®?2 million and a gain before taxes of
$223,000. No sales of EarthLink were made in anhefsubsequent quarters of fiscal 2002. Howeveind the fourth quarter of 2002, the
Company determined that the then current declirieerfair value of its investment in EarthLink wather-than-temporary. As a result, the
Company recognized a $44 million charge to earnioggrite-down the basis of its investment in
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EarthLink to $35 million. This charge was includadyains (losses) on non-current investments,Agbf September 28, 2002, the Company
holds 6.5 million shares of EarthLink stock valwd$35 million.

Akamai

In June 1999, the Company invested $12.5 millioAkamai, a global Internet content delivery serviEle investment was in the form of
convertible preferred stock that converted intorillion shares of Akamai common stock (adjustedsigbsequent stock splits) at the time of
Akamai's initial public offering in October 1999e8inning in the first quarter of 2000, the Compaategorized its shares in Akamai as
available-for-sale. The fair value of the Compaiy@stment in Akamai was approximately $216 millas of September 30, 2000. During
2001, the Company sold a total of approximatelyillion shares of Akamai stock for net proceedsmpraximately $39 million and recorded
a gain before taxes of approximately $36 millios. & September 29, 2001, the Company held 3.1anishares of Akamai stock valued at
$9 million.

During the first quarter of 2002, the Company 20,000 shares of Akamai stock for net proceed2ahillion and a gain before taxes of
$710,000. No sales of Akamai were made in any @btibsequent quarters of fiscal 2002. Howeverndutie fourth quarter of 2002, the
Company determined that the decline in the faiuealf its investment in Akamai was other-than-terapa As a result, the Company
recognized a $6 million charge to earnings to wiit@n the basis of its investment in Akamai to $8iam. This charge was included in ga
(losses) on non-current investments, net. As ofédeper 28, 2002, the Company holds 2.9 million shaf Akamai stock valued at

$3 million.

ARM Holdings

ARM is a publicly held company in the United Kingdaonvolved in the design and licensing of high parfance microprocessors and related
technology. During the first quarter of 2002, then@pany sold 4.7 million shares of ARM stock forlbaet proceeds and a gain before taxes
of $21 million. No sales of ARM were made in anytloé subsequent quarters of fiscal 2002. As of&epéer 28, 2002, the Company holds
278,000 shares of ARM stock valued at $578,000.

During 2001, the Company sold a total of approxehe29.8 million shares of ARM stock for net prodsef approximately $176 million ai
recorded a gain before taxes of approximately $tifdbn. As of September 29, 2001, the Company gefdillion shares of ARM stock
valued at $17 million. During 2000, the Companydsalotal of approximately 45.2 million shares d&®M stock for net proceeds of
approximately $372 million and recorded a gain betaxes of approximately $367 million.

Samsung

During the fourth quarter of 1999, the Company &ied $100 million in Samsung to assist in the firéxpansion of Samsung's TFT-LCD
flat-panel display production capacity. The investitnwas in the form of three year unsecured borltdish were convertible into
approximately 550,000 shares of Samsung commoR s&ginning in July 2000. The bonds carried an ahonaupon rate of 2% and pay a
total yield to maturity of 5% if redeemed at theiaturity. The fair value of the Company's investiiarSamsung was approximate



$123 million as of September 30, 2000.

Prior to its sale, the Company had categorizehitsstment in Samsung as available-for-sale ramgitat it be carried at fair value with
unrealized gains and losses, net of taxes, reportequity as a component of accumulated other cehgmsive income. The fair value of the
Company's investment in Samsung was approximat2@ $nillion as of September 30, 2000. With the didopof SFAS No. 133 on
October 1, 2000, the Company was required to a¢douthe conversion option embedded in the
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Samsung bonds separately from the related debtcdineersion feature was carried at fair value \aitly changes in fair value recognized in
earnings in the period in which they occur. Incidethe $17 million gross SFAS No. 133 transitaatjustment recorded in earnings during
the first quarter of fiscal 2001 was a $23 millfaworable adjustment for the restatement to faueas of October 1, 2000, of the derivative
component of the Company's investment in Samsun@d]just the carrying value of the derivative comgra of its investment in Samsunc
fair value as of December 30, 2000, the Companggeized an unrealized loss of approximately $13anilduring the first quarter of 2001.
During the second quarter of 2001, the Company thiddnvestment for book value, including accrigerest, and received net proceeds of

approximately $117 million.

Other Strategic Investments

The Company has made additional minority debt aqndty investments in several privately held teclwggl companies which were reflected
in the consolidated balance sheets in other asHet¢se investments are inherently risky becauspribaucts and/or markets of these
companies are typically not fully developed. Dur@p1 the Company determined that the declineiirvédue of certain of these investme
was other-than-temporary and, accordingly, recagh& charge to earnings of approximately $8 milliims charge was included in gains
(losses) on non-current investments, net. Durir@2¢he Company determined that the decline inviaine of certain of these investments
was other-than-temporary and, accordingly, recagh& charge to earnings of $15 million. These awavgere included in gains (losses) on
non-current investments, net. As of September @822the Company has no private debt or equitysiments reflected in its consolidated

balance sheet.
Note 3—Consolidated Financial Statement Details

I nventories (in millions)

Purchased parts
Work in process
Finished goods

Total inventories

Property, Plant, and Equipment (in millions)

Land and buildings

Machinery and equipment
Office furniture and equipment
Internal-use software
Leasehold improvements

Accumulated depreciation and amortizat

Net property, plant, and equipme
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2002 2001

$ 9 $ 1

36 10

$ 45 3 11

| |

2002 2001

342 337
182 182
67 63
184 192
281 18€
1,057 96C
(43€) (396)
621 564
| [ |



Accrued Expenses (in millions)

Accrued compensation and employee benefits
Accrued marketing and sales programs
Deferred revenue

Accrued warranty and related costs

Other current liabilities

Total accrued expenses

Interest and Other Income, Net (in millions)

Interest incomt

Interest expens

Foreign currency gain (loss), r

Net premiums and discounts on foreign exchangeuimsints
Miscellaneous other income and expe

Total interest and other income, |

Note 4—Acquisitions

Goodwill and Other Acquisition-Related Intangibles

2002 2001

$93 $ 88

13€ 131

25 184

69 87

19¢€ 227

$ 747 $ 717
I I

2002 2001 2000
$ 118 $ 21 $  21C
1D (16) (1)

4 15 1
11 (®) 7
12 8 6

$ 11z $ 217 $ 208
I I I

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

September 28, 2002

September 29, 2001

Gross

Net

Gross

Net

Carrying Accumulated Carrying Carrying Accumulated Carrying

Amount Amortization Amount Amount Amortization Amount
Goodwill (a) $ 85 — $ 85 $ 66 — $ 66
Other acquired intangible ass 5 (5) — 5 (4) 1
Acquired technolog 42 (8) 34 12 (©)] 9
Total acquired intangible asst $ 132 $ 19 % 11¢ $ 83 % (GRS 76

(@  Accumulated amortization related to goodwill of $88lion arising prior to the adoption of SFAS NIB12 has been reflected in the
gross carrying amount of goodwill as of Septem!&r2D02 and September 29, 2001.
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Expected annual amortization expense related toictjtechnology is as follows (in millions):

Fiscal Years
2003

2004
2005

~



2006
Thereafter

Total expected annual amortization expe

Amortization expense related to acquired intangisieets is as follows (in millions):

Goodwill amortizatior
Other acquired intangible assets amortiza
Acquired technology amortizatic

Total amortizatior

$ 34
—
2002 2001 2000
$ — 8 16 21
1 3 3
5 2 —
$ 6 $ 21 24
I I

Net income (loss) and net income (loss) per shdjtested to exclude amortization of goodwill in iéperiods prior to 2002 follows (|

millions, except per share amounts):

Net income (loss), as report
Add: goodwill amortizatior

Net income (loss), as adjust

Basic earnings (loss) per share, as repc
Add: goodwill amortizatior

Basic earnings (loss) per share, as adjL
Diluted earnings (loss) per share, as repc
Add: goodwill amortizatior

Diluted earnings (loss) per share, as adju

Acquisition of Emagic

2002 2001 2000
$ 65 $ (25 $ 78€
$ — % 16 $ 21
$ 65 $ (9 $ 807
$ 016 $ (0.07) $ 2.4z
$ — $ 00/ $ 0.0¢€
$ 016 $ (0.09 $ 2.4¢
$ 016 $ (0.07) $ 2.1¢
$ — $ 00/ $ 0.0¢€
$ 016 $ (0.0 $ 2.24
| | |

During the fourth quarter of 2002, the Company &eglEmagic GmbH, a provider of professional sofevsolutions for computer based
music production, for approximately $30 milliondgash; $26 million of which was paid immediately opdosing of the deal and $4 million

of which was held-back for future payment contirtgem continued employment by certain employeesulihbe allocated to future

compensation expense in the appropriate periodstbgaext 3 years. The acquisition has been a¢eddor as a purchase. The portion ol
purchase price allocated to purchased in-procassreh and development (IPR&D) was expensed imradgliand the portion of the

purchase price allocated to
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acquired technology and to tradename will be amedtiover their estimated useful lives of 3 yeatdallconsideration was allocated as

follows (in millions):

Net tangible assets acquir
Acquired technolog

Tradename

In-process research and developr
Goodwill

Total consideration

$ 23
3.8

0.8

0.t

18.€

$ 26.C



The amount of the purchase price allocated to IPR&I3 expensed upon acquisition, because the texdinal feasibility of products under
development had not been established and no ditexriature uses existed. The IPR&D relates prifgad Emagic's Logic series technology
and extensions. At the date of the acquisitionptteelucts under development were between 43%-83#plete, and it was expected that the
remaining work would be completed during the Conyfmfiscal 2003 at a cost of approximately $415,00@® remaining efforts include
finalizing user interface design and developmemd, i@sting. The fair value of the IPR&D was deteraal by an independent third-party
valuation using the income approach, which refléwtsprojected free cash flows that will be gerestdily the IPR&D projects and that are
attributable to the acquired technology, and distiog the projected net cash flows back to the#spnt value using a discount rate of 25%.

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

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

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

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

Acquisition of Nothing Real, LLC

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

Acquisition of Spruce Technologies, Inc.

In July 2001, the Company acquired Spruce Techiedodnc. (Spruce), a privately-held company theatedops and markets DVD authoring
products, for $14.9 million in cash. Goodwill assbed with the acquisition of Spruce is not subjecaimortization pursuant to the transition
provisions of SFAS No. 142.
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The consolidated financial statements include fherating results of Spruce from the date of actiaisi Total consideration was allocated as
follows (in millions):

Net tangible liabilities assume $ (0.9
Identifiable intangible asse 5.6
Goodwill 9.7
Total consideration $ 14.¢
|

Acquisition of PowerSchool, Inc.

In May 2001, the Company acquired PowerSchool, (lRowerSchool), a provider of web-based studewotrimétion systems for K-12 schools
and districts that enables schools to record, a¢ceport, and manage their student data and pesfare in real-time, and gives parents real-
time web access to track their children's progréke.consolidated financial statements includeoiherating results of PowerSchool from the
date of acquisition.

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

assumptions: volatility of 67%, expected life ofears, dividend rate of 0%, and risk-free rate.@B%. Total consideration was allocated as
follows (in millions):

Net tangible assets acquir $ 0.2
Deferred stock compensati 12.¢
Identifiable intangible asse 2.€

In-process research and developn 10.¢



Goodwill 39.7

Total consideration $ 66.1

The amount of the purchase price allocated to IPR&I3 expensed upon acquisition, because the texdinal feasibility of products under
development had not been established and no diteerfature uses existed. The IPR&D relates to nedbgies representing processes and
expertise employed to design, develop, and depfaypetioning, scalable web-based student infornmagigstem for use by K-12 schools. At
the date of the acquisition, the product under igreent was approximately 50% complete, and it @aeected that the remaining 50%
would be completed during the Company's fiscal 2802 cost of approximately $9.25 million. The rémmay efforts, which were completed
in 2002, included completion of coding, finalizinger interface design and development, and teskimg fair value of the IPR&D was
determined by an independent third-party valuatising the income approach, which reflects the pteffree cash flows that will be
generated by the IPR&D projects and that are atifile to the acquired technology, and discourttiegprojected net cash flows back to tl
present value using a discount rate of 25%. Theiead|intangibles are being amortized over thdinested useful lives of three years,
respectively. Deferred stock compensation assatiaith restricted stock and options is being amaediover the required future vesting
period of three years.
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In the fourth quarter of 2001, an adjustment waderta increase goodwill associated with the actioisbf PowerSchool by $5.9 million due
to the identification of previously unidentifiedsl® contingencies that were in existence prior tsammation of the acquisition.

Acquisition-Related Deferred Stock Compensation

The Company allocated $12.8 million of its purchesesideration for PowerSchool to acquisition-readeferred stock compensation within
shareholders' equity. This amount represents thiasit value of stock options assumed that ve$titase services are provided by employ
and related to 445,000 common shares issued centirmg continued employment of certain PowerSchogdloyee stockholders.

Pro Forma Financial Information

The unaudited pro forma financial information belpresents the condensed consolidated financialtsesfuthe Company assuming that
PowerSchool and Spruce, acquired in 2001, had deguired at the beginning of 2000 and includesffext of amortization of goodwill and
other acquired identifiable intangible assets ftbat date. The impact of the charge for IPR&D asdged with the acquisition of
PowerSchool has been excluded. This pro forma ¢iaamformation is presented for informational pases only and is not necessarily
indicative of the results of future operations twauld have been achieved had the acquisitionsitpkece at the beginning of 2000. Pro fo
information follows (in millions, except per shamounts):

2001 2000

Net sales

Net income (loss

Basic earnings (loss) per common sk
Diluted earnings (loss) per common sh

537C $ 7,99«
@44 $ 767
(0.19 $ 2.3t
019 $ 211

@ BB

Note 5—Special Charges
Restructuring Actions
2002 Restructuring Actions

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

During the fourth quarter of 2002, the Company'siagment approved and initiated restructuring astieith a total cost of approximately
$6 million designed to reduce headcount costs ipp@wate operations and sales and to adjust its FBmleol product strategy. These
restructuring actions resulted in the eliminatiémpproximately 180 positions worldwide at a cds$.8 million, 161 of which were
eliminated by September 28, 2002. Eliminated pasitiwere primarily in Corporate operations, saesl, PowerSchool related research and
development. The shift in product strategy at P&egbool included discontinuing development and margeof PowerSchool's PSE product.
This shift resulted in the impairment of previoushpitalized development costs associated withP®ié product in the amount of

$4.5 million. As of September 28, 2002, substalytiall of the $6 million accrual had been utilizetkcept for insignificant severance ¢



related costs associated with the 19 remainindgipaosi
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During the first quarter of 2002, the Company's agament approved and initiated restructuring astigith a total cost of approximately

$24 million. These restructuring actions will resnlthe elimination of approximately 425 positionsrldwide, 415 of which were eliminated
by September 28, 2002, at a cost of $8 million.itiRws were eliminated primarily in the Companyfemtions, information systems, and
administrative functions. In addition, these restiing actions also included significant changethe Company's information systems
strategy resulting in termination of equipment &saand cancellation of existing projects and aattwvi Related lease and contract cancellation
charges totaled $12 million, and charges for assgairments totaled $4 million. Of the original $&4llion restructuring charge made during
the first quarter of 2002, approximately $23 mitlibad been spent as of September 28, 2002 andxapptely $250,000 was reversed during
the second quarter of 2002 due to lower actuakdbsin originally estimated for certain lease commants and severance benefits. The
remaining $1 million accrual relates primarily tddre payments on abandoned operating leases.

2000 Restructuring Actions

During the first quarter of 2000, the Company atiéd restructuring actions resulting in recognittdan $8 million restructuring charge. This
charge was comprised of $3 million for the writé-aff various operating assets and $5 million faresance payments to approximately 95
employees associated with consolidation of vardmrsestic and international sales and marketingtfoms. Of the $5 million accrued for
severance, $2.5 million had been spent beforertle&2000, and the remainder was spent in 200th©$3 million accrued for the writaff
of various assets, substantially all was utilizetbbe the end of 2000.

Executive Bonus

During the first quarter of 2000, the Company's i8aaf Directors approved a special executive bdoushe Company's Chief Executive
Officer for past services in the form of an airtraith a total cost to the Company of approxima®&d0 million, the majority of which was n
tax deductible. Approximately half of the total cpa is for the cost of the aircraft. The other mafiresents all other costs and taxes assou
with the bonus. In the fourth quarter of 2002 sidinificant work and payments associated with therat were complete. Of the original
$90 million accrual, $2.4 million remained unspatthe end of fiscal 2002 and was reversed.

Technology Acquisition

As discussed in Note 4, during both 2002 and 280tsiacquisition of Emagic and PowerSchool, respely, the Company acquired certain
technology that was under development and hadtamalive future use. This resulted in the recagnibf purchased in-process research and
development in the amount of $551,000 for Emagit $t0.8 million for PowerSchool, which was chargedperations upon acquisition.
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Note 6—Income Taxes

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

2002 2001 2000

Federal.
Current $ 8 $ (20) $ 9
Deferred (28) 8 23¢
(20 (28) 24¢

State:

Current 2 — —
Deferred 7 (10) 23
9 (10 23

Foreign:

Current 29 21 37



Deferred 4 2 2

33 23 35

Provision for income taxe $ 22 % (15 $ 30¢

The foreign provision for income taxes is basedavaign pretax earnings of approximately $284 miilli $363 million and $1.019 billion in
2002, 2001, and 2000, respectively. As of SepterBBeR002, approximately half of the Company's caakh equivalents, 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 condelitifinancial 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 StateS. income taxes have not been provide:
a cumulative total of $755 million of such earninss not practicable to determine the incomeliability that might be incurred if these
earnings were to be distributed.

Deferred tax assets and liabilities reflect the@H of tax losses, credits, and the future inctameffects of temporary differences between
the consolidated financial statement carrying anmohexisting assets and liabilities and theipessive tax bases and are measured using
enacted tax rates that apply to taxable incomkeryears in which those temporary differences spe@ed to be recovered or settled.
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As of September 28, 2002 and September 29, 208Ligmificant components of the Company's defetagassets and liabilities were (in
millions):

2002 2001
Deferred tax asset
Accounts receivable and inventory reserves $ 23 % 26
Accrued liabilities and other reserves 102 11C
Basis of capital assets and investments 35 54
Tax losses and credits 20¢ 31¢
Total deferred tax assets 36¢ 50¢
Less valuation allowanc 30 33
Net deferred tax asse 33¢ 47€
Deferred tax liabilities
Unremitted earnings of subsidiaries 30¢ 48¢
Available-for-sale securities 1 14
Other 26 18
Total deferred tax liabilities 33E 521
Net deferred tax asset (liabilit $ 4 3 (45)

As of September 28, 2002, the Company had operktisgcarryforwards for federal tax purposes ofrapimately $72 million, which expire
from 2009 through 2021. These carryforwards arepad of remaining operating loss carryforwardsua@d from NeXT and other
acquisitions, the utilization of which is subjegtdertain limitations imposed by the Internal Rex&@ode. The Company also has Federal
credit carryforwards and various state and foréggnioss and credit carryforwards, the tax effdatbich is approximately $94 million and
which expire between 2003 and 2022. The remainamgefits from tax losses and credits do not expiseof September 28, 2002, a valuation
allowance of $30 million was recorded against tefeded tax asset for the benefits of tax lossasrttay not be realized. The valuation
allowance relates primarily to the operating loasyforwards acquired from NeXT and other acquisis. Management believes it is more
likely than not that forecasted income, includingdme that may be generated as a result of ceaaiplanning strategies, together with the
tax effects of the deferred tax liabilities, wik Isufficient to fully recover the remaining defettax assets.

74



A reconciliation of the provision for income tax@gth the amount computed by applying the statufederal income tax rate (35% in 2001,
2000, and 1999) to income (loss) before provis@miicome taxes, is as follows (in millions):

2002 2001 2000
Computed expected tax (bene $ 30 $ (18 $ 382
State taxes, net of federal effi 7 @) 15
Indefinitely invested earnings of foreign subsiia — — (82)
Nondeductible executive compensat Q) — 32
Purchase accounting and asset acquisi 3 10 —
Change in valuation allowan: (16) — (27)
Research & development credit, | (8) (5) (5)
Nondeductible expens: 4 3 —
Other items 3 2 9)
Provision for (benefit from) income tax $ 22 $ (15 $ 30¢
I $NE
Effective tax rate 25% 30% 28%

The Internal Revenue Service (IRS) has completéisaf the Company's federal income tax returngugh 1997. Substantially all IRS
audit issues for years through 1997 have beenvegol'he IRS is currently auditing the Companytefal income tax returns for fiscal years
1998 through 2000. Management believes that adequavision has been made for any adjustmentsribgtresult from tax examinations.

Note 7—Shareholders' Equity
Stock Repurchase Plan

In July 1999, the Company's Board of Directors atiled a plan for the Company to repurchase up@$nillion of its common stock. This
repurchase plan does not obligate the Companycfoirgcany specific number of shares or acquireeshaver any specified period of time.
During 2000, the Company repurchased a total & thlion shares of its common stock at a cost@million. During the fourth quarter

of 2001, the Company entered into a forward purelz@geement to acquire 1.5 million shares of itaroon stock in September of 2003 at an
average price of $16.64 per share for a total @b$25.5 million. The Company engaged in no tratisas relating to the stock repurchase
plan in fiscal 2002. Since inception of the repasd plan, the Company has repurchased or comrtuttegurchase a total of 6.55 million
shares of its common stock at a cost of $217 millio

Preferred Stock

In August 1997, the Company and Microsoft Corpara{iMicrosoft) entered into a patent cross licesise technology agreements. In
addition, Microsoft purchased 150,000 shares ofl&@eries A nonvoting convertible preferred stdghkdferred stock™) for $150 million.
These shares were convertible by Microsoft afteguss 5, 2000, into shares of the Company's comrumk sit a conversion price of $8.25
per share. During 2000, 74,250 shares of prefest@zk were converted to 9 million shares of the Gany's common stock. During 2001, the
remaining 75,750 preferred shares were converteddi2 million shares of the Company's common stock
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Comprehensive | ncome

The following table summarizes the components ofiamilated other comprehensive income, net of takesjillions):

2002 2001 2000
Unrealized gains on availal-for-sale securitie $ 13 $ 30 $ 297
Unrealized gains (losses) on derivative investm (171) 4 —
Cumulative translation adjustmel (571) (56) (53
Accumulated other comprehensive income (It $ (49 % (223 244

The following table summarizes activity in othermgarehensive income related to availi-for-sale securities, net of taxes (in million



2002 2001 2000

Change in fair value of availal-for-sale securitie $ (49 $ (183 $ 427
Less: adjustment for net (gains) losses realizedeiuded in net incom 32 (84) (272)
Change in unrealized gain on availefor-sale securitie $ 17 $ (267 $ 15t

The tax effect related to the change in unrealgad on available-for-sale securities was $10 omlli$157 million, $(91) million for fiscal
2002, 2001, and 2000, respectively. The tax effedhe reclassification adjustment for net gairuided in net income was $10 million,
$35 million and $94 million for fiscal 2002, 200dnRd 2000, respectively.

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

2002 2001
Cumulative effect of adopting SFAS No. 1 $ — 3 12
Changes in fair value of derivativ 4 45
Less: adjustment for net gains realized and indudeet income (19 (53
Change in unrealized gain on derivati $ (15 $ 4

The tax effect related to the cumulative effecaddpting SFAS No. 133 was $(5) as of Septembe2@3]. The tax effect related to the
changes in fair value of derivatives was $(2) miilland $(19) million for fiscal 2002 and 2001, redpvely. The tax effect related to
derivative gains reclassified from OCI was $8 railliand $23 million for fiscal 2002 and 2001, respedty.

Note 8—Employee Benefit Plans
1998 Executive Officer Stock Plan

The 1998 Executive Officer Stock Plan (the 199&Pis a shareholder approved plan which replaced 890 Stock Option Plan terminated
in April 1998, the 1981 Stock Option Plan termimkite October 1990, and the 1987 Executive Long T8tatk Option Plan terminated in
July 1995. Options granted before these plansibation dates remain outstanding in accordance thifr terms. Options may be granted
under the 1998 Plan to the Chairman of the Boadiafctors, executive officers of the Company &t th
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level of Senior Vice President and above, and dtegremployees. These options generally becomeisabite over a period of 4 years, ba
on continued employment, and generally expire Hiyafter the grant date. The 1998 Plan permitgitheting of incentive stock options,
nonstatutory stock options, stock appreciationtaghnd stock purchase rights.

1997 Employee Stock Option Plan

In August 1997, the Company's Board of Directongsraped the 1997 Employee Stock Option Plan (the7an), a non-shareholder
approved plan for grants of stock options to em@ésywho are not officers of the Company. Optiong beagranted under the 1997 Plan to
employees at not less than the fair market valuthemlate of grant. These options generally beoaxeecisable over a period of 4 years,
based on continued employment, and generally effingears after the grant date.

1997 Director Stock Option Plan

In August 1997, the Company's Board of Directorspaeld a shareholder approved Director Stock ORian (DSOP) for non-employee
directors of the Company. Initial grants of 30,@@ions under the DSOP vest in three equal ins&itsion each of the first through third
anniversaries of the date of grant, and subsearantal grants of 10,000 options are fully vestegrant. Prior to adoption of the DSOP,
60,000 options were granted in total to two therrent members of the Company's Board of Directors.

Employee Stock Purchase Plan

The Company has a shareholder approved employele gtiochase plan (the Purchase Plan), under whisstantially all employees may
purchase common stock through payroll deductio@spaice equal to 85% of the lower of the fair nerkalues as of the beginning and er
six-month offering periods. Stock purchases under thretRase Plan are limited to 10% of an employeeatspemsation, up to a maximum



$25,000 in any calendar year. During 2002, 200d,2000, 1.8 million, 1.8 million and 766,000 shamespectively, were issued under the
Purchase Plan. As of September 28, 2002, approgiynatl million shares were reserved for futureigssce under the Purchase Plan.

Employee Savings Plan

The Company has an employee savings plan (the &fAlan) qualifying as a deferred salary arrangémneder Section 401(k) of the
Internal Revenue Code. Under the Savings Planicgaating U.S. employees may defer a portion ofrthee-tax earnings, up to the Internal
Revenue Service annual contribution limit ($11,8@0calendar year 2002). The Company matches 5020086 of each employee's
contributions, depending on length of service,ap maximum 6% of the employee's earnings. The @oyip matching contributions to the
Savings Plan were approximately $19 million, $11iam, and $16 million in 2002, 2001, and 2000 pestively.
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Stock Option Activity

A summary of the Company's stock option activitd aslated information for the years ended Septer@Be2002, September 29, 2001 and
September 30, 2000 follows (option amounts aregntes! in thousands):

Outstanding Options

Shares
Available Number of Weighted Average
for Grant Shares Exercise Price
Balance at 9/25/9 41,72° 36,80¢ $ 13.2C
Additional Options Authorized 13,50( — —
Options Granted (45,667) 45,66: $ 46.5:
Options Cancelled 4,84¢ (4,84¢) $ 28.4:
Options Exercised — (6,86€) $ 9.6
Plan Shares Expired (2,88)) — —
Balance at 9/30/0 11,53( 70,75¢ $ 34.01
Additional Options Authorized 27,00( — —
Options Granted (34,85) 34,857 $ 18.5¢
Options Cancelled 6,60¢ (6,605 $ 29.32
Options Exercised — (183) $ 10.0¢
Plan Shares Expired (203) — —
Balance at 9/29/0 10,07¢ 97,17¢ $ 29.2¢
Additional Options Authorized 15,00( — —
Options Granted (23,239 23,23¢ $ 19.8¢
Options Cancelled 4,73 4,737 $ 30.9¢
Options Exercised — 6,257 $ 11.9¢
Plan Shares Expired ()] — —
Balance at 9/28/0 6,571 109,43( $ 28.17%
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The options outstanding as of September 28, 20D heen segregated into five ranges for additidisalosure as follows (option amounts
are presented in thousands):

Options Outstanding Options Exercisable
Options
Options Weighted-Average Weighted Exercisable as of Weighted
Outstanding as of Remaining Contractual Average September 28, Average

September 28, 200 Life in Years Exercise Price 2002 Exercise Price



$0.8:-$17.31 22,00( 6.6 $ 14.2¢ 13,45¢ $ 12.7¢
$17.3:-$18.50 26,78t 83z §$ 18.4( 10,13¢ $ 18.3¢
$18.5-$25.93 20,85: 8.8t $ 21.3¢ 490z $ 21.14
$25.9--$43.59 21,49: 721 % 42.9: 20,89¢ $ 43.1¢
$43.6(-$69.78 18,30: 7371 % 49.6¢ 8,52¢ % 49.71
$0.8:-$69.78 109,43( 77z $ 28.17 57,92: % 30.8¢
I I

The Company had exercisable options to purchademlion shares outstanding as of September 291 2@th a weighted average exercise
price of $32.15. As of September 30, 2000, the Gomhad exercisable options outstanding to purcBasemillion shares with a weighted
average exercise price of $31.94.

Note 9—Stock-Based Compensation

Pro forma information regarding net income (los=) ghare is required by SFAS No. 123 and has betemrdined as if the Company had
accounted for its employee stock options grantebleanployee stock purchase plan purchases subsequeaptember 29, 1995, under the
fair value method of that statement. The fair valiegr these options and stock purchases were dstinaa the date of grant and beginning of
the period, respectively, using a Black-Scholesoogpricing model. The assumptions used for eadhefast three fiscal years and the
resulting estimate of weighted-average fair valeeghare of options granted during those yearasfellows:

2002 2001 2000
Expected life of stock optior 4 year 4 year 4 year
Expected life of stock purchas 6 month: 6 month: 6 month:
Interest rat—stock options 2.9(% 4.9(% 6.2(%
Interest rat—stock purchase 2.71% 5.97% 6.21%
Volatility—stock options 64% 66% 67%
Volatility—stock purchase 51% 90% 60%
Dividend yields 0 0 0
Weightec-average fair value of options granted during ther $ 10.11 $ 10.1t  $ 25.97
Weightec-average fair value of stock purchases during tlae $ 6.7 $ 11.1¢  $ 10.6¢€
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For purposes of pro forma disclosures, the estidnfaie value of the options and shares are amattiagro forma net income 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):

2002 2001 2000
Net income (los—as reporter $ 65 $ (25 $ 78¢
Net income (los—pro forma $ (164 $ (396) $ 48c
Net income (loss) per common sk—as reportet
Basic $ 0.1¢& $ (0.07) $ 24:
Diluted $ 018 $ (0.07) $ 2.1¢
Net income (loss) per common sk—pro forma
Basic $ (046 $ (L.15) $ 1.4¢
Diluted $ (046 $ (119 $ 1.3¢

Note 10—Commitments and Contingencies
Lease Commitments

The Company leases various facilities and equipmedér noncancelable operating lease arrangenémanajor facilities leases are for
terms of 5 to 10 years and generally provide reheptions for terms of 3 to 5 additional years. &esfor retail space are for terms of 5 to
12 years and often contain m-year renewal options. Rent expense under all adpgritases, including both cancelable and noncahtz



leases, was $92 million, $80 million, and $72 raillin 2002, 2001, and 2000, respectively. Futur@mmim lease payments under
noncancelable operating leases having remainimgstér excess of one year as of September 28, 20025 follows (in millions):

Fiscal Years
2003 $ 83
2004 78
2005 66
2006 55
2007 42
Later year: 14C
Total minimum lease paymer $ 464
|

Concentrations in the Available Sources of SupplyfdMaterials and Product

Although certain components essential to the Colyipdusiness are generally available from multgalerces, other key components
(including microprocessors and application-spedifiegrated circuits, or ("ASICs")) are currentlytained by the Company from single or
limited sources. Some other key components, whiteeatly available to the Company from multiple sms, are at times subject to industry-
wide availability and pricing pressures. In additithe Company uses some components that are mohao to the rest of the personal
computer industry, and new products introducedchieyGompany often initially utilize custom comporsabtained from only one source u
the Company has evaluated whether there is a meeaél subsequently qualifies additional suppligrhe supply of a key single-sourced
component to the Company were to be delayed oaitedtor in the event a key manufacturing
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vendor delays shipments of completed productsedimpany, the Company's ability to ship relatedipcts in desired quantities and in a
timely manner could be adversely affected. The Camgfs business and financial performance couldlzsadversely affected depending on
the time required to obtain sufficient quantitiesnf the original source, or to identify and obtsirfficient quantities from an alternative
source. Continued availability of these componemay be affected if producers were to decide to eotrate on the production of common
components instead of components customized to the€ompany's requirements. Finally, significamtipns of the Company's CPUs,
logic boards, and assembled products are now metouéal by outsourcing partners, the majority ofehhdccurs in various parts of Asia.
Although the Company works closely with its outsting partners on manufacturing schedules and letrdsSCompany's operating results
could be adversely affected if its outsourcing pars were unable to meet their production obligetio

Contingencies

Beginning on September 27, 2001, three shareholdss action lawsuits were filed in the United &aDistrict Court for the Northern
District of California against the Company andGtsief Executive Officer. These lawsuits are subtéy identical, and purport to bring suit
on behalf of persons who purchased the Companbplichutraded common stock between July 19, 200, @eptember 28, 2000. The
complaints allege violations of the 1934 Securikzshange Act and seek unspecified compensatoragesnand other relief. The Company
believes these claims are without merit and intéadtefend them vigorously. The Company filed aioroto dismiss on June 4, 2002, which
was heard by the Court on September 13, 2002. @arbieer 11, 2002, the Court granted the Company®mto dismiss for failure to state
a cause of action, with leave to plaintiffs to aghémeir complaint within thirty days.

The Company is subject to certain other legal prdoegs and claims that have arisen in the ordinatyse of business and have not been
fully adjudicated. In the opinion of managemeng @ompany does not have a potential liability eflab any current legal proceedings and
claims that would have a material adverse effedtofinancial condition, liquidity or results operations. However, the results of legal
proceedings cannot be predicted with certainty ughthe Company fail to prevail in any of thesedematters or should several of these I
matters be resolved against the Company in the sapoeting period, the operating results of a patér reporting period could be materially
adversely affected.

The parliament of the European Union is workindioalizing the Waste Electrical and Electronic Heuent Directive (the Directive). The
Directive makes producers of electrical goods,uditlg personal computers, financially responsibletlie collection, recycling, and safe
disposal of past and future products. The Direativest now be approved and implemented by individiuabpean Union governments by
June 2004, while the producers' financial obligadiare scheduled to start June 2005. The Compamigstial liability resulting from the
Directive related to past sales of its products exyggknses associated with future sales of its ptaday be substantial. However, because it is
likely that specific laws, regulations, and enfanemt policies will vary significantly between indtiwal European member states, it is not
currently possible to estimate the Company's egdtability or future expenses resulting from ieective. As the European Union and its
individual member states clarify specific requirertseand policies with respect to the Directive, @rmmpany will continue to assess its
potential financial impact. Similar legislation mbg enacted in other geographies, including federdlistate legislation in the United States,
the cumulative impact of which could be significe



81

Note 11—Segment Information and Geographic Data

The Company manages its business primarily on grgebic basis. The Company's reportable segmeatsoanprised of the Americas,
Europe, Japan, and Retail. The Americas segmelnidies both North and South America, except forattévities of the Company's Retalil
segment. The Europe segment includes Europeanr@suas well as the Middle East and Africa. Theadagegment includes only Japan. The
Retail segment operates Apple-owned retail stordise United States. Other operating segmentsdechsia-Pacific, which includes
Australia and Asia except for Japan, and the Coryipaubsidiary, Filemaker, Inc. Each reportableggaphic operating segment provides
similar products and services, and the accountiigips of the various segments are the same ag tthescribed in the Summary of
Significant Accounting Policies in Note 1, exceptdescribed below for the Retail segment.

The Company evaluates the performance of its opgraegments based on net sales and operating éddet sales for geographic segments
are based on the location of the customers. Opgratcome for each segment includes revenue frana-ffarties, cost of sales, and operating
expenses directly attributable to the segment. &jmegy income for each segment excludes other incmdeexpense and certain expenses tha
are managed outside the operating segments. Castsled from segment operating income include waricorporate expenses,
manufacturing costs not included in standard casteme taxes, and various nonrecurring chargegpdtate expenses include research and
development, corporate marketing expenses, and séiparately managed general and administrativeresgs including certain corporate
expenses associated with support of the Retail eagithe Company does not include intercompanystesis between segments for
management reporting purposes. Segment assetslexaporate assets. Corporate assets includedastterm and longerm investment:
manufacturing facilities, miscellaneous corporafeaistructure, goodwill and other acquired intafg#ssets, and retail store construction-in-
progress which is not subject to depreciation. |pkéer the Retail segment, capital expenditureddog-lived assets are not reported to
management by segment. Capital expenditures birétel segment were $106 million in 2002 and $9Bianiin 2001.

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

To assess the operating performance of the Regihent several significant items are includedsnésults for internal management repoil
that are not included in results of the Compantisiosegments. First, cost of sales for the Retgjment includes a mark-up above the
Company's standard cost to approximate the pricmalty charged to the Company's major channel pastin the United States. For the
twelve-month period ended September 28, 2002 apte®der 29, 2001, this resulted in the recognitibadditional cost of sales above
standard cost by the Retail segment and an ofigeténefit to corporate expenses of approximat&®/fillion and $4 million, respectively.
Second, the Retail segment includes in its nesgaleceeds from sales of the Company's extende@dmigrand support contracts. This
treatment is consistent with how the Company's majannel partners account for the sale of the Gmyip extended warranty and support
contracts. Because the revenue from these contrastget to be earned by the Company, an offgbig@mount is reflected as a decrease in
other segments' net sales. For the twelve-monibgended September 28, 2002, this resulted ingbegnition of additional net sales by the
Retail segment, and an offsetting reduction to osegments' net sales of $4.8 million. This amaeva insignificant in 2001. Third, a portion
of the operating expenses associated with certgmgrofile retail stores are allocated from thédiesegment to corporate marketing
expense. Allocation of these expenses reflectsitigue nature of these stores which, given thegdlasize and extraordinary design
elements, function as vehicles for general corgonsdrketing, corporate events, and brand
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awareness. Allocated operating costs are thosecess of operating costs incurred by one of the @amy's more typical retail locations.
Stores were open in two such high profile locationsew York and Los Angeles as of September 282280th of which were opened in
fiscal 2002. Expenses allocated to corporate mawdkeesulting from the operations of these twoestoras $1 million in 2002.

Summary information by operating segment followsnillions):

2002 2001 2000
Americas:
Net sales $ 308 $ 299% $ 4,29
Operating income $ 28C % 132 $ 614
Depreciation and amortization $ 4 % 4 % 5
Segment assets(a) $ 39t % 334 $ 61¢
Europe:
Net sales $ 1,251 % 1,24¢ $ 1,817



Operating income $ 12z $ 68 $ 24<
Depreciation and amortization $ 4 $ 6 $ 4
Segment assets $ 165 $ 137 $  24¢
Japan
Net sales $ 71C % 712 $ 1,34f
Operating income $ 14C  $ 98 ¢ 35z
Depreciation and amortization $ 2 3 2 % 2
Segment assets $ 50 $ 44 $ 137
Retail:
Net sales $ PASICR 19 —
Operating income $ 22 $ (22) —
Depreciation and amortization(b) $ 16 $ 2 —
Segment assets(b) $ 141 % 46 —
Other Segmen
Net sales $ 41C % 38¢ $ b2t
Operating income $ 88 $ 63 $ 137
Depreciation and amortization $ 2 % 2 % 3
Segment assets $ 67 $ 70 % 95

(@  The Americas asset figures do not include fixeetsiseld in the United States. Such fixed assetsatrallocated specifically
to the Americas segment and are included in thearate assets figures below.

(b) Retail segment depreciation and asset figuresctdfie cost and related depreciation of its retimites and related
infrastructure. Retail store construction-in-pragewhich is not subject to depreciation, is réflddn corporate assets.
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A reconciliation of the Company's segment operaitiegme, and assets to the consolidated finantdments follows (in millions):

2002 2001 2000

Segment operating incon $ 60€ $ 341 $ 1,34¢
Corporate expenses, t (562 (674) (72€)
Purchased -process research and developn 1) (17) —
Restructuring cosl (30 — (8)
Executive bonu 2 — (90)
Consolidated operating income $ 17 $ (349 % 522

Segment asse $ 81¢ $ 63C $ 1,09¢
Corporate asse $ 548 $ 5391 $ 5,70t
Consolidated assets $ 6,29¢ $ 6,021 $ 6,80

Segment depreciation and amortizal $ 28 % 16 $ 14
Corporate depreciation and amortizat a0 86 70
Consolidated depreciation and amortization $11 $ 10z $ 84

A large portion of the Company's net sales is @gtifrom its international operations. Also, a migjoof the raw materials used in the
Company's products is obtained from sources outditlee United States, and a majority of the prasisold by the Company is assembled
internationally in the Company's facilities in Cplieland and Singapore or by third-party vendaraiwan, Korea, Mexico, the People's
Republic of China, and the Czech Republic. As altethe Company is subject to risks associatetl foiteign operations, such as obtain



governmental permits and approvals, currency exghéoctuations, currency restrictions, politicagtability, labor problems, trade
restrictions, and changes in tariff and freightrgea. During 2000, a single distributor, Ingram Mitnc. accounted for approximately 11.5%
of the Company's net sales. Net sales during 200@gram Micro Inc. in the Americas and Europe segts were $651 million and

$255 million, respectively. Net sales to Ingram Mitnc. in all other segments were $14 million. dther single customer accounted for rr
than 10% of net sales in 2000. No single custoroepanted for more than 10% of net sales in 2002064
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Net sales and loi-lived assets related to operations in the UnitiadeS, Japan, and other foreign countries arellasvi(in millions):

2002 2001 2000
Net Sales
United State: $ 3272 $ 293 $ 4,14
Japar 71C 713 1,34¢
Other Foreign Countrie 1,76(C 1,714 2,49:
Total Net Sales $ 574 $ 5365 $ 7,98¢

Long-Lived Assets

United State: $ 561 $ 49¢ $ 387
Japar 2 3 5
Other Foreign Countrie 69 77 52

Total Long-Lived Assets $ 63z $ 57¢ $ 444

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

2002 2001 2000
Net Sales
Power Macintosh(e $ 138 $ 1662 $ 2,74%
PowerBook 831 81¢ 94¢
iMac 1,44¢ 1,117 2,381
iBook 87¢& 80¢ 80¢
Software, Service, and Other Net S¢ 1,20¢ 96(C 1,09¢
Total Net Sales $ 574 $ 5362 $ 7,98¢

€) Includes server sales and amounts previously regp@s G4 Cube.
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Note 12—Earnings Per Common Share

The following table sets forth the compiatiatof basic and diluted earnings per share (inishods, except net income (loss) and per
share amounts):

September 28, September 29, September 30,
For the Years Ended 2002 2001 2000

Numerator (in millions)

Income (loss) before accounting chai $ 65 $ (37 $ 78€

Denominator



Weightec-average shares outstand 355,02: 345,61 324,56¢

Effect of dilutive securities

Convertible preferred stoc — — 17,91
Dilutive options 6,76: — 17,84:
Dilutive potential common shar 6,76: — 35,75¢
Denominator for diluted earnings (loss) per st 361,78! 345,61 360,32

Basic earnings (loss) per share before accounting
change $ 0.1¢ $ (0.1) % 2.4z

Cumulative effect of accounting change, net of — 3 0.04 —

Basic earnings (loss) per share after accounting

change $ 0.1¢ $ 0.0y $ 2.4z
I I ]

Diluted earnings (loss) per share before accounting

change $ 0.1¢ $ (0.1) s 2.1¢

Cumulative effect of accounting change, net of — 3 0.04 —

Diluted earnings (loss) per share after accounting
change $ 0.1¢ $ (0.0 $ 2.1¢

Options to purchase 101.8 million shares of comstonk were outstanding at the end of 2002 that weténcluded in the computation of
diluted earnings per share for that year becauwseytions' exercise price was greater than theageemarket price of the Company's comtr
shares for that year and, therefore, the effectiavbe antidilutive. At September 29, 2001, the Camphad options to purchase 97.2 million
shares of its common stock outstanding, all of Whiere excluded from the computation of dilutealpsr share for 2001 because the effect
would have been antidilutive. Options to purchagenzillion shares of common stock were outstandintpe end of 2000 that were not
included in the computation of diluted earnings geaire for that year because the options' exgpcise was greater than the average market
price of the Company's common shares for that gedr therefore, the effect would be antidilutive.

Note 13—Related Party Transactions

Mr. Jerome York, a member of the Board of the Doexof the Company, is a member of an investmemifgthat purchased
MicroWarehouse, Inc. (MicroWwarehouse) in January 2000. He also serves as its Chairfegsident and Chief Executive Officer.
MicroWarehouse is a multi-billion dollar speciattgtalog and online retailer and direct marketeravhputer products, including products
made by the
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Company, through its MacWarehouse catalog. Micra@Naunse accounted for 3.3% and 2.89% of the Compaey'sales in 2002 and 2001,
respectively. Trade receivables from MicroWarehousee $20.9 million and $7.6 million as of Septem®®, 2002, and September 29, 2C
respectively. These receivables are subject tsahee credit risk as the Company's other tradevaileis. In addition, the Company purchi
miscellaneous equipment and supplies from Micro\Wause. Total purchases amounted to approximate®/tlion in 2002 and

$3.4 million in 2001.

In March 2002, the Company entered into a Reimimness Agreement with its Chief Executive Officer, Niteven P. Jobs, for the
reimbursement of expenses incurred by Mr. Jobkdroperation of his private plane when used forl&jpoisiness. The Reimbursement
Agreement is effective for expenses incurred by Mhs for Apple business purposes since he todkedglof the plane in May 2001. During
2002, the Company recognized a total of $1,168i0@Xpenses pursuant to this reimbursement agraawlated to expenses incurred by
Mr. Jobs during 2001 and 2002.

In connection with a relocation assistance packtgeCompany loaned Mr. Ronald B. Johnson, Senice President, Retail, $1.5 million 1
the purchase of his principal residence. The lsaecured by a deed of trust and is due and paiyablay 2004. Under the terms of the loan,
Mr. Johnson agreed that should he exercise anisatdick options prior to the due date of the Idhat he would pay the Company an am
equal to the lesser of (1) an amount equal to 50#eototal net gain realized from the exercis¢hef options; or (2) $375,000 multiplied by
the number of years between the exercise datehandite of the loal



Note 14—Selected Quarterly Financial Information (Uhaudited)

Fourth Quarter Third Quarter Second Quarter First Quarter

(Tabular amounts in millions, except per share amouts)

2002
Net sales $ 1,44:  $ 1,42¢  $ 1,498  $ 1,37¢
Gross margit $ 381 % 391 % 40¢ % 42z
Net income (loss $ 45 3 32 % 40 9 38
Earnings (loss) per common she
Basic $ (0.19) % 0.0 $ 011 % 0.11
Diluted $ 019 $ 0.0¢ $ 011 $ 0.11
2001
Net sales $ 1,45 $ 1,47¢ $ 1,431 % 1,001
Gross margir $ 437 % 434 % 38t 3% (22)
Net income (loss $ 66 $ 61 $ 43 3 (19%)
Earnings (loss) per common she
Basic $ 01¢ % 017 $ 01z $ (0.5¢)
Diluted $ 01¢ 8 017 $ 01z $ (0.5¢)

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

Net income for the fourth quarter of 2002 includeseral no-recurring items, net of tax: the writkswn of certain equity investments total
$49 million; a restructuring charge of $4 millican in-process research and development chargegpodxdmately $1 million; and the reversal
of a portion of a previous
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executive compensation expense resulting in a &oterimpact of $2 million. Net income for the figgtarter of 2002 included a restructuring
charge, net of tax, $18 million. Net income durthg first quarter of 2002 also included gains,afetx, of $17 million related to non-current
investments.

Net income during the fourth, third, second, amst fjuarters of 2001 included a-tax net gains related to non-current investmehts o

$1 million, $8 million, $4 million, and $41 milligrrespectively. Net income for the third quarte2601 included an after-tax charge for
purchased IPR&D of $8 million associated with then(pany's acquisition of PowerSchool. Net incomettierfirst quarter of 2001 includes
an after-tax favorable cumulative-effect-type atijuent for the adoption of SFAS No. 133 of $12 raiili

Item 9. Changes in and Disagreements with Account&on Accounting and Financial Disclosure
Not applicable
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REPORT OF INDEPENDENT AUDITORS

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

We have audited the accompanying consolidated balsineets of Apple Computer, Inc. and subsidiasesf September 28, 2002 and
September 29, 2001, and the related consolidatehsents of operations, shareholders' equity, asd ftows for each of the years in the
threeyear period ended September 28, 2002. These cdasadi financial statements are the responsibifith®@ Company's management.
responsibility is to express an opinion on thesgsotidated financial statements based on our at



We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAsnerica. Those standards require
that we plan and perform the audit to obtain reabtnassurance about whether the financial statsnaea free of material misstatement. An
audit includes examining, on a test basis, evidsnpporting the amounts and disclosures in then6iig statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the consolidated financial statetegraferred to above present fairly, in all matenégpects, the financial position of Apple
Computer, Inc. and subsidiaries as of Septembe2@®, and September 29, 2001, and the resultenfdperations and their cash flows for
each of the years in the three-year period endpteBber 28, 2002, in conformity with accountingipiples generally accepted in the United
States of America.

As discussed in Note 1 to the consolidated findrst&ements, the Company changed its method ofuating for goodwill in 2002 and
changed its method of accounting for derivativérimaents and hedging activities in 2001.

KPMG LLP

Mountain View, California
October 15, 2002
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PART Il
Item 10. Directors and Executive Officers of the Rgistrant
Directors

Listed below are the Company's five directors whesms expire at the next annual meeting of shddeha

Name Position With the Company Age Director Since
William V. Campbell Director 62 1997
Millard S. Drexler Director 58 199¢
Steven P. Jok Director and Chief Executive Offic 47 1997
Arthur D. Levinsor Director 52 200C
Jerome B. Yorl Director 64 1997

William V. Campbell has been Chairman of the Board of Directors ofiipbuc. (Intuit) since August 1998. From September 1999 to
January 2000, Mr. Campbell acted as Chief Exec@ifieer of Intuit. From April 1994 to August 199B]r. Campbell was President and
Chief Executive Officer and a director of Intuitofm January 1991 to December 1993, Mr. CampbellRvasident and Chief Executive
Officer of GO Corporation. Mr. Campbell also seressthe board of directors of SanDisk Corporatind Boudcloud, Inc.

Millard S. Drexler was Chief Executive Officer of Gap Inc. from 199&l&President from 1987 until September 2002. Mexar was also a
member of the Board of Directors of Gap Inc. fromvidmber 1983 until October 2002. He also servate®resident of the Gap Division
from 1983 to 1987.

Steven P. Jobss one of the Company's co-founders and curreetiyes as its Chief Executive Officer. Mr. Jobsléoahe Chairman and
Chief Executive Officer of Pixar Animation Studide.addition, Mr. Jobs co-founded NeXT Software;.|6NeXT) and served as the
Chairman and Chief Executive Officer of NeXT fro®8b until 1997 when NeXT was acquired by the Congpan

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

Jerome B. Yorkis Chairman and Chief Executive Officer of Micro ¥house, Inc. Previously, he was Vice Chairmanratifda
Corporation from September 1995 to October 19984y 1993, he joined International Business Machi@erporation (BM ) as Senior
Vice President and Chief Financial Officer, andsheved as a director of IBM from January 1995 tguéat 1995. Prior to joining IBM,

Mr. York served in a number of executive positiah€hrysler Corporation, including Executive Vice$ldent-Finance and Chief Financial
Officer from May 1990 to May 1993. He also servedairector of Chrysler Corporation from 1992 €93. Mr. York is also a director of
Tyco International Ltd. and Met-Goldwyr- Mayer, Inc.



In September 2002,awrence J. Ellisonresigned as a director. Mr. Ellison had served disegtor since 1997.
Executive Officers

The following sets forth certain information regaglexecutive officers of the Company. Informatjmertaining to Mr. Jobs, who is both a
director and an executive officer of the Compangyrbe found in the section entitledirectors. "
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Fred D. Anderson, Executive Vice President and Chief Financial €fi(age 58), joined the Company in April 19960Pt0 joining the
Company, Mr. Anderson was Corporate Vice PresidadtChief Financial Officer of Automatic Data Prssi&g, Inc., a position he held fr
August 1992 to March 1996. Mr. Anderson also seagea director of 3Com Corporation.

Timothy D. Cook , Executive Vice President, Worldwide Sales andra@iens (age 42), joined the Company in Februa8B81®rior to
joining the Company, Mr. Cook held the positiorMife President, Corporate Materials for Compag Cat@pCorporation Compag).
Previous to his work at Compaq, Mr. Cook was thefBperating Officer of the Reseller Division atelligent Electronics. Mr. Cook also
spent 12 years with IBM, most recently as DireafoRorth American Fulfillment.

Nancy R. Heinen, Senior Vice President, General Counsel and Sagréage 46), joined the Company in September 1B8ar to joining
the Company, Ms. Heinen held the position of VicesRlent, General Counsel and Secretary of thedBafaDirectors at NeXT from
February 1994 until the acquisition of NeXT by thempany in February 1997.

Ronald B. Johnson, Senior Vice President, Retail (age 44), joinedl@mpany in January 2000. Prior to joining the @any, Mr. Johnson
spent 10 years with Target Stores, most recent§easor Merchandising Executive.

Peter Oppenheimer, Senior Vice President of Finance and Corporatati©ter (age 40), joined the Company in July 1996.

Mr. Oppenheimer also served with the Company irpthetion of Vice President and Corporate Contraied as Senior Director of Finance
for the Americas. Prior to joining the Company, @ppenheimer was CFO of one of the four busineis for Automatic Data Processing
(ADP). Prior to joining ADP, Mr. Oppenheimer spent gears in the Information Technology Consulting Bcacwith Coopers and
Lybrand.

Jonathan Rubinstein, Senior Vice President, Hardware Engineering @&8)ejoined the Company in February 1997. Befoneifg the
Company, Mr. Rubinstein was Executive Vice Predidenl Chief Operating Officer of FirePower Systdntorporated, from May 1993 to
August 1996. Mr. Rubinstein also serves as a mewitie Board of Directors of Immersion Corporation

Philip W. Schiller , Senior Vice President, Worldwide Product Markgtiage 42), rejoined the Company in 1997. Prigejoining the
Company, Mr. Schiller was Vice President of Prodderketing at Macromedia, Inc. from December 199March 1997 and was Director
Product Marketing at FirePower Systems, Inc. fr@83lto December 1995. Prior to that Mr. Schillezrgpsix years at the Company in
various marketing positions.

Sina Tamaddon, Senior Vice President, Applications (age 45h¢ai the Company in September 1997. Mr. Tamaddorlkasserved with
the Company in the position of Senior Vice Presidénridwide Service and Support, and Vice President General Manager, Newton
Group. Before joining the Company, Mr. Tamaddordhbe position of Vice President, Europe with Nefxdm September 1996 through
March 1997. From August 1994 to August 1996, Mmaddon held the position of Vice President, Prodesd Services with NeXT.

Avadis Tevanian, Jr., Ph.D., Senior Vice President, Software Engineering @be joined the Company in February 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. Tevanianrier as an engineer with NeXT and held several gemant positions.

Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the Securities Exchange Act 04183 amended, requires the Company's officersimadtors, and persons who own more
than ten percent of a registered class of the Cagipaquity securities, to file reports of secaestownership and changes in such ownership
with the Securities and Exchange Commission (t8&C"). Officers, directors and greater than ten persbareholders also are
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required by rules promulgated by the SEC to furtlithCompany with copies of all Section 16(a) fothey file.



Based solely upon a review of the copies of sucm$dfurnished to the Company or written repres@matthat no Forms 5 were required, the
Company believes that, during fiscal year 20029ffigers, directors and greater than ten perceneficial owners complied with all
applicable Section 16(a) filing requirements.

Item 11. Executive Compensation
Information Regarding Executive Compensation

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

SUMMARY COMPENSATION TABLE

Long-Term
Annual Compensation Compensation
Securities Underlying All Other

Fiscal Salary Bonus Options* Compensation
Name and Principal Position Year $) $) #) $)
Steven P. Jobs 200z 1 2,268,69(1) 7,500,001 1,302,79(1)
Chief Executive Officer 2001 1 43,511,53 — 40,484,59(1)

200( 1 Q) 20,000,00 —
Fred D. Anderson 200z 656,63: — — 11,00((2)
Executive Vice President and Chief Financial 2001 657,03 — 1,000,00! 7,31%(2)
Officer 200( 660,41- — — 6,75((2)
Timothy D. Cook 200z 563,82¢ — — 8,025(2)
Executive Vice President, Worldwide Sales and 2001 452,21¢ 500,00((3) 1,000,00! 7,8752)
Operations 200( 451,67: — — 6,35%(2)
Jonathan Rubinstein 200z 452,58 — — 9,99¢(2)
Senior Vice President, Hardware Engineering 2001 469,73 — 1,000,00! 7,875(2)

200c 451,94¢ — — 6,571(2)
Avadis Tevanian, Jr. Ph.D 200z 492,21 — — 10,70((2)
Senior Vice President, Software Engineering 2001 460,87: 50C(4) 1,000,00! 10,20((2)

200c 451,67: — — 10,20((2)

(1) In December 1999, Mr. Jobs was given a specialugixecbonus for serving as the Company's interineCxecutive Officer for past
services, in the form of an aircraft with a totaktto the Company of approximately $90,000,000s @mount was previously repor
as a bonus for fiscal year 2000 in the Company® Zbrm 10-K and 2000 Proxy Statement. Becausaitheaft was transferred to
Mr. Jobs in 2001, the amount of approximately $48ilion paid by the Company during fiscal year 200wards the purchase of the
plane and the related tax assistance of approxiyn®4€.5 million was reported as income to Mr. Jdbdiscal 2002, approximately
$2.27 million paid by the Company towards the pasghof the plane and approximately $1.3 milliorelated tax assistance was
reported as income to Mr. Jobs. Accordingly, the fllion previously reported as a bonus in 2008 been removed from the table
above, and the amounts reported as taxable incgrivir.nJobs related to the aircraft during eachisddl 2001 and 2002 is reported as
compensation.

2 Consists of matching contributions made by the Camypn accordance with the terms of the 401(k) plan

(3) A special executive bonus was given to Mr. Cookaftzepting the position of Senior Vice Presidendriivide Sales Service &
Support in addition to holding the position of SerWice President Operations. In January 2002,B&0k was named Executive Vice
President, Worldwide Sales and Operations.

(4) Patent award.
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Option Grants in Last Fiscal Year

The following table provides information about @ptigrants to the Named Executive Officers durisgdl year 2002.

OPTION GRANTS IN LAST FISCAL YEAR

Individual Grants

Number of Potential Realizable Value at Assumed Annual Rates
Securities Percent of Total ) of Stock Price Appreciation for Option Term(3)
Underlying Options Granted to Exercise or
Options Employees in Base Price
Name Granted (#) Fiscal Year(1) ($/sh)(2) Expiration Date 5% ($) 10% ($)
Steven P. Jok 7,500,001 32.21% $ 18.3( 10/19/201. $ 86,315,78 $ 218,741,15

Fred D. Andersol — — — — — _
Timothy D. Cook — — — — — —
Jonathan Rubinste — — — — — _
Avadis Tevanian, J —_ — — — — _

Q) Based on an aggregate of 23,239,444 options gramt@tiemployees during fiscal year 2002. Optigremted in fiscal year 2002
typically vest over four years in sixteen equalrntgrdy increments. Options granted to executivécef including those granted to the
Named Executive Officers typically vest in four atjannual installments commencing on the first aensiary of the date of grant. Of
the options granted to Mr. Jobs, 25% were vestad e date of grant and the remainder vest iegtl@gual annual installments
commencing on the first anniversary of the datgraft.

(2)  All options were granted at an exercise price etp#ie fair market value based on the closing etarklue of Common Stock on the
Nasdaq National Market on the date of grant.

3) Potential gains are net of exercise price, butrieefaxes associated with exercise. These amoymssent certain assumed rates of
appreciation only, based on SEC rules, and doepyesent the Company's estimate or projectioneoptite of the Company's stock
the future. Actual gains, if any, on stock optioeises depend upon the actual future price ofil@omStock and the continued
employment of the option holders throughout theiagsperiod. Accordingly, the potential realizabl@ues set forth in this table may
not be achieved.
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Options Exercised and Year-End Option Holdings

The following table provides information about $taption exercises by the Named Executive Offickning fiscal year 2002 and stock
options held by each of them at fiscal year-end.

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

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

Name Exercise (#)  Value Realized ($)(1) Exercisable Unexercisable Exercisable Unexercisable
Steven P. Jok — — 21,935,00(3) 5,625,001 $ 193,20( $ 0
Fred D. Andersol 583,33: $ 10,122,16 600,00( 1,350,001 $ 0$ 0
Timothy D. Cook 700,000 $ 10,710,39 250,00( 1,350,001 $ 0$% 0
Jonathan Rubinste — — 1,050,001 1,350,001 $ 3,960,000 $ 0
Avadis Tevanian, J 87,92( $ 1,514,78. 1,050,00! 1,350,000 $ 2,996,28: $ 0

Q) Market value of underlying securities (based onft#iremarket value of Common Stock on the Nasdatioial Market) at the time of
exercise, minus the exercise pri



2 Market value of securities underlying in-the-momgyions at the end of fiscal year 2002 (based @h7lper share, the closing price
of Common Stock on the Nasdaq National Market gute8aber 28, 2002), minus the exercise price.

3) Includes 60,000 options granted to Mr. Jobs irchigacity as a director pursuant to the 1997 DireStock Option Plan.
Director Compensation

In 1997, the Company ended its practice of payaghaetainers and fees to directors, and apprdvedpple Computer, Inc. 1997 Director
Stock Option Plan (thBirector Plan). The Director Plan was approved by the sharehsldeApril 1998 and 800,000 shares have been
reserved for issuance under the Director Plan.uRntsto the Director Plan, the Company's non-emgeajirectors are granted an option to
acquire 30,000 shares of Common Stock upon thigialielection to the Boardlfitial Options). On the fourth anniversary of a non-
employee director's initial election to the Boandi@n each subsequent anniversary, the directbbaiéntitled to receive an option to acquire
10,000 shares of Common Stockrinual Optiong. Initial Options vest and become exercisablegunat annual installments on each of the
first through third anniversaries of the date alrgr Annual Options are fully vested and immedjagercisable on their date of grant. As of
the end of the fiscal year, there were options3t,000 shares outstanding under the Director Banece accepting the position of CEO,

Mr. Jobs is no longer eligible for grants under Bieector Plan.

Compensation Committee Interlocks and Insider Parttipation

The current members of the Compensation Commiteedassrs. William V. Campbell, Millard S. Drexland Arthur B. Levinson, none of
whom are employees of the Company and all of whantansidered "independent” directors under théicaipe NASDAQ rules. During
fiscal 2002, William V. Campbell, Arthur D. Levins@nd Jerome B. York served as members of the Gosagien Committee, none of
whom were employees of the Company. No person wdmam employee of the Company in fiscal year 2@02esl on the Compensation
Committee. During fiscal year 2002, Mr. Jobs serae@ director of Gap Inc. ("Gap") (though not lee tompensation committee of that
board of directors) and Mr. Drexler served as ador of the Company. Mr. Jobs resigned as a direftGap in September 2002.

Mr. Drexler resigned as president and CEO of Gapeptember 2002 and resigned as a
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director of Gap in October 2002. Subsequently, avénber 2002, Mr. York resigned from the commita®] Mr. Drexler was appointed &
member of the Compensation Committee. No execufifieer of the Company (i) served as a member efabmpensation committee (or
other board committee performing similar functi@nsin the absence of any such committee, the bofaddrectors) of another entity, one of
whose executive officers served on the Companympgeasation Committee, (ii) served as a direct@maither entity, one of whose execu
officers served on the Company's Compensation Cttesmior (iii) served as a member of the compeosatbmmittee (or other board
committee performing similar functions or, in tHesance of any such committee, the board of dirgctifranother entity, one of whose
executive officers served as a director of the Camyp

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

The following table sets forth certain informatias of October 31, 2002 (thé'able Dat€e") with respect to the beneficial ownership of the
Company's Common Stock by (i) each person the Coynpalieves beneficially holds more than 5% ofdléstanding shares of Common
Stock; (ii) each director; (iii) each Named ExeeatOfficer listed in the Summary Compensation Taivider the headingExecutive
Compensation;" and (iv) all directors and executive officersaagroup. On the Table Date, 359,007,837 share®winin Stock were
issued and outstanding. Unless otherwise indicatédersons named as beneficial owners of Comntock$have sole voting power and sole
investment power with respect to the shares inditas beneficially owned.

Security Ownership of Directors, Nominees and Exetive Officers

Shares of Common Stock Percent of Common Stocl
Name of Beneficial Owner Beneficially Owned(1) Outstanding
Lord, Abbett & Cao 29,381,01(2) 7.5¢%
Steven P. Jok 23,810,00(3) 6.22%
Fred D. Andersol 602,67:(4) *
William V. Campbell 80,50%(5) *
Timothy D. Cook 253,09:(6) *
Millard S. Drexler 80,00((7) *
Arthur D. Levinsor 221,60((8) *
Jonathan Rubinste 1,058,27/(9) *
*

Avadis Tevanian, J 1,051,25(10)



Jerome B. Yorl 100,00((5) *
All executive officers and directors as a group
(14 persons 29,376,80 7.5¢%

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

(2) Based on a Form 13F-HR/A filed October 10, 2002.b5d, Abbett & Co., 767 Fith Avenue, New York, NY153.
3) Includes 23,810,000 shares of Common Stock whichJbtss has the right to acquire by exercise oksoptions.
4) Includes 600,000 shares of Common Stock which Nidekson has the right to acquire by exercise aksbptions.

(5) Includes 80,000 shares of Common Stock which Me&amipbell and York each have the right to acdoyrexercise of stock
options.
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(6) Includes 250,000 shares of Common Stock which Mokthas the right to acquire by exercise of stquions.
@) Includes 60,000 shares of Common Stock which Mexi&r has the right to acquire by exercise of stmations.

(8) Includes 1,400 shares of Common Stock which Mr.ihson holds indirectly and 20,000 shares of Com@&tmtk which Mr. Levinso
has the right to acquire by exercise of stock aystio

9) Includes 1,050,000 shares of Common Stock whichRyhinstein has the right to acquire by exercisstatk options.
(10) Includes 1,050,000 shares of Common Stock whichTBvanian has the right to acquire by exerciseaifksoptions.

* Represents less than 1% of the issued and outstasdares of Common Stock on the Table Date.
Equity Compensation Plan Information

The following table sets forth certain informati@s, of September 28, 2002, concerning shares ofmoonstock authorized for issuance ur
all of the Company's equity compensation plansréshan thousands).

()
Number of Securities Remaining

(@) (b) Available for Future Issuance Undet
Number of Securities to be Weighted Average Exercist Equity Compensation Plans
Issued Upon Exercise of price of Outstanding (Excluding Securities Reflected in
Options Options Column (a))

Equity compensation plans approved by
shareholder 44,867 $ 29.7¢ 7,497(1)
Equity compensation plans not approved by
shareholder 64,567 $ 27.07 1,221(2)
Total equity compensation pla 109,43( $ 28.1; 8,71¢

(1)  This number includes 2,146,906 shares of commark sserved for issuance under the Employee StaokhBse Plan, 360,000
shares available for issuance under the 1997 Dir&tbck Option Plan and 4,989,890 shares avaifablissuance under the 1998
Executive Officer Stock Plan. It does not inclutiares under the 1990 Stock Option Plan which wasitated in 1997. No new
options can be granted under the 1990 Stock Optian.

2 Reflects shares authorized for future issuanceruh@el 997 Employee Stock Option Plan.
1997 Employee Stock Option Plan

In August 1997, the Company's Board of Directongraped the 1997 Employee Stock Option Plan (thé #3an), a nc-shareholde



approved plan for grants of stock options to em@ésywho are not officers of the Company. Optiong beagranted under the 1997 Plan to
employees at not less than the fair market valuthemlate of grant. These options generally becexaecisable over a period of 4 years,
based on continued employment, and generally effingears after the grant date.

Change In Control Arrangements—Stock Options

In the event of a "change in control" of the Compaall outstanding options under the Company'skstgtion plans, except the Director Pl
will, unless otherwise determined by the plan adstiator, become exercisable in full, and will lzesleed out at an amount equal to the
difference between the applicable "change in coptioe" and the exercise price. The Director Rlawvides that upon a
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"change in control" of the Company, all unvestetians held by non-employee directors will automalticbecome fully vested and
exercisable and will be cashed out at an amourdlequhe difference between the applicable "changmntrol price" and the exercise price
of the options. A "change in control" under thelmp is generally defined as (i) the acquisitioraby person of 50% or more of the
combined voting power of the Company's outstandewyrities or (ii) the occurrence of a transact&muiring shareholder approval and
involving the sale of all or substantially all diet assets of the Company or the merger of the Caynpéh or into another corporation.

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

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

Item 13. Certain Relationships and Related Transa&ns

In connection with a relocation assistance packémgeCompany loaned Mr. Johnson (Senior Vice PeasjRetail) $1,500,000 for the
purchase of his principal residence. The loandsiissl by a deed of trust and is due and payaliéeyn2004. Under the terms of the loan,
Mr. Johnson agreed that should he exercise anisatdick options prior to the due date of the Idhat he would pay the Company an am
equal to the lesser of (1) an amount equal to 50#eototal net gain realized from the exercis¢hef options; or (2) $375,000 multiplied by
the number of years between the exercise datehandite of the loan. The largest amount of thebtetness outstanding on this loan during
fiscal year 2002 was $1,500,000.

Mr. Jerome York, a member of the Board of the Owexof the Company, is a member of an investmemipgthat purchased
MicroWarehouse, Inc. licroWarehousg in January 2000. He also serves as its ChairfPasident and Chief Executive Officer.
MicroWarehouse is a multi-billion dollar speciattgtalog and online retailer and direct marketezashputer products, including products
made by the Company, through its MacWarehouseazatal During fiscal year 2002, MicroWarehouse antedi for 3.3% of the Company's
net sales. The Company also purchases productsMiioroWarehouse for its own internal use.

In March 2002, the Company entered into a Reimlmoess Agreement with its Chief Executive Officer, Mateven P. Jobs, for the
reimbursement of expenses incurred by Mr. Jobkaroperation of his private plane when used forl&oisiness. The Reimbursement
Agreement is effective for expenses incurred by Mhs for Apple business purposes since he todkedglof the plane in May 2001. During
2002, the Company recognized a total of $1,168i0@Xpenses pursuant to this reimbursement agreaelated to expenses incurred by
Mr. Jobs during 2001 and 2002.

Iltem 14. Controls and Procedures

Based on an evaluation under the supervision atidtivé participation of the Company's managemenf asdate within 90 days of the filing
date of this Annual Report on Form 10-K, the Conyfsmprincipal executive officer and principal fir@al officer have concluded that the
Company's disclosure controls and procedures faseden Rules 13a-14(c) and 15d-14(c) under theu8tes Exchange Act of 1934, as
amended Exchange Ac} are effective to ensure that information requiete disclosed by the Company in reports thidei or submits
under the Exchange Act is recorded, processed, suimed and reported within the time periods spedifn Securities and Exchange
Commission rules and forms.
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There were no significant changes in the Companigsnal controls or in other factors that coulgisiicantly affect these controls subseqt
to the date of their evaluation. There were noificant deficiencies or material weaknesses, ardefiore there were no corrective actions
taken. However, the design of any system of comigobased in part upon certain assumptions ahedikielihood of future events and there
is no certainty that any design will succeed inieang its stated goal under all potential futuomsiderations, regardless of how remote.
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PART IV

Iltem 15. Exhibits

€)] Items Filed as Part of Report:

1. Financial Statements
The financial statements of the Company filed as$ @fathis report on Form 10-K are set forth in thdex to Consolidated
Financial Statements under Part Il, ltem 8 of Fosm 10-K.
2. Financial Statement Schedules
All financial statement schedules have been omiegtte the required information is not preserisrot present in amounts
sufficient to require submission of the scheduteyerause the information required is includedin€onsolidated Financial
Statements and Notes thereto under Part II, IteftBis Form 10-K.
3. Exhibits
The following exhibits are filed as part of thisrFo10-K.
Exhibit
Number Description
10.A.49** 1997 Employee Stock Option Plan, as amended thrQagbber 19, 200!
21 Subsidiaries of Apple Computer, Ir
23.1 Consent of KPMG LLF
99.1 Certificate of Apple Computer, Inc. Chiefdextive Officer and Chief Financial Officer purstismSection 906 of the

*%

Sarbane-Oxley Act of 2002

Represents a management contract or compensatoryppharrangement

(b) Reports on Form 8-K

The Company filed a current report on Form 8-K argist 8, 2002, to report that the Company had stianio the Securities and
Exchange Commission the Statements under Oathirefipal Executive Officer and Principal Financidfi®er in accordance with the
SEC's June 27, 2002 Order requiring the filingwés statements pursuant to Section 21(a)(1) oBeurities and Exchange Act of

1934,

The Company filed a current report on Form 8-K argist 1, 2002, to report the filing of a SEC Fori@tdtement of Changes in
Beneficial Ownership filed with the Securities dxthange Commission by Mr. Arthur Levinson on Aug2is2002.

(c) Exhibits Incorporated by Reference

Exhibit
Number Notes* Description
3.1 88-S3 Restated Articles of Incorporation, fileih the Secretary of State of the State of Catif@ on January 27,
1988.
3.2 00/3Q Amendment to Restated Avrticles of Incorporatiolediwith the Secretary of State of the State off@atia

on May 4, 2000



00/3Q

By-Laws of the Company, as amended through April 002

4.2 94/2Q Indenture dated as of February 1, 1994, betwee@tmepany and Morgan Guaranty Trust Company of
York (the Indenture")
99
4.2 94/2Q Supplemental Indenture dated as of February 1,,1884ng the Company, Morgan Guaranty Trust
Company of New York, as resigning trustee, ando@itk, N.A., as successor trust
4.5 94/2Q Form of the Company's 6 1/2% Notes due 2!
4.8 96-S3/A Registration Rights Agreement, dated June 7, 188thg the Company and Goldman, Sachs & Co. and
Morgan Stanley & Co. Incorporate
4¢ 97K Certificate of Determination of Preferences of & Non-Voting Convertible Preferred Stock of Agpl
Computer Inc
10.A.1 93/3Q** 1981 Stock Option Plan, as amenc
10.A.Z  91K** Apple Computer, Inc. Savings and Investment Plammended and restated effective as of Octobed9D.
10.A.Z-1  92K** Amendment of Apple Computer, Inc. Savings and Itmest Plan dated March 1, 19¢
10.A.z-2  97/2Q** Amendment No. 2 to the Apple Computer, Inc. Saviaugd Investment Pla
10.A.E 98/1Q** 1990 Stock Option Plan, as amended through NoveBHE397.
10.A.€ 9Q9OK** Apple Computer, Inc. Employee Stock Purchase Rlsimmended through October 6, 1€
10.A.€ 97K** Form of Indemnification Agreement between the Regig and each officer of the Registre
10.A.4% 97/2Q** NeXT Computer, Inc. 1990 Stock Option Plan, as atedr
10.A.5C 98/2Q** 1997 Director Stock Option Pla
10.A.51 02/3Q** 1998 Executive Officer Stock Plan, as amended titrdApril 24, 2002
10.A.5z 02/3Q** Reimbursement Agreemel
10.B.¢ 91-8K-8 Participation in the Customer Design Center byRkgistrant dated as of September 30, 1991 betvign |
and the Registran
10.B.¢ 91-8K-9 Agreement for Purchase of IBM Products (Originalilpgnent Manufacturer) dated as of September 30,
1991 between IBM and the Registre
10.B.1: 92K Microprocessor Requirements Agreement dated JarBiary992 between the Registrant and Motorola,
10.B.1¢ 96/3Q Fountain Manufacturing Agreement dated May 31, 19&6veen Registrant and SCI Systems,
24.1 02K Power of Attorney
* Notes appear on page 101.
% Represents a management contract or compensasorpphrrangement
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88-S¢

91K

91-8K-8
91-8K-9

92K

93/3C

94/2C

96/2C

96-S3/A4.1.1
-4.2.1,-4.3.1,4.¢

97/2C

97K

98/1C

98/2¢

99K

00/3C

02/3C

02K

Incorporated by reference to Exhibit 4.1 to tlwmpany's Registration Statement on Form
S-3 (file no. 3-23317) filed July 27, 198t

Incorporated by reference to the exhibit of thanber in the Company's Annual Report on
Form 1(-K for the fiscal year ended September 27, 1991'(t881 Form 1-K").

Incorporated by reference to Exhibit 8 to the Oeta®91 Form -K.
Incorporated by reference to Exhibit 9 to the Oeta®91 Form -K.

Incorporated by reference to the exhibit of thanber in the Company's Annual Report on
Form 1(-K for the fiscal year ended September 25, 1992'(tB82 Form 1-K").

Incorporated by reference to Exhibit 10.A.1 to @@mpany's Quarterly Report on Form
1C-Q for the quarter ended June 25, 1¢

Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report
on Form 1-Q for the quarter ended April 1, 19¢

Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report
on Form 1-Q for the quarter ended March 29, 19

Incorporated by reference to the exhibit 4.1, 4.3, and 4.8, respectively, in the
Company's Registration Statement on Form S-3/A& (fd. 333-10961) filed October 30,
1996.

Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report
on Form 1-Q for the quarter ended March 28, 19

Incorporated by reference to the exhibit of thanber in the Company's Annual Report on
Form 1(-K for the fiscal year ended September 26, 1997887 Form 1-K").

Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report
on Form 1-Q for the quarter ended December 26, 1!

Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report
on Form 1-Q for the quarter ended March 27, 19

Incorporated by reference to the exhibit of thanber in the Company's Annual Report on
Form 1(-K for the fiscal year ended September 25, 1999'(tB89 Form 1-K").

Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report
on Form 1-Q for the quarter ended July 1, 20

Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report
on Form 1-Q for the quarter ended June 29, 2(

Incorporated by reference to Page 102 of this AhReport on Form 10-K for the fiscal
year ended September 28, 2002 (the "2002 For-K").
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Registhas duly caused this report to be
signed on its behalf by the undersigned, theredutyp authorized, this 19th day of December 2002.

APPLE COMPUTER, INC

By: /s/ FRED D. ANDERSON

Fred D. Anderson
Executive Vice President and



Chief Financial Officel

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signature appears below constitutes anuirgtpisteven P. Jobs a
Fred D. Anderson, jointly and severally, his ateysrin-fact, each with the power of substitutiar, liim 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

/sl STEVEN P. JOBS . . ' . o
Chief Executive Officer and Director (Principal December 19, 2002

Executive Officer)

STEVEN P. JOB¢

/s/ FRED D. ANDERSON . . . . . .
Executive Vice President and Chief Financial December 19, 2002

Officer (Principal Financial Officer)

FRED D. ANDERSON

/sl WILLIAM V. CAMPBELL

Director December 19, 2002
WILLIAM V. CAMPBELL
/s/ MILLARD S. DREXLER
Director December 19, 2002
MILLARD S. DREXLER
/s/ ARTHUR D. LEVINSON
Director December 19, 2002
ARTHUR D. LEVINSON
/s/ JEROME B. YORK
Director December 19, 2002
JEROME B. YORK
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I, Steven P. Jobs, certify that:
1. | have reviewed this annual report on Form 10-K\pple Computer, Inc.;
2. Based on my knowledge, this annual report doesamtiin any untrue statement of a material facoit to state a material fact

necessary to make the statements made, in lighedfircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual report

3. Based on my knowledge, the financial statement$ adimer financial information included in this amhwveport, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented in
this annual report;

4, The registrant's other certifying officers ande agsponsible for establishing and maintainingldsae controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-1#dhe registrant and we have:

a) designed such disclosure controls and proceduressiore that material information relating to tegistrant, including its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod in which this annt
report is being prepared;

b) evaluated the effectiveness of the registrantdalisre controls and procedures as of a date wiidays prior to the filing
date of this annual report (the "Evaluation Datat)d



C) presented in this annual report our conclusionsiatie effectiveness of the disclosure controls mededures based on ¢
evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and Véalisclosed, based on our most recent evaluatdhge registrant's auditors and the
audit committee of registrant's board of direc{orspersons performing the equivalent functions):

a) all significant deficiencies in the design or opena of internal controls which could adverselyeaff the registrant's ability to
record, process, summarize and report financia datl have identified for the registrant's auditorg material weaknesses in
internal controls; and

b) any fraud, whether or not material, that involvesniaggement or other employees who have a significéain the registrant's
internal controls; and

6. The registrant's other certifying officers and Véandicated in this annual report whether or her¢ were significant changes in
internal controls or in other factors that coulginsficantly affect internal controls subsequenttte date of our most recent evaluation,
including any corrective actions with regard tongfigant deficiencies and material weaknesses.

December 19, 2002

By: /sl STEVEN P. JOBS

Steven P. Jobs
Chief Executive Office
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I, Fred D. Anderson, certify that:
1. | have reviewed this annual report on Form 10-Kpple Computer, Inc.;
2. Based on my knowledge, this annual report doesomtain any untrue statement of a material facinoit to state a material fact

necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual report

3. Based on my knowledge, the financial statement odimer financial information included in this amhwveport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in
this annual report;

4. The registrant's other certifying officers andé aesponsible for establishing and maintainingld&ae controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-1#dhe registrant and we have:

a) designed such disclosure controls and proceduressore that material information relating to tegistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this annt
report is being prepared;

b) evaluated the effectiveness of the registranttdaisre controls and procedures as of a date witidays prior to the filing
date of this annual report (the "Evaluation Dataf)d

C) presented in this annual report our conclusionsiatie effectiveness of the disclosure controls @ededures based on our
evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and Véalisclosed, based on our most recent evaluatdhge registrant's auditors and the
audit committee of registrant's board of direc{orspersons performing the equivalent functions):

a) all significant deficiencies in the design or opena of internal controls which could adverselyeaff the registrant's ability to
record, process, summarize and report financia datl have identified for the registrant's auditorg material weaknesses in
internal controls; and

b) any fraud, whether or not material, that involvesniaggement or other employees who have a significéain the registrant's
internal controls; an



6. The registrant's other certifying officers and Véandicated in this annual report whether or het¢ were significant changes in
internal controls or in other factors that coulginsficantly affect internal controls subsequenttte date of our most recent evaluation,
including any corrective actions with regard tongfigant deficiencies and material weaknesses.

December 19, 2002

By: /sl FRED D. ANDERSON

Fred D. Anderson
Executive Vice President and
Chief Financial Officel
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Exhibit 10.A.49

APPLE COMPUTER, INC.
1997 EMPLOYEE STOCK OPTION PLAN
(AS AMENDED THROUGH 10/19/01)

1. Purposes of the Plan. The purposes of this 1997 Employee Stock Of®iam are to assist the Company in attracting atairring
high quality personnel, to provide additional intbe@to Employees who are not Directors or Officefshe Company and to promote the
success of the Company's business. Options grantbzt the Plan shall be Nonstatutory Stock OptiS#dRs granted under the Plan may be
granted in connection with Options or independeati®ptions.

2. Definitions. As used herein, the following definitions shegiply:

"Administrator'means the Board or any of its Committees, as beadldministering the Plan from time to time pursdan
Section 4 of the Plan.

"Affiliated Companytheans a corporation which is not a Subsidiary htit respect to which the Company owns, directly or
indirectly through one or more Subsidiaries, asiéaenty percent of the total voting power, unldesAdministrator determines in its
discretion that such corporation is not an AfféidtCompany.

"Applicable LawsShall have the meaning set forth in Section 4 efRfan.

"Board"means the Board of Directors of the Company.

"Change in Controlshall have the meaning set forth in Section 1hefRlan.

"Change in Control Priceshall have the meaning set forth in Section 1hefRlan.

"Common Stockheans the common stock, no par value, of the Coypan

"Companytneans Apple Computer, Inc., a California corporgtiar its successor.

"Committeetneans a Committee, if any, appointed by the Baaatcordance with Section 4(a) of the Plan.
"Code'means the Internal Revenue Code of 1986, as amérataedime to time, and any successor thereto.

"Continuous Status as an Employesans the absence of any interruption or terminaifdhe employment relationship with t
Company or any Subsidiary or Affiliated Companyn@ouous Status as an Employee shall not be camsldeterrupted in the case
(i) medical leave, military leave, family leave,any other leave of absence approved by the Adtréds, provided, in each case, that
such leave does not result in termination of th@leyment relationship with the Company or any Sdiasy or Affiliated Company, ¢
the case may be, under the terms of the respactugpany policy for such leave; however, vesting fayolled while an employee
on an approved leave of absence under the terthe oéspective Company policy for such leave;ipir(ithe case of transfers
between locations of the Company or between thepaom its Subsidiaries, its successor or its Adfdd Companies;

"Director" means a member of the Board.
"Employeetneans any person, employed by and on the payrtleo€ompany, any Subsidiary or any Affiliated Cemyp.
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"Exchange Acttheans the Securities Exchange Act of 1934, as asdend
"Fair Market Value'means the value of Common Stock determined asifsilo

(i) If the Common Stock is listed on astablished stock exchange or a national marlst¢sy(including without
limitation the National Market System of the NatibAssociation of Securities Dealers, Inc. Autordafiotation
("NASDAQ") System), its Fair Market Value shall thee closing sales price for such stock or the nlp&id if no sales were
reported, as quoted on such system or exchandgegq@xchange with the greatest volume of tradinthéenCommon Stock) for
the date of determination or, if the date of deteation is not a trading day, the immediately prkeg trading day, as reported
in The Wall Street Journar such other source as the Administrator deenebiel

(i) If the Common Stock is regularly gadton the NASDAQ System (but not on the NationatkdaSystem) or quoted
by a recognized securities dealer but selling praoe not reported, its Fair Market Value shalthemean between the high
and low asked prices for the Common Stock on the oiedetermination or, if there are no quotedgsion the date of
determination, on the last day on which there aigep prices prior to the date of determination.

(i) In the absence of an establishedkaafor the Common Stock, the Fair Market Valuadoé shall be determined in
good faith by the Administrator.

"Nonstatutory Stock Optionieans an Option that is not intended to be an thaegtock option within the meaning of Section
422 of the Code.

"Officer"means any individual designated by the Board adeuted officer of the Company.
"Option"means an option granted pursuant to the Plan.
"Optioned Stockheans the Common Stock subject to an Option or SAR.
"Optionee'means an Employee who receives an Option or SAR.
"Parent"corporation shall have the meaning defined in $act4(e) of the Code.
"Plan"means this Apple Computer, Inc. 1997 Employee S@gton Plan.
"SAR'means a stock appreciation right granted purswafettion 9 below.
"Section 3 Limitshall have the meaning set forth in Section 3 efRkan.
"Share'means a share of the Common Stock, as adjustatandance with Section 12 of the Plan.
"Sixty-Day Period$hall have the meaning set forth in Section 1%(fhe Plan.
"Subsidiary'torporation has the meaning defined in Sectionf¥24the Code.
"Tax Date'shall have the meaning set forth in Section 9 efRlan.

3. Stock Subject to the Plan.

(a) Limit. Subject to the provisions of Section 12 of Bhen, the maximum aggregate number of Shares whighbe
optioned and sold under the Plan or for which SARy be granted and exercised is 75,000,000 Shhes%ection 3 Limit). The
Shares may be authorized but unissued or reacq@ivetmon Stock. In the discretion of the Adminigiraainy or all of the Shares
authorized under the Plan may be subject to SARE & pursuant to the Plan.
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(b) Rules Applicable to the Calculation of the 8ec8 Limit. In calculating the number of Shares availabtegsuanct



under the Plan, the following rules shall apply:

(i) The Section 3 Limit shall be redudsdthe number of Shares of Optioned Stock sultjeetich outstanding Option
freestanding SAR.

(ii) The Section 3 Limit shall be increddsy the number of Shares of Optioned Stock sultgettte portion of an Option
or SAR that expires unexercised or is forfeitedgfoy reason.

(iii) The Section 3 Limit shall be increasby the number of Shares tendered to pay theisgqurice of an Option or the
number of Shares of Optioned Stock withheld tos§atin Optionee's tax liability in connection witie exercise of an Option
or SAR.

(iv) Option Stock subject to both an oagting Option and SAR granted in connection with@ption shall be counted
only once in calculating the Section 3 Limit.

4. Administration of the Plan.

(a) Composition of Administrator. The Plan may be administered by (i) the Boar@ipa Committee designated by the
Board, which Committee shall be constituted in sachanner as to satisfy the applicable securities,| California corporate law and
the Code (collectively, Applicable Laws)).

Once a Committee has been appointed purtudnis Section 4(a), such Committee shall cargito serve in its designated
capacity until otherwise directed by the Board.riitime to time the Board may increase the sizé®fQommittee and appoint
additional members thereof, remove members (witlitirout cause) and appoint new members in sulistitatherefor, fill vacancies
(however caused) and remove all members of the Gtieenand thereafter directly administer the P&hto the extent permitted by
the Applicable Laws.

(b) Powers of the Administrator. Subject to the provisions of the Plan andhandase of the Committee, subject to the
specific duties delegated by the Board to such Cittee) the Administrator shall have the authorittyits discretion: (i) to determine
the Fair Market Value of the Common Stock in aceoak with the Plan; (ii) to determine, in accordanith Section 8(a) of the Plan,
the exercise price per Share of Options and SARe tgranted; (iii) to determine the Employees t@mhand the time or times at
which, Options and SARs shall be granted and timelen of Shares to be represented by each Opti&ABr(including, without
limitation, whether or not a corporation shall xeladed from the definition of Affiliated Company(y) to construe and interpret the
provisions of the Plan and any agreements or gmtéfs issued under or in connection with the Rl}@nto determine the terms and
conditions, not inconsistent with the terms of Bian, of any Option or SAR granted hereunder (idiclg, but not limited to, any
restriction or limitation, or any vesting acceléator waiver of forfeiture restrictions regardiagy Option or SAR or the Shares
relating thereto, based in each case on such faatothe Administrator shall determine, in its shéeretion); (vi) to approve forms of
agreement for use under the Plan; (vii) to pres¢rimend and rescind rules and regulations reltditige Plan; (viii) to modify or
amend each Option or SAR or accelerate the exedeigeof any Option or SAR; (ix) to reduce the el price of any Option or
SAR to the then current Fair Market Value if thér Rarket Value of the Common Stock covered by sOgtion or SAR shall have
declined since the date the Option or SAR was grir{k) to authorize any person to execute on heidhe Company any instrume
required to effectuate the grant of an Option oRS#eviously granted by the Administrator; and (giynake all other determinations
deemed necessary or advisable for the administrafithe Plan.

13

(c) Effect of Decisions by the Administrator All decisions, determinations and interpretasiof the Administrator shall be
final and binding on all Optionees and any othddéis of any Options.

5. Eligibility. The Administrator may grant Options and SARly ¢ individuals who are Employees or who are ciiasits to the
Company, or a Subsidiary or Affiliated Companynmevent may an Option or SAR be granted to aniyighgial who, at the time of grant, is
an Officer or Director. An Employee who has beaanggd an Option or SAR may, if he or she is othegwvaligible, be granted an additional
Option or Options, SAR or SARs. Each Option shelElidenced by a written Option agreement, whicil & in such form and contain si
provisions as the Administrator shall from timditnoe deem appropriate. Without limiting the foragmithe Administrator may, at any time,
or from time to time, authorize the Company, wik tonsent of the respective recipients, to isewe@ptions or Options in exchange for the
surrender and cancellation of any or all outstapddptions, other options, SARs or other stock agipt®n rights.

Neither the Plan nor any Option or SAR agrent shall confer upon any Optionee any right wé8pect to continuation of employment
by the Company (or any Parent, Subsidiary or Adfdd Company), nor shall it interfere in any wayhvthe Optionee's right or the right of 1
Company (or any Parent, Subsidiary or Affiliatech@any) to terminate the Optionee's employment wtiame or for any reasol



If an Option or SAR is granted to an indival who is a consultant to the Company or any 8idry or Affiliate, all references in the
Plan to "Employee" shall be deemed to include ¢het'consultant” and all references in the Plafetoployment,” "Continuous Status as an
Employee" and "termination of employment" shalldeemed to refer to the individualss consultancstatus as a consultant.

6. Term of Plan. The Plan shall become effective upon its adopiby the Board. It shall continue in effect faeam of ten years
unless sooner terminated under Section 14 of tte. Pl

7. Term of Option. The term of each Option shall be ten (10) y&ars the date of grant thereof or such shortantas may be
provided in the Option agreement.

8. Exercise Price and Consideration.

(@) Exercise Price. The per Share exercise price for the Shareslids pursuant to an Option shall be such prids as
determined by the Administrator, but shall in nemivbe less than 100% of the Fair Market Value mh@on Stock, determined as of
the date of grant of the Option. In the event thatAdministrator shall reduce the exercise ptilce,exercise price shall be no less
100% of the Fair Market Value as of the date of teduction.

(b) Method of Payment. The consideration to be paid for the Shardsetssued upon exercise of an Option, including the
method of payment, shall be determined by the Adstrstor and may consist of (i) cash, (ii) chedik) promissory note, (iv) other
Shares which have a Fair Market Value on the dasaroender equal to the aggregate exercise pfiteedShares as to which said
Option shall be exercised, (v) delivery of a prépexecuted exercise notice together with irrevéedtstructions to a broker to
promptly deliver to the Company the amount of salean proceeds required to pay the exercise joicési) any combination of the
foregoing methods of payment and/or any other clamation or method of payment as shall be permitteter applicable corporate
law.

9. Stock Appreciation Rights.

(@) Granted in Connection with Options.At the sole discretion of the Administrator, B&\may be granted in connection w
all or any part of an Option, either concurrentlighwthe grant
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of the Option or at any time thereafter during téren of the Option. The following provisions applySARS that are granted in
connection with Options:

(i) The SAR shall entitle the Optionee kekeise the SAR by surrendering to the Company emuésed a portion of the
related Option. The Optionee shall receive in ergleafrom the Company an amount equal to the exafgs3 the Fair Market
Value on the date of exercise of the SAR of the @am Stock covered by the surrendered portion ofdleted Option over
(y) the exercise price of the Common Stock covénethe surrendered portion of the related Optiootvhthstanding the
foregoing, the Administrator may place limits oe timount that may be paid upon exercise of an $#d¥vided, however, th
such limit shall not restrict the exercisabilitytbe related Option.

(i) When an SAR is exercised, the relaDgdion, to the extent surrendered, shall no lomgeexercisable.

(iii) An SAR shall be exercisable only whamd to the extent that the related Option is egebte and shall expire no later
than the date on which the related Option expires.

(iv) An SAR may only be exercised at a tiwlgen the Fair Market Value of the Common Stockered by the related
Option exceeds the exercise price of the CommockStovered by the related Option.

(b) Independent SARs. At the sole discretion of the Administrator, Bg&\may be granted without related Options. The
following provisions apply to SARs that are notrgead in connection with Options:

(i) The SAR shall entitle the Optionee,éxgercising the SAR, to receive from the Compangmount equal to the excess
of (x) the Fair Market Value of the Common Stockeed by exercised portion of the SAR, as of thte dasuch exercise,
over (y) the Fair Market Value of the Common Stookered by the exercised portion of the SAR, ak@fdate on which the
SAR was grantedgrovided, howevethat the Administrator may place limits on the amtaihat may be paid upon exercise of
an SAR.

(i) SARs shall be exercisable, in wholdropart, at such times as the Administrator sédicify in the Optionee's SAR
agreement



(c) Form of Payment. The Company's obligation arising upon the eserof an SAR may be paid in Common Stock or in
cash, or in any combination of Common Stock anth cas the Administrator, in its sole discretionyndatermine. Shares issued upon
the exercise of an SAR shall be valued at their Market Value as of the date of exercise.

10. Method of Exercise.

(&) Procedure for Exercise; Rights as a ShareholdeAny Option or SAR granted hereunder shall bereisable at such tim
and under such conditions as determined by the Aidimator and as shall be permissible under thadaf the Plan.

An Option or SAR shall be deemed to be @sged when written notice of such exercise has lygem to the Company in
accordance with the terms of the Option or SARH®gyerson entitled to exercise the Option or SARfal payment for the Shares
with respect to which the Option is exercised hesnbreceived by the Company. Full payment mayutmazed by the Administrat
and permitted by the Option agreement, consishpfcansideration and method of payment allowablenBection 8(b) of the Plan.
Until the issuance (as evidenced by the appropeiatey on the books of the Company or of a dulharized transfer agent of the
Company) of the stock certificate evidencing subar8s, no right to vote or receive dividends or afner rights as a shareholder s
exist with respect to the Optioned Stock, notwihsling
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the exercise of the Option. No adjustment will beeden for a dividend or other right for which theamtdate is prior to the date the
stock certificate is issued, except as provide8ention 12 of the Plan. An Option or SAR may notkercised with respect to a
fraction of a Share.

(b) Termination of Continuous EmploymentUpon termination of an Optionee's Continuowd Bt as Employee (other than
termination by reason of the Optionee's death)(tpttonee may, but only within ninety days aftex ttate of such termination,
exercise his or her Option or SAR to the extent ith@as exercisable at the date of such terminatintwithstanding the foregoing,
however, an Option or SAR may not be exercised #itedate the Option or SAR would otherwise expiyéts terms due to the
passage of time from the date of grant.

(c) Death of Optionee. In the event of the death of an Optionee:

(i) Who is at the time of death an Enyele and who shall have been in Continuous Statas &nployee since the date
of grant of the Option, the Option or SAR may bereised at any time within six (6) months (or sotier period of time not
exceeding twelve (12) months as determined by timiAistrator) following the date of death by theti@pee's estate or by a
person who acquired the right to exercise the @gtpbequest or inheritance, but only to the extérihe right to exercise that
would have accrued had the Optionee continueddiaimd terminated his or her employment six (6) meiibr such other
period of time not exceeding twelve (12) monthsletermined by the Administrator) after the dateledith; or

(i) Within ninety days after the termifmat of Continuous Status as an Employee, the Omid®AR may be exercised,
any time within six (6) months (or such other pdrad time not exceeding twelve (12) months as deitezd by the
Administrator) following the date of death by thetl@nee's estate or by a person who acquired dgie 16 exercise the Option
by bequest or inheritance, but only to the exténhe right to exercise that had accrued at the datermination.

Notwithstanding the foregoing, however Gytion or SAR may not be exercised after the daedption or SAR would
otherwise expire by its terms due to the passagieneffrom the date of grant.

(d) Stock Withholding to Satisfy Withholding Taxi@diions. When an Optionee incurs tax liability in contiec with the
exercise of an Option or SAR, which tax liabilis/dubject to tax withholding under applicable x4, and the Optionee is obligated
to pay the Company an amount required to be withtietler applicable tax laws, the Optionee mayfyati® withholding tax
obligation by electing to have the Company withhiotan the Shares to be issued upon exercise dDfiten, or the Shares to be
issued upon exercise of the SAR, if any, that nurob&hares having a Fair Market Value equal toam®unt required to be withhe
The Fair Market Value of the Shares to be withls#ldll be determined on the date that the amoutatxai be withheld is to be
determined (the Tax Date").

All elections by an Optionee to have Shaviégsheld for this purpose shall be made in writing form acceptable to the
Administrator and shall be subject to the follownegtrictions:

(i) the election must be made on or prior to theliagpble Tax Date; and

(i) all elections shall be subject to the consandisapproval of the Administratc



11. Non-Transferability of Options. Options and SARs may not be sold, pledgedgassdi hypothecated, transferred or disposed of

in any manner other than by will or by the lawsle§cent or distribution or pursuant to a qualifiedhestic relations order as defined by the
Code or Title | of the Employee Retirement Inconee8ity Act, or the rules thereunder; provided, boer, that the Administrator may grant
Nonstatutory Stock Options that are freely traratfée. The designation of
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beneficiary by an Optionee or holder of an SAR duatsconstitute a transfer. An Option or an SAR rhayexercised, during the lifetime of
the Optionee or SAR holder, only by the OptioneSAR holder or by a transferee permitted by thistia 11.

12. Adjustments Upon Changes in Capitalization @rdyér.

(8) Changes in Capitalization. Subject to any required action by the sharedrsldf the Company, the number of Shares
covered by each outstanding Option and SAR, anduheber of Shares which have been authorized $oaisce under the Plan but as
to which no Options or SARs have yet been granteghich have been returned to the Plan upon caatamil or expiration of an
Option or SAR, as well as the price per Share @yéy each such outstanding Option or SAR, shatirbportionately adjusted for
any increase or decrease in the number of issuadShesulting from a stock split, reverse stodi, stock dividend, combination or
reclassification of the Common Stock, or any oiherease or decrease in the aggregate numbernefdsShares effected without
receipt of consideration by the Company; provideslvever, that conversion of any convertible semgibf the Company shall not be
deemed to have been "effected without receipt nieration.” Such adjustment shall be made bytiministrator, whose
determination in that respect shall be final, birgdand conclusive. Except as expressly providediheno issuance by the Company
of shares of stock of any class, or securities edible into shares of stock of any class, shédlaf and no adjustment by reason
thereof shall be made with respect to, the numberioe of Shares subject to an Option or SAR.

(b) Dissolution or Liquidation. In the event of the proposed dissolution auitigtion of the Company, all outstanding
Options and SARs will terminate immediately priorthe consummation of such proposed action, uniggswise provided by the
Administrator. The Administrator may, in the exeef its sole discretion in such instances, dedlzat any Option or SAR shall
terminate as of a date fixed by the Administratodt give each Optionee the right to exercise hisenrOption or SAR as to all or any
part of the Optioned Stock or SAR, including Shagso which the Option or SAR would not otherwliseexercisable.

(c) Sale of Assets or Merger. Subject to the provisions of Section 12(dhi@ event of a proposed sale of all or substantiall
all of the assets of the Company, or the mergéhefCompany with or into another corporation, eautstanding Option and SAR
shall be assumed or an equivalent option or stppkegiation right shall be substituted by such sasor corporation or a parent or
subsidiary of such successor corporation, unlesg\thministrator determines, in the exercise ofdte discretion and in lieu of such
assumption or substitution, that the Optionee stalk the right to exercise the Option or SAR aalltof the Optioned Stock,
including Shares as to which the Option or SAR wowt otherwise be exercisable. If the Administrabakes an Option or SAR fu
exercisable in lieu of assumption or substitutiothie event of a merger or sale of assets, the @oynghall notify the Optionee that
the Option or SAR shall be fully exercisable fquexiod of thirty (30) days from the date of suchicey and the Option or SAR wiill
terminate upon the expiration of such period. Rappses of this paragraph, an Option granted uth@ePlan shall be deemed to be
assumed if, following the sale of assets or meitperOption confers the right to purchase, for ealcare of Optioned Stock subject to
the Option immediately prior to the sale of asseterger, the consideration (whether stock, casliter securities or property)
received in the sale of assets or merger by holsfe@ommon Stock for each Share held on the effeatate of the transaction (and if
such holders were offered a choice of consideratientype of consideration chosen by the holdéesroajority of the outstanding
Shares); provided, however, that if such consid@ratceived in the sale of assets or merger wasalely Common Stock of the
successor corporation or its parent, the Admirtistranay, with the consent of the successor corpmrand the participant, provide
the per share consideration to be received uporciseeof the Option to be solely Common Stock &f th
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successor corporation or its parent equal in Fairkét VValue to the per share consideration recdiyedablders of Common Stock in
the sale of assets or merger.

(d) Change in Control. In the event of a "Change in Control" of then@fmany, as defined in Section 12(e), unless otherwis
determined by the Administrator prior to the oceae of such Change in Control, the following ae@lon and valuation provisions
shall apply:

(i) Any Options and SARs outstanding athefdate such Change in Control is determined ¥e lbacurred that are not
yet exercisable and vested on such date shall beefaliy exercisable and vested; ¢



(ii) The value of all outstanding OptiomsdaSARSs shall, unless otherwise determined by tthmiAistrator at or after
grant, be cashed-out. The amount at which sucho@ptind SARs shall be cashed out shall be eqtia texcess of (x) the
Change in Control Price (as defined below) ovetlfg)exercise price of the Common Stock coverethéyOption or SAR.
The cashsut proceeds shall be paid to the Optionee ohérevent of death of an Optionee prior to paymterthe estate of tt
Optionee or to a person who acquired the righkerase the Option or SAR by bequest or inheritance

(e) "Definition of "Change in Control". For purposes of this Section 12, a "Changeant@®@I" means the happening of any
the following:

(i) When any "person”, as such term is usegections 13(d) and 14(d) of the Exchange Atitgothan the Company, a
Subsidiary or a Company employee benefit planpigiclg any trustee of such plan acting as trusgseej becomes the
"beneficial owner" (as defined in Rule 13d-3 untiher Exchange Act), directly or indirectly, of setiess of the Company
representing fifty percent (50%) or more of the bamd voting power of the Company's then outstamdecurities; or

(ii) The occurrence of a transaction reiqgishareholder approval, and involving the salallbér substantially all of the
assets of the Company or the merger of the Compéhyor into another corporation.

() Change in Control Price. For purposes of this Section 12, "Change int@bRrice" shall be, as determined by the
Administrator, (i) the highest Fair Market Valueaay time within the sixty-day period immediatelgpeding the date of
determination of the Change in Control Price byAldeinistrator (the 'Sixty-Day Period), or (ii) the highest price paid or offered,
determined by the Administrator, in any bona fidesaction or bona fide offer related to the Chandeontrol of the Company, at
any time within the Sixty-Day Period.

13. Time of Granting Options and SARsThe date of grant of an Option or SAR shali, & purposes, be the date on which the
Administrator makes the determination granting sDgiion or SAR. Notice of the determination shaldiven to each Employee to whom
Option or SAR is so granted within a reasonabletafier the date of such grant.

14. Amendment and Termination of the Plan.

(&) Amendment and Termination.The Board may at any time amend, alter, suspetefminate the Plan, as it may deem
advisable.

(b) Effect of Amendment or Termination Any such amendment, alteration, suspensioararihation of the Plan shall not
impair the rights of any Optionee or SAR holder eindny grant theretofore made without his or haseat. Such Options and SARs
shall remain in full force and effect as if thimRlhad not been amended or terminated.

15. Conditions Upon Issuance of SharesShares shall not be issued with respect toio@or SAR unless the exercise of such
Option or SAR and the issuance and delivery of sltdres pursuant
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thereto shall comply with all relevant provisiorfdaw, including, without limitation, the Securisiédct of 1933, as amended, the Exchange
Act, the rules and regulations promulgated theregrahd the requirements of any stock exchangeatation system upon which the Shares
may then be listed or quoted, and shall be furglibject to the approval of counsel for the Compaitly respect to such compliance.

As a condition to the exercise of an OptoIBAR or the issuance of Shares upon exerciaa @ption or SAR, the Company may
require the person exercising such Option or SARpoesent and warrant at the time of any suchceseethat the Shares are being purchased
only for investment and without any present intemtio sell or distribute such Shares if, in thenggm of counsel for the Company, such a
representation is required by any of the aforemesti relevant provisions of law.

Inability of the Company to obtain authgfitom any regulatory body having jurisdiction, whiauthority is deemed by the Company's
counsel to be necessary to the lawful issuancesaledof any Shares hereunder, shall relieve thepaagnof any liability in respect of the
non-issuance or sale of such Shares as to whi¢hregaisite authority shall not have been obtained.

16. Reservation of Shares. The Company, during the term of this Plan, waflkll times reserve and keep available such nuofbe
Shares as shall be sufficient to satisfy the reaouémts of the Plan.

17. Non-U.S. Employees. Notwithstanding anything in the Plan to thetcary, with respect to any employee who is resicerside
of the United States, the Committee may, in ite stiécretion, amend the terms of the Plan in a@eonform such terms with the
requirements of local law or to meet the objectioEthe Plan. The Committee may, where appropregtablish one or more syitans for thi
purpose
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Exhibit 21
SUBSIDIARIES OF
APPLE COMPUTER, INC*

Jurisdiction
Name of Incorporation
Apple Computer Inc. Limite: Ireland
Apple Computer Limitec Ireland
Apple Computer Internation Ireland
Apple Japan Inc Japar
* Pursuant to Item 601(b)(21)(ii) of Regulation Sthe names of other subsidiaries of Apple Compuer,are omitted because,

considered in the aggregate, they would not cansta significant subsidiary as of the end of tearycovered by this report.
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Exhibit 23.1

CONSENT OF KPMG LLP

The Board of Directors
Apple Computer, Inc.

We consent to incorporation by reference in théstegfion statements (Nos. 2-70449, 2-77563, 2-85089-00866, 33-23650, 33-31075, 33-
40877, 33-47596, 33-57092, 33-57080, 33-53873,389, 33-53895, 33-60279, 33-60281, 333-07437,283739, 333-23725, 333-60455,
333-82603, 333-93471, 333-37012, 333-52116, 33346,1233-70506 and 333-75930) on Forms S-8 andtrati® statements (No. 33-
23317, 33-29578, 33-62310, 333-10961, 333-2819Fams S-3 and (Nos. 333-10961 and 333-28191) om$-&-3/A of Apple

Computer, Inc. of our report dated October 15, 206iating to the consolidated balance sheets gl&@omputer, Inc. and subsidiaries as of
September 28, 2002 and September 29, 2001, amdl#tied consolidated statements of operationsehbéters' equity, and cash flows for
each of the years in the three-year period endpteBiber 28, 2002, which report appears in the Sdpge 28, 2002 annual report on

Form 10-K of Apple Computer, Inc.

KPMG LLP
Mountain View, California
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Exhibit 99.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Steven P. Jobs, certify, pursuant to 18 U.Se&tiSn 1350, as adopted pursuant to Section 9@igeabarbanes-Oxley Act of 2002, that the
Annual Report of Apple Computer, Inc. on Form 1@eKthe period ended September 28, 2002 fully céesphith the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in suohni10-K fairly presents in all material
respects the financial condition and results ofrapens of Apple Computer, Inc.

By: /sl STEVEN P. JOBS

Steven P. Jobs
Chief Executive Office

I, Fred D. Anderson, certify, pursuant to 18 U.SS€ction 1350, as adopted pursuant to Section B Garbanes-Oxley Act of 2002, that
the Annual Report of Apple Computer, Inc. on Foi@aKlLfor the period ended September 28, 2002 fubiyplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in suohnfr 10-K fairly presents in all material
respects the financial condition and results ofrapens of Apple Computer, Inc.

By: /sl FRED D. ANDERSON

Fred D. Anderson
Executive Vice President and Chief Financial Offi
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CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEFINANCIAL OFFICER PURSUANT TO 18 U.S.C. SECTION 135
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESB(LEY ACT OF 2002
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