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PART |
FORWARD-LOOKING STATEMENTS

The Business section and other parts of this AnReglort on Form 10-K ("Form 10K") contain forwambking statements that involve risks
and uncertainties. Such statements include thadessing future products and product featurescigated operating results during all or
portions of 2001, anticipated capital expendituhesng 2001, and the Company's future liquidityeT@ompany's actual results may differ
significantly from the results discussed in thesMard{ooking statements. Factors that might cause siffdrehces include, but are not limit
to, those discussed in the subsection entitledttfFad hat May Affect Future Results and Financiahdition" under Part Il, Item 7 of this
Form 10-K.

ITEM 1. BUSINESS
GENERAL

Apple Computer, Inc.-Registered Trademark- ("Applethe "Company") was incorporated under the lafithe state of California on
January 3, 1977. The Company's principal executffiees are located at 1 Infinite Loop, Cuperti@alifornia, 95014 and its telephone
number is (408) 996010. The Company's fiscal year ends on or abeuiast Saturday of September. Unless otherwisedstatl informatior
presented in this Form 10-K is based on the Conipdisgal calendar.

The Company designs, manufactures and marketsmasomputers and related personal computing andramicating solutions for sale
primarily to education, creative, consumer, andrmss customers. Substantially all of the Compamgtsales to date have been derived 1
the sale of its Apple Macintosh-Registered Traddémlame of personal computers and related softveaue peripherals. The Company
manages its business primarily on a geographicb@be Company's geographic segments include theridas, Europe, Japan, and Asia
Pacific. The Americas segment includes both Nonith &outh America. The European segment includesgean countries as well as the
Middle East and Africa. The Japan segment incluadyg Japan, while the Asia Pacific segment inclublestralia and Asia except for Japan.
Each geographic operating segment provides simmdedware and software products and similar servieggher information regarding the
Company's operating segments may be found in Rateerin 7 of this Form 10-K under the heading "ISedes," and in Part I, Item 8 on this
Form 10-K in the Notes to Consolidated Financialt&nents at Note 10, "Segment Information and Gaate Data," which information is
hereby incorporated by reference.

PRINCIPAL HARDWARE PRODUCTS

Apple Macintosh personal computers were first idticed in 1984, and are characterized by theirtiseuease of use, innovative industrial
designs and applications base, and built-in netimgrigraphics, and multimedia capabilities. The @any offers a range of personal
computing products, including personal computezisted peripherals, software, and networking amheotivity products. All of the
Company's Macintosh products employ PowerPC-Reagidt€rademark- RISC-based microprocessors.

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

POWER MAC-TM-

The Power Mac line of desktop personal computetargeted at business and professional users atebigned to meet the speed, expansion
and networking needs of the most demanding Madiniggr. With the addition of Apple server and neling software, Power Mac systems
can be used as workgroup servers. The Companyentitower Mac line features two models that coraedard with dual PowerPC G4
processors.



POWER MAC-TM- G4 CUBE

The Power Mac G4 Cube system, introduced by Appliuly 2000, delivers the performance of a Powet K4 in an eight-inch cube. The
G4 Cube was designed to appeal to both professimeat and high-end consumer users seeking morerpowupled with a small design.

POWERBOOK-Registered Trademark- G3

The PowerBook G3 family of portable computers iscfically designed to meet the mobile computingdeeof professionals and advanced
consumer users. Current PowerBooks incorporate FREWE3 processors, active-matrix displays, and lwattery lives.

iIMAC-TM-

The iMac line of desktop computers is targeteddatcation and consumer markets. Current iMacs featuovative industrial design, easy
Internet access, and PowerPC G3 processors, miiddngsuitable for a wide range of education ancaorer applications.

iBOOK-TM-

Designed specifically for the portable computingaeof education and consumer users, current iBsatkires include an active-matrix
display, long battery life, and a PowerPC G3 preoes

PERIPHERAL PRODUCTS

The Company sells certain associated Apple-brandetputer hardware peripherals, including a randagif quality precision color displays
and AirPort-TM- wireless networking base stationd add-in cards. The Company also sells a varietlyia-party hardware products
directly to end users through its on-line storduding computer printers, storage devices, memamy,imaging products such as digital
camcorders and scanners.

PRINCIPAL SOFTWARE PRODUCTS
OPERATING SYSTEM SOFTWARE

Apple's operating system software, Mac OS-Regidtérademark-provides Macintosh computers with an easy, ctesisiser interface. Tt
current version, Mac OS 9, began shipping in Oatd889. Mac OS 9 includes numerous advanced featnctuding Sherlock-Registered
Trademark- 2, the Company's advanced Internetlsesugine, features for faster and more efficietdrimet usage, enhanced system and
network security, and auto updating of Apple sofevaver the Internet. The Company also developsd@atdbutes extensions to the
Macintosh system software including utilities, laages, and developer tools.

During 2001, the Company plans to introduce the fiustomer release of its new client operatingesysMac OS X, which will offer
advanced functionality based on an open-source UR}Yistered Trademark--based foundation. Mac OSINngorporate the most
fundamental changes in both core technology andinteeface design made by the Company to the Maéra single upgrade since the
original introduction of the Macintosh in 1984. M@& X will feature memory protection, pre-emptivaltiatasking, and symmetric
multiprocessing. Mac OS X includes Apple's new @saM- 2D graphics engine (based on the Interatthdard Portable Document Forn
for enhanced graphics and broad font support, Opdnzenhanced 3D graphics and gaming, and Quick¥irv- for streaming audio and
video. In addition, Mac OS X features Apple's nesgninterface named Aqua-TM-, which combines sup&ase-of-use with new
functionality such as the "Dock," a new interfaoe drganizing applications, documents and miniaediwindows. On September 13, 2000,
Apple released Mac OS X Public Beta. Mac OS X RuBé&ta includes certain new or updated applicatimmtduding Apple's new Mail client
and new versions of the QuickTime player and Skkrlas well as a beta version of Microsoft's Ing¢fExplorer written for Mac OS X.

Further information regarding the introduction o&&10S X may be found in Part Il, Item 7 of thisfdt0-K under the subheadings "Product
Introductions and Transitions" and "Support fromrditParty



Software Developers" included under the headingttita That May Affect Future Results and Finan€iahdition,” which information is
hereby incorporated by reference.

In March 1999, the Company introduced Mac OS X &enwhich combines the strength of UNIX-Registefeademark- and simplicity of
the Macintosh. Mac OS X Server is based on the Nashmicrokernel and the BSD-Registered Trademérkoperating system. It provides
performance and stability through full pre-emptmalti-tasking, protected memory, advanced virtuehmory, QuickTime Streaming Server
software, and NetBoot; a Mac OS X server featumnithg a network of Macs to be booted and configurem a single server.

APPLICATION SOFTWARE

The Company has two primary digital video authofiéditing software titles. Final Cut Pro-Registefl@ddemark- 1.2.5 is video authoring
software designed to meet the demanding need® girtifessional video editing environment that corabiprofessionajuality video editing
compositing, and special effects in one packag@lémtroduced iMovie-TM- 2, an update to its edasyuse consumer digital video editing
software, in July 2000. iMovie 2 makes it easyrate home and classroom movies and features amesdh user interface, improved audio
editing capabilities, enhanced controls for titlagd transitions, and added special effects. iM@vgpreinstalled on all FireWire-Registered
Trademark- enabled Macintoshes.

AppleWorks-Registered Trademark- 6 is an integratediuctivity application that incorporates wor@@essing, spreadsheet, database,
drawing, painting, and presentation features iimgle software package. Intended to be an easwé¢gstoduct for the Company's consumer
and education customers, AppleWorks 6 makes itlsingpcreate professional looking documents indlassroom and at home.

FileMaker-Registered Trademark- Corporation, a Wholvned subsidiary of the Company, develops, ghigls, and distributes desktop based
database management application software for Maar@S/Nindows-based systems. Filemaker's FileMak@{TR1- database software and
related products offers strong relational databasesadvanced desktop-to-web publishing capalsilitie

INTERNET SOFTWARE, INTEGRATION, AND SERVICES

Apple's Internet strategy is focused on delivesegmless integration with and access to the Inténmneughout the Company's product lines.
In addition to Sherlock 2, an easy Internet Setapigtant is an integral part of Mac OS 9, the aurversion of the Macintosh operating
system.

QuickTime-TM-4 Player, the Company's current version of itstimaldia software for Macintosh and Windows platfsrieatures streamir

of live and stored video and audio over the InterS@nce its release in June 1999, over 100 miltiopies of QuickTime 4 software have been
distributed free to Macintosh and Windows usersldwaide. QuickTime 4 Pro is a suite of software tAldws QuickTime files to be created
and edited and allows a user to add special effec@iickTime movies. QuickTime Streaming Servdtvgare is the underlying server
technology that powers QuickTime 4's ability teeatn live and stored video and audio over the Iete@uickTime Streaming Server can be
downloaded for free as Open Source software aimthisded in Mac OS X Server.

In July 1999, Apple introduced QuickTime TV (QT\&high quality network for Internet-based video andio streaming. QTV integrates
four key elements:

Apple's QuickTime 4 Player software, Apple's opeuarse QuickTime Streaming Server software, videdb aundio content from leading
providers, and the streamed content delivery semwifered by Apple and Akamai Technologies, IncMZlrrently has over 50 channels
encompassing many leading news, entertainmentcimaslio, and educational content providers.

WebObjects-Registered Trademark-, the Company'sapplication server software, offers a completetsmh for rapid development and
deployment of web applications. WebObjects featapghisticated graphical development tools, congmeive prebuilt and reusable
components, integration with numerous data sousresrobust deployment tools.
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Apple currently offers four free Internet serviaedlectively called iTools. KidSafe is a servicesimed to control children's use of the
Internet by making only approved websites availabltnem. Mac.Com is an email service run by Apjidsk offers users 20 megabytes of
private or public storage on Apple's Internet sesvelomePage allows users to create their own patseebsite hosted by Apple with
personalized content including data, pictures,rmpndgies. In addition to the four iTools, Apple alsifers on its corporate website iReview, an
Internet site review guide, and iCards, an eleatrgreeting card service.

In January 2000, the Company and EarthLink Netwock (EarthLink), an Internet service provider (J)Séntered into a multfear agreeme;
to deliver ISP service to Macintosh users in thé@ééhStates. Under the terms of the agreemenCdmepany profits from each new Mac
customer that subscribes to EarthLink's ISP serfirea specified period of time, and EarthLinkhe default ISP in Apple's Internet Setup
Software included with all Macintosh computers salthe United States.

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 tghoits on-line store. Additional information regangl the Company's relationship with and
dependence upon third-party software developeckjding Microsoft Corporation, may be found in Piérttem 7 of this Form 10-K under
the subheading "Support from Third-Party Softwaev&opers" included under the heading "Factors Mat Affect Future Results and
Financial Condition," which information is herelmcorporated by reference.

MARKETS AND DISTRIBUTION

The Company's customers are primarily in the eduicatreative, consumer, and business marketsai@ertistomers 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 prodaioiiéty of Macintosh computers to
network and communicate with other computer systanasenvironments, and availability of applicatsmftware. Apple personal computers
were first introduced to education customers inléte 1970s. In the United States, the Companyésas the major suppliers of personal
computers for both elementary and secondary sahustbmers, as well as for college and universigtamers. The Company is also a
supplier to institutions of higher education ou¢saf the United States.

The Company distributes its products through whadtes, resellers, national and regional retailacs @ataloguers. During 2000, a single
distributor, Ingram Micro Inc., accounted for apgrately 11.5% of net sales. No other customer actamd for more than 10% of net sales
during 2000, and no individual customer accountedifore than 10% of net sales in 1999 or 1998.0dmpany also sells many of its
products and resells certain third-party productsiost of its major markets to consumers, certdurcation customers, and certain resellers
either directly or through one of its on-line s®eround the world. During 2000, net sales attabiet to the Company's on-line stores totaled
approximately $1.7 billion.

COMPETITION

The market for the design, manufacture, and sapefonal computers and related software and pEapproducts is highly competitive. It
continues to be characterized by rapid technoldgid@ances in both hardware and software developmarich have substantially increased
the capabilities and applications of these produetd has resulted in the frequent introductionef products and significant price, feature,
and performance competition. Further, as the pafstomputer industry and its customers place meliarrce on the Internet, an increasing
number of Internet devices that are smaller, simpled less expensive than traditional personalpeiers may compete for market share \
the



Company's existing products. The principal comjwetifactors in this market are relative price/periance, product quality and reliability,
design innovation, availability of software, protifeatures, marketing and distribution capabilégrvice and support, availability of hardw
peripherals, and corporate reputation. The Commayrrently taking and will continue to take stépsespond to the competitive pressures
being placed on its personal computer sales asudt i innovations in the Windows platform. Ther@@any's future operating results and
financial condition are substantially dependenitsmbility to continue to develop improvementghe Macintosh platform in order to
maintain perceived functional and design advantages 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 of thorm 10-K under the subheading "Competition,luded under the heading "Factors That
May Affect Future Results and Financial Conditiontiich information is hereby incorporated by refere.

RAW MATERIALS

Although certain components essential to the Colyipdusiness are generally available from multgalerces, other 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 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 weeshél subsequently qualifies additional suppligithe supply of a key or single-sourced
component to the Company were to be delayed oaitedtor in the event a key manufacturing venddaydeshipments of completed prodt
to the Company, the Company's ability to ship eslgiroducts in desired quantities and in a timedyiner could be adversely affected. The
Company's business and financial performance calstiibe adversely affected depending on the timpeined to obtain sufficient quantities
from the original source, or to identify and obtaurfficient quantities from an alternative sour€entinued availability of these components
may be affected if producers were to decide to entrate on the production of common componentg&usbf components customized to
meet the Company's requirements. The Company attemmitigate these potential risks by workingselly with these and other key
suppliers on product introduction plans, stratégientories, coordinated product introductions, amédrnal and external manufacturing
schedules and levels. Consistent with industrytim@ccomponents are normally acquired throughlpase orders typically covering the
Company's forecasted requirements for periods 860 130 days. However, the Company continuesatuate the need for a supply
contract in each situation.

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 anacfalgosition. At this time, such vendors includlpha-Top Corporation, Ambit
Microsystems Corporation, ATl Technologies, Incaridn Electronics Corporation, Hon Hai Precisiodustry Co., Ltd., IBM Corporation,
LG Electronics, Lucent Technologies Inc., Matswshulitsubishi Electric Corporation, Motorola, InblatSteel Electronics PTE Ltd., Philips
Semiconductors, Samsung Electronics, and Quantgp@em Inc.

Further discussion relating to availability and glypf components and product may be found in Paitem 7 of this Form 10-K under the
subheading "Inventory and Supply" included underttbading "Factors That May Affect Future Resulid Binancial Condition," and in Part
I, Item 8 of this Form 10k in the Notes to Consolidated Financial Statemahtdote 9 under the subheading "ConcentratiotisarAvailable
Sources of Supply of Materials and Product,” whidhrmation is hereby incorporated by reference.
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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 tdopies and to enhance existing products in thasaoé hardware and peripherals,
system software, applications software, networlkdng communications software and solutions, andrtteenet. The Company's research and
development expenditures, before any charges fpraness research and development, totaled $380mi$314 million, and $303 million

in 2000, 1999, and 1998, respectively.

PATENTS, TRADEMARKS, COPYRIGHTS AND LICENSES

The Company currently holds rights to patents ay/dghts relating to certain aspects of its corapsistems, peripheral systems, and
software. In addition, the Company has registesiad/or has applied to register, trademarks in thiged States and a number of foreign
countries for "Apple-Registered Trademark-", thephgpsilhouette logo, the Apple color logo, "MacistieRegistered Trademark-," and
numerous other product trademarks. In 1986, thegaomm acquired ownership of the trademark "Macintdshuse in connection with
computer products. Although the Company believesothinership of such patents, copyrights, and traglesris an important factor in its
business and that its success does depend inmptire @wnership thereof, the Company relies prilpan the innovative skills, technical
competence, and marketing abilities of its persbnne

Many of the Company's products are designed taidtecintellectual property obtained from third pestiWhile it may be necessary in the
future to seek or renew licenses relating to variaspects of its products and business method€dimpany believes that based upon past
experience and industry practice, such licensesrgéy could be obtained on commercially 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 businesns may unknowingly infringe existing patent®tfers. The Company has from
time to time been notified that it may be infringicertain patents or other intellectual propergts of others. However, no litigation has
arisen out of any of these claims that has hat, expected to have, an adverse impact on the Quytgpaperating results and financial
condition. The Company believes that any necegsatgnt or other rights could be obtained on comiaklyaeasonable terms. However,
there can be no assurance that the necessarydgeimslld be available on acceptable terms, iflabathat the Company would prevail in &
such challenge. The failure to obtain necessaen$ies or other rights, or litigation arising ouso€h claims, could adversely affect the
Company's results of operations and financial domdi

FOREIGN AND DOMESTIC OPERATIONS AND GEOGRAPHIC DATA

The United States represents the Company's laggegraphic marketplace. Approximately 52% of thenany's net sales in fiscal 2000
came from operations inside the United States.| Bissembly of products sold by the Company is cotatlin the Company's manufacturing
facilities in Sacramento, California, Cork, Irelamehd Singapore and by external vendors in Taianea, Mexico, the People's Republic of
China, and the Czech Republic. Margins on saldsppfe products in foreign countries, and on safgsroducts that include components
obtained from foreign suppliers, can be adversigcted by foreign currency exchange rate fluctuaiand by international trade regulati
including tariffs and antidumping penalties.

Information regarding financial data by geograpgegment is set forth in
Part II, Item 8 of this Form 10-K in the Notes tor3olidated Financial

Statements at Note 10, "Segment Information andy@ghic Data,” which information is hereby incorgted by reference. Additional
information regarding the risks associated witkelinational operations is set forth in Part Il, Itéraf this Form 10-K under the subheading
"Global Market Risks," included under the headiRgc¢tors That May Affect Future Results and Findr€@ndition," which information is
hereby incorporated by reference.



SEASONAL BUSINESS

Although the Company does not consider its busitebg highly seasonal, it has historically expeee increased sales in its first and fourth
fiscal quarters, compared to other quarters ifistal year, due to seasonal demand related thdhéay season and the school year. How:
past performance should not be considered a reliabicator of the Company's future net salesrarfcial performance.

WARRANTY

The Company offers a limited parts and labor wayran its hardware products. The warranty periotypécally 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 increaseamiticipation of or immediately following new pnaat 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 achiewsy @articular level of revenue or financial
performance.

ENVIRONMENTAL LAWS

Compliance with federal, state, local, and fordagms enacted for the protection of the environntexst 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 operatiodstiaa thrust of such laws, no assurance can ba giweh laws, or any future laws enacted for
the protection of the environment, will not havenaterial adverse effect on the Company.

EMPLOYEES

As of September 30, 2000, Apple and its subsidiasierldwide had 8,568 employees and an additioji#@(Btemporary 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 30, 20@0Company leased approximately 3 million squage dé space, primarily in the United
States, and to a lesser extent, in Europe and sieePacific region. Leases are generally for tesfifave to ten years, and usually provide
renewal options for terms of three to five addiibyears.

The Company owns its manufacturing facilities ink;dreland, and Singapore, which total approxiryaéd 7,000 square feet. The Company
also owns a 748,000 square-foot facility in SacrameCalifornia, which is used as a manufactunmgrehousing and distribution center. The
Sacramento and Cork facilities also house custaalécenters. In addition, the Company owns 930 &ifitare feet of facilities located in
Cupertino, California, used for research and depralent and corporate functions. Outside the UnitadeS, the Company owns additional
facilities totaling approximately 169,000 squaretfe

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



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

ITEM 3. LEGAL PROCEEDINGS

The Company is subject to certain legal proceedamgsclaims, including those described below, wihiahe arisen in the ordinary course of
business and have not been fully adjudicated. @gelts of legal proceedings cannot be predictel géttainty; however, in the opinion of
management, the Company does not have a potaabdity related to any current legal proceedingd alaims that would have a material
adverse effect on its financial condition or reswit operations.

FTC INQUIRY-PRADO V. APPLE COMPUTER, INC. (AND RELA TED ACTIONS)

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 augiocomplaints that Apple's change
in technical support practices was either unfaicantrary to earlier representations to certainiasrs. Four purported class action lawsuits
were filed against Apple related to this changerimuthe fourth quarter of 1999, the regional aatlanal offices of the FTC approved a
settlement with the Company, and a settlement wpsoaed by the Court in three of the class actigtssin November 1999, two appeals
were filed objecting to the settlement and thdeseient is stayed pending resolution of the appeals.

MICROWARE SYSTEMS CORPORATION V. APPLE COMPUTER, IN C.

Plaintiff, Microware Systems Corporation (Microwgréled this action against the Company on Septmih 1999, in the United States
District Court for the Southern District of lowa.idoware alleged that the Company's current relefiie Mac OS operating system, Mac
0S 9, infringed Microware's trademark for its réale operating system, OS-9. Microware asserteidhsléor trademark infringement, false
designation of origin, dilution and common law &athrk infringement and unfair competition. On Oetob4, 1999, Microware filed a
motion for preliminary injunction seeking to enjalre Company from using the designation "Mac O&r8f to order the Company to cancel
and withdraw all packaging and advertisementsrigition "Mac OS 9." The Company opposed the mdtiopreliminary injunction and
filed a motion for summary judgment against alMi€roware's claims. The Court denied Microwaretpuest for a preliminary injunction au
granted Apple's motion for summary judgment. Micaogvhas filed an appeal which will be heard in dap2001.

STERNBERG V. APPLE COMPUTER, INC. AND GORDON ET AL. V. APPLE COMPUTER, INC.

Plaintiff Sternberg filed this action against then@pany on March 17, 2000 in the Santa Clara Co8afyerior Court. The case is a purported
nationwide consumer class action brought on betfalértain purchasers of iMac DV and iMac DV SE puters. Plaintiff alleges that Apple
engaged in false advertising, unfair competitiod breach of warranty, among other causes of adtipmarketing and selling a DVD player
with iMac DV and iMac DV SE computers where theyplack was unacceptable. A companion case, GORDONRIEWV. APPLE
COMPUTER, INC. was filed by largely the same pléiston June 14, 2000. This case is essentiallystrae as Sternberg but with respect to
a different computer model--the Power Macintosh G# Company has answered both complaints, demirdlegations and alleging
numerous affirmative defenses. The Company hasnesal to written discovery and has produced doctsn&he parties have agreed to
mediate the cases. The mediation is expected wr at¢he end of January 2001.
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PIERCE ET AL. V. APPLE COMPUTER, INC.

Plaintiff Pierce filed this action on June 15, 2@@@anta Clara County Superior Court. This caseparported nationwide consumer class
action brought on behalf of purchasers of the ComigaAirPort Card and AirPort Base Station ("AirP8ystem"). Plaintiffs allege that the
Company engaged in false advertising and unfaiinless practices (among other causes of actionjibgrtsing that the Airport System is
Internet-ready and failing to disclose that thepait System is incompatible with certain Interretvice providers, primarily America Online.
The Company has answered the complaint, denyirglagiations and alleging numerous affirmative deés. The Company has responde
written discovery.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of securitgéd during the fourth quarter of the Companytsafiyear ended September 30, 2(
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PART Il
ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY A ND RELATED SHAREHOLDER MATTERS

The Company's common stock is traded on the ovecdhnter market and is quoted on the Nasdaq NatMasgket under the symbol AAP
on the Tokyo Stock Exchange under the symbol APRInE,on the Frankfurt Stock Exchange under the sydBCD. As of December 1,
2000, there were 24,998 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 retroactdgiisted to reflect the stock split.

The Company did not pay cash dividends in eitharali 2000 or 1999. The Company anticipates thathfoforeseeable future, it will retain
any earnings for use in the operation of its bussne

The price range per share of common stock represeathighest and lowest prices for the Compamytsncon stock on the Nasdag National
Market during each quarter.

FOURTH QUARTER THIRD QUARTER SECOND QUARTER FIRST QUARTER
Fiscal 2000 price range per common
share.......cccovvevveneenn. $64.13-$25.38 $69.75-$40.19 $75.19-$43.25 $59.00-$28.72
Fiscal 1999 price range per common
share......ccccoevvevveneenn. $40.07-$21.19 $25.00-$16.72 $23.66-$16.00 $20.66-$14.25

ITEM 6. SELECTED FINANCIAL DATA

The following selected financial information hashelerived from the audited consolidated finansialements. The information set forth
below is not necessarily indicative of resultsutfife operations, and should be read in conjunetitm tem 7, "Management's Discussion
and Analysis of Financial Condition and Result©gpkrations” and the consolidated financial statésnand 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 30, 2000 2000 1999 1998 1997 1996

(In millions, except share and per share amounts) -
Net sales.......ccccovvvvieneiicieennn, $ 7,983 $ 6,134 $ 5941 $ 7,081 $ 9,83 3
Net income (I0SS)......cceeevveevinennnne. $ 786 $ 601 $ 309 $(1,045) $ (81 6)
Earnings (loss) per common share:

BaSiC...cvveeieeiieeeee e $ 242 $ 210 $ 117 $ (4.15) $ (3.3 0)
Diluted.......ccooviiiiiiiiee $ 218 $ 181 $ 105 $ (4.15) $ (3.3 0)
Cash dividends declared per common share..... $ - % -8% -$ - 8% 01 2
Shares used in computing earnings (loss) per

share (in thousands):

BaSiC...cvveieeiieieeee e 324,568 286,314 263,948 252,124 247,46 8
Diluted.......cccoovvviiieiiice 360,324 348,328 335,834 252,124 247,46 8
Cash, cash equivalents, and short-term

INVEStMENtS........ccceevvereerieeeenn $ 4,027 $ 3,226 $ 2,300 $ 1,459 $ 1,74 5
Total assets.......ccocvevvvrieneernennn $ 6,803 $ 5,161 $ 4,289 $ 4,233 $ 5,36 4
Long-term debt...........cccceceriiinnnnn. $ 300 $ 300 $ 954 $ 951 $ 94 9
Shareholders' equity.............ccueene... $ 4,107 $ 3,104 $ 1,642 $ 1,200 $ 2,05 8

Net gains before taxes resulting from sales ofcauite investment of $367 million, $230 million, ag40 million were recognized in 20C
1999, and 1998, respectively. Net charges relat€bmpany
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restructuring actions of $8 million, $27 million2%7 million, and $179 million were recognized iM0RQ 1999, 1997, and 1996, respectively.
During 2000, the Company recognized the cost giegial executive bonus for the Company's Chief Hitee Officer for past services in the
form of an aircraft with a total cost to the Comypar approximately $90 million. In 1997, the Compaatquired NeXT Software, Inc.,
resulting in the allocation to in-process reseanatt development of a charge of $375 million foruaeef in-process technologies with no
alternative future use. Also in 1997, the Compagmeed to acquire certain assets from Power Comgp@arporation (PCC). The total
purchase price was approximately $110 million, bfck $75 million was expensed in 1997 as "termaratf license agreement."

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

This section and other parts of this Form 10-K aonforward-looking statements that involve risksl aincertainties. The Company's actual
results may differ significantly from the resuliscussed in the forward-looking statements. Fadt@smight cause such differences include,
but are not limited to, those discussed in the scifizn entitled "Factors That May Affect Future Résand Financial Condition” below. The
following discussion should be read in conjunctigth the consolidated financial statements andsititereto included in Item 8 of this Form
10-K. All information presented herein is basedims Company's fiscal calendar.

RESULTS OF OPERATIONS

The following table sets forth annual results oéigtions for fiscal years 2000, 1999, and 1998n(ilions, except unit shipment and per st
amounts):

2000 CHANGE 1999 CHANGE 1998

Net Sales......cccvrveireiieeeeeeee $7,983 30% $6,134 3% $5,941

Macintosh CPU unit sales (in thousands)....... 4,558 32% 3,448 25% 2,763
GroSS Margin........ccceeeeeeeneeeneeennenn $2,166 28% $1,696 15% $1,479

Percentage of net sales...............c....... 27% 28% 25%
Research and development........................ $ 380 21% $ 314 4% $ 303

Percentage of net sales.............cccc..... 5% 5% 5%
Selling, general and administrative............. $1,166 17% $ 996 10% $ 908

Percentage of net sales..............cc....... 15% 16% 15%
Operating income before special charges......... $ 620 61% $ 386 44% $ 268
Special charges:

In-process research and development........... $ - $ - $ 7

Restructuring CostS.........cccocvevverirens $ 8 $ 27 $ -

Special charges.........c.ccoeevveeveeinnen. $ 90 $ - $ -
Operating iNCOME...........cccveevreeineens $ 522 31% $ 359 38% $ 261
Gains from sales of investment.................. $ 367 $ 230 $ 40
Interest and other income, net.................. $ 203 133% $ 87 211% $ 28
Provision for income taxes............ccc.c..... $ 306 308% $ 75 275% $ 20
Net iNCOME......ccovvvvreereeee e $ 786 31% $ 601 94% $ 309
Earnings per common share:

BasSiC.....uveeeeieiiieee e $2.42 15% $2.10 79% $1.17

Diluted.......coeveerieriereeieeeeeen $2.18 20% $1.81 2% $1.05
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The following table sets forth quarterly resultsopkrations for fiscal 2000 and 1999 (in millioegcept unit sales and per share amounts):

YEAR ENDED SEPT EMBER 30, 2000 YEAR ENDED SEPTEMBER 2 5, 1999
FOURTH THIRD SECOND FIRST FOURTH THIRD SECON D FIRST
QUARTER QUARTER QUARTER QUARTER QUARTER QUARTER QUARTE R QUARTER
Net sales.......c.ccoeene $1,870 $1,825 $1,945 $2,343 $1,336 $1,558 $1,53 0 $1,710
Macintosh CPU unit sales
(in thousands).......... 1,122 1,016 1,043 1,377 772 905 82 7 944
Gross margin................ $ 467 $ 543 $ 549 $ 607 $ 384 $427 $ 40 3 $ 482
Gross margin percentage... 25% 30% 28% 26% 29% 27% 2 6% 28%
Operating expenses.......... $ 383 $ 375 $ 379 $ 409 $ 317 $ 323 $31 5 $ 355
Special charges............. -- -- -- 98 18 -- 9 --
Operating income............ 84 168 170 100 49 104 7 9 127
Operating margin
percentage.............. 4% 9% 9% 4% 4% 7% 5% 7%
Gains from sales of
investment................ $ 83 $ 50 $ 100 $134 $ 42 $101 $ 5 5 $ 32
Interest and other income,
(115 SO $ 62 $ 52 $ 49 $ 40 $ 34 $ 24 $1 9 $ 10
Provision for income
taXeS..eveireieeiene $ 5 $ 70 $ 86 $91 $ 14 $ 26 $1 8 $ 17
Net income.................. $ 170 $ 200 $ 233 $183 $ 111 $ 203 $ 13 5 $ 152
Earnings per common share:
BasiC.......ccocueeinnen. $0.52 $0.62 $0.72 $057 $035 $070 $04 9 $0.56
Diluted.........cco....... $0.47 $055 $064 $051 $031 $060 $04 2 $047

FISCAL 2000 OVERVIEW
SALES

During 2000, the Company experienced a 30% incrieaset sales over 1999 which was the result d2% 8ise in Macintosh unit sales. This
increase in Macintosh unit sales is primarily atitable to increased sales of iMac, the compangtemately priced desktop Macintosh
system designed for the education and consumeratsaiknd the introduction of iBook, the Compangisstimer and education oriented
notebook computer introduced at the end of 199@. Cbmpany sold approximately 2.2 million iMacs B0R, an increase of approximately
400,000 units or 22% over iMac unit sales in 199@ring 2000, the Company sold approximately 545 j@abks. iBook contributed $809
million to net sales during 2000. The Company alsperienced modest gains in combined unit salés pfofessionally oriented Macintosh
systems, PowerMacs and PowerBooks. Growth in ies$ sad unit sales was strong in all of the Comsagographic operating segments,
particularly in Europe and Japan.

PROFITABILITY

The Company experienced improved profitability 302. Operating income before special charges rb%eté $620 million in 2000 from
$386 million in 1999. Improved profitability wasiden by the 30% increase in net sales, stable gmss margins in 2000 as compared to
1999, and a relatively modest increase in operakugnses before special charges of 18%.

OPERATING TRENDS

Despite overall increases during 2000 in net salei sales, and profitability, the Company's perfance in the fourth quarter of fiscal 2000
was disappointing. Net sales during the fourth el short of the Company's expectations byrapimately $180 million causing
operating margin before special charges to fadl%tofor the quarter as compared to the 9% expertedagng the first nine months of fiscal
2000. The fourth quarter revenue shortfall was prilmthe result of three factors. First, fourthagier net sales
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of the G4 Cube, a new Macintosh system announceé@moduced by the Company during the fourth ceradid not meet the Company's
expectations. In combination with related display4,Cube sales were approximately $90 million shbexpectations. Second, net sales in
the Company's education market fell short of exqtems by approximately $60 million. Third, althdutptal fourth quarter Power Mac unit
sales were close to expectations, the Company iexped an unanticipated mix shift towards lowecgdi Power Mac configurations
resulting in lower than anticipated net sales lfier quarter of approximately $30 million. The Compeanded 2000 with substantially more
inventory in its distribution channels than planmieg to the lower than expected sell-through ofGbenpany's products during the fourth
quarter.

OUTLOOK

The Company currently anticipates a significanusedjal decline in quarterly net sales during ih&t fjuarter of fiscal 2001 to approximately
$1.0 billion. This decline is anticipated becauka oontinued deterioration in demand experiengethb Company during the first two
months of fiscal 2001, rebate programs and prit¢e iostituted during the first quarter that willstahe Company approximately $135 millit
and a plan to reduce substantially by the endefitbt quarter the level of inventory in the Compa distribution channels from the amounts
at the end of fiscal 2000. In addition, the Compexrgects to incur approximately $115 million of caltation charges related to purchase
orders for proprietary components due to the redisetes outlook. As a result of these factorsCbmpany anticipates reporting a net loss,
before the effect of any investment gains, in #rgge of $225 million to $250 million for the firgtiarter of 2001.

For all of 2001, the Company anticipates net saiéglecline as compared to 2000, falling in thaga of $6.0 billion to $6.5 billion. The
Company currently expects that it will be profijbefore the effect of any investment gains, dueach of the last three quarters of 2001.

The foregoing statements concerning the Companyisigated operating results during the first geadf 2001 and the Company's
anticipated operating result for all of 2001 arevard-looking. The Company's actual results coufiggsd The Company's future operating
results and financial condition are dependent wgemeral economic conditions, market conditions withe PC industry, and the Company's
ability to successfully develop, manufacture, aratkat technologically innovative products in orttiemeet the dynamic conditions within
the highly competitive market for personal compsit&ome of the potential risks and uncertaintias ¢buld affect the Company's future
operating results and financial condition are dssed throughout this Iltem 7, including the disaussinder the heading "Factors That May
Affect Future Results and Financial Condition."
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NET SALES

Net sales for geographic segments and Macintogtsal@s by geographic segment and by product foftet/sales in millions and Macinto
unit sales in thousands):

20000 CHANGE 1999 CHANGE 1 998
Americas net sales............ccccceeveeeveeennen. . $4,298 22%  $3,527 2% $3 ,468
Europe net sales........cccccvvevveveeeeeeennnnnn. 1,817 38% 1,317 2% 1 ,295
Japan net sales........ccccceeviiiieieiniiineeen. 1,345 57 % 858 17 % 731
Asia Pacific net sales.................cccceuunne 355 16 % 306 4% 293
Other segments net sales..............ccccvvvnnne 168 33% 126 (18)% 154
Total net sales.......ccoceeeeevieeeeecnneen.. $7,983 30% $6,134 3% $5 ,941
Americas Macintosh unit sales...................... 2,507 24 % 2,021 22 % 1 ,655
Europe Macintosh unit sales.. 1,110 53 % 724 23 % 588
Japan Macintosh unit sales............c..cc.e... 730 39 % 524 35% 389
Asia Pacific Macintosh unit sales.................. 211 18 % 179 37 % 131
Total Macintosh unit sales.............ccccee.... 4,558 32% 3,448 25% 2 ,763
Power Macintosh unit sales......................... 1,329 3% 1,296 2% 1 ,266
PowerBook unit sales...........cccceevvieeeeennns 383 11% 344 (19)% 427
G4 Cube unit sales........ccccocvvvveveereeeeeennn. 107 - - -- --
iMac unit sales(a)........cvvevevereeeeeieniininnns 2,194 22% 1,802 68% 1 ,070
iBoOK unit sales........cccccccvvveeeeeniininnnns 545 - 6 -- --
Total Macintosh unit sales.............cc.cce.... 4,558 32% 3,448 25% 2 ,763

(a) Unit sales figures for iMac in 1998 includeesabf the Company's previous consumer and educatiented Macintosh products.

Net sales rose 30% to a total of $7.983 billio2@D0 as compared to 1999. The increase in net edaked directly from a 32% increase
Macintosh unit sales. Driving unit sales growth \aas1% increase in combined unit sales of the Coylp@onsumer and education
Macintosh systems, iMac and iBook, and a modesease of 11% in combined units sales of the Compamgfessionally oriented
Macintosh systems. Combined unit sales of iMaciBodk systems accounted for 52% of total Macintosh sales in 1999 and 60% in 20
This trend highlights the increasing importancé® Company of its consumer and education markeisng 2000, the average revenue per
Macintosh system, a function of total net salesegated by hardware shipments and total Macintost @fit sales, of $1,715 was relatively
unchanged from 1999. This was due to increasedsatas of higher priced Power Mac, PowerBook, iBa@sid G4 Cube systems offset by
increases in unit sales of lower priced iMac systeidditional comments regarding net sales for 20@9 be found above under the heading
"Fiscal 2000 Overview."

Net sales increased $193 million or 3% to $6.13#bhiin 1999 compared to 1998. The primary sowtthis growth was an overall 25
increase in Macintosh unit sales, which was refleadf strong unit growth in all of the Company&ographic operating segments. Offsetting
the rise in unit shipments during 1999 was a dedlinthe average revenue per Macintosh system weich7% to $1,739 from $2,095 in
1998. The decline during 1999 in the average resgran Macintosh system was attributable to lowminmy for both iMac and Power Mac
products, which reflects the continuing overallustty trend towards lower pricing. The decline \afs® attributable to the shift in the
Company's unit mix toward lower-priced consumerdpiais such that iMac units and comparable prodtartgprised 52% of total Macintosh
unit sales in 1999 versus 39% in 1998.
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Net sales declined sequentially during the fourtthrtgr of 1999 compared to the third quarter by282@lion or 14%, and declined $2:
million or 14% compared to the same period in 1®thilarly, Macintosh unit sales declined 15% aft during the fourth quarter of 1999
compared to the third quarter of 1999 and the saenied in 1998, respectively. The primary causesHese declines in both net sales and
unit sales were lower than planned deliveries af&®C G4 processors from Motorola and productidéeriaptions at vendors supplying
PowerBooks and iBooks experienced during the lastkvof the fourth quarter of 1999 as a result efdarthquake in Taiwan on September
20, 1999. The shortage of G4 processors reduce@Pdacintosh net sales by approximately $200 nmiltlairing the fourth quarter of 1999.

SEGMENT OPERATING PERFORMANCE

The Company manages its business primarily on grgebic basis. The Company's geographic segmecitslmmthe Americas, Europe,
Japan, and Asia Pacific. The Americas segmentdesliooth North and South America. The European segimcludes European countries
as well as the Middle East and Africa. The Japamssat includes only Japan, while the Asia Pac#igrsent includes Australia and Asia
except for Japan. Each geographic operating segmevides similar hardware and software productssamilar services. Further
information regarding the Company's operating sedgsmay be found in Part I, Item 8 on this FormKLih the Notes to Consolidated
Financial Statements at Note 10, "Segment Infoimnadind Geographic Data," which information is hgriglcorporated by reference.

AMERICAS

Net sales and unit sales in the Americas segmergased 22% and 24%, respectively, during 200@@pared to 1999. During 2000, t
Americas segment represented approximately 549 8%gof the Company's total net sales and total Mash unit sales, respectively. The
growth of the Americas' net sales in 2000 was #ilie of strong growth in unit sales of iMac an@d& and relatively flat unit sales of
professionally oriented Macintosh systems.

Net sales in the Americas segment increased 2%.52% billion during 1999 as compared to 1998, eMlacintosh unit sales increased 2
This followed a 5% decline in net sales in the Aicas between 1998 and 1997. During 1999, the Armassegment represented
approximately 57% and 59% of the Company's totbkakes and total Macintosh unit sales, respegtiviie results experienced by this
segment in 1999 reflect the overall trends expesgdrby the Company during 1999 of increasing Masintunit sales offset by declines in
average revenue per Macintosh system.

EUROPE

Net sales in the Europe segment increased 38%glR600 driven by a 53% increase in Macintosh walés Growth in unit sales result
from a 96% increase in combined unit sales of ildiad iBook, and an increase of 19% in combined waikss of the Company's
professionally oriented Macintosh systems.

Net sales in the Europe segment increased 2% &1 $illion during 1999 as compared to 1998, wMEkcintosh unit sales increased 2:
This followed a 16% decline in net sales in thedpersegment between 1998 and 1997. Like the Ansesisgment, Europe's results in 1999
as compared to 1998 were indicative of strong gndwiMacintosh unit sales offset by declines indlierage revenue per Macintosh system.

JAPAN AND ASIA PACIFIC

Net sales in the Japan segment increased 57%3d5hillion in 2000 as compared to 1999, while #épMacintosh unit sales increas

39%. The fact that Japan's net sales rose at arhigte than its unit sales reflects several factirst, iMac unit sales in Japan were relatively
flat year-over-year. Second, unit sales of iBookijol generally carry a higher price than iMac uaitsl which were first sold in Japan during
2000, accounted for approximately 17% of Japatesd Macintosh unit sales during 2000. Third, Japaw a 43% increase in combined unit
sales of the Company's professionally oriented hMash systems.
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The majority of the increase in both net saleswritisales in the Asia Pacific segment can bebaitied to sales of the G4 Cube and iBook,
both of which were introduced in the region dur@fO.

Macintosh unit sales and net sales in Asia, pdarbuin Japan, recovered during 1999 from the idesl experienced in 1998. Net sales in the
Japan segment increased 17% or $127 million téehad$858 million in 1999 as compared to 1998 cM#osh unit sales in Japan increased
35% during 1999 compared to 1998 while Macintosih sales in the Asia Pacific segment increased 3[Mé.increases in net sales and
Macintosh unit sales in both Japan and Asia Paaifcthe result of strong iMac sales experiencethége operating segments, strong growth
in Japanese consumer sales, and the general ecoremmovery experienced in the region.

BACKLOG

In the Company's experience, the actual amountaafyzt backlog at any particular time is not a niregfiul indication of its future business
prospects. In particular, backlog often increaseamiticipation of or immediately following new pnaat introductions because of over-
ordering by dealers anticipating shortages. Backlfogn is reduced once dealers and customers beley can obtain sufficient supply.
Because of the foregoing, backlog should not besidened a reliable indicator of the Company's gbib achieve any particular level of
revenue or financial performance. Further informatiegarding the Company's backlog may be foundvbahder the subheading "Product
Introductions and Transitions" included under teading "Factors That May Affect Future Results Bimcincial Condition," which
information is hereby incorporated by reference.

GROSS MARGIN

Gross margin was relatively stable during 2000aspared to 1999, declining to 27.1% during 200@nfdy.6% during 1999. The half point
decline is primarily the result of a shift in mikwnit sales away from the Company's higher pritigher margin professionally oriented
Macintosh systems towards its lower priced, lowargm consumer and education oriented Macintostesys Also contributing to the
relative stability of its gross margin, the Compaxyerienced relatively stable component pricingrdu2000 as compared to 1999.

Gross margin increased as a percentage of netdiadiag 1999 to 27.6% as compared to 24.9% in 198& increase was primarily
attributable to declines in the cost of various poments of the Company's products, improvementsanufacturing efficiencies brought
about by selective outsourcing of final assemblgeartain of the Company's products, improved desfgaroducts leading to lower
manufacturing and warranty costs, and relativedplst pricing of the Company's products over thedasmonths of 1999. During 1999, the
Company was also able to fully realize the benefitactions taken primarily in 1998 and 1997 tleat fo improved inventory management
and a more efficient distribution model for its guats.

There can be no assurance current gross margihisenihaintained, targeted gross margin levelslvélachieved, or current margins on
existing individual products will be maintained.deneral, gross margins and margins on individuadycts will remain under significant
downward pressure due to a variety of factorspiticlg continued industry wide global pricing press) increased competition, compressed
product life cycles, potential increases in thet el availability of raw material and outside miawturing services, and potential changes to
the Company's product mix, including higher unlesaf consumer products with lower average selftiriges and lower gross margins. In
response to these downward pressures, the Compgpayts it will continue to take pricing actions lwiespect to its products. Gross margins
could also be affected by the Company's abilitgffectively manage quality problems and warrantste@nd to stimulate demand for certain
of its products. The Company's operating stratewlymicing take into account anticipated changdsii@ign currency exchange rates over
time; however, the Company's results of operataamsbe significantly affected in the short ternflogtuations in exchange rates.
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RESEARCH AND DEVELOPMENT

The Company recognizes focused investments inngsead development are critical to its future gloand competitive position in the
marketplace and are directly related to timely dgwment of new and enhanced products that arealgatthe Company's core business
strategy. Expenditures on research and developmenetased 21% or $66 million to $380 million in 20&s compared to 1999. This followed
a $11 million or 4% increase in 1999 as comparetb®8. Spending on R&D has remained at approxim&@ of net sales during each of
the last three years. The overall increase in R@éngling over the last two years is directly relatethcreases in R&D headcount of
approximately 13% over that time to support expdr®duct development efforts.

SELLING, GENERAL, AND ADMINISTRATIVE

Selling, general, and administrative expenditunesdased 17% to $1,166 million in 2000 as compard®99 and decreased to 15% of net
sales in 2000 from 16% in 1999. This increase tal xpenditures resulted from higher spendingpfomotional and marketing activities,
increased sales expenses resulting from highesahes, and a 21% increase in combined sales, nrarkahd general and administrative
headcount from the end of 1999 to the end of 2000.

Selling, general, and administrative expenditunesgased 10% to $996 million in 1999 as compare®88 and increased to 16% of net s
in 1999 from 15% in 1998. These increases are pilyrtae result of increased spending on marketing promotional activities throughout
1999 and a 12% increase in combined sales, magketimd general and administrative headcount fraretid of 1998 to the end of 1999.

SPECIAL CHARGES
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-aff various operating assets and $5 million faresance payments to approximately 95
employees associated with consolidation of vargarsestic and international sales and marketingtiomns.

1999 RESTRUCTURING ACTIONS

During the fourth quarter of 1999, the Companyiatétd restructuring actions resulting in a chamggegerations of $21 million. The net
restructuring charge of $18 million recognized dgrihe fourth quarter of 1999 reflects $3 millidrescess reserves related to prior
restructuring actions. The $21 million cost of #hestions was comprised of $11 million for contrzamcellation charges associated with the
closure of the Company's outsourced data centefafanillion for contract cancellation charges tethto supply and development
agreements previously discontinued.

During the second quarter of 1999, the Company tastain actions to improve the flexibility andieféncy of its manufacturing operations
by moving final assembly of certain of its produttighird-party manufacturers. These restructuaations resulted in the Company
recognizing a charge to operations of approximak8lynillion during the second quarter of 1999. Tharge was comprised of $6 million for
severance benefits to be paid to employees invaliywterminated, $2 million for the writdewn of operating assets to be disposed of, ar
million for payments on canceled contracts. Thesoas resulted in the termination of approxima&dp employees.

EXECUTIVE BONUS

During the first quarter of 2000, the Company's iBaaf Directors approved a special executive bdoushe Company's Chief Executive
Officer for past services in the form of an airtraith a total cost to the Company of approxima®&d0 million, the majority of which is not
tax deductible. Approximately half of
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the total charge is the cost of the aircraft. Ttreephalf represents all other costs and taxesigsd with the bonus.
INTEREST AND OTHER INCOME (EXPENSE), NET

Net interest income increased $116 million or 138%203 million during 2000 as compared to 1999sTificrease is attributable to tht
principal factors. First, the Company's cash, eglivalents, and short-term investments increa8éd #illion or 25% during 2000. Second,
the weighted-average interest rate earned by tiep@oy on its cash equivalents and short-term invessts increased to 6.55% as of the end
of 2000 compared to 5.38% at the end of 1999. ‘Binebination of these first two factors increasediiest income during 2000 by $66
million. Third, interest expense declined $26 roifliduring 2000 as a result of the conversion of@agdmately $661 million of the Company
convertible subordinated notes to common stocknduttie third quarter of 1999.

During 1999, the Company experienced a $59 millmnease in net interest income, primarily the esfuhigher cash and investment
balances, and by decreased interest expense dedasith the conversion of the convertible subaatial notes during the third quarter of
1999.

GAIN FROM SALE OF INVESTMENT

The Company holds a significant equity investmamiRM Holdings plc (ARM), a publicly held company the United Kingdom involved
the design and licensing of high performance miogssors and related technology. As of Septenthe2@®0, the Company holds 34.8
million shares of ARM stock valued at $383 million.

During 2000, the Company sold a total of 45.2 willshares of ARM stock for net proceeds of appratéty $372 million, recorded a gain
before taxes of approximately $367 million, andogruzed related income tax of approximately $94ioml During 1999, the Company sold
a total of 163 million shares of ARM stock for mpebceeds of approximately $245 million, recordeghm before taxes of approximately $.
million, and recognized related income tax of apprately $25 million.

During 1998, ARM completed an initial public offeg of its stock on the London Stock Exchange aedNASDAQ National Market. The
Company sold 18.9% of the shares it held in ARNhat time for a gain before foreign taxes of apprately $24 million. The Company al
recognized during 1998 other income of approxinya$dl6 million to reflect its remaining 25.9% ownleirsinterest in the increased net book
value of ARM following its initial public offering.

Further information related to the Company's inmestt in ARM and gains recognized related to tha¢stment may be found in Part Il, Item
8 of this Form 10-K at Note 2 of Notes to ConsdidbFinancial Statements, which information is bgr@corporated by reference.

PROVISION FOR INCOME TAXES

As of September 30, 2000, the Company had deféasedssets arising from deductible temporary diffiees, tax losses, and tax credits of
$466 million before being offset against certaifeded tax liabilities for presentation on the Ca@mp's balance sheet. This asset is generally
realizable based on the ability to offset existilederred tax liabilities. As of September 30, 20@®aluation allowance of $33 million was
recorded against the deferred tax asset for thefiteof tax losses that may not be realized. Tdleation allowance relates principally to the
operating loss carryforwards acquired from NeXg, titilization of which is subject to certain lintitans imposed by the Internal Revenue
Code. The Company will continue to evaluate théizahility of the deferred tax assets quarterlyasgessing the need for and amount of the
valuation allowance. The Company's effective tdae far 2000 was 28% compared to the higher statutde due primarily to the reversal of

a portion of the previously established valuatiboveance and certain undistributed foreign earnifogsvhich no U.S. taxes were provided.
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The Internal Revenue Service (IRS) has proposesréihcome tax deficiencies for the years 198dugh 1991, and the Company has made
certain prepayments thereon. The Company cont#is¢goroposed deficiencies by filing petitions wiitle United States Tax Court, and most
of the issues in dispute have now been resolvedluda 30, 1997, the IRS proposed income tax ad@rgsrior the years 1992 through 1994.
Although most of the issues for these years haea besolved, certain issues still remain in disune are being contested by the Company.
Management believes adequate provision has beea foadny adjustments that may result from tax erations.

RECENT ACCOUNTING PRONOUNCEMENTS

In June 1998, Statement of Financial Accountingn@ads (SFAS) No. 133, "Accounting for Derivativistruments and Hedging Activities"
was issued. SFAS No. 133 establishes accountingegrmiiting standards for derivative instrumentsidiireg activities, and exposure
definition. SFAS No. 133 requires an entity to rguiae all derivatives as either assets or liabgitin the statement of financial position and
measure those instruments at fair value. Derivatiiat are not hedges must be adjusted to faievahough income. If the derivative is a
hedge, depending on the nature of the hedge, chamdair value will either be offset against thenge in fair value of the hedged assets,
liabilities, or firm commitments through earnings,recognized in other comprehensive income umgiltedged item is recognized in
earnings. In June 1999, SFAS No. 137, "AccountordXerivative Instruments and Hedging ActivitiesefBrral of the Effective Date of
FASB Statement No. 133," was issued. The statedefstred the effective date of SFAS No. 133 uhgl first quarter of fiscal 2001. The
Company will adopt SFAS No. 133, "Accounting forrative Instruments and Hedging Activities," as@dtober 1, 2000. Net of the related
income tax effect, the adoption of SFAS No. 138xpected to have a favorable cumulative-effect-ggjeistment to net income of
approximately $12 million and a favorable cumuleteffect-type adjustment to other comprehensiverre of $15 million. Management
does not believe that adoption of SFAS No. 133 sighificantly alter the Company's hedging stratgegHowever, its application may
increase the volatility of other income and expesse other comprehensive income.

In December 1999, the Securities and Exchange Cssioni issued Staff Accounting Bulletin (SAB) No110Revenue Recognition in
Financial Statements." SAB 101, as amended, surmasacertain of the SEC's views in applying gengidtepted accounting principles to
revenue recognition in financial statements andiges guidance on revenue recognition issues iltisence of authoritative literature
addressing a specific arrangement or a specifigsitmg. The Company will adopt SAB 101 in the figstarter of fiscal year 2001. Adoption of
this guidance is not expected to have a materiphahon the Company's financial position or resuiltsperations.

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

2000 1999 1998

Cash, cash equivalents, and short-term investments. ... $4,027 $3,226  $2,300
Accounts receivable, net........cccccoceeveeeeee. L $ 953 $ 681 $ 955
INVENTOIY .ooiiiiieiiie et $ 33 $ 20 $ 78
Working capital........ccccoovvvevvieiiieeieee $3,494 $2,736 $2,178
Days sales in accounts receivable(a).......ccc..... . ... 46 46 56
Days of supply in inventory(b)......ccccccevveeeee. Ll 2 2 6
Operating cash flow........cccccoevvceevcecneee. $ 826 $ 798 $ 775

(a) Based on ending net trade receivables and meosit quarterly net sales for each period.
(b) Based on ending inventory and most recent gtlgrtost of sales for each period.
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As of September 30, 2000, the Company had $4.0RGrbin cash, cash equivalents, and short-ternestments, an increase of $801 million
or 25% over the same balances at the end of 199 d2000, the Company's primary source of cash$8&26 million in cash flows from
operating activities. Cash generated by operati@assprimarily from net income and increases in ant®payable and other current liabilit
partially offset by an increase in accounts reddizaThe Company's cash and cash equivalent balascef September 30, 2000 and
September 25, 1999 include $7 million and $4 millieespectively, pledged primarily as collateraiagt outstanding derivative positions.

In addition to the net purchase of short-term itments of $936 million, net cash used by investinotyvities consisted primarily of $232
million for the purchase of long-term investmemtgjuding $200 million invested in EarthLink Netwoinc. (EarthLink) discussed below,
and $107 million for the purchase of fixed ass€lese uses of cash were partially offset by prazéean sales of ARM shares of $372
million. The Company currently expects capital exgitures to increase to approximately $225 millioming 2001 to accommodate
information systems enhancements and strategiatinés.

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 Companydgmircany 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@Gmillion. Since inception of the pl:
the Company has repurchased a total of 5.05 mififares of its common stock at a cost of $191 onilli

The Company believes its balances of cash, cashadeguts, and short-term investments will be sigfit to meet its cash requirements over
the next twelve months, including any cash utilibgdts stock repurchase plan. However, given thm@any's current non-investment grade
debt ratings (Standard and Poor's Rating Agen®Boand Moody's Investor Services of Ba2), if then@@any should need to obtain short-
term borrowings, there can be no assurance sucbwiogs could be obtained at favorable rates. flability to obtain such borrowings at
favorable rates could materially adversely affaet €Company's results of operations, financial diomiand liquidity.

NON-CURRENT DEBT AND EQUITY INVESTMENTS

The Company holds significant investments in ARMSung Electronics Co., Ltd, Akamai Technologies,,land EarthLink. These
investments are reflected in the consolidated lalaheets as non-current debt and equity invessna@at have been categorized as available-
for-sale requiring that they be carried at fairnealith unrealized gains and losses, net of taegarted in equity as a component of
accumulated other comprehensive income. All redlgains on the sale of these investments haveibelerled in other income. The
combined fair value of these investments was $78®mand $339 million as of September 30, 200@) September 25, 1999, respectively.
The Company believes it is likely there will contato be significant fluctuations in the fair valfethese investments in the future.

Further information related to the Company's nomrent debt and equity investments may be foundaint B, Item 8 of this Form 10-K at
Note 2 of Notes to Consolidated Financial States)emhich information is hereby incorporated by refee.

FACTORS THAT MAY AFFECT FUTURE RESULTS AND FINANCIA L CONDITION

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.

COMPETITION

The personal computer industry is highly compegitind is characterized by aggressive pricing pestidownward pressure on gross
margins, frequent introduction of new products,rspooduct life cycles,
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continual improvement in product price/performanbaracteristics, price sensitivity on the part@igsumers, and a large number of
competitors. The Company's results of operatiowsfimancial condition have been, and in the futmay continue to be, adversely affected
by industry wide pricing pressures and downwardgguess on gross margins. The personal computestitychas also been characterized by
rapid technological advances in software functidyahardware performance, and features based istirexor emerging industry standards.
Further, as the personal computer industry ancLisgsomers place more reliance on the Interneeneasing number of Internet devices that
are smaller and simpler than traditional persopaiuters may compete for market share with the @mylp existing products. Several
competitors of the Company have either targeteghapunced their intention to target certain of@lmenpany's key market segments,
including consumer, education, and design and ghibig. Additionally, several of the Company's cotitpes have introduced or announced
plans to introduce products that mimic many ofuh&ue design, technical features, and solutionk@fCompany's products. Many of the
Company's competitors have greater financial, margemanufacturing, and technological resourcesyell as broader product lines and
larger installed customer bases than those of tmpany. Additionally, the Company's future opemtiesults and financial condition may
affected by overall demand for personal computedsgeneral customer preferences for one platforen amother or one set of product
features over another.

The Company is currently the only maker of hardweasiag the Mac OS. The Mac OS has a minority magkate in the personal computer
market, which is dominated by makers of computétizing Microsoft Windows operating systems. Therfipany'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.

PRODUCT INTRODUCTIONS AND TRANSITIONS

Due to the highly volatile nature of the persor@hgputer industry, which is characterized by dynaotistomer demand patterns and rapid
technological advances, the Company must contipirglioduce new products and technologies and ergharisting products in order to
remain competitive. The success of new producbihictions is dependent on a number of factorsydicf market acceptance, the
Company's ability to manage the risks associatél pvbduct transitions, the availability of apptioa software for new products, the
effective management of inventory levels in linghaanticipated product demand, the availabilitypadducts in appropriate quantities to meet
anticipated demand, and the risk that new produetg have quality or other defects in the early 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 plans to introduce a ni@mntoperating system, Mac OS X, which will offedvanced functionality based on
Apple and NeXT software technologies. Inabilitysteccessfully introduce Mac OS X on a timely bagén customer acceptance, obtain the
commitment of developers to transition existingleggions to run on Mac OS X, or ensure adequatéward-compatibility of Mac OS X
with applications authored for previous versiorihed Mac OS, may have an adverse impact on the Quoytgpaperating results and financial
condition.

INVENTORY AND SUPPLY

The Company records a write-down for inventoriesamhponents 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 r@dtcharges. In addition, such charges
have had, and may again have, a material effeti@@ompany's financial position and results ofrapens.
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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 purchase orders typically covering the Canys requirements for periods from 30 to 130 d&ixe. Company's operating results and
financial condition have been in the past and mayé future be materially adversely affected y@ompany's ability to manage its
inventory levels and respond to short-term shiftsistomer demand patterns.

The Company ended 2000 with substantially moreritory in its distribution channels than planned tuthe lower than expected sell-
through of the Company's products during the foqcthrter. The Company currently anticipates a Sigant sequential decline in quarterly
net sales during the first quarter of fiscal 2G@1part due to the Company's plan to reduce sutialigrthe level of inventory in its distributic
channels from the amounts at the end of fiscal 2600ore normal levels by the end of the first dgesar

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, the@amy may remain at least initially
responsible to the ultimate consumer for warragtyise or in the event of product defects. Any uitgmated product defect or warranty
liability, whether pursuant to arrangements withtcact manufacturers or otherwise, could advera#gct the Company's future operating
results and financial condition.

Although certain components essential to the Colyipdusiness are generally available from multgglerces, other key components
(including microprocessors and application spedgifiegrated circuits ("ASICs")) are currently oliail by the Company from single or
limited sources. Some other key components (innlyeithout limitation DRAM, TFT-LCD flat-panel digys, and optical and magnetic
disk drives), while currently available to the Caanyg from multiple sources, are at times subjeatdoistry wide availability and pricing
pressures. In addition, new products introducethbyCompany often initially utilize custom compotseabtained from only one source until
the Company has evaluated whether there is a weehél subsequently qualifies additional suppliBrsituations where a component or
product utilizes new technologies, initial capa@onstraints may exist until such time as the sepglyields have matured. The Company
other producers in the personal computer indudsty @mpete for various components with other itrikess (such as the cellular phone and
automotive industries) that have experienced isg@alemand for their products. The Company uses somponents that are not common
to the rest of the personal computer industry @diclg certain microprocessors and ASICs). Contiraxedlability of these components may
be affected if producers were to decide to conedmion the production of components other tharetieastomized to meet the Company's
requirements. If the supply of a key component weilge delayed or constrained on a new or exigimoguct, the Company's results of
operations and financial condition could be advgraffected, depending on the time required to iobsafficient quantities from the original
source, or, if possible, to identify and obtainfigignt quantities from an alternate source.

The Company's ability to produce and market cortigetproducts is also dependent on the ability @esire of IBM and Motorola, the sole
suppliers of the PowerPC RISC-based microprocdesthe Company's Macintosh computers, to provisleGompany with a sufficient
supply of microprocessors with price/performancifees that compare favorably to those suppligdgdCompany's competitors by Intel
Corporation, and other developers and producensiaioprocessors used by personal computers using/thdows operating systems. Apple
has been unable to ship Macintosh systems with FRW/E&4
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microprocessors running above 500 megahertz simte s/stems were first announced in August of 1889to its G4 microprocessor
supplier's inability to provide the Company witlster G4 microprocessors. Similar but less pronodisc@ply issues have also arisen with
Company's supply of faster PowerPC G3 microprogss3te Company believes that this inability toadttfaster microprocessors had an
adverse impact on the Company's results of opaatiaring 2000, particularly towards the end offtkeal year. The Company has been
informed by its suppliers that faster microprocessuill be available in sufficient quantity begingiin the first half of calendar 2001.
However, no assurance can be given that such fasteoprocessors will actually be available or baikble in sufficient quantities, and the
inability of the Company to obtain faster micropgesors in sufficient quantities during 2001 mayehan adverse impact on the Company's
results of operations and financial condition.

Further discussion relating to availability and glypf components and product may be found in Rdigm 1 of this Form 10-K under the
heading "Raw Materials," and in Part Il, Iltem &t Form 10-K in the Notes to Consolidated Finah8tatements at Note 9 under the
subheading "Concentrations in the Available Souafedupply of Materials and Product,” which inforina is hereby incorporated by
reference.

EDUCATION MARKET

Several competitors of the Company have eitheetatjor announced their intention to target theation market for personal computers.
As a result, the Company's overall share of thisketehas declined. Additionally, net sales in tr@rpany's education market fell short of
expectations by approximately $60 million during fourth quarter of 2000, primarily as a resulthef Company's transition to a more direct
sales model from a model heavily dependent on fhartly sales agents. Although the Company hasiedia plan to strengthen its positiol
the education market, there can be no assurancthth&ompany will be able to increase its shahefeducation market or maintain its
existing share of that market. Failure to increasmaintain market share in the education market In@ae an adverse impact on the
Company's operating results and financial condition

MARKETING AND DISTRIBUTION

The Company distributes its products through whadess, resellers, national and regional retailas @taloguers. In addition, the Company
also sells many of its products and resells cettard-party products in most of its major markit£onsumers, certain education customers,
and certain resellers either directly or throughoit-line stores around the world. Many of the Canys significant resellers operate on
narrow product margins, and may distribute prodfraim competing manufacturers. The Company's bssiaed financial results could be
adversely affected if the financial condition oé$le resellers weakened, if resellers within conswim@nnels were to cease distribution of the
Company's products, or if uncertainty regarding @edifor the Company's products caused reselleedtace their ordering and marketing 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.

GLOBAL MARKET RISKS

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, paeity the Japanese Yen
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and the Euro, can adversely impact consumer deffioartide Company's products and the U.S. dollarevalithe Company's foreign currency
denominated sales. Conversely, strengthening sethad other foreign currencies can effect thetoaste Company of product components,
negatively impacting the Company's results of ofpana.

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

SUPPORT 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. The Company disbieves the availability of third-party
application software for the Company's hardwarelpcts depends in part on third-party developerggmion and analysis of the relative
benefits of developing, maintaining, and upgradingh software for the Company's products versusvact for the larger Windows market.
This analysis is based on factors such as the ipettstrength of the Company and its productsatitecipated potential revenue that may be
generated, and the costs of developing such sadtpraducts. To the extent the Company's finanoidds in prior years and the minority
market share held by the Company in the persomapoter market, as well as the Company's decisi@mtbits Mac OS licensing program,
have caused software developers to question thep&ayrs prospects in the personal computer marketldpers could be less inclined to
develop new application software or upgrade exgssioftware for the Company's products and morénedl|to devote their resources to
developing and upgrading software for the largendgivs market. In addition, past and future develepnby the Company of its own
software applications and solutions may negatialyact the decision of software developers to dgvainaintain, and upgrade similar or
competitive software for the Company's productsrédeer, the Company's current plan to introduce ®8cX during 2001 could cause
software developers to stop developing softwareéiercurrent Mac OS, and there can be no assusarfiveare developers will decide to
develop software for Mac OS X on a timely basisioall.

In August 1997, the Company and Microsoft Corporatntered into patent cross licensing and teclgyadgreements. In addition, for a
period of five years from August 1997, and subjedtertain limitations related to the number of Magsh computers sold by the Company,
Microsoft will make future versions of its Microgddffice and Internet Explorer products for the Ma8. Although Microsoft has announced
its intention to do so, these agreements do naiired/licrosoft to produce future versions of itegucts that are optimized to run on Mac OS
X. The Company will bundle the Internet Exploreoguct with Mac OS system software releases and ithaitgroduct the default Internet
browser for such Mac OS releases. While the Compatigves its relationship with Microsoft has beer will continue to be beneficial to
the Company and to its efforts to increase thallest base for the Mac OS, the Microsoft relatiopsé for a limited term and does not cover
many of the areas in which the Company competds Mitrosoft, including the Windows platform. Accamdly, Microsoft's interest in
producing application software for the Mac OS, uithg Mac OS X, not covered by the relationshifotlowing expiration of the agreemel
may be influenced by Microsoft's perception ofiiterests as the vendor of the Windows operatistesy. In addition, the Microsoft
relationship may have an adverse effect on, amtmgy things, the Company's relationship with otbemtners. There can be no assurance tha
the benefits to the Company of the Microsoft relaship will not be offset by the disadvantages.

PATENTS AND INTELLECTUAL PROPERTY

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 licenseergén could be obtained on commercially reasonédai@s. Because of technological
changes
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in the computer industry, current extensive patewerage, and the rapid rate of issuance of neanptit is possible certain components of
the Company's products and business methods manpwirkgly infringe existing patents of others. Then@pany has from time to time been
notified that it may be infringing certain pateptsother intellectual property rights of others.vitver, no litigation has arisen out of any of
these claims that has had, or is expected to laavadverse impact on the Company's operating seantt financial condition. The Company
believes that any necessary patent or other righikl be obtained on commercially reasonable tekosiever, there can be no assurance
the necessary licenses would be available on aaglepterms, if at all, or that the Company woulevaiil in any such challenge. The failure
obtain necessary licenses or other rights, omlitign arising out of such claims, could adverséflgct the Company's results of operations and
financial condition.

PRODUCT, GEOGRAPHIC, AND CHANNEL MIX

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.

INTRA-QUARTER SALES CYCLE

Apple generally sells more products during thedtimmonth of each quarter than it does during eittfi¢he first two months, a pattern typica
the personal computer industry. This sales pattemproduce pressure on the Company's internalsimércture during the third month of a
guarter and may adversely impact the Company'gyatulpredict its financial results accurately.M@®opments late in a quarter, such as
lower-than-anticipated demand for the Company'slygets, an internal systems failure, or failure ¢ @f the Company's key logistics or
components suppliers, can have significant adverpacts on the Company and its results of operatiom financial condition.

DEPENDENCE ON KEY PERSONNEL

Much of the future success of the Company dependeedcontinued service and availability of skilfgetsonnel, including those in technical,
marketing and staff positions. Experienced persbinrthe information technology industry are in hidgemand and competition for their
talents is intense, especially in the Silicon Agllwhere many of the Company's employees are Idc@teere can be no assurance that the
company will be able to successfully attract artdinethe key personnel it needs. Additionally, Wdits or a lack of positive performance in
the Company's stock price may adversely affecthibty to retain key employees.

MINORITY INVESTMENTS

The Company holds minority investments in seveudlip companies including Samsung Electronics 8kamai Technologies, Inc.,
EarthLink, and ARM Holdings plc. The combined faiarket value of these investments was approxim&&sp million as of September 30,
2000. The Company has categorized its investmartteese companies as available-for-sale requiliadgrivestments be carried at fair value,
with unrealized gains and losses net of taxes teg@s a component of accumulated other compraleimsiome. These investments are in
publicly traded companies whose share prices djeastto significant volatility. While the overdihancial impact of these investments has
been positive through the end of 2000, adverseggswim general market conditions or poor operatsglts of the underlying companies
could result in the Company's inability to ultimigtesalize the gains associated with the carryialye of these investments. Permanent
impairment in the value of one or all of these stweents could cause the Company to recognize atoseme portion of its original $316
million investment remaining in these four companie

EURO TRANSITION

On January 1, 1999, eleven of the fifteen membenties of the European Union adopted the Eurdieis tommon legal currency and
established fixed conversion rates between théstiag sovereign currencies and the Euro. The Eunow traded on currency exchanges
is available for non-cash transactions. The tramsjperiod for introduction of the Euro ends onulany 1, 2002.
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The Company has taken steps to evaluate interstdrsycapabilities, review the ability of finandiastitution vendors to support Euro
transactions, and examine current marketing araingripolicies and strategies in light of the Euomwersion. Additionally, the Company has
begun the process of updating its internal systmasprocesses to accommodate full transition tdctihve as the transaction and reporting
currency for its affected European subsidiarie® ffansition to the Euro may have competitive iggtions on the Company's pricing and
marketing strategies, the impact of which are mamvin at this time. Additionally, the Company igiak to the extent its principal European
suppliers and customers are unable to deal effdgtivith the impact of the Euro transition. Adoptiof the Euro and the costs incurred to
prepare for that adoption are not expected to havaterial adverse effect on the Company's resfitiperations or financial condition.
However, there can be no assurance all issuegddiathe Euro conversion have been identifiedthar adoption issues identified will be
addressed properly or on a timely basis. Failuggreperly identify and address issues associatddadoption of the Euro could have a
material adverse affect on the Company's resultgpefations and financial condition.

VOLATILITY OF STOCK PRICE

The Company's stock has experienced substanted palatility as a result of variations betweersitsual and anticipated financial results

as a result of announcements by the Company acdrtpetitors. In addition, the stock market haseeigmced extreme price and volume
fluctuations that have affected the market pricenahy technology companies in ways that have baeglated to the operating performance
of these companies. These factors, as well as glesmynomic and political conditions, may mateyialtiversely affect the market price of the
Company's common stock in the future.

OTHER FACTORS

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

Production and marketing of products in certaitestand countries may subject the Company to emviemtal and other regulations
including, in some instances, the requirementtt@iCompany provide consumers with the abilityeinim to the Company product at the

of its useful life, and leave 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, no assurance can be given
such laws, or any future laws enacted for the ptimte of the environment, will not have a mategdierse effect on the Company.

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

To ensure the adequacy and effectiveness of thep@ayts foreign exchange and interest rate hedgaques 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, option and floor positions lmita stand-alone basis and in conjunction withritderlying foreign currency and interest
rate related exposures, respectively, from botacmounting and an economic perspective. Howeveengihe effective horizons of the
Company's risk management activities and the gatiory nature of the exposures intended to hetigeg ttan be no assurance the
aforementioned programs will offset more than aiporof the adverse financial impact resulting franfavorable movements in either
foreign exchange or interest rates. In additioa,tiiming of the accounting for recognition of gaarsl losses related to mark-to-market
instruments for any given period may not coincidehthe timing of gains and losses related to theéeulying economic exposures and,
therefore, may adversely affect the Company's dipgraesults and financial position. The Companil adopt SFAS No. 133 as of October
1, 2000. Management does not believe that adopfitine new accounting standard will
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significantly alter the Company's hedging strategidowever, its application may increase the vitlatf other income and expense and o
comprehensive income.

INTEREST RATE RISK

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

The Company's exposure to market risk for chang@geérest rates relates primarily to the Compaimysstments and long-term debt
obligations and related derivative financial instents. The Company places its investments with bigtit quality issuers and, by policy,
limits the amount of credit exposure to any onaessThe Company's general policy is to limit theé of principal loss and ensure the safety
of invested funds by limiting market and credikrigll highly liquid investments with a maturity éiree months or less at the date of
purchase are considered to be cash equivalentstiments with maturities between three and twelesths are considered to be short-term
investments. As of September 30, 2000, substant#libf the Company's investments have maturigss than 12 months.

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 following table presents the principal (or notl) amounts and related weighted-average inteaitest for the Company's investment
portfolio and its long-term debt obligations. Tlad-term debt is comprised of $300 million of unged notes described above, which
mature in February 2004. The Company's U.S. cotp@ecurities include commercial paper, loan pggttons, certificates of deposit, time
deposits and corporate debt securities. Foreigmrisies include foreign commercial paper, loan iggration, certificates of deposit and time
deposits with foreign institutions, most of whiate @enominated in U.S. dollars. The Company's easiivalents and short-term investments
have generally
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been held until maturity. Gross unrealized gairs lasses were negligible as of September 30, 28680&ptember 25, 1999.
In millions, except weighted-average interest rates

SEPTEMBER 30, 2000 SEPTEMBER 25, 1999

WEIGHTED- WEIGHTED -
AVERAGE AVERAGE

CARRYING INTEREST CARRYING INTEREST

AMOUNT  RATE AMOUNT  RATE

Assets:
Cash equivalents:
U.S. Treasury and Agency securities............ e $ - -% $ 3 5.00%
U.S. corporate securities............ccoe..... 921  6.46% 517 5.16%
Foreign securities.........ccccccuveeennins .. 222 6.05% 636  4.84%
Total cash equivalents....................... .. 1,143 6.38% 1,156  4.98%

Short-term investments:

U.S. Treasury and Agency securities............ . $293  6.11% $ 298 5.56%
U.S. corporate securities............cccc..... ... 2,059 6.63% 780 5.89%
Foreign securitieS.......cccccceeeveveeiinnns 484  6.86% 822 5.40%
Total short-term investments................. ... 2,836 6.62% 1,900 5.63%
Total investment securities...................... ... $3,979 6.55% $3,056 5.38%
Debt:
Fixed rate.........ccoeevveeeiieeiieeenn ... $300 5.97% $ 300 5.98%

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@emd short-term investments with its fixed-ratieiest expense on its lobgrm debt, and/c

to diversify a portion of the Company's exposureaa¥om fluctuations in short-term U.S. interesesga The Company may also enter into
interest rate contracts that are intended to retheeost of the interest rate risk managementrprogThe Company does not hold or transact
in such financial instruments for purposes othanttisk management.

The interest rate swaps, which qualify as accogrtiedges, generally require the Company to payadifig interest rate based on the thie-
six-month U.S. dollar LIBOR and receive a fixederaf interest without exchanges of the underlyingiamal amounts. These swaps
effectively convert the Company's fixed-rate 10ny@ebt to floating-rate debt and convert a portibthe floating rate investments to fixed
rate. The maturity date of the asset swaps is 8dqEr2001 with the remaining debt swaps maturingeibruary of 2004. As of September
2000 and September 25, 1999, interest rate delptsshad a weighted-average receive rate of 7.21%6 £486, respectively. The weighted-
average pay rate on the debt swaps was 6.68% 4bthas of September 30, 2000 and September 25, d§fectively. As of September
2000 and September 25, 1999, interest rate asspsdvad a weighted-average receive rate of 5.5@Pb &3%, respectively; and a weighted-
average pay rates of 6.66% and 5.24%, respectiValy.unrealized gains and losses on these swaplefeeed and recognized in income .
component of interest and other income (expensg)nrthe same period as the hedged transactidieried losses on such contracts totaled
approximately $1 million as of September 30, 2006 $5 million as of September 25, 1999.
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FOREIGN CURRENCY RISK

Overall, the Company is a net receiver of currenoiher than the U.S. dollar and, as such, berfedits a weaker dollar and is adversely
affected by a stronger dollar relative to majorreacies worldwide. Accordingly, changes in excharades, and in particular a strengthening
of the U.S. dollar, may negatively affect the Compsa net sales and gross margins as expresse&irdbllars.

The Company enters into foreign exchange forwatapotion contracts with financial institutions panly to protect against currency
exchange risks associated with existing assetdianitities, certain firmly committed transactiorand probable but not firmly committed
transactions. Generally, the Company's practite fedge a majority of its existing material foreigxchange transaction exposures.
However, the Company may not hedge certain foreiginange transaction exposures due to immaterigliphibitive economic cost of
hedging particular exposures, and availability mrapriate hedging instruments. Foreign exchangedia contracts are carried at fair value
in other current assets and liabilities. The premaosts of purchased foreign exchange option cctstee recorded in other current assets
and marked to market through earnings.

Probable but not firmly committed transactions cas®sales of the Company's products and purclidsesy material, sub-assemblies, and
assembled finished goods in currencies other thafunctional currency. A majority of these trarigats are made through the Company's
subsidiaries in Europe, Asia (particularly Jap&gnada, and Australia. The Company purchases foeeighange option contracts to hedge
the currency exchange risks associated with thedgple but not firmly committed transactions. Twmmpany also sells foreign exchange
option contracts, in order to partially finance fhechase of these foreign exchange option comstratie term of the Company's foreign
exchange hedging instruments, whether for firmlyjoatted transactions, probable but not firmly corntted transactions, or to partially
finance the foreign risk management program, ctigr@oes not extend beyond six months.

Gains and losses on accounting hedges of exisssefsor liabilities are generally recorded in mewr shareholders' equity against the
losses and gains on the hedged transactions. &aihtosses related to qualifying accounting headdgdsmly committed or probable but not
firmly committed transactions are deferred and geced in income in the same period as the hedgeddctions. Gains and losses on
accounting hedges realized before the settleméaataldahe related hedged transaction are also giyeeferred and recognized in income in
the same period as the hedged transactions.

Gains and losses on interest rate and foreign egehsstruments not accounted for as hedges avedestin income as a component of
interest and other income (expense), net. Soldasteate and foreign exchange instruments do ualtfy as accounting hedges. Premiums
associated with sold foreign exchange option catdrare recorded in other current assets and aadrtiver the life of the option.

The following table provides information about thempany's foreign currency derivative financiatinments outstanding as of September
30, 2000 and September 25, 1999. The informatipndgided in U.S. dollar amounts, as presentetién@ompany's consolidated financial
statements. For foreign currency exchange contrimgable presents the notional amount (at conénechange rates) and the
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weighted-average contractual foreign currency emghaates. Generally, all instruments mature wiéhinonths. Miscellaneous other
currencies consist primarily of the Canadian andtfalian dollars.

2000 1999
WEIGHTED-AVERAGE WEIGHTED-A VERAGE
NOT IONAL CONTRACT RATE OR NOTIONAL CONTRACTR ATE OR
AM OUNT STRIKE PRICE AMOUNT STRIKE P RICE
In millions, except average contract rates and strike prices
607 105.61 $ 590 105.7 0
115 1.47 86 1.6 2
313 .89 177 1.0 5
66 62
Total currency spot/forward contracts....... $1 ,101 $ 915
Estimated fair value..............c......... $ 9 $ (9)
Foreign currency purchased call options
Japanese Yen 335 95.55 $ 250 104.8 0
British Pound Sterling. -- -- - -
EUrO. .o 375 1.00 105 11 4
Miscellaneous other currencies............ - 55
Total purchased call options............ $ 710 $ 410
Foreign currency purchased put options:
Japanese Yen........ccocceevveeeneennnn. $ 465 107.28 $ 860 118.3 1
British Pound Sterling.... 90 1.49 75 1.5 9
BUIO. ..o 326 .92 505 1.0 0
Miscellaneous other currencies............ 75 100
Total purchased put options............. $ 956 $1,540
Total foreign currency purchased options.... $1 ,666 $1,950
Estimated fair value.............cc......... $ 25 $ 12
Foreign currency sold call options
Japanese Yen........ccocceevveevnnennnn. $ 365 98.78 $ 290 106.1 8
British Pound Sterling.................... 90 1.55 25 1.6 9
BUIO. ..ot 350 .98 120 1.0 9
Miscellaneous other currencies............ 45 50
Total sold call options................. $ 850 $ 485
Foreign currency sold put options:
Japanese Yen........ccocceevveeeneennnn. $ 280 107.11 - - -
British Pound Sterling. 20 1.44 -- - -
51 .85 75 1.0 0
- 25
351 100
,201 $ 585
(5) $ (17)
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REPORT OF INDEPENDENT AUDITORS

The Board of Directors
Apple Computer, Inc.:

We have audited the accompanying consolidated balsineets of Apple Computer, Inc. and subsidiasesf September 30, 2000 and
September 25, 1999, and the related consolidat¢ehnseénts of operations, shareholders' equity, asd flows for each of the years in the
three-year period ended September 30, 2000. Inemiom with our audits of the consolidated finahstatements, we have also audited the
accompanying financial statement schedule. Thessatidated financial statements and financial staete schedule are the responsibility of
the Company's management. Our responsibility exfwess an opinion on these consolidated finastiéments and financial statement
schedule based on our audits.

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAmerica. Those standards require
that we plan and perform the audit to obtain reabtmassurance about whether the financial statsnaes 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 agatirgg the overall financial statement
presentation. We believe that our audits providesgonable basis for our opinion.

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenégpects, the financial position of Apple
Computer, Inc. and subsidiaries as of Septembe2@I) and September 25, 1999, and the resulteofdperations and their cash flows for
each of the years in the three-year period endpte8der 30, 2000, in conformity with accountingipiples generally accepted in the United
States of America. Also in our opinion, the relafiedncial statement schedule, when consideredlation to the basic consolidated financial
statements taken as a whole, presents fairly] imatierial respects, the information set forth éirer

KPMG LLP

Mountain View, California
October 17, 2000
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CONSOLIDATED BALANCE SHEETS
(IN MILLIONS, EXCEPT SHARE AMOUNTS)

SEPTEMBER 30, 2000  SEPTEMBER 25, 1999

ASSE TS:
Current assets:
Cash and cash equivalents..........ccccceeeeeeee. L $1,191 $1,326
Short-term investments.........ccccccovvveveeeee. L 2,836 1,900
Accounts receivable, less allowances of $64 and $ 68,
respectively....covveevviiiieiiies 953 681
Inventories................. . 33 20
Deferred tax assetS.....ccccceveeeeevevviveeeeees 162 143
Other current @ssets......ccoovvvvvvveveeeenes 252 215
Total current assets.........cccceevevveecceees 5,427 4,285
Property, plant, and equipment, net.............. ... 313 318
Non-current debt and equity investments.......... ... 786 339
Other assetS......cccovvvvvvvviviiiiiieeeeeeees 277 219
Total @SSetS....coovevvvevcieeeiieeieeeeees $6,803 $5,161

LIABILITIES AND SHA

Current liabilities:
Accounts payable.......ccccovviiniieniieeeees $1,157 $ 812

Accrued eXPENSES......ccccveevviiieeeeiiieeeees . 776 737
Total current liabilities...........ccceeeee.. L 1,933 1,549
Long-termdebt......cocceeivviiiiiiiiiieee 300 300
Deferred tax liabilities..........cccococeeeeeeeee. L 463 208
Total liabilities......ccovvvvevcieiieee 2,696 2,057
Commitments and contingencies
Shareholders' equity:
Series A nonvoting convertible preferred stock, n o par
value; 150,000 shares authorized, 75,750 and 15 0,000
issued and outstanding, respectively.......... .. 76 150
Common stock, no par value; 900,000,000 shares au thorized;
335,676,889 and 321,598,122 shares issued and
outstanding, respectively.......ccccoevceeee. . 1,502 1,349
Retained earnings.....ccccccceveeeeevevevveieeeee 2,285 1,499
Accumulated other comprehensive income........... ... 244 106
Total shareholders' equity...........ccoeeeeeee. L 4,107 3,104
Total liabilities and shareholders' equity..... ... $6,803 $5,161

See accompanying notes to consolidated financ#tisients.
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CONSOLIDATED STATEMENTS OF OPERATIONS

(IN MILLIONS, EXCEPT SHARE AND PER SHARE AMOUNTS)

THREE FISCAL YEARS ENDED SEPTEMBER 30, 2000

Net SalesS......uuviiiiiiieeeeieieieeiiees
Costof sales........ccoccvvvvvvieiiiiieeeeeee,

GroSS MargiN.......ccooeveevecnvveieieeneeeeneenn

Operating expenses:
Research and development.............ccceeee...
Selling, general, and administrative
Special charges:
Executive bonus..........cccoccoeeeiiiinnenn.
Restructuring COSts..........ccccuvveernnnnen.
In-process research and development............

Total operating expenses..............c......

Operating iNCOME.........coocueeieriiiiieeeeiis
Gains from sales of investment.
Interest and other income, net.....................

Total interest and other income, net...............

Income before provision for income taxes...........
Provision for income taxes...........ccccocuueeeen.

Net iNCOME.......cociiiiiiiiiieeeee e

Earnings per common share:

See accompanying notes to consolidated financsients
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2000 1999 1998
......... $ 7,983 $ 6,134 $ 5,941
......... 5,817 4,438 4,462
......... 2,166 1,696 1,479
......... 380 314 303
......... 1,166 996 908
......... 90 - -
......... 8 27 -
......... - - 7
......... 1,644 1,337 1,218
......... 522 359 261
......... 367 230 40
......... 203 87 28
......... 570 317 68
......... 1,092 676 329
......... 306 75 20
......... $ 786 $ 601 $ 309
......... $ 242 $ 210 $ 1.17
......... $ 218 $ 181 $ 1.05
usands):
......... 324,568 286,314 263,948
......... 360,324 348,328 335,834



CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

(IN MILLIONS, EXCEPT SHARE AMOUNTS WHICH ARE IN THOSANDS)

Balances as of September 26, 1997......... 150
Components of comprehensive income:
Netincome.........ccoeevvinnnnne -
Foreign currency translation.......... -

Total comprehensive income..........
Common stock issued under stock option
and purchase plans.................... -
Common stock issued in connection with
the acquisition of certain assets of
PCC..
Tax benefit related to dlsquallfylng
dispositions of stock options......... -
Balances as of September 25, 1998......... 150
Components of comprehensive income:
Netincome.........ccoevniinnnne
Foreign currency translation. -
Unrealized gain on available-for- sale
securities, net of tax.............. -
Reclassification adjustment for gains
on available- for-sale securities
included in net income.............. -

Total comprehensive income..........
Common stock issued under stock option

and purchase plans.................... --
Common stock issued in connection with
the Company's redemption of long-term

Common stock repurchased................ --
Tax benefit related to disqualifying
dispositions of stock options......... --
Balances as of September 25, 1999......... 150
Components of comprehensive income:
Netincome.........cccoeevniiinnne
Foreign currency translation.......... -
Unrealized gain on available-for- sale
securities, net of taX.............
Reclassification adjustment for gains
on available- for-sale securities
included in net income.............. --

Total comprehensive income..........

Common stock issued under stock optlon

and purchase plans....................
Conversion of Series A preferred

SOCK. .. evvevieiiiiciiec e (74)
Common stock repurchased................ --
Tax benefit related to disqualifying

dispositions of stock optlons ......... -

Balances as of September 30, 2000 ......... 76

RRED STOCK

AC
COMMON STOCK

- 6,170

- 8,318

150 321,598

- 7,632

(74) 9,000
~ (2,553)

$76 335677 $1502 $2,285

$150 255,898 $ 498 $ 589

- 309

1,349 1,499

85 -

74 -
@ie) -

RETAINED COM
AMOUNT SHARES AMOUNT EARNINGS

See accompanying notes to consolidated financsisients.
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OME (LOSS)  EQUITY

318 318

(176) (176)



CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN MILLIONS)

THREE FISCAL YEARS ENDED SEPTEMBER 30, 2000

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

Operating:

Net iNCOME.......ccuvveeiiiiiieeeiee e,

Adjustments to reconcile net income to cash generat
operating activities:
Depreciation and amortization............
Provision for deferred income taxes
Loss on sale of property, plant, and equipment...
Gains from sales of equity investment............
In-process research and development..............

Changes in operating assets and liabilities:
Accounts receivable............cccccoviienne
INVENTONIES......evveieiiieee e
Other current assets.........ccccovcvveverrinns
Other assets..............
Accounts payable
Accrued restructuring CostS.........ccccee.....
Other current liabilities........................

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

Investing:

Purchase of short-term investments.................
Proceeds from maturities of short-term investments.
Purchases of long-term investments.................
Proceeds from sale of property, plant and equipment
Purchase of property, plant, and equipment.........
Proceeds from sales of equity investment...........

Financing:
Decrease in notes payable to banks.................
Proceeds from issuance of common stock.....

Cash used for repurchase of common stock

Cash generated by (used for) financing activiti
Increase (decrease) in cash and cash equivalents...
Cash and cash equivalents, end of the year.........

Supplemental cash flow disclosures:
Cash paid during the year for interest...........
Cash paid (received) for income taxes, net.......
Noncash transactions:
Issuance of common stock for redemption of long

Issuance of common stock for acquisition of PCC
ASSELS....vviieiiiiie e

Issuance of common stock for conversion of Seri
Preferred StocK........ccccoeevvveviiinnnns

See accompanying notes to consolidated financsstents.
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2000 1999 1998
......... $1,326 $1,481 $1,230
......... 786 601 309
ed by
......... 84 85 111
......... 163 (35) 1
......... 3 -- --
......... (367) (230) (40)
......... - - 7
......... (272) 274 72
......... (13) 58 359
......... (37) (32) 31
......... (15) 3) 83
......... 345 93 34
......... 27) 2 (107)
......... 176 (15) (85)
......... 826 798 775
......... (4,267) (4,236) (2,313)
......... 3,331 3,155 1,723
......... (232) (112 --
......... 11 23 89
......... (107) (47) (46)
......... 372 245 24
......... (38) 8 (20)
......... (930) (964) (543)
......... - - (22)
......... 85 86 41
......... (116) (75) --
€s....... (31) 11 19
......... (135) (155) 251
......... $1,191 $1,326 $1,481
......... $ 10 $ 58 $ 59
......... $ 47 $ 33 $ (15)
-term
......... - $ 654 -
......... - - $ 80
esA
......... $ 74 -- --



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

Apple Computer, Inc. and its subsidiaries (the Cany) designs, manufactures, and markets personmgluters and related software and
peripherals for sale primarily to education, crneaticonsumer, and business customers.

BASIS OF PRESENTATION AND PREPARATION

The accompanying consolidated financial statemietade the accounts of the Company. Intercompaepants and transactions have been
eliminated. The preparation of these consolidatgahtial statements in conformity with generallgeted accounting principles requires
management to make estimates and assumptiondfinztttae amounts reported in these consolidatehfiial statements and accompanying
notes. Actual results could differ materially frahose estimates.

During the first quarter of 1999, the Company angehids by-laws to provide that beginning in 1999fiscal year would end on the last
Saturday in September rather than the last Frid&gwise, beginning with the first fiscal quartefrk®99 each of the Company's fiscal
quarters now also end on Saturday rather thanrislecordingly, one day was added to the first tpraof 1999 so that the quarter ended on
Saturday, December 26, 1998. These changes dithneta material effect on the Company's revenuesuits of operations for any quarter
during fiscal 1999. Fiscal years 1999 and 1998h &&cweek years, both ended on September 25th.oXppately every six years, the
Company reports a 53-week fiscal year to aligfistsal quarters with calendar quarters by addimgeek to its first fiscal quarter.
Consequently, an additional week was added toittsteqfuarter of fiscal 2000. All information presed herein is based on the Company's
fiscal calendar.

FINANCIAL INSTRUMENTS

The carrying amounts of cash and cash equivalshisi-term investments, accounts receivable, adsqayable, and accrued liabilities
approximate their fair value due to the short maag of those instruments.

INVESTMENTS

All highly liquid investments with a maturity of tbe months or less at the date of purchase arédesed to be cash equivalents. Investments
with maturities between three and twelve monthscarsidered to be short-term investments. Investsngith maturities greater than twelve
months are classified as long-term assets. Manageseéermines the appropriate classification oint&@stments in debt and marketable
equity securities at the time of purchase and leat@s such designation as of each balance shieetldee Company's debt and marketable
equity securities have been classified and accdunteas available-fosale. These securities are carried at fair valith, thre unrealized gail
and losses, net of taxes, reported as a compohshareholders' equity. These unrealized gainessds include any unrealized losses and
gains on interest rate contracts accounted foedgds against the available-for-sale securities.chst of securities sold is based upon the
specific identification method.

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

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

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

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

The Company enters into foreign exchange forwatapotion contracts with financial institutions panly to protect against currency
exchange risks associated with existing assetdiaitities, certain firmly committed transactiorand probable 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 foreiginange transaction exposures due to immaterigliphibitive economic cost of
hedging particular exposures, and availability mrapriate hedging instruments. Foreign exchangedia contracts are carried at fair value
in other current assets and liabilities. The premaosts of purchased foreign exchange option coistexe recorded in other current assets
and amortized over the life of the option.

Probable but not firmly committed transactions cas®sales of the Company's products and purcludgesy material, subassemblies, and
assembled finished goods in currencies other tharfunctional currency. A majority of these trarigats are made through the Company's
subsidiaries in Europe, Asia (particularly Jap&gnada, and Australia. The Company purchases foeighange option contracts to hedge
the currency exchange risks associated with thesdsaple but not firmly committed transactions. TWmmpany also sells foreign exchange
option contracts, in order to partially finance fhechase of these foreign exchange option comstratie term of the Company's foreign
exchange hedging instruments, whether for firmljoatted transactions, probable but not firmly contted transactions, or to partially
finance the foreign exchange risk management proguarently does not extend beyond six months.

In addition, the Company has entered into foreigrhange forward contracts to hedge certain intep@om loan transactions. These forward
contracts effectively change certain foreign cucsedenominated debt into U.S. dollar denominatdat,dehich better matches against the
Company's U.S. dollar denominated cash equivakemdsshort-term investments.

Interest rate and foreign exchange instrumentsrgéynejualify as accounting hedges if their matudates are the same as the hedged
transactions and if the hedged transactions megticeequirements. The Company monitors its irserate and foreign exchange positions
on a regular basis based on applicable and comnuselg pricing models. The correlation between Hanges in the fair value of hedging
instruments and the changes in the underlying tetdgms is assessed periodically over the lifdhefiedged instrument. In the event it is
determined a hedge is ineffective, including if avtten the hedged transactions no longer exisiCtimapany recognizes in income the che
in market value of the instrument beginning ondhte it was no longer an effective hedge.

Gains and losses on accounting hedges of exisssetsor liabilities are generally recorded in mecr shareholders' equity against the
losses and gains on the hedged transactions. @aihlosses related to qualifying accounting headgdismly committed or probable but not
firmly committed transactions are deferred and geced in income in the same period as the hedgeddctions. Gains and losses on
accounting hedges realized before the settlemeataldahe related hedged transaction are also giyeleferred and recognized in income in
the same period as the hedged transactions.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

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

Gains and losses on interest rate and foreign egghestruments not accounted for as hedges avedegtin income as a component of
interest and other income (expense), net. Soldesteate and foreign exchange instruments do ualifg as accounting hedges. Premiums
associated with sold foreign exchange option catdrare recorded in other current assets and maokadrket through earnings.

In June 1998, Statement of Financial Accountingn@ads (SFAS) No. 133, "Accounting for Derivativistruments and Hedging Activities"
was issued. SFAS No. 133 establishes accountingegruiiting standards for derivative instrumentsidireg activities, and exposure
definition. SFAS No. 133 requires an entity to rguiae all derivatives as either assets or liabgitn the statement of financial position and
measure those instruments at fair value. Derivatiiat are not hedges must be adjusted to faievalough income. If the derivative is a
hedge, depending on the nature of the hedge, chamdair value will either be offset against thenge in fair value of the hedged assets,
liabilities, or firm commitments through earnings,recognized in other comprehensive income umilhiedged item is recognized in
earnings. In June 1999, SFAS No. 137, "AccountordXerivative Instruments and Hedging ActivitiesefBrral of the Effective Date of
FASB Statement No. 133," was issued. The statedwefetred the effective date of SFAS No. 133 uhgl! first quarter of 2001. The Comp:
will adopt SFAS No. 133, "Accounting for DerivatiVestruments and Hedging Activities," as of OctobeP000. Net of the related income
tax effect, the adoption of SFAS No. 133 is expgttehave a favorable cumulative-effégpe adjustment to net income of approximately
million and a favorable cumulative-effect-type adjuent to other comprehensive income of $15 millanagement does not believe that
adoption of SFAS No. 133 will significantly altdret Company's hedging strategies. However, its egipin may increase the volatility of
other income and expense and other comprehensioenin

INVENTORIES

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

PROPERTY, PLANT, AND EQUIPMENT

Property, plant, and equipment are stated at Begireciation is computed by use of the decliningtee and straight-line methods over the
estimated useful lives of the assets, which arge3®s for buildings, from 2 to 5 years for equipteand the shorter of lease terms or
estimated useful lives for leasehold improvements.

INTERNAL-USE SOFTWARE

Software acquired or developed for internal uss#ased at cost and classified on the balance #heéter assets. Depreciation is compute:
a straight-line basis using an estimated usefelldifno more than 5 years. During fiscal year 2008,Company adopted the American
Institute of Certified Public Accountants (AICPA)afement of Position (SOP) 98-1, "Accounting fag @osts of Computer Software
Developed or Obtained for Internal Use." SOP 9@84uires the capitalization of certain internal sasturred in the acquisition or
development of internal-use software. The adopioBOP 98-1 did not have a material impact on thm@any's consolidated results of
operations or financial position during 2000. AsSefptember 30, 2000 and September 25, 1999, tlmanging amount of software was $1
million and $44 million, respectively.

39



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) LONG-LIVED ASSETS

The Company reviews property, plant, and equipraadtcertain identifiable intangibles for impairmertenever events or changes in
circumstances indicate the carrying amount of @etamay not be recoverable. Recoverability of tleesets is measured by comparison of its
carrying amount, including the unamortized portidrany allocated goodwill, to future undiscountedlit flows the assets are expected to
generate. If property, plant, and equipment anthoerentifiable intangibles are considered tarbpaired, the impairment to be recognized
equals the amount by which the carrying value efabsets, including any allocated goodwill, excésdair market value. The recoverability
of enterprise level goodwill is assessed whendwefdcts and circumstances suggest the asset mimpbied. The Company assesses the
recoverability of enterprise level goodwill by detgning whether the unamortized goodwill balance ba recovered through undiscounted
future cash flows. For the three years ended SdpmeB0, 2000, the Company has made no materiadtadgunts to its londgjved assets exce
those made in connection with the restructuringpastdescribed in Note 4.

FOREIGN CURRENCY TRANSLATION

The Company translates the assets and liabilifigs toreign sales subsidiaries at year-end exgbaates. Gains and losses from these
translations are credited or charged to "accumdlagmslation adjustment” included in "accumulatéter comprehensive income (loss)" in
shareholders' equity. The Company's foreign marnwifimg) subsidiaries and certain other entitiestheeU.S. dollar as their functional
currency and remeasure monetary assets and lieb#it year-end exchange rates, and inventoriepepy, and nonmonetary assets and
liabilities at historical rates. Gains and losgesf these translations are included in the Compaegults of operations and were not
significant in 2000, 1999 or 1998.

REVENUE RECOGNITION

The Company recognizes revenue when persuasiversgdf an arrangement exists, delivery has oatutie sales price is fixed or
determinable, and collectibility is probable. Geallgr these criteria are met at the time produshipped. Provisions are made currently for
estimated product returns, price protection, rehyaed other sales programs.

In December 1999, the Securities and Exchange Cssioni issued Staff Accounting Bulletin (SAB) No110Revenue Recognition in
Financial Statements." SAB 101, as amended, surmasacertain of the SEC's views in applying gengidtepted accounting principles to
revenue recognition in financial statements andiges guidance on revenue recognition issues iltisence of authoritative literature
addressing a specific arrangement or a specifigsimg. The Company will adopt SAB 101 in the figstarter of fiscal year 2001. Adoption of
this guidance is not expected to have a materiphahon the Company's financial position or resoiltsperations.

WARRANTY EXPENSE
The Company provides currently for the estimatest tteat may be incurred under product warrantiesnwytroducts are shipped.
ADVERTISING COSTS

Advertising costs are charged to expense thetfing the advertising takes place. Advertising esgaras $281 million, $208 million, and
$152 million for 2000, 1999, and 1998, respectively
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NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) RESEARCH AND DEVELOPMENT

Research and development costs are expensed athcsoftware development costs are subject tiadaation beginning when a product's
technological feasibility has been establishedemiting when a product is available for releasausiamers. Generally, the Company's
products are released soon after technologicaibiéigshas been established. As a result, cossequent to achieving technological
feasibility have not been significant and all saftesdevelopment costs have been expensed.

STOCK-BASED COMPENSATION

The Company measures compensation expense fonfiogee stock-based compensation plans using thiesit value method and has
provided in Note 8 pro forma disclosures of theefffon net income and earnings per share as fathealue-based method had been applied
in measuring compensation expense.

EARNINGS PER COMMON SHARE

Basic earnings per common share is computed bygidiyincome available to common shareholders bywbighted-average number of
shares of common stock outstanding during the gebBduted earnings per common share is computediligling income available to
common shareholders by the weighted-average nudilsttares of common stock outstanding during tie@eéncreased 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 a@apihn of the treasury stock method. The
dilutive effect of convertible securities is refied using the if-converted method.

STOCK SPLIT

On June 21, 2000, the Company effected a two-ferstack split in the form of a Common Stock dividéa shareholders of record as of
May 19, 2000. All 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 otherpecehensive income is comprised of foreign culydranslation adjustments from
those subsidiaries not using the U.S. dollar ais thectional currency and from unrealized gaind &sses on marketable securities
categorized as available-for-sale. See Note 2dditi@nal information regarding available-for-salecurities.

SEGMENT INFORMATION

The Company reports segment information based efinlanagement" approach. The management approagndtes the internal reporting
used by management for making decisions and asggssiformance as the source of the Company'stapersegments. Information about
the Company's products, major customers, and ggbigrareas on a company-wide basis is also distlose
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NOTE 2--FINANCIAL INSTRUMENTS
INVESTMENTS

The following table summarizes the Company's akigldior-sale securities at amortized cost, whichragimates fair value, recorded as cash
and cash equivalents or short-term investment$ Ssgtember 30, 2000, and September 25, 1999 (iions):

SEPTE MBER 30, 2000  SEPTEMBER 25, 1999
AMO RTIZED COST AMORTIZED COST
U.S. Treasury securities.................... $ - $ 3
U.S. corporate securities................... 921 517
Foreign securities...........ccccceeevunns 222 636
Total included in cash and cash
equivalents.........ccccoeviiieeeens 1,143 1,156
U.S. Treasury securities.................... 293 298
U.S. corporate securities................... 2,059 780
Foreign securities...........cccccveevunns 484 822
Total included in short-term
investments..........cccceeeevvineenn. 2,836 1,900
Total.eeeeeeiieeeeee e $3,979 $3,056

As of September 30, 2000 and September 25, 1988tasutially all of the Company's investments hadumitées less than twelve months. T
Company's U.S. corporate securities include U.SeBonent Agency notes, certificates of deposit, m@ntial paper and corporate debt
securities. Foreign securities include foreign cartial paper, loan participations, time deposits egrtificates of deposit with foreign
institutions, most of which are denominated in W&lars. The Company's cash equivalents and sbortinvestments are generally held
until maturity. Gross unrealized gains and lossesewegligible as of September 30, 2000 and Sege#t) 1999. The Company's cash and
cash equivalent balances as of September 30, 2@D8eptember 25, 1999 include $7 million and $4ioni) respectively, pledged primarily
as collateral against outstanding derivative pmsti

TRADE RECEIVABLES

The Company distributes its products principalisotigh third-party computer resellers and direatlgértain education and consumer
customers. The Company generally does not reqaltateral from its customers. However, when possihk 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 Latin Americd Asia. However, considerable trade receivablegshvhre not covered by collateral or
credit insurance are outstanding with the Compattigtsibution and retail channel partners.
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NOTE 2--FINANCIAL INSTRUMENTS (CONTINUED)
INTEREST RATE DERIVATIVES AND FOREIGN CURRENCY INST RUMENTS

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 30, 2000 epteBiber 25, 1999 (in millions).

SEPTEMBER 30, 2000 SEPTEM BER 25, 1999
N OTIONAL FAIR CREDIT RISK NOTIONAL FAIR CREDIT RISK
P RINCIPAL  VALUE AMOUNTS PRINCIPAL V ALUE AMOUNTS
Transactions qualifying as accounting hedges:
Interest rate instruments:
SWAPS. ..ceveeeeeeerie et $80 $ (1) $ 4 $ 790 $G5) $
Foreign exchange instruments:
Spot/Forward contracts, net................. $826 $ 10 $ 10 $ 730 $08) $ 4
Purchased options, Net...........cccceuvne $615 $ 21 $ - $1,305 $4 $ -
Transactions other than accounting hedges:
Foreign exchange instruments:
Spot/Forward contracts, net................. $275 $ - $ - $185 $1) $ -
Purchased options, Net...............c...... $1,051 $ 4 % 4 $ 645 $8 $ 8
Sold options, Net........ccccervereennee $1201 $ () $ - $ 585 $17) $ -

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

The estimates of fair value are based on applicatdecommonly used pricing models using prevaifingncial market information as of
September 30, 2000 and September 25, 1999. Inrc@rsiances where judgment is required in estimgafiir value, price quotes were
obtained from several of the Company's counterdarancial institutions. Although the table aboedlects the notional principal, fair value,
and credit risk amounts of the Company's intergst and foreign exchange instruments, it doesatilatat the gains or losses associated with
the exposures and transactions that the interesaral 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 instrembs.

The interest rate swaps, which qualify as accogrtiedges, generally require the Company to payadifig interest rate based on the thie-
six-month U.S. dollar LIBOR and receive a fixederaf interest without exchanges of the underlyingiamal amounts. These swaps
effectively convert the Company's fixed-rate 10ny@ebt to floating-rate debt and convert the flogtiate investments to fixed rate. The
maturity date of the asset swaps is September 2001he debt swaps mature in February of 2004.f Ssptember 30, 2000 and September
25, 1999, interest rate debt swaps had a weighterhge receive rate of 7.21% and 6.04%, respeygtiVéle weighted-average pay rate on the
debt swaps was 6.68% and 5.45% as of Septemb2080, and September 25, 1999, respectively. Aepiesnber 30, 2000 and September
25, 1999, interest rate asset swaps had a weiglvierdge receive rate of 5.50% and 5.53% respegtiart a weighted-average pay rate of
6.66% and 5.24%, respectively. The unrealized gairas
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NOTE 2--FINANCIAL INSTRUMENTS (CONTINUED)

losses on these swaps are deferred and recogniietbime as a component of interest and other iec@xpense), net in the same period as
the hedged transaction. Deferred losses on sudhactstotaled approximately $1 million as of Septer 30, 2000 and $5 million as of
September 25, 1999.

The foreign exchange forward contracts not accaliftteas hedges are carried at fair value in otherent liabilities with the gains and los:
recorded currently in income as a component ofésteand other income (expense), net. The foreighange forward contracts that are
designated and effective as hedges are also catrfed value in other current assets and liabsgitvith gains and losses recorded currently in
income as a component of interest and other ingexyense), net, against the losses and gains dretlged transactions. As of September
30, 2000, maturity dates for foreign exchange fodaantracts held by the Company ranged from orisvéomonths.

If the option contract is designated and effeciisea hedge of a firmly committed transaction, prabable but not firmly committed
transaction, then any gain or loss is deferred theioccurrence of the hedged transaction. Dedegeéns and losses on such contracts were
not significant as of September 30, 2000, and S&pde 25, 1999. If the option contract is used tidgeean asset or liability, then the option is
carried at fair value in other current liabilitiegth the gains and losses recorded currently inrime as a component of interest and other
income (expense), net, against the losses and gaitiee hedged transaction. As of September 3®,2@6aturity dates for purchased foreign
exchange option contracts and sold option contraciged from one to five months.

The counterparties to the agreements relatingg@ttmpany's investments and foreign exchange aecgt rate instruments consist of a
number of major international financial institut®rmo date, no such counterparty has failed to iseé&hancial obligations to the Company.
The Company does not believe there is significektaf nonperformance by these counterparties tscthe Company continually monitors
its positions and the credit ratings of such coyaries, and limits the financial exposure andrthmber of agreements and contracts it el
into with any one party. The Company generally dossrequire collateral from counterparties, exdeptmargin agreements associated with
the ten-year interest rate swaps on the Compagry'gdar unsecured notes. To mitigate the creditassociated with these ten-year swap
transactions, which mature in 2004, the Compangredtinto margining agreements with its thirakty bank counterparties. These agreen
require the Company or the counterparty to posgmaonly if certain credit risk thresholds are exded. The amounts held in margin
accounts were not significant as of September G002

LONG-TERM DEBT
UNSECURED NOTES

During 1994, the Company issued $300 million aggtegrincipal amount of 6.5% unsecured notes inkdipoffering registered with the
SEC. The notes were sold at 99.925% of par, faféattive yield to maturity of 6.51%. The notes paterest semiannually and mature on
February 15, 2004. As of September 30, 2000 ante8tyer 25, 1999, the carrying amount of these ne&ss$300 million, while the fair
value was $279 million and $280 million, respediiv&he fair value of the notes is based on thstetd market values as of September 30,
2000 and September 25, 1999.

CONVERTIBLE NOTES

During 1996, the Company issued $661 million aggtegrincipal amount of 6% unsecured convertibleostdinated notes (the Notes) to
certain qualified parties in a private placemethte Notes were sold at 100% of par, paid interasi@@nually, and matured on June 1, 20C
not converted earlier. The Notes
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NOTE 2--FINANCIAL INSTRUMENTS (CONTINUED)

were convertible by their holders at any time aBeptember 5, 1996, at a conversion price of $Z9p20 share subject to adjustments as
defined in the Note agreement. No Notes had beewected as of September 25, 1998. The Notes wdez=mable by the Company at
102.4% of the principal amount, plus accrued irgerer the twelve month period beginning June999, and at 101.2% of the principal
amount, plus accrued interest, for the twelve m@ettiod beginning June 1, 2000. On April 14, 1988,Company called for redemption of
the Notes. Not including approximately $7 milliohumamortized debt issuance costs, debentures aggregate principal amount
outstanding totaled approximately $661 million &darch 27, 1999. During the third quarter of 19@8benture holders chose to convert
virtually all of the outstanding debentures to commnstock at a rate of $29.205 per share resultiribe issuance of approximately 22.6
million shares of the Company's common stock.

NON-CURRENT DEBT AND EQUITY INVESTMENTS AND RELATED GAINS

The Company holds significant investments in ARMditgs plc (ARM), Samsung Electronics Co., Ltd (Saimg), Akamai Technologies,

Inc. (Akamai) and EarthLink Network, Inc. (Earthkijn These investments are reflected in the conatditibalance sheets as non-current debit
and equity investments and have been categorizadadable-for-sale requiring that they be car@diair value with unrealized gains and
losses, net of taxes, reported in equity as a caetoof accumulated other comprehensive incomerealized gains on the sale of these
investments have been included in other income.cbingbined fair value of these investments was $#Biéon and $339 million as of
September 30, 2000, and September 25, 1999, resggdgcThe Company believes it is likely there wabntinue to be significant fluctuations

in the fair value of these investments in the feitur

ARM HOLDINGS

ARM is a publicly held company in the United Kingdanvolved in the design and licensing of high parfance microprocessors and related
technology. As of September 25, 1999, the Compaty &pproximately 80 million shares of ARM stocktwa fair value of $226 million.
Share data for ARM presented in this Form 10-Kbeen adjusted to reflect ARM's four-for-one stophtsn April of 1999 and its five-for-
one stock split in April of 2000. During 2000, tB@empany sold a total of approximately 45.2 millgitares of ARM stock for net proceeds of
approximately $372 million, recorded a gain befiarees of approximately $367 million, and recognireldted income tax of approximately
$94 million. As of September 30, 2000, the Complaolgls 34.8 million shares of ARM stock valued a8%3nillion.

During 1999, the Company sold a total of approxetyal 63 million shares of ARM stock for net proceed approximately $245 million,
recorded a gain before taxes of approximately $88idon, and recognized related income tax of apprmtely $25 million. As of September
25, 1999, the Company held 80 million shares of Agbtk valued at $226 million.

As of September 26, 1997, the Company owned 42 f3temutstanding stock of ARM. The Company hadaaoted for this investment

using the equity method through September 25, 1088April 17, 1998, ARM completed an initial pubbéfering of its stock on the London
Stock Exchange and the NASDAQ National Market. Toenpany sold 18.9% of its shares in the offeringafgain before foreign taxes of
approximately $24 million. Foreign tax recognizedthis gain was approximately $7 million. At thené an equity method investee sells
existing or newly issued common stock to unrelgtdies in excess of its book value, the equityhme@trequires the net book value of the
investment be adjusted to reflect the investorsesbf the change in the investee's shareholdpurgyeesulting from the sale. It is the
Company's policy to record an adjustment reflectisghare of the change in the investee's shatef®lequity resulting from such a sale as a
gain or loss in other income. Consequently, the Gamy also
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recognized in the third quarter of 1998 other ineashapproximately $16 million to reflect its remizig 25.9% ownership interest in the
increased net book value of ARM following its iaitpublic offering. As of September 25, 1998, therying value of the Company's
investment in ARM carried in other assets in thesohdated balance sheet was approximately $22omilOn October 14, 1998, the
Company sold 58 million shares (split adjusted\BM stock. As a result of this sale, the Companymership interest in ARM fell to
19.7%. Consequently, beginning in the first quaofdiscal 1999, the Company ceased accountinggaemaining investment in ARM using
the equity method and categorized its remainingeshas available-for-sale.

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 convertitjethe Company after January 4, 2001, into appnateély 7.1 million shares of EarthLink
common stock. Concurrent with this investment, ldartk and the Company entered into a multi-yeaeagrent to deliver ISP service to
Macintosh users in the United States. Under thradeasf the agreement, the Company profits from e@et Mac customer that subscribes to
EarthLink's ISP service for a specified periodiofd, and EarthLink is the default ISP in Apple'®emet Setup Software included with all
Macintosh computers sold in the United States.falievalue of the Company's investment in EarthLimpproximately $64 million as of
September 30, 2000.

SAMSUNG

During the fourth quarter of 1999, the Company stgd $100 million in Samsung to assist in the frréxpansion of Samsung's TFT-LCD
flat-panel display production capacity. The investt) in the form of three year unsecured bondspiwertible into approximately 550,000
shares of Samsung common stock beginning in JU®.Zbhe bonds carry an annual coupon rate of 2%papd total yield to maturity of 5
if redeemed at their maturity. The fair value af Bompany's investment in Samsung is approxim&EA3 million as of September 30, 20

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 intorfillion shares of Akamai common stock (adjustedsigbsequent stock splits) at the time of
Akamai's initial public offering in October 1999e8inning in the first quarter of 2000, the Compaategorized its shares in Akamai as
available-for-sale. The fair value of the Compamy@stment in Akamai is approximately $216 millias of September 30, 2000.
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NOTE 3--CONSOLIDATED FINANCIAL STATEMENT DETAILS (I N MILLIONS)

INVENTORIES
2000 1999
Purchased parts.......ccccocevvveiieeiieeaeees $1 $4
WOrK in proCess.....cccoevevvvvivciiiiiiiieneenes 2 3
Finished goods..........ccoovvvvviviivveneee. 30 13
Total INVeNtOries......ccoevvveeiceeiieeeees $33 $20
PROPERTY, PLANT, AND EQUIPMENT
2000 1999
Land and buildings......c.cccoovevvveevieenee. $324 $323
Machinery and equipment...........cccccvcveeee. L 185 220
Office furniture and equipment........cc.ccceeeeee.. L 60 61
Leasehold improvements........ccccccovvveeeenneeee L 131 125
700 729
Accumulated depreciation and amortization.......... ... (387) (411)
Net property, plant, and equipment........c........ . ... $313 $318
ACCRUED EXPENSES
2000 1999
Accrued compensation and employee benefits......... ... $176 $84
Accrued marketing and distribution................ . .. 149 170
Accrued warranty and related costs................. L. 108 105
Other current liabilities........cccccccvveeeeeee. L 343 378
Total accrued eXpENSES.....ccceevvvvevciiaiceeeee $776 $737

INTEREST AND OTHER INCOME, NET

2000 1999 1998

Interest iNCOMe.....ccccovvvviiiiieiieeeeee $210 $144 $100
INterest eXPeNnSe....ccccvvvevveeveieeeeeeeeeeeeeeee (21) () (62)
Foreign currency gain (I0SS)......ccccveveveveeees L 1 4) 2)
Net premiums and discounts on foreign exchange
INStrUMEeNtS.....cceiiieeeeee 7 4) Q)
Other income (expense), Net......ccccccvvveveeeeee L 6 2) 7)
$203 $87 $28
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NOTE 4--SPECIAL CHARGES
RESTRUCTURING OF OPERATIONS
1996 AND 1997 RESTRUCTURING ACTIONS

In the second quarter of 1996, the Company annaluacd began to implement a restructuring plan desigo reduce costs and return the
Company to profitability. The restructuring plansvgecessitated by decreased demand for the Coragangucts and the Company's
adoption of a new strategic direction. These asti@sulted in a charge during 1996 of $179 millidaring 1997, the Company announced
and began to implement supplemental restructuritigres to meet the foregoing objectives of the pleime Company recognized a $217
million charge during 1997 for the estimated inceetal costs of those actions. All material restitiog actions contemplated under the plan
were essentially complete at the end of 1998. Timelbined 1996 and 1997 restructuring actions caetsist terminating approximately 4,200
full-time employees; canceling or vacating cerfaicility leases as a result of those employee teations; writing down certain land,
buildings, and equipment to be sold as a resudbefnsizing operations and outsourcing various dferal functions; and canceling contra
for projects and technologies that were not ciliticdhe Company's core business strategy. Theuatgting actions under the plan resulted in
cash expenditures of $297 million and noncash aastt-downs of $95 million from the second quaxé€d 996 through September 30, 2000.
Of the combined 1996 and 1997 restructuring chan§&896 million, approximately $3 million was deténed to be excess during the foL
quarter of 1999 and was reversed. The Company &xglezremaining accrual for payments on canceleilitfy leases will result in cash
expenditures of approximately $1 million in 2001.

The following table depicts the restructuring aityithrough September 30, 2000, associated witl#86 and 1997 restructuring actions
described above (in millions):

PAYMENTS TO
EMPLOYEES PAYMENTS ON WRITE-DOWN OF PAYMENTS ON
INVOLUNTARILY C ANCELED FACILITY OPERATING ASSETS CANCELED
TERMINATED (A) LEASES (A) TO BE SOLD (B) CONTRACTS (A) TOTAL
Balances as of September 26,

1997, $76 $25 $39 $ 40 $ 180
Adjustments during 1998........ 6 4 3 (13) -
Spending during 1998........... (72) (15) (42) (20) (149)
Balances as of September 25,

1998.....ciiiiieiiieeen, 10 14 - 7 31
Adjustments during 1999........ 2) 2) -- 1 )
Spending during 1999........... (8) (8) - ) (23)
Balances as of September 25,

1999, - 4 - 1 5
Adjustments during 2000........ - - - - -
Spending during 2000........... - 3) - Q) 4)
Balances as of September 30,

2000.......cceiiieiiiaains $-- $1 $-- $-- $ 1

(a): Cash

(b): Noncash
1999 RESTRUCTURING ACTIONS

During the fourth quarter of 1999, the Companyiatétd restructuring actions resulting in a chamggegerations of $21 million. The net
restructuring charge of $18 million recognized dgrihe fourth quarter
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of 1999 reflects $3 million of excess reservesteeldo prior restructuring actions. The $21 millarst of these actions was comprised of $11
million for contract cancellation charges assodatéh the closure of the Company's outsourced dader, substantially all of which had
been spent by the end of the third quarter of 2866,$10 million for contract cancellation chargesated to supply and development
agreements previously discontinued, substantidlligfavhich had been utilized by the end of thefiquarter of fiscal 2000.

During the second quarter of 1999, the Company tastain actions to improve the flexibility andieféncy of its manufacturing operations
by moving final assembly of certain of its produttighird-party manufacturers. These restructudations resulted in the Company
recognizing a charge to operations of approximak8lynillion during the second quarter of 1999. Tharge was comprised of $6 million for
severance benefits to be paid to employees invaliywterminated, $2 million for the writdewn of operating assets to be disposed of, ar
million for payments on canceled contracts. Thesioas resulted in the termination of approxima&®p employees and were substantially
completed as of September 25, 1999.

2000 RESTRUCTURING ACTIONS

During the first quarter of 2000, the Company atiéd restructuring actions resulting in recognitdéan $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 by Septe8the2000, and the remainder is expected to bet sppen the following two quarters. Of
the $3 million accrued for the write-off of varioassets, substantially all was utilized by the efithe second quarter of 2000.

EXECUTIVE BONUS

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 approxima®&d million, the majority of which is not
tax deductible. Approximately half of the total opa is the cost of the aircraft. The other halfrespnts all other costs and taxes associated
with the bonus. This executive bonus has been pted@utside selling, general, and administratkeases as a special charge.

TECHNOLOGY ACQUISITION

In May 1998, the Company acquired certain technotbgt was under development and had no alternaituee use. The acquisition resulted
in the recognition of $7 million of purchased irpess research and development, which was chasggzbtations upon acquisition.
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NOTE 5--INCOME TAXES
The provision for income taxes consisted of théofeing (in millions):

2000 1999 1998

Federal:
(@701 =Y o $9 $4 $--
Deferred.....coocviiiiiieeeeee 239 30 --
248 34 -
State:
[0 =T o | -- --
Deferred.....ccoovvvviiiiiiiiiieeeeeeeeeeeeeee 23 11
23 11
Foreign:
CUIMENE i 37 33 11
Deferred.....coocvieiiiieeeeeee 2) 3) 9
35 30 20
Provision for income taxes........coccoevveeeeee. L. $306 $75 $20

The foreign provision for income taxes is basedawaign pretax earnings of approximately $1,019iami| $612 million, and $315 million in
2000, 1999, and 1998, respectively. A substantidign of the Company's cash, cash equivalentsshod-term investments is held by
foreign subsidiaries and is generally based in ddar-denominated holdings. Amounts held by foreign silibsies would be subject to U.
income taxation on repatriation to the United Stafdhe Company's consolidated financial statenfeiiysprovide for any related tax liability
on amounts that may be repatriated, aside fromstnilalited earnings of certain of the Company'sifpreubsidiaries that are intended to be
indefinitely reinvested in operations outside thateld States. U.S. income taxes have not beengedwn a cumulative total of $755 million
of such earnings. It is not practicable to detemihre income tax liability that might be incurrédhiese earnings were to be distributed.

Deferred tax assets and liabilities reflect theaf of tax losses, credits, and the future inctameffects of temporary differences between
the consolidated financial statement carrying anmohexisting assets and liabilities and theipessive tax bases and are measured using
enacted tax rates that apply to taxable incomkéryears in which those temporary differences smpe@ed to be recovered or settled.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 5--INCOME TAXES (CONTINUED)

As of September 30, 2000 and September 25, 198Significant components of the Company's defetagdssets and liabilities were (in
millions):

2000 1999

Deferred tax assets:

Accounts receivable and inventory reserves....... $31

Accrued liabilities and other reserves........... 77

Basis of capital assets and investments.......... 67

Tax losses and credits.........cccccvveeeeeennn. 438

Total deferred tax assets......cccccvvveveeee. . 466 613
Less valuation allowance...........cccooevvvveee. . 33 60
Net deferred tax assets......cccccvvvvvvveveeeee. . 433 553
Deferred tax liabilities:

Unremitted earnings of subsidiaries.............. ... 480 442

Available-for-sale securities........cccoceeeeee.. . 174 84

Othel e 19 12

Total deferred tax liabilities................... . ... 673 538
Net deferred tax asset (liability)........cccc...... L. $(240) $15

As of September 30, 2000, the Company had operktisgcarryforwards for federal tax purposes ofrapimately $54 million, which expire
in 2012. This does not include approximately $78iom of remaining operating loss carryforwards aicgd from NeXT, which expire in
2009 -2012, and the utilization of which is subject @&tain limitations imposed by the Internal Reve@aele. The Company also has Fec
credit carryforwards and various state and for¢gggnioss and credit carryforwards, the tax effdatlich is approximately $129 million and
which expire between 2001 and 2015. The remainamgefits from tax losses and credits do not expiseof September 30, 2000, a valuation
allowance of $33 million was recorded against tefeded tax asset for the benefits of tax lossatrttay not be realized. The valuation
allowance relates primarily to the operating lossyforwards acquired from NeXT. The net changthatotal valuation allowance in 2000
was a decrease of $27 million. Management beligvssnore likely than not that forecasted incomnejuding income that may be generated
as a result of certain tax planning strategied, vélsufficient to fully recover the remaining metferred tax assets.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 5--INCOME TAXES (CONTINUED)
A reconciliation of the provision for income tax@gth the amount computed by applying the statufederal income tax rate (35% in 2000,
1999, and 1998) to income before provision for medaxes, is as follows (in millions):

2000 1999 1998
Computed expected tax............. . ... $382 $236 $115
State taxes, net of federal effect................. 15 12 10
Indefinitely invested earnings of foreign

subsidiaries.......ccocoveeeiiiiiee i ... (82 (29) (15)

Nondeductible executive compensation............... 32 -- 8
Change in valuation allowance...................... ... (27) (153) 97)
Other individually immaterial items................ ... (149 9 1)
Provision for income taxes.............ccceouee.. ... $306 $75 $20
Effective tax rate.........cccccovcvvveerinnnnnn. 28% 11% 6%

The Internal Revenue Service (IRS) has proposegtébihcome tax deficiencies for the years 198d4ugh 1991, and the Company has made
certain prepayments thereon. The Company contédsteproposed deficiencies by filing petitions witie United States Tax Court, and most
of the issues in dispute have now been resolvedluda 30, 1997, the IRS proposed income tax adgrgsrior the years 1992 through 1994.
Although most of the issues for these years haea besolved, certain issues still remain in disune are being contested by the Company.
Management believes adequate provision has beea foadny adjustments that may result from tax érations.

NOTE 6--SHAREHOLDERS' EQUITY
STOCK REPURCHASE PLAN

In July 1999, the Company's Board of Directors ariled a plan for the Company to repurchase up@®$nillion of its common stock. This
repurchase plan does not obligate the Companygircany 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. Since inception of the pl:
the Company has repurchased a total of 5.05 mifllres of its common stock at a cost of $191 onilli

PREFERRED STOCK

In August 1997, the Company and Microsoft Corpara{iMicrosoft) entered into patent cross licensing technology agreements. In
addition, Microsoft purchased 150,000 shares ofl&@eries A nonvoting convertible preferred stdghkdferred stock™) for $150 million.
Upon any sale of the preferred stock by Microgbi, shares will automatically be converted intorsha@f Apple common stock at a
conversion price of $16.50 per share, and the shame be converted at Microsoft's option at suatemafter August 5, 2000. Each share of
preferred stock is entitled to receive, if and whealared by the Company's Board of Directorsyaldnd of $30.00 per share per annum,
payable in preference to any dividend on the Comppaaiommon stock. Additionally, if the dividends ghare paid on the common stock are
greater than the dividends per share paid on tferped stock on an "as if converted" basis, therBoard of Directors shall declare an
additional dividend such that the dividends peraslpaid on the preferred stock on an "as if comerbasis, shall equal the dividends per
share paid on the common stock. On September D8, 2@proximately 74,000 shares of preferred steele converted to 9 million shares
the Company's common stock.

52



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
NOTE 7--EMPLOYEE BENEFIT PLANS
1998 EXECUTIVE OFFICER STOCK PLAN

The Company has in effect a 1998 Executive Offiateick Plan (the 1998 Plan), which replaced the 1288k Option Plan terminated in
April 1998, the 1981 Stock Option Plan terminate®ictober 1990, and the 1987 Executive Long TemskSOption Plan terminated in July
1995. Options granted before these plans' ternoin&tates remain outstanding in accordance with theins. Options may be granted under
the 1998 Plan to the Chairman of the Board of Dines; executive officers of the Company at the ll@f&enior Vice President and above,
and other key employees. These options generatigrbe exercisable over a period of 4 years, basedwotinued employment, and generally
expire 10 years after the grant date. The 1998 pdamits the granting of incentive stock optionsnstatutory stock options, stock
appreciation rights, and stock purchase rightotal tof 38,000,000 shares have been authorizedsoance under the 1998 Plan, of which
7,181,104 shares are reserved for future issuanoéSeptember 30, 2000.

1997 EMPLOYEE STOCK OPTION PLAN

In August 1997, the Company's Board of Directongraped the 1997 Employee Stock Option Plan (the7 Fan), for grants of stock optio
to employees who are not officers of the Compamtidds may be granted under the 1997 Plan to erapkogt not less than the fair market
value on the date of grant. These options genebaltpme exercisable over a period of 4 years, basedntinued employment, and gener
expire 10 years after the grant date. A total g6@3,000 shares have been authorized for issuarzr the 1997 Plan, of which 3,929,356
shares are reserved for future issuance as ofi8bpte30, 2000.

1997 DIRECTOR STOCK OPTION PLAN

In August 1997, the Company's Board of Directongraped a Director Stock Option Plan (DSOP), foraebhdirectors of the Company are
eligible. Options granted under the DSOP vestiieglequal installments, on each of the first thiotigrd anniversaries of the date of gran
total of 800,000 shares have been authorized $oaisce under the DSOP, of which 420,000 sharesmesserved for future issuance.
Supplementally and separate from the DSOP, 60,p06rs had been granted in total to two membeth®fCompany's Board of Directors
which 30,000 shares remain outstanding as of Sdyaes0, 2000.

EMPLOYEE STOCK PURCHASE PLAN

The Company has an employee stock purchase plarfP(ttchase Plan), under which substantially alllepegs may purchase common stock
through payroll deductions at a price equal to 88%he lower of the fair market values as of thgibring and end of the six-month offering
period. Stock purchases under the Purchase Pldimeted to 10% of an employee's compensation,oug tnaximum of $25,000 in any
calendar year. During 2000, 1999, and 1998, 766,000million and 2.2 million shares, respectivelgre issued under the Purchase Plar

of September 30, 2000, approximately 5.76 millibares were reserved for future issuance underuhehBse Plan.

EMPLOYEE SAVINGS PLAN

The Company has an employee savings plan (the &lan) qualifying as a deferred salary arrangémneter Section 401(k) of the
Internal Revenue Code. Under the Savings Planicgating U.S. employees may defer a portion ofrthee-tax earnings, up to the Internal
Revenue Service annual contribution limit ($10,580calendar year 2000). The Company matches 5020@86 of each employee's
contributions, depending on length of service,ap tmaximum 6% of the employee's earnings. The @oyip
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 7--EMPLOYEE BENEFIT PLANS (CONTINUED)

matching contributions to the Savings Plan were@pmately $16 million, $13 million, and $14 milloin 2000, 1999, and 1998,
respectively.

STOCK OPTION ACTIVITY

A summary of the Company's stock option activity aglated information for the years ended Septer@BeP000 and September 25, 1999
and 1998, follows (option amounts are presenteddnsands):

YEAR ENDED YEAR ENDED YEAR ENDED
SEPTEMBER 30, 2000 SEPTEMBER 25, 1999 SEPT EMBER 25, 1998
NUMBER WEIGHTED- NUMBER WEIGHTED- NUMBER WEIGHTED-
OF AVERAGE OF AVERAGE OF AVERAGE
OPTIONS E XERCISE PRICE OPTIONS EXERCISE PRICE OPTIONS EXERCISE PRICE
Options outstanding--beginning of
VL | SRR 36,808 $13.20 37,388 $10.24 37,298 $8.62
Granted... .. 45,662 $46.52 11,910 $19.44 27,758 $11.56
Exercised ... (6,866) $9.62  (7,348) $8.36 (3,764 ) $7.18
Forfeited.......oooovvernnn.. (4,846) $28.42  (5142)  $13.01 (23,904 ) $9.70
Options outstanding--end of year..... 70,758 $34.01 36,808 $13.20 37,388 $10.24
Options exercisable at end of year... 23,659 $31.94 5,466 $9.58 2,870 $751

The options outstanding as of September 30, 200 heen segregated into five ranges for additidisalosure as follows (option amounts
are presented in thousands):

OPTI ONS OUTSTANDING OPTIONS EXERCIS ABLE
WEIGHTED-
OPTIONS AVERAGE WEIGHTED OPTIONS WEIGHTED
OUTSTANDING AS OF REMAINING AVERAGE EXERCISABLE AS OF AVERAGE
SEPTEMBER 30, CONTRACTUAL LIFE EXERCISE SEPTEMBER 30, EXERCISE
2000 IN YEARS PRICE 2000 PRICE
$0.83-$15.59.......ccceiine 14,957 7.28 $9.82 7,092 $9.22
$15.60-$38.19.................. 12,854 8.37 $19.74 1,394 $20.27
$38.20-$47.28.................. 20,783 9.28 $43.52 15,005 $43.59
$47.29-$47.44.................. 14,389 9.21 $47.44 168 $47.44
$47.45-$69.78.................. 7,775 9.67 $53.91 - $ -
$0.83-$69.78........c0cunee 70,758 8.72 $34.01 23,659 $31.94

As of September 30, 2000, approximately 11.5 nriltiptions were reserved for future grant undeiGbmpany's stock option plans.

NOTE 8--STOCK-BASED COMPENSATION

The Company has elected to follow Accounting Pples Board (APB) Opinion No. 25, "Accounting foo&k Issued to Employees," and
related interpretations in accounting for its enypl® stock options and employee stock purchasesplares because, as discussed below, the
alternative fair value accounting provided for un8E8AS No. 123 requires use of option valuation et@that were not developed for use in
valuing employee stock options and employee stackhase plan shares. Under APB Opinion No. 25, viherxercise price of the

Company's employee stock options equals the marla of the underlying stock on the date of thengrno compensation expense is
recognized.
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NOTE 8--STOCK-BASED COMPENSATION (CONTINUED)

Pro forma information regarding net income (loss) ghare is required by SFAS No. 123 and has betenrdined as if the Company had
accounted for its employee stock options grantebleanployee 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-Scholesooppricing model. The weightealverage fair value per share of options grantethgur998
includes the excess value of the repriced optioastgd during the fiscal year less the value ofréteted forfeited options on the date the
repriced options were granted. The assumptions fesexhch of the last three fiscal years and tkaltig estimate of weighted-average fair
value per share of options granted during thosesya® as follows:

200 0 1999 1998
Expected life of options.................... 4 ye ars 4years 3.5years
Expected life of stock purchases............ 6 mon ths 6 months 6 months
Interest rate--stock options................ 6. 20% 5.02% 5.54%
Interest rate--stock purchases.............. 6. 21% 4.89% 5.37%
Volatility--stock options................... 67% 55% 78%
Volatility--stock purchases................. 60% 59% 56%

Dividend yields............ccccceevunnnenn. - --

Weighted-average fair value of options
granted during the year................... $ 25 92 $ 961 $ 6.49

The Black-Scholes option valuation model was dgyetdiofor use in estimating the fair value of tradptions that have no vesting restrictions
and are fully transferable. In addition, optionuation models require the input of highly subjeetassumptions including the expected stock
price volatility. Because the Company's employeelsbptions and employee stock purchase plan sharescharacteristics significantly
different from those of traded options, and becalmages in the subjective input assumptions caariablly affect the fair value estimate, in
management's opinion, the existing models do nceéssarily provide a reliable single measure ofélrevalue of the Company's employee
stock options and employee stock purchase plareshar

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):

2000 1999 1998

Net income--as reported................cccveennee.. ... $786 $601 $309
Net income--pro forma..........ccccceeveeeninnnnne ... $483 $528 $266
Net income per common share--as reported
BaSIC.eveeeieeeeie e ... $2.42  $2.10 $1.17
Diluted.......cveiiiieiiieeieeee ... $2.18 $1.81 $1.05
Net income per common share--pro forma
BaSIC.evveeieeeieie e ... $1.49 $1.84 $1.01
Diluted.......ccveiiiiieiieeie e ... $1.38 $1.61 $0.93

As SFAS No. 123 is applicable only to options gednbr shares issued subsequent to September 28,it9fro forma effect was not fully
reflected until 1999.
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NOTE 9--COMMITMENTS, CONTINGENCIES, AND RELATED PAR TY TRANSACTIONS
LEASE COMMITMENTS

The Company leases various facilities, equipmerd,data transmission capacity under noncancelg@eting lease arrangements. The
major facilities leases are for terms of 5 to 1@rgeand generally provide renewal options for teofi3 to 5 additional years. Rent expense
under all operating leases was approximately $98omi $61 million, and $63 million in 2000, 1998nd 1998, respectively. Future minim
lease payments under noncancelable operating lbasegg) remaining terms in excess of one year &eptember 30, 2000, are as follows
millions):

FISCAL YEARS

2001 e, $61
2002 it 55
2003 40
2004 30
2005, e 18
Later years.....ooooocveeeiiiiiiiieee 51
Total minimum lease payments.........ccccoeeeeeeeee. $255

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

Although certain components essential to the Colyipdusiness are generally available from multgalerces, other key components
(including microprocessors and application-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 gms, 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 supplietise supply of a key single-sourced
component to the Company were to be delayed oaitedtor in the event a key manufacturing venddaydeshipments of completed prodt
to the Company, the Company's ability to ship eslgiroducts in desired quantities and in a timedyiner could be adversely affected. The
Company's business and financial performance calstlbe adversely affected depending on the timpeimed to obtain sufficient quantities
from the original source, or to identify and obtaurfficient quantities from an alternative sour€entinued availability of these components
may be affected if producers were to decide to entrate on the production of common componentg&usbf components customized to
meet the Company's requirements. Finally, signifigeortions of the Company's CPUs, logic boardd,assembled products are now
manufactured by outsourcing partners. AlthoughQbeipany works closely with its outsourcing partrarsmanufacturing schedules and
levels, the Company's operating results could versely affected if its outsourcing partners wenahle to meet their production obligations.

LITIGATION

The Company is subject to certain legal proceedamgsclaims that have arisen in the ordinary coafdmisiness and have not been fully
adjudicated. The results of legal proceedings cabeg@redicted with certainty; however, in the éeginof management, the Company does
not have a potential liability related to any legadceedings and claims that would have a matadia¢rse effect on its financial condition or
results of operations.
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NOTE 9--COMMITMENTS, CONTINGENCIES, AND RELATED PAR TY TRANSACTIONS (CONTINUED) 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. (MICROWAREHOUSE) in Januar@@0He also serves as its Chairman, President aref 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 2000, MicroWarehouse antedi for 3.26% of the
Company's net sales.

NOTE 10--SEGMENT INFORMATION AND GEOGRAPHIC DATA

The Company manages its business primarily on grgpbic basis. The Company's reportable segmeatsoanprised of the Americas,
Europe, and Japan. The Americas segment includbNmth and South America. The European segmehides European countries as
well as the Middle East and Africa. Other operaiegments include AsiRacific, which includes Australia and Asia exceptJapan, and t
Company's subsidiary, Filemaker, Inc. Each reptetaperating segment provides similar productssamdices, and the accounting policies
of the various segments are the same as thosehlbor the Summary of Significant Accounting Pagin Note 1.

The Company evaluates the performance of its opgraegments based on net sales and operating édperating income for each
segment includes revenue, cost of sales, and apgrtpenses directly attributable to the segneat.sales are based on the location of the
customers. Operating income for each segment egslather income and expense and certain experatem¢hmanaged outside the
reportable segment. Costs excluded from segmemnatipg income include various corporate expensesme taxes, and nonrecurring
charges for purchased in-process research andogeneht, restructuring, and acquisition relatedsdSorporate expenses include research
and development, manufacturing expenses not indlidleegment cost of sales, corporate marketingresgs, and other separately managed
general and administrative expenses. The Compagy wiat include intercompany transfers between setgnfier management reporting
purposes. Segment assets exclude corporate d3sgtsrate assets include cash, short-term andtlemginvestments, manufacturing
facilities, and intangible assets. Capital expemndi for long-lived assets are not reported to mament by segment.

57



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 10--SEGMENT INFORMATION AND GEOGRAPHIC DATA (C ONTINUED)
Summary information by segment follows (in milligns

2000 1999 1998

Americas:

Net sales..........c.e... . $4,298 $3,527 $3,468
Operating iNnCoOMe......cccoocvvvevvvnsciceeeee $ 614 $ 493 $ 345
Depreciation and amortization........ccccccoeec.. . . $ 5 $ 4 % 4

Segment asSets (2).....cccovvevvveevvveeviieeee $ 618 $ 468 $ 671
Europe:

Net SaleS...ccoovviiiiiiiiieieeeeeeeeeeeeeeeeee $1,817 $1,317 $1,295
Operating iNnCome........cccccevvvevveevceeeees $243 $ 156 $ 69
Depreciation and amortization............ccooc... . ... $ 4 $ 3 $ 5
Segment asSSetS.....coovvviiieiiiieiieeeeeee $ 248 $ 169 $ 262
Japan:

Net SaleS. oo, $1,345 $ 858 $ 731
Operating iNnCoMe.......ccccevvvveicnanceeeee $ 352 $173 $ 97
Depreciation and amortization........c.ccccoeec.. . .. $ 2 $ 2 % 2
Segment asSetS......ccocveveeeviieiiieeeieee . $ 137 $ 94 $ 178

Other segments:

Net SaleS. ..o $ 523 $ 432 $ 447
Operating iNnCome........ccccoevvvvvevveesceeeeee $ 137 $ 82 $ 59
Depreciation and amortization............ccooc... . ... $ 3 $ 3 % 5
Segment asSSetS.....coovvviiieiiieeiieeeeeeee $ 95 $ 104 $ 82

(a) The Americas asset figures do not include fixgskts held in the United States. Such fixed sssetnot allocated specifically to the
Americas segment and are included in the corpasgets figures below.

A reconciliation of the Company's segment operaitiegme, and assets to the consolidated finanEgments follows (in millions):

2000 1999 1998

Segment operating iNCOMe............ccccecveeenee. . $1,346 $ 904 $ 570
Corporate expenses, Net........cccccceveeeeernnnn. . (726) (518) (302)
In-process research and development................ . - -- (7)
RESIIUCIUNING....ceeeiiiiiec e . (8) (27) -
Executive bonus (90) - -

Total operating income..............ccoeeeve.. . $522 $359 $ 261
Segment asSetS......ccevueeeiiieiiiieeiieeee . $1,098 $ 835 $1,193
Corporate assets........cccceevveevireeeiieeennnen. . $5,705 4,326 3,096

Total asSetS......cevieeeiiieiiieeiieeee . $6,803 $5,161 $4,289
Segment depreciation and amortization.............. . $ 14 $ 12 $ 16
Corporate depreciation and amortization............ . 70 73 95

Total depreciation and amortization.............. . $ 84 $ 8 $111
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NOTE 10--SEGMENT INFORMATION AND GEOGRAPHIC DATA (C ONTINUED)

A large portion of the Company's net sales is @efifrom its international operations. Also, a migyoof 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 Cplkeland and Singapore or by third-part vendor§aiwan, Korea, Mexico, the People's
Republic of China, and the Czech Republic. As altethe Company is subject to risks associatetl Witeign operations, such as obtaining
governmental permits and approvals, currency exghéoctuations, currency restrictions, politicagtability, labor problems, trade
restrictions, and changes in tariff and freightrges. 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 Micralin all other segments were $14 million. No otsiegle customer accounted for more than
10% of net sales in 2000. No single customer adeoufor more than 10% of net sales in 1999 or 1998.

Net sales and lor-lived assets related to operations in the UnitideS, Japan, and other foreign countries arellasvio(in millions):

2000 1999 1998

Net sales:

United States . $4,145 $3,394 $3,287

JAPAN.....eeiiiiie e . 1,345 858 731
Other foreign countries...........cccoeevveinnnne . 2,493 1,882 1,923
Total net sales.......cccoceveeiieeninennnnn. . $7,983 $6,134 $5,941

Long-Lived assets:

United States . $387 $33 $ 336
Japan.......ccccei 5 7 5
Other foreign countries..........cccceeevveinnnns 52 62 94
Total long-lived assets..........c.ccocueeennen. . $ 444 $ 404 $ 435

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

Net sales:

Power Macintosh............ccccceeeeveeeiveeenen. $2,582 $2,345 $2,421

PowerBooK........ccceeeveiiiiiiiiiiiiiceeee 948 823 913

G4 CUDB.....oeeeiiiiee e, 165 -

IMAC (@) vveevveeeieeeiiee e 2,381 1,905 1,528

1270 o SRR 809 9 -

Software, service, and other net sales............. 1,098 1,052 1,079
Total net sales.......cccccceevvveeeeiinnneennn. . $7,983 $6,134 $5,941

(a) Net sales figures for iMac in 1998 include salethe Company's previous consumer and educatiented Macintosh products.
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NOTE 11--EARNINGS PER COMMON SHARE

The following table sets forth the computation asiz and diluted earnings per share (in thousana@gpt net income (loss) and per share
amounts):

SEPTEMBER 30, SEPTEMBER 25, SEPTEMBER 25,
FOR THE YEARS ENDED 2000 1999 1998
Numerator (in millions):
Numerator for basic earnings per

share--net income.................. $ 78 6 $ 601 $ 309
Interest expense on convertible
debt....oooiiiiiiin - - 28 43

Numerator for diluted earnings per
share--adjusted net income......... $ 78 6 $ 629 $ 352

Denominator:
Denominator for basic earnings per
share--weighted-average shares

outstanding...........ccccuveenens 324,56 8 286,314 263,948
Effect of dilutive securities:

Convertible preferred stock........ 17,91 4 18,182 18,182

Dilutive options................... 17,84 2 11,638 8,420

Convertible debit................... - - 32,194 45,284
Dilutive potential common shares..... 35,75 6 62,014 71,886

Denominator for diluted earnings per
share--adjusted weighted-average
shares and assumed conversions..... 360,32 4 348,328 335,834

N

Basic earnings per share............... $ 24 $ 2.10 $ 1.17

Diluted earnings per share............. $ 21 8 $ 181 $ 1.05

Options to purchase 2.5 million, 2.4 million and4L&illion shares of common stock were outstandinthe end of 2000, 1999, and 1998
respectively, that were not included in the compioiteof diluted earnings per share because th@agtexercise price was greater than the
average market price of the Company's common slaréisose years and, therefore, the effect woelattidilutive.
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NOTE 12--SELECTED QUARTERLY FINANCIAL INFORMATION ( UNAUDITED)

FOURTH Q UARTER THIRD QUARTER SECOND QUARTER FIRST QUA RTER
(TAB ULAR AMOUNTS IN MILLIONS, EXCEPT PER SHARE AMOUNTS)
2000
Net sales.....cccoooeieiiiienieeee. $1,8 70 $1,825 $1,945 $2,343
Gross margin.........ccceeeeeevveeenen. $ 4 67 $ 543 $ 549 $ 607
Net income........coovvevervecieenennn $1 70 $ 200 $ 233 $ 183
Earnings per common share:
BasiC......coevuiiiiiiiiiiee $0. 52 $0.62 $0.72 $0.57
Diluted........cccoovveiriiiiiiens $0. 47 $0.55 $0.64 $0.51
1999
Net sales.....ccccoceieeiieeiieeee. $1,3 36 $1,558 $1,530 $1,710
Gross margin........cccceceeeeseeeennnen. $ 3 84 $ 427 $ 403 $ 482
Net income........cocveeververieanennn $1 11 $ 203 $ 135 $ 152
Earnings per common share:
BasiC......covviiiiiiieiieie $0. 35 $0.70 $0.49 $0.56
Diluted........cccooveiiiiiiiens $0. 31 $0.60 $0.42 $0.47

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

Net income during the fourth, third, second, amst fjuarters of 2000 included after tax gains tesyfrom the sale of shares of t
Company's investment in ARM of $61 million, $37 lioih, $74 million, and $101 million, respectivelgains before tax on the sale of ARM
shares are recognized as other income. Net incontbd first quarter of 2000 included a net $8 imillrestructuring charge for the write-off
of various operating assets and for severance patgrassociated with consolidation of various doroestd international sales and market
functions and a $90 million special executive bofmughe Company's Chief Executive Officer for psstvices in the form of an aircraft.

Net income during the fourth, third, second, amst fjuarters of 1999 included after tax gains tesyfrom the sale of shares of t

Company's investment in ARM of $37 million, $89 liih, $50 million, and $29 million, respectivelyal®s before tax on the sale of ARM
shares are recognized as other income. Net incontbd fourth quarter of 1999 included a net $1Bioni restructuring charge for contract
cancellation charges related to previously outssdiservices and previously discontinued businessiridome for the second quarter of 1999
included a $9 million restructuring charge resgtfrom actions by the Company to improve the flditiband efficiency of its manufacturing
operations, which included moving final assemblg®eiftain of its products to third-party manufactare
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SCHEDULE I

APPLE COMPUTER, INC.
VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

(IN MILLIONS)
CHARGED TO
ALLOWANCE FOR BEGINNING COSTS AND ENDING
DOUBTFUL ACCOUNTS: BALANCE EXPENSES DEDUCTIONS(A) BALANCE
Year Ended September 30, 2000..............c....... . $68 $5 $9 $64
Year Ended September 25, 1999.. $81 $2 $15 $68
Year Ended September 25, 1998...................... . $99 $11 $29 $81

(a) Represents amounts written off against thenallece, net of recoveries.

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

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

Listed below are the Company's directors whosegexpire at the next annual meeting of sharehalders

NAME POSITION WITH THE COMPANY AGE DIRECTOR SINCE
William V. Campbell................. Director 60 1997

Gareth C.C. Chang..........c....... Director 57 1996

Millard S. Drexler.................. Director 56 1999

Lawrence J. Ellison................. Director 56 1997

Arthur D. Levinson.................. Director 50 2000

Steven P. Jobs.........ccccceeees Director and Chief Executive Officer 45 1997

Jerome B. York........ccoovvinnns Director 62 1997

WILLIAM V. CAMPBELL has been Chairman of the Boandl Directors of Intuit, Inc. ("INTUIT") since Augud998. From September 1999
to January 2000, Mr. Campbell acted as Chief Exee@fficer of Intuit. From April 1994 to August 28, Mr. 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 Corporation.

GARETH C. C. CHANG is the Chief Executive OfficexdaChairman of the Board of PingPong TechnologyidHdso the Executive
Chairman of Click2Asia.com. Formerly, Mr. Changweet as Chairman and Chief Executive Officer of STRRand Executive Director of
News Corporation. Prior to joining STAR TV, Mr. Gitawas President of Hughes Electronics Internatiand President of Direct T
International from 1993 to 1998. Previously, he Wasporate Vice President of McDonnell Douglas @oapion. He is currently a member
the Advisory Council of Nike Inc. and serves on loarrd of SRS Labs Inc.

MILLARD S. DREXLER has been Chief Executive OfficafrGap Inc. since 1995, and President since 18B7Drexler has been a member
of the Board of Directors of Gap Inc. since Novemb@83. He also served as the President of theDBapion from 1983 to 1987.

LAWRENCE J. ELLISON has been Chief Executive Offia@d a director of Oracle Corporation ("ORACLEh® he co-founded Oracle in
May 1977, and was President of Oracle until Jurg61®r. Ellison has been Chairman of the Board @l since June 1995.

STEVEN P. JOBS is one of the Company's co-foundadscurrently serves as its Chief Executive Offitér. Jobs is also the Chairman and
Chief Executive Officer of Pixar Animation Studide.addition, Mr. Jobs co-founded NeXT Software;. I'NEXT") and served as the
Chairman and Chief Executive Officer of NeXT fro®8b until 1997 when NeXT was acquired by the Comp#dr. Jobs is currently a
director of Gap Inc.

ARTHUR D. LEVINSON, PH.D. has been President, Cliigécutive Officer and a director of Genentech (\GENENTECH") since July
1995. Dr. Levinson has been Chairman of the Bo&Rirectors of Genentech since September 1999oktedl Genentech in 1980 and ser
in a number of executive positions, including SeMize President of R&D from 1993 to 1995.

JEROME B. YORK is Chairman and Chief Executive €dfiof Micro Warehouse, Inc. Previously, he wass\@hairman of Tracinda
Corporation from September 1995 to October 19984y 1993, he joined International Business Machi@erporation ("IBM") as Senior
Vice President and Chief Financial Officer, andsbkeved as a director of IBM from January 1995 tguéat 1995. Prior to joining IBM, Mr.
York served in a number of executive positions latySler Corporation, including Executive Vice Pdesit-Finance and Chief Financial
Officer from May 1990 to May 1993. He also servedhairector of
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Chrysler Corporation from 1992 to 1993. Mr. Yorlkaiso a director, MGM Mirage, Inc., Metro-Goldwynalykr, Inc. and National
TechTeam, Inc.

EXECUTIVE OFFICERS

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

FRED D. ANDERSON, Executive Vice President and €Riaancial Officer (age 56), joined the CompanAioril 1996. Prior to joining the
Company, Mr. Anderson was Corporate Vice PresidadtChief Financial Officer of Automatic Data Prssiag, Inc. ("ADP"), a position he
held from August 1992 to March 1996.

TIMOTHY D. COOK, Senior Vice President, Worldwidg€rations and interim Senior Vice President, WoitiwSales, Service & Support
(age 40), joined the Company in February 1998.rRoigoining the Company, Mr. Cook held the positaf Vice President, Corporate
Materials for Compaq Computer Corporation ("COMPA@revious to his work at Compag, Mr. Cook was@éef Operating Officer of
the Reseller Division at Intelligent Electronicst.NCook also spent 12 years with IBM, most recea#lyDirector of North American
Fulfillment.

NANCY R. HEINEN, Senior Vice President, General @sel and Secretary (age 44), joined the Compa®eptember 1997. Prior to joinii
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 tbempany in February 1997.

RONALD B. JOHNSON, Senior Vice President, New Besin Development (age 42), joined the Company inalgr2000. Prior to joining
the Company, Mr. Johnson spent 10 years with T&tmres, most recently as Senior Merchandising lkec

JONATHAN RUBINSTEIN, Senior Vice President, Hardwdtngineering (age 44), joined the Company in Fatyra997. Before joining tt
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 mewittie Board of Directors of Immersion Corporation

AVADIS TEVANIAN, JR., PH.D., Senior Vice Presider8pftware Engineering (age 39), joined the Compariebruary 1997 upon the
Company's acquisition of NeXT. With NeXT, Dr. Tevam held several positions, including Vice Prestd&mgineering, from April 1995 to
February 1997. Prior to April 1995, Dr. Tevanianriked as an engineer with NeXT and held several gemant positions.

SINA TAMADDON, Senior Vice President, Applicatioiage 43), joined the Company in September 1997 Tlidimaddon has also served
with the Company in the position of Senior Vice $ddent Worldwide Service and Support, and Vice idesg and General Manager, Newton
Group. Before joining the Company, Mr. Tamaddordhbe position of Vice President, Europe with Nefxdm September 1996 through
March 1997. From August 1994 to August 1996, Mmaddon held the position of Vice President, Prodesd Services with NeXT.

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMRINCE

Section 16(a) of the Securities Exchange Act 04138 amended, requires the Company's officerglmectors, and persons who own more
than ten percent of a registered class of the Cagipaquity securities, to file reports of secestownership and changes in such ownership
with the Securities and Exchange Commission (theC'$. Officers, directors and greater than ten @ershareholders also are
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required by rules promulgated by the SEC to furtlithCompany with copies of all Section 16(a) fothrey file.

Based solely upon a review of the copies of sucmé$dfurnished to the Company, the absence of a Bodror 5 or written representations
that no Forms 5 were required, the Company belithats during fiscal year 2000, its officers, dims and greater than ten percent beneficial
owners complied with all applicable Section 16{a)d requirements.

ITEM 11. EXECUTIVE COMPENSATION
INFORMATION REGARDING EXECUTIVE COMPENSATION

The following table summarizes compensation infdramafor the last three fiscal years for (i) Mrb3p Chief Executive Officer and (ii) the
four most highly compensated executive officereothan the Chief Executive Officer who were segvais executive officers of the
Company at the end of the fiscal year (collectiyéie "NAMED EXECUTIVE OFFICERS").

SUMMARY COMPENSATION TABLE

SECURITIES

UNDERLYING  ALL OTHER
NAME AND Fi SCAL SALARY BONUS  OPTIONS* COMP ENSATION
PRINCIPAL POSITION Y EAR (%) ©) ) ©)

ANNUAL COMPENSATION LONG-TERM
COMPENSATION

Steven P. JObS......cccoeeiiiiiiieen 2 000 1 90,000,000(1) 20,000,000
Chief Executive Officer 1 999 1 - -

1 998 1 -- -
Fred D. ANderson........ccccceeeeeeieneenn. 2 000 660,414 -- - 6,750(2)
Executive Vice President 1 999 605,260 -- 950,000 2 9,700(3)
and Chief Financial Officer 1 998 604,283 - 500,000(4) 6 0,123(5)
Ronald B. Johnson............ccccceevuennee. 2 000 328,719 500,000(6) 1,200,000 11 1,444(7)
Senior Vice President, 1 999 - -- --
New Business Development 1 998
Mitchell Mandich............cccocceeiiens 2 000 453,444 - - 7,650(2)
Senior Vice President, 1 999 402,941 -- 775,752 7,200(2)
Worldwide Sales(8) 1 998 402,253 - 916,668(4) 8,118(2)
Jonathan Rubinstein..............cccceeees 2 000 451,949 -- - 6,577(2)
Senior Vice President, 1 999 402,200 -- 458,334 5,888(9)
Hardware Engineering 1 998 402,095 -- 600,000(4) 4,804(2)

* Adjusted to reflect the Company's two-for-onectsplit in June 2000

(1) In December 1999, Mr. Jobs was given a spesiatutive bonus for serving as the Company's mt&hief Executive Officer for the past
2 1/2 years without compensation, in the form o&aaoraft with a total cost to the Company of apgmately $90,000,000. In January 2000,
Mr. Jobs accepted the position of Chief Executiféc@r of the Company.

(2) Consists of matching contributions made byGleenpany in accordance with the terms of the 40£iga).

(3) Consists of $22,500 in relocation assistance$h200 in matching contributions made by the Camypn accordance with the terms of
the 401(k) plan.

(4) Includes the replacement of 500,000, 448,5@D&2)0,000 options that were previously granted &ssfs. Anderson, Mandich and
Rubinstein, respectively, and canceled in fisc@8Lpursuant to the December 1997 stock option exgdharogram.
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(5) Includes $55,000 in relocation assistance &8 in matching contributions made by the Compgaraccordance with the terms of the
401(k) plan.

(6) In connection with his employment, Mr. Johnseceived a one-time hiring bonus in the amounts@a$000.
(7) Consists of $111,444 in relocation assistance.
(8) Mr. Mandich resigned from his position of Sariice President, Worldwide Sales on October 9,200

(9) Includes $3,465 from the disqualifying dispmsitof shares of Company stock acquired throughCthimpany's Employee Stock Purchase
Plan and $2,423 in matching contributions madeheyGompany in accordance with the terms of theldQdén.

OPTION GRANTS IN LAST FISCAL YEAR
The following table provides information about @ptigrants to the Named Executive Officers durisgdl year 2000.

OPTION GRANTS IN LAST FISCAL YEAR

INDIV IDUAL GRANTS
--------------------------- POTENTIAL REAL IZABLE VALUE AT
NUMBER OF ASSUMED ANNUAL RATES OF STOCK
SECURITIES PERCENT OF TO TAL PRICE APPRECIA TION FOR OPTION
UNDERLYING OPTIONS GRANT ED EXERCISE TER M(3)
OPTIONS TO EMPLOYEES IN OR BASE EXPIRATION ------meee- e
NAME GRANTED (#) FISCAL YEAR( 1) PRICE ($/SH)(2) DATE 5% ($) 10% ($)
Steven P. Jobs........ 20,000,000 43.80% $43.5938 1/12/10 $548,317,503 $1,389,544,207
Fred D. Anderson...... -- -- - -- -- --
Ronald B. Johnson..... 1,200,000 2.63% $47.4375 12/14/09 $ 35,799,827 $ 90,723,790

Mitchell Mandich(4)...
Jonathan Rubinstein... -- --

(1) Based on an aggregate of 45,662,484 optiomgeptao all employees during fiscal year 2000. @uigranted in fiscal year 2000,
including those granted to Mr. Johnson, typicakliygtin four equal annual installments commencingherfirst anniversary of the date of
grant. Of the options granted to Mr. Jobs, 10 worilloptions were immediately vested and exercisabléne date of grant; 5 million vested in
July 2000; and the remaining 5 million will vestJaly 2001.

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

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

(4) Mr. Mandich resigned from his position of Seartice President, Worldwide Sales on October 9,200
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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 2000 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 UNEXERCISED VALUE OF UNEXERC ISED IN-THE-

SHARES OPTIONS AT FISCAL YEAR-END MONEY OPTIONS AT FISCAL

ACQUIRED ON  VALUE #) YEAR-END ( $)(2)

EXERCISE REALIZED s e e
NAME #) ($)(1) EXERCISABLE UNEXERCISABLE EXERCISABLE U NEXERCISABLE
Steven P. Jobs.......... - - - 15,060,000(3) 5,000,000 $ 855,000 $ 0
Fred D. Anderson........ 458,332 $16,821,52 5 333,332 1,200,000 $6,374,975 $12,742,188
Ronald B. Johnson....... -- - - - 1,200,000 - $ 0
Mitchell Mandich(4)..... 395,960 $20,987,96 7 63,432 1,200,000 $1,287,484 $14,622,596
Jonathan Rubinstein..... 233,334 $9,575,94 9 200,000 1,200,000 $3,803,125 $13,265,625

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

(2) Market value of securities underlying in-the+myg options at the end of fiscal year 2000 (base#iab.75 per share, the closing price of
Common Stock on the Nasdaq National Market on Samte 29, 2000), minus the exercise price.

(3) Includes 60,000 options granted to Mr. Jobisisncapacity as a director pursuant to the 199@dbar Stock Option Plan.
(4) Mr. Mandich resigned from his position of Sartice President, Worldwide Sales on October 9,200
DIRECTOR COMPENSATION

In 1997, the Company ended its practice of payaghaetainers and fees to directors, and apprdvedpple Computer, Inc. 1997 Director
Stock Option Plan (the "DIRECTOR PLAN"). The DirecPlan was approved by the shareholders in ApABland 800,000 shares have
been reserved for issuance under the Director Plarsuant to the Director Plan, the Company's mopl@yee directors are granted an option
to acquire 30,000 shares of Common Stock upon ithiéizl election to the Board ("INITIAL 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 Stock ("ANNUAL OPTIONSHjtial Options vest and become exercisable in egnabal installments on each of
the first through third anniversaries of the ddtgrant. Annual Options are fully vested and imnagely exercisable on their date of grant. As
of the end of the fiscal year, there were opti@rs360,000 shares outstanding under the Directm.PI

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTI CIPATION

Until April 2000, the members of the Compensatiamtnittee were Messrs. Edgar S. Woolard and Gargth Chang. Mr. Woolard retired
from the Board of Directors in April 2000 and theripany ceased to have an active Compensation CteenBince that time, the entire
Board of Directors has acted with respect to maipeeviously considered by the Compensation Coramitileither Messrs. Woolard or
Chang were employees of the Company. No personwascan employee of the Company in fiscal year Z#0ed on the Compensation
Committee in fiscal year 2000. During fiscal ye@0@, no executive officer of the Company (i) serasch member of the compensation
committee (or other board committee performing Einfunctions or, in the absence of any such cotesjthe board of
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directors) of another entity, one of whose exeeutifficers served on the Company's Compensationn@tee, (ii) served as a director of
another entity, one of whose executive officerysgon the Company's Compensation Committee,ipséived as a member of the
compensation committee (or other board committepeing similar functions or, in the absence oy anch committee, the board of
directors) of another entity, one of whose exeautfficers served as a director of the Company.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The following table sets forth certain informatias of October 31, 2000 (the "TABLE DATE") with resp to the beneficial ownership of the
Company's Common Stock by (i) each person the Coynpelieves beneficially holds more than 5% ofdléstanding shares of Common
Stock; (ii) each director; (iii) each Named ExeeatOfficer listed in the Summary Compensation Tallder the heading "EXECUTIVE
COMPENSATION" and (iv) all directors and executfdicers as a group. On the Table Date, 335,766skées of Common 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 EXECU TIVE OFFICERS

SHARES OF COMMON STOCK PERCENT OF

NAME OF BENEFICIAL OWNER BENEFICIALLY OWN ED(1) COMMON STOCK OUTSTANDING
AIM Management Group............. 20,363,000 2) 6.06%
Steven P. Jobs................... 15,060,002 3) 4.48%
Fred D. Anderson................. 461,004 (4) *
William V. Campbell.............. 60,502 (5) *
Gareth C. C. Chang............... 64,000 (5) *
Millard S. Drexler............... 40,000 (6) *
Lawrence J. Ellison.............. 60,000 5) *
Ronald B. Johnson................ 0 *
Arthur D. Levinson............... 101,600 ©) *
Mitchell Mandich................. 275,556 (8) *
Jonathan Rubinstein.. 355,183 9) *
Jerome B. YorK.......cccvvveenn 80,000 (5) *
All executive officers and

directors as a group (15

PErSONS)...c.uvveeeriiieeaanns 17,699,109 5.27%

(1) Represents shares of Common Stock held angtmms held by such individuals that were exerdisalb the Table Date or within 60 days
thereafter.

(2) Based on a Form 13F dated September 30, 20&d bfy AIM Management Group, Inc., 11 GreenwayzRB|eSuite 100, Houston, TX
77046. The Form 13F filing for AIM Management Groap institutional investment advisor, also incleidéM Advisors, Inc., AIM Capital
Management, Inc. and AIM Funds Management, IncleCuvely, they are the beneficial owners of 20,888 shares or 6.06% of the
Common Stock.

(3) Includes 15,060,000 shares of Common Stock lwkic Jobs has the right to acquire by exercisgt@tk options.
(4) Includes 458,332 shares of Common Stock whichAviderson has the right to acquire by exercisstadk options.

(5) Includes 60,000 shares of Common Stock whickdvke Campbell, Chang, Ellison and York each hageight to acquire by exercise of
stock options.
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(6) Includes 20,000 shares of Common Stock whichDMexler has the right to acquire by exerciseto€ls options.

(7) Includes 1,400 shares which Mr. Levinson hahdirectly.

(8) Includes 275,556 shares of Common Stock whichNi&ndich has the right to acquire by exercisstotk options.
(9) Includes 350,000 shares of Common Stock whichRMibinstein has the right to acquire by exerofsgtock options.
* Represents less than 1% of the issued and odisgshares of Common Stock on the Table Date.

ITEM 13. ARRANGEMENTS WITH NAMED EXECUTIVE OFFICERS

EMPLOYMENT AGREEMENTS WITH NAMED EXECUTIVE OFFICERS

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

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

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 coptiioe” and the exercise price. The Director Rlamvides that upon a "change in control"
of the Company, all unvested options held by noplegee directors will automatically become fullysted and exercisable and will be
cashed out at an amount equal to the differencedsst the applicable "change in control price" dreldxercise price of the options. A
"change in control" under these plans is gened#fjned as (i) the acquisition by any person of 5f%nore of the combined voting power of
the Company's outstanding securities or (ii) theuo@nce of a transaction requiring shareholderam@b and involving the sale of all or
substantially all of the assets of the Companyermherger of the Company with or into another cafon.

In addition, options granted to Fred D. Andersomdthy D. Cook, Nancy R. Heinen, Mitchell Mandi®ina Tamaddon, Jonathan
Rubinstein and Avadis Tevanian provide that ingtient there is a "change in control”, as definethénCompany's stock option plans, and if
in connection with or following such "change in tali', their employment is terminated without "Calsr if they should resign for "Good
Reason", those options outstanding that are notgated and exercisable as of the date of suchmehia control”" shall become fully vested
and exercisable. Generally, "Cause" is definedittude a felony conviction, willful disclosure abrfidential information or willful and
continued failure to perform his or her employméuaties. "Good Reason" includes resignation of egrmpknt as a result of a substantial
diminution in position or duties, or an adverserg®in title or reduction in annual base salary.

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

In connection with the Company's use of aircratrémsport its executive officers, the Company @gigroximately $179,278 during fiscal
year 2000 to Wing & A Prayer, a company wh-owned by Lawrence J. Ellison.
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In connection with a relocation assistance packtigeCompany loaned Mr. Johnson (Senior Vice PeasjdNew Business Development)
$1,500,000 for the purchase of his principal resige The loan is secured by a deed of trust adddésand payable in May 2004. Under the
terms of the loan, Mr. Johnson agreed that shoaileXercise any of his stock options prior to the date of the loan, that he would pay the
Company an amount equal to the lessor of (1) aruatrexjual to 50% of the total net gain realizednftbe exercise of the options; or (2)
$375,000 multiplied by the number of years betwibenexercise date and the date of the loan. Tgesaamount of the indebtedness
outstanding on this loan during fiscal year 2006 %4,500,000.

Mr. Jerome York, a member of the Board of the Doexof the Company, is a member of an investmemifgthat purchased
MicroWarehouse, Inc. ("MICROWAREHOUSE") in Janu@§00. He also serves as its Chairman, Presidenthied 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 2000, MicroWarehouse antedi for 3.26% of the
Company's net sales.
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REPORT OF THE BOARD OF DIRECTORS ON EXECUTIVE COMPE NSATION

Until April 2000, the members of the Compensatiamtnittee were Messrs. Edgar S. Woolard and Gareth Chang. Mr. Woolard retired
from the Board of Directors in April 2000 and theripany ceased to have an active Compensation Cteemits a result, the Company's
executive compensation program is presently adieirdid by the Board. The Board reviews and apprthebase salaries, bonuses, stock
options and other compensation of the executiviees§ and management-level employees of the Compadyadministers the Company's
stock option plans. Mr. Jobs who is both a memibéne@Board and the Company's Chief Executive @ffidoes not participate in
deliberations of the Board concerning executive gensation.

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

CASH COMPENSATION

The Company reviews executive compensation sunvelysth the computer industry and general industrgnsure that the total cash
compensation provided to executive officers andosananagement remains at competitive levels sottieaCompany can continue to attract
and retain management personnel with the talentskilis required to meet the challenges of a lyigi@mpetitive industry. The compensal
of executive officers is reviewed annually.

BONUSES

For fiscal year 2000, the Board established a FYig@ Presidents and Directors Incentive Bonus ffaa "BONUS PLAN"), under which
cash bonuses for employees at the level of direstdrabove were determined based on specified weyemit shipments and profit targets
the Company. Because the Company achieved thecsispecified in the Bonus Plan, payments were rtieteunder. Executive officers a
members of the Board were not eligible to partitgga the Bonus Plan and received no other borfesdiscal year 2000.

EQUITY-BASED COMPENSATION

In fiscal year 2000, the Board emphasized equisedaompensation, principally in the form of opsipas the cornerstone of the Company's
executive compensation program. Equity awardsyguiedlly set by the Board based on industry suryegsh officer's individual performar
and achievements, market factors and the recomriendaf management. In fiscal year 2000, execudifieers were eligible to receive
grants of stock options under the 1998 Executiviic@&f Stock Plan ("1998 PLAN"). In addition, exeimat officers were eligible to participate
in the Company's Employee Stock Purchase Plan.

During fiscal year 2000, options were granted uriderl998 Plan to Messrs. Jobs, Johnson, and Tamaxddl Ms. Heinen. The options
granted under the 1998 Plan were at an exercise pgual to the fair market value of the Commortkstm the date of grant and generally
vest in increments over a four-year period aftangrsubject to the participant's continued empleynwith the Company. However, the
options granted to Mr. Jobs will vest in full inld2001. All options granted under the 1998 Plapiexten years from the date of grant, un
a shorter term is provided in the option agreeroethe participant's employment with the Compamgnteates before the end of such ten-
year period
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COMPENSATION OF THE CHIEF EXECUTIVE OFFICER

In December 1999, in recognition of Mr. Jobs' ariging performance over the previous two and ayefs, the Board awarded Mr. Jobs a
special executive bonus in the form of a Gulfstraaairplane. The Board anticipates delivering tkenp to Mr. Jobs during fiscal 2001. In
January 2000, Mr. Jobs accepted the position oéi@ecutive Officer, which he had previously hefdan interim basis. The Board at that
time granted Mr. Jobs 20 million options under 1888 Plan. Mr. Jobs will continue to receive asatd $1 per year for the services he
performs as the Company's Chief Executive Officer.

SECTION 162(m)

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

MEMBERS OF THE BOARD OF DIRECTORS (EXCLUDING MR. JO BS)

William V. Campbell Gareth C.C. Chang Millard S. Drexler
Lawrence J. Ellison Arthur D. Levinson Jerome B. York
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PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K
(a) Items Filed as Part of Report:

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

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

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

The Company filed a current report on Form 8-K datanuary 19, 2000, to report under Item 5 (OthenEs) that the Company's Board of
Directors had granted the Company's CEO, Stevdnl#a, stock options to purchase twenty million sbgsplit adjusted) of the Apple
common stock and to give Mr. Jobs a Gulfstreamrplane in recognition of his service to the Compduying the preceding two and a half

years.

(c) Exhibits
EXHIBIT
NUMBER NOTES*
--------------------------- DESCRIPTION
2 97/1Q Agreement and PI an of Merger Among Apple Computer, Inc.,
Blackbird Acquis ition Corporation and NeXT Software, Inc.,
dated as of Dece mber 20, 1996
3.1 88-S3  Restated Article s of Incorporation, filed with the Secretary
of State of the State of California on January 27, 1988.
3.2 00/3Q Amendment to Res tated Articles of Incorporation, filed with
the Secretary of State of the State of California on May 4,
2000.
3.3 00/3Q By-Laws of the C ompany, as amended through April 20, 2000.
4.1 89-8A Common Shares Ri ghts Agreement dated as of May 15, 1989
between the Comp any and the First National Bank of Boston,
as Rights Agent.
41.1 96-S3/A Indenture, dated as of June 1, 1996, between the Company and

* Explanatory notes to Item 14. appear on pagesgi7-

Marine Midland B
Convertible Subo
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ank, as Trustee, relating to the 6%
rdinated Notes due June 1, 2001.



EXHIBIT
NUMBER

4.2.1

4.3

431

4.4

4.5
4.8

4.9

4.10
10.A.1
10.A.2
10.A.3
10.A.3-1
10.A.3-2

10.A5
10.A.6

10.A.7
10.A.8

10.A.15-1

* Explanatory notes to Item 14. appear on pagess(7-

NOTES*

------ DESCRIPTION

94/2Q Indenture d
and Morgan
"Indenture”

96-S3/A Form of the
2001 includ

94/2Q Supplementa
the Company
resigning t

96-S3/A Specimen Ce
(Incorporat
Registratio
with the Se
1993.).

94/2Q Officers' C
301 of the
Company's 6

94/2Q Form of the

96-S3/A Registratio

Company and
Incorporate
97K Certificate
Non-Voting
Inc.
97K Registratio
between App
93/3Q** 1981 Stock
91K** 1987 Execut
9L1K** Apple Compu
and restate
92K** Amendment o
Plan dated
97/2Q** Amendment N
Investment
98/1Q** 1990 Stock
97K** Apple Compu
amended thr
96/1Q** 1996 Senior
91K** Form of Ind
each office

93K-10A.15** 1993 Execut

ated as of February 1, 1994, between the Company
Guaranty Trust Company of New York (the

6% Convertible Subordinated Notes due June 1,
ed in Exhibit 4.1.1.

| Indenture dated as of February 1, 1994, among

, Morgan Guaranty Trust Company of New York, as
rustee, and Citibank, N.A., as successor trustee.
rtificate of Common Stock of Apple Computer, Inc.
ed by reference to Exhibit 4.5 to the Company's

n Statement on Form S-3 (file no. 33-62310) filed
curities and Exchange Commission on May 6,

ertificate, without exhibits, pursuant to Section
Indenture, establishing the terms of the

1/2% Notes due 2004.

Company's 6 1/2% Notes due 2004.

n Rights Agreement, dated June 7, 1996 among the
Goldman, Sachs & Co. and Morgan Stanley & Co.
d.

of Determination of Preferences of Series A
Convertible Preferred Stock of Apple Computer

n Rights Agreement, dated as of August 11, 1997,
le Computer, Inc. and Microsoft Corporation.

Option Plan, as amended.

ive Long Term Stock Option Plan.

ter, Inc. Savings and Investment Plan, as amended
d effective as of October 1, 1990.

f Apple Computer, Inc. Savings and Investment
March 1, 1992.

0. 2 to the Apple Computer, Inc. Savings and

Plan.

Option Plan, as amended through November 5, 1997.
ter, Inc. Employee Stock Purchase Plan, as

ough May 3, 2000.

/ Executive Incentive Bonus Plan.

emnification Agreement between the Registrant and
r of the Registrant.

ive Restricted Stock Plan.

** Represents a management contract or compensglanyor arrangement.
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EXHIBIT
NUMBER

10.A.27

10.A.28

10.A.29

10.A.30

10.A.31

10.A.32

10.A.33

10.A.34

10.A.35

10.A.36

10.A.40

10.A41

10.A.42

10.A.43

10.A.44
10.A.45

NOTES*

------ DESCRIPTION

96/1Q** Summary of Princ
and Gilbert F. A

96/2Q** Employment Agree
Registrant and G

97/3Q** Amendment to Emp
between Apple Co

96/2Q** Employment Agree
Registrant and G

96/2Q** Employment Agree
and Fred D. Ande

96/2Q** Retention Agreem
and Fred D. Ande

96/2Q** Employment Agree
and John Floisan

96/2Q** Employment Agree
Japan, Inc. and

96/3Q** Employment Agree
and Robert M. Ca

96/3Q** Employment Agree
and Ellen M. Han

96/3Q** Retention Agreem
and Ellen M. Han

96/3Q** Retention Agreem
and George M. Sc

96/3Q**  Airplane Use Agr
Registrant, Gilb

96K**  Employment Agree
Registrant and G

97/1Q** Employment Agree
Registrant and J

97/2Q**  Senior Officers
amended through

97/2Q** NeXT Computer, |

97/2Q** Non-Employee Dir

97/3Q** Retention Agreem
Computer, Inc. a

* Explanatory notes to Item 14. appear on pagess(7-

ipal Terms of Employment between Registrant
melio.

ment dated February 28, 1996, between

ilbert F. Amelio.

loyment Agreement, dated May 1, 1997,
mputer, Inc. and Gilbert F. Amelio.

ment dated February 26, 1996, between
eorge M. Scalise.

ment dated March 4, 1996, between Registrant
rson, Jr.

ent dated March 4, 1996, between Registrant
rson, Jr.

ment dated April 2, 1996, between Registrant
d.

ment dated April 3, 1996, between Apple
John Floisand.

ment dated June 13, 1996, between Registrant
Ideroni.

ment dated June 25, 1996, between Registrant
cock.

ent dated June 25, 1996, between Registrant
cock.

ent dated June 27, 1996, between Registrant
alise.

eement dated June 27, 1996, among

ert F. Amelio and Aero Ventures.

ment effective June 3, 1996, between

. Frederick Forsyth.

ment effective December 2, 1996, between
ohn B. Douglas III.

Restricted Performance Share Plan, as

March 25, 1997.

nc. 1990 Stock Option Plan, as amended.
ector Stock Plan.

ent dated May 1, 1997 between Apple

nd Fred D. Anderson.

** Represents a management contract or compensglanyor arrangement.



EXHIBIT
NUMBER

10.A.48

10.A.49

10.A.50
10.A.51

10.B.1

10.B.7

10.B.8

10.B.9

10.B.11

10.B.12

10.B.13

10.B.14

10.B.16

10.B.17

21

23.1

27

NOTES*
------ DESCRIPTION
97K**  Resignation Agre
Registrant and G
97K**  Retention Agreem
Jon Rubenstein.
97K**  Retention Agreem
Avie Tevanian.
00/3Q** 1997 Employee St
2000.
98/2Q** 1997 Director St
00/3Q** 1998 Executive O
27, 2000.
88K-10.1 Master OEM Agree
the Company and
91-8K-7 Know-how and Cop
Architecture) da
the Registrant.
91-8K-8 Participation in
Registrant dated
the Registrant.
91-8K-9 Agreement for Pu
Manufacturer) da
the Registrant.
91K  Agreement dated
and the Registra
92K  Microprocessor R
between the Regi
96/2Q  Restructuring Ag
Registrant, Tali
Machines Corpora
96/2Q  Stock Purchase A
Registrant and S
96/3Q  Fountain Manufac
Registrant and S
97K  Preferred Stock
1997, between Ap
Corporation.
Subsidiaries of
Consent of KPMG
Power of Attorne
Financial Data S

* Explanatory notes to Item 14. appear on pagess(7-

ement dated September 22, 1997 between
ilbert F. Amelio.
ent dated May 1, 1997 between Registrant and

ent dated May 1, 1997 between Registrant and
ock Option Plan, as amended through June 27,

ock Option Plan
fficer Stock Plan, as amended through June

ment dated as of January 26, 1988 between
Tokyo Electric Co. Ltd.

yright License Agreement (Power PC

ted as of September 30, 1991 between IBM and

the Customer Design Center by the
as of September 30, 1991 between IBM and

rchase of IBM Products (Original Equipment
ted as of September 30, 1991 between IBM and

October 9, 1991 between Apple Corps Limited
nt.

equirements Agreement dated January 31, 1992
strant and Motorola, Inc.

reement dated December 14, 1995, among
gent, Inc. and International Business

tion.

greement dated April 4, 1996 between

Cl Systems, Inc.

turing Agreement dated May 31, 1996 between
Cl Systems, Inc.

Purchase Agreement, dated as of August 5,
ple Computer, Inc. and Microsoft

the Company.
LLP.

y.
chedule

** Represents a management contract or compensplanyor arrangement



88K-10.1

89-8A

90/2Q

91K

91-8K-7
91-8K-8
91-8K-9

92K

93K-10.A.15

93/3Q

94/2Q

96/1Q

96/2Q

96/3Q

96-S3/A-4.1.1,

-4.2.1,-43.1,
-4.8
96K

97/1Q

97/2Q

97/3Q

97K

98/1Q

98/2Q

Incorporated by reference to
Annual Report on Form 10-K f
September 30, 1988 (the "198

Incorporated by reference to
Registration Statement on Fo
July 27, 1988.

Incorporated by reference to
10-K. Confidential treatment
agreements has been granted.

Incorporated by reference to
Registration Statement on Fo
and Exchange Commission on M

Incorporated by reference to
Quarterly Report on Form 10-
30, 1990.

Incorporated by reference to
the Company's Annual Report
ended September 27, 1991 (th

Incorporated by reference to
Form 8-K.

Incorporated by reference to
Form 8-K.

Incorporated by reference to
Form 8-K.

Incorporated by reference to
the Company's Annual Report
ended September 25, 1992 (th

Incorporated by reference to

Form 10-K.

Incorporated by reference to
Quarterly Report on Form 10-
1993.

Incorporated by reference to
the Company's Quarterly Repo
ended April 1, 1994.

Incorporated by reference to
the Company's Quarterly Repo
ended December 29, 1995

Incorporated by reference to
the Company's Quarterly Repo
ended March 29, 1996.

Incorporated by reference to
the Company's Quarterly Repo
ended June 28, 1996.

4.8, respectively, in the Co
on Form S-3/A (file no. 333-
Incorporated by reference to
the Company's Annual Report
ended September 27, 1996 (th
Incorporated by reference to
the Company's Quarterly Repo
ended December 27, 1996
Incorporated by reference to
the Company's Quarterly Repo
ended March 28, 1997.
Incorporated by reference to
the Company's Quarterly Repo
ended June 27, 1997.
Incorporated by reference to
the Company's Annual Report
ended September 26, 1997 (th
Incorporated by reference to
the Company's Quarterly Repo
ended December 26, 1997.
Incorporated by reference to
the Company's Quarterly Repo
ended March 27, 1998.

Incorporated by reference to

77

Exhibit 10.22 to the Company's
or the fiscal year ended

8 Form 10-K").

Exhibit 4.1 to the Company's
rm S-3 (file no. 33-23317) filed

Exhibit 10.1 to the 1988 Form
as to certain portions of these

Exhibit 1 to the Company's
rm 8-A filed with the Securities
ay 26, 1989.

Exhibit 3.2 to the Company's
Q for the quarter ended March

the exhibit of that number in

on Form 10-K for the fiscal year
e "1991 Form 10-K").

Exhibit 7 to the October 1991

Exhibit 8 to the October 1991
Exhibit 9 to the October 1991

the exhibit of that number in

on Form 10-K for the fiscal year
e "1992 Form 10-K").

Exhibit 10.A.15 to the 1993

Exhibit 10.A.1 to the Company's
Q for the quarter ended June 25,

the exhibit of that number in
rt on Form 10-Q for the quarter

the exhibit of that number in
rt on Form 10-Q for the quarter

the exhibit of that number in
rt on Form 10-Q for the quarter

the exhibit of that number in
rt on Form 10-Q for the quarter

the exhibit 4.1, 4.2, 4.3, and
mpany's Registration Statement
10961) filed October 30, 1996.
the exhibit of that number in

on Form 10-K for the fiscal year
e "1996 Form 10-K").

the exhibit of that number in

rt on Form 10-Q for the quarter

the exhibit of that number in
rt on Form 10-Q for the quarter

the exhibit of that number in
rt on Form 10-Q for the quarter

the exhibit of that number in

on Form 10-K for the fiscal year
e "1997 Form 10-K").

the exhibit of that number in

rt on Form 10-Q for the quarter

the exhibit of that number in
rt on Form 10-Q for the quarter



99/2Q

99/3Q

99K

00/3Q

Incorporated by reference to the
the Company's Quarterly Report on
ended March 27, 1999.

Incorporated by reference to the
the Company's Quarterly Report on
ended June 26, 1999.

Incorporated by reference to the
the Company's Annual Report on Fo
ended September 25, 1999 (the "19

Incorporated by reference to the
the Company's Quarterly Report on
ended July 1, 2000.

(d) Financial Statement Schedule

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

exhibit of that number in
Form 10-Q for the quarter

exhibit of that number in
Form 10-Q for the quarter

exhibit of that number in
rm 10-K for the fiscal year
99 Form 10-K").

exhibit of that number in
Form 10-Q for the quarter
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized, this 13th day of December 2000.

APPLE COMPUTER, INC.

By: /sl FRED D. ANDERSON

Fred D. Anderson
EXECUTIVE VICE PRESIDENT AND
CHIEF FINANCIAL OFFICER

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

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of
the Registrant and in the capacities and on thesdatlicated:

NAME TITLE DATE
/sl STEVEN P. JOBS C hief Executive Officer and
Director (Principal December 13, 2000
STEVEN P. JOBS Executive Officer)
E xecutive Vice President
/sl FRED D. ANDERSON and Chief Financial
Officer (Principal December 13, 2000
FRED D. ANDERSON Financial Officer)
/sl WILLIAM V. CAMPBELL
D irector December 13, 2000
WILLIAM V. CAMPBELL
/sl GARETH C.C. CHANG
D irector December 13, 2000
GARETH C.C. CHANG
/sl MILLARD S. DREXLER
D irector December 13, 2000
MILLARD S. DREXLER
/sl LAWRENCE J. ELLISON
D irector December 13, 2000
LAWRENCE J. ELLISON
/sl ARTHUR D. LEVINSON
D irector December 13, 2000
ARTHUR D. LEVINSON
/sl JEROME B. YORK
D irector December 13, 2000

JEROME B. YORK
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EXHIBIT 21

SUBSIDIARIES OF
APPLE COMPUTER, INC*

NAME

Apple Computer Inc. Limited
Apple Computer Limited
Apple Computer International
Apple Japan Inc
Apple Computer B.V.......cccvvvveeeiiiiiiinns
Apple Computer (UK) Limited
ACI Real Properties Inc

* Pursuant to Item 601(b)(21)(ii) of Regulation Sike names of other subsidiaries of Apple Compiter are omitted because, considered

in the aggregate, they would not constitute a ficant subsidiary as of the end

of the year covered by this repc

JURISDICTION
OF INCORPORATION
Ireland
Ireland
Ireland
Japan
Netherlands
United Kingdom
United States



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, 2-8589-00866, 33-23650, 33-31075, 33-
40877, 33-47596, 33-57092, 33-57080, 33-53873,3879, 33-53895, 33-60279, 33-60281, 333-07437,283739, 333-23725, 333-60455,
333-82603, 333-93471 and 333-37012) on Forms Sd8egistration statements (No. 33-23317, 33-2933%2310, 333-10961, 333-28191)
on Forms S-3 and (Nos. 333-10961 and 333-2819Fooms S-3/A of Apple Computer, Inc. of our repaateti October 17, 2000, relating to
the consolidated balance sheets of Apple Compuiterand subsidiaries as of September 30, 200Baptember 25, 1999, and the related
consolidated statements of operations, sharehoktgugty, and cash flows for each of the years drigfgptember 30, 2000, September 25,

1999, and September 25, 1998, respectively, antethted schedule, which report appears in theeBgpar 30, 2000 annual report on Form
10-K of Apple Computer, Inc.

/'s/ KPMG LLP

Mountain View, California

Decenber 13, 2000



ARTICLE 5
MULTIPLIER: 1,000,00(

PERIOD TYPE YEAR
FISCAL YEAR END SEP 30 200
PERIOD END SEP 30 200
CASH 1,191
SECURITIES 2,83¢
RECEIVABLES 1,013
ALLOWANCES 64
INVENTORY 33
CURRENT ASSET¢ 5,42
PP&E 70C
DEPRECIATION 387
TOTAL ASSETS 6,80:
CURRENT LIABILITIES 1,93¢
BONDS 30C
PREFERRED MANDATORY 1,50z
PREFERREL 0
COMMON 76
OTHER SE 244
TOTAL LIABILITY AND EQUITY 6,80:
SALES 7,98:
TOTAL REVENUES 7,98:
CGS 5,817
TOTAL COSTS 5,817
OTHER EXPENSE! 1,64¢
LOSS PROVISION 0
INTEREST EXPENSE 21
INCOME PRETAX 1,092
INCOME TAX 30€
INCOME CONTINUING 78€
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 78€
EPS BASIC 2.4z
EPS DILUTED 2.1¢
End of Filing
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