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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
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X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
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or
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1934
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to such filing requirements for the past 90 dayss ¥ No [

Indicate by check mark if disclosure of delinquiletrs pursuant to Item 405 of Regulation S-K (g&@t229.405 of this chapter) is not
contained herein, and will not be contained, toltést of the registrant’s knowledge, in definitpy@xy or information statements incorporated
by reference in Part Ill of this Form 10-K or ampendment to this Form 10-K1
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The Business section and other parts of this AnReglort on Form 10-K (“Form 10-K”) contain forwarkboking statements that involve risks
and uncertainties. Many of the forward-looking statnts are located in “Management’s Discussion Andlysis of Financial Condition and
Results of Operatior” Forward-looking statements provide current expectationsitnire events based on certain assumptions anddechny
statement that does not directly relate to anydnisal or current fact. Forward-looking statemermsn also be identified by words such as
“anticipates,” “believes,” “estimates,” “expects,™intends,” “plans,” “predicts,” and similar terms.Forward-looking statements are not
guarantees of future performance and the Com’s actual results may differ significantly from thesults discussed in the forward-looking
statements. Factors that might cause such diffe®irclude, but are not limited to, those discussdte subsection entitled “Risk Factors”
under Part I, Item 1A of this Form 10-K, which ameorporated herein by reference. The Company assum obligation to revise or update
any forward-looking statements for any reason, pkes required by law.

PART |

Item 1. Business

Company Background

Apple Inc. and its wholly-owned subsidiaries (cotieely “Apple” or the “Company”) design, manufaoéy and market personal computers,
portable digital music players, and mobile commatian devices and sell a variety of related sofeyaervices, peripherals, and networking
solutions. The Company sells its products worldvifdeugh its online stores, its retail storesditect sales force, and third-party wholesalers,
resellers, and value-added resellers. In additt@Company sells a variety of third-party Macifi®g“Mac”), iPod® and iPhone™

compatible products, including application softwgmenters, storage devices, speakers, headphanésjarious other accessories and
peripherals through its online and retail storesl digital content through the iTunes Store®. TlenPany sells to consumer, small and mid-
sized business (“SMB”), education, enterprise, govent, and creative customers. The Company’slfisgr is the 52 or 53-week period that
ends on the last Saturday of September. Unlessvaeestated, all information presented in thistkdi0-K is based on the Company'’s fiscal
calendar.

Business Strategy

The Company is committed to bringing the best pesoomputing, portable digital music and mobilencounication experience to consum
students, educators, businesses, and governmamntieg¢hrough its innovative hardware, softwareipberals, services, and Internet offerir
The Company’s business strategy leverages its aragqility to design and develop its own operatiygtem, hardware, application software,
and services to provide its customers new prodatissolutions with superior ease-of-use, seamigsgriation, and innovative industrial
design. The Company believes continual investnrenésearch and development is critical to the dgmEnt and enhancement of innovative
products and technologies. In addition to evohitasgpersonal computers and related solutions, tiragainy continues to capitalize on the
convergence of the personal computer, digital coresielectronics and mobile communications by congedind refining innovations, such as
the iPod, iPhone, iTunes Store, and Apple TV®. Coepany desires to support a community for the ldgweent of third-party products that
complement the Company’s offerings through its ttgwer programs. The Company offers various thirdypsoftware applications and
hardware accessories for Mac® computers, iPodsRtr@hes through its retail and online stores, dbagesoftware applications for the iPhone
platform through its iTunes® App Store. The Comparsgrategy also includes expanding its distributi@twork to effectively reach more of
its targeted customers and provide them with a-igdlity sales and post-sales support experience.

Consumer and Small and Mid-Sized Business

The Company believes a high-quality buying expexgewith knowledgeable salespersons who can coteeyalue of the Comparg/product:
and services greatly enhances its ability to atlad retain customers. The Company sells mantg @iroducts and resells certain third-party
products in most of its major markets directly emsumers and businesses through its retail andeostores. The Company has also invest
programs to
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enhance reseller sales, including the Apple Sates@tant Program, which places Apple employeescanttactors at selected third-party
reseller locations. The Company believes providiimgct contact with its targeted customers is dicieht way to demonstrate the advantages
of its Mac computers and other products over tludses competitors.

At the end of fiscal 2008, the Company had opentedah of 247 retail stores, including 205 stomeshie U.S. and a total of 42 stores
internationally. The Company has typically locaitsdstores at high-traffic locations in quality giping malls and urban shopping districts.

A goal of the Company’s retail business is to exbis installed base through sales to customersauh@ntly do not already own the
Company’s products. By operating its own storeslandting them in desirable high-traffic locatiotise Company is better positioned to
control the customer buying experience and attrast customers. The stores are designed to singiliflyenhance the presentation and
marketing of the Company'’s products and relatedtemis. To that end, retail store configurationgehavolved into various sizes in order to
accommodate market-specific demands. The storekgragperienced and knowledgeable personnel wheigeqroduct advice, service, and
training. The stores offer a wide selection ofdhparty hardware, software, and various other amrggproducts and peripherals selected to
complement the Company’s own products.

Education

Throughout its history, the Company has focusetheruse of technology in education and has beemmitbed to delivering tools to help
educators teach and students learn. The Compaigybsgleffective integration of technology into sla®m instruction can result in higher
levels of student achievement, especially when tsedpport collaboration, information access, tirdexpression and representation of
student thoughts and ideas. The Company has delsiggrenge of products and services to addressetdsrof education customers. These
products and services include the Company’s Macgpeens, iPods, and iTunes, in addition to varialstns for video creation and editing,
wireless networking, professional development, @mel-to-one (“1:1") learning. A 1:1 learning solutitypically consists of a portable
computer for every student and teacher along wkithiristallation of a wireless network.

Enterprise, Government and Creat

The Company also sells its hardware and softwardymts to enterprise, government, and creativeomests in each of its geographic
segments. These markets are also important to théndyparty developers who provide Mac-compatibdedware and software solutions.
These customers utilize the Company’s productshieir high-powered computing performance and exparsapabilities, networking
functionality, and seamless integration with commatary products. The Company designs its highkemdware solutions, including desktops
such as Mac Pro, portable Mac systems such as Mé&@Bro and MacBook Air™, and servers to incorpetthe power, expandability, and
other features desired by these professionals Chimepany’s operating system, Mac OS® X, incorporptagerful graphics and audio
technologies and features developer tools to opéraystem and application performance.

Other
In addition to consumer, SMB, education, enterpig@rernment and creative markets, the Companyigeewhardware and software products
and solutions for customers in the information testbgy and scientific markets.

Business Organization

The Company manages its business primarily on grgebic basis. The Company'’s reportable operatggnents consist of the Americas,

Europe, Japan, and Retail. The Americas, Eurogk,Japan reportable segments do not include aeviglated to the Retail segment. The
Americas segment includes both North and South Agaefhe Europe segment includes European coumtsiegell as the Middle East and

Africa. The Retail segment operates Apple-ownedilrstores in the U.S. and in international markEech reportable geographic operating
segment and the Retail operating segment providéasihardware and software products and similarises. Further information regarding
the Company’s operating segments may be foundiiniPa
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Item 7 of this Form 10-K under the heading “Segn@pérating Performance,” and in Part I, Item 8hi$ Form 10-K in Notes to
Consolidated Financial Statements at Note 9, “Segitméormation and Geographic Data.”

Products

The Company offers a range of personal computindysets including desktop and portable personal etenp, related devices and periphe
and various third-party hardware and software petslun addition, the Company offers its own sofevaroducts, including Mac OS X, the
Company’s proprietary operating system softwaraferMac; server software and related solutionsfgssional application software; and
consumer, education, and business oriented applicapftware. The Company also designs, develagbnaarkets to Mac and Windows users
its family of iPod digital music players and itdithe mobile communication device, along with relaiecessories and services, including the
online distribution of third-party content throutite Company’s iTunes Store. The Company’s primaoglpcts are discussed below.

Hardware Productt

The Company offers a range of personal computindymts including desktop and notebook computersesand storage products, related
devices and peripherals, and various third-partgJare products. The Company’s Mac desktop andiplatsystems feature Intel
microprocessors, the Company’s Mac OS X Versiob 1@opard® (“Mac OS X Leopard”) operating systerd #drife® suite of software for
creation and management of digital photography ienusovies, DVDs, and website.

MacBook® Pro

The MacBook Pro family of notebook computers isigiesd for professionals and advanced consumer.usess introduced in January 2006,
the MacBook Pro includes a 15-inch or 17-inch widesn display, a built-in iSight® video camera, #mel MagSafe® magnetic power
adapter. In October 2008, the Company redesigseibiinch MacBook Pro models to include a widesttight-emitting diode (“LED”)
display, the latest Intel Core 2 Duo processorgsinmat up to 2.8GHz, and a new Nvidia GeForce 86@@aphics processor. The 15-inch
MacBook Pro includes up to 4GB of 1066MHz synchrghdynamic random access memory (“SDRAMh a 1066MHz frontside bus, up
a 320GB hard drive, a slot-loading double-layere3pive®, a glass trackpad with Multi-Tou&h gesture support, AirPort Extremesd2.11n
wireless networking, and Bluetooth 2.1. In addititre Company updated its 17-inch MacBook Pro nettelnclude larger hard drives of up
to 320GB, as well as an optional 128GB solid stiziee.

MacBook®

The MacBook is designed for consumer and educasens. First introduced in May 2006, the MacBoakudes a 13nch widescreen displa

a built-in iSight video camera, and the MagSafe me¢ig power adapter. In October 2008, the Compatgduced new MacBook models with
all-metal unibody enclosures, LED-backlit glossylescreen displays, Intel Core 2 Duo processoramgrat up to 2.4GHz, NVIDIA GeForce
9400M graphics processor, support for up to 4GBOEFEMHz SDRAM memory, up to 320GB Serial ATA harilvd, a double-layer
SuperDrive, a glass trackpad with Multi-Tou¢hgesture support, and built-in AirPort Extreme 802.Wireless networking and Bluetooth 2.1.

MacBook Air™

In October 2008, the Company updated its MacBoakaki ultra-slim notebook computer that measurg6-hches at its thinnest point and
0.76-inches at its maximum height. The new MacBAwokncludes an Intel Core 2 Duo processor runrahgp to 1.86GHz with 6MB of Level
2 cache, an NVIDIA GeForce 9400M graphics procesa@B of memory, and a 120GB hard drive. The MadBaw includes a 13.3-inch
LED-backlit widescreen display, a full-size backi#tyboard, a built-in iSight video camera, a traakpvith Multi-Touch gesture support, and
built-in AirPort Extreme 802.11n wireless networdiand Bluetooth 2.1.

3
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Mac® Pro

The Mac Pro desktop computer is targeted at busiaied professional users and is designed to megiettiormance, expansion, and
networking needs of the most demanding Mac uselauary 2008, the Company introduced the new Madegturing up to two Intel Quad-
Core Xeon processors running at up to 3.2GHz, 12i¥Bevel 2 cache per processor and dual-indeperidé@Hz front-side buses, and up to
32GB of 800MHz fully buffered memory. The Mac Piscafeatures a direct attach storage solutionriapsn installation of up to four 1TB
hard drives for a total of 4TB of internal storagel optional AirPort Extreme 802.11n wireless nekivig and Bluetooth 2.0.

iMac®

The iMac desktop computer is targeted at consuetication and business customers. In April 2068 Qbmpany updated the iMac to inclt
Intel Core 2 Duo processors running at up to 3.08GlH to 4GB of 800MHz SDRAM memory, a faster gliapltard option using NVIDIA
GeForce 8800 GS graphics, and a slot-loading delapkr SuperDrive. All iMac models also includelbin iSight video camera, AirPort
Extreme 802.11n wireless networking, and Bluetdbth

Mac® mini

The Mac mini is an Intel-based desktop computeritidudes 1GB of 667MHz memory that is expandabl2GB and either a 1.83GHz or
2.0GHz Intel Core 2 Duo processor. All Mac mini retedinclude built-in Gigabit Ethernet, AirPort Estne 802.11g wireless networking,
Bluetooth 2.0, a total of four USB 2.0 ports, ame: ¢-ireWire 400 port. Mac mini includes a falke digital video interface and a video grap
array output adapter to connect to a variety gbldiss.

Xserve®

Xserve is a 1U rack-mount server powered by ugvto@uad-Core 128-bit Intel Xeon processors rungingp to 3.0GHz and features Mac OS
X Server 10.5 Leopard, which became available itoler 2007. Xserve supports up to 32GB of randooegsgmemory, remote management,
storage drives of up to 3TB, and an optional irdéXserve RAID card.

Music Products and Servic

The Company offers its iPod line of portable dibitaisic players and related accessories to MadMindows users. All iPods work with the
Company’s iTunes digital music management softwdfeines software”) available for both Mac and Wiras-based computers. The
Company also provides an online service to distebhird-party music, audio books, music videogyrsfilms, television shows, movies,
podcasts, and applications through its iTunes Storéuly 2008, the Company launched the iTunes Bqgpe that allows a user to browse,
search for, or purchase third-party applicatiomeugh either a Mac or Windows-based computer oeledsly download them directly onto an
iPhone or iPod touch. In addition to the Comparmyis iPod accessories, thousands of tipadty iPod compatible products are available, e
through the Company’s online and retail stores@mfthird parties, including portable and desktppaker systems, headphones, car radio
solutions, voice recorders, cables and docks, psweplies and chargers, and carrying cases ancaadab

iPod® shuffle

The iPod shuffle weighs half an ounce and featarealuminum design and a built-in clip. The iPodffib is available in 1GB or 2GB flash
memory configurations and is capable of holdinga@40 or 500 songs, respectively. The iPod shidfievailable in a variety of colors and
provides up to 12 hours of battery life. The iPbdffle includes a shuffle switch feature that altowsers to listen to their music in random
order or in the order of their playlists syncedtigh iTunes. iPod shuffle works with iTunes’ patpahding AutoFill option that automatically
selects songs to fill the iPod shuffle from a uséFunes library.

iPod® nano
In September 2008, the Company introduced the Red hano, a flash-memory-based iPod featuringhiin@ést iPod design ever. The iPod
nano incorporates a two-inch display with 204 mxggr inch, a built-in

4
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accelerometer, and an updated user interface fiegtGover Flow® and Shake to Shuffle mode. The if@wd nano also features “Genius”
technology allowing users to automatically credsylists from songs in their music libraries. TrewniPod nano provides up to 24 hours of
audio playback or up to four hours of video playband is available in 8GB and 16GB configuratiams ivariety of colors.

iPod® classic

The iPod classic is an upgraded version of tharalgPod, the Company’s hard-drive based portdigéal music player. In September 2008,
the Company introduced the new iPod classic, whah120GB of storage and is capable of holding8Dt000 songs, 150 hours of video, or
25,000 photos. The iPod classic provides up to@6shof audio playback or up to six hours of vigenyback, features “Genius” technology,
and includes a 2.Bch color screen that can display album artwohqtps, and video content including music videodewiand audio podcas
short films, television shows, movies, and games.

iPod® touch

In September 2008, the Company introduced the Red touch, a flash-memory-based iPod that is 8.5tihimand features a 3.5-inch
widescreen display, “Genius” technology, a builspeaker, and an accelerometer. The iPod touchkisinterface is based on the Company’s
Multi-Touch display allowing users to control thevite with a touchscreen. It also includes Wi-Fieléss networking, which allows users to
access the iTunes Wi-Fi Music Store and iTunes 8fpe to purchase and/or download audio and viitiesy fis well as a variety of other
applications. The iPod touch is available in 8GBGB and 32GB configurations and features up to@@$of audio playback and up to six
hours of video playback.

iTunes® 8

iTunes is an application for playing, downloadiaggd organizing digital audio and video files andvailable for both Mac and Windovisser
computers. iTunes is integrated with the iTuneseSta service that allows customers to find, pusehaent, and download third-party digital
music, audio books, music videos, short films,uisien shows, movies, games, and other applicationiginally introduced in the U.S. in
April 2003, the iTunes Store now serves custonregicountries. In September 2008, the Companywroedl iTunes 8, which includes the
new “Genius” technology and features new ways efving music and video libraries and allows the pase of high definition television
programs from the iTunes Store. In July 2008, then@any launched the iTunes App Store that allowessu® browse, search, purchase, and
wirelessly download third-party applications ditgainto their iPhone or iPod touch. In January 2088 Company announced iTunes Movie
Rentals, a service allowing customers to rent nsfrigm the iTunes Store that can be watched on M&asdows-based computers, current
generation video-enabled iPods, iPhones, and thjgéaabled televisions using Apple TV.

iPhone™

In June 2008, the Company announced iPHY&G, the second-generation iPhone that combinesiimgde handheld product a mobile phone,
a widescreen iPod with touch controls, and an hetecommunications device. iPhone features destitigs email, web browsing, searching,
and maps and is compatible with both Macs and Wirsdbased computers. iPhone automatically syncseobfrom users’ iTunes libraries, as
well as contacts, bookmarks, and email accourgsidér interface is based on the Company’s Multi€hadisplay allowing users to control the
device with a touchscreen. iPhone 3G combinesghtifes of the original iPhone, which was reledsddine 2007, with 3G networking, a
built-in global positioning system (“GPS’and iPhone 2.0 software. iPhone 2.0 software iraratps new enterprise features, including suy
for Microsoft Exchange ActiveSync and Cisco IPsetual private network (“VPN”). iPhone 3G is a quadnd GSM phone featuring 3G,
EDGE and Wi-Fi wireless technologies for data nekw, Bluetooth 2.0, a built-in 2.0 megapixel camend a 3.5-inch touch widescreen
with 480-by-320 resolution at 163 pixels per inéthone 3G provides up to 10 hours of talk time @riztworks and five hours using 3G
networks, up to five to six hours of web browsiog,to seven hours of video playback, or up to 2drdi0f audio playback. It is available in
8GB and 16GB configurations.
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In July 2008, the Company began shipping iPhonén3tertain countries and made iPhone 2.0 softweadable to all iPhone customers. The
Company has signed multi-year agreements with uari@llular network carriers authorizing them tstidbute and provide cellular network
services for iPhone 3G in over 70 countries. Tiaegeements are generally not exclusive with a fipexrrier, except in the U.S., U.K,,
France, Germany, Spain, Ireland, and certain atbentries. The Company expects to ship iPhone 3&én 70 countries by the end of
calendar year 2008.

In addition to the Company’s own iPhone accessptiésl-party iPhone compatible products, includirgadsets, cables and docks, power
supplies, and carrying cases, are available thrthiglCompany’s online and retail stores or fromdiparties.

Peripheral Product:

The Company sells a variety of Apple-branded aird gharty Mac-compatible peripheral products diletd end-users through its retail and
online stores, including printers, storage devicesyputer memory, digital video and still cameeas] various other computing products and
supplies.

Displays

The Company manufactures a family of widescredmfiael displays including the 23-inch and 30-iAgiple Cinema High Definition (“HD)
Displays™, and the 20-inch Apple Cinema Display®October 2008, the Company introduced a 24-inch Kinema Display that features a
built-in iSight camera, microphone, built-in 2.legfer system, and MagSafe charger.

Apple TV®

Apple TV is a device that permits users to wirdieptay iTunes content on a widescreen televist@ompatible with a Mac or Windows-based
computer, Apple TV includes either a 40GB or 160k&8d drive capable of storing up to 200 hours déwgi 36,000 songs, 25,000 photos, or a
combination of each and is capable of displayingteat in high definition resolution up to 720p. A@TV connects to a broad range of
widescreen televisions and home theater systemsands standard with high-definition multimedieenfidce, component video, and both
analog and digital optical audio ports. Using hggieed AirPort Extreme 802.11n wireless networkipple TV can auto-sync content from
one computer or stream content from up to five tiolthl computers directly to a television.

Software Products and Computer Technologies

The Company offers a range of software productsdmsumer, SMB, education, enterprise, governnagmt,creative customers, including the
Company’s proprietary operating system softwarejesesoftware and related solutions; professiopaliaation software; and consumer,
education, and business oriented application softwa

Operating System Software

Mac OS® X is built on an open-source UNIX-basedftation. Mac OS X Leopard is the sixth major rede@SMac OS X and became
available in October 2007. Leopard includes 300tanidhl features and introduces an updated deskttpStacks, a means of easily accessing
files from the Dock; a redesigned Finder™ that leters quickly browse and share files between plalilacs; Quick Look, a way to instantly
see files without opening an application; Spaces®ature used to create groups of applicationgrestdntly switch between them; and Time
Machine™, a way to automatically back up all of teatents of a Mac.

6
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Application Software

iLife® '08

In August 2007, the Company introduced iLife ‘08 fatest release of its consumer-oriented ditifeedtyle application suite, which features
iPhoto®, IDVD®, GarageBand®, iWeb™, and iMovie® '08ll of these applications are Universal, meartimat they run natively on both
Intel and PowerPC-based Mac computers (“Universal”)

iPhoto® is the Company’s consumer-oriented digitedto software application. iPhoto '08 adds neviuiess for organizing and
browsing photos, including event-based groupingy pefessional quality image editing tools, andi#esa publishing to the
MobileMe™ Web Gallery. The MobileMe Web Gallery figly integrated with iPhoto '08 and iMovie '08llewing MobileMe users
to share photos and movies over the web. iPhotde@®ires print, photo book, greeting card, andradar layout tools and integrated
online ordering services.

iMovie® '08 is the latest version of the Compangtssumer-oriented digital video editing softwarelagation. iMovie '08 provides
new tools for quick movie creation and video enkanents, including transitions, titles, music andrgbeffects. Projects in iMovie
'08 can also be published to the MobileMe Web Gglle

iDVD® is the Company’s consumer-oriented softwappliation that enables users to turn iMovie fil@siick Time® files, and digital
pictures into interactive DVDs that can be playadmost consumer DVD players. iDVD '08 features WvrApple-designed menu
themes in both widescreen (16:9) and standard {drB)ats.

GarageBand® is the Company’s consumer-orientedamausation software application that allows userslay, record and create
music using a simple interface. With GarageBanftwsoe instruments, digital audio recordings anapiog tracks can be arranged
edited to create songs. GarageBand '08 allows wsensport finished songs to their iTunes librayypublish a podcast through iWeb
and MobileMe that includes artwork, sound effeats] music jingles.

iWeb™ allows users to create online photo alburtegdand podcasts, and to customize websites esiitigg tools. iWeb’08 offers
new features to make websites more interactivedolyng live web widgets, which are snippets of bamtent from other websites,
such as Google Maps, targeted ads using Googlems@Sand photos or movies from the MobileMe Wellegiak.

iWork® '08

In August 2007, the Company introduced iWork '0&: tatest version of the Company’s integrated petdity suite designed to help users
create, present, and publish documents, presematiod spreadsheets. iWork '08 includes updatBages® 08 for word processing and pe
layout, Keynote® '08 for presentations, and introelsi Numbers® '08 for spreadsheets. All of thesgnamms are Universal and feature
advanced image tools, including enhanced photo imgstesizable picture frames and edges, and Ihdfpha, which easily removes the
background of a photo.

Final Cut Studio® 2

In April 2007, the Company introduced Final Cutd@tu® 2, an upgraded version of the Company'’s video prtdn suite designed for
professionals. Final Cut Studio 2 features Final Bro® 6 for video editing, DVD Studio Pro® 4 foMD authoring, Motion 3 for real-time
motion graphics, Soundtrack® Pro 2 for audio editimd sound design, Color for color grading anfimg, and Compressor 3 for encoding
media in multiple formats. All of these applicatioare Universal. The Company also offers FinalExgdress HD 3.5, a consumer version of
the Company’s movie making software.

Logic® Studio
In September 2007, the Company introduced LogidiSta comprehensive suite of professional tootsiusy musicians and professionals to
create, perform, and record music. Logic Studituiess Logic Pro 8, an upgraded
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version of the Company’s music creation and audialpction software; MainStage®, a new live perfonc@application; Soundtrack Pro 2, a
professional audio post production software; Studstruments, made up of 40 instrument plug-inagt Effects, with 80 professional effect
plug-ins; and studio Sound Library. In additiore thompany offers Logic Express 8, a standaloneorecs the Logic Pro 8 application that
provides an easy entry into professional music gpetidn. All of these applications are Universal.

FileMaker® Pro

The FileMaker Pro database software is Universdlaifers relational databases and desktop-to-wélighing capabilities. In July 2007, the
Company introduced FileMaker Pro 9 featuring a Gavick Start screen, which stores users’ favoritesgives them access to the new videos
in the FileMaker Learning Center; Conditional Fottimgy, which highlights data based on parametezaer sets; and the ability to email a
link to other FileMaker users to instantly acceslatabase.

Internet Software and Servic
The Company is focused on delivering seamlessiiatieg with and access to the Internet throughleetGompanys products and services. -
Company'’s Internet solutions adhere to many ingustindards to provide an optimized user experience

Safari®

In March 2008, the Company made available Safari8web browser compatible with Windows XP, Windovista, and Mac OS X. Safari
3.1 includes built-in Google search; SnapBack ™hgtantly return to search results; a way to namggroze and present bookmarks; tabbed
browsing; and automatic “pop-up” ad blocking. Seat supports the new video and audio tags in HTBvnd supports Cascading Style
Sheets Animations and Web Fonts, which providegiess additional choices of fonts to create wedssit

QuickTime®

QuickTime, the Company’s multimedia software fordMa Windows-based computers, features streamifigeond stored video and audio
over the Internet and playback of high-quality auaind video on computers. QuickTime 7 features #H&tcoding and can automatically
determine a user’s connection speed to ensureaiteegetting the highest-quality content stream iptessQuickTime 7 also delivers multi-
channel audio and supports a wide range of indssénydard audio formats.

The Company offers several other QuickTime produ@tgckTime 7 Pro, a suite of software tools, alosveation and editing of Internetady
audio and video files. QuickTime 7 Pro allows udersreate H.264 video, capture audio and videzgtermulti-channel audio, and export
multiple files while playing back or editing video.

MobileMe™

In June 2008, the Company introduced MobileMe,ramual subscription-based suite of Internet servicasdelivers email, contacts and
calendars to and from native applications on iPhd?ad touch, Macs, and Windows-based computersilelde services include Internet
message access protocol (“IMAP”) mail, anfeek email service; website hosting for publishimgpsites from iWeb; iDisk, a virtual hard dri
accessible anywhere with Internet access; Web (dbhe viewing and sharing photos; MobileMe Syndiigh keeps Safari bookmarks, iCal®
calendars, Address Book information, Keychain®, Btat OS X Mail preferences up-to-date across mialgmputers, iPhones, and iPod
touches. MobileMe provides combined email andditerage of 20GB for individuals and 40GB for faeliwith additional storage options.

Product Support and Services

AppleCare® offers a range of support options for the Companystomers. These options include assistancesHuailt into software
products, printed and electronic product manuaine support including comprehensive product infation as well as technical assistance,
and the AppleCare Protection Plan. The AppleCao¢eRtion Plan is a fee-based service that typidattjudes two to three years of phone
support and hardware repairs, dedicated web-baggabe resources, and user diagnostic tools.
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Markets and Distribution

The Company’s customers are primarily in the coreyi8MB, education, enterprise, government, andtiwe markets. The Company
distributes its products through wholesalers, teselnational and regional retailers, and catadogiuNo individual customer accounted for
more than 10% of net sales in 2008, 2007, or 2086.Company also sells many of its products anellsesertain third-party products in most
of its major markets directly to customers throitglown sales force and retail and online stores.

Competition

The Company is confronted by aggressive competitiail areas of its business. The markets for gores electronics, personal computers,
related software and peripheral products, digitasimdevices and related services, and mobile camuation devices are highly competitive.
These markets are characterized by rapid techraalbgdvances in both hardware and software tha kalistantially increased the capabilities
and use of personal computers, other digital edaatrdevices, and mobile communication deviceslthae resulted in the frequent introduc

of new products with competitive price, featured @erformance characteristics. Over the past skyeaas, price competition in these markets
has been particularly intense. The Company'’s coitgpgtvho sell personal computers based on otheradipg systems have aggressively cut
prices and lowered their product margins to gaimaintain market share. The Company’s financiabition and operating results can be
adversely affected by these and other industry-wmenward pressures on gross margins. The princigpapetitive factors include price,
product features, relative price/performance, pebduality and reliability, design innovation, aadiility of software and peripherals,
marketing and distribution capability, service @ugport, and corporate reputation. Further, apéngonal computer industry and its custon
place more reliance on the Internet, an increasimgber of Internet devices that are smaller, simpled less expensive than traditional
personal computers may compete with the Compamg@yzts.

The Company’s music products and services havel fsigmificant competition from other companies potimg their own digital music and
content products and services, including thoseioffefree peer-to-peer music and video services. Campany believes it currently retains a
competitive advantage by offering superior innamatand integration of the entire solution includthg hardware (personal computer, iPod,
and iPhone), software (iTunes), and distributiocaiftent (iTunes Store and iTunes Wi-Fi Music Starmwever, the Company expects
competition in this space to intensify as compeditttempt to imitate the Company’s approach tatiygntegrating these elements within their
own offerings or, alternatively, collaborate withch other to offer solutions that are more integtdhan those they currently offer. Some of
these current and potential competitors have sotistaesources and may be able to provide suctiymts and services at little or no profit or
even at a loss to compete with the Company’s offgi

The Company is currently focused on market oppdigsrelated to mobile communication devices idahg the iPhone. The mobile
communications industry is highly competitive withveral large, well-funded, and experienced corgestiThe Company faces competition
from mobile communication device companies that ret&gmpt to imitate some of the iPhone’s functiand applications within their own
smart phones. This industry is characterized byesgive pricing practices, frequent product intiithins, evolving design approaches and
technologies, rapid adoption of technological armtpct advancements by competitors, and price th@hsbn the part of consumers.

The Company’s future financial condition and opieatesults are substantially dependent on the @Goiyip ability to continue to develop and
offer new innovative products and services in eafdts markets.

Raw Materials

Although most components essential to the Companysiness are generally available from multiplerses, certain key components
including, but not limited to microprocessors, @scires, certain LCDs, certain optical drives, gogliaation-specific integrated circuits
(“ASICs”) are currently obtained by the Companynfrgingle or limited sources, which subjects the @any to significant supply and pricing
risks. Many of these and other key componentsditetivailable from multiple sources including, bat limited to NAND flash memory,
dynamic random access memory (“DRAM”), and certa@Ds, are subject at times to industry-wide shartagnd significant commodity
pricing fluctuations. In addition, the Company lesdered into certain agreements for
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the supply of key components including, but noftéd to microprocessors, NAND flash memory, DRAMIArCDs at favorable pricing, but
there is no guarantee that the Company will be théxtend or renew these agreements on similardde terms, or at all, upon expiration or
otherwise obtain favorable pricing in the futuréefefore, the Company remains subject to signifidaks of supply shortages and/or price
increases that can have a material adverse effeits financial condition and operating results.

The Company and other participants in the perscomlputer, consumer electronics and mobile commtiniténdustries also compete for
various components with other industries that reygerienced increased demand for their productaddiition, the Company uses some
custom components that are not common to the feésegersonal computer, consumer electronics amlgilencommunication industries, and
new products introduced by the Company often @titimstom components available from only one sountiéthe Company has evaluated
whether there is a need for, and subsequentlyfopsladditional suppliers. When a component odpob uses new technologies, initial
capacity constraints may exist until the suppligislds have matured. If the Company’s supply &&g single-sourced component for a new or
existing product were delayed or constrained, éhscomponents were available only at significahtiyher prices, or if a key manufacturing
vendor delayed shipments of completed productsed@Company, the Company’s financial condition apérating results could be materially
adversely affected. The Company’s business anddiabperformance could also be adversely affedeggending on the time required to
obtain sufficient quantities from the original so&ror to identify and obtain sufficient quantitiesm an alternative source. Continued
availability of these components at acceptableggrior at all, may be affected if those suppli@sdked to concentrate on the production of
common components instead of components custontozeet the Company’s requirements.

Significant portions of the Company’s Mac computéeds, iPhones, logic boards, and other assenpbtetlicts are manufactured by
outsourcing partners, primarily in various partdAsfa. A significant concentration of this outsceglamanufacturing is currently performed by
only a few of the Company’s outsourcing partneftgroin single locations. Certain of these outsmgeartners are the sole-sourced suppliers
of components and manufacturing outsourcing foryrarthe Company’s key products, including but lwited to final assembly of
substantially all of the Company’s portable Mac poters, iPods, iPhones and most of the Companyée#MAIlthough the Company works
closely with its outsourcing partners on manuféaogischedules, the Company’s operating resultsdcoeladversely affected if its outsourcing
partners were unable to meet their production cdmants. The Company’s purchase commitments typicalver its requirements for periods
ranging from 30 to 150 days.

The Company believes there are several compongptiets and manufacturing vendors whose loss t€Ctmapany could have a material
adverse effect upon the Company’s business anddialbcondition. At this time, such vendors includéthout limitation, Amperex
Technology Limited, ASUSTeK Corporation, ATI Techogies, Inc., Atheros Communications Inc., AU Opios Corporation, Broadcom
Corporation, Chi Mei Optoelectronics Corporatiolyp@ss Semiconductor Corporation, Hitachi Globat&je Technologies, Hon Hai
Precision Industry Co., Ltd., Infineon Technologhes, Intel Corporation, Inventec Appliances Corgima, LG Display, LSI Corporation,
Matsushita, Murata Manufacturing Co., Ltd., Natibamiconductor Corporation, NVIDIA Corp., Inc., @ua Computer, Inc., Renesas
Semiconductor Co. Ltd., Samsung Electronics, Somp@ration, Synaptics, Inc., Texas Instruments, Boshiba Corporation.

Research and Development

Because the personal computer, consumer electr@mdsmobile communication industries are charatdrby rapid technological advances,
the Company'’s ability to compete successfully iavily dependent upon its ability to ensure a carglrand timely flow of competitive
products, services, and technologies to the maddagpThe Company continues to develop new produradgechnologies and to enhance
existing products in the areas of computer hardwatkeperipherals, consumer electronics productbjlmoommunication devices, system
software, applications software, networking and gamications software and solutions, and Internetices and solutions. The Company may
expand the range of its product offerings and ie¢ghal property through licensing and/or acquisitof third-party business and technology.
The Company'’s research and development expendiintasd $1.1 billion, $782 million, and $712 noiti in 2008, 2007, and 2006,
respectively.
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Patents, Trademarks, Copyrights and Licenses

The Company currently holds rights to patents aydghts relating to certain aspects of its corepsystems, iPods, iPhone, peripherals,
software, and services. In addition, the Comparsyrbgistered, and/or has applied to register, inaks and service marks in the U.S. and a
number of foreign countries for “Apple,” the Apglego, “Macintosh,” “Mac,” “iPod,” “iTunes,” “iTunesStore,” “iPhone,” “Apple TV,”
“MobileMe” and numerous other trademarks and sermarks. Although the Company believes the ownprghsuch patents, copyrights,
trademarks and service marks is an important faotits business and that its success does depgratt on the ownership thereof, the
Company relies primarily on the innovative skitisgchnical competence, and marketing abilitiesp#@rsonnel.

The Company regularly files patent applicationprotect inventions arising from its research angettgpment, and is currently pursuing
thousands of patent applications around the w@nekr time, the Company has accumulated a portédlseveral thousand issued patents ir
U.S. and worldwide. In addition, the Company cutiseholds copyrights relating to certain aspectg®products and services. No single pe

or copyright is solely responsible for protectihg Company’s products. The Company believes thatidurof the applicable patents that it has
been granted is adequate relative to the expeietesi df its products. Due to the fast pace of iratimn and product development, the
Company’s products are often obsolete before thengmrelated to them expire, and sometimes areletesbefore the patents related to them
are even granted.

Many of the Company’s products are designed taioielintellectual property obtained from third pastiWhile it may be necessary in the
future to seek or renew licenses relating to variaspects of its products and business method€dimpany believes, based upon past
experience and industry practice, such licensesrgéiy could be obtained on commercially reasontdries; however, there is no guarantee
that such licenses could be obtained at all. Bexatitechnological changes in the computer, digitasic player and mobile communications
industries, current extensive patent coveragetlamdapid rate of issuance of new patents, it &sjide certain components of the Company’s
products and business methods may unknowinglynigériexisting patents or intellectual property rigbt others. From time to time, the
Company has been notified that it may be infringiegain patents or other intellectual propertytsgof third parties.

Foreign and Domestic Operations and Geographic Data

The U.S. represents the Company’s largest geograpaiketplace. Approximately 57% of the Companyssales in 2008 came from sales to
customers inside the U.S. Final assembly of the amy's products is currently performed in the Compsmanufacturing facility in Ireland,
and by external vendors in California, the Repubfi&orea (“Korea”), the People’s Republic of Chifi€hina”) and the Czech Republic.
Currently, the supply and manufacture of manyaaltcomponents is performed by sole-sourced théndypsendors in the U.S., China, Japan,
Korea, Malaysia, Philippines, Taiwan, Thailand, &idgapore. Sole-sourced third-party vendors im&lperform final assembly of
substantially all of the Company’s portable produatcluding MacBook Pro, MacBook, MacBook Air, i) iPhone, and most of the
Company’s iMacs. Margins on sales of the Compapyoslucts in foreign countries, and on sales of petslthat include components obtained
from foreign suppliers, can be adversely affectgdobeign currency exchange rate fluctuations anthternational trade regulations, including
tariffs and antidumping penalties.

Information regarding financial data by geograpgegment is set forth in Part I, Item 8 of thisfAdt0-K and in Notes to Consolidated
Financial Statements at Note 9, “Segment Infornmagind Geographic Data.”

Seasonal Business

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

Warranty
The Company offers a basic limited parts and latemranty on most of its hardware products, inclgdifac computers, iPods and iPhones.
The basic warranty period is typically one yeanfrthe date of purchase by the
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original end-user. The Company also offers a 90kesic warranty for its service parts used to mejhe Company’s hardware products. In
addition, consumers may purchase the AppleCare&roh Plan, which extends service coverage on métlye Company’s hardware
products in most of its major markets.

Backlog

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

shortages. Backlog is often reduced once dealefs@stomers believe they can obtain sufficient Buggecause of the foregoing, backlog

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

Environmental Laws

Compliance with federal, state, local, and fordegus enacted for the protection of the environnierst to date had no material effect on the
Company'’s capital expenditures, earnings, or coitipeiposition. In the future, these laws could damaterial adverse effect on the
Company.

Production and marketing of products in certaitestand countries may subject the Company to emviemtal and other regulations including,
in some instances, the requirement to provide custs the ability to return product at the end stiseful life, and place responsibility for
environmentally safe disposal or recycling with @@mpany. Such laws and regulations have beengéasseveral jurisdictions in which the
Company operates including various countries witfumope and Asia, certain Canadian provinces, andia states within the U.S. Although
the Company does not anticipate any material advefects in the future based on the nature afptrations and the thrust of such laws, there
is no assurance that such existing laws or futanes will not have a material adverse effect onGbenpany’s financial condition or operating
results.

Employees
As of September 27, 2008, the Company had appraglyna2,000 fulltime equivalent employees and an additional 3,28pbrary equivale
employees and contractors.

Available Information

The Company’s Annual Report on Form 10-K, Quart&gports on Form 10-Q, Current Reports on Forlq) 8hd amendments to reports fi
pursuant to Sections 13(a) and 15(d) of the Séesifixchange Act of 1934, as amended, are filed thi#¢ U.S. Securities and Exchange
Commission (the “SEC”). Such reports and otherrimfation filed by the Company with the SEC are alzé on the Company’s website at
http://www.apple.com/investor when such reportsaaailable on the SEC website. The public may araticopy any materials filed by the
Company with the SEC at the SEC’s Public Referémem at 100 F Street, NE, Room 1580, Washington2D&19. The public may obtain
information on the operation of the Public RefeezRoom by calling the SEC at 1-800-SEC-0330. Th€ 8tintains an Internet site that
contains reports, proxy, and information statemant$ other information regarding issuers thatdlkctronically with the SEC at
http://www.sec.gov. The contents of these websitesot incorporated into this filing. Further, Bempanys references to the URLs for the
websites are intended to be inactive textual refee only.
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Executive Officers of the Registrant
The following sets forth certain information regiaiglexecutive officers of the Company as of Novernhe008.

Name Position With the Company Age
Timothy D. Cook Chief Operating Office 47
Daniel Cooperma Senior Vice President, General Counsel and Segr 57
Tony Fadell Senior Vice President, iPod Divisit 39
Scott Forstal Senior Vice President, iPhone Software Engineeaimd) Platform Experienc 39
Steven P. Jok Director and Chief Executive Offict 583
Ronald B. Johnso Senior Vice President, Reti 5C
Robert Mansfielc Senior Vice President, Hardware Engineel 47
Peter Oppenheim Senior Vice President and Chief Financial Offi 45
Philip W. Schiller Senior Vice President, Worldwide Product Market 48
Bertrand Serle Senior Vice President, Software Engineel 47
Sina Tamaddo Senior Vice President, Applicatio 51

Timothy D. Cook, Chief Operating Officer, joined the Company in Maf998. Mr. Cook also served as Executive ViceiBeas, Worldwide
Sales and Operations from 2002 to 2005. In 20@4dsponsibilities were expanded to include the @omy’'s Macintosh hardware
engineering. From 2000 to 2002, Mr. Cook serve8easor Vice President, Worldwide Operations, Seesyice and Support. From 1998 to
2000, Mr. Cook served as Senior Vice President,ltMade Operations. Prior to joining the Company,. ook was Vice President, Corpor
Materials for Compaq Computer Corporation (“Compa&tevious to his work at Compaq, Mr. Cook was@méef Operating Officer of the
Reseller Division at Intelligent Electronics. Mro@k also spent 12 years with IBM, most recentlpasctor of North American Fulfillment.
Mr. Cook also serves as a member of the Board idbirs of Nike, Inc.

Daniel Cooperman ,Senior Vice President, General Counsel and Segrgtaned the Company in November 2007. Prior faija the
Company, he served as Senior Vice President, Ge@etmsel and Secretary of Oracle Corporation siegruary 1997. Prior to that, he had
been associated with the law firm of McCutchen, BpBrown & Enersen (which is now Bingham McCutcher®) since October 1977, and
had served as a partner since June 1983. Fromriegtd 995 until February 1997, Mr. Cooperman wagiiGif the law firm’s Business and
Transactions Group, and from April 1989 throught8eyber 1995 he served as Managing Partner of théia’s San Jose office.

Tony Fadell, Senior Vice President, iPod Division, joined then@any in 2001. From 2004 to April 2006, Mr. Fadedls Vice President of
iPod Engineering. From 2001 to 2004, Mr. Fadell #eesSenior Director of the Company’s iPod Engiireeeam. Prior to joining Apple,

Mr. Fadell was a co-founder, CTO, and directormjiaeering of the Mobile Computing Group at Philiiectronics where he was responsible
for all aspects of business and product developfioerat variety of products. Mr. Fadell later becawi® of Business Development for Philips
U.S. Strategy & Ventures, focusing on building tieenpany’s digital media strategy and investmentfplio.

Scott Forstall , Senior Vice President of iPhone Software Engingesind Platform Experience, joined the Company ior&ary 1997 upon tr
Company’s acquisition of NeXT. Mr. Forstall alscstserved the Company as Vice President of Platiaxperience while leading several
releases of Mac OS X, and as Director of Applicaiwameworks. Prior to joining the Company, Mr. $tall worked at NeXT developing core
technologies.

Steven P. Jobss one of the Company’s co-founders and curremtyes as its Chief Executive Officer. Mr. Jobs atsa director of The Walt
Disney Company.

Ronald B. Johnson,Senior Vice President, Retail, joined the Companyanuary 2000. Prior to joining the Company, Mhrson spent
16 years with Target Stores, most recently as $é&héwchandising Executive.
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Robert Mansfield , Senior Vice President of Hardware Engineering,gdithe Company in November 1999 as Vice Presidddewvelopment
Engineering and assumed his current position in RRGEB. Prior to joining the Company, Mr. Mansfiglds Vice President of Engineering at
Raycer Graphics and a Senior Director at SilicoapgBics, Inc.

Peter Oppenheimer,Senior Vice President and Chief Financial Offigeined the Company in July 1996. Mr. Oppenheimso alerved the
Company as Vice President and Corporate Contratidras Senior Director of Finance for the Ameri€a®r to joining the Company,

Mr. Oppenheimer was Chief Financial Officer of afg¢he four business units for Automatic Data Pssagg, Inc. (“ADP’ ). Prior to joining
ADP, Mr. Oppenheimer spent six years in the InfdiamaTechnology Consulting Practice with Cooperd apbrand.

Philip W. Schiller, Senior Vice President, Worldwide Product Marketirgjpined the Company in 1997. Prior to rejoinihg Company,
Mr. Schiller was Vice President of Product Markgtat Macromedia, Inc. from December 1995 to Mar@b7land Director of Product
Marketing at FirePower Systems, Inc. from 1993 &m&mber 1995. Prior to that, Mr. Schiller spentygiars at the Company in various
marketing positions.

Bertrand Serlet, Senior Vice President, Software Engineering, joittelCompany in February 1997 upon the Commaagguisition of NeX™
and also served the Company as Vice PresidenttfolRh Technology. At NeXT, Mr. Serlet held sevezaineering and managerial positic
including Director of Web Engineering. Prior to NEXMr. Serlet worked as a research engineer atxXBARC from 1985 to 1989.

Sina Tamaddon,Senior Vice President, Applications, joined the @amy in September 1997. Mr. Tamaddon has also devith the
Company as Senior Vice President, Worldwide Seraited Support, and Vice President and General Manbigavton Group. Before joining
the Company, Mr. Tamaddon held the position of \Rcesident, Europe with NeXT from September 1996uph March 1997. From
August 1994 to August 1996, Mr. Tamaddon was Viasigent, Professional Services with NeXT.

Item 1A. Risk Factors

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

Economic conditions could materially adversely eftbe Company

The Company’s operations and performance depemdfisantly on worldwide economic conditions. Unaarty about current global

economic conditions poses a risk as consumers agiddsses may postpone spending in response tertigiedit, negative financial news
and/or declines in income or asset values, whichdcbave a material negative effect on the demanthe Company’s products and services.
Demand could also differ materially from the Comgarexpectations since the Company generally rgisiees on goods and services sold
outside the U.S. to offset the effect of the sttkaging of the U.S. dollar, a trend which has besny pronounced recently. Other factors that
could influence demand include continuing increasdael and other energy costs, conditions inrésidential real estate and mortgage
markets, labor and healthcare costs, access ti,@edsumer confidence, and other macroecononstoifa affecting consumer spending
behavior. These and other economic factors coulé hanaterial adverse effect on demand for the Gaoryip products and services and on the
Company'’s financial condition and operating results

The current financial turmoil affecting the bankisygstem and financial markets and the possibitit financial institutions may consolidate or
go out of business have resulted in a tightenintféncredit markets, a low level of liquidity in mafinancial markets, and extreme volatility in
fixed income, credit, currency and equity marké&tsere could be a number of follow-on effects frdma tredit crisis on the Company’s
business, including insolvency of key suppliersilésg in product delays; inability of customenscluding channel partners, to obtain credit to
finance purchases of the Company’s products amtdistomer, including channel partner, insolvencaest failure of derivative counterparties
and other financial institutions negatively impagtthe Company’s treasury operations. Other incanteexpense could also vary materially
from expectations depending on gains or losseizeghbn the sale or exchange of financial instrusi@mpairment charges
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related to debt securities as well as equity ahdrahvestments; interest rates; cash balances;tzantyes in fair value of derivative
instruments. The current volatility in the finariai@arkets and overall economic uncertainty incredbBe risk that the actual amounts realize
the future on the Company'’s financial instrumernasld differ significantly from the fair values cemntly assigned to them.

Uncertainty about current global economic condgicnuld also continue to increase the volatilityhef Company’s stock price.

The matters relating to the Company’s past stodlonppractices and the restatement of the Comparyrsolidated financial statements may
result in additional litigation.

The findings from the Company’s investigation iiteopast stock option granting practices and tkelting restatement of prior financial
statements in the Company’s Annual Report on FA@rK Tor the fiscal year September 30, 2006 (thed®6orm 10-K") have exposed the
Company to greater risks associated with litigati@gulatory proceedings and government enforcem&igns. As described in Part I, Item 3,
“Legal Proceedings,” several derivative complaantsl a class action complaint have been filed ite stad federal courts against the Company
and certain current and former directors and exeeuaifficers pertaining to allegations relatingp@st stock option grants. The Company has
provided the results of its investigation to the8éies and Exchange Commission (the “SEC”) amdWhited States Attorney’s Office for the
Northern District of California, and the Companyshiasponded to their requests for documents antiadd information. The Compar

intends to continue to provide its full cooperation

On April 24, 2007, the SEC filed an enforcementaacagainst two former officers of the Companyalmouncing the lawsuit, the SEC stated
that it would not bring an enforcement action agathe Company based in part on the Company’s tsestensive, and extraordinary
cooperation in the Commission’s investigation.” Amting to the SEC's statement, the Company'’s “ceoatpen consisted of, among other
things, prompt self-reporting, an independent maémvestigation, the sharing of the results aft hvestigation with the government, and the
implementation of new controls designed to prevkatrecurrence of fraudulent conducttie enforcement actions against each of these fc
officers have now been settled.

No assurance can be given regarding the outcoreslitigation relating to the Compa'’s past stock option practices. These and related
matters have required, and will continue to requite Company to incur substantial expenses fall@egcounting, tax, and other professional
services, and may divert management’s attentiom ttee Company’s business. If the Company is sulbgeativerse findings, it could be
required to pay damages and penalties and migatgdditional remedies that could harm its financtaidition and operating results.

Global markets for personal computers, digital neugvices, mobile communication devices, and reélpézipherals and services are highly
competitive and subject to rapid technological apanf the Company is unable to compete effectinelyese markets, its financial condition
and operating results could be materially adversdfected.

The Company competes in global markets that at@yhipmpetitive and characterized by aggressiveepeutting, with its resulting downward
pressure on gross margins, frequent introductiameef products, short product life cycles, evolvindustry standards, continual improvement
in product price/performance characteristics, raaidption of technological and product advancemieytsompetitors, and price sensitivity on
the part of consumers.

The Company'’s ability to compete successfully deigdmeavily on its ability to ensure a continuingl &imely introduction of new innovative
products and technologies to the marketplace. Tdrafgany believes it is unique in that it designs dedelops nearly the entire solution for its
personal computers, consumer electronics, and mobihmunication devices, including the hardwarerafing system, several software
applications, and related services. As a reswdtbmpany must make significant investments inare$eand development and as such, the
Company currently holds a significant number oep#d and copyrights and has registered and/orgpied to register numerous patents,
trademarks and service marks. By contrast, matlygeo€ompany’s competitors seek to compete primérilgugh aggressive pricing and very
low cost structures. If the Company is unable tatiome to develop and sell innovative new produgtk attractive margins or if other
companies
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infringe on the Company’s intellectual propertye iompany’s ability to maintain a competitive adege could be negatively affected and
have a materially adverse affect on its financ@aldition and operating results.

In the market for personal computers and peripbethé Company faces a significant number of coitgsef many of which have broader
product lines, lower priced products, and largstdtled customer bases. Consolidation in this nidrée resulted in larger and potentially
stronger competitors. Price competition has beeticpéarly intense as competitors selling Windovaséd personal computers have
aggressively cut prices and lowered product mardihe Company also faces increased competitioeynnkarket segments, including
consumer, SMB, education, enterprise, governmeidt ceeative markets. An increasing number of Ireedevices that include software
applications and are smaller and simpler thanticadil personal computers compete for market siitrethe Company’s existing products.

The Company is currently the only authorized makdrardware using the Mac OS. The Mac OS has anitynoarket share in the personal
computer market, which is dominated by makers afimaters using competing operating systems, moabhowWindows. The Company’s
financial condition and operating results depertastantially on the Company’s ability to continualtyprove the Mac platform to maintain
design and functional advantages. Use of unautkdigppies of the Mac OS on other companies’ harelywesducts may result in decreased
demand for the Company’s hardware products, anttlcoaterially adversely affect the Company’s finahcondition and operating results.

The Company is currently focused on certain motilemunication devices, such as iPhone; consumetretéc devices, including the iPod
family of digital music players, and digital contetistribution. The Company faces substantial cditipe from companies that have
significant technical, marketing, distribution, apither resources, as well as established hardwsafteyare, and digital content supplier
relationships. The Company has only recently edtére mobile communications market, and many ofdtspetitors in the mobile
communications market have significantly greatgregience, product breadth, and distribution chantreln the Company. The Company also
competes with illegitimate ways to obtain digitahtent. Because some current and potential coropetiive substantial resources and
experience and a lower cost structure, they magbbeto provide such products and services at littIno profit or even at a loss. The Comy
also expects competition to intensify as competitgtempt to imitate the Company’s approach toidiog these components seamlessly
within their individual offerings or work collabaigely to offer integrated solutions.

There can be no assurance the Company will betalgientinue to provide products and services thatpete effectively.

To remain competitive and stimulate customer demtnedCompany must successfully manage frequedtiptantroductions and transitions.
Due to the highly volatile and competitive natufete personal computer, consumer electronics aslgileicommunication industries, the
Company must continually introduce new products taetinologies, enhance existing products, and taffdg stimulate customer demand for
new and upgraded products. The success of new grodroductions depends on a number of factoduding timely and successful product
development, market acceptance, the Company’syatnlimanage the risks associated with new produadsproduction ramp issues, the
availability of application software for new prodsicthe effective management of purchase commitsremd inventory levels in line with
anticipated product demand, the availability ofdarcts in appropriate quantities and costs to metitipated demand, and the risk that new
products may have quality or other defects in #myestages of introduction. Accordingly, the Comp&annot determine in advance the
ultimate effect of new product introductions arghsitions on its financial condition and operatiagults.

The Company faces substantial inventory and othsetarisk.

The Company records a write-down for product andpanent inventories that have become obsoleteageskanticipated demand or net
realizable value and accrues necessary cancellaoreserves for orders of excess products angr@oemts. The Company also reviews its
long-lived assets for impairment whenever evenishanged circumstances indicate the carrying amafuar asset may not be recoverable. If
the Company determines that impairment has occuitregtords a write-down equal to the amount byciwhhe carrying
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value of the assets exceeds its fair market vaéllieough the Company believes its inventory, assed, related provisions are currently
adequate, no assurance can be given that, giveagiteand unpredictable pace of product obsolescenthe global personal computer,
consumer electronics, and mobile communicationstrikes, the Company will not incur additional inte@ny or asset related charges. Such
charges have had, and could have, a material adeéfect on the Company’s financial condition apermting results.

The Company must order components for its prodaretsbuild inventory in advance of product annoureetsand shipments. Consistent with
industry practice, components are normally acquinedugh a combination of purchase orders, suppbatracts, and open orders based on
projected demand. Such purchase commitments typicaVer forecasted component and manufacturingirements for 30 to 150 days.
Because the Company’s markets are volatile, cotiygind subject to rapid technology and price geanthere is a risk the Company will
forecast incorrectly and order or produce excesssuifficient inventories of components or produdise Company’s financial condition and
operating results have been in the past and cauld the future materially adversely affected by @ompany’s ability to manage its inventory
levels and respond to short-term shifts in custodeenand patterns.

Future operating results depend upon the Com’s ability to obtain key components including, hot limited to microprocessors, NAND
flash memory, DRAM and LCDs at favorable prices anslifficient quantities

Because the Company currently obtains certain keyponents including, but not limited to micropras@s, enclosures, certain LCDs, certain
optical drives, and ASICs, from single or limitezlisces, the Company is subject to significant spppld pricing risks. Many of these and o
key components that are available from multiplersesi including, but not limited to NAND flash memipDRAM and certain LCDs, are
subject at times to industryide shortages and significant commaodity pricingcfuations. The Company has entered into certaieagents fc
the supply of key components including, but noftiéd to microprocessors, NAND flash memory, DRAMIArCDs at favorable pricing, but
there is no guarantee that the Company will be théxtend or renew these agreements on similardde terms, or at all, upon expiration or
otherwise obtain favorable pricing in the futurdefefore, the Company remains subject to signifidaks of supply shortages and/or price
increases that can have a material adverse effiéts inancial condition and operating resultseT@ompany expects to experience decreases
in its gross margin percentage in future periodssanpared to levels achieved during 2008 and 200 Jargely to the anticipated impact of
product transitions, flat or reduced pricing on revd innovative products that have higher costaires, both expected and potential future
cost increases for key components, and highertlogisosts. For additional information refer tafg Item 7, “Managemeng Discussion an
Analysis of Financial Condition and Results of Ggiems,” under the subheading “Gross Margin,” whgmcorporated herein by reference.

The Company and other participants in the perscomlputer, consumer electronics and mobile commtinitéandustries compete for various
components with other industries that have expeéédrnncreased demand for their products. The Coynps@s some custom components that
are not common to the rest of the personal compocteisumer electronics or mobile communication gtdes. The Company’s new products
often utilize custom components available from amte source until the Company has evaluated whétkee is a need for, and subsequently
qualifies, additional suppliers. When a componergroduct uses new technologies, initial capaadiystraints may exist until the suppliers’
yields have matured. Continued availability of tnesmponents at acceptable prices, or at all, reaffiected if those suppliers decidec
concentrate on the production of common comporiastsad of components customized to meet the Coyppeaquirements. If the supply of
a key single-sourced component for a new or exjgtimduct were delayed or constrained, if such comepts were available only at
significantly higher prices, or if a key manufadtgrvendor delayed shipments of completed prodiactse Company, the Compasyfinancial
condition and operating results could be materiatlyersely affected.

The Company depends on component and product nednrifey and logistical services provided by thirdrfles, many of whom are located
outside of the U.S.

Most of the Company’s components and products amufactured in whole or in part by a few third-gartanufacturers. Many of these
manufacturers are located outside of the U.S. aaadjeographically concentrated
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in single locations. The Company has also outsaunzech of its transportation and logistics managem#&'hile these arrangements may lo
operating costs, they also reduce the Companyesdaontrol over production and distribution. Iuiscertain what effect such diminished
control will have on the quality or quantity of ghacts or services, or the Company’s flexibilityré&spond to changing conditions. In addition,
the Company relies on third-party manufactureradbere to the Company’s supplier code of condutihofigh arrangements with such
manufacturers may contain provisions for warrajyemse reimbursement, the Company may remain regperno the consumer for warranty
service in the event of product defects. Any urapdited product defect or warranty liability, whetlpursuant to arrangements with contract
manufacturers or otherwise, could have a matediatise effect on the Company’s reputation, findremadition and operating results.

Final assembly of the Company’s products is culygrerformed in the Company’'manufacturing facility in Ireland, and by extdrandors ir
California, Korea, China and the Czech Republiaréntly, the supply and manufacture of many critczanponents is performed by sole-
sourced third-party vendors in the U.S., Chinaadaiorea, Malaysia, Philippines, Taiwan, Thailamdl Singapore. Sole-sourced third-party
vendors in China perform final assembly of subssdigtall of the Company’s portable products, irditlg MacBook Pro, MacBook, MacBook
Air, iPods, iPhones and most of the Company’s iM#amanufacturing or logistics in these locatiasslisrupted for any reason, including
natural disasters, information technology systeitarias, military actions or economic, businessplalenvironmental, public health, or political
issues, the Company'’s financial condition and ojpegaesults could be materially adversely affected

The Company relies on third-party digital contemhich may not be available to the Company on coroialgr reasonable terms or at all.

The Company contracts with certain third partiesffer their digital content through the Companyanes Store. The Company pays
substantial fees to obtain the rights to audiodddo content. The Company’s licensing arrangemeittsthese third parties are shoetm ant
do not guarantee the continuation or renewal afd¢tegrangements on reasonable terms, if at alleSbimd-party content providers currently or
in the future may offer competing products and isey; and could take action to make it more diffion impossible for the Company to licel
their content in the future. Other content ownprsyiders or distributors may seek to limit the Qamy’s access to, or increase the total cost
of, such content. If the Company is unable to cargito offer a wide variety of content at reasoeatiices with acceptable usage rules, or
continue to expand its geographic reach, the Cogipdimancial condition and operating results mayrbaterially adversely affected.

Many third-party content providers require that @@mpany provide certain digital rights managenffdbRM”) and other security solutions.
these requirements change, the Company may halev&op or license new technology to provide trsedetions. There is no assurance the
Company will be able to develop or license suchtimhs at a reasonable cost and in a timely mahm@ddition, certain countries have passed
or may propose legislation that would force the @any to license its DRM, which could lessen thegution of content and subject it to
piracy and also could affect arrangements withGbmpany’s content providers.

The Company relies on access to third-party patantsintellectual property, and the Company'’s fetuesults could be materially adversely
affected if it is alleged or found to have infrinigatellectual property rights.

Many of the Company’s products are designed taigesthird-party intellectual property, and in tihkufe the Company may need to seek or
renew licenses relating to various aspects ofritgyicts and business methods. Although the Combpaligves that, based on past experience
and industry practice, such licenses generallyctcbelobtained on reasonable terms, there is noaas=that the necessary licenses would be
available on acceptable terms or at all.

Because of technological changes in the globalop@tscomputer, consumer electronics and mobile conication industries, current extens
patent coverage, and the rapid issuance of newmtsaieis possible that certain components ofGbenpany’s products and business methods
may unknowingly infringe the patents or other ilgetual property rights of third parties. From titeetime, the Company has been notified

it may be infringing such rights. Regardless of imeesponding to such claims can consume signifiane and
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expense. At present, the Company is vigorouslyrakfey more than 21 patent infringement cases, M@ha¢h were filed during fiscal 2008,
and several pending claims are in various stagesaitiation. In certain cases, the Company mayidenthe desirability of entering into
licensing agreements, although no assurance cgivée that such licenses can be obtained on addeptrms or that litigation will not occur.
If the Company is found to be infringing such right may be required to pay substantial damadéisete is a temporary or permanent
injunction prohibiting the Company from marketingselling certain products or a successful clairmnbfngement against the Company
requires it to pay royalties to a third party, @empany’s financial condition and operating resatiald be materially adversely affected,
regardless of whether it can develop non-infringghnology. While in management’s opinion the Campdoes not have a potential liability
for damages or royalties from any known currenélggoceedings or claims related to the infringetoépatent or other intellectual property
rights that would individually or in the aggregéi@ve a material adverse effect on its financiabdition and operating results, the results of
such legal proceedings cannot be predicted wittaicey. Should the Company fail to prevail in arfytlte matters related to infringement of
patent or other intellectual property rights oferhor should several of these matters be reselgaihst the Company in the same reporting
period, the Company’s financial condition and ogiataresults could be materially adversely affected

With the June 2007 introduction of iPhone, the Camphas begun to compete with mobile communicat@rice companies that hold
significant patent portfolios. Regardless of thepecor validity of such patents or the merits of potential patent claims by competitors, the
Company may have to engage in protracted litigagoer into expensive agreements or settlement®amodify its products. Any of these
events could have a material adverse impact o&tmepany’s financial condition and operating results

The Company’s future performance depends on sujont third-party software developers. If third-pasoftware applications and services
cease to be developed and maintained for the Coyppanoducts, customers may choose not to buy tmep@ny’s products.

The Company believes decisions by customers tchpsecits hardware products, including its Macsd&Pand iPhones, are often based to a
certain extent on the availability of third-partgftsvare applications and services. There is norasse that third-party developers will continue
to develop and maintain applications and servioeshle Company’s products on a timely basis oflaaad discontinuance or delay of these
applications and services could have a materiadagveffect on the Company’s financial conditiod aperating results.

With respect to its Mac products, the Company bebehe availability of third-party software appliions and services depends in part on the
developers’ perception and analysis of the relaiimeefits of developing, maintaining, and upgradingh software for the Compasyproduct:
compared to Windows-based products. This analyaislme based on factors such as the perceived #irehthe Company and its products,
the anticipated revenue that may be generatedinc@tt acceptance by customers of Mac OS X, anddkes of developing such applications
and services. If the Company’s minority share efdglobal personal computer market causes develtpengestion the Company’s prospects,
developers could be less inclined to develop oragg software for the Company’s products and muknied to devote their resources to
developing and upgrading software for the largendgivs market. The Company’s development of its eaftware applications and services
may also negatively affect the decisions of thiedtp developers, such as Microsoft, Adobe, and Gndg develop, maintain, and upgrade
similar or competitive software and services fa @ompanys products. Mac OS X Leopard, which became availabOctober 2007, includ
a new feature that enables Intelsed Mac systems to run Microsoft Windows XP ariddvs Vista operating systems. This feature magrn
developers from creating software applicationsMac OS X if such applications are already availdbtehe Windows platform.

With respect to iPhone and iPod touch, the Compaligs on the continued availability and developtrafrcompelling and innovative softwe
applications. As with applications for the Companllac products, the availability and developmerthete applications also depend on
developers’ perceptions and analysis of the raddtienefits of developing software for the Compapytducts rather than its competitors’,
including devices that use competing platformsletfelopers focus their efforts on these competlatiggms, the availability and quality of
applications for the Company’s devices may suffer.
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The Company'’s products and services experiencatgyabblems from time to time that can result acoeased sales and operating margin.
The Company sells highly complex hardware and softvproducts and services that can contain defedissign and manufacture.
Sophisticated operating system software and agjgits such as those sold by the Company, oftetagotbugs” that can unexpectedly
interfere with the software’s intended operatioeféxts may also occur in components and produet€tmpany purchases from third parties.
There can be no assurance the Company will betaldetect and fix all defects in the hardware,gaft and services it sells. Failure to do so
could result in lost revenue, harm to reputatiom significant warranty and other expenses, anttldvave a material adverse impact on the
Company'’s financial condition and operating results

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

The Company'’s profit margins vary among its prodwutd its distribution channels. The Company’svearfé, accessories, and service and
support contracts generally have higher gross martian certain of the Company’s other productss&margins on the Company’s hardware
products vary across product lines and can chawgetione as a result of product transitions, pgcamd configuration changes, and
component, warranty, and other cost fluctuatiofe Tompany'’s direct sales generally have higherciest®d gross margins than its indirect
sales through its channel partners. In additiom Gbmpany’s gross margin and operating margin péages, as well as overall profitability,
may be materially adversely impacted as a resudtgifift in product, geographic or channel mix, rpaducts, component cost increases, or
price competition. The Company has typically exgreced greater net sales in the first and fourttafiguarters compared to the second and
third fiscal quarters due to seasonal demand cetatéhe holiday season and the beginning of theagyear, respectively. Furthermore, the
Company sells more products from time-to-time dyitime third month of a quarter than it does dugitber of the first two months.
Developments late in a quarter, such as lower-tirditipated demand for the Company’s productsngeriial systems failure, or failure of one
of the Company’s key logistics, components supptynanufacturing partners, could have a materia¢est impact on the Company’s
financial condition and operating results.

In certain countries, including the U.S., the Compaelies on a single cellular network carrier toopide service for iPhone

In the U.S., U.K., France, Germany, Spain, Irelard] certain other countries, the Company has actell with a single carrier to provide
cellular network services for iPhone on an exclediasis. If these exclusive carriers cannot sufidgssompete with other carriers in their
markets for any reason, including but not limitedte quality and coverage of wireless voice artd darvices, performance and timely build-
out of advanced wireless networks, and pricing@her terms of conditions of end-user contractsf threse exclusive carriers fail to promote
iPhone aggressively or favor other handsets in firemotion and sales activities or service plaates may be materially adversely affected.

The Company is subject to risks associated witls laggulations and industry-imposed standards egldb mobile communications devices.
Laws and regulations related to mobile communicatidevices in the many jurisdictions in which tr@r@any operates are extensive and
subject to change. Such changes, which could iedhud are not limited to restrictions on productioranufacture, distribution, and use of the
device, locking the device to a carrier's netwankmandating the use of the device on more tharcamger’s network, could have a material
adverse effect on the Company’s financial condiiod operating results.

Mobile communication devices, such as iPhone, @lbgest to certification and regulation by governita¢iand standardization bodies, as well
as by cellular network carriers for use on thetwwoeks. These certification processes are exteraigetime consuming, and could result in
additional testing requirements, product modifisasi or delays in product shipment dates, whichdcbave a material adverse effect on the
Company'’s financial condition and operating results
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The Company may be subject to information techryodygtem failures, network disruptions and breachekata security.

Information technology system failures, networkrd@ions and breaches of data security could digshggCompany’s operations by causing
delays or cancellation of customer, including ctepartner, orders, negatively affecting the Conyfmaonline offerings and services,
impeding the manufacture or shipment of produatsggssing transactions and reporting financiallteskesulting in the unintentional
disclosure of customer or Company information, amdge to the Company’s reputation. While managemestaken steps to address these
concerns by implementing sophisticated network i$gcand internal control measures, there can bassarance that a system failure or data
security breach will not have a material adversectbn the Company’s financial condition and ofietaresults.

The Company’s stock price continues to be volatile.

The Company'’s stock has at times experienced sutistprice volatility as a result of variationstiseen its actual and anticipated financial
results, announcements by the Company and its ditongeor uncertainty about current global ecorooanditions. The stock market as a
whole also has experienced extreme price and vofluotiations that have affected the market priceany technology companies in ways
that may have been unrelated to these companiesatipg performance. Furthermore, the Company weti@s stock price reflects high future
growth and profitability expectations. If the Compdails to meet these expectations its stock prieg significantly decline.

Political events, war, terrorism, public healthiss, natural disasters and other circumstancesccowterially adversely affect the Compa
War, terrorism, geopolitical uncertainties, puliiEalth issues, and other business interruptions baused and could cause damage or
disruption to international commerce and the gl@wainomy, and thus could have a strong negatieetefih the Company, its suppliers,
logistics providers, manufacturing vendors andaustrs, including channel partners. The Company&nass operations are subject to
interruption by natural disasters, fire, power $ages, terrorist attacks, and other hostile agbgrldisputes, public health issues, and other
events beyond its control. Such events could deerdamand for the Company’s products, make itadififior impossible for the Company to
make and deliver products to its customers, indgdihannel partners, or to receive components ftesuppliers, and create delays and
inefficiencies in the Company’s supply chain. Sldomlajor public health issues, including pandenacise, the Company could be negatively
affected by more stringent employee travel restnia, additional limitations in freight servicegvgrnmental actions limiting the movement of
products between regions, delays in production eaimew products, and disruptions in the operatmfrthe Company’s manufacturing
vendors and component suppliers. The majority @Gbmpany’s research and development activitiegoitporate headquarters, information
technology systems, and other critical businessatipas, including certain component suppliers arahufacturing vendors, are located near
major seismic faults. Because the Company doesarof earthquake insurance for direct quake-rellteses and significant recovery time
could be required to resume operations, the Conipdimancial condition and operating results cobé&materially adversely affected in the
event of a major earthquake.

The Company’s success depends largely on itsyahiliattract and retain key personnel.

Much of the Company'’s future success depends ondhenued service and availability of skilled pmreel, including its CEO, its executive
team and key employees in technical, marketingsaaifl positions. Experienced personnel in the tetdgy industry are in high demand and
competition for their talents is intense, espegialithe Silicon Valley, where most of the Companléy employees are located. The Company
has relied on equity awards as one means for tegyand retaining this highly skilled talent. Aegding regulations requiring the expensini
stock options have resulted in increased stockebasmpensation expense, which has caused the Cgrnpasduce the number of stoblasec
awards issued to employees and could negativelgdtthe Company’s ability to attract and retain geysonnel. Additionally, significant
adverse volatility in the Company’s stock price ldowesult in a stock option’s exercise price exéegdhe underlying stock’s market value or a
significant deterioration in the value of restrit&ock units (“RSUs”) granted, thus lessening the
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effectiveness of retaining employees through stoased awards. There can be no assurance that thygaByg will continue to successfully
attract and retain key personnel.

Unfavorable results of legal proceedings could miatly adversely affect the Company.

The Company is subject to various legal proceedamgisclaims that have arisen out of the ordinandoet of its business and are not yet
resolved and additional claims may arise in tharkitResults of legal proceedings cannot be predlisith certainty. Regardless of its merit,
litigation may be both time-consuming and disruptio the Company’s operations and cause signifiegoénse and diversion of management
attention. In recognition of these consideratidhe,Company may enter into material settlementsulsithe Company fail to prevail in certain
matters, or should several of these matters bévexbagainst the Company in the same reportingpgethe Company may be faced with
significant monetary damages or injunctive relighiast it that would materially adversely affeqation of its business and might materially
affect the Company’s financial condition and op@atesults.

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

The Company derives a large and growing portioitsafevenue and earnings from its internationakapens. As a result, its financial
condition and operating results could be signifiaaffected by risks associated with internatioaetivities, including economic and labor
conditions, political instability, tax laws (inclirdy U.S. taxes on foreign subsidiaries), and chamgé¢he value of the U.S. dollar versus local
currencies. Margins on sales of the Company’s prtedin foreign countries, and on sales of prodtiasinclude components obtained from
foreign suppliers, could be materially adversefgeted by foreign currency exchange rate fluctuestiand by international trade regulations,
including tariffs and antidumping penalties.

The Company’s primary exposure to movements inigoreurrency exchange rates relate to non-U.Saddiknominated sales in Europe,
Japan, Australia, Canada, and certain parts of, Asiavell as non-U.S. dollar denominated operaimenses incurred throughout the world.
Weakening of foreign currencies relative to the.Ui&lar will adversely affect the U.S. dollar valof the Company’s foreign currency-
denominated sales and earnings, and generallyeail the Company to raise international pricingeptially reducing demand for the
Company’s products. In some circumstances, duentpetition or other reasons, the Company may detitl¢o raise local prices to the full
extent of the dollar’s strengthening, or at alljethwould adversely affect the U.S. dollar valughte Companys foreign currency denominat
sales and earnings. Conversely, a strengthenifgreifyn currencies, while generally beneficialthle Company’s foreign currenaenominate
sales and earnings, could cause the Company teeediernational pricing, thereby limiting the béhe\s strengthening of foreign currencies
may also increase the Company’s cost of producipoorants denominated in those currencies.

The Company has used derivative instruments, ssiébraign exchange forward and option position$igdge certain exposures to fluctuati
in foreign currency exchange rates. The use of bedging activities may not offset any or more thgyortion of the adverse financial effects
of unfavorable movements in foreign exchange rates the limited time the hedges are in place.

The Company’s retail business has required andamifitinue to require a substantial investment amchmitment of resources and is subject to
numerous risks and uncertainties.

Through September 27, 2008, the Company had opgfiedetail stores. The Compasy'etail stores have required substantial fixeéstmen

in equipment and leasehold improvements, informiadigstems, inventory, and personnel. The Compasoy/teds entered into substantial
operating lease commitments for retail space veitms ranging from 5 to 20 years, the majority ofclibare for 10 years. Certain stores have
been designed and built to serve as high-profiteies to promote brand awareness and serve asagfoclcorporate sales and marketing
activities. Because of their unique design elemdatsitions and size, these stores require suligtgmhore investment than the Company’s
more typical retail stores. Due to the high fixedtcstructure associated with the Retail segmeshecine in sales or the closure or poor
performance of individual or multiple stores cotdgult in significant lease termination costs, e#iffs of equipment and leasehold
improvements, and severance costs that could hanaterial adverse effect on the Company’s finanaigidition and operating results.
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Many factors unique to retail operations, some biclv are beyond the Company’s control, pose risksumcertainties that could have a
material adverse effect on the Retail segmentisréutesults, cause its actual results to diffemfemticipated results and have a material
adverse effect on the Company’s financial conditiod operating results. These risks and uncersiimiclude, among other things, macro-
economic factors that could have a negative etieaeneral retail activity, as well as the Comparigability to manage costs associated with
store construction and operation, inability to geilld-party products at adequate margins, faitarmanage relationships with existing retail
channel partners, more challenging environmentanaging retail operations outside the U.S., costedated with unanticipated fluctuations
in the value of retail inventory, and inability ¢btain and renew leases in quality retail locatiaha reasonable cost.

Investment in new business strategies and inigatoould disrupt the Compé’s ongoing business and present risks not originall
contemplated.

The Company has invested, and in the future magsinvn new business strategies or acquisitionsh 8andeavors may involve significant ri
and uncertainties, including distraction of managetiirom current operations, insufficient revenaieffset liabilities assumed and expenses
associated with the strategy, inadequate retuoapital, and unidentified issues not discoverethnCompany’s due diligence. Because these
new ventures are inherently risky, no assurancéeagiven that such strategies and initiatives élisuccessful and will not have a material
adverse effect on the Company’s financial condiiod operating results.

The Company’s future operating performance depemndbhe performance of distributors, carriers, arttier resellers.

The Company distributes its products through wradégs, resellers, national and regional retaileaikje-added resellers, and cataloguers, i
of whom distribute products from competing manufaets. The Company also sells many of its prodaistsresells third-party products in
most of its major markets directly to end-userstaie education customers, and certain resellesuth its online and retail stores. iPhone is
distributed through the Company, its cellular netaarriers’ distribution channels, and certaindkparty resellers.

Many resellers operate on narrow product marginksteve been negatively affected in the past by veeakomic conditions. Some resellers
have perceived the expansion of the Company’s tdéaes as conflicting with their business intesest distributors and resellers of the
Company’s products. Such a perception could diggriresellers from investing resources in theitigion and sale of the Company’s
products or lead them to limit or cease distributid those products. The Company’s financial coadiand operating results could be
materially adversely affected if the financial cdimh of these resellers weakens, if resellersgapdistributing the Company’s products, or if
uncertainty regarding demand for the Company’s petsicaused resellers to reduce their orderingneantteting of the Company’s products.
The Company has invested and will continue to ihireprograms to enhance reseller sales, inclugiaffing selected resellers’ stores with
Company employees and contractors and improvindymoplacement displays. These programs could regusubstantial investment while
providing no assurance of return or incrementaénere.

The Company is exposed to credit risk and flucturgtin the market values of its investment podfoli

Although the Company has not recognized any matesaes on its cash, cash equivalents and shontiterestments, future declines in their
market values could have a material adverse effethe Company’s financial condition and operatiesgults. Given the global nature of its
business, the Company has investments both doralg@md internationally. Additionally, the Compaswverall investment portfolio is often
concentrated in the financial sector, which hasbegatively impacted by the recent market liqyidibnditions. Credit ratings and pricing of
these investments can be negatively impacted bydiiy, credit deterioration or losses, financiasults, or other factors. As a result, the value
or liquidity of the Company’s cash, cash equivadeartd short-term investments could decline andtresa material impairment, which could
have a material adverse effect on the Companyanfiial condition and operating results.
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The Company is exposed to credit risk on its actsorgteivable and prepayments related to long-teupply agreements. This risk is
heightened during periods when economic conditwoisen.

A substantial majority of the Company’s outstandiragle receivables are not covered by collateratedit insurance. The Company also has
unsecured non-trade receivables resulting fronséhe by the Company of components to vendors whafaature sulassemblies or assem
final products for the Company. In addition, then@ny has made prepayments associated with longsiepply agreements to secure supply
of NAND flash memory. While the Company has progeduto monitor and limit exposure to credit riskintrade and non-trade receivables
as well as long-term prepayments, there can bessurance such procedures will effectively limitdtedit risk and avoid losses, which could
have a material adverse effect on the Companyanfiial condition and operating results.

The Company is subject to risks associated witls lamd regulations related to health, safety andrenmental protection.

The Company’s products and services, and the ptimuand distribution of those goods and serviees,subject to a variety of laws and
regulations. These may require the Company to afistomers the ability to return a product at the ef its useful life and place responsibility
for environmentally safe disposal or recycling witle Company. Such laws and regulations have bassep in several jurisdictions in which
the Company operates, including various countriéisivEurope and Asia, certain Canadian provineeseertain states within the U.S.
Although the Company does not anticipate any neltadverse effects based on the nature of its tpesaand the thrust of such laws, there is
no assurance such existing laws or future lawsnillhave a material adverse effect on the Comgdinancial condition and operating
results.

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

The Company’s future effective tax rates could fhected by changes in the mix of earnings in cdestwith differing statutory tax rates,
changes in the valuation of deferred tax assetdiabitities, or changes in tax laws or their iggegtation. The Company is subject to the
continuous examination of its income tax returngh®yInternal Revenue Service and other tax autesriThe Company regularly assesses the
likelihood of adverse outcomes resulting from thesaminations to determine the adequacy of itsipiav for taxes. There can be no
assurance that the outcomes from these examinatidinsot have a material adverse effect on the @any’s financial condition and operating
results.

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

For certain risks, the Company does not maintaarance coverage because of cost and/or avaijaliitcause the Company retains some
portion of its insurable risks, and in some casdfsissures completely, unforeseen or catastrophiebssexcess of insured limits could ha
material adverse effect on the Company’s finanmaldition and operating results.

Iltem 1B. Unresolved Staff Comments
None.

Item 2. Properties

The Company’s headquarters are located in Cupeatifornia. The Company has a manufacturing ifgdih Cork, Ireland. As of

September 27, 2008, the Company leased approxyramillion square feet of space, primarily i td.S., and to a lesser extent, in Europe,
Japan, Canada, and the Asia Pacific region. Thenfegility leases are generally for terms of 2€years and generally provide renewal
options for terms of 1 to 5 additional years. Lebspace includes approximately 1.8 million squaet bf retail space, a majority of which is in
the U.S. Lease terms for retail space range fram2® years, the majority of which are for 10 yearsd often contain multi-year renewal
options.

As of September 27, 2008, the Company owned a 88&qQuare-foot manufacturing facility in Cork, bet that also housed a customer
support call center. The Company also owned 805s00@re feet of facilities in
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Sacramento, California that include warehousingdisttibution operations, as well as a customepstipcall center. In addition, the Company
owned approximately 2.3 million square feet of liies for research and development and corporatetfons in Cupertino, California,
including approximately 1.0 million square feet ghased in 2007 and 2006 for the future developroktite Company’s second corporate
campus in Cupertino, California, and approximafy,000 square feet for a data center in Newarkfo@aia. Outside the U.S., the Company
owned additional facilities totaling approximatél9,000 square feet as of September 27, 2008. dhgp@ny believes its existing facilities
and equipment are well maintained and in good diperaondition.

The Company has invested in internal capacity &madegic relationships with outside manufacturiegdors, and therefore believes it has
adequate manufacturing capacity for the foresedahlee. The Company continues to make investmientapital equipment aseeded to me
anticipated demand for its products.

Item 3. Legal Proceedings

As of September 27, 2008, the end of the annu@&gepvered by this report, the Company is sultjgthe various legal proceedings and
claims discussed below, as well as certain otlgal lproceedings and claims that have not been fefiglved and that have arisen in the
ordinary course of business. In the opinion of ngamaent, the Company does not have a potentialitiatelated to any current legal
proceedings and claims that would individually mthe aggregate have a material adverse effeds dimancial condition or operating results.
However, the results of legal proceedings canngirbdicted with certainty. Should the Company tiaiprevail in any of these legal matters or
should several of these legal matters be resolgathst the Company in the same reporting pericgpfierating results of a particular report
period could be materially adversely affected. Tmenpany settled certain matters during the foudérgr of 2008 that did not individually or
in the aggregate have a material impact on the @owip results of operations.

Bader v. Anderson, et ¢

Plaintiff filed this purported shareholder derivatiaction against the Company and each of its ¢hemrent executive officers and members ¢
Board of Directors on May 19, 2005 in Santa Claca@@y Superior Court asserting claims for breacficafciary duty, material misstatements
and omissions and violations of California Busin@d3rofessions Code §17200 (unfair competition)e Thmplaint alleged that the Compasy’
March 14, 2005, proxy statement was false and adhg for failure to disclose certain informatiaating to the Apple Computer, Inc.
Performance Bonus Plan, which was approved by Bblters at the annual meeting held on April 21,20aintiff, who ostensibly brought
suit on the Company’s behalf, made no demand oBdtaed of Directors and alleged that such demarglexaused. The complaint sought
injunctive and other relief for purported injuryttte Company. On July 27, 2005, plaintiff fled@mended complaint alleging that, in addition
to the purported derivative claims, adoption ofbloaus plan and distribution of the proxy statenussicribing that plan also inflicted injury on
her directly as an individual shareholder. On Jana8, 2006, the Court sustained defendants’ dezntiorthe amended complaint, with leave
to amend. Plaintiff filed a second amended complainFebruary 7, 2006, and the Company filed a @desnuAfter a hearing on June 13, 2006,
the Court sustained the demurrer without leaverterad as to the non-director officers and with lefmvamend as to the directors. On July 24,
2006, plaintiff filed a third amended complaint, iath purported to bring claims derivatively as wasldirectly on behalf of a class of common
stockholders who have been or will be harmed biyeiof the allegedly misleading proxy statemenaddition to reasserting prior causes of
action, the third amended complaint included antliat the Company violated the terms of the pdaud, a claim for waste related to restricted
stock unit grants to certain officers in 2003 af@4£2 and an option grant to the Company’s CEO indgn2000. The Company filed a
demurrer to the third amended complaint. On JanB@r®007, the Court sustained the Company’s demuwith leave to amend. On May 8,
2007, plaintiff filed a fourth amended complainhéTCompany filed a demurrer to the fourth amendedptaint, which the Court sustained,
without leave to amend, on October 12, 2007. Okt 25, 2007, the Court entered a final judgmef@vor of defendant and ordered the
case dismissed with prejudice. On November 26, 2p@intiff filed a notice of appeal. Plaintiffspaeal is pending.
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Birdsong v. Apple Computer, Ir

This action alleges that the Company’s iPod muksigers, and the ear bud headphones sold with tamrinherently defective in design and
are sold without adequate warnings concerningigieof noise-induced hearing loss by iPod userg. Bindsong action was initially filed on
January 30, 2006 in the United States District Ctmurthe Western District of Louisiana assertinguisiana causes of action on behalf of a
purported Louisiana class of iPod purchasers. Alairaction(Patterson v. Apple Computer, Ingvas filed on January 31, 2006 in the United
States District Court for the Northern District@élifornia asserting California causes of actiorbehalf of a purported class of all iPod
purchasers within the four-year period before Jan8a, 2006. The Birdsong action was transferretthéoNorthern District of California, and
the Patterson action was dismissed. An amendedlaorhwas subsequently filed in Birdsong, droppihg Louisiana law-based claims and
adding California law-based claims equivalent twsthin Patterson. After the Company filed a mot@dismiss on November 3, 20086,
plaintiffs agreed not to oppose the motion andifdesecond amended complaint on January 16, 20@Z.cbmplaint alleges California law-
based claims for breaches of implied and expressawtes, violations of California Business & Pred®ons Code 817200 (unfair competition),
California Business & Professions Code §17500 éfaldvertising), the Consumer Legal Remedies Actreegligent misrepresentation on
behalf of a putative nationwide class and a Lonsiw-based claim for redhibition for a Louisian#-class. On March 1, 2007, the Compi
filed a motion to dismiss the California law-bas#aims, which was heard on June 4, 2007. On Decef#he€2007, the Court issued an order
granting the Company’s motion, with leave to am#relcomplaint. Plaintiffs filed a third amended q@aint on January 11, 2008. On
February 15, 2008, the Company filed a motion si$s the third amended complaint. On June 16,,26@8Court granted the Company’s
motion to dismiss the third amended complaint yithjudice. On July 11, 2008, plaintiffs filed a icetof appeal. Plaintiffs’ appeal is pending.

A similar complaintRoyer-Brennan v. Apple Computer, Inc. and Applea@aninc.was filed in Montreal, Quebec, Canada, on Febrdary
2006, seeking authorization to institute a clas®aon behalf of iPod purchasers in Quebec. Atrérriest of plaintiffs’ counsel, the Court has
postponed class certification proceedings in thiea indefinitely.

Branning et al. v. Apple Computer, It

Plaintiffs originally filed this purported classtam in San Francisco County Superior Court on Beky 17, 2005. The initial complaint alleged
violations of California Business & Professions €&17200 (unfair competition) and violation of tBensumer Legal Remedies Act regarding
a variety of purportedly unfair and unlawful condirluding, but not limited to, allegedly sellinged computers as new and failing to honor
warranties. Plaintiffs also brought causes of acttr misappropriation of trade secrets, breacbooftract and violation of the Song-Beverly
Consumer Warranty Act. Plaintiffs requested undptdamages and other relief. On May 9, 2005Qbart granted the Comparsymotion tc
transfer the case to Santa Clara County SuperiartOOn May 2, 2005, plaintiffs filed an amendedngdaint adding two new named plaintiffs
and three new causes of action including a claintréble damages under the Cartwright Act (Calif@mBusiness & Professions Code 816700
et seq.) and a claim for false advertising. The Gamny filed a demurrer to the amended complaintcivkiie Court sustained in its entirety on
November 10, 2005. The Court granted plaintiffvéeto amend and they filed an amended complaiesember 29, 2005. Plaint’

amended complaint added three plaintiffs and atlegany of the same factual claims as the previongptaints, such as alleged selling of L
equipment as new, alleged failure to honor waresndind service contracts for the consumer plasntifid alleged fraud related to the opening
of the Apple retail stores. Plaintiffs continuedagsert causes of action for unfair competitiorv D), violations of the Consumer Legal
Remedies Act, breach of contract, misappropriatiomade secrets, violations of the Cartwright Aarid alleged new causes of action for fraud,
conversion, and breach of the implied covenantoofdgfaith and fair dealing. The Company filed a demar to the amended complaint on
January 31, 2006, which the Court sustained on Mar@006 on sixteen of seventeen causes of aétlamtiffs filed an amended complaint
adding one new plaintiff. The Company filed a deragrwhich was granted in part on September 9, 2BG8ntiffs filed a further amended
complaint on September 21, 2006. On October 2, 20@6Company filed an answer denying all allegetiand asserting numerous affirmative
defenses. On November 30, 2007, the Company filedtéon for judgment on the
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pleadings, which the Court denied. Plaintiffs filedrifth Amended Complaint on March 19, 2008 ar@barected Fifth Amended Complaint on
April 1, 2008. The Company filed an answer to tler€cted Fifth Amended Complaint on April 18, 20082 Company filed a motion for
judgment on the pleadings for an order dismissiantffs’ fraud claim based upon the statute of limitatiomkich was granted by the Court
on June 24, 2008, with leave to amend. Plaintifésifa Sixth Amended Complaint on July 14, 2008 ar&eventh Amended Complaint on
August 22, 2008, adding three new reseller pldstdn September 22, 2008, the Company filed itsvan to the consumer-related claims
denying all allegations and asserting numerousnaffiive defenses, and also filed a demurrer toéve reseller claims. The Company has f
motions for summary adjudication of two named glffsi claims, which were heard on October 14, 2008e Court requested further briefing
on the motions for summary adjudication. On Aud#s5t2008, plaintiffs filed a motion to certify tltensumer class and on October 10, 2008,
the Company filed its opposition to plaintiffs’ nmm. The class certification hearing is set for &mber 19, 2008.

Gordon v. Apple Computer, Inc.

Plaintiff filed this purported class action on Asg31, 2006 in the United States District Courttfad Northern District of California, San Jose
Division, on behalf of a purported nationwide clasonsumers who purchased 65W Power Adapte8tmks and Powerbooks between
November 2002 and the present. The complaint alggegous problems with the 65W Adapter, includiraying, sparking, and prematt
failure. Plaintiff alleges violations of CalifornBusiness & Professions Code 817200 (unfair cortipe}j the Consumer Legal Remedies Act,
the Song-Beverly Consumer Warranty Act and bredatapranties. The complaint seeks damages andaddeitelief. The Company filed an
answer on October 20, 2006 denying the materiagjations and asserting numerous affirmative deferidee Company has reached a
settlement of this matter and the parties havevedegreliminary court approval for the settleméltie parties await final court approval for
settlement.

Harvey v. Apple Inc

Plaintiff filed this action on August 6, 2007 irettunited States District Court for the Eastern iisbf Texas, Marshall Division, alleging
infringement by the Company of U.S. Patent No. 8,881 entitled “Recharger for use with a portaldeteonic device and which includes a
proximally located light emitting device” and U Batent No. 6,762,584 entitled “Recharger for ugst wiportable electronic device and which
includes a connector terminus for communicatindvwétchargeable batteries contained within the @evithe complaint seeks unspecified
damages and other relief. The Company filed an answ October 12, 2007 denying all material alleget and asserting numerous affirma
defenses. The Company also asserted counterclamdgélaratory judgment of non-infringement andalidity. On April 7, 2008, plaintiff
filed an amended complaint further alleging infengent of the reissue patent of U.S. Patent No.36673.. On April 28, 2008, the Company
filed an answer denying all material allegationd asserting numerous affirmative defenses. The @omplso asserted counterclaims for
declaratory judgment of non-infringement and indidy§i. The Markman hearing is set for October 282 nd trial is scheduled for April 5,
2010.

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

Plaintiffs Honeywell International, Inc. and Honestintellectual Properties, Inc. filed this action October 6, 2004 in the United States
District Court in Delaware alleging infringement the Company and other defendants of U.S. Pat2B0371 entitled “Directional Diffuser
for a Liquid Crystal Display.” Plaintiffs seek urespfied damages and other relief. The Company fileénswer on December 21, 2004
denying all material allegations and asserting moune affirmative defenses. The Company has tendbeedase to several liquid crystal
display manufacturer suppliers. On May 18, 2005Gbart stayed the case against the Company arathiee non-manufacturer defendants.
Plaintiffs filed an amended complaint on Novembge2@05 adding additional defendants and expandiegtope of the accused products. The
Company’s response to the amended complaint igetatue. On April 2, 2008, the Court lifted theystar the purpose of determining whether
the liquid crystal display manufacturer suppliesed by the Company and certain other defendani&carsed under the ‘371 patent. On
October 31, 2008, the Company filed a motion fonswary judgment of nomfringement based on the contention that its Sepphre license
under the ‘371 patent. A hearing on the motiorcheesluled for December 19, 2008.
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In re Apple Computer, Inc. Derivative Litigatiom(fnerly Karant v. Jobs, et al. and Related Actigf#®deral Action’

On June 30, 2006, a putative derivative actionioaptiKarant v. Jobs, et. al.was filed in the United States District Court foe Northern
District of California, San Jose Division. A numh#rrelated actions were filed in the subsequergksend have been consolidated into a
single action captionelh re Apple Computer, Inc. Derivative LitigatiotMaster File No. C-06-04128-JF before the Honedgr Fogel. The
actions were filed after the Company’s announceroantune 29, 2006 that an internal investigatiahdiacovered irregularities related to the
issuance of certain stock option grants made beti887 and 2001, that a special committee of thag2my’s outside directors had retained
independent counsel to perform an investigationthatithe Company had informed the Securities armh&ge Commission. The action
purports to assert claims on behalf of the Comgainst several current and former executive affieemd members of the Board of Directors
alleging improper backdating of stock option grantesaximize certain defendants’ profits, failimgproperly account for and take tax
deductions for those grants, insider trading, @asding false financial statements. The Compangisad as a nominal defendant. The
consolidated complaint alleges various causestafraander federal and California law, includingiohs for unjust enrichment, breach of
fiduciary duty, violation of the California Corpdians Code, abuse of control, gross mismanagemestission, constructive fraud and waste
of corporate assets, as well as claims under $ecti6(b), 14(a) and 20(a) of the Securities Exchakg. Plaintiffs seek damages,
disgorgement, restitution and imposition of a cartve trust. A Consolidated Shareholder Deriva@omplaint was filed on December 18,
2006, and a First Amended Shareholder Derivative@aint was filed on March 6, 2007. On June 12,72@08e Company Board of Director
approved a resolution appointing a Special LitgatCommittee to make all decisions relating toamilitigation. Defendants filed a motion
dismiss on April 20, 2007, which was heard on Sapter 7, 2007. On November 19, 2007, the Court gratite defendants’ motion to dismiss
with leave to amend. Plaintiffs filed an amendethptaint on December 19, 2007. Defendants filed amstito dismiss the amended complaint
on January 25, 2008. The motions to dismiss weginaily scheduled to be heard on April 4, 2008cdRant to a joint stipulation filed on

April 3, 2008, the Court vacated the hearing dates parties have reached a settlement, and tha Gasigranted preliminary approval of the
settlement. The parties’ request for final apprafahe settlement is pending.

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

On July 5, 2006, a putative derivative action acapdPlumbers and Pipefitters v. Jobs, et.,akas filed in California Superior Court for the
County of Santa Clara. A number of related actiwase filed in the subsequent weeks, and have bemsotidated into a single action
captionedn re Apple Computer, Inc. Derivative LitigatiotNo. 1:06CV066692, assigned to the Hon. JosepleHdthese actions purport to
assert claims on behalf of the Company againstrabgerrent and former executive officers and memsiloé the Board of Directors alleging
improper backdating of stock option grants to mazércertain defendants’ profits, failing to propesiccount for and take tax deductions for
those grants and issuing false financial statemdiies Company is hamed as a nhominal defendantnaatiated complaint was filed on
October 5, 2006, alleging a variety of causes tibaander California law, including claims for wst enrichment, breach of fiduciary duty,
violation of the California Corporations Code, abwas$ control, accounting, constructive trust, resicn, deceit, gross mismanagement and
waste of corporate assets. On December 7, 200€dbe granted the Company’s motion to stay thetiers. The parties have reached a
settlement, and the Court has granted preliminppyaval of the settlement. The parties’ requesfif@l approval of the settlement is pending.

On November 3, 2006, the Boston Retirement Boapiirported shareholder, filed a petition for wifiheandate against the Company in
California Superior Court for the County of Sanfar@ (Boston Retirement Board v. Apple Computer Jn&he petition sought to compel the
Company to allow inspection of certain corporatords relating to the Company'’s option practiced thhe Special Committee’s investigation.
Following a trial held on September 24, 2007, tlhei€granted the petition for inspection but naredvthe scope of the records to be
produced. On April 16, 2008, the Boston Retirentaward filed a derivative action in California SujperCourt for the County of Santa Clara.
On July 31, 2008, Boston Retirement Board attemfuiestrve the new
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complaint on the Company. On September 15, 20d8ndants filed a motion to quash service of summ@msOctober 17, 2008, the Court
denied defendants’ motion to quash. On OctobeRQ08, defendants requested consolidation of thierawith In re Apple Computer, Inc.
Derivative Litigation, No. 1:06CV066692, and a stay of the action.

In re Apple iPod Nano Products Liability Litigatigformerly Wimmer v. Apple Computer, Inc.; Moschedt al., v. Apple Computer, Ir;
Calado, et al. v. Apple Computer, Ind&ahan, et al., v. Apple Computer, Indennings, et al., v. Apple Computer, InRappel v. Apple
Computer, Inc; Mayo v. Apple Computer, IncValencia v. Apple Computer, IncWilliamson v. Apple Computer, IncSioson v. Apple
Computer, Inc.

Beginning on October 19, 2005, eight complaintserféed in various United States District Courtglawo complaints were filed in California
State Court alleging that the Company’s iPod naase defectively designed so that it scratches ekeggsiuring normal use, rendering the
screen unreadable.

The federal actions were coordinated in the Un8&ates District Court for the Northern District@élifornia and assigned to the Hon. Ronald
Whyte pursuant to an April 17, 2006 order of thdidial Panel on Multidistrict Litigation. Plaintiffiled a First Consolidated and Amended
Master Complaint on September 21, 2006, allegintations of California and other states’ consunretgrtion and warranty laws and
claiming unjust enrichment. The Master Complaiteggs two putative plaintiff classes: (1) all Ur&sidents (excluding California residents)
who purchased an iPod nano that was not manufacturdesigned using processes necessary to ersumaliresistance to scratching of the
screen; and (2) all iPod nano purchasers othertth&nresidents who purchased an iPod nano thahatamanufactured or designed using
processes necessary to ensure normal resistanceatohing of the screen. The Company answerelliéistéer Complaint on November 20,
2006.

The two California State Court actions were coaxtéd on May 4, 2006, and assigned to the Hon.\@ast in Los Angeles Superior Court.
Plaintiffs filed a Consolidated Amended Class Aestf@omplaint on June 8, 2006, alleging violation€afifornia state consumer protection,
unfair competition, false advertising and warralatys and claiming unjust enrichment. The Consolida€omplaint alleges a putative plaintiff
class of all California residents who own an iPadm containing a manufacturing defect that resualtee nano being susceptible to excessive
scratching. The Company answered the Consolidateenled Complaint on October 6, 2006. The partigs heached a settlement, which is
subject to court approval.

Two similar complaintsCarpentier v. Apple Canada, IncandRoyer-Brennan v. Apple Computer, Inc. and Appleg@aninc. were filed in
Montreal, Quebec, Canada on October 27, 2005 aneber 9, 2005, respectively, seeking authorizatianstitute class actions on behalf of
iPod nano purchasers in Quebec. The Royer-Brerileawds stayed in May 2006 in favor of the Carpantile. A similar complaintMund v.
Apple Canada Inc. and Apple Computer, |, was filed in Ontario, Canada on January 9, 2@@king authorization to institute a class action
on behalf of iPod nano purchasers in Canada. Appleada Inc. and Apple Computer, Inc. have servaat®&of Intent to Defend. The parties
have reached a settlement of the Quebec casebaardeceived final court approval of the settlemen

Individual Networks, LLC v. Apple, In

Plaintiff filed this action against the CompanyApril 24, 2007 in the United States District Cofat the Eastern District of Texas, Marshall
Division, alleging infringement of U.S. Patent Ng117,516, entitled “Method and System for ProwgdinCustomized Media List.” Plaintiff
alleges certain features of the iTunes store igé&ithe patent. The complaint seeks unspecified dasnand other relief. The Company filed an
answer on July 2, 2007, denying all material alliege and asserting numerous affirmative deferiBes.Company also asserted counterclaims
for declaratory judgment of non-infringement andailidity, as well as a counterclaim against IndiatiNetworks LLC for infringement of

U.S. Patent No. 5,724,567. The trial is scheduted\bvember 9, 2009. The Company has filed a petitith the United States Patent and
Trademark Office requesting reexamination of U&eRt No. 7,117,516. The Markman hearing took ptat®ctober 8, 2008. The Company
awaits the Court’s Markman ruling.
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Macadam v. Apple Computer, Inc.; Santos v. Apple@der, Inc.

The Macadam action was filed in late 2002 in S&i&aa County Superior Court asserting various caon$action including breach of contre
fraud, negligent and intentional interference veitonomic relationship, negligent misrepresentati@ae libel, unfair competition and false
advertising. The complaint requested unspecifiedatges and other relief. The Company filed an ansnwddecember 3, 2004 denying all
allegations and asserting numerous defenses.

On October 1, 2003, Macadam was deauthorized Apple reseller. Macadam filed a motion for a tengpgrorder to reinstate it as a reseller,
which the Court denied. The Court denied Macadangsion for a preliminary injunction on December 2003. On December 6, 2004,
Macadam filed for Chapter 11 bankruptcy in the Rerh District of California, which placed a staytbe litigation as to Macadam. The
Company filed a claim in the bankruptcy proceediogd-ebruary 16, 2005. The Macadam bankruptcy waseconverted to Chapter 7
(liquidation) on April 29, 2005. The Company reaglzesettlement of Macadam’s claims against the Goywith the Chapter 7 Bankruptcy
Trustee, and the Bankruptcy Court approved théesedint on July 17, 2006 over the objection of Tant8s, Macadam’s principal. Santos
appealed the ruling approving the settlement, leifiistrict Court denied the appeal. Santos apgealéhe Ninth Circuit Court of Appeals.
Santos’ appeal was dismissed on October 3, 2008.

On December 19, 2005, Tom Santos filed a Fifth AteeihComplaint on his own behalf (hot on behalf @dsldam) alleging fraud, violations
of California Business & Professions Code §17200gw competition), California Business & ProfessdCode §17500 (false advertising) and
the Consumer Legal Remedies Act. The Company éildémurrer to Santos’ amended complaint and aap®otion to strike the defamation
cause of action on January 20, 2006. The Courasest the demurrer in part but denied the specidian to strike. Santos filed a Sixth
Amended Complaint on July 14, 2006. The Compargfd demurrer, which was sustained on SeptemI2008, Santos filed a Seventh
Amended Complaint in late September 2006. The Comfiked a motion to strike, which was granted artpand denied in part on

December 15, 2006. Santos filed an Eighth Amendsdaint on January 29, 2007. The Company fileémwtrer, which was heard on

May 7, 2007. The court sustained the demurrer,Sardos filed a Ninth Amended Complaint on July20Q7. The Company filed a demurrer,
which was overruled. The Company also filed a comsaplaint against Santos on January 20, 2006iaedolations of California Business
Professions Code 817200 and California Penal C668,8raud and deceit and breach of contract. Entgs have reached a settlement.

Mediostream, Inc. v. Acer America Corp. et

Plaintiff filed this action against the Company,ek@merica Corp., Dell, Inc. and Gateway, Inc. amglst 28, 2007 in the United States
District Court for the Eastern District of Texasalhall Division, alleging infringement of U.S. Bat No. 7,009,655, entitled “Method and
System for Direct Recording of Video Informationtom Disk Medium.” An amended complaint was sereedNovember 7, 2007. The
amended complaint seeks unspecified damages aedrettef. On January 25, 2008, the Company file@daswer to the complaint denying all
material allegations and asserting numerous affisaaefenses and also filed a motion to trandferdase to the Northern District of
California. The Court has scheduled the Markmamihgdor August 4, 2010 and trial for January 4120

OPTi Inc. v. Apple Inc.

Plaintiff filed this action against the Companydanuary 16, 2007 in the United States District Cfurthe Eastern District of Texas, Marshall
Division, alleging infringement of U.S. Patent N6s710,906, 5,813,036 and 6,405,291, all entitRetlictive Snooping of Cache Memory for
Master-Initiated Accesses.” The complaint seekpaaisied damages and other relief. The Company file answer on April 17, 2007 denying
all material allegations and asserting numerousnadtive defenses. The Company also asserted aolaitas for declaratory judgment of non-
infringement and invalidity. The Markman hearingé&t for November 26, 2008, and trial is schedéded\pril 6, 2009.
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Quantum Technology Management, Ltd. v. Apple Casnplnic.

Plaintiff filed this action on December 21, 2003l United States District Court for the DistiétMaryland against the Company and
Fingerworks, Ltd., alleging infringement of U.S.t&at No. 5,730,165 entitled “Time Domain Capacitiield Detector.” The complaint seeks
unspecified damages and other relief. On May 1062Quantum filed an amended complaint adding Gg8emiconductor/MicroSystems,
Inc. as a defendant. On July 31, 2006, the Comfilatyan answer denying all material allegationd asserting numerous affirmative defer
and also filed counterclaims for non-infringemend anvalidity. On November 30, 2006, plaintiff filea reply to the Company’s counterclaims
and a More Definite Statement. A Markman hearing ivald on May 16, 2007. On June 7, 2007, the Gssuied a claim construction ruling,
and also issued an order invalidating six of pléiatasserted patent claims in response to the @omw’'s motion for partial summary judgment
of invalidity. On November 28, 2007, the Compangdia motion for summary judgment for non-infringarhand invalidity, and a motion for
summary judgment related to Quantum'’s state-lamdaOn December 27, 2007, Quantum filed a motwwrséimmary judgment for
infringement on one patent claim. In March 2008atum was acquired by Atmel Corporation. The paftigve reached a settlement.

Saito Shigeru Kenchiku Kenkyusho (Shigeru Saithifecture Institute) v. iPod; Apple Japan Inc. higgru Saito Architecture Institute
Plaintiff Saito filed a petition in the Japan Cua®Office in Tokyo on January 23, 2007 allegingimfement by the Company of

Japanese Patent No. 3852854, entitled “Touch Gperltput Device and Electronic Parts Thereof.” Petition sought an order barring the
importation into Japan of fifth generation iPodsd @econd generation iPod nanos. The Customs Qféilcba hearing on March 22, 2007. The
Customs Office rejected the petition to bar impiotaand dismissed plaintiff's case.

Apple Japan, Inc. filed a Declaratory Judgmentosctigainst Saito on February 6, 2007 in the Tokigiridt Court, seeking a declaration that
the ‘854 patent is invalid and not infringed. Sdited a Counter Complaint for infringement seekadamages.

St-Germain v. Apple Canada, Inc.

Plaintiff filed this case in Montreal, Quebec, Cdaaon August 5, 2005, seeking authorization tttirte a class action for the refund by the
Company of the Canadian Private Copying Levy thas applied to the iPod purchase price in Quebeedsst December 12, 2003 and
December 14, 2004 but later declared invalid byGheadian Court. The Company has completed a rgftogtam for this levy. A class
certification hearing took place January 13, 2@D6.February 24, 2006, the Court granted classfication and notice was published during
the last week of March 2006. The trial was conduicte October 15 and 16, 2007. On January 11, 28@8Court issued a ruling in plaintiff's
favor. The Court ruled that despite the Compangsdifaith efforts with the levy refund program, tBempany must pay the amount claimed,
and that the class is comprised of 20,000 perstmspurchased an iPod in Quebec between Decemb20@3,and December 14, 2004. The
Court ordered the Company to submit a statemeat@dunt showing the amount received by the Candeizate Copying Collective, and the
amount that has already been paid to class mernthéngsebec under the Company'’s levy refund progrEine. Court also ordered the parties to
submit further briefing regarding the collectiveogery award by February 23, 2008. On Februan2@@8, the Company filed an appeal. The
Company’s appeal is pending.

Texas MP3 Technologies Ltd v. Apple Inc. et al.

Plaintiff filed this action against the Company anter defendants on February 16, 2007 in the dr8tates District Court for the Eastern
District of Texas, Marshall Division, alleging iimMigement of U.S. Patent No. 7,065,417 entitled “NBPBortable Sound Reproducing System
and A Reproducing Method ThereoT.he complaint seeks unspecified damages and aghief. 1On July 12, 2007, the Company filed a peti
for reexamination of the patent, which the U.SeRtiand Trademark Office granted. Plaintiff filedamended complaint on August 1, 2007,
adding the iPhone as an accused device. On Aug@8i0Z, the Company filed a motion to stay thgédition pending the outcome of the
reexamination, which the Court denied. The Comgdaegt an answer on August 20, 2007, denying alleriat allegations and asserting
numerous affirmative defenses. The Company alsertesscounterclaims for declaratory judgment of-imdfringement and invalidity. The
Markman hearing is set for March 12, 2009, and isiacheduled for July 6, 2009.
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The Apple iPod iTunes Antitrust Litigation (forme@haroensak v. Apple Computer, Inc. and Tucké&pple Computer, Inc.); Somers v. Ap
Inc.

The first-listed action is a consolidated case doinly two cases previously pending under the na@tesoensak v. Apple Computer Inc.
(formerly Slattery v. Apple Computer InandTucker v. Apple Computer, Ind@ he original plaintiff (Slattery) in the Charoexkscase filed a
purported class action on January 3, 2005 in th&edstates District Court for the Northern Distia¢ California alleging various claims
including alleged unlawful tying of music purchasadthe iTunes Store with the purchase of iPodsuartawful acquisition or maintenance of
monopoly market power. Plaintiff's complaint allegeolations of 881 and 2 of the Sherman Act (15.0. 881 and 2), California Business &
Professions Code 816700 et seq. (the Cartwright 8atlifornia Business & Professions Code §17200giu competition), common law unjt
enrichment and common law monopolization. Plairgiffight unspecified damages and other relief. Tdrafgany filed a motion to dismiss on
February 10, 2005. On September 9, 2005, the Gemied the motion in part and granted it in paairf@iff filed an amended complaint on
September 23, 2005 and the Company filed an answ@ctober 18, 2005. In August 2006, the Court dised Slattery without prejudice and
allowed plaintiffs to file an amended complaint nagntwo new plaintiffs (Charoensak and Rosen). @wéinber 2, 2006, the Company filed
an answer to the amended complaint denying all mahtdlegations and asserting numerous affirmatiegenses.

The Tucker case was filed as a purported classraoti July 21, 2006 in the United States District@ for the Northern District of California
alleging various claims including alleged unlawtging of music and videos purchased on the iTurteseSvith the purchase of iPods and vice
versa and unlawful acquisition or maintenance ofiapmly market power. The complaint alleges violasiof 881 and 2 of the Sherman Act
(15 U.S.C. 881 and 2), California Business & Prsif@ss Code 816700 et seq. (the Cartwright Act)if@alia Business & Professions Code
817200 (unfair competition) and the California Qemer Legal Remedies Act. Plaintiff sought unspedifilamages and other relief. On
November 3, 2006, the Company filed a motion toniss the complaint. On December 20, 2006, the Gienied the motion to dismiss. (
January 11, 2007, The Company filed an answer dgrafi material allegations and asserting numedsisnses.

On March 20, 2007, the Court consolidated the tases. Plaintiffs filed a consolidated complaintqmil 19, 2007. On June 6, 2007, the
Company filed an answer to the consolidated comptiénying all material allegations and assertingarous affirmative defenses. On
July 17, 2008, plaintiffs filed a motion for classrtification and on October 17, 2008, the Compidad its opposition to plaintiffs’ motion.
The class certification hearing is set for Decemniltier2008.

A related class action complail®pmers v. Apple Ingwas filed on December 31, 2007 in the UnitedeSt®istrict Court for the Northern
District of California, alleging various claims inding alleged unlawful tying of music and videagghased on the iTunes Store with the
purchase of iPods and vice versa and unlawful adern or maintenance of monopoly market power. Ebmplaint alleges violations of §§1
and 2 of the Sherman Act (15 U.S.C. 8§81 and 2)f&ala Business & Professions Code 816700 et @kg.Cartwright Act), California

Business & Professions Code §17200 (unfair compejieind the California Consumer Legal Remedies RHintiff seeks unspecified
damages and other relief. On February 21, 2008Ctmpany filed an answer denying all material altémns and asserting numerous defenses.
The Court has scheduled the class certificatiomitgdor April 20, 2009.

Tse v. Apple Computer, Inc. et al.

Plaintiff Ho Keung Tse filed this action againsé tBompany and other defendants on August 5, 200%&itUnited States District Court for the
District of Maryland alleging infringement of U.Batent No. 6,665,797 entitled “Protection of SofevAgain [sic] Against Unauthorized
Use.” The complaint seeks unspecified damages tiredt melief. The Company filed an answer on Oct@igr2005 denying all material
allegations and asserting numerous affirmativerdefe. On October 28, 2005, the Company and the dé¢fiendants filed a motion to transfer
the case to the Northern District of California,igthwas granted on August 31, 2006. On July 2472@6@ Company filed a petition for
reexamination of the patent, which the U.S. Pateadt Trademark Office granted. On July 25, 2007 Gbmpany filed a motion to stay the
litigation pending the outcome of the reexaminatiwhich the Court granted on October 4, 2007.
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Union Fédérale des Consummateurs—Que Choisir vieAppmputer France S.a.r.l. and iTunes S.a.r.l.

Plaintiff, a consumer association in France, fileid complaint on February 9, 2005 alleging thatabovelisted entities are violating consun
law by (1) omitting to mention that the iPod isegiédly not compatible with music from online muséevices other than the iTunes Store and
that the music from the iTunes Store is only coifgbatvith the iPod and (2) allegedly tying the sabd iPods to the iTunes Store and vice
versa. Plaintiff seeks damages, injunctive relief ather relief. The first hearing on the case tplaice on May 24, 2005. The Company’s
response to the complaint was served on Novemt®20@,. Plaintiff's responsive pleading was filedrebruary 10, 2006. The Company filed
a reply on June 6, 2006 and UFC filed a responseemtember 19, 2006.

Vitt v. Apple Computer, Inc.

Plaintiff filed this purported class action on Naveer 7, 2006 in the United States District Courttfe Central District of California on behalf
of a purported nationwide class of all purchaséth®iBook G4 alleging that the computer’s log@abd fails at an abnormally high rate. The
complaint alleges violations of California Busings®rofessions Code §17200 (unfair competition) &adifornia Business & Professions
Code §17500 (false advertising). Plaintiff seekspatified damages and other relief. The Compaayg il motion to dismiss on January 19,
2007, which the Court granted on March 13, 200&irfffs filed an amended complaint on March 26020The Company filed a motion to
dismiss on August 16, 2007, which was heard on ligstd, 2007. The Court has not yet issued a ruling.

Vogel v. Jobs et al. (2006 Action)

Plaintiffs filed this purported class action on Aisg24, 2006, in the United States District Coartthe Northern District of California against
the Company and certain of the Company’s curredtfarmer officers and directors alleging impropackdating of stock option grants to
maximize certain defendantgfofits, failing to properly account for those gismand issuing false financial statements. On Jgril& 2007, thi
Court appointed the New York City Employees’ Retient System as lead plaintiff. On March 23, 200&ingiffs filed a Consolidated Class
Action Complaint. The Consolidated Complaint putpdo be brought on behalf of several classes lofens of the Company’s stock

and asserts claims under Section 14(a) and 20tagdecurities Exchange Act as well as state Tég. Consolidated Complaint seeks
rescission of amendments to various stock opti@hadher incentive compensation plans, an accoumtimgdamages in an unspecified amount.
Defendants filed a motion to dismiss on June 8;72@Mich was heard on September 7, 2007. On Novef#he2007, the Court issued an or
dismissing all securities claims with prejudiced dreld that any amended complaint could only bkedtgs a derivative case. On December 14,
2007, plaintiff filed a motion for leave to filefst amended consolidated class action compl&ntJanuary 23, 2008, defendants filed an
opposition to plaintiff's motion. Plaintiff's motiowas heard on March 21, 2008. On May 14, 2008Cthért issued an order denying plaintiffs’
motion for leave to amend. The court entered judgrdesmissing the case on June 12, 2008. On Jun20D3, plaintiffs filed a notice of

appeal. Plaintiffs’ appeal is pending.

Vogel v. Apple Inc., et al. (2008 Action)

Plaintiff filed this purported class action on Ji¥ 2008, in the United States District Courttfoe Northern District of California against the
Company and certain of the Company’s current antiéo officers and directors. The allegations, wtacise out of the Company’s past stock
option practices, are similar to those in the 2006el v. Jobs et ahction that was dismissed on June 12, 2008, asibded@bove. The
complaint purports to be brought on behalf of salvelasses of holders of the Company’s stock aedrésclaims under Sections 10(b) and 20
(a) of the Securities Exchange Act. The compladetks rescission of amendments to various stockmpind other incentive compensation
plans, an accounting and damages in an unspeaifiredint. On July 22, 2008, the Court stayed thie panding the appeal in the 2006 Action.

Item 4. Submission of Matters to a Vote of SecurityHolders
None.
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PART Il

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Edty Securities

The Company’s common stock is traded on the overetiunter market and is quoted on the NASDAQ Gl@=déct Market under the symbol
AAPL and on the Frankfurt Stock Exchange undersymabol APCD.

Price Range of Common Stock
The price range per share of common stock preséwiesv represents the highest and lowest salesgfar the Company’s common stock on
the NASDAQ Global Select Market during each quanfethe two most recent fiscal years.

Fourth Quarter Third Quarter Second Quarter First Quarter
Fiscal 2008 price range p
common shar $ 180.91-$ 120.6¢ $ 192.24-$ 142.5Z $ 200.5C-$ 115.44 $ 202.9¢-$ 150.6<
Fiscal 2007 price range per
common shar $ 155.0¢-$ 111.6Z $ 127.61-% 89.6( $ 978(C-% 81.9C $ 93.163% 72.6C
Holders

As of October 24, 2008, there were 30,445 sharehsldf record.

Dividends
The Company did not declare or pay cash dividenasther fiscal 2008 or 2007. The Company antigpdhat for the foreseeable future it will
retain any earnings for use in the operation adbitsiness.

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

The following graph shows a five-year comparisorwhulative total shareholder return, calculateGalividend reinvested basis, for the
Company, the S&P 500 Composite Index (the “S&P $@did the S&P Computers (Hardware) Index (the “Biduindex”).The graph assum
$100 was invested in each of the Company’s comrtmrksthe S&P 500, and the Industry Index on Sep&m30, 2003. Data points on the
graph are annual. Note that historic stock priaégpeance is not necessarily indicative of futuieck price performance.

CUMULATIVE TOTAL RETURN
Based upon an inltial investment of 5100 on Ssplember 34, 2003
with dividends reinvesied
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Sef-03 Sef-04 Sef-05 Sef-06 Sef-07 Sef-08
Apple Inc. $ 10C $ 187 $ 517 $ 743 $ 1,481 $ 1,09i
S&P ©500 $ 10C $ 114 $ 12¢ $ 142 $ 16% $  12¢
S&P © Computer Hardware $ 10C $ 104 $ 1ac $ 12¢ $ 18E $ 15¢

Copyright © 2008, Standard & Poor’s, a division of The McGraw-HI Companies, Inc. All rights reserved.
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Item 6. Selected Financial Data

The information set forth below for the five fisgadars ended September 27, 2008, is not necesewtitative of results of future operations,
and should be read in conjunction with Item 7, “gement’s Discussion and Analysis of Financial Giiordand Results of Operations” and
the Consolidated Financial Statements and relatéssrihereto included in Iltem 8 of this Form 10eKully understand factors that may affect
the comparability of the information presented be(a millions, except share amounts which areaet#id in thousands and per share
amounts).

2008 2007 2006 2005 2004
Net sales $ 32,47¢ $ 24,00¢ $ 19,31t $ 13,93 $ 8,27¢
Net income $ 4,83« $ 3,49¢ $ 1,98¢ $ 1,32¢ $ 26€
Earnings per common sha

Basic $ 5.4¢ $ 4.04 $ 2.3¢ $ 1.64 $ 0.3¢

Diluted $ 53¢ $ 3.9 $ 227 $ 1.5F $ 03¢
Cash dividends declared per common s $ — $ — $ — $ — $ —
Shares used in computing earnings per sl

Basic 881,59: 864,59! 844,05¢ 808,43¢ 743,18(

Diluted 902,13¢ 889,29: 877,52¢ 856,87¢ T74,77¢
Cash, cash equivalents, and s-term investment $ 24,49( $ 15,38¢ $ 10,11( $ 8,261 $ 5,46¢
Total asset $ 39,57: $ 25,341 $ 17,20¢ $ 11,51¢ $ 8,03¢
Long-term debf $ — $ — $ $ — $
Total liabilities $ 18,54: $ 10,81¢ $ 7,221 $ 4,08¢ $ 2,97¢
Shareholder equity $ 21,03( $ 14,53: $ 9,98/ $ 7,42¢ $ 5,06:

Item 7. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

This section and other parts of this Form 10-K eimforward-looking statements that involve risk&laincertainties. Forward-looking
statements can also be identified by words suclmticipates,” “expects,” “believes,” “plans,” “predicts,” and similar terms. Forward-
looking statements are not guarantees of futurégperance and the Compamsyactual results may differ significantly from ttesults discusse

in the forward-looking statements. Factors thatImigause such differences include, but are notdichio, those discussed in the subsection
entitled “Risk Factors” above, which are incorpoeat herein by reference. The following discussimukhbe read in conjunction with the
consolidated financial statements and notes theretiuded in Iltem 8 of this Form 10-K. All infornat presented herein is based on the
Company'’s fiscal calendar. Unless otherwise statefisrences in this report to particular years aragters refer to the Company’s fiscal years
ended in September and the associated quartet®sétfiscal years. The Company assumes no obligaticevise or update any forward-
looking statements for any reason, except as reduiy law.

”ou ”ou LI

Executive Overview

The Company designs, manufactures, and marketsrgdrsomputers, portable digital music players, mnotile communication devices and
sells a variety of related software, services,pteials, and networking solutions. The Companylpcts and services include the Mac line of
desktop and portable computers, the iPod line aipte digital music players, iPhone, Apple TV, Kax a portfolio of consumer and
professional software applications, the Mac OS Xraping system, third-party digital content througé iTunes Store, and a variety of
accessory, service and support offerings. The Cagnpalls its products worldwide through its onlsteres, its retail stores, its direct sales
force, and third-party wholesalers, retailers, aallie-added resellers. In addition, the Companyg selariety of third-party Mac, iPod and
iPhone compatible products, including applicatiofiware, printers, storage devices, speakers, tneadis, and various other accessories and
peripherals through its online and retail stordge Tompany sells to consumer, small and mid-sizsthbss (“SMB”), education, enterprise,
government, and creative markets.

36



Table of Contents

The Company is focused on providing innovative pictd and solutions to consumer, SMB, educatiorerprise, government and creative
customers that greatly enhance their evolving dldjfestyles. The Company is the only participemthe personal computer and consumer
electronics industries that controls the designdadlopment of the entire personal computer, tlinlythe hardware, operating system, and
sophisticated software applications, as well asitmgn and development of portable digital mutyers, mobile communication devices,

a variety of products and solutions for obtainimg @njoying digital content. The Company is therefaniquely positioned to offer superior
and well-integrated digital lifestyle products awalutions, which are further enhanced by the Comisamphasis on ease-of-use and creative
industrial designs.

The Company patrticipates in several highly comjpetinarkets, including personal computers witive line of personal computers,
consumer electronics with its iPod product famjlie®bile communications with iPhone, and distribntof third-party digital content through
its online iTunes Store. While the Company is wydglcognized as a leading innovator in the persooputer and consumer electronics
markets as well as a leader in the emerging méoketistribution of digital content, these markats highly competitive and subject to
aggressive pricing. To remain competitive, the Canypbelieves that increased investment in resemrdidevelopment and marketing and
advertising is necessary to maintain or expanpdsstion in the markets where it competes. The Gomjs R&D spending is focused on
further developing its existing Mac line of persboamputers, its operating system, applicationvgalfe, iPhone and iPods; developing new
digital lifestyle consumer and professional softevapplications; and investing in new product aseabtechnologies. The Company also
believes increased investment in marketing andréidirey programs is critical to increasing prodantl brand awareness.

The Company utilizes a variety of direct and indirdistribution channels. The Company believes sh#s of its innovative and differentiated
products are enhanced by knowledgeable salesperdmesan convey the value of the hardware, softywamd peripheral integration,
demonstrate the unique digital lifestyle solutitimst are available only on Mac computers, and destnate the compatibility of the Mac with
the Windows platform and networks. The Companyhierrbelieves providing a high-quality sales andrasales support experience is critical
to attracting new and retaining existing custom&esensure a high-quality buying experience fopitsducts in which service and education
are emphasized, the Company continues to expanirgrdve its distribution capabilities by openirtg dwn retail stores in the U.S. and
internationally. The Company had 247 stores opesf & ptember 27, 2008.

The Company has also invested in programs to eeh@seller sales, including the Apple Sales CoastuRrogram, which places Apple
employees and contractors at selected thady reseller locations. The Company believes iging direct contact with its targeted custome

an efficient way to demonstrate the advantagetsdflac computers and other products over thosts @bimpetitors. The Company also sells to
customers directly through its online stores arotinedworld and through its direct sales force.

The Company'’s iPods are sold through a significammbber of distribution points to provide broad ascéPods can be purchased in certain
department stores, member-only warehouse storegg, latail chains, and specialty retail storesyelt as through the channels for Mac
distribution listed above.

iPhone is distributed through the Company, itsutetinetwork carriers’ distribution channels, ardtain third-party resellers. The Company
has signed multi-year agreements with various leellhetwork carriers authorizing them to distribated provide cellular network services for
iPhone 3G in over 70 countries. These agreemeatgarerally not exclusive with a specific carretcept in the U.S., U.K., France, Germany,
Spain, Ireland, and certain other countries. Then@any expects to ship iPhone 3G in over 70 coumninethe end of calendar year 2008.

Critical Accounting Policies and Estimates

The preparation of financial statements and reldiedosures in conformity with U.S. generally guieel accounting principles and the
Company'’s discussion and analysis of its financialdition and operating results require the Com{samanagement to make judgments,
assumptions, and estimates that affect the amounts
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reported in its Consolidated Financial Statementsaccompanying notes. Note 1 “Summary of Signifigdccounting Policies” of Notes to
Consolidated Financial Statements in this Form 1dlekcribes the significant accounting policies em&dhods used in the preparation of the
Company’s Consolidated Financial Statements. Mamagé bases its estimates on historical experiend®a various other assumptions it
believes to be reasonable under the circumstatiwesesults of which form the basis for making jodgnts about the carrying values of assets
and liabilities. Actual results may differ from geestimates and such differences may be material.

Management believes the Company’s critical accagmnpolicies and estimates are those related toteveecognition, allowance for doubtful
accounts, inventory valuation and inventory pureha@mmitments, warranty costs, stock-based compiensacome taxes, and legal and
other contingencies. Management considers thesagmtritical because they are both importanhtogortrayal of the Company’s financial
condition and operating results, and they requiaaagement to make judgments and estimates abaremtty uncertain matters. The
Company’s senior management has reviewed theseatatcounting policies and related disclosureh Wie Audit and Finance Committee of
the Company’s Board of Directors.

Revenue Recognitic

Net sales consist primarily of revenue from the sdlhardware, software, music products, digitaitent, peripherals, and service and sup
contracts. The Company recognizes revenue for aoftywroducts (operating system software and apjglicesoftware), or any product that is
considered to be software-related, in accordante tie guidance in Emerging Issues Task Force FBINo. 03-5,Applicability of AICPA
Statement of Position 97-2 to Non-software Delibbbga in an Arrangement Containing More-Than-Incid¢®oftware, (e.g., Mac computers,
iPod portable digital music players and iPhoneypant to American Institute of Certified Public Acoitants (“AICPA”)Statement of Positic
(*SOP”) No. 97-2 Software Revenue Recognitioss amended. For products that are not softwaseftware-related, (e.g., digital content sold
on the iTunes Store and certain Mac, iPod and iPlsoipplies and accessories), the Company recogmzesue pursuant to the Securities and
Exchange Commission (“SEC”) Staff Accounting Buhet'SAB”) No. 104,Revenue Recognition.

The Company recognizes revenue when persuasiveregdf an arrangement exists, delivery has oatutine sales price is fixed or
determinable, and collection is probable. Prodsicoinsidered delivered to the customer once ibkas shipped and title and risk of loss have
been transferred. For most of the Company’s progalets, these criteria are met at the time theyatdd shipped. For online sales to
individuals, for some sales to education custoriretise U.S., and for certain other sales, the Comukefers revenue until the customer
receives the product because the Company retgiogian of the risk of loss on these sales duriaggit. If at the outset of an arrangement the
Company determines the arrangement fee is nos, eisumed not to be, fixed or determinable, rezéndeferred and subsequently
recognized as amounts become due and payablelatexl criteria for revenue recognition have beest.

For both Apple TV and iPhone, the Company has atdit that from time-to-time it may provide futumespecified features and additional
software products free of charge to customers. &fteg, sales of Apple TV and iPhone handsets axgrezed under subscription accounting
in accordance with SOP No. 97-2. The Company reizegrthe associated revenue and cost of good®radstraight-line basis over the
currently estimated 24-month economic lives of ¢heoducts, with any loss recognized at the timgaté. Costs incurred by the Company for
engineering, sales, marketing, and warranty areresgd as incurred.

The Company records reductions to revenue for estidhcommitments related to price protection amddistomer incentive programs,
including reseller and end-user rebates, and atiles programs and volume-based incentives. Rwsactions involving price protection, the
Company recognizes revenue net of the estimatediainto be refunded, provided the refund amounttEareasonably and reliably estimated
and the other conditions for revenue recognitiovelfzeen met. The Company’s policy requires thagfiinds cannot be reliably estimated,
revenue is not recognized until reliable estimatsbe made or the price protection lapses. Faowes incentive programs, the estimated
of these programs is recognized at the later ofittte at
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which the Company has sold the product or the diatehich the program is offered. The Company atésords reductions to revenue for
expected future product returns based on the Coygphistorical experience. Future market conditiandg product transitions may require the
Company to increase customer incentive programsramua incremental price protection obligationsttbeuld result in additional reductions to
revenue at the time such programs are offered.tidaailly, certain customer incentive programs regjunanagement to estimate the number of
customers who will actually redeem the incentivedabon historical experience and the specific ternusconditions of particular incentive
programs. If a greater than estimated proportiocustomers redeem such incentives, the Companydwutequired to record additional
reductions to revenue, which would have a negatigact on the Company’s results of operations.

Allowance for Doubtful Accoun

The Company distributes its products through tipiadty distributors and resellers and directly tdaia education, consumer, and enterprise
customers. The Company generally does not reqalfateral from its customers; however, the Compaillyrequire collateral in certain
instances to limit credit risk. In addition, wheosgible the Company does attempt to limit credk dn trade receivables with credit insurance
for certain customers in Latin America, Europe,@sind Australia and by arranging with third-pditsancing companies to provide flooring
arrangements and other loan and lease prograrne todmpany'’s direct customers. These credit-fimeparrangements are directly between
the third-party financing company and the end austo As such, the Company generally does not assmyeecourse or credit-risk-sharing
related to any of these arrangements. Howeverjderable trade receivables that are not coveretbbgteral, third-party flooring
arrangements, or credit insurance are outstanditigtihe Company’s distribution and retail channadtpers.

The allowance for doubtful accounts is based onagament’s assessment of the collectibility of sjecustomer accounts and includes
consideration of the credit worthiness and finalnoiedition of those specific customers. The Conypatords an allowance to reduce the
specific receivables to the amount that it reastyraglieves to be collectible. The Company als@rds an allowance for all other trade
receivables based on multiple factors, includirgidrical experience with bad debts, the generat@mic environment, the financial condition
of the Company’s distribution channels, and tha@gif such receivables. If there is a deterioratiba major customer’s financial condition, if
the Company becomes aware of additional informatéteted to the credit-worthiness of a major custgror if future actual default rates on
trade receivables in general differ from those ety anticipated, the Company may have to adjasiliowance for doubtful accounts, which
would affect earnings in the period the adjustmantsmade.

Inventory Valuation and Inventory Purchase Committs

The Company must order components for its prodaieisbuild inventory in advance of product shipmeitee Company records a write-down
for inventories of components and products, inelgahird-party products held for resale, which heeeome obsolete or are in excess of
anticipated demand or net realizable value. The 2o performs a detailed review of inventory easbdl quarter that considers multiple
factors including demand forecasts, product lifeleystatus, product development plans, currensdelels, and component cost trends. The
personal computer, consumer electronics and mobitemunications industries are subject to a rapduapredictable pace of product and
component obsolescence and demand changes. ¥ fdémand or market conditions for the Company’sipets are less favorable than
forecasted or if unforeseen technological changgstively impact the utility of component inventptiye Company may be required to record
additional write-downs, which would negatively affgross margins in the period when the write-dowase recorded.

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

The Company provides for the estimated cost fodWware and software warranties at the time theedlegvenue is recognized based on
historical and projected warranty claim rates,drisal and projected cost-per-claim, and knowledfygpecific product failures that are outside
of the Company’s typical experience. Each quatterCompany reevaluates its estimates to assessl¢lggiacy of its recorded warranty
liabilities considering the size of the installeasb of products subject to warranty protectionadjdsts the amounts as necessary. For product:
accounted for under subscription accounting pursiee8OP No. 97-2, the Company recognizes warraxpense as incurred. If actual product
failure rates or repair costs differ from estimatesisions to the estimated warranty liability wdbe required and could negatively affect the
Company'’s results of operations.

The Company periodically provides updates to ifgiaptions and operating system software to mainta¢ software’s compliance with
specifications. The estimated cost to develop syates is accounted for as warranty cost thacisgnized at the time related software
revenue is recognized. Factors considered in da@tergnappropriate accruals related to such updatdgde the number of units delivered, the
number of updates expected to occur, and the iataost and estimated future cost of the res@uneeessary to develop these updates.

Stock-Based Compensation

The Company accounts for stock-based compensatiaociordance with Statement of Financial Accoun8tendards (“SFAS”) No. 123
(revised 2004)share-Based Paymentinder the provisions of SFAS No. 123R, stock-Hasempensation cost is estimated at the grant date
based on the award’s fair-value as calculated eyBlack-Scholes-Merton (“BSM”) option-pricing modahd is recognized as expense ratably
on a straight-line basis over the requisite serpiggod. The BSM option-pricing model requires vas judgmental assumptions including
expected volatility, forfeiture rates, and expeadetion life. Significant changes in any of thesswanptions could materially affect the fair
value of stock-based awards granted in the future.

Income Taxe

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

No. 109,Accounting for Income Taxeshe provision for income taxes is computed usigasset and liability method, under which defirre
tax assets and liabilities are recognized for ttpeeted future tax consequences of temporary difisgs between the financial reporting anc
bases of assets and liabilities, and for operadtiages and tax credit carryforwards. Deferred &wet and liabilities are measured using the
currently enacted tax rates that apply to taxaitere in effect for the years in which those tesetsare expected to be realized or settled. The
Company records a valuation allowance to reducerckf tax assets to the amount that is believee titaly than not to be realized. Effective
at the beginning of 2008, the Company adopted [Eiahinterpretation No. (“FIN") 48Accounting for Uncertainty in Income Taxes—an
interpretation of FASB Statement No. 1@Rurther information may be found in Note 5, “Ino® Taxes” in the Notes to Consolidated Financial
Statements of this Form 10-K.

Management believes it is more likely than not foa¢casted income, including income that may breegeted as a result of certain tax plan
strategies, together with the tax effects of thiewled tax liabilities, will be sufficient to fullyecover the remaining deferred tax assets. In the
event that the Company determines all or part efniit deferred tax assets are not realizable ifuthee, the Company will make an adjustn
to the valuation allowance that would be chargegaimings in the period such determination is madaddition, the calculation of tax
liabilities involves significant judgment in estitiveg the impact of uncertainties in the applicatadrFIN 48 and other complex tax laws.
Resolution of these uncertainties in a manner isistent with management’s expectations could havaterial impact on the Company’s
financial condition and operating results.

Legal and Other Contingenci
As discussed in Part |, Item 3 of this Form 10-Kleinthe heading “Legal Proceedings” and in Not€8rfimitments and Contingencies” in
Notes to Consolidated Financial Statements, thegaomis subject t
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various legal proceedings and claims that arigkérordinary course of business. In accordance SAS No. 5Accounting for
Contingencies the Company records a contingent liability whieis probable that a loss has been incurred andrf@int is reasonably
estimable. There is significant judgment requiretddth the probability determination and as to Whetin exposure can be reasonably
estimated. In management’s opinion, the Compang doehave a potential liability related to anyreat legal proceedings and claims that
would individually or in the aggregate have a matexdverse effect on its financial condition oecgting results. However, the outcomes of
legal proceedings and claims brought against thagamy are subject to significant uncertainty. Siabe Company fail to prevail in any of
these legal matters or should several of thesé tegtiers be resolved against the Company in theegaporting period, the operating result
a particular reporting period could be materialliyersely affected.

Net Sales
Fiscal years 2008 and 2007 spanned 52 weeks vigtla fyear 2006 spanned 53 weeks. An additionakwemcluded in the first fiscal quarter
approximately every six years to realign fiscal iz with calendar quarters.

The following table summarizes net sales and Matcsates by operating segment and net sales amdales by product during the three fiscal
years ended September 27, 2008 (in millions, exgejptsales in thousands and per unit amou

2008 Change 2007 Change 2006
Net Sales by Operating Segment:
Americas net sale $ 14,57: 26% $ 11,59¢ 23% $ 9,41¢
Europe net sale 7,62z 40% 5,46( 33% 4,09¢
Japan net sale 1,50¢ 39% 1,08: (11)% 1,211
Retail net sale 6,31¢ 53% 4,11¢ 27% 3,24¢
Other Segments net sales 2,46( 40% 1,75¢ 30% 1,347
Total net sale $ 32,47¢ 35% $ 24,00t 24% $ 19,31t
Unit Sales by Operating Segment:
Americas Mac unit sale 3,98( 32% 3,01¢ 24% 2,432
Europe Mac unit sale 2,51¢ 39% 1,81¢ 35% 1,34¢
Japan Mac unit sale 38¢ 29% 302 Q)% 304
Retail Mac unit sale 2,03¢ 47% 1,38¢ 56% 88¢
Other Segments Mac unit sales 792 50% 52¢ 58% &
Total Mac unit sale 9,71¢ 38% 7,051 33% 5,30
Net Sales by Product
Desktops (b $ 5,602 39% $ 4,02( 21% $ 3,31¢
Portables (c 8,67 38% 6,29¢ 55% 4,05¢
Total Mac net sale 14,27¢ 38% 10,31« 40% 7,37
iPod 9,152 10% 8,30¢ 8% 7,67¢
Other music related products and services 3,34( 34% 2,49¢ 32% 1,88¢
iPhone and related products and service 1,84¢ NM 123 NM —
Peripherals and other hardware 1,65¢ 32% 1,26( 15% 1,10(¢
Software, service, and other sales 2,207 46% 1,50¢ 18% 1,27¢
Total net sale $ 32,47¢ 35% $ 24,00¢ 24% $ 19,31
Unit Sales by Product:
Desktops (b 3,712 37% 2,71¢ 12% 2,43¢
Portables (c 6,002 38% 4,337 51% 2,86¢
Total Mac unit sale 9,71¢ 38% 7,051 33% 5,30
Net sales per Mac unit sold ( $ 1,46¢ —% $ 1,46¢ 5% $ 1,391
iPod unit sale: 54,82¢ 6% 51,63( 31% 39,40¢
Net sales per iPod unit sold $ 167 4% $ 161 17)% $ 19t
iPhone unit sale 11,627 NM 1,38¢ NM
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(@) Other Segments include Asia Pacific and FileMa

(b) Includes iMac, Mac mini, Mac Pro, Power Mac, anéX® product lines

(c) Includes MacBook, iBook, MacBook Air, MacBook Pemd PowerBook product line

(d) Consists of iTunes Store sales, iPod servicesAapte-branded and thi-party iPod accessorie

(e) Derived from handset sales, carrier agreementsApgptE-branded and thi-party iPhone accessorie

(f) Includes sales of Apg-branded and thi-party displays, wireless connectivity and netwogkslutions, and other hardware accessa
(g) Includes sales of Apg-branded operating system and application softwhi-party software, AppleCare, and Internet servi

(h) Derived by dividing total Mac net sales by totaldait sales

(i) Derived by dividing total iPod net sales by tofdd unit sales

NM = Not Meaningful

Fiscal Year 2008 versus 2007
Net sales during 2008 increased 35% or $8.5 bifiiom 2007. Several factors contributed to thesedases including the followin

Mac net sales increased $4.0 billion or 38% du#i@888 compared to 2007, while Mac unit sales in@eédxy 2.7 million units or 38%.
Net sales related to the Comp’s Mac shipments accounted for 44% of the Compaintal net revenue. Higher Mac unit sales, w
contributed to the increases in net sales, wekedddy higher sales of all of the Company’s poeaghioducts as well as the popularity
of the iMac, which experienced strong growth in sedes and unit sales in all of the Company’s rigbe segments. Unit sales of the
Company'’s portable products accounted for 62% @fGbmpany’s personal computer shipments in botl3 20@ 2007. Net sales and
unit sales of the Company’s portable products bhutheased by 38% during 2008 compared to 2007. Jiowth was attributable to
strong demand for all the portable products, paldity the MacBook, which had double-digit growthall of the Companyg operatin
segments, and the addition of the MacBook Air, Wwhi@s introduced to the Company’s portable protinetin January 2008. Growth
of the Company’s desktop systems was also stroitly,imcreased net sales and unit sales of 39% @f@a Bespectively, during 2008
due primarily to strong sales of the iMac in alltoé Compan’s operating segment

Net sales of iPods increased $848 million or 10%ndu2008 compared to 2007 whereas unit salesarfdincreased 6% comparec
2007. The iPod unit growth was due to strong denfanthe iPod touch, and to a lesser extent, higinérsales of the iPod shuffle d
to a price reduction in February 2008. iPod netsgrew faster than iPod unit sales due to higherage selling prices caused by a
shift in overall iPod product mix to the higherqad iPod touct

Net sales of iPhone and related products and ssrviere $1.8 billion for 2008, with iPhone handset sales totaling 11.6 millior
During 2008, sales of iPhone expanded beyond tBe &hd the Company expects to be shipping iPhaneger 70 countries by the
end of December 2008. Net sales of iPhone ancerbfaibducts and services were $123 million in 20dhich represented sales for
one fiscal quarter. iPhone net sales include tiBgmoof handset revenue recognized in accordanttesubscription accounting over
the produc’s 24-month estimated economic life, as well as revenmim fsales of iPhone accessories and from carrieeatgnts

Net sales of other music related products and sesvincreased $844 million or 34% during the 200@pmared to 2007, due primar
to significantly increased net sales from the iTaiBéore in each of the Company’s geographic seggn&€he Company believes this
success is the result of heightened consumer giterelownloading third-party digital content, tlepansion of third-party audio and
video content available for sale and rent via Thenes Store, and the launch of the iTunes App Stidre Company continues to
expand its iTunes content offerings around the dv

Net sales of peripherals and other hardware inece$399 million or 32% compared to 2007 due tonangiase in wireless networkil
products and other hardware accessories, inclygtingers and scanners, which was partially offsealilecrease in net sales of
displays.
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» Net sales of software, service, and other sales$699 million or 46% during 2008 compared to 20hs growth was due in larg
part to increased sales of Apple-branded and thartly developers’ software products and increastdales of AppleCare Protection
Plan “APF") extended service and support contre

Fiscal Year 2007 versus 2006
Net sales during 2007 increased 24% or $4.7 bifliom 2006 even though fiscal year 2007 spannedésks while fiscal year 2006 spanr
53 weeks. Several factors contributed to theseeasms including the following:

» Mac net sales increased $3 billion or 40% during7”26ompared to 2006, while Mac unit sales incre&iset. 75 million units or 33%
The 33% Mac unit sales growth rate is significagtigater than the estimated growth rate of theativpersonal computer industry
during that timeframe. Unit sales of the Compamgstable products accounted for 62% of the Compmapgtsonal computer
shipments in 2007, up from 54% in 2006. Net sahesumit sales of the Company’s portable produatseimsed 55% and 51%,
respectively, during 2007 compared to 2006. Thismgin was due to strong demand for the MacBook, Wwhicreased in each of the
Companys operating segments, as well as the MacBook Frizhwincreased in each operating segment excephJafac desktop ni
sales and unit sales increased by 21% and 12%gatdsgly, during 2007 due to stronger sales ofiktec in each of the Company’s
operating segments. The Mac desktop net sales lgnoas greater than the unit sales growth due piliyrtara shift in desktop product
mix away from the lowe-price Mac Mini and discontinued eMac and towarditac.

» Net sales of iPods increased $629 million or 8%miuP007 compared to 2006. Unit sales of iPodseased 31% compared to 20
The iPod growth was driven primarily by increasets of the iPod shuffle and iPod nano particularinternational markets. iPod
unit sales growth was significantly greater thandPet sales due to a shift in overall iPod produist as well as due to lower selling
prices for the iPod classic, iPod nano and iPodflehim 2007 compared to 200

* Net sales of iPhone and related products and ssrviere $123 million in 2007. iPhone net saleauhelthe portion of iPhone hand
revenue recognized in accordance with subscrigtcmounting over the product’s 2denth estimated economic life, as well as sale
iPhone accessory products and revenue from cagireements. iPhone unit sales were 1.39 millidz0bi7 .

» Net sales of other music related products and aesvincreased $611 million or 32% during 2007 carmbéo 2006 due to increas
net sales from the iTunes Store. The Company bedigévis growth was the result of heightened consumberest in downloading
digital content and the expansion of tl-party audio and video content available for satethie iTunes Stor

» Net sales of peripherals and other hardware ineck$$60 million or 15% compared to 2006 due tonaneiase in wireless networkii
products and other hardware accessories, inclygtingers and scanners, which was partially offsealilecrease in net sales of
displays.

» Net sales of software, service, and other sales$829 million or 18% during 2007 compared to 200ts growth was attributab
primarily to increased net sales of APP extendediceand support contracts and increased saléppie branded and third-party
developer software products

Segment Operating Performance

The Company manages its business primarily on grgebic basis. The Company’s reportable operagggnents consist of the Americas,

Europe, Japan, and Retail. The Americas, EuropkJapan reportable segments do not include aetviglated to the Retail segment. The
Americas segment includes both North and South Agaefhe Europe segment includes European coumtsiegell as the Middle East and

Africa. The Retail segment operates Apple-ownedilrstores in the U.S. and in international markEech reportable geographic operating
segment and the Retail operating segment providéasihardware and software products and similarises. Further information regarding
the Company’s operating segments may be found te Bipg*Segment Information and Geographic DataNates to Consolidated Financial

Statements of this Form 10-K.
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Americas

During 2008, net sales in the Americas segmeneasad $3.0 billion or 26% compared to 2007. Thagny drivers of this growth were the
significant year-over-year increase in sales ofifteel touch, Mac portable systems, content froniThees Store, and iPhone. The Company
began shipping iPhone in June 2007 and the grawifPhione sales in 2008 resulted from a full yedPbbne shipments. The increase in Mac
net sales of $1.3 billion or 30% and Mac unit sal£861 million or 32% is attributable to growthati of the Mac portable systems, particuli
the MacBook, and higher sales of the iMac. NetssaféPods increased due to a shift in producttoixard higher priced iPods, particularly
iPod touch, which was upgraded in June 2008. 1820 Americas segment represented 45% of the @oyptotal net sales as compared to
48% in the same period of 2007. During 2008, Udsication channel net sales and Mac unit salesasereby 14% and 19%, respectively,
compared to 2007. Net sales from the higher edutatiarket grew 15% during 2008 compared to 200Tewlet sales in the K-12 market
grew 12% during the same period.

During 2007, net sales in the Americas segmeneaswed $2.2 billion, or 23%, compared to 2006. Thareources of this growth were Mac
portable products, iMacs, iPods, and the saleBiaf-party content from the iTunes Store. Salesla€ portable products increased due to the
popularity of the MacBook, introduced in May 200@&laipdated in May 2007, as well as the MacBook iatmduced in January 2006 and
updated in June 2007. Sales of iMacs grew duestofin desktop product mix away from the Mac mand discontinued eMac as well as the
strong reception of the new iMac introduced in Astg2007. Sales of iPods grew due to increased defoanhe iPod nano and iPod shuffle
and the introduction of the iPod touch in Septen#8€Y7. During 2007, the Americas segment repredet&o of the Compang’total net sale
as compared to 49% in the same period of 2006 NOW@D07, U.S. education channel net sales and Miasales increased by 14% and 18%,
respectively, compared to 2006. Net sales fronhthker education market grew 17% during 2007 coeghéw 2006, while net sales in the K-
12 market grew 10% during the same period.

Europe

For 2008, net sales and unit sales in Europe iserkd0% and 39%, respectively, compared to the panmed in 2007. The main drivers of t
growth were strong sales of Mac portable systendsiac, increased sales from the iTunes StorejRhdne. Also contributing to the incre:
in net sales were higher iPod net sales due piiyrtarthe iPod touch, which was upgraded in Jur@B2@ales of Mac portable products
increased due to the MacBook Pro and the MacBaatk, bpdated in February 2008, as well as the MakBdn introduced in January 2008.
Mac desktop sales also increased due primarilgggbpularity of the iMac, which was updated iniRpO08. Sales from the iTunes Store
grew substantially by 79% from 2007 as a result@fihtened consumer interest in downloading digitaitent and the expansion of thjperty
audio and video content available for sale viaitimes Store. The Europe segment represented 238tabhet sales in 2008, consistent with
2007.

Europe segment net sales increased $1.4 billi@3% during 2007 compared to 2006. Consistent vaighAmericas segment, the primary
drivers of this growth were Mac portable produit#acs, iPods, and the sales of third-party contieamh the iTunes Store. Sales of Mac
portable products increased due to the populafiboth the MacBook and MacBook Pro. Sales of iMgiesv due to a shift in desktop product
mix away from the Mac mini and discontinued eMaaved as the strong reception of the new iMac idtroed in August 2007. Sales of iPods
grew due primarily to increased demand for the iRao and iPod shuffle. The Company believes tregtowth in iTunes Store sales was
result of heightened consumer interest in downlogdiigital content and the expansion of third-patgio and video content available for sale
via the iTunes Store.

Japan

Japan net sales increased $427 million or 39% @8 2@mpared to 2007. The primary contributors ogfowth in net sales were increases in
sales of iPods, iMac, Mac portable systems, amthgtsales from the iTunes Store. Net sales, ul@s sad the average selling price of iPods
increased during 2008 compared to 2007, drivertiong demand for iPod touch and iPod nano. Additilgn Mac net sales and unit sales
grew 42% and 29%, respectively, in 2008 compare?D@¥ due to increase in sales of the iMac and pbatable systems, particularly
MacBook, as well as the introduction of MacBook &irJanuary 2008.
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Japan’s net sales declined by $129 million or 14%007 compared to 2006. Total Mac unit sales padaleclined 1% during 2007. The
decrease in the Japan segment’s overall net saleattributable primarily to decreases in iPod Miad desktop sales, partially offset by an
increase in revenue from MacBooks and sales al{baérty content from the iTunes Store. The dedlineet sales and Mac unit sales is
partially attributable to Japan’s declining consuf€ market, and the iPod sales decline is duegpilyrto lower average selling prices. The
Company is continuing to evaluate ways to imprdweeftiture results of its Japan segment.

Retail

Retail net sales grew by 53% during 2008 compareé2D07, due in large part to increased sales of patable and desktop products, strong
demand for the iPhone and iPod touch, and new sfmaings. The Company opened 50 new retail sthrasg 2008, including a total of 19
international stores, bringing the total numbeopén stores to 247 as of September 27, 2008. Bhipares to 197 open stores as of
September 29, 2007 and 165 open stores as of Segt&d, 2006. With an average of 211 stores andsii@s opened during 2008 and 2007,
respectively, average revenue per store increas$2a.9 million for 2008, compared to $23.1 million2007.

Retail Mac net sales and Mac unit sales grew by 488647%, respectively, during 2008 compared t®0@¥, due primarily to strong demand
for MacBook, iMac, and MacBook Air, introduced ianbiary 2008. Net sales of iPods increased duestpdhpularity of the iPod touch, which
was upgraded in June 2008, and a higher averageggalice compared to 2007. The higher iPod aversg]ling price was due to strong
demand for the iPod touch.

The Retail segment’s net sales increased by 2784.tobillion during 2007 compared to 2006. Retagraent Mac unit sales increased 56%
during 2007 as compared to 2006. With an averadd ®fstores open during 2007, average revenudgrerwas $23.1 million, compared to
$22.9 million in 2006. The increase in Retail segtmeet sales during 2007 compared to 2006 was doeply to stronger sales of Mac
portable products, iMacs, accessories and servitesincrease was partially offset primarily by Enwnet sales of iPods and other music re
products due to the expanded availability of theselucts through third-party resellers.

As measured by the Company’s operating segmenttiegothe Retail segment reported operating incoifr&l.3 billion during 2008 as
compared to operating income of $875 million an@illion during 2007 and 2006, respectively. Tiniprovement in 2008 was attributable
primarily to the significant Retail net sales grovaf 53% as compared to 2007.

Expansion of the Retail segment has required afideritinue to require a substantial investmerfixad assets and related infrastructure,
operating lease commitments, personnel, and ofhenating expenses. Capital asset purchases assbwidlh the Retail segment were $389
million in 2008, bringing the total capital assetrghases since inception of the Retail segment 4 Killion. As of September 27, 2008, the
Retail segment had approximately 15,900 full-timeiealent employees and had outstanding operatiagel commitments associated with
retail store space and related facilities of $1lébh. The Company would incur substantial co$ts were to close multiple retail stores. Such
costs could adversely affect the Company'’s findremadition and operating results.

Other Segments

The Company’s Other Segments, which consist disia Pacific and FileMaker operations, experiengedncrease in net sales of $707
million, or 40% during 2008 as compared to 2007egehincreases are related primarily to strong dramwsales of all Mac portable systems,
iPods, the iMac, and content from the iTunes Siothe Company’s Asia Pacific region. Sales from iffiunes Store in the Company’s Asia
Pacific region grew significantly by 109% over 200Fac net sales and unit sales grew by 52% and 5&8pectively, due to increased sales of
the iMac and all Mac portables.

The Company’s Other Segments experienced an ireieaget sales of $406 million, or 30% during 2@@mmpared to 2006. This increase
related primarily to a 58% increase in sales of Maxtable products and strong iPod sales in thegamyis Asia Pacific region.
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Gross Margin
Gross margin for the three fiscal years ended &dme 27, 2008, are as follows (in millions, excgiss margin percentages):

2008 2007 2006
Net sales $ 32,47¢ $ 24,00t $ 19,31!
Cost of sale: 21,33¢ 15,85 13,71;
Gross margir $ 11,14¢ $ 8,15/ $ 5,59¢
Gross margin percenta 34.3% 34.0% 29.0%

Gross margin percentage was relatively flat in 2898ompared to 2007. Gross margin percentage.@¥8ih 2007 increased significantly
from 29.0% in 2006. The primary drivers of thisnease were more favorable costs on certain comgnodithponents, including NAND flash
memory and DRAM memory, higher overall revenue firat/ided for more leverage on fixed productionts@nd a higher percentage of
revenue from the Company’s direct sales channels.

The Company expects its gross margin percentaded@ase in future periods compared to levels aetliduring 2008 and 2007, and
anticipates gross margin levels of about 30% in20is expected decline is due largely to thecgrdied impact of product transitions, flat or
reduced pricing on new and innovative products llaae higher cost structures, both expected arehpat future cost increases for key
components, a stronger U.S. dollar, and highestagil costs.

The foregoing statements regarding the Companyeeted gross margin percentage are forward-loakimthcould differ from anticipated
levels because of several factors, including btfimited to certain of those set forth below inrfHaltem 1A, “Risk Factors” under the
subheading Future operating results depend upon the Compaalyility to obtain key components including, but lhmited to
microprocessors, NAND flash memory, DRAM and LCOawwrable prices and in sufficient quantiti@svhich is incorporated herein by
reference. There can be no assurance that targeissl margin percentage levels will be achievedelmeral, gross margins and margins on
individual products will remain under downward e due to a variety of factors, including contidundustry wide global product pricing
pressures, increased competition, compressed prbfducycles, product transitions and expectedeases in the cost of key components
including, but not limited to microprocessors, NANIBsh memory, dynamic random access memory (“DRAMI liquid crystal displays
(“LCDs"), as well as potential increases in thetsad outside manufacturing services and a potestiiét in the Company’s sales mix towards
products with lower gross margins. In responséésé competitive pressures, the Company expest @ontinue to take product pricing
actions, which would adversely affect gross marg@r®ss margins could also be affected by the Caoyipability to manage product quality
and warranty costs effectively and to stimulate dednfor certain of its products. Due to the Compasignificant international operations,
financial results can be significantly affectedhie short-term by fluctuations in exchange rates.

Operating Expenses
Operating expenses for the three fiscal years eS8éptember 27, 2008, are as follows (in millionsegpt for percentages):

2008 2007 2006
Research and developm: $1,10¢ $ 78z $ 71z
Percentage of net sal 3.4% 3.3% 3.7%
Selling, general, and administrati $ 3,761 $ 2,96: $2,43¢
Percentage of net sal 11.6% 12.3% 12.6%

Research and Developmel'R&D”)

Expenditures for R&D increased 42% or $327 millfor$1.1 billion in 2008 compared to 2007. Thesednses were due primarily to an
increase in R&D headcount in the current year fpsut expanded R&D activities and higher sttigised compensation expenses. In 2008
million of software development costs were capitdi
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related to Mac OS X Version 10.6 Snow Leopard amlueled from R&D expense, while R&D expense for 2@&cluded $75 million of
capitalized software development costs related ac KIS X Leopard and iPhone. Although total R&D ewgeeincreased 42% during 2008, it
remained relatively flat as a percentage of netssgiven the 35% increase in revenue during 2008.dompany continues to believe that
focused investments in R&D are critical to its fetgrowth and competitive position in the marketpland are directly related to timely
development of new and enhanced products thatesuteat to the Company’s core business strategywsusf, the Company expects to increase
spending in R&D to remain competitive.

Expenditures for R&D increased 10% or $70 millior$782 million in 2007 compared to 2006. The insemain R&D expense were due
primarily to an increase in R&D headcount in 2003tipport expanded R&D activities, partially offbgtone less week of expenses in the first
guarter of 2007 and the capitalized software deuaknt costs mentioned above.

Selling, General, and Administrative Expense (“SGRA

Expenditures for SG&A increased $798 million or 2#¥$3.8 billion in 2008 compared to 2007. Theswaéases are due primarily to higher
stock-based compensation expenses, higher vasdalileg expenses resulting from the significantry@eer-year increase in total net sales and
the Company’s continued expansion of its Retailsag in both domestic and international markets&ddition, the Company incurred higher
spending on marketing and advertising during 208i@gared to 2007.

Expenditures for SG&A increased $530 million or 2d¥%ing 2007 compared to 2006. The increase wapdoerily to higher direct and
indirect channel variable selling expenses reqyliom the significant year-over-year increaseoialtnet sales in 2007, the Company’s
continued expansion of its Retail segment in batmelstic and international markets, and higher spgneh marketing and advertising,
partially offset by one less week of expenses @nfifst quarter of 2007.

Other Income and Expense
Other income and expense for the three fiscal yeaded September 27, 2008, are as follows (inangl):

2008 2007 2006

Interest incom: $ 652 $ 64 $ 39¢
Other income (expense), r (33 (48) (29
Total other income and exper $ 62C $ 59¢ $ 36E

Total other income and expense increased $21 miidb620 million during 2008 as compared to $5%on and $365 million in 2007 and
2006, respectively. While the Company’s cash, @glivalents and short-term investment balancegasad by 59% in 2008, other income
and expense increased only 4% due to the declitteeimeighted average interest rate earned of 3.44% overall increase in other income
and expense is attributable to the Company’s highsh and shoterm investment balances, which more than offsed#cline in interest rat
during 2008 as compared to 2007. The weighted gedrderest rate earned by the Company on its cast, equivalents, and short-term
investments was 5.27% and 4.58% during 2007 ané,2@8pectively. During 2008, 2007 and 2006, then@any had no debt outstanding and
accordingly did not incur any related interest exgee

Provision for Income Taxes

The Company’s effective tax rates were 30% forysars ended September 27, 2008 and September@B, &t 29% for the year ended
September 30, 2006. The Company'’s effective rafésr drom the statutory federal income tax rate36%6 due primarily to certain
undistributed foreign earnings for which no U.&etsare provided because such earnings are intéodrdindefinitely reinvested outside the
u.s.

As of September 27, 2008, the Company had deftasedssets arising from deductible temporary diffiees, tax losses, and tax credits of
billion before being offset against certain defdrliabilities for presentation on the Company’sdmale sheet. Management believes it is more
likely than not that forecasted income, including
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income that may be generated as a result of caggiplanning strategies, together with the tar@# of the deferred tax liabilities, will be
sufficient to fully recover the remaining defertaat assets. The Company released a valuation allmevaf $5 million since it has been
determined that it is more likely than not the assted deferred tax assets will be realized. Then@amy will continue to evaluate the
realizability of deferred tax assets quarterly bgessing the need for and amount of the valuatiowance.

The Internal Revenue Service (the “IRS”) has conepléts field audit of the Company’s federal incotar returns for the years 2002 through
2003 and proposed certain adjustments. The Compasigontested certain of these adjustments thrineghkS Appeals Office. All IRS audit
issues for years prior to 2002 have been resolvealddition, the Company is subject to audits layestlocal, and foreign tax

authorities. Management believes that adequatdgioovhas been made for any adjustments that nstfeom tax examinations. However,

the outcome of tax audits cannot be predicted vetiiainty. If any issues addressed in the Compaay'swudits are resolved in a manner not
consistent with management’s expectations, the @ompould be required to adjust its provision faxdme tax in the period such resolution
occurs.

Recent Accounting Pronouncements

In September 2006, the Financial Accounting Stadsl&0oard (“FASB”) issued SFAS No. 157air Value Measurementshich defines fair
value, provides a framework for measuring fair ealand expands the disclosures required for fairevaeasurements. SFAS No. 157 applies
to other accounting pronouncements that requirevédue measurements; it does not require any agwdélue measurements. In February
2008, the FASB issued FASB Staff Position (“FSPY. RAS 157-1Application of FASB Statement No. 157 to FASB St No. 13 and
Other Accounting Pronouncements That Address Falu&/Measurements for Purposes of Lease Classditar Measurement under
Statement 1and FSP No. FAS 157-Zffective Date of FASB Statement No. 163P 157-1 amends SFAS No. 157 to remove cegasirg
transactions from its scope. FSP 157-2 delaysftbetve date of SFAS No. 157 to fiscal years begig after November 15, 2008 for all non-
financial assets and non-financial liabilities, eptcfor items that are recognized or disclose@iatvilue in the financial statements on a
recurring basis (at least annually) and will begdd by the Company beginning in the first quanfefiscal 2010. In October 2008, the FASB
issued FSP No. 157-Betermining the Fair Value of a Financial Asset \Whiee Market for That Asset is Not Actiue clarify the application
of SFAS 157 in inactive markets for financial ass&iSP 157-3 became effective upon issuance an® $f0A 157 is effective for fiscal years
beginning after November 15, 2007 and will be addgty the Company beginning in the first quartefisafal 2009. Although the Company
will continue to evaluate the application of SFA8.M57, management does not currently believe amoptill have a material impact on the
Company'’s financial condition or operating results.

In February 2007, the FASB issued SFAS No. I5% Fair Value Option for Financial Assets and Fioel Liabilities—including an
amendment of FASB Statement No. BFAS No. 159 allows companies to choose to meadigiible financial instruments and certain other
items at fair value that are not required to besnesd at fair value. SFAS No. 159 requires thataliwed gains and losses on items for which
the fair value option has been elected be repantedrnings at each reporting date. SFAS No. 18¥féxctive for fiscal years beginning after
November 15, 2007 and will be adopted by the Compeginning in the first quarter of fiscal 2009t#dugh the Company will continue
evaluate the application of SFAS No. 159, managé¢ithess not currently believe adoption will have atanial impact on the Company’s
financial condition or operating results.

In December 2007, the FASB issued SFAS No. 14lgeeM2007)Business Combinationavhich establishes principles and requirements for
how an acquirer recognizes and measures in itadiahstatements the identifiable assets acquihedljabilities assumed, and any
noncontrolling interest in the acquiree in a bustneombination. SFAS No. 141R also establishegiptes around how goodwill acquired in a
business combination or a gain from a bargain mgefshould be recognized and measured, as wethaslgs guidelines on the disclosure
requirements on the nature and financial impathefusiness combination. SFAS No. 141R is effediiv fiscal years beginning on or after
December 15, 2008 and will be adopted by the Compaginning in the first quarter of fiscal 2010t#dugh the Company will continue to
evaluate the application of SFAS No. 141R, manageihees not currently believe adoption will hawaaterial impact on the Company’s
financial condition or operating results.
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In March 2008, the FASB issued SFAS No. 1Bikclosures about Derivative Instruments and Hedghativities—an amendment of FASB
Statement No. 138hich requires companies to provide additionalldismgres about its objectives and strategies farguderivative
instruments, how the derivative instruments anateel hedged items are accounted for under SFAS38Accounting for Derivative
Instruments and Hedging Activiti, and related interpretations, and how the dexreatistruments and related hedged items affect the
Company'’s financial statements. SFAS No. 161 aspires companies to disclose information abouwditrisk-related contingent features in
their hedged positions. SFAS No. 161 is effectimefiscal years and interim periods beginning atewember 15, 2008 and is required to be
adopted by the Company beginning in the secondeuaf fiscal 2009. Although the Company will conte to evaluate the application of
SFAS No. 161, management does not currently beleoption will have a material impact on the Comypafinancial condition or operating
results.

Liquidity and Capital Resources
The following table presents selected financiabinfation and statistics as of and for the thremafigears ended September 27, 2008 (in
millions):

2008 2007 2006
Cash, cash equivalents, and s-term investment $ 24,49( $ 15,38t $ 10,11(
Accounts receivable, n $ 2,42; $ 1,63i $ 1,252
Inventory $ 50¢ $  34¢ $ 27C
Working capital $ 20,59¢ $ 12,67¢ $ 8,06¢
Annual operating cash flo $ 9,59¢ $ 5,47( $ 2,22

As of September 27, 2008, the Company had $24i6rbih cash, cash equivalents, and shertn investments, an increase of $9.1 billion fi
September 29, 2007. The principal components efrtht increase were cash generated by operatiivijiastof $9.6 billion, proceeds from the
issuance of common stock under stock plans of $4i8®n and excess tax benefits from stock-basedmensation of $757 million. These
increases were partially offset by payments foruéitions of property, plant, and equipment of $illion, payments made in connection with
business acquisitions, net of cash acquired, o®$2#lion and payments for acquisitions of intarlgibssets of $108 million. The Company’s
cash generated by operating activities signifige@ticeeded its net income due primarily to thedangrease in deferred revenue, net of
deferred costs, associated with subscription adaoyfor iPhone.

The Company’s short-term investment portfolio igasted primarily in highly rated securities witlngnimum rating of single-A. As of
September 27, 2008 and September 29, 2007, $1id® lsind $6.5 billion, respectively, of the Comp&ncash, cash equivalents, and short-
term investments were held by foreign subsidiaaigs are generally based in U.S. doti@rominated holdings. The Company had $117 m
in net unrealized losses on its investment podfgrimarily related to investments with stated umidies ranging from one to five years, as of
September 27, 2008, and net unrealized lossespob@mately $11 million on its investment portfaliorimarily related to investments with
stated maturities from one to five years, as ot&aper 29, 2007. The Company has the intent adilyatbi hold such investments for a
sufficient period of time to allow for recovery tife principal amounts invested. Accordingly, nohéese declines in fair value were
recognized in the Company’s Statement of Operations

The Company believes its existing balances of ceesth equivalents, and short-term investmentsheibbufficient to satisfy its working capital
needs, capital expenditures, outstanding commitsnamid other liquidity requirements associated wétlexisting operations over the next 12
months.

Capital Assets

The Company’s cash payments for capital asset paechwere $1.1 billion during 2008, consisting38%million for retail store facilities and
$702 million for real estate acquisitions and cogp® infrastructure including information systemé&@cements. The Company anticipates
utilizing approximately $1.5 billion for capital g&t purchases during 2009, including approxim&#dly0 million for Retail facilities and
approximately $1.1 billion for corporate facilitiegd infrastructure.
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Off-Balance Sheet Arrangements and Contractual Obgations

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

The following table presents certain payments duthb Company under contractual obligations withimum firm commitments as of
September 27, 2008 and excludes amounts alreadsdezton the Company’s balance sheet as currdilitles (in millions):

Payments Payments Du

Payments Du Payments
in Less Due in Due in in More
Total Than 1 Year 1-3 Years 4-5 Years Than 5 Years
Operating lease $ 1,76(C $ 19t $ 40¢ $ 36€ $ 78¢
Purchase obligatior 5,37¢ 5,37¢ — — —
Asset retirement obligatior 28 — 8 7 13
Other obligation: 471 242 124 10E —
Total $ 7,631 $ 5,81¢ $ 54! $  48( $ 80!

Lease Commitmen

As of September 27, 2008, the Company had totatanding commitments on noncancelable operatirmeteaf $1.8 billion, $1.4 billion of
which related to the lease of retail space andeeltacilities. The Company’s major facility leases generally for terms of 3 to 20 years and
generally provide renewal options for terms of btadditional years. Leases for retail space aréefms of 5 to 20 years, the majority of wr
are for 10 years, and often contain multi-year wealeptions.

Purchase Commitments with Contract Manufacturerd @omponent Supplie

The Company utilizes several contract manufactutersanufacture sub-assemblies for the Companydumts and to perform final assembly
and test of finished products. These contract nertufers acquire components and build product basettmand information supplied by the
Company, which typically covers periods rangingrd0 to 150 days. The Company also obtains indalidamponents for its products fron
wide variety of individual suppliers. Consistentlwindustry practice, the Company acquires comptzthinough a combination of purchase
orders, supplier contracts, and open orders basgdojected demand information. Such purchase comenits typically cover the Company’s
forecasted component and manufacturing requirenfientseriods ranging from 30 to 150 days. In additithe Company has an off-balance
sheet warranty obligation for products accountedifaler subscription accounting pursuant to SOPIMe2 whereby the Company recognizes
warranty expense as incurred. As of September@18,2he Company had outstanding off-balance ghe&etparty manufacturing
commitments, component purchase commitments, aindated warranty commitments of $5.4 billion.

During 2006, the Company entered into long-ternpsupgreements with Hynix Semiconductor, Inc., Ii@erporation, Micron Technology,
Inc., Samsung Electronics Co., Ltd., and Toshibgp@ation to secure supply of NAND flash memoryotigh calendar year 2010. As part of
these agreements, the Company prepaid $1.25 bithioilash memory components during 2006, whicH é applied to certain inventory
purchases made over the life of each respectivweawgnt. The Company utilized $567 million of thegayment as of September 27, 2008.

Asset Retirement Obligatio

The Company'’s asset retirement obligations arecéstsal with commitments to return property subjeadperating leases to original condition
upon lease termination. As of September 27, 20@8Cbmpany estimated that gross expected fututefltags of $28 million would be
required to fulfill these obligations.
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Other Obligations
Other outstanding obligations were $471 millioroaSeptember 27, 2008, which related to advertjsiegearch and development, Internet and
telecommunications services, and other obligations.

During the first quarter of 2008, the Company addphe provisions of FIN 48. The Company had hic#dlly classified interest and penalties
and unrecognized tax benefits as current liabdljtirit beginning with the adoption of FIN 48 thenpany has reclassified gross interest and
penalties and unrecognized tax benefits that arexpected to result in payment or receipt of aaghin one year as non-current liabilities
within the Consolidated Balance Sheet. As of Sepwm7, 2008, the Company recorded gross unrecegméx benefits of $506 million and
gross interest and penalties of $219 million, kafttvhich are classified as non-current liabilitiegdhe Consolidated Balance Sheet. At this
time, the Company is unable to make a reasonabfipte estimate of the timing of payments in indival years due to uncertainties in the
timing of tax audit outcomes; therefore, such ant®ane not included in the above contractual okibhgetable.

Indemnifications

The Company generally does not indemnify end-uskits operating system and application softwarairs legal claims that the software
infringes third-party intellectual property right3ther agreements entered into by the Company soe®include indemnification provisions
under which the Company could be subject to casigoan damages in the event of an infringement ckgiainst the Company or an
indemnified third-party. However, the Company haslreen required to make any significant paymesgalting from such an infringement
claim asserted against it or an indemnified thiadtyp and, in the opinion of management, does net ladiability related to unresolved
infringement claims subject to indemnification thaduld have a material adverse effect on its fifereondition or operating results.
Therefore, the Company did not record a liabildy ihfringement costs as of either September 28820 September 29, 2007.

Iltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk

Interest Rate and Foreign Currency Risk Manager

The Company regularly reviews its foreign exchafug@ard and option positions, both on a stand-alwess and in conjunction with its
underlying foreign currency and interest rate eglagxposures. However, given the effective horizifrthe Company’s risk management
activities and the anticipatory nature of the expes, there can be no assurance the hedges wg#toffore than a portion of the financial
impact resulting from movements in either foreigeleange or interest rates. In addition, the timohthe accounting for recognition of gains
and losses related to mark-to-market instrumentargy given period may not coincide with the timipfggains and losses related to the
underlying economic exposures and, therefore, rdagraely affect the Company’s financial conditio@perating results.

Interest Rate Ris

While the Company is exposed to interest rate diations in many of the world’s leading industrializcountries, the Company’s interest
income and expense is most sensitive to fluctuationhe general level of U.S. interest rates. dghschanges in U.S. interest rates affect the
interest earned on the Company’s cash, cash equigaland short-term investments, the value ofetlrogestments, as well as costs associated
with foreign currency hedges.

The Company'’s short-term investment policy andtsgy attempts primarily to preserve capital and trigaidity requirements. A portion of
the Company’s cash is managed by external managghis the guidelines of the Company’s investmeoligy and to an objective market
benchmark. The Comparsyinternal portfolio is benchmarked against extermanager performance, allowing for difference$dnidity needs

The Company’s exposure to market risk for changeésterest rates relates primarily to the Companwsstment portfolio. The Company
typically invests in highly rated securities arglpblicy generally limits the amount of credit expce to any one issuer. The Company’s
investment policy requires investments to be ratedle-A or better with the objective of minimizitige potential risk of principal loss. All
highly liquid investments with initial maturitie$ three months or less at the date of purchaselassified as cash
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equivalents, while highly liquid investments witfitial maturities greater than three months atdaie of purchase are classified as short-term
investments. As of September 27, 2008 and Septe®h&007, approximately $2.4 billion and $1.9ibil| respectively, of the Company’s
short-term investments had underlying maturitiegiiag from one to five years. The remainder all baderlying maturities of less than 12
months. The Company may sell its investments poaheir stated maturities for strategic purposegnticipation of credit deterioration, or for
duration management. The Company recognized nori@atet gains or losses during 2008, 2007 and 28@fied to such sales.

To provide a meaningful assessment of the inteagstrisk associated with the Company’s investrpentfolio, the Company performed a
sensitivity analysis to determine the impact a geain interest rates would have on the value ofrtiiestment portfolio assuming a 100 basis
point parallel shift in the yield curve. Based oméstment positions as of September 27, 2008, athgfical 100 basis point increase in interest
rates across all maturities would result in a $4lian incremental decline in the fair market valokthe portfolio. As of September 29, 2007, a
similar 100 basis point shift in the yield curvew have resulted in a $16 million incremental dexin the fair market value of the portfolio.
Such losses would only be realized if the Companhg the investments prior to maturity.

Foreign Currency Ris

In general, the Company is a net receiver of caiesnother than the U.S. dollar. Accordingly, chesiigh exchange rates, and in particular a
strengthening of the U.S. dollar, will negativeffeat the Company’s net sales and gross margiex@essed in U.S. dollars. There is also a
risk that the Company will have to adjust localrency product pricing due to competitive pressuvken there has been significant volatility
in foreign currency exchange rates.

The Company may enter into foreign currency forwemd option contracts with financial institutiomsprotect against foreign exchange risks
associated with existing assets and liabilitiegtage firmly committed transactions, forecastedifetcash flows, and net investments in foreign
subsidiaries. Generally, the Company’s practide isedge a majority of its material foreign exchaegposures, typically for three to six
months. However, the Company may choose not toéhedgain foreign exchange exposures due to impabitgrprohibitive economic cost of
hedging particular exposures, and limited availgbdf appropriate hedging instruments.

To provide a meaningful assessment of the foreigreacy risk associated with certain of the Compmforeign currency derivative positions,
the Company performed a sensitivity analysis usinglue-at-risk (“VAR”) model to assess the potantnpact of fluctuations in exchange
rates. The VAR model consisted of using a MontddCsimulation to generate 3,000 random market ppats. The VAR is the maximum
expected loss in fair value, for a given confideimterval, to the Company'’s foreign exchange ptidfdue to adverse movements in rates. The
VAR model is not intended to represent actual lsdsé is used as a risk estimation and managemehntlthe model assumes normal market
conditions. Forecasted transactions, firm commitisieand assets and liabilities denominated in dpreurrencies were excluded from the
model. Based on the results of the model, the Compatimates with 95% confidence a maximum oneldsy in fair value of $60 million as

of September 27, 2008 compared to a maximum ondedayin fair value of $13 million as of SeptemB6r 2007. Because the Company uses
foreign currency instruments for hedging purpoesses incurred on those instruments are genefitigt by increases in the fair value of the
underlying exposures.

Actual future gains and losses associated wittCivapany’s investment portfolio and derivative posis may differ materially from the
sensitivity analyses performed as of Septembe2@d8 due to the inherent limitations associateti wiedicting the changes in the timing and
amount of interest rates, foreign currency exchamgtes, and the Company’s actual exposures atiiopss
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All financial statement schedules have been omittete the required information is not applicairés not present in amounts sufficient to
require submission of the schedule, or becausimthenation required is included in the ConsolidhEnancial Statements and Notes thereto.
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CONSOLIDATED BALANCE SHEETS
(In millions, except share amounts)

ASSETS:

Current asset:

Cash and cash equivalel

Shor-term investment

Accounts receivable, less allowances of $47 in esclod

Inventories

Deferred tax asse

Other current asse

Total current asse

Property, plant, and equipment, |

Goodwill

Acquired intangible assets, r

Other asset

Total asset
LIABILITIES AND SHAREHOLDERS ' EQUITY:
Current liabilities:
Accounts payabl
Accrued expense
Total current liabilities
Non-current liabilities

Total liabilities
Commitments and contingenci

Shareholder equity:
Common stock, no par value; 1,800,000,000 shard®ezed; 888,325,973 ar
872,328,972 shares issued and outstanding, regplgc
Retained earning
Accumulated other comprehensive inca
Total shareholde’ equity
Total liabilities and sharehold¢ equity

See accompanying Notes to Consolidated Financié®ients.
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September 27, 20C

11,87t
12,61¢
2,422
50¢
1,447
5,82
34,69(
2,45¢
207
28E
1,93¢
39,57:

5,52(
8,57¢
14,09:
4,45(
18,54:

7,171
13,84t

21,03(

$

39,57:

September 29, 20C

$

9,35:
6,03
1,631
34¢
782
3,80¢
21,95
1,83
38
29¢
1,22:

25,34

4,97(
4,31(
9,28(
1,53¢
10,81t

5,36¢
9,101

14,53:
25,34,
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CONSOLIDATED STATEMENTS OF OPERATIONS
(In millions, except share amounts which are reflded in thousands and per share amounts)

Three fiscal years ended September 27, 20 2008 2007 2006
Net sales $ 32,47¢ $ 24,00¢ $ 19,31¢
Cost of sales (1 21,33¢ 15,85 13,71
Gross margir 11,14¢ 8,154 5,59¢
Operating expense
Research and development 1,10¢ 782 712
Selling, general, and administrative 3,761 2,96: 2,43
Total operating expens 4,87( 3,74 3,14t
Operating incomi 6,27¢ 4,40¢ 2,45;
Other income and expen 62C 59¢ 36E
Income before provision for income tay 6,89t 5,00¢ 2,81¢
Provision for income taxe 2,061 1,517 82¢
Net income $ 4,83« $ 3,49¢ $ 1,98¢
Earnings per common sha
Basic $ 5.4¢ $ 4.04 $ 2.3¢
Diluted $ 5.3¢ $ 3.9¢ $ 227
Shares used in computing earnings per st
Basic 881,59: 864,59! 844,05¢
Diluted 902,13¢ 889,29: 877,52t
(1) Includes stock-based compensation expeng#laws:
Cost of sale: $ 80 $ 35 $ 21
Research and developm: $ 18t $ 77 $ 53
Selling, general, and administrati $ 251 $ 13C $ 89

See accompanying Notes to Consolidated Financié®ients.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
(In millions, except share amounts which are reflged in thousands)

Accumulated

Common Stock Other Total
Deferred Stock Comprehensive Shareholders’
Retained
Shares Amount Compensation Earnings Income Equity
Balances as of September 24, 2| 835,01¢ $ 3,56¢ $ (61 $ 3,92t $ — $ 7,42¢
Components of comprehensive incor
Net income — — — 1,98¢ — 1,98¢
Change in foreign currency translati — — — — 19 19
Change in unrealized gain on available-for
sale securities, net of ti — — — — 4 4
Change in unrealized gain on derivat
instruments, net of ta — — — — Q) (1)
Total comprehensive incon 2,011
Common stock repurchas (4,579 (48) — (307) — (35%)
Stoclk-based compensatic — 163 — — — 163
Deferred compensatic — (61) 61 — — —
Common stock issued under stock pl 24,81¢ 31¢ — — — 31¢
Tax benefit from employee stock plan aws — 41¢ — — — 41¢
Balances as of September 30, 2! 855,26: 4,35t — 5,607 22 9,984
Components of comprehensive incor
Net income — — — 3,49¢ — 3,49¢
Change in foreign currency translati — — — — 51 51
Change in unrealized loss on available-for
sale securities, net of ti — — — — @) (7)
Change in unrealized gain on derivat
instruments, net of ta — — — — 3 (3
Total comprehensive incon 3,531
Stock-based compensatic — 251 — — — 251
Common stock issued under stock plans, net
shares withheld for employee ta 17,06¢ 364 — ()] — 362
Tax benefit from employee stock plan awa — 39¢ — — — 39¢
Balances as of September 29, 2i 872,32 5,36¢ — 9,101 6. 14,53.
Cumulative effect of change in account
principle — 45 — 11 — 56
Components of comprehensive incor
Net income — — — 4,83¢ 4,83¢
Change in foreign currency translati — — — — (11) (11)
Change in unrealized loss on availi-for-
sale securities, net of ti — — — — (63 (63)
Change in unrealized gain on derivative
instruments, net of ta — — — — 19 19
Total comprehensive incon 4,77¢
Stoclk-based compensatic — 513 — — — 513
Common stock issued under stock plans, net of
shares withheld for employee ta 15,88¢ 46C — (101) — 35¢
Issuance of common stock in connection witl
asset acquisitio 10¢ 21 — — — 21
Tax benefit from employee stock plan aws — 77C — — — 77C
Balances as of September 27, 2| 888,32¢ $ 7,177 $ — $13,84¢ $ 8 $ 21,03(

See accompanying Notes to Consolidated Financié®ients.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(In millions)
Three fiscal years ended September 27, 20 2008 2007 2006
Cash and cash equivalents, beginning of the $ 9,352 $ 6,397 $ 3,491
Operating Activities
Net income 4,83¢ 3,49¢ 1,98¢
Adjustments to reconcile net income to cash geadray operating activitie:
Depreciation, amortization and accret 473 317 22¢
Stock-based compensation expel 51€ 242 162
Provision for deferred income tax (36¢) 78 53
Loss on disposition of property, plant, and equiph 22 12 15
Changes in operating assets and liabilil
Accounts receivable, n (78%) (385) (357)
Inventories (163) (76) (10%)
Other current asse (1,95¢) (1,540 (1,626
Other asset (492) 81 (1,040
Accounts payabl 59¢€ 1,49¢ 1,611
Deferred revenu 5,642 1,13¢ 31¢
Other liabilities 1,27¢ 612 973
Cash generated by operating activi 9,59¢ 5,47( 2,22(
Investing Activities:
Purchases of sheterm investment (22,96%) (11,719 (7,255
Proceeds from maturities of st-term investment 11,80¢ 6,48: 7,22¢
Proceeds from sales of st-term investment 4,43¢ 2,941 1,08¢
Purchases of lor-term investment (38) )] (25)
Payments made in connection with business acaprisitinet of cash acquir (220) — —
Payment for acquisition of property, plant, andipment (1,097) (73%) (657)
Payment for acquisition of intangible ass (10¢) (252) (28)
Other (10 49 10
Cash (used in)/generated by investing activ (8,189 (3,249 357
Financing Activities:
Proceeds from issuance of common st 48: 36E 31¢
Excess tax benefits from st-based compensatic 757 377 361
Cash used to net share settle equity aw (124 3 (355)
Cash generated by financing activit 1,11¢ 73¢ 324
Increase in cash and cash equival 2,52 2,96( 2,901
Cash and cash equivalents, end of the $11,87¢ $ 9,352 $ 6,392
Supplemental cash flow disclosur
Cash paid for income taxes, 1 $ 1,267 $ 862 $ 194

See accompanying Notes to Consolidated Financié®ients.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1—Summary of Significant Accounting Policies

Apple Inc. and its wholly-owned subsidiaries (cotieely “Apple” or the “Company”) design, manufaoéy and market personal computers,
portable digital music players, and mobile commatian devices and sell a variety of related sofeyaervices, peripherals, and networking
solutions. The Company sells its products worldvifdeugh its online stores, its retail storesditect sales force, and third-party wholesalers,
resellers, and value-added resellers. In additt@Company sells a variety of third-party Mac,drRmd iPhone compatible products including
application software, printers, storage devicesakprs, headphones, and various other accessndesipplies through its online and retail
stores. The Company sells to consumer, small adesined business (“SMB”), education, enterprisesegoment, and creative customers.

Basis of Presentation and Preparation

The accompanying Consolidated Financial Statempalsde the accounts of the Company. Intercompacpants and transactions have been
eliminated. The preparation of these Consolidaiedri€ial Statements in conformity with U.S. genlgratcepted accounting principles
requires management to make estimates and assusfiit affect the amounts reported in these Clsget Financial Statements and
accompanying notes. Actual results could differaratly from those estimates. Certain prior yeaoants in the Consolidated Financial
Statements and notes thereto have been reclagsifehform to the current year presentation.

The Company’s fiscal year is the 52 or 53-weekqukthat ends on the last Saturday of SeptemberCbingpany'’s first quarter of fiscal years
2008 and 2007 contained 13 weeks and the firstejuaf fiscal year 2006 contained 14 weeks. The gamy’s fiscal years 2008 and 2007
ended on September 27, 2008 and September 29, 23pectively, included 52 weeks, while fiscal y2@06 ended on September 30, 2006
included 53 weeks. Unless otherwise stated, refereto particular years or quarters refer to they@amys fiscal years ended in September
the associated quarters of those fiscal years.

Financial Instruments

Cash Equivalents and Short-term Investments

All highly liquid investments with maturities ofrsee months or less at the date of purchase argfitasas cash equivalents. Highly liquid
investments with maturities greater than three imoat the date of purchase are classified as ghontinvestments. The Company’s debt and
marketable equity securities have been classifiede@counted for as available-for-sale. Managemetgrmines the appropriate classification
of its investments in debt securities at the tifipuschase and reevaluates the available-for-sdedations as of each balance sheet date.
These securities are carried at fair value, withuthrealized gains and losses, net of taxes, eghag a component of shareholders’ equity. The
cost of securities sold is based upon the sped#iatification method.

Derivative Financial Instrument

The Company accounts for its derivative instrumastgither assets or liabilities and carries thefaiavalue. Derivatives that are not defined
as hedges in Statement of Financial Accountingdatats (“SFAS”) No. 133Accounting for Derivative Instruments and Hedgirgjivities,as
amended, must be adjusted to fair value throughiregs.

For derivative instruments that hedge the exposuvariability in expected future cash flows theg designated as cash flow hedges, the
effective portion of the gain or loss on the deti@instrument is reported as a component of actat®ed other comprehensive income in
shareholders’ equity and reclassified into earninghe same period or periods during which thegeeldransaction affects earnings. The
ineffective portion of the gain or loss on the dative instrument is recognized in current earnifigsreceive hedge accounting treatment,
flow hedges must be highly effective in offsetticitanges to expected future cash flows on hedgedactions. For options designated as cash
flow hedges, changes in the time value are exclfided the assessment of hedge effectiveness angée@sgnized in earnings. For derivative
instruments that hedge the exposure to changée ifair value of an asset or a liability and that designated as fair value hedges, the net
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
Note 1—Summary of Significant Accounting PoliciesGontinued)

gain or loss on the derivative instrument as wellhee offsetting gain or loss on the hedged itenbatable to the hedged risk are recognized in
earnings in the current period. The net gain ¢ tmsthe effective portion of a derivative instruththat is designated as an economic hedge of
the foreign currency translation exposure of thieimgestment in a foreign operation is reportethia same manner as a foreign currency
translation adjustment. For forward contracts desigd as net investment hedges, the Company esctidages in fair value relating to
changes in the forward carry component from itsnitidn of effectiveness. Accordingly, any gainslesses related to this component are
recognized in current earnings.

Inventories

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

Property, Plant, and Equipment

Property, plant, and equipment are stated at Begireciation is computed by use of the straigte-fimethod over the estimated useful lives of
the assets, which for buildings is the lesser oj&8rs or the remaining life of the underlying Hirig, up to 5 years for equipment, and the
shorter of lease terms or 10 years for leasehogptamements. The Company capitalizes eligible clmstcquire or develop internal-use
software that are incurred subsequent to the pirgdim project stage. Capitalized costs relatechternal-use software are amortized using the
straight-line method over the estimated usefukligéthe assets, which range from 3 to 5 yearsrédégtion and amortization expense on
property and equipment was $363 million, $249 wiliand $180 million during 2008, 2007, and 20G{eetively.

Asset Retirement Obligations

The Company records obligations associated withidtisement of tangible long-lived assets and #spaiated asset retirement costs in
accordance with SFAS No. 148¢ccounting for Asset Retirement Obligatiorihe Company reviews legal obligations associwfigll the
retirement of long-lived assets that result from dicquisition, construction, development and/omadruse of the assets. If it is determined that
a legal obligation exists, the fair value of treility for an asset retirement obligation is rewiagd in the period in which it is incurred if a
reasonable estimate of fair value can be madefdihealue of the liability is added to the carrgiamount of the associated asset and this
additional carrying amount is depreciated ovellifieeof the asset. The difference between the gexgected future cash flow and its present
value is accreted over the life of the relateddems an operating expense. All of the Company'stieg asset retirement obligations are
associated with commitments to return propertyesttitp operating leases to original condition ufg@se termination. The Company’s asset
retirement liability was $21 million and $18 milticas of September 27, 2008 and September 29, B8pectively.

Long-Lived Assets Including Goodwill and Other Acqured Intangible Assets

The Company reviews property, plant, and equipraadtcertain identifiable intangibles, excluding dwill, for impairment in accordance
with SFAS No. 144Accounting for the Impairment of Long-Lived Assetd for Long-Lived Assets to Be DisposedLOhg-lived assets are
reviewed for impairment whenever events or chamgegcumstances indicate the carrying amount csset may not be recoverable.
Recoverability of these assets is measured by casopeof its carrying amount to future undiscountagh flows the assets are expected to
generate. If property, plant, and equipment anthzeidentifiable intangibles are considered tarbpaired, the impairment to be recognized
equals the amount by which the carrying value efabsets exceeds its fair market value. The Comghidnyot record any material impairme
during 2008, 2007, and 2006.
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SFAS No. 142Goodwill and Other Intangible Asseatsquires that goodwill and intangible assets wittefinite useful lives should not be
amortized but rather be tested for impairmentasgtl@annually or sooner whenever events or changescumstances indicate that they may be
impaired. The Company performs its goodwill impaémhtests on or about August 31 of each year. Tdragany did not recognize any
goodwill or intangible asset impairment charge2008, 2007, or 2006. The Company established riegauhits based on its current reporting
structure. For purposes of testing goodwill for amment, goodwill has been allocated to these tampunits to the extent it relates to each
reporting unit.

SFAS No. 142 also requires that intangible assetsdefinite lives be amortized over their estinthtseful lives and reviewed for impairment
in accordance with SFAS No. 144. The Company isetilly amortizing its acquired intangible assetthwiefinite lives over periods ranging
from 1 to 10 years.

Foreign Currency Translation

The Company translates the assets and liabilifigs smternational non-U.S. dollar functional caincy subsidiaries into U.S. dollars using
exchange rates in effect at the end of each peRedenue and expenses for these subsidiariesaaigdated using rates that approximate those
in effect during the period. Gains and losses fthese translations are credited or charged togoreiirrency translation included in
accumulated other comprehensive income in sharergldquity. The Company’s foreign manufacturingsdiaries and certain other
international subsidiaries that use the U.S. d@latheir functional currency remeasure monetasgtasand liabilities at exchange rates in el

at the end of each period, and inventories, prgpartd nonmonetary assets and liabilities at Hitbrates. Gains and losses from these
translations were insignificant and have been ohetlin the Company’s results of operations.

Revenue Recognition

Net sales consist primarily of revenue from the sdlhardware, software, music products, digitaitent, peripherals, and service and sup
contracts. For any product within these groups ¢ftaer is software, or is considered softwareteslan accordance with the guidance in
Emerging Issues Task Force (“EITF") No. 03Applicability of AICPA Statement of Position 97e2Non-Software Deliverables in an
Arrangement Containing Mo-Than-Incidental Softwarge.g., Mac computers, iPod portable digital musayers and iPhones), the Company
accounts for such products in accordance withékerrue recognition provisions of American Institoteertified Public Accountants
(“AICPA”) Statement of Position (“SOP”) No. 97-3pftware Revenue Recognitioms amended. The Company applies Staff Accounting
Bulletin (“SAB”) No. 104,Revenue Recognitiofgr products that are not software or softweekated, such as digital content sold on the iTi
Store and certain Mac, iPod and iPhone suppliesaaoéssories.

The Company recognizes revenue when persuasiveregdf an arrangement exists, delivery has oatutine sales price is fixed or
determinable, and collection is probable. Prodsicoinsidered delivered to the customer once ibkas shipped and title and risk of loss have
been transferred. For most of the Company’s prosalets, these criteria are met at the time theyatdd shipped. For online sales to
individuals, for some sales to education custoriretise U.S., and for certain other sales, the Comukefers revenue until the customer
receives the product because the Company lega#linsea portion of the risk of loss on these sdleging transit. If at the outset of an
arrangement the Company determines the arrangdeeeigt not, or is presumed not to be, fixed or iheileable, revenue is deferred and
subsequently recognized as amounts become dueagtallp and all other criteria for revenue recognitiave been met.

Revenue from service and support contracts is dafeand recognized ratably over the service coeepagiods. These contracts typically
include extended phone support, repair serviceb;lvased support resources, diagnostic tools, ateth@xhe service coverage offered under
the Company’s one-year limited warranty.
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The Company sells software and peripheral prodelotgined from other companies. The Company genegathblishes its own pricing and
retains related inventory risk, is the primary gbliin sales transactions with its customers, @sdmes the credit risk for amounts billed to its
customers. Accordingly, the Company generally raczes revenue for the sale of products obtainet fother companies based on the gross
amount billed.

The Company accounts for multiple element arrangesrthat consist only of software or software-rdgproducts in accordance with SOP
No. 97-2. If a multiple-element arrangement includeswdghbles that are neither software nor softwaratedl, the Company applies EITF No.
00-21,Revenue Arrangements with Multiple Deliverabtesjetermine if those deliverables constitute sseannits of accounting from the
SOP No. 97-2 deliverables. If the Company can sg¢pdhe deliverables, the Company applies SOP RQ.1® the software and software-
related deliverables and applies other appropgaigance (e.g., SAB No. 104) to the deliverableside the scope of SOP No. 97-2. Revenue
on arrangements that include multiple elements ssdmardware, software, and services is allocated¢h element based on the relative fair
value of each element. Each elemsflocated revenue is recognized when the revexaggnition criteria for that element have been. Rair
value is generally determined by vendor specifiective evidence (“VSOE”), which is based on the@icharged when each element is sold
separately. If the Company cannot objectively detee the fair value of any undelivered elementudeld in a multiple-element arrangement,
the Company defers revenue until all elements eligeted and services have been performed, or faitivalue can objectively be determined
for any remaining undelivered elements. When tlrevdue of a delivered element has not been dstaad, the Company uses the residual
method to recognize revenue if the fair value blintielivered elements is determinable. Under dés&dual method, the fair value of the
undelivered elements is deferred and the remaimimtion of the arrangement fee is allocated todilésered elements and is recognized as
revenue.

The Company records reductions to revenue for estidhcommitments related to price protection amddstomer incentive programs,
including reseller and end-user rebates, and atles programs and volume-based incentives. Theastl cost of these programs is accrued
as a reduction to revenue in the period the Compasysold the product and committed to a plan.démpany also records reductions to
revenue for expected future product returns baseti® Company’s historical experience. Revenuedsnded net of taxes collected from
customers that are remitted to governmental autésyiwith the collected taxes recorded as cutiabilities until remitted to the relevant
government authority.

Generally, the Company does not offer specifiedr@pecified upgrade rights to its customers in eation with software sales or the sale of
extended warranty and support contracts. When tmep@ny does offer specified upgrade rights, the @z defers revenue for the fair value
of the specified upgrade right until the futureigétion is fulfilled or when the right to the spieil upgrade expires. Additionally, a limited
number of the Company’s software products are abkglwith maintenance agreements that grant cussorghts to unspecified future
upgrades over the maintenance term on a when awaiitible basis. Revenue associated with suchteraince is recognized ratably over the
maintenance term.

In 2007, the Company began shipping Apple TV arbife. For Apple TV and iPhone, the Company indit#tenay from time-to-time
provide future unspecified features and additicudiware products free of charge to customers. Alingly, Apple TV and iPhone handsets
sales are accounted for under subscription acamyimtiaccordance with SOP No. 97-2. As such, the@amy’s policy is to defer the
associated revenue and cost of goods sold attigedf sale, and recognize both on a straight-lasésbover the currently estimated 24-month
economic life of these products, with any loss ggiped at the time of sale. Costs incurred by tbm@any for engineering, sales, marketing
and warranty are expensed as incurred.
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Allowance for Doubtful Accounts

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

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

Warranty Expense

The Company generally provides for the estimatest sbhardware and software warranties at the tiregelated revenue is recognized. The
Company assesses the adequacy of its preexistimgnty liabilities and adjusts the amounts as resngsbased on actual experience and
changes in future estimates. For products accodatathder subscription accounting pursuant to $0P97-2, the Company recognizes
warranty expense as incurred.

Software Development Costs

Research and development costs are expensed athddevelopment costs of computer software teddd, leased, or otherwise marketed
subject to capitalization beginning when a produtdthnological feasibility has been establishetlearding when a product is available for
general release to customers pursuant to SFAS&&d@nputer Software to be Sold, Leased, or OtherMimeketed. In most instances, the
Company’s products are released soon after techivalofeasibility has been established. Therefoosts incurred subsequent to achievement
of technological feasibility are usually not sigo#nt, and generally most software developmentsdaatve been expensed.

During 2008, the Company capitalized $11 milliorcosts associated with the development of Mac O&bsion 10.6 Snow Leopard. In 20(
the Company determined that both Mac OS X Versiab Leopard (“Mac OS X Leopard”) and iPhone achietezhnological feasibility.
During 2007, the Company capitalized $75 milliorcosts associated with the development of LeopaddRhone. In accordance with SFAS
No. 86, the capitalized costs related to Mac OSe¥dard and iPhone are amortized to cost of salesnemcing when each respective proc
begins shipping and are recognized on a straigbtbasis over a 3 year estimated useful life ofitiaerlying technology.

Total amortization related to capitalized softwdezelopment costs was $27 million, $13 million, &18 million in 2008, 2007, and 2006,
respectively.

Advertising Costs
Advertising costs are expensed as incurred. Adsingiexpense was $486 million, $467 million, an8&#illion for 2008, 2007, and 2006,
respectively.

Stock-Based Compensation

The Company applies SFAS No. 123 (revised 208d3re-Based Paymentor stock-based payment transactions in whichGbmpany
receives employee services in exchange for (afyemstruments of the enterprise or (b) liabilitibsit are based on the fair value of the
enterprise’s equity instruments or that may bdexbtiy the issuance of such equity instruments. Gtvmpany uses the Black-Scholes-Merton
(“BSM”) option-pricing model to determine the faielue of stock-based awards under SFAS No. 123R.

SFAS No. 123R prohibits recognition of a deferr@xidsset for an excess tax benefit that has not fee¢ized. The Company will recognize a
benefit from stock-based compensation in equigniincremental tax benefit is
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realized by following the ordering provisions oéttax law. In addition, the Company accounts ferittdirect effects of stock-based
compensation on the research tax credit, the forteig credit, and the domestic manufacturing dédnc¢hrough the income statement.

Further information regarding stock-based compémsatan be found in Note 6, “Shareholders’ Equignt Note 7, “Stock-Based
Compensation.”

Income Taxes

In accordance with SFAS No. 108counting for Income Taxeshe provision for income taxes is computed usigasset and liability
method, under which deferred tax assets and ligdsilare recognized for the expected future taxsequences of temporary differences bety
the financial reporting and tax bases of assetdiabiiities, and for operating losses and tax itredrryforwards. Deferred tax assets and
liabilities are measured using the currently erdita@ rates that apply to taxable income in effecthe years in which those tax assets are
expected to be realized or settled. The Companyrdsa valuation allowance to reduce deferred $aets to the amount that is believed more
likely than not to be realized.

During 2008, the Company adopted the Financial Anoting Standards Board's (“FASB”) Financial Intezfation No. (“FIN”) 48, Accounting
for Uncertainty in Income Tax—an interpretation of FASB Statement No. 168N 48 changes the accounting for uncertaintydome taxes
by creating a new framework for how companies shoetognize, measure, present, and disclose uircttapositions in their financial
statements. Under FIN 48, the Company may recogheéax benefit from an uncertain tax positionyahit is more likely than not the tax
position will be sustained on examination by thértg authorities, based on the technical meritthefposition. The tax benefits recognized in
the financial statements from such positions aee tihheasured based on the largest benefit that dyeesmter than 50% likelihood of being
realized upon settlement. FIN 48 also provides guig on the reversal of previously recognized tssitipns, balance sheet classifications,
accounting for interest and penalties associatéu tak positions, and income tax disclosures. Saete N, “Income Taxes” for additional
information, including the effects of adoption &retCompany’s Consolidated Financial Statements.

Earnings Per Common Share

Basic earnings per common share is computed bygidiyincome available to common shareholders bywhighted-average number of shares
of common stock outstanding during the period. fetuearnings per common share is computed by diyiicome available to common
shareholders by the weighted-average number oésleircommon stock outstanding during the periadeiased to include the number of
additional shares of common stock that would haentoutstanding if the potentially dilutive sedesthad been issued. Potentially dilutive
securities include outstanding stock options, shayée purchased under the employee stock purgteseand unvested restricted stock units
(“RSUs"). The dilutive effect of potentially dilwmé securities is reflected in diluted earningsgyeare by application of the treasury stock
method. Under the treasury stock method, an inergathe fair market value of the Company’s commtatk can result in a greater dilutive
effect from potentially dilutive securities.
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The following table sets forth the computation aéie and diluted earnings per share for the thsealfyears ended September 27, 2008 (in
thousands, except net income in millions and paresamounts):

2008 2007 2006
Numerator:
Net income $ 4,83« $ 3,49¢ $ 1,98¢
Denominator
Weightec-average shares outstand 881,59. 864,59! 844,05t
Effect of dilutive securitie 20,541 24,691 33,46¢
Denominator for diluted earnings per sh 902,13¢ 889,29. 877,52t
Basic earnings per she $ b5.4¢ $ 4.04 $ 2.3¢€
Diluted earnings per sha $ 5.3¢ $ 3.9¢ $ 227

Potentially dilutive securities representing 10.8iam, 13.7 million, and 3.9 million shares of comon stock for the years ended September 27,
2008, September 29, 2007, and September 30, 2888eatively, were excluded from the computatiodilbfted earnings per share for these
periods because their effect would have been utiich.

Comprehensive Income

Comprehensive income consists of two componentsnoeme and other comprehensive income. Other celngmsive income refers to
revenue, expenses, gains, and losses that undeg&hé&rally accepted accounting principles arertsmbas an element of shareholders’ equity
but are excluded from net income. The Company’siotiomprehensive income consists of foreign cugréranslation adjustments from those
subsidiaries not using the U.S. dollar as theicfiamal currency, unrealized gains and losses aketable securities categorized as available-
for-sale, and net deferred gains and losses oaigatérivative instruments accounted for as cash fiedges.

Segment Information

The Company reports segment information based @fnianagement” approach. The management approaamdges the internal reporting
used by management for making decisions and asggssiformance as the source of the Company’s tagersegments. Information about
the Company’s products, major customers, and gpbgrareas on a company-wide basis is also distlose
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Cash, Cash Equivalents and Short-Term Investments
The following table summarizes the fair value &f ®ompany’s cash and available-for-sale secutiigds in its shorterm investment portfolic
recorded as cash and cash equivalents or shortit@estments as of September 27, 2008 and Septe2@b2007 (in millions):

2008 2007
Cash $ 36¢€ $ 25€
U.S. Treasury and Agency Securit 2,91¢ 67C
U.S. Corporate Securitit 4,97¢ 5,591
Foreign Securitie 3,61¢ 2,82¢

Total cash equivalen 11,507 9,09¢
U.S. Treasury and Agency Securit 7,01¢ 35¢
U.S. Corporate Securiti¢ 4,30t 4,71¢
Foreign Securitie 1,292 95¢

Total shor-term investment 12,61¢ 6,03¢

Total cash, cash equivalents, and s-term investment $ 24,49( $ 15,38t

The Company’s U.S. Corporate Securities consisagmily of commercial paper, certificates of depatiihe deposits, and corporate debt
securities. Foreign Securities consist primarilya&ign commercial paper issued by foreign comgsrand certificates of deposit and time
deposits with foreign institutions, most of whiale @enominated in U.S. dollars. As of Septembe2R08 and September 29, 2007,
approximately $2.4 billion and $1.9 billion, respeely, of the Company’s short-term investments haderlying maturities ranging from one
to five years. The remaining short-term investmdatd maturities less than 12 months. The Compadysha7 million in net unrealized losses
on its investment portfolio, primarily related tovestments with stated maturities ranging from toniéve years, as of September 27, 2008, and
net unrealized losses of approximately $11 milbbonits investment portfolio, primarily related to/estments with stated maturities from on
five years, as of September 29, 2007. The Compaawysall its investments prior to their stated m&ieg for strategic purposes, in anticipation
of credit deterioration, or for duration manageméinte Company recognized no material net gainessds during 2008, 2007 and 2006 rel

to such sales.
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In accordance with FASB Staff Position (“FSP”) FAS5-1 and FAS 124-T,he Meaning of Other-Than-Temporary Impairment dsd
Application to Certain Investmenthe following table shows the gross unrealizeddesand fair value for those investments that wesmni
unrealized loss position as of September 27, 20d8September 29, 2007, aggregated by investmesga@at and the length of time that
individual securities have been in a continuous lassition (in millions):

2008
Less than 12 Months 12 Months or Greater Total
Unrealized Unrealized Unrealized
Security Description Fair Value Loss Fair Value Loss Fair Value Loss
U.S. Treasury and Agency Securit $ 685 $ 13 $ — % — $ 685 $ (23
U.S. Corporate Securiti¢ 2,53¢ (32) 1,03( (72 3,56¢ (103)
Foreign Securitie 321 — 11¢€ (5) 43¢ (5)
Total $ 9707 $ (449 $ 1148 $ (7D $1085 $  (12))
2007
Less than 12 Months 12 Months or Greater Total
Unrealized Unrealized Unrealized
Security Description Fair Value Loss Fair Value Loss Fair Value Loss
U.S. Treasury and Agency Securit $ 33 % — 3 —  $ — $ 33 3 —
U.S. Corporate Securiti¢ 2,521 (12 32 — 2,55 (12)
Foreign Securitie 474 (1) 8 — 482 (D
Total $ 333 $ (13 $ 40 $ — $ 3377 $ (13

The unrealized losses on the Company'’s investnietdsS. Treasury and Agency Securities, U.S. CafmBecurities, and Foreign Securities
were caused primarily by changes in interest ratgscifically, widening credit spreads. The Compsutyestment policy requires investments
to be rated single-A or better with the objectiveninimizing the potential risk of principal losgherefore, the Company considers the declines
to be temporary in nature. Fair values were detegthfor each individual security in the investmpaitfolio. When evaluating the investments
for other-than-temporary impairment, the Comparwews factors such as the length of time and extteathich fair value has been below cost
basis, the financial condition of the issuer, amelCompany’s ability and intent to hold the investinfor a period of time, which may be
sufficient for anticipated recovery in market val@eiring 2008, the Company did not record any niat@npairment charges on its outstanc
securities. As of September 27, 2008, the Compaseyg dot consider any of its investments to be ettem-temporarily impaired.

Accounts Receivable

Trade Receivables

The Company distributes its products through tipadty distributors and resellers and directly tdaia education, consumer, and commercial
customers. The Company generally does not reqalfateral from its customers. In addition, whengibke, the Company attempts to limit
credit risk on trade receivables with credit ingw@for certain customers in Latin America, Europga, and Australia and by arranging with
third-party financing companies to provide flooriagangements and other loan and lease prograthe ©ompany’s direct customers. These
credit-financing arrangements are directly betwtbenthird-party financing company and the end austo As such, the Company generally
does not assume any recourse or credit risk sheglated to any of these arrangements. Howevesiderable trade receivables not covere
collateral, third-party flooring arrangements, cedit insurance are outstanding with the Compadiggibution and retail channel partners.
Trade receivables from two of the Company’s custsnaecounted for 15% and 10% of trade receivaldex &eptember 27, 2008, while one
customer accounted for approximately 11% of tradeivables as of September 29, 2007.
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The following table summarizes the activity in tillowance for doubtful accounts for the three fisemrs ended September 27, 2008 (in
millions):

2008 2007 2006
Beginning allowance balan: $47 $ 52 $ 46
Charged to costs and expen 3 12 17
Deductions e (17 (1))
$47 $ 47 $52

Ending allowance balanc

Vendor Non-Trade Receivables

The Company has non-trade receivables from ceofais manufacturing vendors resulting from theesafl raw material components to these
manufacturing vendors who manufacture sub-assesnbtiassemble final products for the Company. Toe@any purchases these raw
material components directly from suppliers. These-trade receivables, which are included in thegobdated Balance Sheets in other
current assets, totaled $2.3 billion and $2.4dvillas of September 27, 2008 and September 29, géj#ctively. The Company does not
reflect the sale of these components in net saldslaes not recognize any profits on these saltistlum related products are sold by the
Company, at which time the profit is recognizegasduction of cost of sales.

Derivative Financial Instruments

The Company uses derivatives to partially offsebitisiness exposure to foreign exchange risk. gio@irrency forward and option contracts
are used to offset the foreign exchange risk otaceexisting assets and liabilities and to hedigeforeign exchange risk on expected future

cash flows on certain forecasted revenue and é¢astles. The Company’s accounting policies forghestruments are based on whether the
instruments are designated as hedge or non-hedgerivents. The Company records all derivativesherbalance sheet at fair value.

The following table shows the notional principadt fair value, and credit risk amounts of the Comypsforeign currency instruments as of
September 27, 2008 and September 29, 2007 (iromsli

2008 2007
Credit Risk Credit Risk
Notional Fair Notional Fair
Principal Value Amounts Principal Value Amounts
Foreign exchange instruments qualifying as accogritedges
Spot/Forward contrac $ 2,782 $ (2 $ 43 $ 57C $ (8 $ —
Purchased optior $ 3,12 $ 64 $ 64 $ 2,56¢ $ 1C $ 1c
Sold options $ 2,66¢ $ (23) $ — $ 1,49¢ $ (2 $ —
Foreign exchange instruments other than accouhtdges
Spot/Forward contrac $ 2,63 $ 3 $ 5 $ 1,76¢ $ (2 $ —
Purchased optior $ 23E $ 3 $ 3 $ 161 $ 1 $ 1

The notional principal amounts for derivative instrents provide one measure of the transaction wloumstanding as of year-end, and do not
represent the amount of the Company’s exposureettitor market loss. The credit risk amounts shawthe table above represents the
Company’s gross exposure to potential accountisg ¢tm these transactions if all counterpartiesdetib perform according to the terms of the
contract, based on then-current currency exchamge at each respective date. The Compaaxposure to credit loss and market risk will \
over time as a function of currency exchange rates.
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The estimates of fair value are based on applicatdecommonly used pricing models and prevailingricial market information as of
September 27, 2008 and September 29, 2007. Alththegtable above reflects the notional principai, ¥alue, and credit risk amounts of the
Company'’s foreign exchange instruments, it doegeftact the gains or losses associated with tip@gxres and transactions that the foreign
exchange instruments are intended to hedge. Tharasaltimately realized upon settlement of thésarfcial instruments, together with the
gains and losses on the underlying exposuresdeflend on actual market conditions during the remgilife of the instruments.

Foreign Exchange Risk Managem

The Company may enter into foreign currency forweand option contracts with financial institutiolmsprotect against foreign exchange risk
associated with existing assets and liabilitiegtade firmly committed transactions, forecastedifetcash flows, and net investments in foreign
subsidiaries. Generally, the Company'’s practide isedge some portion of its material foreign exdsexposures. However, the Company
may choose not to hedge certain foreign exchangesexes for a variety of reasons, including butlimoited to, immateriality, prohibitive
economic cost of hedging particular exposuresinuitdd availability of appropriate hedging instrums

To help protect gross margins from fluctuationoireign currency exchange rates, certain of the @om's U.S. dollar functional subsidiaries
hedge a portion of forecasted foreign currencymaeeand the Company’s non-U.S. dollar functiondlsidiaries selling in local currencies
hedge a portion of forecasted inventory purchasési@nominated in the subsidiaries’ functional enoy. Other comprehensive income
associated with hedges of foreign currency revésiuecognized as a component of net sales in tine geeriod as the related sales are
recognized, and other comprehensive income retatgt/entory purchases is recognized as a compafast of sales in the same period as
the related costs are recognized. Typically, them@any hedges portions of its forecasted foreignetitty exposure associated with revenue
inventory purchases for three to six months.

Derivative instruments designated as cash flow éeagust be de-designated as hedges when it istpeothe forecasted hedged transaction
will not occur in the initially identified time p&rd or within a subsequent 2 month time period.ddefd gains and losses in other
comprehensive income associated with such deratistruments are immediately reclassified intoiggys in other income and expense. Any
subsequent changes in fair value of such derivatisteuments are also reflected in current earnimdsss they are re-designated as hedges of
other transactions. The Company has not recogriggdnaterial net gains during 2008, 2007 and 26£é&ted to the loss of a hedge
designation on discontinued cash flow hedges. ASeptember 27, 2008, the Company had a net defgaiadassociated with cash flow hed

of approximately $19 million, net of taxes, subsigly all of which is expected to be reclassifiedearnings by the end of the second quart
fiscal 2009.

The net gain or loss on the effective portion deavative instrument designated as a net investimethige is included in the cumulative
translation adjustment account of accumulated atbeiprehensive income within shareholders’ eqiity.the years ended September 27,
2008 and September 29, 2007, the Company hadlassedn net investment hedges of $12.2 million$26 million, respectively, included in
the cumulative translation adjustment.

The Company may also enter into foreign currencywéod and option contracts to offset the foreigoi@nge gains and losses generated b
re-measurement of certain assets and liabilitiesrceed in non-functional currencies. Changes irfdirevalue of these derivatives are
recognized in current earnings in other income expknse as offsets to the changes in the fair \dlthee related assets or liabilities. Due to
currency market movements, changes in option tiaheevcan lead to increased volatility in other meoand expense.
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The following tables show the Company’s Consoliddteancial Statement details as of September@¥8 and September 29, 2007 (in
millions):

Other Current Assets

2008 2007
Vendor nor-trade receivable $ 2,28 $2,39:
Deferred costs under subscription accour—current 1,931 247
NAND flash memory prepaymen 47E 417
Other current asse 1,13¢ 74¢
Total other current asse $ 5,827 $ 3,80¢
Property, Plant, and Equipment
2008 2007
Land and building: $ 8iC $ 76z
Machinery, equipment, and inter-use softwari 1,491 954
Office furniture and equipmel 122 10¢€
Leasehold improvemen 1,324 1,01¢
3,741 2,841
Accumulated depreciation and amortizat (1,297) (1,009
Net property, plant, and equipme $ 2,45¢ $ 1,832
Other Assets
2008 2007
Deferred costs under subscription accour—nor-current $1,08¢ $ 214
Long-term NAND flash memory prepaymer 20¢ 62t
Deferred tax asse—nor-current 13¢ 88
Capitalized software development costs, 67 83
Other asset 433 21z
Total other asse! $1,93¢ $1,22:
Accrued Expenses
2008 2007
Deferred reveni—current $ 4,85: $ 1,39
Deferred margin on component sa 681 54t
Accrued marketing and distributic 32¢ 28¢
Accrued compensation and employee ben 32C 254
Accrued warranty and related co 267 23C
Other accrued tax liabilitie 10C 48¢
Other current liabilitie: 2,022 1,11¢
Total accrued expens $8,57- $4,31(
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Non-Current Liabilities

2008 2007
Deferred revent—nor-current $ 3,02¢ $ 84¢
Deferred tax liabilities 67t 61¢
Other nor-current liabilities 74€ 67
Total nor-current liabilities $ 4,45( $ 1,53t

Note 4—Goodwill and Other Intangible Assets

The Company is currently amortizing its acquirehigible assets with definite lives over periodsgiag from 1 to 10 years. The following
table summarizes the components of gross and taeigitle asset balances as of September 27, 2@D8eptember 29, 2007 (in millions):

2008 2007
Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying
Amount Amortization Amount Amount Amortization Amount
Definite lived and amortizable acquired technols $ 30¢ $ (129 $ 18t $ 27€ $ (77) $ 19¢
Indefinite lived and unamortizable tradema 10C — 10C 10C — 10C
Total acquired intangible asst $ 40¢ $ (123) $ 28t $ 37¢ $ (77 $ 29¢
Goodwill $ 207 $ — $ 207 $ 38 $ — $ 38

In June 2008, the Company completed an acquisiti@enbusiness for total cash consideration, netsh acquired, of $220 million, of which
$169 million has been allocated to goodwill, $51liom to deferred tax assets and $7 million to amglintangible assets.

The Company’s goodwill is allocated primarily t@tAmerica’s reportable operating segment. Amoiitireéxpense related to acquired
intangible assets was $46 million, $35 million, &i2 million in 2008, 2007, and 2006, respectivély.of September 27, 2008, and
September 29, 2007, the remaining weighted-aveaaggtization period for acquired technology wasyk@rs and 7.1 years, respectively.

Expected annual amortization expense related toieztitechnology as of September 27, 2008, is l&mafe (in millions):

Fiscal Years
2009 $ 50
2010 35
2011 32
2012 26
2013 13
Thereaftel 29

Total $ 18F
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The provision for income taxes for the three figedrs ended September 27, 2008, consisted obllegving (in millions):

2008 2007 2006
Federal:
Current $ 1,942 $ 1,21¢ $ 61¢
Deferred (155) 85 56
1,787 1,30¢ 675
State:
Current 21C 112 56
Deferred (82 9 14
12¢€ 121 70
Foreign:
Current 277 10z 101
Deferred (137) (16) 17)
14¢€ 87 84
Provision for income taxe $ 2,06: $ 1,51: $ 82¢

The foreign provision for income taxes is basedasaign pretax earnings of $3.5 billion, $2.2 loilii and $1.5 billion in 2008, 2007, and 2006,
respectively. As of September 27, 2008 and Septe2Hhe2007, $11.3 billion and $6.5 billion, respeely, of the Company’s cash, cash
equivalents, and short-term investments were heglidteign subsidiaries and are generally based.# dollardenominated holdings. Amoul
held by foreign subsidiaries are generally sulfi@eti.S. income taxation on repatriation to the :8e Company’s consolidated financial
statements provide for any related tax liabilityaonounts that may be repatriated, aside from wilgised earnings of certain of the Company’
foreign subsidiaries that are intended to be imitefly reinvested in operations outside the U.S.lihcome taxes have not been provided on a
cumulative total of $3.8 billion of such earningiss not practicable to determine the income takility that might be incurred if these earnil
were to be distributed.

Deferred tax assets and liabilities reflect theef of tax losses, credits, and the future inctareffects of temporary differences between the
consolidated financial statement carrying amouhexgsting assets and liabilities and their respediax bases and are measured using enacte
tax rates that apply to taxable income in the yaavghich those temporary differences are expetddik recovered or settled.
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As of September 27, 2008 and September 29, 200%jgificant components of the Company’s defetegdassets and liabilities were (in
millions):

2008 2007
Deferred tax asset
Accrued liabilities and other reserv $ 1,29t $ 67¢
Basis of capital assets and investm 172 14¢€
Accounts receivable and inventory reser 12¢€ 64
Tax losses and credi 47 8
Other 502 161
Total deferred tax asse 2,14¢ 1,05¢
Less valuation allowanc — 5
Net deferred tax asse 2,14¢ 1,05
Deferred tax liabilitie—Unremitted earnings of subsidiarit 1,23¢ 80:3
Net deferred tax ass $ 91C $ 25C

As of September 27, 2008, the Company has taxalodredit carryforwards in the tax effected amafr#47 million. The Company released
a valuation allowance of $5 million recorded agaths deferred tax asset for the benefit of stagrating losses. Management believes it is
more likely than not that forecasted income, inclgdncome that may be generated as a result tdingax planning strategies, together with
the tax effects of the deferred tax liabilities|lwe sufficient to fully recover the remaining defed tax assets.

A reconciliation of the provision for income taxesth the amount computed by applying the statufederal income tax rate (35% in 2008,
2007, and 2006) to income before provision for medaxes for the three fiscal years ended SepteBhHe&008, is as follows (in millions):

2008 2007 2006
Computed expected t: $ 2,41« $ 1,75¢ $ 98i
State taxes, net of federal effi 15¢ 14C 86
Indefinitely invested earnings of foreign subsidia (492) (297) (229
Nondeductible executive compensat 6 6 11
Research and development credit, (22) (54) (12
Other items (5) (36) (19)
Provision for income taxe $ 2,061 $ 1517 $ 82¢
Effective tax rate 30% 30% 29%

The Company’s income taxes payable have been rddwycthe tax benefits from employee stock optiam$ @mployee stock purchase

plan. The Company receives an income tax bend@itlzed as the difference between the fair markkie of the stock issued at the time of
the exercise and the option price, tax effectee fidt tax benefits from employee stock option &atisns were $770 million, $398 million,
and $419 million in 2008, 2007, and 2006, respetyivand were reflected as an increase to comnuak &t the Consolidated Statements of
Shareholders’ Equity.

On October 3, 2008, the Tax Extenders and Alteraddlinimum Tax Relief Act of 2008 was signed indvl This bill, among other things,
retroactively extended the expired research andldpment tax credit. As a result, the Company etgpiecrecord a tax benefit of
approximately $42 million in the first quarter addal year 2009 to account for the retroactivecffef the research credit extension.
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FIN 48

In the first quarter of 2008, the Company adoptid 48. Upon adoption of FIN 48, the Compasgumulative effect of a change in accoun
principle resulted in an increase to retained egsbf $11 million. The Company had historicallgssified interest and penalties and
unrecognized tax benefits as current liabilitiesgBning with the adoption of FIN 48, the Compalassifies gross interest and penalties and
unrecognized tax benefits that are not expectedsolt in payment or receipt of cash within oneryesanon-current liabilities in the
Consolidated Balance Sheet. The total amount afsgyuarecognized tax benefits as of the date oftamopf FIN 48 was $475 million, of
which $209 million, if recognized, would affect t@®mpany’s effective tax rate. As of September2008, the total amount of gross
unrecognized tax benefits was $506 million, of vah253 million, if recognized, would affect the Coamy’s effective tax rate. The
Company’s total gross unrecognized tax benefitckassified as non-current liabilities in the Cdigdated Balance Sheet.

The aggregate changes in the balance of grossagmized tax benefits, which excludes interest amhfiies, for the fiscal year ended
September 27, 2008, is as follows (in millions):

Balance as of September 30, 2( $ 47¢
Increases related to tax positions taken duringa period 27
Decreases related to tax positions taken duringoa period (70
Increases related to tax positions taken duringtiieent perioc 85
Decreases related to settlements with taxing aitidh® —
Decreases related to expiration of statute of éitiihs (11)

Balance as of September 27, 2( $ 50¢€

The Companys policy to include interest and penalties reldtednrecognized tax benefits within the provisionihcome taxes did not chan
as a result of adopting FIN 48. As of the datedsffaion, the Company had accrued $203 million fiergross interest and penalties relating to
unrecognized tax benefits. As of September 27, 20@Btotal amount of gross interest and penadtiesued was $219 million, which is
classified as non-current liabilities in the Condated Balance Sheet. In 2008, the Company recedriigerest expense in connection with tax
matters of $16 million.

The Company is subject to taxation and files incéaxereturns in the U.S. federal jurisdiction andriany state and foreign jurisdictions. For
U.S. federal income tax purposes, all years pd®Q02 are closed. The years 2002-2003 have begniead by the Internal Revenue Service
(the “IRS™) and disputed issues have been takextoinistrative appeals. The IRS is currently examgjthe 2004-2006 years. In addition, the
Company is also subject to audits by state, laoad, foreign tax authorities. In major states angbnfareign jurisdictions, the years subseqt
to 1988 and 2000, respectively, generally remagnaggnd could be subject to examination by the tpainthorities.

Management believes that an adequate provisiobéwas made for any adjustments that may result feonexaminations. However, the
outcome of tax audits cannot be predicted withadety. If any issues addressed in the Company’sitalits are resolved in a manner not
consistent with management’s expectations, the @Gompould be required to adjust its provision farame tax in the period such resolution
occurs. Although timing of the resolution and/avstire of audits is highly uncertain, the Compangsdoot believe it is reasonably possible
its unrecognized tax benefits would materially ap@in the next 12 months.
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Preferred Stock

The Company has five million shares of authorizedfgyred stock, none of which is issued or outstapdJnder the terms of the Company’s
Restated Articles of Incorporation, the Board ofeBtors is authorized to determine or alter thbtagpreferences, privileges and restrictions of
the Company’s authorized but unissued shares éénpeel stock.

CEO Restricted Stock Award

On March 19, 2003, the Company’s Board of Directmemnted 10 million shares of restricted stock® €ompany’s CEO that vested on
March 19, 2006. The amount of the restricted staglird expensed by the Company was based on thieglosrket price of the Company’s
common stock on the date of grant and was amortetadbly on a straight-line basis over the threaryequisite service period. Upon vesting
during 2006, the 10 million shares of restrictautkthad a fair value of $646.6 million and had ¢rdate fair value of $7.48 per share. The
restricted stock award was net-share settled fwatttie Company withheld shares with value equintaiethe CEO’s minimum statutory
obligation for the applicable income and other esgpient taxes, and remitted the cash to the ap@tepidxing authorities. The total shares
withheld of 4.6 million were based on the valudhef restricted stock award on the vesting datestexghined by the Company’s closing stock
price of $64.66. The remaining shares net of thaigheld were delivered to the Company’s CEO. Tpments for the CEO’s tax
obligations to the taxing authorities was $296 imnillin 2006 and are reflected as a financing agtwithin the Consolidated Statements of
Cash Flows. The net-share settlement had the effattare repurchases by the Company as it redaredetired the number of shares
outstanding and did not represent an expense t6dhgpany. The Company’s CEO has no remaining sludinestricted stock. For the year
ended September 30, 2006, compensation expensedrédarestricted stock was $4.6 million.

Comprehensive Income

Comprehensive income consists of two componentsnoeme and other comprehensive income. Other celngmsive income refers to
revenue, expenses, gains, and losses that undeg&hé&rally accepted accounting principles arertsmbas an element of shareholders’ equity
but are excluded from net income. The Company’srotibmprehensive income consists of foreign cugréranslation adjustments from those
subsidiaries not using the U.S. dollar as theicfiemal currency, unrealized gains and losses aketable securities categorized as available-
for-sale, and net deferred gains and losses oaigatérivative instruments accounted for as cash fiedges.

The following table summarizes the components otiawlated other comprehensive income, net of taasesf the three fiscal years ended
September 27, 2008 (in millions):

2008 2007 2006
Unrealized losses on availa-for-sale securitie $ (70) $ () $ —
Unrealized gains on derivative instrume 19 —
Cumulative foreign currency translati 59 70 19
Accumulated other comprehensive inca $ 8 $ 63 $ 22

The change in fair value of available-for-sale si@s included in other comprehensive income w@S®$million, $(7) million, and $4 million,
net of taxes in 2008, 2007, and 2006, respectivigig. tax effect related to the change in unrealgaid/loss on available-faale securities wi
$42 million, $4 million, and $(2) million for 2002007, and 2006, respectively.
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The following table summarizes activity in othengarehensive income related to derivatives, neaxés, held by the Company during the
three fiscal years ended September 27, 2008 (ifons):

2008 2007 2006
Changes in fair value of derivativ $ 7 $(1 %11
Adjustment for net gains/(losses) realized ancuitet! in net incom 12 (2 (12
Change in unrealized gains on derivative instrus $1¢ $3 $(O

The tax effect related to the changes in fair valuéerivatives was $(5) million, $1 million, an@8$ million for 2008, 2007, and 2006,
respectively. The tax effect related to derivatiaéns/losses reclassified from other compreheris@me to net income was $(9) million, $2
million, and $8 million for 2008, 2007, and 2006spectively.

Employee Benefit Plans

2003 Employee Stock Plan

The 2003 Employee Stock Plan (the “2003 Plan”)sbareholder approved plan that provides for bitwegkd grants to employees, including
executive officers. Based on the terms of indivichtion grants, options granted under the 2008 B&nerally expire 7 to 10 years after the
grant date and generally become exercisable operiad of four years, based on continued employmeitit either annual or quarterly vesti
The 2003 Plan permits the granting of incentivelstmptions, nonstatutory stock options, RSUs, stqgreciation rights, stock purchase rights
and performance-based awards. As of Septembel0R8, 2pproximately 50.3 million shares were resgfee future issuance under the 2003
Plan.

1997 Employee Stock Option Plan

In August 1997, the Company’s Board of Directorpraped the 1997 Employee Stock Option Plan (th@71Blan”), a non-shareholder
approved plan for grants of stock options to em@ésywho are not officers of the Company. Basedhertierms of individual option grants,
options granted under the 1997 Plan generally expto 10 years after the grant date and gendsatipme exercisable over a period of four
years, based on continued employment, with eithaual or quarterly vesting. In October 2003, thenPany terminated the 1997 Plan anc
new options can be granted from this plan.

1997 Director Stock Option Plan

In August 1997, the Company’s Board of Directors@dd a Director Stock Option Plan (the “Directtar) for nonemployee directors of tl
Company, which was approved by shareholders in.1B@&uant to the Director Plan, the Company’s amployee directors are granted an
option to acquire 30,000 shares of common stockdpeir initial election to the Board (“Initial Opnhs” ). The Initial Options vest and
become exercisable in three equal annual instatsrmmeach of the first through third anniversadgtthe grant date. On the fourth anniversary
of a non-employee directarinitial election to the Board and on each subsetianniversary thereafter, the director will bétksd to receive a
option to acquire 10,000 shares of common stockfifal Options”) Annual Options are fully vested and immediatelyreisable on their da

of grant. Options granted under the Director Pbgpire 10 years after the grant date. As of Septer@Be2008, approximately 290,000 shares
were reserved for future issuance under the Dirdefan.

Rule 10b5-1 Trading Plans

The following executive officers, Timothy D. CodReter Oppenheimer, Philip W. Schiller, and Bertr8edet, have entered into trading plans
pursuant to Rule 10b5-1(c)(1) of the Securitiesiaxge Act of 1934, as amended (the “Exchange Aa$pf November 1, 2008. A trading
plan is a written document that
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pre-establishes the amounts, prices and datesrfoufa for determining the amounts, prices andgjai€future purchases or sales of the
Company’s stock including the exercise and sakngbloyee stock options and shares acquired pursudme Company’s employee stock
purchase plan and upon vesting of RSUs.

Employee Stock Purchase Plan

The Company has a shareholder approved employele ptiochase plan (the “Purchase Plan”), under whidistantially all employees may
purchase common stock through payroll deductiomspaice equal to 85% of the lower of the fair nerkalues as of the beginning and end of
six-month offering periods. Stock purchases unkderRurchase Plan are limited to 10% of an empleye@npensation, up to a maximum of
$25,000 in any calendar year. The number of sheutt®rized to be purchased in any calendar ydamiied to a total of 3 million shares. As
of September 27, 2008, approximately 6.2 millioarsls were reserved for future issuance under trehBse Plan.

Employee Savings Plan

The Company has an employee savings plan (thefi§awRrlan”) qualifying as a deferred salary arrargr@gminder Section 401(k) of the
Internal Revenue Code. Under the Savings Planicfating U.S. employees may defer a portion ofrtheetax earnings, up to the IRS ann
contribution limit ($15,500 for calendar year 2008he Company matches 50% to 100% of each emplsyeaitributions, depending on len
of service, up to a maximum 6% of the employea@ilde earnings. The Company’s matching contritngito the Savings Plan were $50
million, $39 million, and $33 million in 2008, 200@nd 2006, respectively.
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Stock Option Activity
A summary of the Company’s stock option activitglarlated information for the three fiscal yeardeshSeptember 27, 2008, is as follows (in
thousands, except per share amounts and contraetmain years):

Outstanding Options

Shares Weighted-Average
Available Number of Weighted-Average Remaining Aggregate

for Grant Shares Exercise Price Contractual Term Intrinsic Value
Balance at September 24, 2( 58,951 73,22! $ 17.7¢
Restricted stock units grant (2,950 — —
Options grante: (3,88)) 3,881 $ 65.2¢
Options cancelle 2,32¢ (2,325 $ 29.32
Restricted stock units cancell 625 — —
Options exercise — (21,795 $ 11.7¢
Plan shares expire (82 —
Balance at September 30, 2( 54,99« 52,98: $ 23.2%
Additional shares authorize 28,00( — —
Restricted stock units grant (2,640 — —
Options grante: (14,010 14,01( $ 94.5:
Options cancelle 1,471 (1,477 $ 55.3¢
Restricted stock units cancell 20 — —
Options exercise — (15,77() $ 18.3:
Plan shares expire (8) — —
Balance at September 29, 2( 67,821 49,75! $ 43.91
Restricted stock units grant (9,839 — —
Options grante (9,359) 9,35¢ $ 171.3¢
Options cancelle 1,23¢ (1,236) $ 98.4(
Restricted stock units cancell 714 — —
Options exercise — (13,72¢) $ 27.8¢
Plan shares expire (12 — —

Balance at September 27, 2( 50,57: 44,14¢ $ 74.3¢ 4.2¢ $ 2,377,26

Exercisable at September 27, 2( 24,75 $ 40.9¢ 3.4z $ 2,161,0L

Expected to Vest after September 27, 2 18,70 $ 117.0¢ 5.4C $ 208,51

Aggregate intrinsic value represents the valudef@ompany’s closing stock price on the last trgdiay of the fiscal period in excess of the
exercise price multiplied by the number of optionsstanding or exercisable. Total intrinsic val@@ptions at time of exercise was $2.0
billion, $1.3 billion, and $1.2 billion for 2008027, and 2006, respectively.

Shares of RSUs granted after April 2005 have beelucted from the shares available for grant urtteeClompany’s stock option plans
utilizing a factor of two times the number of RSgfainted. Similarly shares of RSUs granted afteilR005, that are subsequently cancelled
have been added back to the shares availabledat gnder the Company’s stock option plans utifizanfactor of two times the number of
RSUs cancelled.
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Restricted Stock Units

The Company’s Board of Directors has granted R®Usdmbers of the Company’s executive managememt, teecluding its Chief Executive
Officer (“CEQ"), as well as various employees witlihe Company. Outstanding RSU balances were ohtded in the outstanding options
balances in the preceding table. A summary of the@any’s RSU activity and related information foe three fiscal years ended
September 27, 2008, is as follows (in thousandsgper share amounts):

Weighted-Average

Number of Grant Date Aggregate

Shares Fair Value Intrinsic Value
Balance at September 24, 2( 5,03( $ 14.21
Restricted stock units grant 1,47¢ $ 70.92
Restricted stock units vest (2,470 $ 13.3i
Restricted stock units cancell (629) $ 12.7¢
Balance at September 30, 2C 3,41( $ 39.62
Restricted stock units grant 1,32C $ 88.51
Restricted stock units vest (45) $ 46.57
Restricted stock units cancell (10 $ 86.1¢
Balance at September 29, 2( 4,67¢ $ 52.9¢
Restricted stock units grant 4,917 $ 162.6:
Restricted stock units vest (2,19%) $ 25.6:
Restricted stock units cancell (359) $ 119.1¢

Balance at September 27, 2( 7,04( $ 134.9: $ 902,74

Upon vesting, the RSUs are generally net sharéeddti cover the required withholding tax and thmaining amount is converted into an
equivalent number of shares of common stock. Thenibaof RSUs vested in 2008, 2007 and 2006, wexeshare settled such that the
Company withheld shares with value equivalent eodmployees’ minimum statutory obligation for thppkicable income and other
employment taxes, and remitted the cash to theogpiate taxing authorities. The total shares wittilveere approximately 857,000, 20,000,
and 986,000 for 2008, 2007, and 2006, respectiveiych was based on the value of the RSUs on tlesiting date as determined by the
Company'’s closing stock price. Total payments ffigr émployees’ tax obligations to the taxing autiesiwere $124 million, $3 million, and
$59 million in 2008, 2007, and 2006, respectivalyd are reflected as a financing activity withia onsolidated Statements of Cash
Flows. These net-share settlements had the effattaoe repurchases by the Company as they redunckcktired the number of shares that
would have otherwise been issued as a result ofdkting and did not represent an expense to tihgp@ny.

The Company recognized $516 million, $242 millied&163 million of stock-based compensation exp&m2808, 2007 and 2006,
respectively. Stock-based compensation expenstatiapil as software development costs was notfgignt as of September 27, 2008 or
September 29, 2007. The income tax benefit rel@matbckbased compensation expense was $169 million, $Bibmiand $39 million for th
years ended September 27, 2008, September 29, 200 Beptember 30, 2006, respectively. The toteaagnized compensation cost rele

to stock options and RSUs expected to vest wask$lligh and $631 million as of September 27, 2@08 September 29, 2007, respectively.
The total unrecognized compensation cost as ofeBdpr 27, 2008, is expected to be recognized owaighted-average period of 2.92 years.
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SFAS No. 123R requires the use of a valuation mtadealculate the fair value of stock-based awarte. Company uses the BSM option-
pricing model to calculate the fair value of stdidsed awards. The BSM option-pricing model incoafes various assumptions including
expected volatility, expected life, and interesesa The expected volatility is based on the hisaibiolatility of the Company’s common stock
over the most recent period commensurate with stimated expected life of the Company’s stock atiand other relevant factors including
implied volatility in market traded options on tBempany’s common stock. The Company bases its égbdite assumption on its historical
experience and on the terms and conditions ofttiek awards it grants to employees. Stock-basedgeasation cost is estimated at the grant
date based on the award’s fair-value as calculayetie BSM option-pricing model and is recognizedegpense ratably on a straight-line basis
over the requisite service period.

The compensation expense incurred by the Compari®3tJs is based on the closing market price ofpanys common stock on the d:
of grant and is amortized ratably on a straight-lrasis over the requisite service period.

The weighted-average assumptions used for the fisie@ years ended September 27, 2008, and théingsestimates of weighted-average
fair value per share of options granted and of eyg® stock purchase plan rights during those peoe as follows:

2008 2007 2006
Expected life of stock optior 3.41 year 3.46 year 3.56 year
Expected life of stock purchase rig| 6 month: 6 month: 6 month:
Interest rat—stock options 3.40% 4.61% 4.60%
Interest rat—stock purchase righ 3.48% 5.13% 4.29%
Volatility —stock options 45.64% 38.13¥% 40.34%
Volatility—stock purchase righ 38.51% 39.22% 39.56%
Dividend yields — — —
Weightet-average fair value of stock options granted dutiregyeal $ 62.7: $ 31.8¢ $ 23.1¢
Weightec-average fair value of employee stock purchase fidgats during the yee $ 42.2; $ 20.9( $ 14.0¢

Note 8—Commitments and Contingencies

Lease Commitments

The Company leases various equipment and facijlitietuding retail space, under noncancelable dpeydease arrangements. The Company
does not currently utilize any other off-balanceettfinancing arrangements. The major facility ésaare generally for terms of 3 to 20 years
and generally provide renewal options for term& & 5 additional years. Leases for retail spaeda@rterms of 5 to 20 years, the majority of
which are for 10 years, and often contain multiryemewal options. As of September 27, 2008, the@my’s total future minimum lease
payments under noncancelable operating leases$ie8eillion, of which $1.4 billion related to lesssfor retail space.
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Rent expense under all operating leases, inclualitly cancelable and noncancelable leases, wasrB@lh, $151 million, and $138 million
in 2008, 2007, and 2006, respectively. Future mimmiease payments under noncancelable operatisgdésving remaining terms in excess
of one year as of September 27, 2008, are as fsl{owmillions):

Fiscal Years

2009 $ 19t
2010 20¢
2011 20C
2012 191
2013 177
Thereaftel 78€
Total minimum lease paymer $ 1,76(

Accrued Warranty and Indemnifications

The Company offers a basic limited parts and latemranty on its hardware products. The basic wéyrgeriod for hardware products is
typically one year from the date of purchase byehé-user. The Company also offers ad@@-basic warranty for its service parts used pauir
the Company’s hardware products. The Company peswvidirrently for the estimated cost that may baried under its basic limited product
warranties at the time related revenue is recognizactors considered in determining appropriateuads for product warranty obligations
include the size of the installed base of prodaatgect to warranty protection, historical and pot¢d warranty claim rates, historical and
projected cost-per-claim, and knowledge of spegfmduct failures that are outside of the Compatypsécal experience. The Company
assesses the adequacy of its preexisting warriafiities and adjusts the amounts as necessapdiasactual experience and changes in
future estimates. For products accounted for uadbscription accounting pursuant to SOP No. 9he& Gompany recognizes warranty
expense as incurred.

The Company periodically provides updates to ifgiaptions and system software to maintain thevearit’s compliance with published
specifications. The estimated cost to develop sytates is accounted for as warranty costs thaeaognized at the time related software
revenue is recognized. Factors considered in da@tergnappropriate accruals related to such updatdgde the number of units delivered, the
number of updates expected to occur, and the iataost and estimated future cost of the res@uneeessary to develop these updates.

The following table reconciles changes in the Comyfsmaccrued warranties and related costs forhteetfiscal years ended September 27,
2008 (in millions):

2008 2007 2006
Beginning accrued warranty and related c $ 23C $ 284 $ 18¢
Cost of warranty claim (319 (281) (267)
Accruals for product warrantie 35€ 221 363
Ending accrued warranty and related ci $ 267 $ 23C $ 284

The Company generally does not indemnify end-uskits operating system and application softwarairef legal claims that the software
infringes third-party intellectual property right3ther agreements entered into by the Company soe®include indemnification provisions
under which the Company could be subject to casiéost damages in the event of an infringement ckgrminst the Company or an
indemnified third-party.
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However, the Company has not been required to raaiesignificant payments resulting from such animgiement claim asserted against it or
an indemnified third-party and, in the opinion oimagement, does not have a potential liabilityteelao unresolved infringement claims
subject to indemnification that would have a mateadverse effect on its financial condition or igimg results. Therefore, the Company did
not record a liability for infringement costs aseither September 27, 2008 or September 29, 2007.

Concentrations in the Available Sources of SupplyfdMaterials and Product

Although most components essential to the Compamnyséness are generally available from multiplerses, certain key components
including, but not limited to microprocessors, @scires, certain liquid crystal displays (“LCDs"grtain optical drives, and applicatiepecific
integrated circuits (“ASICs”) are currently obtaihiey the Company from single or limited sourcesichisubjects the Company to significant
supply and pricing risks. Many of these and otreyr omponents that are available from multiple sesiincluding, but not limited to NAND
flash memory, dynamic random access memory (“DRAMIA certain LCDs, are subject at times to inguside shortages and significant
commodity pricing fluctuations. In addition, the i@pany has entered into certain agreements forublys of key components including, but
not limited to microprocessors, NAND flash memdpRAM and LCDs at favorable pricing, but there isqu@rantee that the Company will
able to extend or renew these agreements on sifailarable terms, or at all, upon expiration oresthise obtain favorable pricing in the futt
Therefore, the Company remains subject to sigmificisks of supply shortages and/or price increisatscan have a material adverse effect on
its financial condition and operating results.

The Company and other participants in the persoo@lputer, consumer electronics and mobile commtinitandustries also compete for
various components with other industries that hexerienced increased demand for

their products. In addition, the Company uses soas¢om components that are not common to the fésegersonal computer, consumer
electronics and mobile communication industriesl aew products introduced by the Company oftelizetitustom components available from
only one source until the Company has evaluatedhen¢here is a need for, and subsequently qusilifidditional suppliers. When a
component or product uses new technologies, irgdphkcity constraints may exist until the suppligidds have matured. If the Company’s
supply of a key single-sourced component for a aeexisting product were delayed or constrainedudh components were available only at
significantly higher prices, or if a key manufadtgr vendor delayed shipments of completed prodiactse Company, the Compasyfinancial
condition and operating results could be materiatlyersely affected. The Company’s business amahial performance could also be
adversely affected depending on the time requiveabtain sufficient quantities from the originalisce, or to identify and obtain sufficient
guantities from an alternative source. Continueailability of these components at acceptable prioeat all, may be affected if those suppl
decided to concentrate on the production of comommponents instead of components customized to the€lompany’s requirements.

Significant portions of the Company’s Mac computé@eds, iPhones, logic boards, and other assenplotetlicts are now manufactured by
outsourcing partners, primarily in various partsisfa. A significant concentration of this outsceslananufacturing is currently performed by
only a few of the Company’s outsourcing partnefigroin single locations. Certain of these outsmg@artners are the sole-sourced supplier
of components and manufacturing outsourcing forynarthe Company’s key products including, but limited to final assembly of
substantially all of the Company’s portable Mac porers, iPods, iPhones and most of the Companyas#ViAlthough the Company works
closely with its outsourcing partners on manufaogischedules, the Company’s operating resultsdcheladversely affected if its outsourcing
partners were unable to meet their production camanits. The Company’s purchase commitments typicalver its requirements for periods
ranging from 30 to 150 days.
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Long-Term Supply Agreements

During 2006, the Company entered into long-ternpsupgreements with Hynix Semiconductor, Inc., Ii@erporation, Micron Technology,
Inc., Samsung Electronics Co., Ltd., and Toshibgp@mation to secure supply of NAND flash memonyotigh calendar year 2010. As part of
these agreements, the Company prepaid $1.25 bitioilash memory components during 2006, whicH iél applied to certain inventory
purchases made over the life of each respectivweawgnt. The Company utilized $567 million of thegayment as of September 27, 2008.

Contingencies

The Company is subject to certain other legal ppdo®s and claims that have arisen in the ordinatyse of business and have not been fully
adjudicated. In the opinion of management, the Caongmloes not have a potential liability relate@ny current legal proceedings and claims
that would individually or in the aggregate haveaterial adverse effect on its financial condit@roperating results. However, the results of
legal proceedings cannot be predicted with cestaihthe Company failed to prevail in any of thésgal matters or if several of these legal
matters were resolved against the Company in time saporting period, the operating results of digalar reporting period could be materiz
adversely affected.

Production and marketing of products in certaitestand countries may subject the Company to emviemtal, product safety and other
regulations including, in some instances, the megént to provide customers the ability to returmdpict at the end of its useful life, and place
responsibility for environmentally safe disposatecycling with the Company. Such laws and regotetihave been passed in several
jurisdictions in which the Company operates, inalgdvarious countries within Europe and Asia, der@anadian provinces and certain sti
within the U.S. Although the Company does not apéite any material adverse effects in the futusetaon the nature of its operations and the
thrust of such laws, there is no assurance thdt sxisting laws or future laws will not have a mitkeadverse effect on the Company’s
financial condition or operating results.

Note 9—Segment Information and Geographic Data

In accordance with SFAS No. 13isclosures about Segments of an Enterprise andt&elInformation the Company reports segment
information based on the “management” approach.riiiaieagement approach designates the internal irepoded by management for making
decisions and assessing performance as the sdutoe @ompany’s reportable segments.

The Company manages its business primarily on grgebic basis. Accordingly, the Company determit@dperating segments, which are
generally based on the nature and location ofuigsaeners, to be the Americas, Europe, Japan, A=i#i€, Retail, and FileMaker operations.
The Companys reportable operating segments consist of AmeriEaope, Japan, and Retail operations. Other tpgreegments include As
Pacific, which encompasses Australia and Asia edxdoe@apan, and the Company'’s FileMaker, Inc. glias/. The Americas, Europe, Japan,
and Asia Pacific segments exclude activities rdlédethe Retail segment. The Americas segmentdesiiboth North and South America. The
Europe segment includes European countries, asaadiie Middle East and Africa. The Retail segnogetrrates Apple-owned retail stores in
the U.S. and in international markets. Each rejptetaperating segment provides similar hardwaresafidvare products and similar service
the same types of customers. The accounting pslafithe various segments are the same as thosebaekin Note 1, “Summary of
Significant Accounting Policies.”

The Company evaluates the performance of its dpgraegments based on net sales and operating é¢doet sales for geographic segments
are generally based on the location of customehngeviRetail segment net sales are based on salestfre Company’s retail stores. Operating
income for each segment includes net sales to plairties, related cost of sales, and operatingresgsedirectly attributable to the segment.
Advertising
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expenses are generally included in the geograggiment in which the expenditures are incurred. &gy income for each segment excludes
other income and expense and certain expenses gwpatside the operating segments. Costs excludaddegment operating income incl
various corporate expenses, such as manufactusstg and variances not included in standard ceestearch and development, corporate
marketing expenses, stock-based compensation expansme taxes, various nonrecurring chargespémet separately managed general and
administrative costs. The Company does not inclodgcompany transfers between segments for managen@porting purposes. Segment
assets exclude corporate assets, such as castteshoand long-term investments, manufacturing @mporate facilities, miscellaneous
corporate infrastructure, goodwill and other acgdimtangible assets. Except for the Retail segnoapital asset purchases for long-lived
assets are not reported to management by segnasit.gayments for capital asset purchases by tlal Regment were $389 million, $294
million, and $200 million for 2008, 2007, and 20@8pectively.

The Company has certain retail stores that have tesigned and built to serve as high-profile vertogoromote brand awareness and serve a
vehicles for corporate sales and marketing activitBecause of their unique design elements, otatind size, these stores require
substantially more investment than the Company’sentypical retail stores. The Company allocatetageioperating expenses associated with
its high-profile stores to corporate marketing engeeto reflect the estimated Company-wide beriHfié allocation of these operating costs to
corporate expense is based on the amount incuredtigh-profile store in excess of that incurbgda more typical Company retail location.
The Company had opened a total of 11 high-profdees as of September 27, 2008. Expenses allotatamporate marketing resulting from
the operations of high-profile stores were $53iomill $39 million, and $33 million for the years eddSeptember 27, 2008, September 29,
2007, and September 30, 2006 respectively.
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Summary information by operating segment for thredtfiscal years ended September 27, 2008 is lasv(in millions):

2008 2007 2006
Americas:
Net sales $ 14,57 $ 11,59¢ $ 9,41t
Operating incomu $ 4,057 $ 2,94¢ $ 1,89¢
Depreciation, amortization, and accret $ 9 $ 9 $ 6
Segment assets ( $ 3,03¢ $ 1,49 $ 89¢
Europe:
Net sales $ 7,62 $ 5,46( $ 4,09¢
Operating incom: $ 2,31 $ 1,34¢ $ 627
Depreciation, amortization, and accret $ 6 $ 6 $ 4
Segment asse $ 1,77¢ $ 59t $ 471
Japan
Net sales $ 1,50¢ $ 1,08: $ 1,211
Operating incom: $ 44C $ 232 $ 20¢
Depreciation, amortization, and accret $ 2 $ 3 $ 3
Segment asse $ 30z $ 15¢ $ 181
Retail:
Net sales $ 6,31F $ 4,11°F $ 3,24¢
Operating incom: $ 1,33i $ 87t $ 60C
Depreciation, amortization, and accretion $ 10¢ $ 88 $ 59
Segment assets ( $ 1,86¢ $ 1,08t $ 651
Other Segments (c
Net sales $ 2,46( $ 1,75: $ 1,341
Operating incom $ 61F $ 38t $ 23t
Depreciation, amortization, and accret $ 4 $ 3 $ 3
Segment asse $ 534 $ 252 $ 18C

(@) The Americas asset figures do not include fiasskets held in the U.S. Such fixed assets arallogtited specifically to the
Americas segment and are included in the corpasgets figures beloy

(b) Retail segment depreciation and asset figuresctefie cost and related depreciation of its resi@ites and related infrastructu

(c) Other Segments include A-Pacific and FileMakel
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A reconciliation of the Compang’segment operating income and assets to the Gaeusal Financial Statements for the three fiscatyende
September 27, 2008 is as follows (in millions):

2008 2007 2006
Segment operating incon $ 8,75¢ $ 5,79: $ 3,56¢
Other corporate expenses, net (1,96%) (1,147 (95%)
Stock-based compensation expel (51€) (242) (163)

Total operating incom $ 6,27¢ $ 4,40¢ $ 2,45¢
Segment asse $ 7,51¢ $ 3,58¢ $ 2,37¢
Corporate asse 32,05: 21,75¢ 14,82¢

Consolidated asse $ 39,57: $ 25,34 $ 17,20!
Segment depreciation, amortization, and accre $  12¢ $ 10¢ $ 75
Corporate depreciation, amortization, and accre 344 20¢ 15C

Consolidated depreciation, amortization, and aizmm $ 478 $ 317 $ 22F

(a) Other corporate expenses include research andageweht, corporate marketing expenses, manufactadsts and variances r
included in standard costs, and other separatehagel general and administrative expenses, ingutbrain corporate expenses
associated with support of the Retail segm

No single customer or single country outside ofith8. accounted for more than 10% of net sale®0822007, or 2006. Net sales and |-
lived assets related to the U.S. and internatiopatations for the three fiscal years ended Sepe@ih 2008, are as follows (in millions):

2008 2007 2006

Net sales

uU.S. $ 18,46¢ $ 14,12¢ $ 11,48¢

International 14,01( 9,87¢ 7,82¢
Total net sale $ 32,47¢ $ 24,00¢ $ 19,31!

Long-lived assets

uU.S. $ 2,26¢ $ 1,752 $ 1,15C

International 41C 26C 21¢€
Total lon¢-lived asset: $ 2,67¢ $ 2,017 $ 1,36¢
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Information regarding net sales by product forttivee fiscal years ended September 27, 2008, falaws (in millions):

2008 2007 2006

Net sales

Desktops (a $ 5,60: $ 4,0 $ 3,31¢

Portables (b 8,67: 6,294 4,05¢
Total Mac net sale 14,27¢ 10,31 7,37¢

iPod 9,15:¢ 8,30¢ 7,67¢

Other music related products and service! 3,34( 2,49¢ 1,88t

iPhone and related products and service: 1,84« 122 —

Peripherals and other hardware 1,65¢ 1,26( 1,10¢

Software, service, and other net sale: 2,20i 1,50¢ 1,27¢
Total net sale $ 32,47 $ 24,00t $ 19,31

(@) Includes iMac, Mac mini, Mac Pro, Power Mac, aneix® product lines

(b) Includes MacBook, iBook, MacBook Air, MacBook Pemd PowerBook product line

(c) Consists of iTunes Store sales and iPod servicesApple-branded and thi-party iPod accessorie

(d) Derived from handset sales, carrier agreementsAppte-branded and thi-party iPhone accessori¢

(e) Includes sales of Apple-branded and third-pdigplays, wireless connectivity and networkingusioins, and other hardware

accessories
(H Includes sales of Apg-branded operating system and application softwhiel-party software, AppleCare, and Internet servi

Note 10—Related Party Transactions and Certain OtheTransactions

The Company entered into a Reimbursement Agreewiginits CEO, Steve Jobs, for the reimbursememxpenses incurred by Mr. Jobs in
the operation of his private plane when used fopl&pusiness. The Company recognized a total afoappately $871,000, $776,000, and
$202,000 in expenses pursuant to the Reimbursefiggaement during 2008, 2007, and 2006, respectivdlyexpenses recognized pursuant
to the Reimbursement Agreement have been includsdliing, general, and administrative expensésarnConsolidated Statements of
Operations.

In 2006, the Company entered into an agreement®iitar to sell certain of Pixar’'s short films oretiTunes Store. Mr. Jobs was the CEO,
Chairman, and a large shareholder of Pixar. On M&006, The Walt Disney Company (“Disney”) acqdiféixar, which resulted in Pixar
becoming a wholly-owned subsidiary of Disney. Ufianey’s acquisition of Pixar, Mr. Jobs’ sharePofar common stock were exchanged
for Disney’s common stock and he was elected tdlisaey Board of Directors. Royalty expense recoegiiby the Company under the
arrangement with Pixar from September 25, 2005utindMay 5, 2006 was less than $1 million.
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The following tables set forth a summary of the @amy’s quarterly financial information for eachtbé four quarters ended September 27,
2008 and September 29, 2007 (in millions, excepshare amounts):

Fourth Quarter Third Quarter Second Quartel First Quarter
2008
Net sales $ 7,89t $ 7,46¢ $ 7,51: $ 9,60¢
Gross margir $ 2,73¢ $  2,60( $ 2,47¢ $ 3,33
Net income $ 1,13¢ $ 1,072 $ 1,04t $ 1,581
Earnings per common sha
Basic $ 1.2¢ $ 1.21 $ 1.1¢ $ 1.81
Diluted $ 1.2¢ $ 1.1¢ $ 1.1¢€ $ 1.7¢
2007
Net sales $ 6,217 $ 5,41( $ 5,26¢ $ 7,11¢
Gross margit $ 2,09( $ 1,99t $ 1,84¢ $ 2,22
Net income $ 904 $ 81¢ $ 77C $ 1,00«
Earnings per common sha
Basic $ 1.04 $ 0.9 $ 0.8¢ $ 1.17
Diluted $ 1.01 $ 0.92 $ 0.87 $ 1.14

Basic and diluted earnings per share are compuatiEbendently for each of the quarters presenteskefdre, the sum of quarterly basic and
diluted per share information may not equal antaaic and diluted earnings per share.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
Apple Inc.:

We have audited the accompanying consolidated balgineets of Apple Inc. and subsidiaries (the Coy)pas of September 27, 2008 and
September 29, 2007, and the related consolidasehsénts of operations, shareholders’ equity, asti ows for each of the years in the
three-year period ended September 27, 2008. Tims®lidated financial statements are the respditgibf the Company’s management. Our
responsibility is to express an opinion on thegesotidated financial statements based on our audits

We conducted our audits in accordance with thedstais of the Public Company Accounting OversighamBlogUnited States). Those standards
require that we plan and perform the audit to sbteasonable assurance about whether the finestatements are free of material
misstatement. An audit includes examining, on aliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaenferred to above present fairly, in all mategapects, the financial position of Apple Inc.
and subsidiaries as of September 27, 2008 and18bpte29, 2007, and the results of their operatintstheir cash flows for each of the years
in the three-year period ended September 27, 20@®nformity with U.S. generally accepted accoongtprinciples.

As discussed in note 1 to the Consolidated FindSste&ements, effective September 30, 2007, thefaomadopted Financial Accounting
Standards Board Interpretation No. A8counting for Uncertainty in Income Taxes—an iptetation of FASB Statement No. 109

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), Apple Inc.’s
internal control over financial reporting as of &apber 27, 2008, based on criteria establishédt@rnal Control—Integrated Framework
issued by the Committee of Sponsoring Organizatidriee Treadway Commission (COSO), and our regateéd November 4, 2008 expressed
an unqualified opinion on the effectiveness of@lmmpany’s internal control over financial reporting

/sl KPMG LLP

Mountain View, California
November 4, 200

88



Table of Contents

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
Apple Inc.:

We have audited Apple Inc.’s internal control ofieancial reporting as of September 27, 2008, basecriteria established internal
Control—Integrated Framewotiksued by the Committee of Sponsoring Organizatidribe Treadway Commission (COSO). Apple’s
management is responsible for maintaining effedtiternal control over financial reporting and ftsr assessment of the effectiveness of
internal control over financial reporting, includiedthe accompanying Management’s Annual Repothternal Control over Financial
Reporting. Our responsibility is to express an mpiron the Company’s internal control over finahegporting based on our audit.

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversightfq®@nited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal corgw@r financial reporting, assessing the risk
that a material weakness exists, and testing aaldiaing the design and operating effectivenesstefnal control based on the assessed risk.
Our audit also included performing such other pdoces as we considered necessary in the circunestawte believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonableaassuregarding the reliability of financial
reporting and the preparation of financial statetsméor external purposes in accordance with gelyeaatepted accounting principles. A
company'’s internal control over financial reportingludes those policies and procedures that (ftaipeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettitansactions and dispositions of the assetseofdmpany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@éawith generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (3) provide reasanabsurance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company’s assets that could lzareaterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. Also, projections of any
evaluation of effectiveness to future periods afgexct to the risk that controls may become inadégjbecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate.

In our opinion, Apple Inc. maintained, in all ma&trrespects, effective internal control over fingh reporting as of September 27, 2008, b
on criteria established imternal Control—Integrated Framewoitsued by the COSO.

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@nited States), the consolidated
balance sheets of Apple Inc. and subsidiaries &epfember 27, 2008 and September 29, 2007, amdltted consolidated statements of
operations, shareholders’ equity, and cash flowgéch of the years in the three-year period eis#grdlember 27, 2008, and our report dated
November 4, 2008 expressed an unqualified opiniothose consolidated financial stateme

/sl KPMG LLP

Mountain View, California
November 4, 200
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Iltem 9. Changes in and Disagreements with Accounté&mon Accounting and Financial Disclosure
None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedu

Based on an evaluation under the supervision atidthé participation of the Company’s managemdrt,Gompany’s principal executive
officer and principal financial officer have condkd that the Company’s disclosure controls andgutoes as defined in Rules 13a-15(e) and
15d-15(e) under the Securities Exchange Act of 1884amended (“Exchange Act”) were effective aSeyftember 27, 2008 to ensure that
information required to be disclosed by the Compamgports that it files or submits under the Exafpe Act is (i) recorded, processed,
summarized and reported within the time periodsi§ipe in the Securities and Exchange Commissidesrand forms and (i) accumulated
communicated to the Company’s management, incluidngrincipal executive officer and principal fimgal officer, as appropriate to allow
timely decisions regarding required disclosure.

Inherent Limitations Over Internal Contrc

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

(i) pertain to the maintenance of records thateasonable detail, accurately and fairly refleettiansactions and
dispositions of the Compa’s assets

(i) provide reasonable assurance that transactione@reded as necessary to permit preparation ofifiaastatements i
accordance with generally accepted accounting iples; and that the Company’s receipts and expergditare being
made only in accordance with authorizations ofGeenpan’s management and directors; ¢

(iii) provide reasonable assurance regarding preventibmely detection of unauthorized acquisition, usedisposition ¢
the Compan’s assets that could have a material effect onitla@dial statement:

Management, including the Company’s Chief Execu@fficer and Chief Financial Officer, does not egpthat the Company’s internal

controls will prevent or detect all errors andfedud. A control system, no matter how well desijaed operated, can provide only reasonable,
not absolute, assurance that the objectives addh&ol system are met. Further, the design ofrdrobsystem must reflect the fact that there
are resource constraints, and the benefits of alsntnust be considered relative to their costsaBee of the inherent limitations in all control
systems, no evaluation of internal controls carvigleabsolute assurance that all control issuesretances of fraud, if any, have been
detected. Also, any evaluation of the effectiver@sontrols in future periods are subject to tisk that those internal controls may become
inadequate because of changes in business corgliiothat the degree of compliance with the peticdr procedures may deteriorate.

Managemer's Annual Report on Internal Control Over FinancRéporting

The Company’s management is responsible for estabfj and maintaining adequate internal controt émancial reporting (as defined in
Rule 13a-15(f) under the Securities Exchange Adt9¥4, as amended). Management conducted an gvalwéthe effectiveness of the
Company'’s internal control over financial reportio@sed on the criteria set forth in Internal Cortrimtegrated Framework issued by the
Committee of Sponsoring Organizations of the Tred@ommission (“COSQ”). Based on this evaluatioapnagement has concluded that the
Company'’s internal control over financial reportings effective as of September 27, 2008. The Cogipamdependent registered public
accounting firm, KPMG LLP, has issued an audit repa the Company'’s internal control over financigorting. The report on the audit of
internal control over financial reporting appeanspage 89 of this Form 10-K.
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Changes in Internal Control Over Financial Repogdin

There were no changes in the Company’s internarobover financial reporting during the fourth gtea of fiscal 2008, which were identified
in connection with management’s evaluation requinggharagraph (d) of rules 13a-15 and 15d-15 utideExchange Act, that have materially
affected, or are reasonably likely to materiallieaf, the Company’s internal control over finangigborting.

Item 9B. Other Information

On November 3, 2008, Tony Fadell, Senior Vice Ried, iPod Division of the Company became Specihligor to the Company’s Chief
Executive Officer. In this new position, Mr. Fadet) longer will be an executive officer of the Caanp. In connection therewith, Mr. Fadell
and the Company have entered into a Transition é&gent and a Settlement Agreement and ReleaseTthasition Agreement” and the
“Settlement Agreement,” respectively), under whith Fadell will receive a salary of three hundredusand dollars annually, and will be
entitled to bonus and other health and welfare fitsrgenerally available to other senior managerdte duration of the Transition Agreeme
which remains in effect until March 24, 2010. Thaisition Agreement also provides for the candeladf outstanding and unvested 155,000
restricted stock units held by Mr. Fadell. Upon @ppl by the Compensation Committee of the CompaBgard of Directors, Mr. Fadell will
be granted 77,500 restricted stock units thatweidit in full on March 24, 2010, subject to his @onéd employment with the Company through
the vesting date and further subject to accelenasting if the Company terminates his employmeitiiaut cause. The restricted stock units
are payable upon vesting in shares of the Compammytsnon stock on a one-for-one basis. The Settle/gmreement includes Mr. Fadell's
release of claims against the Company and agreemoéid solicit the Company’s employees for oneryfebowing the termination of his
employment.
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PART IlI
Item 10. Directors, Executive Officers and Corpora¢ Governance

The information required by this Item under thedirg “Directors” is incorporated herein by refererioom the information to be contained in
the Company’s 2009 Proxy Statement to be filed withU.S. Securities and Exchange Commission imection with the solicitation of
proxies for the Company’s Annual Meeting of Shatdbrs to be held on February 25, 2009 (“2009 PiStatement”). The information under
the heading “Executive Officers of the RegistrantPart |, Item 1 of this Form 10-K is also incorated herein by reference.

Item 11. Executive Compensation

The information required by this Item under thediegs “Executive Compensation” and “CompensatioscDgsion and Analysis” is
incorporated herein by reference from the infororato be contained in the Company’s 2009 Proxye&tant.

Item 12. Security Ownership of Certain Beneficial Qvners and Management and Related Stockholder Matter

The information required by this Item under thediegs “Security Ownership of Certain Beneficial Gas and Management” and “Equity
Compensation Plan Information” are incorporateceimeby reference from the information to be corgdiim the Company’s 2009 Proxy
Statement.

Item 13. Certain Relationships and Related Transa@ins, and Director Independence

The information required by this Item under thedieg “Review, Approval or Ratification of Transamtis with Related Persons” is
incorporated herein by reference from the infororato be contained in the Company’s 2009 Proxye&tant.

Item 14. Principal Accountant Fees and Services

The information required by this Item under thedieg “Fees Paid to Auditors” is incorporated hefgyrreference from the information to be
contained in the Company’s 2009 Proxy Statement.
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PART IV

Item 15. Exhibits, Financial Statement Schedules

(@) Documents filed as part of this report

(1) Allfinancial statements

Index to Consolidated Financial Statement Page
Consolidated Balance Sheets as of September 28,&@0September 29, 20 54
Consolidated Statements of Operations for the tfiseal years ended September 27, 2 55
Consolidated Statements of Sharehol' Equity for the three fiscal years ended SeptemiBe2Q08 56
Consolidated Statements of Cash Flows for the tiseal years ended September 27, 2 57
Notes to Consolidated Financial Stateme 58
Selected Quarterly Financial Information (Unaudjt 87
Reports of Independent Registered Public Accourfing,, KPMG LLP 88

(2) Financial Statement Schedule

All financial statement schedules have been omittete the required information is not applicairés not present in amounts sufficient to
require submission of the schedule, or becausimthenation required is included in the ConsolidghEnancial Statements and Notes thereto.

(b) Exhibits required by Item 601 of Regulation &K
The information required by this Item is set footinthe exhibit index that follows the signature @ad this report.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, theredalp authorized, this 4th day of November 2008.

APPLE INC.

By: /s| PETERQO PPENHEIMER
Peter Oppenheim
Senior Vice President ar
Chief Financial Officel

Power of Attorney

KNOW ALL PERSONS BY THESE PRESENTS, that each persbose signature appears below constitutes anairgpfsSteven P. Jobs and
Peter Oppenheimer, jointly and severally, his atgs-in-fact, each with the power of substitutifmm,him in any and all capacities, to sign any
amendments to this Annual Report on Form 10-K, tarfde the same, with exhibits thereto and othecudnents in connection therewith, with
the Securities and Exchange Commission, herelfyirgiand confirming all that each of said attorgéy-fact, or his substitute or substitutes,
may do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bélpthe following persons on behalf of 1
registrant and in the capacities and on the dathsdted:

Name Title Date
/s/_STEVENP. JoBs Chief Executive Officer and Director (Principal November 4, 2008
STEVEN P. JOB¢ Executive Officer)
/s| PETERO PPENHEIMER Senior Vice President and Chief Financial Officer November 4, 2008
PETER OPPENHEIMER (Principal Financial and Principal Accounting
Officer)
/s WiLLIAM V. C AMPBELL Director November 4, 2008
WILLIAM V. CAMPBELL
/s| MILLARD S. DREXLER . November 4, 2008
Director

MILLARD S. DREXLER

/s/ ALBERT G ORE, JR. November 4, 2008

ALBERT GORE, JR Director
/s/ ANDREAJUNG Director November 4, 2008
ANDREA JUNG
/s/ ARTHURD. L EVINSON Director November 4, 2008
ARTHUR D. LEVINSON
/s/ ERICE. SCHMIDT Director November 4, 2008
ERIC E. SCHMIDT
/s/ JEROMEB. Y ORK . November 4, 2008
Director

JEROME B. YORK
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EXHIBIT INDEX
Incorporated by Reference
Exhibit Filing Date/
Number Exhibit Description Form Period End Date
3.1 Restated Articles of Incorporation, filed with tBecretary of State of the State of Californie S-3 7/27/88
January 27, 198¢
3.2 Certificate of Amendment to Restated Articles afdrporation, filed with the Secretary of State  10-Q 5/11/00
of the State of California on May 4, 20(
3.3 Certificate of Amendment to Restated Articles afdrporation, as amended, filed with the 10Q 3/26/05
Secretary of State of the State of California obrkary 25, 200&
34 Certificate of Determination of Preferences of 8z Nor-Voting Convertible Preferred Sto 1C-K 9/26/97
of the Registrant
3.5 By-Laws of the Registrant, as amended through Augis2@08. 8-K 8/25/08
4.1 Form of Stock Certificate of the Registra 1C-Q 12/30/06
10.1* Employee Stock Purchase Plan, as amended throughl8)&2007 8-K 5/16/07
10.2* Form of Indemnification Agreement between the Riegiig and each officer of the Registre 1C-K 9/26/97
10.3* 1997 Employee Stock Option Plan, as amended thr@agbber 19, 2001 1C-K 9/28/02
10.4* 1997 Director Stock Option Plan, as amended thrdvaih 10, 2007 8-K 5/16/07
10.5* 2003 Employee Stock Plan, as amended through MaQQQy . 8-K 5/16/07
10.6* Reimbursement Agreement dated as of May 25, 20GdnHybetween the Registrant and Ste 1C-Q 6/29/02
P. Jobs
10.7* Performance Bonus Plan dated April 21, 2( 1C-Q 3/26/05
10.8* Form of Option Agreement 1C-K 9/24/05
10.9* Form of Restricted Stock Unit Award Agreement efifexzas of August 28, 200 1C-K 9/29/07
14.1 Business Conduct Policy of the Registrant datedaan2008 1C-Q 12/29/07
21* Subsidiaries of the Registra
23.1%* Consent of Independent Registered Public Accouriing.
24.1** Power of Attorney (included on the Signature Pagthie Annual Report on Form -K).
31.1* Rule 13i-14(a) / 15-14(a) Certification of Chief Executive Office
31.2%* Rule 13i-14(a) / 15-14(a) Certification of Chief Financial Office
32. 1% Section 1350 Certifications of Chief Executive O and Chief Financial Office
* Indicates management contract or compensatorygslarrangemen

**  Filed herewith
***  Furnished herewitt
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Name

SUBSIDIARIES OF
APPLE INC.*

Apple Sales International (formerly Apple Computeernational)
Braeburn Capital, Inc

*

Exhibit 21

Jurisdiction

of Incorporation

Ireland
Nevada, U.S

Pursuant to Item 601(b)(21)(ii) of Regulatio-K, the names of other subsidiaries of Apple Ine.@mnitted because, considered in

aggregate, they would not constitute a significartsidiary as of the end of the year covered tg/réport.



Exhibit 23.1
Consent of Independent Registered Public Accountingirm

The Board of Directors
Apple Inc.:

We consent to the incorporation by reference inrélggstration statements on Forms S-8 (Nos. 3336,1233-75930, 333-102184, 333-
125148, and 333-146026) of Apple Inc. of our repdiated November 4, 2008 with respect to the careteld balance sheets of Apple Inc. and
subsidiaries as of September 27, 2008 and Septe28b@007, and the related consolidated statenodérgerations, shareholders’ equity, and
cash flows for each of the years in the three-peaiod ended September 27, 2008, and the effeesgeof internal control over financial
reporting as of September 27, 2008, which repgpear in the September 27, 2008 annual report om BEO-K of Apple Inc.

As discussed in note 1 to the Consolidated FinhSste&ements, effective September 30, 2007, thef@aomadopted Financial Accounting
Standards Board Interpretation No. A8counting for Uncertainty in Income Taxes—an iptetation of FASB Statement No. 109

/sl KPMG LLP

Mountain View, California
November 4, 200



Exhibit 31.1
CERTIFICATIONS

I, Steven P. Jobs, certify that:

1.
2.

I have reviewed this annual report on Forr-K of Apple Inc.;

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operat and cash flows of the registrant as of, andtfe periods presented in this rep

The registrar's other certifying officer(s) and | are responsifoleestablishing and maintaining disclosure cdstemd procedures (.
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&-15(f) and 15-15(f)) for the registrant and hay

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedaotee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

(b) Designed such internal control over financial réjpgr or caused such internal control over finah@gorting to be designed unc
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and preséantbd report our conclusions abc
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

(d) Disclosed in this report any change in thestgnt’s internal control over financial reportitiat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

The registrar's other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobover financia
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfws persons performing the equivalent
functions):

(&) All significant deficiencies and material weaknessethe design or operation of internal contradiofmancial reporting which ai
reasonably likely to adversely affect the regid’s ability to record, process, summarize, and refpmahcial information; an

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registra’s
internal control over financial reportin

Date: November 4, 2008

By: /s| STEVENP. JoBS
Steven P. Jok
Chief Executive Office




Exhibit 31.2
CERTIFICATIONS
I, Peter Oppenheimer, certify that:
1. | have reviewed this annual report on Forn-K of Apple Inc.;

2. Based on my knowledge, this report does not coraaynuntrue statement of a material fact or omgtéte a material fact necessanr
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this repor

3.  Based on my knowledge, the financial statemeamts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operat and cash flows of the registrant as of, andtfe periods presented in this rep

4. The registrar's other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd procedures (i
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&-15(f) and 15-15(f)) for the registrant and hay

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedaotee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

(b) Designed such internal control over financial réjpgr or caused such internal control over finah@gorting to be designed unc
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and preséantbd report our conclusions abc
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

(d) Disclosed in this report any change in thestgnt’s internal control over financial reportitiat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

5.  The registrar's other certifying officer(s) and | have discloskdsed on our most recent evaluation of internafrobover financia
reporting, to the registrant’s auditors and theiteemnmittee of registrant’s board of directors p@rsons performing the equivalent
functions):

(&) All significant deficiencies and material weaknessethe design or operation of internal contradiofmancial reporting which ai
reasonably likely to adversely affect the regid’s ability to record, process, summarize, and refpmahcial information; an

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registra’s
internal control over financial reportin

Date: November 4, 2008

By: /s| PETERO PPENHEIMER
Peter Oppenheimer

Senior Vice President and
Chief Financial Office




Exhibit 32.1

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

I, Steven P. Jobs, certify, pursuant to 18 U.S&etiSn 1350, as adopted pursuant to Section 9@ttecbarbanes-Oxley Act of 2002, that the
Annual Report of Apple Inc. on Form 10-K for thedal year ended September 27, 2008 fully complig¢stve requirements of Section 13(a)
or 15(d) of the Securities Exchange Act of 1934 thvad information contained in such Form 10-K fapkesents in all material respects the
financial condition and results of operations ofphpinc.

November 4, 200
By: /s| STeEVENP. JoBS

Steven P. Jok
Chief Executive Office

I, Peter Oppenheimer, certify, pursuant to 18 U.S€xtion 1350, as adopted pursuant to SectioroBO& Sarbanes-Oxley Act of 2002, that
the Annual Report of Apple Inc. on Form 10-K foetfiscal year ended September 27, 2008 fully caespliith the requirements of Section 13
(a) or 15(d) of the Securities Exchange Act of 1884 that information contained in such Form 10akly presents in all material respects the
financial condition and results of operations ofpfelnc.

November 4, 200
By: /s| PETERO PPENHEIMER

Peter Oppenheimi
Senior Vice President and Chief Financial Offi

A signed original of this written statement reqdil®y Section 906 has been provided to Apple Ind.wifl be retained by Apple Inc. and
furnished to the Securities and Exchange Commissidts staff upon reques



