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Washington, D.C. 20549
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ACT OF 1934
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OR
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EXCHANGE ACT OF 1934
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Registrant's telephone number, including area o@d®&) 996-1010
Securities registered pursuant to Section 12(h@fAct: None

Securities registered pursuant to Section 12(gheRct:
Common Stock, no par value
Common Share Purchase Rights
(Titles of classes)
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Indicate by check mark if disclosure of delinquiilers pursuant to Item 405 of Regulation S-K i¢ oontained herein, and will not be
contained, to the best of the Registrant's knowdedgdefinitive proxy or information statementsanporated by reference to Part 11l of this
Form 10-K or any amendment to this Form 10-K. /x/

The aggregate market value of voting stock helddyaffiliates of the Registrant was approximatefyo®4,159,876 as of December 7, 2001,
based upon the closing price on the NASDAQ Natidatket reported for such date. Shares of Commonk3teld by each executive offic
and director and by each person who beneficiallpomore than 5% of the outstanding Common Stock baen excluded in that such
persons may under certain circumstances be deentexidffiliates. This determination of executivéiagr or affiliate status is not necessarily
a conclusive determination for other purposes.

351,722,532 shares of Common Stock Issued andabdisg as of December 7, 2001

PART |

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

The Company's fiscal year ends on the last Satwti@gptember. Unless otherwise stated, all inféiongresented in this Form 10-K is
based on the Company's fiscal calendar.

Iltem 1. Business

Company Background

Apple Computer, Inc. ("Apple" or the "Company") wiasorporated under the laws of the state of Calitoon January 3, 1977. The
Company designs, manufactures and markets persomgluters and related personal computing and cornatimg solutions for sale
primarily to education, creative, consumer, andrimss customers. Substantially all of the Compamgtsales over the last five years have
been derived from the sale of its Apple® Macintodim® of personal computers and related softwaceparipherals.

Business Strategy

Apple is committed to bringing the best possiblespaal computing experience to students, educateative professionals, businesses and
consumers around the world through its innovataedtvare, software, and Internet offerings. The Camypbelieves that personal computing
is entering a new era in which the personal compuilefunction for both professionals and consumas the digital hub for advanced new
digital devices such as digital music players, peas digital assistants, digital still and moviereaas, CD and DVD players, and other
electronic devices. The attributes of the personaiputer, including its ability to run complex ajpplions, possess a high quality user
interface, contain large and relatively inexpensitarage, and easily connect to the Internet irtiplalways and at varying speeds, can
individually add value to these devices and intanet them as well. Apple is the only company smBC industry that designs and
manufactures the entire personal computer — frenh#rdware and operating system to sophisticatelicapons, and ties it all together with
Apple's innovative industrial design, intuitive easf-use, and built-in networking, graphics, andtimedia capabilities — uniquely
positioning the Company to offer digital hub prottuand solutions.

Business Organization

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

Principal Hardware Products



The Company offers a range of personal computindywsts including desktop and notebook personal cbeng, related devices and
peripherals, networking and connectivity produats] various thirgearty hardware products. All of the Company's Maxsh products utiliz
PowerPC® RISC-based microprocessors. Further irdbom regarding the Company's products may be fauihrt Il, Item 7 of this

Form 10-K under the heading "Factors That May Affaature Results and Financial Condition,"” whicformation is hereby incorporated by
reference.

Power Ma™

The Power Mac line of desktop personal computetargeted at business and professional users atebigned to meet the speed, expansion
and networking needs of the most demanding Madiniser. With the addition of Apple server and nekig software, Power Mac systems
can be used as workgroup servers. Apple's SupaDrjia combination CD-RW/DVD-R drive that can burdIs which can be played in
consumer DVD players, is standard equipment on-bighPower Mac models. In July 2001, the Compampanced it had suspended
indefinitely production and sale of the G4 Cub®goaver Mac system introduced in 2000 that was desidor users seeking more power
coupled with a small size.

PowerBoo®

The PowerBook family of portable computers is sfeally designed to meet the mobile computing neadsrofessionals and advanced
consumer users. The Company's current PowerBoekthie Titanium PowerBook G4, was introduced iruday 2001. The Titanium
PowerBook is a full-featured notebook computer thedrporates PowerPC G4 processors, TFT wide-s@etve-matrix displays, and
advanced networking and graphics capabilities. Titenium PowerBook G4 is one inch thick, weighs padinds and is encased in a pure-
grade titanium body.

iMac®

The iMac line of desktop computers is targeteddatation and consumer markets. Current iMac comgdigature innovative industrial
design, easy Internet access, built-in supporAfdPort ® wireless networking, fan-less operation, and PoRe®&3 processors, making them
suitable for a wide range of education and conswapplications. Three of the four current iMac staadconfigurations come standard with
slot-loading CD-RW drives.

iBOOK®

Designed specifically for the portable computinga®of education and consumer users, the curreokiBesign was introduced in May of
2001. Current iBook models weigh less than 5 poufeddure 12.1 inch TFT active-matrix displayseofl choice of optical drive
configurations, have long battery life, and utilRewerPC G3 processors.

iPod™

Introduced in October 2001, the iPod portable dlgitusic player holds up to 1,000 CD-quality soimga 6.5 ounce design. The iPod features
an intuitive user interface on a 2-inch liquid ¢afslisplay, automatic synchronization with a musilection on a Macintosh via Apple's
iTunes™ 2 digital music software, a high-speed\Wire® connection for power and data transfer ad &our battery life. By enhancing the
overall functionality and integration of the diditausic player and by expanding the value of thggtali music stored on a computer, the iPod
represents an important and natural extension pfedpdigital hub strategy.

Peripheral Product:

The Company sells certain associated Apple-brandetputer hardware peripherals, including a randagif quality flat panel TFT active-
matrix digital color displays and AirPort wirelesstworking base stations and add-in cards. The @amplso sells a variety of third-party
Macintosh-compatible hardware

products directly to end users through both itaif@ind online stores, including computer printeng printing supplies, storage devices,
computer memory, digital video and still camerasspnal digital assistants, digital music playerd gelated accessories, and various other
computing products and supplies.

Principal Software Products

Operating System Software

During 2001, the Company introduced the first cosprelease of its new client operating system, M&® X, and its first significant
upgrade, Mac OS X v10.1. This new operating sysiffers advanced functionality built on an open-seUNIX-based foundation. Mac OS
X incorporates the most fundamental changes in both technology and user interface design madadZompany to the Mac OS in a
single upgrade since the original introductiont@ Macintosh in 1984. Mac OS X features memoryegmtidn, pre-emptive multiasking, anc
symmetric multiprocessing. Mac OS X includes Applegw Quartz™ 2D graphics engine (based on thenkttstandard Portable Document
Format) for enhanced graphics and broad font suppaod OpenGL for enhanced 3D graphics and ganingddition, Mac OS X features
Apple's new user interface named "Ad@pa’ which combines superior ease-of-use with nevefionality such as the "Dock," a new interface
for organizing applications, documents and miniatd windows. Included with Mac OS X are nativesiens of several Internet applicatic
including Mail, Sherlock®, the Company's advancetginet search engine, QuickTi®ePlayer for streaming audio and video and Microsoft
Internet Explorer 5.1. Mac OS X also includes aycopMac OS 9.2 so users can run Mac OS 9 apptisathatively in Mac OS 9.2 or in tl



Classic compatibility environment in Mac OS X. TBempany also develops and distributes extensiotteetMacintosh system software
including utilities, languages, and developer tools

Mac OS X Server delivers high-performance servioednternet and web serving, filing, printing, andtworking services needed to manage
a network of Mac and Windows clients. Based onMlaeh 2.5 microkernel and the BSD 4.4 operatingesystMac OS X Server is a modern
UNIX-based server built on open standards. It glesiperformance and stability through full pre-augpmulti-tasking, protected memory,
advanced virtual memory, software RAID support,cRliime Streaming Server software, and NetBoot; @ K& X Server feature allowing
network of Macintosh computers to be booted andigored from a single server.

Further information regarding the introduction o&#10S X may be found in Part Il, Item 7 of thisfdtOK under the heading "Factors TI
May Affect Future Results and Financial Conditiomffich information is hereby incorporated by refere.

Application Softwart

The Company has two digital video authoring/edisoftware titles. Final Cut Pro® 3 is a video authg application designed to meet the
demanding needs of the professional video editmgrenment by combining professional-quality reate video editing, compositing, and
special effects in one package. iMovie™ 2, the Camyfs easy-to-use consumer digital video editirftyswe for creation of home and
classroom movies, features an enhanced user iogeiifaproved audio editing capabilities, enhanaadrols for titling and transitions, and
added special effects. iMovie 2 is currently prgitisd on all of the Company's Macintosh systems.

iDVD 2 is consumer oriented software that makesagy to turn iMovie files, QuickTime files and dajipictures into DVDs that can be
played on consumer DVD players. iDVD 2 simplifie¥ D authoring by offering built-in professionally signed themes and drag-and-drop
simplicity. The Company's other DVD application, D\6tudio Pro™, lets professional users encode videwduct complex authoring tasks
and preview finished product in real-time. Both iD\2 and DVD Studio Pro allow users to burn DVDswgsthe Power Mac G4's
SuperDrive.

iTunes 2 is a digital music application for the Muash that lets users create and manage theidoyital music library. iTunes 2 organizes
music using searching, browsing and playlist fesgult supports both audio and MP3 CD burning ufiest a graphic equalizer and cross
fading between songs, and supports automatic sgnidation with the music stored on an iPod, Appte's portable digital music player.
iTunes 2 is currently preinstalled on all of then@rany's Macintosh systems.

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

FileMaker Corporation, a wholly owned subsidianttod Company, develops, publishes, and distribdsktop based database management
application software for Mac OS and Windows-basedesns. FileMaker's FileMak& Pro database software and related products offer
strong relational databases and advanced deskteptqublishing capabilities.

Internet Software, Integration, and Servii

Apple's Internet strategy is focused on delivesegmless integration with and access to the Inténmneughout the Company's product lines.
Apple develops products and technologies that &dfeemany industry standards in order to providetimized user experience through
interoperability. In addition to Sherlock 2, aneésternet Setup Assistant is included with the NDg.

QuickTime 5 Player, the Company's current versioitsanultimedia software for Macintosh and Windoplatforms, features streaming of
live and stored video and audio over the Internet@ayback of high-quality audio and video on coteps. More than 150 million copies of
QuickTime Player have been distributed. Over 20 8f@ware applications and content CDs feature KJime, and more than 75 models of
digital cameras from most major brands use QuicleTioncapture and display their images. QuickTin®i®r suite of software that allows
creation and editing of Internet-ready audio artuifiles and allows a user to add special eff@atbother features to QuickTime movies.
QuickTime Streaming Server software is the undedygerver technology that powers QuickTime's ahiiitstream live and stored video and
audio over the Internet. QuickTime Streaming Secasr be downloaded for free as open source softaradés included in Mac OS X Server.

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

Apple currently offers three free Internet servicellectively called iTools. Mac.cof! is an email service run by Apple. iDisk offers wsser
20 megabytes of private or public storage on Apglgternet servers. HomePage allows users to cilegiteown personal website hosted by
Apple with personalized content including datafymies, and movies. In addition to the three iT@@lvices, Apple also currently offers on its
corporate website iCards, an electronic greetimd sarvice



Third-Party Software Products

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

Product Support and Services

AppleCare®offers a range of support options for Apple custen&hese options include assistance that is intdtsoftware products, print
and electronic product manuals, online supporuiticly comprehensive product information as welleabnical assistance, and the
AppleCare Protection Plan. The AppleCare Proted®ilam is a fee-based service that typically inchuiteee years of phone support and
hardware repairs, dedicated web-based supportneesswand user diagnostic tools.

Apple Training offers comprehensive system admriai&in and development training on Apple technaegtogether with certification
programs that test customer's skills and verifyrtteehnical proficiency. Apple Professional Seesmffers a range of custom, personalized
technical services, including Internet consultimgl getup, installation and integration service® Tlompany also offers specialized loan
programs including loans for consumers, studemis eaglucators. Apple also provides leasing solutiong&s education institution customers
and its business and design customers. The Comysasyseveral third-party lenders to originate ardyadhese loans and leases.

Specialized Education Products and Services

The Company offers a variety of unique servicesmoducts to its education customers, including@asate online store for education
customers offering special education price lists promotions; special financing programs for K-12l digher education students, faculty,
and staff; a special edition of its productivityfteare suite, AppleWorks, that is cross platformlfoth Macintosh and Windows computers;
the iBook Wireless Mobile Lab that allows teachems students to share iBook computers, a printer gawireless network/Internet
connection that are stored on a mobile cart thateamoved between classrooms; and three spegahDWedia Studio solutions designed
for education, including one that is integrated iatmobile cart. Additionally, Apple Profession&r@ces offers a range of technical services
to education customers.

In March of 2001, Apple acquired PowerSchool laqyivately held provider of web-based studentrimfation systems for K-12 schools and
school districts. PowerScho®l software products give school administrators aadhers the ability to easily and cost-effectivelgnage
student records and give parents real-time acoesadk their children's performance. PowerSchdigrs the option of being hosted remotely
with an application service provider model.

Markets and Distribution

The Company's customers are primarily in the edaicatreative, consumer, and business marketsai@ertistomers are attracted to
Macintosh computers for a variety of reasons, idiclg the reduced amount of training resulting fribye Macintosh computer's intuitive ease
of use, advanced graphics capabilities, industieésign features of the Company's hardware prodaloitity of Macintosh computers to
network and communicate with other computer systanasenvironments, and availability of applicatsmftware. Apple personal computers
were first introduced to education customers inlélbe 1970s. Sales in the United States to bothetary and secondary schools, as well as
for college and university customers, remains & coarket for Apple, accounting for over 26% of sates in 2001.

The Company distributes its products through whadess, resellers, national and regional retailads @taloguers. During 2000 a single
distributor, Ingram Micro Inc., accounted for apgrately 11.5% of net sales. No other customer actam for more than 10% of net sales
during 2000, and no individual customer accountedrfore than 10% of net sales in 2001 or 1999.0tmpany also sells many of its
products and resells certain third-party produttsost of its major markets directly to consumedijcation customers, and certain resellers
either directly, through its retail stores in theildd States, or through one of its online storesired the world. During 2001, net sales
attributable to the Company's online stores totalgaroximately $2 billion.

Since May of 2001, the Company opened 27 retaiéstm the United States. The Company anticipgbesiog additional stores in calendar
2002. The Company has located its retail stordsgh traffic

locations in shopping malls and urban shoppingidist In addition to its own hardware and softwareducts, the Company's retail stores
carry a variety of third-party hardware and softvar inventory and provide certain hardware suppervices.

Competition
The Company is confronted by aggressive competitiall areas of its business. The market for thgigh, manufacture, and sale of pers:



computers and related software and peripheral jpteds highly competitive. It continues to be cluéesized by rapid technological advances
in both hardware and software development, whicke lsubstantially increased the capabilities andieapns of these products, and has
resulted in the frequent introduction of new praduand significant price, feature, and performatm@petition. Recently, price competition
in the market for personal computers has beencpéatly intense. The Company's competitors whotidows-based personal computers
have aggressively cut prices and lowered theiryrbrhargins to gain or maintain market share ipsase to weakness in demand for
personal computing products. The Company's resfiltperations and financial condition have been, iarthe future may continue to be,
adversely affected by these and other industry yitleng pressures and downward pressures on grasgins.

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

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

Further information relating to the competitive daions of the personal computing industry and@menpany's competitive position in that
market place may be found in Part I, Item 7 ofthorm 10-K under the heading "Factors That MayeétfFuture Results and Financial
Condition," which information is hereby incorporatey reference.

Raw Materials

Although most components essential to the Compdugimess are generally available from multiplerses, certain key components
(including microprocessors and application-spediftegrated circuits ("ASICs")) are currently olstadl by the Company from single or
limited sources. Some other key components, whiteeatly available to the Company from multiple sms, are at times subject to industry
wide availability constraints and pricing pressutasaddition, the Company uses some component@tharot common to the rest of the
personal computer industry, and new products inited by the Company often initially utilize custeomponents obtained from only one
source until the Company has evaluated whethee tkex need for and subsequently qualifies additisappliers. If the supply of a key or
single-sourced component to the Company were ttelss/ed or curtailed or in the event a key manuféiog vendor delays shipments of
completed products to the Company, the Companilisyatb ship related products in desired quansitand in a timely manner could be
adversely affected. The Company's business anddialgperformance could also be adversely affedeggbnding on the time required to
obtain sufficient quantities from the original soey or to identify and obtain sufficient quantitfesm an alternative source. Continued
availability of these components may be affectqutdafducers were to decide to concentrate on théugtmn of common components instead
of components customized to meet the Company'sresgents. The Company attempts to mitigate these
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potential risks by working closely with these artbdes key suppliers on product introduction platistegic inventories, coordinated product
introductions, and internal and external manufaestuschedules and levels. Consistent with industagtice, components are normally
acquired through purchase orders typically covetfirggCompany's forecasted requirements for pefrods 30 to 130 days. However, the
Company continues to evaluate the need for a sugpifract in each situation.

The Company believes there are several compongptists and manufacturing vendors whose loss t€Cirapany could have a material
adverse effect upon the Company's business anacfalgosition. At this time, such vendors includigere Systems, Inc., Alpha-Top
Corporation, Ambit Microsystems Corporation, ATIcheologies, Inc., Darfon Electronics CorporatiomnHHai Precision Industry Co., Ltd.,
IBM Corporation, Inventec Appliances Corporatiot Electronics, Matsushita, Mitsubishi Electric Cargtion, Motorola, Inc., Nvidia
Corp., Philips Semiconductors, Quanta Computer, Bamsung Electronics, and Solectron Corporation.

Further discussion relating to availability and glypf components and product may be found in Paitem 7 of this Form 10-K under the
heading "Factors That May Affect Future Results Bim&ncial Condition," and in Part Il, Item 8 ofgli-orm 10-K in the Notes to
Consolidated Financial Statements at Note 10 utidesubheading "Concentrations in the Availabler&esiof Supply of Materials and
Product,” which information is hereby incorporabsdreference.

Research and Development

Because the personal computer industry is charaeteby rapid technological advances, the Compabjlgy to compete successfully is
heavily dependent upon its ability to ensure aiooirig and timely flow of competitive products ateg¢hnology to the marketplace. The
Company continues to develop new products and t#opies and to enhance existing products in thasaoé hardware and peripherals,
system software, applications software, networlkdng communications software and solutions, andrtteenet. The Company's research and
development expenditures, before any charges fmhpsed in-process research and development,dddR0 million, $380 million, and

$314 million in 2001, 2000, and 1999, respectiv



Patents, Trademarks, Copyrights and Licenses

The Company currently holds rights to patents aqdghts relating to certain aspects of its corapsystems, peripheral systems, and
software. In addition, the Company has registesiad/or has applied to register, trademarks andcgemvarks in the United States and a
number of foreign countries for "Apple", the Applithouette logo, the Apple color logo, "Macintoshrid numerous other product trademi
and service marks. In 1986, the Company acquiratkoship of the trademark "Macintosh" for use inreection with computer products.
Although the Company believes the ownership of quatents, copyrights, trademarks and service marks important factor in its business
and that its success does depend in part on thership thereof, the Company relies primarily onitimovative skills, technical competence,
and marketing abilities of its personnel.

Many of the Company's products are designed taidtecintellectual property obtained from third pestiWhile it may be necessary in the
future to seek or renew licenses relating to variaspects of its products and business method€dimpany believes that based upon past
experience and industry practice, such licensesrgéy could be obtained on commercially reasongdrias. Because of technological
changes in the computer industry, current extersatent coverage, and the rapid rate of issuanoewfpatents, it is possible certain
components of the Company's products and businesns may unknowingly infringe existing patent®tfers. The Company has from
time to time been notified that it may be infringioertain patents or other intellectual propergts of others. The Company believes that
necessary patent or other rights could be obtadmetbmmercially reasonable terms. However, thenebeano assurance that the necessary
licenses would be available on acceptable terna,afl, or that the Company would prevail in angls challenge. The failure to obtain
necessary licenses or other rights, or

litigation arising out of such claims, could adwysaffect the Company's results of operationsfarahcial condition.

Information regarding litigation involving the Coiapy related to alleged patent infringement is gghfin Part I, Item 3 of this Form 10-K,
which information is hereby incorporated by refern

Foreign and Domestic Operations and Geographic Data

The United States represents the Company's laggegraphic marketplace. Approximately 55% of thenPany's net sales in fiscal 2001
came from sales to customers inside the UnitecSt&inal assembly of products sold by the Compgugnducted in the Company's
manufacturing facilities in Sacramento, Califorr@ark, Ireland, and Singapore and by external venatoTaiwan, Korea, Mexico, the
People's Republic of China, and the Czech Repuldlicgins on sales of Apple products in foreign doies, and on sales of products that
include components obtained from foreign supplieas, be adversely affected by foreign currency argk rate fluctuations and by
international trade regulations, including tardisd antidumping penalties.

Information regarding financial data by geogragegment is set forth in Part I, Item 8 of thisiAdt0-K in the Notes to Consolidated
Financial Statements at Note 11, "Segment Infoiwnadind Geographic Data," which information is hgriglcorporated by reference.
Additional information regarding the risks assoethtvith international operations is set forth imtP& Item 7 of this Form 10-K under the
heading "Factors That May Affect Future Results Bimé&ncial Condition," which information is herelmgorporated by reference.

Seasonal Business

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

Warranty

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

Backlog

In the Company's experience, the actual amountaafyzt backlog at any particular time is not a niregfiul indication of its future business
prospects. In particular, backlog often increasemniicipation of or immediately following new pract introductions because of over orde
by dealers anticipating shortages. Backlog oftaedsiced once dealers and customers believe tmeghtain sufficient supply. Because of
foregoing, backlog should not be considered abkdiandicator of the Company's ability to achiewy @articular level of revenue or financial
performance.

Environmental Laws

Compliance with federal, state, local, and fordagms enacted for the protection of the environntexst to date had no material effect upor
Company's capital expenditures, earnings, or catheposition. Although the Company does not dptite any material adverse effects in
the future based on the nature of its operatiodstia@ thrust of such laws, no assurance can b& giweh laws, or any future laws enacted for
the protection of the environment, will not haveaterial adverse effect on the Compe



Employees
As of September 29, 2001, Apple and its subsidiasierldwide had 9,603 employees and an additioj@d1ltemporary employees and
contractors.

Item 2. Properties

The Company's headquarters are located in Cupe@adornia. The Company has manufacturing faesitin Sacramento, California, Cork,
Ireland, and Singapore. As of September 29, 20@&LCompany leased approximately 3 million squagé é& space, primarily in the United
States, and to a lesser extent, in Europe and sfeeRacific region. Leases are generally for tesfifive to ten years, and usually provide
renewal options for terms of three to five addiibyears.

The Company owns its manufacturing facilities inrk;dreland, and Singapore, which total approxirya8y8,000 square feet. The Company
also owns a 748,000 square-foot facility in SacrameCalifornia, which is used as a manufactunmgrehousing and distribution center. The
Sacramento and Cork facilities also house custaalécenters. In addition, the Company owns 930 &ifitare feet of facilities located in
Cupertino, California, used for research and depralent and corporate functions. Outside the UnitadeS, the Company owns additional
facilities totaling approximately 169,000 squaretfe

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

Information regarding critical business operatitivet are located near major earthquake faultstigogh in Part II, Item 7 of this Form 10-K
under the heading "Factors That May Affect Futuesuts and Financial Condition," which informatisrhereby incorporated by reference.

Item 3. Legal Proceedings

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

Articulate Systems, Inc. v. Apple Computer,

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

BIAX Corporation v. Apple Computer, Ir

Plaintiff BIAX filed this action on September 5,@Din the United States District Court in Delawel@ming patent infringement relating to
dual processor technology. IBM and Motorola werdeatlas defendants in an amended complaint. Pfaetks unspecified damages and
other relief. The Company
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has answered the complaint, denying all allegat@nsasserting numerous affirmative defenses. Tmpany also asserted counterclaims
requesting a declaratory judgment for non-infringet unenforceability and invalidity.

Dynacore Holdings Corp. v. Apple Computer, |

Plaintiff Dynacore filed this action on June 6, 200 United States District Court for the SouthBiistrict of New York against the Company
and thirteen other defendants claiming patentrigi&ment relating to FireWire technology. Plaintifiims that any computer system or other
electronic product that uses or complies with tBEE 1394 (aka FireWire) standard violates the pgafnintiff seeks unspecified damag



and other relief. The Company has answered the leamijpdenying all allegations and asserting nurasraffirmative defenses. The Compi
also asserted counterclaims requesting declaratdgynent for non-infringement and invalidity. Alefendants jointly moved for a stay
pending the Federal Circuit's decisiorDatapoint Corp. v. Standard Microsystems Cqra.case in which plaintiff claimed that its patesis
infringed by products complying with the fast Ethetr standard.

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

Plaintiffs filed this action on February 12, 20@lthe United States District Court in Delawareroliaig patent infringement relating to a low
power consumption monitor standby system. Plamtitive filed numerous identical lawsuits againséotomputer monitor manufacturers
and computer systems manufacturers. Plaintiffs saskecified damages and other relief. The Compasyanswered the complaint, denying
all allegations and asserting numerous affirmadiefenses. The Company also asserted counterclaguesting declaratory judgment for
non-infringement, unenforceability and invaliditi/tbe patents at issue. The parties are in disgover

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

In October 1997, Apple began charging all U.S. rdoeation customers for live telephone technicppett beyond 90 days after purchase of
Apple products. In late 1997, the Federal Trade @@sion (FTC) commenced an investigation into anstocomplaints that Apple's change
in technical support practices was either unfaicantrary to earlier representations to certairiausrs. Four purported class action lawsuits
were filed against Apple related to this changerimuthe fourth quarter of 1999, the regional aatlanal offices of the FTC approved a
settlement with the Company, and a settlement wpsoaed by the Court in three of the class actigtssin November 1999, two appeals
were filed objecting to the settlement. The CatifarCourt of Appeal upheld the settlement, anddh&fornia Supreme Court denied review
of the Court of Appeal's decision. The settlemsrgtayed pending resolution of any further app&sdlement of these matters is not
expected to be material to the Company's finammaltion or results of operations.

Hawaii Structural Iron Workers and Pension Trustiglw/. Apple Computer, Inc. and Steven P. Jobs; y suApple Computer, Inc. et al; F
v. Apple Computer Inc. et al

Beginning on September 27, 2001, three shareholdss action lawsuits were filed in the United &aDistrict Court for the Northern
District of California against the Company andGtsief Executive Officer. These lawsuits are subtsén identical, and purport to bring suit
on behalf of persons who purchased the Companiplchutraded common stock between July 19, 200, @eptember 28, 2000. The
complaints allege violations of the 1934 Securifies and seek unspecified compensatory damagesthndrelief. The Company believes
these claims are without merit and intends to dittbem vigorously.

Microware Systems Corporation v. Apple Computer,

Plaintiff filed this action against the Company ®eptember 1, 1999, in the United States DistrictrCior the Southern District of lowa.
Plaintiff alleged that the Company's Mac OS 9 ofiegasystem infringed plaintiff's trademark for isal time operating system, OS-9.
Plaintiff asserted claims for trademark infringemdalse designation of origin, dilution and commaw trademark infringement and

11

unfair competition. On October 14, 1999, Plairfiiéd a motion for preliminary injunction seeking énjoin the Company from using the
designation "Mac OS 9" and to order the Comparpatel and withdraw all packaging and advertisemgvat mention "Mac OS 9." The
Company opposed the motion for preliminary injuoetand filed a motion for summary judgment. The i€denied the preliminary
injunction motion and granted summary judgmenhm€ompany's favor. On appeal, the United Statest©@b Appeals for the Eighth Circt
affirmed the District Court's decision. The matgeconcluded.

Pierce et al. v. Apple Computer, It

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

Pitney Bowes Inc. v. Apple Computer, |

Plaintiff Pitney Bowes filed this patent infringenteaction on June 18, 2001 in the United State&ibDisCourt in Connecticut alleging patent
infringement relating to laser printer technoloBaintiff has filed similar lawsuits against otlmpanies. Plaintiff seeks unspecified
damages and other relief. The Company has answenbmplaint, denying all allegations and assgninmerous affirmative defenses. The
Company also asserted counterclaims requestinglardsory judgment for non-infringement, unenfotuigey and invalidity of the patents at
issue.

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

Plaintiff Sternberg filed this action against thengpany on March 17, 2000 in the Santa Clara Co8uoperior Court. The case is a purported
nationwide consumer class action brought on betigitirchasers of iMac DV and iMac DV SE comput@&igintiff alleges that Apple
engaged in false advertising, unfair competitiod breach of warranty, among other causes of adipmarketing and selling a DVD player
with iMac DV and iMac DV SE computers where theyplack was unacceptable. A companion cGordon et al. v. Apple Computer, I.



was filed by largely the same plaintiffs on June 2@00. This case is essentially the same as Staydut with respect to a different computer
model—the Power Macintosh G4. The Company answeoducomplaints, denying all allegations and atlggiumerous affirmative
defenses. The parties reached a settlement in A@§04 which has been preliminarily approved by@loairt. Settlement of these matters is
not expected to have a material adverse impadi®@bmpany's results of operations, liquidity,inaficial condition.

Item 4. Submission of Matters to a Vote of Securityolders
No matters were submitted to a vote of securitgéd during the fourth quarter of the Companytsafiyear ended September 29, 2(
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PART Il
Item 5. Market for the Registrant's Common Equity and Related Shareholder Matters

The Company's common stock is traded on the ovecdhnter market and is quoted on the Nasdaq NatMasgket under the symbol AAP
on the Tokyo Stock Exchange under the symbol APRInE,on the Frankfurt Stock Exchange under the sy@BCD. As of December 7,
2001, there were 26,992 shareholders of record.

On June 21, 2000, the Company effected a two-feratack split in the form of a Common Stock divideéa shareholders of record as of
May 19, 2000. All share price and per share datbrambers of Common shares, have been retroactid@lsted to reflect the stock split.

The Company did not pay cash dividends in eittarali 2001 or 2000. The Company anticipates thathfoforeseeable future, it will retain
any earnings for use in the operation of its bussne

The price range per share of common stock represleathighest and lowest prices for the Compamytsneon stock on the Nasdaq National
Market during each quarter.

Fourth Quarter Third Quarter Second Quarter First Quarter
Fiscal 2001 price range per common st  $ 25.2:-$14.6¢ $ 27.1-$18.7F % 23.75-$14.4: % 26.75-$13.6:
Fiscal 2000 price range per common st  $ 64.1-$25.3¢ $ 69.75-$40.1¢  $ 75.1¢-$43.2F % 59.0(-$28.7:

Iltem 6. Selected Financial Data

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

Five fiscal years ended September 29, 2001

(In millions, except share and per share amounts) 2001 2000 1999 1998 1997
Net sales $ 536: $ 7,98 $ 6,13¢ $ 5941 $ 7,081
Net income (loss $ (25 $ 78¢ $ 601 $ 30¢ % (1,045
Earnings (loss) per common she
Basic $ 0.0 % 24z  $ 21C $ 117 $ (4.15)
Diluted $ (0.0 % 2.1t $ 181 $ 108 % (4.15)
Cash dividends declared per common sl $ — 8 — 8 — $ — $ —

Shares used in computing earnings (loss) per share
(in thousands)

Basic 345,61: 324,56¢ 286,31 263,94¢ 252,12
Diluted 345,61: 360,32: 348,32¢ 335,83: 252,12:
Cash, cash equivalents, and s-term investment $ 433¢ $ 4,027 $ 3,22¢ $ 2,30C $ 1,45¢
Total asset $ 6,021 $ 6,80 $ 5161 $ 4,28¢ $ 4,23
Long-term debr $ 317 % 30C $ 30C $ 954 $ 951
Shareholders' equit $ 3,92C $ 4,107 $ 3,10¢ $ 1,64z $ 1,20(



Net gains before taxes related to the Company'-current debt and equity investments of $75 milli®867 million, $230 million, and

$40 million were recognized in 2001, 2000, 1999 4898, respectively. In 2001, the Company acquiederSchool, Inc., resulting in the
allocation to in-process research and developmfemttharge of $11 million for acquired in-processhnologies with no alternative future
use.
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Net charges related to Company restructuring astisi$8 million, $27 million and $217 million werecognized in 2000, 1999, and 19
respectively. During 2000, the Company recognibedcbst of a special executive bonus for the Conipathief Executive Officer for past
services in the form of an aircraft with a totastto the Company of approximately $90 million19097, the Company acquired NeXT
Software, Inc., resulting in the allocation to irepess research and development of a charge of i@8lfén for acquired in-process
technologies with no alternative future use. Alsd997, the Company agreed to acquire certainsafsat Power Computing Corporation
(PCC). The total purchase price was approximatg&y0dnillion, of which $75 million was expensed @9 as "termination of license
agreement."

The following table sets forth quarterly resultsopkrations for fiscal 2001 and 2000 (in millioegcept unit shipment and per share
amounts):

Year Ended September 29, 2001 Year Ended September 30, 2000
Fourth Third Second First Fourth Third Second First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

Net sales $ 1,45C $ 1,478 $ 1,431 % 1,007 $ 1,87C $ 1,828 $ 1,94t $ 2,345

Macintosh CPU unit sales (in

thousands) 85( 827 751 65¢ 1,122 1,01¢ 1,04: 1,377
Gross margin $ 437 $ 434 3% 38 3 1) $ 467 $ 543 % 54¢  $ 607

Gross margin percenta 30% 29% 27% 2)% 25% 30% 28% 26%
Operating expenses $ 384 $ 392 $ 392 % 39¢  $ 38: $ 37t $ 37¢ % 40¢
Special charges — 11 — — — — — 98
Operating income 53 31 (8) (420 84 16¢ 17C 10C

Operating margin percenta 4% 2% 1)% (42)% 4% 9% 9% 4%
Gains on non-current investments,
net $ 1 3 11 $ 5 8 71 $ 83 $ 50 $ 0c  $ 134
Unrealized loss on convertible
securities — — — 3 18 — — — —
Interest and other income, net $ 40 $ 45 3 65 $ 67 $ 62 $ 52 % 49 $ 40
Provision (benefit) for income tax  $ 28 % 26 % 19 3 88 $ 58 % 70 % 86 $ 91
Income (loss) before accounting
change $ 66 $ 61 $ 43 % (207 $ 7¢ % 20C % 23 $ 182
Cumulative effect of accounting
change, net of taxe — — —  $ 12 —_ —_ —_ —_
Net income (loss $ 66 $ 61 $ 43 3 (195) $ 17¢ % 20C % 232 $ 183
Earnings (loss) per common share
before accounting chang

Basic $ 0.1¢ % 017 % 01z $ 0.61) $ 05z % 06z $ 07z % 0.57

Diluted < 0.17 01z $ 0.67) $ 047 $ 05t % 064 $ 0.51
Earnings (loss) per common share:

Basic $ 0.1¢ % 017 $ 01z $ 058 $ 05z $ 06z $ 07z $ 0.57

Diluted ¢ 1708 01z $ 058 $ 047 % 058 % 064 $ 0.51
Shares used in calculating earnings
(loss) per share (in thousand

Basic 350,81¢ 348,76! 346,08( 337,17( 326,97 325,04( 324,34 322,07"

Diluted 356,52! 358,91. 352,81. 337,17( 361,78: 361,81 363,98t 356,83«
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Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations

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

Form 1(-K. All information presented herein is based onGmnpany's fiscal calend:



Results of Operations
The following table sets forth annual results oéigtions for fiscal years 2001, 2000, and 1999n(ifions, except unit shipment and per st
amounts):

2001 Change 2000 Change 1999
Net sales $ 5,368 (33)% $ 7,98 30%$ 6,13«
Macintosh CPU unit sales (in thousan 3,087 (32)% 4,55¢ 32% 3,44¢
Gross margir $ 1,23t (43)% $  2,16¢ 28% $  1,69¢
Percentage of net sal 23% 27% 28%
Research and developmt $ 43C 13% $ 38C 21% $ 314
Percentage of net sal 8% 5% 5%
Selling, general and administrati $  1,13¢ (2)% $ 1,16¢ 17% $ 99¢
Percentage of net sal 21% 15% 16%
Operating income (loss) before special cha $ (333 (159% $ 62C 61% $ 38¢
Special charge:
In-process research and developn $ 11 $ — $ —
Restructuring cost $ — $ 8 $ 27
Special charge $ — $ 90 $ —
Operating income (los: $ (344 (166)% $ 522 45% $ 35¢
Gains on no-current investments, n $ 88 $ 367 $ 23C
Unrealized loss on convertible securit $ (13 $ — $ —
Interest and other income, r $ 217 7% $ 20z 135% $ 87
Provision for (benefit from) income tax $ (15) (109% $ 30€ 308% $ 75
Net income (loss) before accounting cha $ (37) (109% $ 78€ 31% $ 601
Effect of accounting chang $ 12 $ — $ —
Net income (loss $ (25) (109% $ 78€ 31% $ 601
Earnings (loss) per common share before accountingge
Basic $  (0.11) (105%  $ 2.4z 15% $ 2.1C
Diluted $  (0.11) (105%  $ 2.1¢ 20% $ 1.81
Earnings (loss) per common she
Basic $ (0.09) (109)% $ 2.42 15% $ 2.1C
Diluted $ (0.07) (109%  $ 2.1¢ 20% $ 1.81
15
Net Sales

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

2001 Change 2000 Change 1999

Americas net sale $ 2,99¢ (30)% $ 4,29¢ 22% $ 3,62i
Europe net sale 1,24¢ (BD)% 1,815 38% 1,317
Japan net sale 713 4N% 1,34t 57% 85¢
Other segments net sa 40¢E (23)% 523 21% 432
Total net sales $ 5,36: (33)% $ 7,98:¢ 3% $ 6,13¢
| | |

Americas Macintosh unit sal 1,76¢ (29)% 2,507 24% 2,021
Europe Macintosh unit sal 754 (32)% 1,11 53% 724
Japan Macintosh unit sal 394 (46)% 73C 3% 524
Other segments Macintosh unit se 171 (19)% 211 18% 17¢
Total Macintosh unit sales 3,08 (32% 4,55¢ 32% 3,44¢
I I I

Power Macintosh unit sales { 937 (35)% 1,43¢ 11% 1,29¢
PowerBook unit sale 34¢€ (10)% 383 11% 344

iMac unit sale 1,20¢ (45)% 2,19¢ 22% 1,80z



iBook unit sale 59¢€ 9% 54k — 6
Total Macintosh unit sales 3,08 (32% 4,55¢ 32% 3,44¢
I I I

(@)

Unit sales figures for Power Macintosh include saltthe Power Macintosh G4 Cube.

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

Several positive factors combined to partially gate the overall decline in net sales during 2004 .dverage revenue per Macintosh system,
a function of total net sales generated by hardwhigments and total Macintosh CPU unit sales, nekaively flat during 2001 at $1,695
compared to $1,715 in 2000. The flat revenue periMash system reflects somewhat lower pricing y®aar-year on comparative systems,
offset by a shift in overall sales mix towards leglpriced portable systems. Also, the Company égpeed very little shift in the mix of
overall combined unit sales of relatively lowergad consumer and education Macintosh systems, @vidéBook, and their higher-priced
professionally oriented equivalents. Combined salés of iMac and iBook systems accounted for 58%tal Macintosh unit sales in 2001
and 60% in 2000. Second, combined unit sales daplar systems, iBook and PowerBook, actually rdsedring 2001 despite the negative
economic climate and the overall decline in uniésaNot only does this increase in portable sadflsct a general industry shift towards
portable systems, it is
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also specifically attributable to the strong dem#ordredesigned iBooks introduced during the thjudrter of 2001 and for the Titanium
PowerBook G4 which was introduced during the seapratter of 2001. Third, U.S. education unit satee 7% during 2001 compared to
2000 reflecting the Company's renewed focus oncitnie market within its America's operating segment

First quarter 2001 net sales decreased 57% to $bilidn compared to the same quarter in 2000deateased 46% from the fourth quarter
of 2000. Both the year-over-year and sequentidirEcin net sales during the first quarter of 20@&te attributable to several factors,
including continued deterioration in worldwide derddor personal computers and rebate programs acel quts instituted by the Company
during the quarter that cost the Company approxm&138 million. In addition, the Company implentexha plan during the first quarter to
reduce substantially the level of inventory indistribution channels from the amounts at the drfesoal 2000 to lower levels by the end of
the first quarter of 2001. The Company ended fi268I0 with substantially more inventory in its distition channels than planned due to the
lower than expected sell-through of the Companygslycts during the fourth quarter of that year. Twenpany reduced channel inventory
during the first quarter by approximately 300,00@s1 These factors contributed to the 52% year-gear decline during the first quarter in
total Macintosh unit sales that were experiencedsscthe Company's entire product line. These faetiso reduced the average revenue per
Macintosh unit shipped (a function of total neesafjenerated by hardware shipments and total Metif€PU unit sales) during the first
quarter of 2001 to $1,476, a decline of approxityat@% from the same period in 2000.

Net sales rose 30% to a total of $7.983 hillio20®0 as compared to 1999. The increase in net sedaked directly from a 32% increase
Macintosh unit sales. Driving unit sales growth \aes1% increase in combined unit sales of the Coylpaonsumer and education
Macintosh systems, iMac and iBook, and a modesease of 11% in combined units sales of the Compamgfessionally oriented
Macintosh systems. Combined unit sales of iMaciBodk systems accounted for 52% of total Macintosh sales in 1999 and 60% in 20
During 2000, the average revenue per Macintostesysa function of total net sales generated byvaarel shipments and total Macintosh
CPU unit sales, was relatively flat at $1,715 coragddo 1999. This was due to increased unit sdlagber priced Power Mac, PowerBook,
iBook, and G4 Cube systems offset by increasesiinsales of lower priced iMac systems.

Despite overall increases during 2000 in net salei$ sales, and profitability, the Company's perfance in the fourth quarter of fiscal 2000
was disappointing. Net sales during the fourth el short of the Company's expectations byrapimately $180 million causing
operating margin before special charges to fadl%tofor the quarter as compared to the 9% expertedagng the first nine months of fiscal
2000. The fourth quarter revenue shortfall was prilm the result of three factors. First, fourthagier net sales of the G4 Cube, a new
Macintosh system announced and introduced by tlmep@ay during the fourth quarter, did not meet tloenBany's expectations. In
combination with related displays, G4 Cube salesvapproximately $90 million short of expectatioBecond, net sales in the Company's
education market fell short of expectations by agpnately $60 million. Third, although total fourtiuarter Power Mac unit sales were cl



to expectations, the Company experienced an ungaiiic mix shift towards lower priced Power Mac fagurations resulting in lower than
anticipated net sales for the quarter of approxage®30 million. The Company ended 2000 with sufisélly more inventory in its
distribution channels than planned due to the Idlwan expected sell-through of the Company's prsdiring the fourth quarter.

Segment Operating Performance

The Company manages its business primarily on grgpbic basis. The Company's reportable geograggments include the Americas,
Europe and Japan. The Americas segment includasNmth and South America, except for the CompaRgil segment which operates
Apple-owned retail stores in the United States. Ebhepean segment includes European countries laasviie Middle East and Africa. The
Japan segment includes only Japan. Each repogablgraphic operating segment provides similar
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hardware and software products and similar servieggher information regarding the Company's ofiegesegments may be found in Par
Item 8 on this Form 10-K in the Notes to ConsokdbFinancial Statements at Note 11, "Segment Irdtom and Geographic Data," which
information is hereby incorporated by reference.

Americas

The Americas segment's 2001 net sales and ung datdined 30% and 29%, respectively, from 200@ djperating performance of the
Americas segment for 2001 reflects the Companyésadvperformance characterized by significant isked in year-over-year quarterly net
sales and units sales, particularly during the §jterter and particularly in consumer channel#) wequential increases in unit sales and net
sales during each of the last three quarters of 286t sales in the Americas segment during 200% akso negatively affected by the
Company's overall reduction in channel inventodesng the year. Consumer sales in the Americag warticularly hard hit by current
economic conditions. Outside of the U.S. educatiwemnnel, unit sales of the Company's consumertedaiMac fell 64% in 2001. The effect
of falling consumer demand in the Americas segmerst partially offset by strong U.S. education salége Company's unit sales in U.S.
education markets rose 7% in 2001 driven by theptemce of the Company's new portable productsicpkarly the iBook, and reflect a
general shift in demand in the U.S. education ntadkeards portable versus desktop systems. Porsgistems accounted for 28% of total
unit sales in the Company's U.S. education mark20D1 compared to 18% during 2000.

During 2001 and 2000, the Americas segment reptedapproximately 56% and 54%, respectively, ofGbenpany's total net sales and
represented approximately 57% and 55%, respectivélptal Macintosh unit sales.

Net sales and unit sales in the Americas segmergased 22% and 24%, respectively, during 200@®@pared to 1999. The growth of t
Americas' net sales in 2000 was indicative of gfrgrowth in unit sales of iMac and iBook and relaly flat unit sales of professionally
oriented Macintosh systems.

Europe

Net sales in Europe fell $568 million or 31% durR@01 compared to 2000, while Europe's unit sak82%. Europe's results reflect 1
worsening economic climate in Europe in the lat@f of 2001 and reductions in channel inventoas®xperienced in the Company's other
geographic operating segments. Combined unit séaldge Company's consumer oriented products in iweere particularly impacted
during 2001, falling 40% from 2000. Net sales ia Burope segment increased 38% during 2000 compaEaD9 driven by a 53% increase
in Macintosh unit sales. Growth in unit sales resiifrom a 96% increase in combined unit saledafiand iBook, and an increase of 19%
in combined units sales of the Company's profesdiiporiented Macintosh systems.

Japan

Net sales and unit sales in Japan fell 47% and 4é8pgectively, in 2001 versus 2000. Although ualés and net sales in Japan have geni
trended upwards as 2001 progressed, the Japan selgasebeen particularly affected by current unfakite economic conditions. Reflecting
the continuing harsh consumer climate in Japanjdipan segment's combined unit sales of iMacsBowks during 2001 were down 58%
from 2000, and professionally oriented systems satiés fell 30%.

Net sales in the Japan segment increased 57%345bkillion in 2000 as compared to 1999, while JépMacintosh unit sales increas

39%. The fact that Japan's net sales rose at athigte than its unit sales reflects several factirst, iMac unit sales in Japan were relatively
flat year-over-year. Second, unit sales of iBookijcl generally carry a higher price than iMac uaitsl which were first sold in Japan during
2000, accounted for approximately 17% of Japatesd Macintosh unit sales during 2000. Third, Japaw a 43% increase in combined unit
sales of the Company's professionally oriented WMash systems.
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Retail Segmer
Since May of 2001, the Company has opened 27 sdtais in the United States. The Company antiefpapening additional stores in
calendar 2002. The Company has located its réta#s in high traffic locations in shopping maligdaurban shopping districts. In addition



its own hardware and software products, the Comnipantail stores carry in inventory a variety dfdkparty hardware and software and
provide certain hardware support services. The Gammpriginally expected the Retail segment to bieadn in the first quarter of 2002 and
generate a slight profit for all of 2002. Howewgiten the continued deterioration of the U.S. ecoypand the aftereffects of the events of
September 11, 2001, the Company now expects i&lRegment to suffer a small loss for the firsaqer of 2002 and for all of fiscal 2002.

The foregoing statements concerning the expectdtseof the Retail segment are forward-lookinge Retail segment's future results could
differ. Results for this segment are dependent @ppamber of risks and uncertainties, some of whiehdiscussed throughout this Item 2,
including the discussion under the heading "Facttiest May Affect Future Results and Financial Ctindi"

Backlog

In the Company's experience, the actual amountazfyzt backlog at any particular time is not a nirgfiul indication of its future business
prospects. In particular, backlog often increasemniicipation of or immediately following new pract introductions because of over-
ordering by dealers anticipating shortages. Backloen is reduced once dealers and customers bdliey can obtain sufficient supply.
Because of the foregoing, backlog should not besidened a reliable indicator of the Company's gbib achieve any particular level of
revenue or financial performance. Further inforamatiegarding the Company's backlog may be founovbahder the heading "Factors That
May Affect Future Results and Financial Conditiontiich information is hereby incorporated by refere.

Gross Margin

Gross margin declined to 23.0% of net sales in Z@frh 27.1% in 2000. This decline resulted primafibm gross margin of negative 2.1%
experienced during the first quarter of 2001 coragdo 25.9% gross margin for the same quarter @2 addition to lower than normal
sales, first quarter 2001 margins were negativalyacted by the rebate programs and price cutsstisduabove that decreased revenue by
approximately $138 million. Additionally, actualdforecasted declines in net sales caused the Gonipaecognize during the first quarter
of 2001 approximately $122 million of charges asst®el with purchase order cancellations and lossnaiéments for component purchases.
Without these charges, gross margin for the fisstrtgr of 2001 would have been approximately 218d,gross margin for all of 2001 would
have been approximately 27.2%. As a percentagetdafaies, the Company's gross margin increasedogcter as 2001 progressed reaching
30.1% during the fourth quarter. This trend refigbie favorable impact during 2001 of declining poment costs; especially for DRAM, hi
drives, and flat panel screens. The Company cuyranticipates that component costs will rise dgr2®02 as suppliers adjust capacity to
demand and worldwide economic conditions stabiizenprove. This anticipated rise in component €@sexpected to have a negative
impact on the Company's gross margin during 2002.

The foregoing statements regarding anticipatedstrgicomponent pricing and the Company's anticipgtess margin in 2002 are forward-
looking. Gross margin could differ from anticipategiels because of several factors, including cedathose set forth below in the
subsection entitled "Factors That May Affect FutResults and Financial Condition." There can bassurance that current gross margins
will be maintained, targeted gross margin levelé va achieved, or current margins on existingvidlial products will be maintained. In
general, gross margins and margins on individuadipets will remain under significant downward pressdue to a variety of factors,
including continued industry wide global pricingepsures, increased competition, compressed prifducycles, potential increases in the
cost and availability of raw material and outsidenmfacturing services, and potential changes t&€tmpany's product mix, including higt
unit sales of consumer products with lower avesaiing prices
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and lower gross margins. In response to these dawhpressures, the Company expects it will conttouake pricing actions with respect to
its products. Gross margins could also be affelsiethe Company's ability to effectively manage gyairoblems and warranty costs and to
stimulate demand for certain of its products. TleenPany's operating strategy and pricing take ictmant anticipated changes in foreign
currency exchange rates over time; however, theg@owis results of operations can be significarffigcted in the short term by fluctuations
in exchange rates.

Gross margin was relatively stable during 2000aspared to 1999, declining to 27.1% during 200@nfy.6% during 1999. The half point
decline was primarily the result of a shift in nokunit sales away from the Company's higher pribégher margin professionally oriented
Macintosh systems towards its lower priced, lowargin consumer and education oriented Macintostesys Also contributing to the
relative stability of its gross margin, the Compaxyerienced relatively stable component pricingradp2000 as compared to 1999.

Research and Development

The Company recognizes that focused investmentsigarch and development are critical to its fugmosvth and competitive position in the
marketplace and are directly related to timely digwment of new and enhanced products that areatg¢atthe Company's core business
strategy. Expenditures on research and developmenetased 13% or $50 million to $430 million in 208s compared to 2000. This followed
a $66 million or 21% increase in 2000 as compaoetPB9. The overall increase in R&D spending olerlast two years is directly related to
increases in R&D headcount of approximately 25%r tivat time to support expanded product developretatts.

Selling, General, and Administrative (SG&A)

SG&A expenditures decreased $28 million or 2% dy£001 as compared to 2000. Total quarterly SG&peexlitures have declined
consistently throughout 2001 from a high in thetfguarter of $297 million to a low in the fourthagter of $268 million. This trend reflects
the Company's efforts to stabilize and selectivetjuce recurring SG&A costs in light of lower netes and to reduce discretionary marke



and advertising expenses. Given current econonmditons and the Company's continued strategicsiments in new product development
and its retail initiative, the Company is currerithentifying additional opportunities to make appriate cuts in SG&A costs.

Selling, general, and administrative expenditunesdased 17% to $1,166 million in 2000 as comptrd®99. These increases in total
expenditures resulted from higher spending for mriomal and marketing activities, increased salggrses resulting from higher net sales,
and an increase in combined sales, marketing, andrgl and administrative headcount from the erf®88 to the end of 2000.

Special Charges

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

In May 2001, the Company acquired PowerSchool, (lRowerSchool), a provider of web-based studewotrimétion systems for K-12 schools
and districts that enables schools to record, a¢ceport, and manage their student data and pesfaze in real-time, and gives parents real-
time web access to track their children's progré$sotal purchase consideration of $66.1 milli&f20.8 million was allocated to purchased in-
process research and development (IPR&D) and waensed upon acquisition because the technologaalHility of products under
development had not been established and no diteerfature uses existed. The IPR&D relates to nedbgies representing processes and
expertise employed to design, develop, and depfaypetioning, scalable web-based student infornmasigstem for use by K-12 schools. At
the date of the acquisition, the PowerSchool prododer development was approximately 50% compéetd,it was expected that the
remaining 50% would be completed during the Com|saiigcal 2002 at a cost of approximately $9.23iaml The remaining efforts include
completion of coding, finalizing user interface igsand development, and testing. The fair valutheflPR&D was determined using the
income approach, which reflects the projected daesh flows that will be generated by the IPR&D patg and that is attributable to the
acquired technology, and discounting the projeattdcash flows back to their present value usidgeount rate of 25%.
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2000 Restructuring Actions

During the first quarter of 2000, the Company atiid restructuring actions resulting in recognitddan $8 million restructuring charge. This
charge was comprised of $3 million for the writé-@ff various operating assets and $5 million faresance payments to approximately 95
employees associated with consolidation of vargarsestic and international sales and marketingtioms.

1999 Restructuring Actions

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

During the second quarter of 1999, the Company teotain actions to improve the flexibility andieféncy of its manufacturing operations
by moving final assembly of certain of its produttighird-party manufacturers. These restructuaations resulted in the Company
recognizing a charge to operations of approxim&k8lynillion during the second quarter of 1999. Tharge was comprised of $6 million for
severance benefits to be paid to employees invaliyterminated, $2 million for the write-down operating assets to be disposed of, and
$1 million for payments on canceled contracts. €hastions resulted in the termination of approxehab80 employees.

Executive Bonu

During the first quarter of 2000, the Company's fi8aaf Directors approved a special executive bdouthe Company's Chief Executive
Officer for past services in the form of an airtraith a total cost to the company of approximat®d million, the majority of which is not
tax deductible. Approximately half of the total opa is the cost of the aircraft. The other halfrespnts all other costs and taxes associated
with the bonus.

Interest and Other Income (Expense), Net

Gains and Losses on Non-current Investments

The Company holds a significant equity investmamyRM Holdings plc (ARM), a publicly held company the United Kingdom involved
the design and licensing of high performance miogssors and related technology. During 2001, 2800 1999 the Company recognized
pre-tax gains on sale of shares of its investmmeARM Holdings plc (ARM) of $174 million, $367 mitin, and $230 million, respectively.
During 2001, the Company recognized a pre-tax gb#86 million on sale of shares of a portion sfifivestment in Akamai

Technologies, Inc., and recognized a pre-tax ghapproximately $800,000 on sale of shares of dqroof its investment in EarthLink
Network, Inc. (EarthLink). All of these gains weneluded in gains on n«-current investments, net.

As of the end of the second quarter of 2001, they@my determined that the decline in the fair valfigs investment in EarthLink was other
than temporary requiring that its cost basis bét@ridown to fair value as a new cost basis ana@theunt of the write down be included in
earnings. As a result, the Company recognized 4 #iillion charge to earnings to write down the bafiits investment in EarthLink to

$86 million. Also during the second quarter of #2001, the Company determined that the decliffeaiirvalue of certain of its stratec



investments in privately held companies was othan temporary and, accordingly, recognized a chargarnings of approximately
$8 million. The charges for these write-downs wiatuded in gains on non-current investments, net.

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

On October 1, 2000, the Company adopted SFAS N&.3BAS No. 133 establishes accounting and regpstandards for derivative
instruments, hedging activities, and exposure d&fim Net of the related income tax effect of appmately $5 million, adoption of SFAS
No. 133 resulted in a favorable cumula-effect-type adjustment to net income of approxeha$12 million for the first quarter of 2001. The
$17 million gross transition adjustment was congatisf a $23 million favorable adjustment for thstaéement to fair value of the derivative
component of the Company's investment in Samsuectfehics Co., Ltd. (Samsung), partially offsetthbg unfavorable adjustments to cer
foreign currency and interest rate derivatives. SFo. 133 also required the Company to adjust ding/ing value of the derivative
component of its investment in Samsung to earnilugimg the first quarter of 2001, the before taeetf of which was an unrealized loss of
approximately $13 million.

Interest and Other Incorr

Net interest and other income increased $14 miltiorA% to $217 million during 2001. The increaseswlae in part to interest income frc
higher cash and invested balances in 2001, pgroéfiet by declining interest rates and investmaelds, and a rebalancing of the aggregate
investment portfolio to a higher proportion of lawesk and better credit investments. For all 020the weighted average interest rate e¢
by the Company on its cash and cash equivalentstzort-term investments decreased to 5.38% froi206.fbr all of 2000.

During 2000, the Company experienced a $116 millioh33% increase in net interest income, primahg result of higher cash and
investment balances, higher yields on its shorrievestments due to higher market interest rated,a decline in interest expense of
$26 million resulting from the conversion of approately $661 million of the Company's convertiblderdinated notes to common stock
during the second half of 1999.

The Company expects interest and other incomepragcline substantially in 2002 as declines ien@st rates continue to impact earnings on
the Company's investment portfolio. The foregoitagesnent is forward-looking. Interest and otheoime, net could differ from expected
levels because of several factors, including cerdéihose set forth below in the subsection exdtitiFactors That May Affect Future Results
and Financial Condition." Additionally, actual futuinterest and other income, net may be signifigampacted by unforeseen changes in
market interest rates, foreign currency exchantgsyand the fair value of the Company's short-@mohlong-term investments.

Provision for Income Taxes

As of September 29, 2001, the Company had deféasedssets arising from deductible temporary diffiees, tax losses, and tax credits of
$509 million before being offset against certaifeded tax liabilities for presentation on the Camp's balance sheet. Management believes
it is more likely than not that forecasted incoinejuding income that may be generated as a refakrtain tax planning strategies, will be
sufficient to fully recover the remaining net deéat tax assets. As of September 29, 2001, a vafuatiowance of $33 million was recorded
against the deferred tax asset for the benefitaxoosses that may not be realized. The valuatilmvance relates principally to the operating
loss carryforwards acquired from NeXT, the utilizatof which is subject to certain limitations ingsal by the Internal Revenue Code. The
Company will continue to evaluate the realizabibfythe deferred tax assets quarterly by asse#isengeed for and amount of the valuation
allowance. The Company's effective tax rate forl2@@s 30% compared to the higher statutory ratepduegarily to a state tax benefit and a
credit for increasing research activities, netarficeductible charges associated with acquisitions.

On February 15, 2001, the Internal Revenue Se(#iR®) proposed adjustments to the Company's fedtmame tax returns for the years
1995 through 1997. The Company disagrees with wfdste proposed adjustments and is contesting themugh the IRS Appeals Office.
Substantially all IRS audit issues for
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years prior to 1995 have been resolved. Manageb@dieves that adequate provision has been madmfoadjustments that may result fr
tax examinations.

Recent Accounting Pronouncements

SFAS No. 141, "Business Combinations," and SFASING, "Goodwill and Other Intangible Assets," wasued in July 2001. SFAS
No. 141 requires that the purchase method of adtmube used for all business combinations initlaéer June 30, 2001, as well as
purchase method business combinations completedJfte 30, 2001. SFAS No. 141 also specifiesrierithat intangible assets acquired
purchase business combination must meet to be mezahjand reported apart from goodwill, noting thay purchase price allocable to



assembled workforce may not be accounted for separ&FAS No. 142 requires that goodwill and imfilale assets with indefinite useful
lives no longer be amortized, but instead be tefstetmpairment at least annually in accordancélie provisions of SFAS No. 142. SFAS
No. 142 also requires that intangible assets wefinde lives be amortized over their estimatedfuidéeres and reviewed for impairment
accordance with SFAS No. 144, "Accounting for thpairment of Long-Lived Assets and for Long-Livedsits to Be Disposed Of."

The Company is required to adopt the provisionSEEAS No. 141 immediately. The provisions of SFAS 4R are effective for fiscal years
beginning after December 15, 2001. However, eatgption by the Company is allowable effective ia fiist quarter of its fiscal 2002. Prior
to adoption of SFAS No. 142, any goodwill and amangible asset determined to have an indefinigdulifife acquired in a purchase
business combination completed after June 30, 20illlnot be amortized, but will continue to be &wated for impairment in accordance
with pre-SFAS No. 142 accounting literature. Goddand intangible assets acquired in a purchasméss combination completed prior to
July 1, 2001, will continue to be amortized prioradoption of SFAS No. 142.

Adoption of SFAS No. 142 will require that the Coany evaluate its existing intangible assets andlgdbthat were acquired in a prior
purchase business combination, and make any negesskssifications in order to conform with theancriteria in SFAS No. 141 for
recognition apart from goodwill. Upon adoption ¢¥/AS No. 142, the Company will be required to reasshe useful lives and residual
values of all intangible assets acquired in purelmsiness combinations, and make any necessanyization period adjustments by the end
of the first interim period after adoption. In afilol, to the extent an intangible asset is idegdifas having an indefinite useful life, the
Company will be required to test the intangiblesha$sr impairment in accordance with the provisioh&FAS No. 142 within the first interi
period. Any impairment loss will be measured athefdate of adoption and recognized as the curaalaffect of a change in accounting
principle in the first interim period.

As of September 29, 2001, the Company has unaradrtipodwill of approximately $65 million, and unamtiwed identifiable intangible
assets of approximately $11 million. The Compampgrized amortization expense related to goodwalpproximately $16 million during
fiscal 2001, and amortization expense of $4 millielated to identifiable intangible assets. Theseunts for both unamortized intangibles
balances and quarterly amortization expense redlemiunting pursuant to existing accounting stadgld8ecause of the extensive effort
needed to comply with adopting SFAS No. 141 andId@, it is not practicable to reasonably estintladéeimpact of adopting these standards
on the Company's financial results at the datdisfreport, including whether any reclassificatian be necessary in order to conform with
the new criteria for recognition of intangible assapart from goodwiill.

In June 2001, the Financial Accounting Standardsr@dssued SFAS No. 14B¢ccounting for Asset Retirement Obligatiomeghich addresses
financial accounting and reporting for obligati@ssociated with the retirement of tangible longdiassets and the associated asset
retirement costs. The standard applies to legadatibns associated with the retirement of longdivassets that result from the acquisition,
construction, development and (or) normal use efabset. SFAS No. 143 requires that the fair vafweliability for an asset retirement
obligation be recognized in the period in whicksiincurred if a reasonable estimate of fair valae be made. The fair value of the liability is
added to the carrying amount of the
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associated asset and this additional carrying atriewtepreciated over the life of the asset. Then@any is required to adopt the provision
Statement No. 143 for the first quarter of its &is2003. Because of the effort that may be necgssaromply with the adoption of Statement
No. 143, it is not practicable for management toreste the impact of adopting this Statement atidie of this repor

In August 2001, the Financial Accounting Standd@dard issued FASB Statement No. 1Adcounting for the Impairment or Disposal of
Lonc-Lived Assetg§Statement 144), which supersedes both FASB StatielRee 121 Accounting for the Impairment of Long-Lived Assetd
for Lonc-Lived Assets to Be Disposed(@fatement 121) and the accounting and reportiagigions of APB Opinion No. 3QReporting the
Results of Operatio—Reporting the Effects of Disposal of a SegmeatBifsiness, and Extraordinary, Unusual and InfredglyeOccurring
Events and Transactiol(Opinion 30), for the disposal of a segment of sithesss (as previously defined in that Opinion)teteent 144

retains the fundamental provisions in Statementftt?flecognizing and measuring impairment lossekng-lived assets held for use and
long-lived assets to be disposed of by sale, wdide resolving significant implementation issuesoagted with Statement 121. For example,
Statement 144 provides guidance on how a long-las=et that is used as part of a group should &leaed for impairment, establishes
criteria for when a long-lived asset is held fdesand prescribes the accounting for a long-liasset that will be disposed of other than by
sale. Statement 144 retains the basic provisio®@pafion 30 on how to present discontinued openatia the income statement but broadens
that presentation to include a component of artye(rither than a segment of a business). UnlikéeBtent 121, an impairment assessment
under Statement 144 will never result in a writevdaf goodwill. Rather, goodwill is evaluated fonpairment under Statement No. 142,
Gooduwill and Other Intangible Assets.

The Company is required to adopt Statement 144teo than its first fiscal year beginning after Bedber 15, 2001. Management does not
expect the adoption of Statement 144 for long-limesets held for use to have a material impadi@Cbmpany's financial statements
because the impairment assessment under Statedeis largely unchanged from Statement 121. Theigians of the Statement for assets
held for sale or other disposal generally are megiuio be applied prospectively after the adopdiate to newly initiated disposal activities.
Therefore, management cannot determine the potteffigzts that adoption of Statement 144 will hanethe Company's financial statements.

Liquidity and Capital Resources



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

2001 2000 1999

Cash, cash equivalents, and s-term investment $ 4,33 $ 4,027 $ 3,22¢
Accounts receivable, n $ 46€ $ 95z $ 681
Inventory $ 11 8 33 % 20
Working capital $ 3,62t $ 349¢ $ 2,73¢€
Days sales in accounts receivable 29 46 46
Days of supply in inventory (t 1 2 2
Operating cash flov $ 185 % 86 $ 82z
(@)

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

(b)

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

As of September 29, 2001, the Company had $4.3B6rbin cash, cash equivalents, and short-ternegtments, an increase of $309 million
or 8% over the same balances at the end of 20@0piitnary sources of this increase included $18%sh flows from operations,

$340 million in proceeds from the sale of non-coti@ebt and equity investments, and $42 millioprioceeds from the exercise of employee
stock options. The most significant use of cash eegstal expenditures of $232 million. Capital
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expenditures during 2001 included approximately $8ilon related to the Company's retail initiatisemprised of expenditures for retail
store facilities and equipment and other relatepa@te infrastructure, including information systeenhancements and training facilities.
The Company currently anticipates it will utilizpmoximately $200 million for the acquisition ofgmerty, plant, and equipment during 2002
to support normal replacement of existing capisakds, enhancements to its general informatiomtéady infrastructure, and further
development of its Retail segment.

In July 1999, the Company's Board of Directors ariled a plan for the Company to repurchase up@®$nillion of its common stock. This
repurchase plan does not obligate the Companycfoirgcany specific number of shares or acquireeshaver any specified period of time.
During 2001, the Company repurchased no commoreshliowever, during the fourth quarter of 2001,@leenpany entered into a forward
purchase agreement to acquire 1.5 million sharés obmmon stock in September of 2003 at an aeepaige of $16.64 per share for a total
cost of $25.5 million. Since inception of the rethase plan, the Company has repurchased or cordriottepurchase a total of 6.55 million
shares of its common stock at a cost of $217 millio

The Company believes its balances of cash, cashkadeguts, and short-term investments will be sigfit to meet its cash requirements over
the next twelve months, including any cash that mawtilized by its current stock repurchase plan.

Nor-Current Debt and Equity Investments

The Company has held significant investments in ARsimsung Electronics Co., Ltd, Akamai Technoladies, and EarthLink

Network, Inc. These investments are reflected éndbnsolidated balance sheets as-current debt and equity investments and have been
categorized as available-feale requiring that they be carried at fair valuthwnrealized gains and losses, net of taxes rtegpdn equity as
component of accumulated other comprehensive incéihesalized gains on the sale of these investéave been included in other
income. The combined fair value of these investsergs $128 million, $786 million and $339 millios af the end of fiscal 2001, 2000, and
1999, respectively. The Company believes it isljikbere will continue to be significant fluctuati® in the fair value of these investments in
the future.

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

Factors That May Affect Future Results and FinancidCondition

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

General economic conditions and current economit palitical uncertainty could adversely affect hempany.
The Company's operating performance depends signifiy on general economic conditions. For mucthefpast year, demand for the
Company's products has been negatively impactedongening global economic conditions. Continuedeutainty about future econon



conditions has also made it increasingly diffi¢alforecast future operating results. Should glaival regional economic conditions fail to
improve or continue to deteriorate, demand forGoenpany's products could be adversely affectedpakl the financial health of its
suppliers, distributors, and resellers.

The terrorist attacks that took place on SeptertibeP001, have created many economic and politice¢rtainties and have had a strong
negative impact on the global economy. During tleeks immediately following the events of Septenider2001, the Company experienced
a drop in demand across all of its
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operating segments. The long-term effects of thee®eber 11, 2001 attacks on the Company's futueeatipg results and financial condition
are unknown. The national and international respema terrorist attacks and the potential for fetigrrorist attacks and other acts of war or
hostility have created many economic and politicatertainties which could adversely affect the Canys future operating results and
financial condition.

The market for personnel computers is highly coitipet

The personal computer industry is highly compegitand is characterized by aggressive pricing pestidownward pressure on gross
margins, frequent introduction of new products,rspooduct life cycles, continual improvement imguct price/performance characteristics,
price sensitivity on the part of consumers, anargd number of competitors. Recently, price contipatin the market for personal computers
has been particularly intense. The Company's cdtopetvho sell Windows-based personal computere laagressively cut prices and
lowered their product margins to gain or mainta#rket share in response to weakness in demanefsopal computing products that began
in the second half of calendar 2000. The Compaegislts of operations and financial condition hagen, and in the future may continue to
be, adversely affected by these and other indugttg pricing pressures and downward pressures@ssgnargins.

The personal computer industry has also been deaized by rapid technological advances in softwanetionality, hardware performance,
and features based on existing or emerging indsstinydards. Further, as the personal computertirydaisd its customers place more relia
on the Internet, an increasing number of Intere@iaks that are smaller and simpler than traditipepesonal computers may compete for
market share with the Company's existing prod@#seral competitors of the Company have eitheetatyor announced their intention to
target certain of the Company's key market segmartisiding consumer, education, and design andighibg. Additionally, several of the
Company's competitors have introduced or annouplzet to introduce products that mimic many ofuh&ue design, technical features,
and solutions of the Company's products. Many ef@ompany's competitors have greater financialket#rg, manufacturing, and
technological resources, as well as broader prdthed and larger installed customer bases thasetbbthe Company. Additionally, the
Company's future operating results and financiabditton may be affected by overall demand for pead@omputers and general customer
preferences for one platform over another or onefsgroduct features over another.

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

The Company must successfully manage frequent giradroductions and transitions.

Due to the highly volatile nature of the persor@hputer industry, which is characterized by dynaotistomer demand patterns and rapid
technological advances, the Company must contipirgioduce new products and technologies and ergharisting products in order to
remain competitive. The success of new producbihictions is dependent on a number of factorsydief market acceptance, the
Company's ability to manage the risks associatéial prpduct transitions, the availability of applioa software for new products, the
effective management of inventory levels in linghaanticipated product demand, the availabilitypadducts in appropriate quantities to meet
anticipated demand, and the risk that new produetg have quality or other defects in the early esagf introduction. Accordingly, the
Company cannot determine in advance the ultimdgeiethat new products will have on its sales sules of operations.

During 2001, the Company introduced a new cliemrgrapng system, Mac OS X, and delivered its firagjonupgrade, Mac OS X v.10.1. Mac
OS X offers advanced functionality based on Applé BleXT
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software technologies. Inability of the Companyrtaintain continued advancements in the performandefunctionality of Mac OS X,
continue to gain customer acceptance of the newatipg system, and obtain the continued commitroésbftware developers to transition
existing applications to run on Mac OS X and creme applications to run on Mac OS X, may havedreese impact on the Company's
operating results and financial condition.

Because orders for components, and in some casesitments to purchase components, must be placati/amce of customer orders,



Company faces substantial inventory risk.

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

The Company must order components for its prodaietisbuild inventory in advance of product shipmeBecause the Company's markets
are volatile and subject to rapid technology andepchanges, there is a risk the Company will fastincorrectly and produce or order from
third parties excess or insufficient inventoriepafticular products. Consistent with industry piGg components are normally acquired
through purchase orders typically covering the Canys requirements for periods from 30 to 130 d&ixe. Company's operating results and
financial condition have been in the past and mafé future be materially adversely affected y@mpany's ability to manage its
inventory levels and respond to short-term shiftsustomer demand patterns.

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

Although most components essential to the Compdugiess are generally available from multiplerses, certain key components
(including microprocessors and application spedgifiegrated circuits ("ASICs")) are currently oliail by the Company from single or
limited sources. Some key components (includindeuit limitation DRAM, TFT-LCD flat-panel displayand optical and magnetic disk
drives), while currently available to the Compargnfi multiple sources, are at times subject to itrguside availability and pricing pressur
In addition, new products introduced by the Compaftgn initially utilize custom components obtairfeaim only one source until the
Company has evaluated whether there is a neeatbsiEhsequently qualifies additional supplierssitnations where a component or product
utilizes new technologies, initial capacity consttemay exist until such time as the supplierslds have matured. The Company and other
producers in the personal computer industry alsopeie for various components with other indusif$egh as the cellular phone and
automotive industries) that have experienced isg@alemand for their products. The Company uses somponents that are not common
to the rest of the personal computer industry @diclg certain microprocessors and ASICs). Contiraxedlability of these components may
be affected if producers were to decide to conedmion the production of components other tharetieastomized to meet the Company's
requirements. If the supply of a key component weilge delayed or constrained on a new or exigimeguct, the Company's results of
operations and financial condition could be adJgraffected, depending on the time required to iobsafficient quantities from the original
source, or, if possible, to identify and obtainfigignt quantities from an alternate source.

The Company's ability to produce and market cortigetproducts is also dependent on the ability @esire of IBM and Motorola, the sole
suppliers of the PowerPC RISC-based microprocdsestihe Company's Macintosh computers, to provieeGompany with a sufficient
supply of microprocessors with price/performancifees that compare favorably to those suppligdgdCompany's competitors by Intel
Corporation, and other developers and producemsiaioprocessors used by personal computers
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using the Windows operating systems. Further, te#giefforts to educate the marketplace to thrgragy, the Company believes that many
of its current and potential customers believe thatelatively slower MHz rating or clock speediué microprocessors it utilizes in its
Macintosh systems compares unfavorably to thosieadiby Windows-based systems and translateowesloverall system performance.
There have been instances in recent years whemaahiity of the Company's suppliers to providevadced G4 and G3 microprocessors with
higher clock speeds in sufficient quantity has sigdificant adverse effects on the Company's resiilbperations. The inability in the future
of the Company to obtain microprocessors in sudfitiquantities with competitive price/performaneattires could have an adverse impau
the Company's results of operations and financadltion.

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

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

Final assembly of products sold by the Companyislocted in the Company's manufacturing facilitneSacramento, California, Cork,
Ireland, and Singapore and by external vendorsaiwdn, Korea, Mexico, the People's Republic of @hand the Czech Republic. Currently,
many components of the Company's products anddss#mbly of all of the Company's portable prodinctiiding PowerBooks, iBooks, a
the iPod is performed by third-party vendors invilam. If for any reason manufacturing or logisticany of these locations is disrupted by
regional economic, business, environmental, palitior military conditions or events, the Compamgsults of operations and financial
condition could be adversely affectt



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

Since May of 2001, the Company has opened 27 s#tais in the United States and anticipates ogemiore stores in calendar 2002. The
Company's retail initiative has required substaimigestment in equipment and leasehold improvesjénformation systems, inventory, and
personnel. The Company has also entered into sulataperating leases commitments for retail speite lease terms ranging from 5 to

12 years. The Company would incur substantial cgistsild it choose to terminate this initiative tose individual stores. Such costs could
adversely affect the company's results of operatéond financial condition.

Despite the Company's current plan for its Retginsent to experience only a small loss during 26t#hy of the general risks and
uncertainties the Company faces could also havalaearse impact on the Retail segment. Also, matipiffa unique to retail operations
present risks and uncertainties, some of whiclbayend the Company's control, that could adveratct the Retail segment's future resi
cause its actual results to differ from those auttyeexpected, and/or have an adverse effect o€tmepany's consolidated results of
operations. Potential risks and uncertainties uniguretail operations that could have an advenpadct on the Retail segment include, among
other things, macro-economic factors that havegatiee impact on general retail activity; inabiltty manage costs associated with store
construction and operation; lack of consumer aeoeq@ of the Company's retail approach; failurettiaet new users to the Macintosh
platform; inability to sell third-party hardware@software products at
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adequate margins; failure to manage relationshigisexisting retail channel partners; lack of expece in managing retail operations; costs
associated with unanticipated fluctuations in thkig of Apple-branded and third-party retail invegt and inability to obtain quality retail
locations at reasonable cost.

The Company faces increasing competition in the €d8cation market.

Sales in the United States to both elementary aodr&lary schools, as well as for college and usityecustomers, remains a core market for
Apple, combined accounting for over 26% of nets&e?001. Several competitors of the Company ledther targeted or announced their
intention to target the education market for peat@omputers. As a result, the Company's overaltesbf this market has declined. Although
the Company has initiated a plan to strengthepdsition in the education market and did experiesurae success in stabilizing its positiol
this critical market during 2001, there can be ssuaance that the Company will be able to incrégasshare of the education market or
maintain its existing share of that market. Failiréncrease or maintain market share in the etutatarket may have an adverse impact on
the Company's operating results and financial dadi

In November 2001, Microsoft Corporation reachedrddtive settlement to resolve more than 100 piaatitrust class-action lawsuits. The
proposed settlement requires that Microsoft donash, Microsoft software, refurbished computers, sarvices, valued by Microsoft at
approximately $1 billion, to more than 10,000 palsichools in the United States over the next fivarg. The terms of this proposed
settlement may place additional pressure on thepg2ogis ability to maintain or grow its existing shén the U.S. education market and cc
have an adverse impact on the Company's operasudts and financial condition.

The Company's future operating performance is dégethon the performance of distributors and ottemallers of the Company's products.
The Company distributes its products through wradtes, resellers, national and regional retailads @taloguers. In addition, the Company
also sells many of its products and resells cettard-party products in most of its major markéii®ctly to end users, certain education
customers, and certain resellers through its oslfoees around the world. The Company also ssligvitn products and certain third-party
products through its retail stores in the Uniteat&. Many of the Company's significant resell@arate on narrow product margins, and 1
distribute products from competing manufacturexmngiderable trade receivables that are not cougyenbllateral or credit insurance are
outstanding with the Company's distribution anditethannel partners. The Company's business aaddial results could be adversely
affected if the financial condition of these resedlweakened, if resellers within consumer chanmetg to cease distribution of the
Company's products, or if uncertainty regarding @edifor the Company's products caused reselleedtace their ordering and marketing of
the Company's products.

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

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

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

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

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

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

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

The Company believes that decisions by customepsrthase the Company's personal computers, aseppo Windows-based systems, are
often based on the availability of third-party sedte for particular applications. The Company distieves the availability of third-party
application software for the Company's hardwarelpcts depends in part on third-party developenrggpion and analysis of the relative
benefits of developing, maintaining, and upgradingh software for the Company's products versusvacé for the larger Windows market.
This analysis is based on factors such as the ipettstrength of the Company and its productsatitecipated potential revenue that may be
generated, and the costs of developing such satpraducts. To the extent the Company's finanogdds in prior years and the minority
market share held by the Company in the persomapater market, as well as the Company's decisi@mtbits Mac OS licensing program,
have caused software developers to question thep&ayrs prospects in the personal computer marketldpers could be less inclined to
develop new application software or upgrade exgstioftware for the Company's products and moréniedito devote their resources to
developing and upgrading software for the largend@ivs market. In addition, past and future develapnby the Company of its own
software applications and solutions may negatiialyact the decision of software developers to dgvahaintain, and upgrade similar or
competitive software for the Company's productsrédeer, there can be no assurance software devslafiecontinue to develop software
for Mac OS X, the Company's new operating systang timely basis or at all.

In August 1997, the Company and Microsoft Corparagntered into patent cross licensing and teclgycdgreements. In addition, for a
period of five years from August 1997, and subjeatertain limitations related to the number of l&msh computers sold by the Company,
Microsoft will make future versions of its Microsd@dffice and Internet Explorer products for the Ma8. Although Microsoft has released
Microsoft Office and Internet Explorer for Mac OS Microsoft is not obligated to produce future vens of its products following
expirations of these agreements. While the Compafigves its relationship with Microsoft has beed aill continue to be beneficial to the
Company and to its efforts to increase the ingldii@se for the Mac OS, the Microsoft relationskifor a limited term and does not cover
many of the areas in which the Company competds Mitrosoft, including the Windows platform. Accamdly, Microsoft's interest in
producing application software for the Mac OS, ugthg Mac OS X, not covered by the relationshifotlowing expiration of the agreemel
may be influenced by Microsoft's perception ofiiterests as the vendor of the Windows operatistesy. In addition, the Microsoft
relationship may have an adverse effect on, amtimgr things, the Company's relationship with oftetners. There can be no assurance tha
the benefits to the Company of the Microsoft relaship will not be offset by the disadvantages.

The Company's business relies on access to patedtiitellectual property obtained from third padi

Many of the Company's products are designed taidecintellectual property obtained from third pastiWhile it may be necessary in the
future to seek or renew licenses relating to variaspects of its products and business method€dimpany believes that based upon past
experience and industry practice, such
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licenses generally could be obtained on commeycialisonable terms. Because of technological ctsaingée computer industry, current
extensive patent coverage, and the rapid ratesohize of new patents, it is possible certain corapis of the Company's products and
business methods may unknowingly infringe exispatents of others. The Company has from time te tien notified that it may be
infringing certain patents or other intellectuabperty rights of others. Information regardinggétion involving the Company related to
alleged patent infringement is set forth in Pattdin 3 of this Form 10-K, The Company believes try necessary patent or other rights
could be obtained on commercially reasonable teHosever, there can be no assurance that the megdEenses would be available on
acceptable terms, if at all, or that the Compariyypréevail in the litigation referred to above. Tfalure to obtain necessary licenses or other
rights or the failure to satisfactorily resolve thigjation referred to above could adversely afftse Company's results of operations and
financial condition.

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

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



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

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

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

Much of the future success of the Company dependbecontinued service and availability of skilfgetsonnel, including those in technical,
marketing and staff positions. Experienced persbinrtie information technology industry are in hhigemand and competition for their
talents is intense, especially in the Silicon all@here the majority of the Company's employeed@sated. There can be no assurance that
the company will be able to successfully attract satain the key personnel it needs. Additionalbatility or a lack of positive performance

in the Company's stock price may adversely aftscibility to retain key employees.

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

The Company holds minority investments in seveudlip companies including Akamai Technologies, |iarthLink, and ARM Holdings

plc. The combined fair market value of these inmestts was approximately $128 million as of Septer@®e 2001. The Company has
categorized its investments in these companiesakahble-forsale requiring the investments be carried at falue, with unrealized gains a
losses, net of taxes, reported as a componentafradated other comprehensive income. These inwesgtare in publicly traded companies
whose share prices are subject to significant WityaWhile the overall financial impact of thes®vestments has been positive through the
end of 2001, adverse changes in general markeiteamrslor poor operating results of the underlyignpanies could result in the Company's
inability to ultimately realize the gains associhtgth the carrying value of these investments.

The Company is subject to risks associated withsiteoning to use of the Euro in 2002.
On January 1, 1999, eleven of the fifteen membent@s of the European Union adopted the Eurdi@is tommon legal currency and
established fixed conversion rates between théstiag sovereign
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currencies and the Euro. The Euro is now tradeduorency exchanges and is available for non-casiséictions. The transition period for
introduction of the Euro ends on January 1, 2002.

The Company has taken steps to evaluate interstdraycapabilities, review the ability of finandiastitution vendors to support Euro
transactions, and examine current marketing araingripolicies and strategies in light of the Euomwersion. The Company believes it has
identified and addressed all significant issueateel to its internal systems and processes to anoalate full transition to the Euro for the
transaction and reporting currency for its affediedopean subsidiaries.

The transition to the Euro may have competitiveliogions on the Company's pricing and marketimgtsgies, the impact of which are not
known at this time. Additionally, the Company igiak to the extent its principal European supgliénd customers are unable to deal
effectively with the impact of the Euro transitiokdoption of the Euro and the costs incurred tgpre for that adoption are not expected to
have a material adverse effect on the Companydtsesf operations or financial condition. Howewviirgere can be no assurance all issues
related to the Euro conversion have been identdietthat adoption issues identified will be addegisproperly or on a timely basis. Failure to
properly identify and address issues associatddadbption of the Euro could have a material advaffect on the Company's results of
operations and financial condition.

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

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

of its useful life, and place responsibility forvmonmentally safe disposal or recycling with then@pany. Although the Company does not
anticipate any material adverse effects in therbuhased on the nature of its operations and tlisttbf such laws, no assurance can be given
such laws, or any future laws enacted for the ptimte of the environment, will not have a mategdierse effect on the Company.

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

The majority of the Company's research and devedmpractivities, its corporate headquarters, andrathitical business operations, includ
certain major components suppliers and manufagiuémdors, are located near major seismic faulte. Company's operating results and
financial condition could be materially adverseffeated in the event of a major earthquake or ottatural disaster.

The majority of the Company's research and devedmpractivities, its corporate headquarters, a it portion of its manufacturing
capacity, and other critical business operatianduting certain major vendors, are located infGalia. California has recently experienced
power shortages, which have resulted in "rollingchkbuts.” Although California's power problems ebgeer the last several months, should
these power outages reoccur, they could causdisamtidisruptions to the Company's operationstaeperations of its suppliers,
distributors and resellers, and customers. Suchmtisns may have an adverse impact on the Compapgrating results and financ



condition.

The Company's stock price may be volatile.

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

as a result of announcements by the Company acdritpetitors. In addition, the stock market haseeigmced extreme price and volume
fluctuations that have affected the market pricenahy technology companies in ways that have baeglaied to the operating performance
of these companies. These factors, as well as glesmsnomic and political conditions, may mateyialtiversely affect the market price of the
Company's common stock in the future.
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Item 7A. Disclosures About Market Risk

Interest Rate and Foreign Currency Risk Manager

To ensure the adequacy and effectiveness of thep@ayts foreign exchange and interest rate hedgaquess as well as to monitor the risks
and opportunities of the non-hedge portfolios,@lmenpany continually monitors its foreign exchangeviard and option positions, and its
interest rate swap and option positions both aradsalone basis and in conjunction with its ungded foreign currency and interest rate
related exposures, respectively, from both an adéogiand an economic perspective. However, gihereffective horizons of the Compar
risk management activities and the anticipatoryreaof the exposures intended to hedge, there eao lassurance the aforementioned
programs will offset more than a portion of the ede financial impact resulting from unfavorableverments in either foreign exchange or
interest rates. In addition, the timing of the agwting for recognition of gains and losses relatechark-to-market instruments for any given
period may not coincide with the timing of gaingldosses related to the underlying economic exmssand, therefore, may adversely affect
the Company's operating results and financial posiThe Company adopted Statement of FinanciabAoting Standard No. 133,
"Accounting for Derivative Instruments and Hedgigjivities," as of October 1, 2000. SFAS No. 138blishes accounting and reporting
standards for derivative instruments, hedging #i@s; and exposure definition. Management doesali¢ve that ongoing application of
SFAS No. 133 will significantly alter the Compankisdging strategies. However, its application nmaydase the volatility of other income
and expense and other comprehensive income.

Interest Rate Ris

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

The Company's exposure to market risk for chang@gérest rates relates primarily to the Compaimysstment portfolio and lontgrm deb
obligations and related derivative financial ingtents. The Company places its short-term investriartighly liquid securities issued by
high credit quality issuers and, by policy, limitee amount of credit exposure to any one issuex.ddmpany's general policy is to limit the
risk of principal loss and ensure the safety oested funds by limiting market and credit risk. Righly liquid investments with maturities of
three months or less are classified as cash egmitglhighly liquid investments with maturities gt@r than three months are classified as
short-term investments. As of September 29, 200(raximately $313 million of the Company's investinportfolio classified as short-term
investments was in U.S. agency securities with tyitg maturities ranging from 1 to 4 years. Theeénder all had underlying maturities
between 3 and 12 months. As of September 30, 200@tantially all of the Company's investment mbidfclassified as short-term
investments had maturities of between 3 and 12 Insont

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

The following table presents the principal (or notil) amounts and related weighted-average inteaigss for the Company's short-term
investment portfolio and its long-term debt obligas. The long-term debt is comprised of $300 wmllof unsecured notes described above,
which mature in February 2004. The Company's Wogarate securities include commercial paper, [maticipations, certificates of depos
time deposits and corporate debt securities. Forgggurities include foreign commercial paper, Iparticipation, certificates of deposit and
time deposits with foreign institutions, most ofiathare denominated in U.S. dollars. Net unrealgaits on the Company's investment
portfolio were $11 million as of September 29, 2@0# were negligible as of September 30, 2000.
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September 29, 2001 September 30, 2000

Weighted-Average Weighted-Average
Carrying Interest Carrying Interest



Amount Rate Amount Rate

Assets:
Cash Equivalents:
U.S. corporate securities $  1,99¢ 3.1(% $ 921 6.4€%
Foreign securities 174 3.15% 222 6.05%
Total cash equivalents 2,17z 3.11% 1,14: 6.3¢%

Short-term investments:

U.S. Treasury and Agency securities 1,04z 4.1% 29:¢ 6.11%
U.S. corporate securities 692 4.39% 2,05¢ 6.62%
Foreign securities 292 4.8(% 484 6.8€%
Total short-term investments 2,02¢ 4.32% 2,83¢ 6.62%
Total investment securities $  4,19¢ 3.6% $ 3,97¢ 6.55%
| |
Debt:
Fixed rate $ 317 597% $ 30C 5.97%
I |

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

During the last two years, the Company has entietednterest rate swaps with financial institusan order to better match the Company's
floating-rate interest income on its cash equivial@md short-term investments with its fixed-ratieiest expense on its lobgrm debt, and/c
to diversify a portion of the Company's exposureaa¥om fluctuations in short-term U.S. intereser The interest rate swaps, which
qualified as accounting hedges, generally requimedCompany to pay a floating interest rate basethe three- or six-month U.S. dollar
LIBOR and receive a fixed rate of interest withexthanges of the underlying notional amounts. Thesms effectively converted the
Company's fixed-rate 10 year debt to floating-gbt and convert a portion of the floating rateestiments to fixed rate. Due to prevailing
market interest rates, during 2001 the Companyedasit all of its existing debt swap positionsi@ag a gain of $17 million. This gain was
deferred, recognized in long-term debt and is baimgrtized to other income and expense over thaireng life of the debt. At certain times
in the past, the Company has also entered intoeisiteate contracts that are intended to reducedsieof the interest rate risk management
program. The Company does not hold or transaaidh §inancial instruments for purposes other thskmanagement.

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

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

Foreign Currency Ris

Overall, the Company is a net receiver of currenoiher than the U.S. dollar and, as such, berfedits a weaker dollar and is adversely
affected by a stronger dollar relative to majoreacies worldwide. Accordingly, changes in excharades, and in particular a strengthening
of the U.S. dollar, may negatively affect the Compsa net sales and gross margins as expresse&irdbllars.
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The Company enters into foreign currency forward aption contracts with financial institutions peanly to protect against foreign exchau
risks associated with existing assets and liagdjtcertain firmly committed transactions, and phe but not firmly committed transactions.
Generally, the Company's practice is to hedge anitapf its existing material foreign exchangensaction exposures. However, the
Company may not hedge certain foreign exchangsaion exposures due to immateriality, prohibige@nomic cost of hedging particular
exposures, and limited availability of appropriatdedging instruments. The Company also enteosfareign currency forward and option
contracts to offset the foreign exchange gainslesgks generated by the remeasurement of certaindesl assets and liabilities denominated
in non-functional currencies of its foreign subariis.

The following table provides information about tiempany's foreign currency derivative financiatinments outstanding as



September 29, 2001 and September 30, 2000. Theriafion is provided in U.S. dollar amounts, as emad in the Company's consolidated
financial statements. For foreign currency conggitte table presents the notional amount (at aonéxchange rates) and the weighted-
average contractual foreign currency exchange.r&eserally, all instruments mature within 3 to &nths. Miscellaneous other currencies
consist primarily of the Canadian and Australialiats.

2001 2000
Weighted-Average Weighted-Average
Notional Contract Rate or Notional Contract Rate or
Amount Strike Price Amount Strike Price

In millions, except average contract rates and stkie prices

Foreign currency spot/forward contrac

Japanese Yen $ 747 118.0¢ $ 607 105.6:
British Pound Sterling 69 1.4¢ 11t 1.47
Euro 143 91 31z .8¢
Miscellaneous other currencies 58 66

Total currency spot/forward contracts $ 1,017 $ 1,101

N
&
©

Estimated fair value $

Foreign currency purchased call optio

Japanese Yen $ 14k 11427 $ 33t 95.5¢
British Pound Sterling 0 0
Euro 0 0 37¢ 1.0C
Miscellaneous other currencies 24 0
Total purchased call options $ 16¢ $ 71C
Foreign currency purchased put optic
Japanese Yen $ 20C 12250 $ 46¢ 107.2¢
British Pound Sterling 11¢€ 1.44 a0 1.4¢
Euro 338 .8¢ 32¢€ .92
Miscellaneous other currencies 65 75
Total purchased put options $ 71€ $ 95¢€
Total foreign currency purchased options $ 88¢ $ 1,66¢

Estimated fair value $ 12 25

»

Foreign currency sold call optior

Japanese Yen $ 24E 11377 % 36& 98.7¢
British Pound Sterling 122 1.4¢ 90 1.5t
Euro 34¢ .94 35C .98
Miscellaneous other currencies 65 45
Total sold call options $ 781 $ 85(
Foreign currency sold put optior
Japanese Yen $ 12t 1232 $ 28C 107.1:
British Pound Sterling 28 1.3¢ 20 1.44
Euro 74 .8 51 .8E
Miscellaneous other currencies 58 0
Total sold put options $ 28¢€ $ 351
Total foreign currency sold options $ 1,067 $ 1,201



Estimated fair value $ 9) $ (5)

| I
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REPORT OF INDEPENDENT AUDITORS

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

We have audited the accompanying consolidated balsimeets of Apple Computer, Inc. and subsidiasesf September 29, 2001 and
September 30, 2000, and the related consolidasehsents of operations, shareholders' equity, asd ftows for each of the years in the
threeyear period ended September 29, 2001. These cdatadifinancial statements are the responsibifith@ Company's management.
responsibility is to express an opinion on thegesotidated financial statements based on our audits

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAmerica. Those standards require
that we plan and perform the audit to obtain reabtmassurance about whether the financial statsnaes free of material misstatement. An
audit includes examining, on a test basis, evidsnpporting the amounts and disclosures in theéiig statements. An audit also includes
assessing the accounting principles used and gignifestimates made by management, as well asatiraj the overall financial statement
presentation. We believe that our audits providesgonable basis for our opinion.

As discussed in Note 1 to the consolidated findrst&ements, the Company changed its method eiuating for derivative instruments and
hedging activities in 2001.

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenéspects, the financial position of Apple
Computer, Inc. and subsidiaries as of Septembe2@®. and September 30, 2000, and the resulteofdperations and their cash flows for
each of the years in the three-year period endpteBber 29, 2001, in conformity with accountingipiples generally accepted in the United
States of America.

KPMG LLP

Mountain View, California
October 16, 200
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CONSOLIDATED BALANCE SHEETS

(In millions, except share amounts)

September 29, 2001 September 30, 2000
ASSETS:
Current asset:
Cash and cash equivalel $ 231C % 1,191
Shor-term investment 2,02¢ 2,83¢
Accounts receivable, less allowances of $51 and &&pectively 46€ 958
Inventories 11 33
Deferred tax asse 16¢ 162
Other current asse 161 252
Total current asse 5,14: 5,42
Property, plant, and equipment, | 564 41¢
Non-current debt and equity investme 12¢ 78€
Other asset 18¢€ 171
Total asset $ 6,021 % 6,80:
I I
LIABILITIES AND SHAREHOLDERS' EQUITY:
Current liabilities:
Accounts payabl $ 801 $ 1,157
Accrued expense 717 77€
Total current liabilities 1,51¢ 1,93
Long-term deb 317 30C
Deferred tax liabilities 26€ 46%
Total liabilities 2,101 2,69¢
Commitments and contingenci
Shareholders' equit
Series A nonvoting convertible preferred stockpaovalue; 150,000 shares authorized,
none and 75,750 issued and outstanding, respec — 76
Common stock, no par value; 900,000,000 share®dm¢hl; 350,921,661 and
335,676,889 shares issued and outstanding, resplgc 1,69: 1,50z
Acquisitior-related deferred stock compensal (11) 0
Retained earning 2,26( 2,28¢
Accumulated other comprehensive income (li (22 244
Total shareholders' equi 3,92( 4,107
Total liabilities and shareholders' eqL $ 6,021 % 6,80
I I

See accompanying notes to consolidated finanassients.
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CONSOLIDATED STATEMENTS OF OPERATIONS

(In millions, except share and per share amounts



Three fiscal years ended September 29, 2001 2001 2000 1999
Net sales $ 5365 $ 7,98: % 6,134
Cost of sale: 4,12¢ 5,817 4,43¢
Gross margit 1,23¢ 2,16¢€ 1,69¢
Operating expense
Research and developmt 43C 38C 314
Selling, general, and administrati 1,13¢ 1,16¢€ 99¢
Special charge:
Executive bonu — a0 —
Restructuring cosl — 8 27
In-process research and developn 11 — —
Total operating expens 1,57¢ 1,64 1,337
Operating income (lost (3449 522 35¢
Gains on no-current investment, ni 88 367 23C
Unrealized loss on convertible securit 13 — —
Interest and other income, r 217 20¢ 87
Total interest and other income, | 292 57C 317
Income (loss) before provision for income ta (52 1,092 67€
Provision for (benefit from) income tax (15) 30¢€ 75
Income (loss) before accounting chau (37 78€ 601
Cumulative effect of accounting change, net of medaxes of $! 12 — —
Net income (loss $ (25 $ 78¢ $ 601

Earnings (loss) per common share before accountingge

Basic $ (0.11) $ 24z $ 2.1C
Diluted $ (0.11) $ 21 $ 1.81
Earnings (loss) per common she
Basic $ (0.07) $ 24z $ 2.1C
Diluted $ (0.07) $ 216 $ 1.81
Shares used in computing earnings (loss) per gmatieousands)
Basic 345,61 324,56¢ 286,31
Diluted 345,61¢ 360,32: 348,32¢
See accompanying notes to consolidated financsients
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(In millions, except share amounts which are in thasands)
Acquisition-
Preferred Stock Common Stock ;;gtrz(é Accgrt];lél;a\ted Total
Retained Stock Comprehensive Shareholders'
Shares Earnings Compensation Income (Loss) Equity
Balances as of September 25, 1998 15C 89¢ — B9) 1,64:
Components of comprehensive income:
Net income 601 601
Foreign currency translation — — — 3 3



Change in unrealized gain on
availablefor-sale securities, net of t: — — — — — — 142 142

Total comprehensive income 74€
Common stock issued under stock option
and purchase plans — —  8,42¢ 86 — — — 86

Common stock issued in connection with
the Company's redemption of long term

debt — —  45,28¢ 654 — — — 654
Common stock repurchas — — (2,500 (75) — — — (75)
Tax benefit related to disqualifying
dispositions of stock options — — — 51 — — — 51
Balances as of September 25, 1! 15C 15C 321,59¢ 1,34¢ 1,49¢ — 10€ 3,10¢
Components of comprehensive incor
Net income 78€ 78€
Foreign currency translation — — — — — — @7 a7)
Change in unrealized gain on
availablefor-sale securities, net of t: — — — — — — 158 15¢
Total comprehensive income 924
Common stock issued under stock option
and purchase plat — — 7,632 85 — — — 85
Conversion of Series A preferred stock (74) (74) 9,00( 74 — — — —
Common stock repurchased — — 2,569 (11€) — — — 11¢)
Tax benefit related to disqualifying
dispositions of stock optior — — — 11C — — — 11C
Balances as of September 30, 2000 76 76 335,67 1,50z 2,28t — 244 4,107
Components of comprehensive income
(loss):
Net income(loss (25) (25)
Foreign currency translation — — — — — — ® )
Change in unrealized gain on
availablefor-sales ecurities, net of t — — — — — — (267) (267)
Change in unrealized gain on
derivative investments, net of tax — — — — — — 4 4

Total comprehensive income

(loss) (29))
Issuance of common stock and
assumption of stock options in connec!

with acquisition — — 2,40: 66 — 3) — 53

Amortization of acquisition-related

deferred stock compensation — — — — — 2 — 2

Common stock issued under stock option

and purchase plans — —  3,66( 42 — — 42

Conversion of Series A preferred stock (76) (76) 9,182 76 — — — —

Tax benefit related to disqualifying

dispositions of stock options — — — 7 — — — 7
Balances as of September 29, 2001 — 3 —350,92: $ 1,69¢ $ 2,26 $ an s 22 $ 3,92(

See accompanying notes to consolidated finana#tsients.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(In millions)
Three fiscal years ended September 29, 2001 2001 2000 1999
Cash and cash equivalents, beginning of the $ 1,191 $ 1,32¢ $ 1,481
Operating:
Net income (loss (25) 78€ 601
Cumulative effect of accounting change, net of $ 12 — —

Adjustments to reconcile net income to cash geadray operating activitie:



Depreciation and amortizatic 10z 84 85

Provision for deferred income tax (36) 162 (35
Loss on disposition of property, plant, and equiph 9 10 —
Gains on no-current investments, n (88) (367) (230
Unrealized loss on convertible securit 13 — —
Purchased i-process research and developn 11 — —
Changes in operating assets and liabilit
Accounts receivabl 487 (272) 274
Inventories 22 (13 58
Other current asse 10€ (37) (32
Other asset 12 20 21
Accounts payabl (35€) 31¢ 95
Other current liabilitie (60) 17¢€ (15)
Cash generated by operating activi 18t 86¢ 822
Investing:
Purchase of shc-term investment (4,269 (4,267%) (4,236
Proceeds from maturities of st-term investment 4,811 3,07t 3,10¢
Proceeds from sales of st-term investment 27¢ 25€ 47
Purchases of lor-term investment QD (232) (112
Proceeds from sale of property, plant and equipt — 11 23
Purchase of property, plant, and equiprn (232 (142) (77)
Proceeds from sales of equity investme 34C 372 24E
Other (36) (45) 8
Cash generated by (used for) investing activ 89z (972) (98¢)
Financing:
Proceeds from issuance of common sl 42 85 86
Cash used for repurchase of common s — (11¢) (75)
Cash generated by (used for) financing activ 42 (31) 11
Increase (decrease) in cash and cash equivi 1,11¢ (13%) (155)
Cash and cash equivalents, end of the $ 2,31C % 1,191 3 1,32¢

Supplemental cash flow disclosur

Cash paid during the year for inter $ 20 $ 20 $ 58
Cash paid for income taxes, 1 $ 42 $ 47 3 33
Noncash transaction
Issuance of common stock for redemption of -term debt — — 3 654
Issuance of common stock for conversion of Seriéa&erred Stoc $ 76 $ 74 —
Issuance of common stock in connection with actjais $ 66 — —

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

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

Basis of Presentation and Preparation
The accompanying consolidated financial statemiactade the accounts of the Company. Intercompacpants and transactions have b



eliminated. The preparation of these consolidateahtial statements in conformity with generallgemted accounting principles requires
management to make estimates and assumptiondfeztttae amounts reported in these consolidateghftial statements and accompanying
notes. Actual results could differ materially frahose estimates.

During the first quarter of 1999, the Company angehids by-laws to provide that beginning in 1999fiscal year would end on the last
Saturday in September rather than the last Frid&gwise, beginning with the first fiscal quartefrk®99 each of the Company's fiscal
guarters now also end on Saturday rather thanyrislecordingly, one day was added to the first tpranf 1999 so that the quarter ended on
Saturday, December 26, 1998. These changes diibneta material effect on the Company's revenuesuits of operations for any quarter
during fiscal 1999. Fiscal years 2001 and 1999 wah 52-week years. Approximately every six yehesCompany reports a ¥8eek fisca
year to align its fiscal quarters with calendarrtgs by adding a week to its first fiscal quart@onsequently, an additional week was add
the first quarter of fiscal 2000. All informatiomgsented herein is based on the Company's fiskeaidar.

Financial Instruments

Investment:

The Company places its short-term investmentsghlfiliquid securities issued by high credit qualgsuers. All highly liquid investments
with maturities of three months or less at the @ddfgurchase are classified as cash equivalerghjyhiiquid investments with maturities
greater than three months are classified as saortinvestments. Management determines the apptepriiassification of its investments in
debt and marketable equity securities at the tifaiochase and reevaluates such designation achfl@lance sheet date. The Company's
marketable debt and equity securities have beesifiled and accounted for as available-for-sal@s€hsecurities are carried at fair value,
with the unrealized gains and losses, net of taegmrted as a component of shareholders' equity.cbst of securities sold is based upon the
specific identification method.

Derivative Financial Instrument

On October 1, 2000, the Company adopted Statenfiénancial Accounting Standards (SFAS) No. 133¢¢dunting for Derivative
Instruments and Hedging Activities." SFAS No. 138&élishes accounting and reporting standardseidvative instruments, hedging
activities, and exposure definition. SFAS No. 188uires that all derivatives be recognized as e#hsets or liabilities at fair value.
Derivatives that are not hedges must be adjustéartealue through income. If the derivative ihedge, depending on the nature of the
hedge, changes in fair value will either be oftsgaiinst the change in fair value of the hedgedsd#bilities, or firm commitments through
earnings, or recognized in other comprehensivenigcontil the hedged item is recognized in earnihigt.of the related income tax effect of
approximately $5 million, adoption of SFAS No. 1&3ulted in a favorable cumulative-effect-type atifient to net income of approximately
$12 million. Net of the related income tax effetapproximately $5 million, adoption of SFAS No.3l&sulted in a favorable cumulative-
effect-type adjustment to other comprehensive ireom
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approximately $12 million, all of which was recldisl to earnings during 2001. Management doesrbéve that ongoing application of
SFAS No. 133 will significantly alter the Compankisdging strategies. However, its application nmaydase the volatility of other income
and expense and other comprehensive income.

For derivative instruments that hedge the exposuvariability in expected future cash flows theg attributable to a particular risk and that
are designated as cash flow hedges, the net géisoon the derivative instrument is reported esraponent of other comprehensive incc
in stockholders' equity and reclassified into eagriin the same period or periods during whichhéndged transaction affects earnings. To
receive hedge accounting treatment, cash flow redgest be highly effective in achieving offsetticitanges to expected future cash flow:
hedged transactions. For derivative instrumentsttedge the exposure to changes in the fair vdlam asset or a liability or an identified
portion thereof that are attributable to a paricuisk and that are designated as fair value ledbe net gain or loss on the derivative
instrument as well as the offsetting gain or lossh® hedged item attributable to the hedged riskecognized in earnings in the current
period. The net gain or loss on the effective portf a derivative instrument that is designatedraeconomic hedge of the foreign currency
translation exposure of the net investment in aifpr operation is reported in the same mannerfaeign currency translation adjustment.
For forward contracts designated as net investimetiges, the Company excludes changes in fair valagng to changes in the forward c:
component from its definition of effectiveness. Amtingly, any gains or losses related to this conepd are recognized in current earnings.
For derivative instruments not designated as hedgistruments, changes in fair value are recognizearnings in the current period.

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

Inventories



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

Property, Plant, and Equipment

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

Prior to the fourth quarter of 2001, the Compang tlassified capitalized costs related to inteurs#-software on the balance sheet in other
assets. Effective as of September 29, 2001, analfother periods presented, the Company hasssifiled internal-use software to property,
plant, and equipment and reclassified related iagls for the purchase or development of interred-goftware from cash flow from
operations to cash flow from investing activitihis resulted in the reclassification on the coidsdéd balance sheets of $106 million from
other assets to property, plant and equipment &gpfember 30, 2000.

Long-Lived Assets

The Company reviews property, plant, and equipraadtcertain identifiable intangibles for impairmeritenever events or changes in
circumstances indicate the carrying amount of aetamay not be recoverable. Recoverability of theesets is measured by comparison of its
carrying amount, including the unamortized portidrany allocated goodwill, to future undiscountedlit flows the assets are expected to
generate. If property, plant, and equipment antheidentifiable intangibles are considered tarbpaired, the impairment to be recognized
equals the amount by which the carrying value efdbsets, including any allocated goodwill, excétsdsir market value. The recoverability
of enterprise level goodwill is assessed whendwefdcts and circumstances suggest the asset mimpbeed. The Company assesses the
recoverability of enterprise level goodwill by detening whether the unamortized goodwill balance ba recovered through undiscounted
future cash flows. For the three years ended Sdge9, 2001, the Company has made no materiastaagunts to its londgjved assets exce
those made in connection with the restructuringpastdescribed in Note 5.

Foreign Currency Translation

The Company translates the assets and liabilifigs mternational non-U.S. functional currencypsigliaries into dollars using exchange rates
in effect at the end of each period. Revenues apdrses for these subsidiaries are translated usieg that approximate those in effect
during the period. Gains and losses from theselaions are credited or charged to "accumulatatstation adjustment” included in
"accumulated other comprehensive income (loss$hareholders' equity. The Company's foreign manufiag subsidiaries and certain other
international subsidiaries that use the U.S. dalfatheir functional currency, remeasure monetssgta and liabilities at year-end exchange
rates, and inventories, property, and nonmonetsgta and liabilities at historical rates. Gaing lasses from these translations are included
in the Company's results of operations.

Revenue Recognition

The Company recognizes revenue pursuant to apf#iegisounting standards, including SOP No. 97-@fti&are Revenue Recognition," as
amended. Revenue is recognized when persuasivereédf an arrangement exists, delivery has oatutine sales price is fixed or
determinable, and collectibility is probable. Protis considered delivered to the customer onbastbeen shipped, and title and risk of loss
have been transferred. For online sales to indalgjdor certain sales to resellers, and for soatesgo education customers in the United
States, the Company defers revenue until the ptaglueceived by the customer because the Commayajly retains a portion of the risk of
loss on these sales during transit. For other ptoshles, these criteria are met by the Compathyeaime product is shipped. Revenue on
multiple element sales arrangements is allocatedtious elements based on vendor specific objeewdence of the fair value of each
element of the transaction and is recognized ds elament is delivered.
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Provisions are made currently for estimated prodeicirns, price protection, rebates, and othesgaiegrams.

In December 1999, the Securities and Exchange Cssioniissued Staff Accounting Bulletin (SAB) No110Revenue Recognition in
Financial Statements" (SAB 101). SAB 101, as aménsiemmarizes certain of the SEC's views in applgenerally accepted accounting
principles to revenue recognition in financial staents and provides guidance on revenue recogigsoes in the absence of authoritative
literature addressing a specific arrangement @eaiic industry. The Company adopted SAB 101 mfikst quarter of fiscal year 2001.
Adoption of this guidance did not have a matengbact on the Company's financial position or resoftoperations.

Shipping Costs



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

Warranty Expense
The Company provides currently for the estimatest tteat may be incurred under product warrantigseatime related revenue is recogni:

Research and Development

Research and development costs are expensed aethddevelopment costs of computer software tedde, leased or otherwise marketed
are subject to capitalization beginning when a potid technological feasibility has been estabtistued ending when a product is available
for general release to customers. In almost alhimses, the Company's products are released soredhnological feasibility has been
established. Therefore, costs subsequent to aoli¢echnological feasibility have not been sigmifit and historically all software
development costs have been expensed. Howevengd20D1 the Company incurred substantial developewsts associated with
completion of Mac OS X, its new Macintosh operatsygtem, subsequent to release of a public besioveof the product and prior to rele:
of the final product version. As a result, the Camyp capitalized approximately $5.4 million of dey@inent costs during 2001 associated
final development of Mac OS X. Related amortizaimpnomputed by use of the straight-line method tive estimated useful life of the asset
of 8 years and resulted in amortization expensppfoximately $350,000 in 2001.

Advertising Costs
Advertising costs are expensed as incurred. Adsiegtiexpense was $261 million, $281 million, an8&million for 2001, 2000, and 1999,
respectively.

Stock-Based Compensation

The Company measures compensation expense fonfogee stock-based compensation plans using thiesic value method and has
provided pro forma disclosures of the effect oninebme and earnings per share as if the fair vahsed method had been applied in
measuring compensation expense.

Earnings Per Common Share

Basic earnings per common share is computed bgidiyincome available to common shareholders bywbighted-average number of
shares of common stock outstanding during the gebBduted earnings per common share is computediigling income available to
common shareholders by the weighted-average nudilsttares of common stock outstanding during ti@encreased to include the
number of additional shares of common stock thatldvbave been outstanding if the dilutive poterglzres of
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common stock had been issued. The dilutive effeoutstanding options is reflected in diluted eags per share by application of the
treasury stock method. The dilutive effect of camiée securities is reflected using the if-coneerinethod. Dilutive potential shares of
common stock related to stock options were excldo®d the calculation of diluted loss per commoarshfor 2001 because their effect
would have been antidilutive.

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

Comprehensive Income

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

Segment Information

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

Note 2—Financial Instruments

The carrying amounts of cash and cash equivalaot®unts receivable, accounts payable, and actialmiities approximate their fair value
due to the short maturities of those instruments.
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Cash Equivalents and Short-Term Investments
The following table summarizes the fair value af ompany's available-for-sale securities heldsishort-term investment portfolio,
recorded as cash and cash equivalents or shortiteastments as of September 29, 2001, and Septe83@b2000 (in millions):

September 29, 2001 September 30, 2000
Fair Value Fair Value
U.S. corporate securitie $ 1,99 $ 921
Foreign securitie 174 222
Total included in cash and cash equivalents 2,172 1,14z
U.S. Treasury and Agency securit 1,04z 293
U.S. corporate securitie 692 2,05¢
Foreign securitie 292 484
Total included in short-term investments 2,02¢ 2,83¢
Total $ 4,19¢ $ 3,97¢

The Company's U.S. corporate securities includencernial paper, loan participations, certificatesleposit, time deposits and corporate
securities. Foreign securities include foreign caraial paper, loan participation, certificates epdsit and time deposits with foreign
institutions, most of which are denominated in Wi&8lars. Net unrealized gains on the Company'sstment portfolio, primarily related to
U.S. agency securities, were $11 million as of Seyer 29, 2001 and were negligible as of Septe@be2000. As of September 29, 2001,
approximately $313 million of the Company's sherst investments in U.S. agency securities had lyidgmaturities of between one and
four years. The remaining short-term investmentsf&eptember 29, 2001, all had maturities of betw@g and 12 months. Substantially all of
the Company's short-term investments as of Septe&ihe000, had underlying maturities less thambaths. The Company's cash and cash
equivalent balances as of September 30, 2000 ieduddnillion pledged primarily as collateral agaioststanding derivative positions. No
cash was pledged as collateral against outstamiirigative positions as of September 29, 2001.

Trade Receivables

The Company distributes its products through tipiagty computer resellers and directly to certainoadion and consumer customers. The
Company generally does not require collateral fitsngustomers. However, when possible the Compaeyg dttempt to limit credit risk on
trade receivables through the use of flooring ayeaments for selected customers with thpedty financing companies and credit insurance
certain customers in Latin America and Asia. Howeeensiderable trade receivables that are notreoMey collateral or credit insurance are
outstanding with the Company's distribution anditethannel partners. Trade receivables from aeaiogstomer, Ingram Micro, Inc.,
accounted for approximately 9.4% and 17.2% of nebants receivable as of September 29, 2001, apigi@ber 30, 2000, respectively.

a7

The following table summarizes the activity in sdlowance for doubtful accounts (in millions).

2001 2000 1999
Beginning allowance balan $ 64 $ 68 $ 81
Charged to costs and expen 7 5 2
Deductions (a (20 9 (15)
Ending allowance balanc $ 51 $ 64 $ 68

@)

Represents amounts written off against the allowanet of recoveries.

Derivative Financial Instruments

The Company uses derivatives to partially offsebitsiness exposure to foreign exchange and intatesiisk. Foreign currency forward and
option contracts are used to offset the foreigrharge risk on certain existing assets and liagdlitind to hedge the foreign exchange risk on
expected future cash flows on certain forecastedmees and cost of sales. From time to time, thegamy enters into interest rate sv



agreements to modify the interest rate profileetain investments and debt. The Company's accaupblicies for these instruments are
based on whether the instruments are designateelda® or non-hedge instruments. The Company readirdsrivatives on the balance sheet
at fair value.

The following table shows the notional principadt fair value, and credit risk amounts of the Conyminterest rate derivative and foreign
currency instruments as of September 29, 2001 apte&ber 30, 2000 (in millions).

September 29, 2001 September 30, 2000
Notional Fair Credit Risk Notional Fair Credit Risk
Principal Value Amounts Principal Value Amounts

Transactions qualifying as accounting hed
Interest rate instrument
Swaps $ — 3 — $ — 3 80C $ @ 3 4
Foreign exchange instrumen

Spot/Forward contracts, n $ 56z $ 8 $ 8 $ 82¢ $ 10 $ 10
Purchased options, n $ 551 $ 1 $ 1 $ 61t $ 21 $ —
Sold options, ne $ 71z $ 8 $ — 8 — 8 — 3 —
Transactions other than accounting hed
Foreign exchange instrumen
Spot/Forward contracts, n $ 45t $ 4 $ — 8 27t $ — 8 —
Purchased options, n $ 334 % 1 % 1 % 1,051 $ 4 $ 4
Sold options, ne $ 354 $ @ % — $ 1,201 $ 5 $ —

The notional principal amounts for derivative instrents provide one measure of the transaction wloutstanding as of year-end, and do
not represent the amount of the Company's expdasunedit or market loss. The credit risk amourdve in the table above represents the
Company's gross exposure to potential accountisg)do these transactions if all counterpartiesdatib perform according to the terms of the
contract, based on then-current currency exchandénéerest rates at each respective date. The @uwyigpexposure to credit loss and market
risk will vary over time as a function of inter@ates and currency exchange rates.
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The estimates of fair value are based on applicatdecommonly used pricing models using prevaifingncial market information as of
September 29, 2001 and September 30, 2000. Inrcé@rsiances where judgment is required in estimgafiir value, price quotes were
obtained from several of the Company's counterdarancial institutions. Although the table aboedlects the notional principal, fair value,
and credit risk amounts of the Company's inter@tst and foreign exchange instruments, it doesetilgiat the gains or losses associated with
the exposures and transactions that the interesairal foreign exchange instruments are intendbéédge. The amounts ultimately realized
upon settlement of these financial instrumentsetiogr with the gains and losses on the underlyspgsures, will depend on actual market
conditions during the remaining life of the instrembs.

Foreign Exchange Risk Managem

The Company enters into foreign currency forward aption contracts with financial institutions panly to protect against foreign exchau
risk associated with existing assets and liabdjtertain firmly committed transactions and carfaobable but not firmly committed
transactions. Generally, the Company's practite fedge a majority of its existing material foreigxchange transaction exposures.
However, the Company may not hedge certain foreigiange transaction exposures due to immateriplibhibitive economic cost of
hedging particular exposures, and availability mrapriate hedging instruments.

In accordance with SFAS No. 133, hedges relatguidbable but not firmly committed transactions ofaticipatory nature are designated
and documented at hedge inception as cash flowesealyd evaluated for hedge effectiveness quartestycurrency forward contracts, hedge
effectiveness is measured based on changes iottiddir value of the contract attributable to eges in the forward exchange rate. Changes
in the expected future cash flows on the forecalsésttjed transaction and changes in the fair vdltieedorward hedge are both measured
from the contract rate to the forward exchange aatociated with the forward contract's maturitieda

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



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

The Company also enters into foreign currency fodwand option contracts to offset the foreign exgjeagains and losses generated by the
remeasurement of certain recorded assets andtlegih
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non-functional currencies. Changes in the fair @afithese derivatives are recognized in curremtiegs in interest and other income as
offsets to the changes in the fair value of thatesl assets or liabilities.

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

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

As discussed above, the Company enters into foigmency option contracts as designated cashhkdges and, sometimes, as items that
provide an offset to the remeasurement of ceredonded assets and liabilities denominated in mowctfonal currencies. All changes in the
fair value of these derivative contracts basedianges in option time value are recorded in curgantings in interest and other income and
expense. Due to market movements, changes in ajiie@nvalue can lead to increased volatility inestihcome and expense.

Derivative instruments designated as cash flow agagust be de-designated as hedges when it ishpedibat the forecasted hedged
transaction will not occur in the initially idernigfl time period or within a subsequent 60-day tpegod. Deferred gains and losses in other
comprehensive income associated with such deratistruments are immediately reclassified intoiggs in interest and other income, net.
Any subsequent changes in fair value of such dévivanstruments are also reflected in current iegsunless they are re-designated as
hedges of other transactions. During the first taraof fiscal 2001, the Company recorded a net ga#b.1 million in interest and other
income, net related to the loss of hedge desigmatodiscontinued cash flow hedges due to chamgéneiCompany's forecast of future net
sales and cost of sales.

Interest Rate Risk Managem:

The Company sometimes enters into interest rafgat®me transactions, including interest rate swap#lars, and floors, with financial
institutions in order to better match the Compaflgating-rate interest income on its cash equivaand short-term investments with its
fixed-rate interest expense on its long-term datl/or to diversify a portion of the Company's esgre away from fluctuations in short-term
U.S. interest rates. The Company may also enteriérest rate contracts that are intended toaedthe cost of the interest rate risk
management program. The Company does not hol@wsdct in such financial instruments for purpogksrahan risk management.

As of September 30, 2000, the Company had entatedriterest rate swaps with financial institution®rder to better match the Company's
floating-rate interest income on its cash equivial@md short-term investments with its fixed-ratieiest expense on its lobgrm debt, and/c
to diversify a portion of the Company's exposureafvom fluctuations in short-term U.S. interedera The interest rate swaps generally
required the Company to pay a floating interest batsed on the three- or six-month U.S. dollar LRB&hd receive a fixed rate of interest
without exchanges of the underlying notional ameumhese swaps effectively converted the Compdixgd-rate 10 year debt to floating-
rate debt and convert a portion of the floating iavestments to fixed rate. The Company assumedeffectiveness with regard to the debt
interest swaps as each debt interest rate swaphmetiteria for accounting under the short-cuthodtdefined in SFAS No. 133 for fair value
hedges of debt instruments. Accordingly, no net
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gains or losses were recorded in income relatithgdCompany's underlying debt interest rate swapsng fiscal 2001, the Company closed
out all of its existing debt interest rate swapifmss due to prevailing market interest ratesizéaj) a gain of $17 million. This gain was
deferred, recognized in long-term debt and is bamgrtized to other income and expense over thaireny life of the debt.

The unrealized loss on these assets swaps as ten@mgr 30, 2000, of $5.7 million was deferred drehtrecognized in income in 2001 as
part of the SFAS No. 133 transition adjustmentaiie on October 1, 2000. The Company closed duifals existing interest rate as:



swaps during 2001 realizing a gain of $1.1 million.
Long-Term Debt

Unsecured Notes

During 1994, the Company issued $300 million aggtegrincipal amount of 6.5% unsecured notes intdipoffering registered with the
SEC. The notes were sold at 99.925% of par, faféttive yield to maturity of 6.51%. The notes paterest semiannually and mature on
February 15, 2004. As of September 29, 2001 ante8dger 30, 2000, the carrying amount of these neéss$317 million and $300 million,
respectively, while the fair value was $295 milliand $279 million, respectively. The fair valuetlod notes is based on their listed market
values as of September 29, 2001 and Septembe0@0, 2

Convertible Notes

During 1996, the Company issued $661 million aggtegrincipal amount of 6% unsecured convertiblstinated notes (the Notes) to
certain qualified parties in a private placemethte Notes were sold at 100% of par, paid interasi@@nually, and matured on June 1, 20C
not converted earlier. The Notes were convertilyléhieir holders at any time after September 5, 188& conversion price of $29.205 per
share subject to adjustments as defined in the &lpsement. No Notes had been converted as ofiBepte25, 1998. The Notes were
redeemable by the Company at 102.4% of the priheip@unt, plus accrued interest, for the twelve thgeriod beginning June 1, 1999, and
at 101.2% of the principal amount, plus accruedrgst, for the twelve month period beginning Jun20D0. On April 14, 1999, the Company
called for redemption of the Notes. Not includingpeoximately $7 million of unamortized debt issuarosts, debentures in an aggregate
principal amount outstanding totaled approxima$8g1 million as of March 27, 1999. During the thipdarter of 1999, debenture holders
chose to convert virtually all of the outstandirepdntures to common stock at a rate of $29.205h@e resulting in the issuance of
approximately 22.6 million shares of the Compangi:imon stock.

Non-Current Debt and Equity Investments and Relatedzains

The Company has held significant investments in ARdMdings plc (ARM), Samsung Electronics Co., LBhfnsung), Akamai
Technologies, Inc. (Akamai) and EarthLink Netwdrc. (EarthLink). These investments have been cedftkin the consolidated balance
sheets as non-current debt and equity investmendthave been categorized as available-for-saldérieguhat they be carried at fair value
with unrealized gains and losses, net of taxesrteg in equity as a component of accumulated atbeprehensive income. All realized
gains on the sale of these investments have bekrded in other income. The combined fair valu¢hese investments was $128 million and
$786 million as of September 29, 2001, and Septed®e2000, respectively. The Company believes likely there will continue to be
significant fluctuations in the fair value of thesgestments in the future.
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Occasionally, the Company uses short-term equitivaléves to manage potential dispositions of narrent debt and equity investments.
Any gains or losses associated with such derivat@re recognized currently in interest and otheonme.

ARM Holdings

ARM is a publicly held company in the United Kingdanvolved in the design and licensing of high parfance microprocessors and related
technology. As of September 30, 2000, the Compaty &pproximately 34.8 million shares of ARM stawith a fair value of $383 million.
During 2001, the Company sold a total of approxetya29.8 million shares of ARM stock for net prodse@f approximately $176 million,
recorded a gain before taxes of approximately $tifkbn, and recognized related income tax experfsgpproximately $52 million. As of
September 29, 2001, the Company holds 5 milliomezhaf ARM stock valued at $17 million.

During 2000, the Company sold a total of approxetya45.2 million shares of ARM stock for net prodse@f approximately $372 million,
recorded a gain before taxes of approximately $8#lfon, and recognized related income tax of apprmtely $94 million. During 1999, the
Company sold a total of approximately 163 millidtages of ARM stock for net proceeds of approxinya#45 million, recorded a gain
before taxes of approximately $230 million, andogguzed related income tax expense of approxim&2/million.

EarthLink

In January 2000, the Company invested $200 miilioBarthLink, an Internet service provider (ISPheTinvestment is in EarthLink's
Series C Convertible Preferred Stock, which is eotivle by the Company after January 4, 2001, amproximately 7.1 million shares of
EarthLink common stock. Concurrent with this invesht, EarthLink and the Company entered into airgelir agreement to deliver ISP
service to Macintosh users in the United Stateslddthe terms of the agreement, the Company pfodits each new Mac customer that
subscribes to EarthLink's ISP service for a spedifieriod of time, and EarthLink is the default iBR\pple's Internet Setup Software
included with all Macintosh computers sold in theitdd States. As of September 30, 2000, the fdirevaf the Company's investment in
EarthLink was approximately $64 million.

During the second quarter of 2001, the Companyrahéted that the decline in the fair value of itsestment in EarthLink was other than
temporary requiring that its cost basis be writlewn to fair value as a new cost basis and the atrafithe write-down be included in
earnings. As a result, the Company recognized 4 #iillion charge to earnings to wi-down the basis of its investment in EarthLint



$86 million. This charge was included in gains omturrent investments, net. During the fourth tgramf 2001, the Company sold a total of
approximately 425,000 shares of EarthLink stockifetr proceeds of approximately $6 million, recordeghin before taxes of approximately
$800,000, and recognized related income tax ofagmiately $200,000. As of September 29, 2001, tom@any holds 6.7 million shares of
EarthLink stock with a fair value of approximat&%02 million.

Samsung

During the fourth quarter of 1999, the Company &ied $100 million in Samsung to assist in the frréxpansion of Samsung's TFT-LCD
flat-panel display production capacity. The investrirwas in the form of three year unsecured boridshwvere convertible into
approximately 550,000 shares of Samsung commoR s&ginning in July 2000. The bonds carried an ahonaupon rate of 2% and pay a
total
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yield to maturity of 5% if redeemed at their matiyriThe fair value of the Company's investmentamSung was approximately $123 milli
as of September 30, 2000.

Prior to its sale, the Company had categorizehitsstment in Samsung as available-for-sale ramgitat it be carried at fair value with
unrealized gains and losses, net of taxes, reportequity as a component of accumulated other cehgnsive income. The fair value of the
Company's investment in Samsung was approximat2@ $nillion as of September 30, 2000. With the didopof SFAS No. 133 on
October 1, 2000, the Company was required to a¢doutthe conversion option embedded in the Sams&omgls separately from the related
debt. The conversion feature was carried at fdirevavith any changes in fair value recognized imegs in the period in which they occur.
Included in the $17 million gross SFAS No. 133 sition adjustment recorded in earnings during tre¢ luarter of fiscal 2001 was a

$23 million favorable adjustment for the restatetrterfair value as of October 1, 2000, of the datie component of the Company's
investment in Samsung. To adjust the carrying vafube derivative component of its investment anSung to fair value as of December
2000, the Company recognized an unrealized loapfoximately $13 million during the first quart#r2001. During the second quarter of
2001, the Company sold this investment for booki@aincluding accrued interest, receiving net pedseof approximately $117 million.

Akamai

In June 1999, the Company invested $12.5 millioAkamai, a global Internet content delivery servitke investment was in the form of
convertible preferred stock that converted intorillion shares of Akamai common stock (adjustedsigbsequent stock splits) at the time of
Akamai's initial public offering in October 1999e8inning in the first quarter of 2000, the Compaategorized its shares in Akamai as
available-for-sale. The fair value of the Compamy®stment in Akamai was approximately $216 milles of September 30, 2000. During
2001, the Company sold a total of approximatelyillion shares of Akamai stock for net proceedsmpraximately $39 million, recorded a
gain before taxes of approximately $36 million, aedognized related income tax expense of apprarign&11 million. As of September 29,
2001, the Company holds 3.1 million shares of Akiestzck valued at $9 million.

Other Strategic Investments

The Company has additional minority debt and eqguitgstments in several privately held technologsnpanies with a book value of
approximately $18 million and $33 million as of S&pber 29, 2001, and September 30, 2000, respbctiMeese investments, which are
reflected in the consolidated balance sheets iera@hsets, are inherently risky because the preduntt/or markets of these companies are
typically not fully developed. During the secondagur of fiscal 2001, the Company determined thatdecline in fair value of certain of
these investments was other than temporary andrdingly, recognized a charge to earnings of apiprately $8 million. This charge was
included in gains on non-current investments, net.
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Note 3—Consolidated Financial Statement Details
Inventories (in millions)
2001 2000

Purchased parts $ 1 % 1
Work in process — 2
Finished goods 10 30
Total inventories $ 11 $ 33



Property, Plant, and Equipment (in millions)

2001 2000
Land and buildings $ 337 $ 324
Machinery and equipment 182 18t
Office furniture and equipment 63 60
Internal-use software 15€ 10€
Leasehold improvements 18¢€ 131

924 80¢€
Accumulated depreciation and amortizat (360) (387)
Net property, plant, and equipme $ 564 $  41c¢

Accrued Expenses (in millions)

2001 2000
Accrued compensation and employee benefits $88 $ 17¢
Accrued marketing and distribution 131 14¢
Deferred revenue 184 10t
Accrued warranty and related costs 87 10¢
Other current liabilities 227 23¢
Total accrued expenses $ 717 $  T7TE

I nterest and Other Income, Net (in millions)

2001 2000 1999
Interest incomi $ 218 $ 21C $ 144
Interest expens (16) (22) 47
Foreign currency gain (los 15 1 4
Net premiums and discounts on foreign exchangeuimsnts 8 7 4
Other income (expense), r 8 6 2

$ 217 $ 208 % 87

54

Note 4—Acquisitions

Goodwill and Other Acquisition-Related Intangibles

Goodwill is recorded when the consideration paiddio acquisition exceeds the fair value of idealifé net tangible and intangible assets.
Company amortizes goodwill and other acquired igitales on a straight-line basis over the periodécated below. The following table
summarizes net goodwill and other acquisition eglahtangibles (in millions):

Life in

Years 2001 2000
Goodwill 3to¢ % 65 $ 30
Acquired technolog 2to < 9 2

Other identifiable intangible 2to < 2 3



Total acquisitiorrelated intangibles, ni $ 76 $ 35

Other intangibles include items such as trademamkisworkforce-in-place. The net balances preseattedie are net of total accumulated
amortization of $62 million and $37 million as céf@ember 29, 2001, and September 30, 2000, regplycfl otal amortization of goodwill
was $16 million, $21 million, and $27 million dugriscal 2001, 2000, and 1999, respectively. Tatabrtization of other purchased
intangibles was $4 million, $3 million, and $1 riwh during fiscal 2001, 2000, and 1999, respedfivel

Acquisition of PowerSchool, Inc.

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

The purchase price of approximately $66.1 milliongisted of the issuance of approximately 2.4 amlkhares of Apple common stock with
a fair value of $61.2 million, the issuance of &ogptions with a fair value of $4.5 million, and@B000 of direct transaction costs. The fair
value of the common stock options issued was détedrusing a Black-Scholes option pricing modehwtite following assumptions:
volatility of 67%, expected life of 4 years, divitkbrate of 0%, and risk-free rate of 4.73%. Totalsideration was allocated as follows (in
millions):

Net tangible assets acquir $ 0.2
Deferred stock compensati 12.¢
Identifiable intangible asse 2.€
In-process research and developn 10.¢
Goodwill 39.7
Total consideration $ 66.1
|

The amount of the purchase price allocated to @s&th in-process research and development (IPR&B)expensed upon acquisition,
because the technological feasibility of productdar development had not been established anderoative future uses existed. The
IPR&D relates to technologies representing proceasd expertise employed to design, develop, aplbyl@ functioning, scalable weiase«
student information system for use by K-12 schoatghe date of the acquisition, the product urdierelopment was approximately 50%
complete, and it was expected that the remainidg &@uld
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be completed during the Company's fiscal 2002catsa of approximately $9.25 million. The remainiféprts include completion of coding,
finalizing user interface design and developmemd, i@sting. The fair value of the IPR&D was deterad by an independent valuation using
the income approach, which reflects the projected €ash flows that will be generated by the IPR&Bjects and that is attributable to the
acquired technology, and discounting the projeotsticcash flows back to their present value usidgeount rate of 25%. The goodwill and
acquired intangibles are being amortized over thstimated useful lives of eight and three yeaspectively. Deferred stock compensation
associated with restricted stock and options iadpaimortized over the required future vesting meabthree years.

In the fourth quarter of 2001, an adjustment waderta increase goodwill associated with the actioisbf PowerSchool by $5.9 million due
to the identification of a previously unidentifigzbs contingency that was in existence prior toscommation of the acquisition.

Acquisition of Spruce Technologies, Inc.

In July 2001, the Company acquired Spruce Techmegodnc. (Spruce), a privately-held company thetedops and markets DVD authoring
products, for $14.9 million in cash. Goodwill assbed with the acquisition of Spruce is not subjecaimortization pursuant to the transition
provisions of SFAS No. 142. The consolidated finahstatements include the operating results oti&pfrom the date of acquisition. Total

consideration was allocated as follows (in millipns

Net tangible liabilities assume $ (0.9
Identifiable intangible asse 5.6
Goodwill 9.7

Total consideration $ 14.¢



Acquisition-Related Deferred Stock Compensation

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

Pro Forma Financial Information

The unaudited pro forma financial information belagsumes that PowerSchool and Spruce acquiredit2fd been acquired at the
beginning of 2000 and includes the effect of arzation of goodwill and other acquired identifiabiégangible assets from that date. The
impact of the charge for IPR&D associated withdlkquisition of PowerSchool has been excluded. ptuforma financial information is
presented for informational purposes only and tsnecessarily indicative of the results of futupemtions that would have been achieved
had the acquisitions taken place at the beginnir&900. Pro forma information follows (in millionsexcept per share amounts):

2001 2000

Net sales

Net income (loss

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

537C $ 7,99
@5 $ 767
(0.19 $ 2.3t
019 $ 211

B HHH
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Note 5—Special Charges
Restructuring Actions

2000 Restructuring Actions

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

1999 Restructuring Actions

During the fourth quarter of 1999, the Companyiatétd restructuring actions resulting in a chamggegerations of $21 million. The net
restructuring charge of $18 million recognized dgrihe fourth quarter of 1999 reflects $3 millidrescess reserves related to prior
restructuring actions. The $21 million accrual tteese actions, substantially all of which was z¢itl before the end of 2000, was comprise
$11 million for contract cancellation charges agsed with the closure of the Company's outsourdzgd center and $10 million for contract
cancellation charges related to supply and devedopmgreements previously discontinued.

During the second quarter of 1999, the Company tastain actions to improve the flexibility andieféncy of its manufacturing operations
by moving final assembly of certain of its produttighird-party manufacturers. These restructuaations resulted in the Company
recognizing a charge to operations of approximab8lynillion during the second quarter of 1999. &eerual, substantially all of which was
utilized before the end of 1999, was comprisedéirilion for severance benefits to be paid to esgpks involuntarily terminated,

$2 million for the write-down of operating asseaide disposed of, and $1 million for payments amceted contracts. These actions resulted
in the termination of approximately 580 employees.

Executive Bonus

During the first quarter of 2000, the Company's iBaaf Directors approved a special executive bdoushe Company's Chief Executive
Officer for past services in the form of an air¢rafth a total cost to the company of approxima&®) million, the majority of which is not
tax deductible. Approximately half of the total ch@ is the cost of the aircraft. The other halfrespnts all other costs and taxes associated
with the bonus.

Technology Acquisition

As discussed in Note 4, during 2001 in its acqoisibf PowerSchool the Company acquired certaihrtelogy that was under development
and had no alternative future use. This resultatiérrecognition of $10.8 million of purchased igess research and development, which
was charged to operations upon acquisition.
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Note 6—Income Taxes



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

2001 200¢ 199¢

Federal.
Current $ 20 $ 9 3 4
Deferred (8 23¢ 30
(28) 24¢ 34

State:

Current — — —
Deferred (20 23 11
(20 23 11

Foreign:
Current 21 37 33
Deferred 2 2 ©)]
23 35 30
Provision for income taxe $ (15) $ 30€ $ 75

The foreign provision for income taxes is basedawaign pretax earnings of approximately $363 miilli$1,019 million and $612 million in
2001, 2000, and 1999, respectively. A substantdign of the Company's cash, cash equivalentsshod-term investments is held by
foreign subsidiaries and is generally based in ddar-denominated holdings. Amounts held by foreign silibsies would be subject to U.
income taxation on repatriation to the United Stafdhe Company's consolidated financial statenfeilysprovide for any related tax liability
on amounts that may be repatriated, aside fromstnilalited earnings of certain of the Company'sifpreubsidiaries that are intended to be
indefinitely reinvested in operations outside thateld States. U.S. income taxes have not beengedwn a cumulative total of $755 million
of such earnings. It is not practicable to detemihre income tax liability that might be incurrédhiese earnings were to be distributed.

Deferred tax assets and liabilities reflect the@H of tax losses, credits, and the future inctameffects of temporary differences between
the consolidated financial statement carrying anmohexisting assets and liabilities and theipessive tax bases and are measured using
enacted tax rates that apply to taxable incomkédryears in which those temporary differences smpe@ed to be recovered or settled.
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As of September 29, 2001 and September 30, 208Gigmificant components of the Company's defetagassets and liabilities were (in
millions):

2001 2000
Deferred tax asset
Accounts receivable and inventory reserves $26 $ 24
Accrued liabilities and other reserves 11C 97
Basis of capital assets and investments 54 65
Tax losses and credits 31¢ 28C
Total deferred tax assets 50¢ 46¢€
Less valuation allowanc 33 33
Net deferred tax asse 47¢ 435
Deferred tax liabilities
Unremitted earnings of subsidiaries 48¢ 48C
Available-for-sale securities 14 174

Other 18 19




Total deferred tax liabilities 521 675

Net deferred tax asset (liabilit $ 45 $ (240

As of September 29, 2001, the Company had operktisgcarryforwards for federal tax purposes ofrapiately $116 million, which

expire in 2012 and 2021. This does not include @gprately $79 million of remaining operating losgiyforwards acquired from NeXT,
which expire in 2009 - 2012, and the utilizationwdfich is subject to certain limitations imposedtbg Internal Revenue Code. The Company
also has Federal credit carryforwards and varitate and foreign tax loss and credit carryforwatis,tax effect of which is approximately
$157 million and which expire between 2002 and 202 remaining benefits from tax losses and csethitnot expire. As of September 29,
2001, a valuation allowance of $33 million was releal against the deferred tax asset for the berafilax losses that may not be realized.
The valuation allowance relates primarily to themgping loss carryforwards acquired from NeXT. Mgaraent believes it is more likely than
not that forecasted income, including income thay fne generated as a result of certain tax plarstiagegies, together with the tax effect:
the deferred tax liabilities, will be sufficient tolly recover the remaining deferred tax assets.
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A reconciliation of the provision for income taxesth the amount computed by applying the statufederal income tax rate (35% in 2001,
2000, and 1999) to income (loss) before provis@miricome taxes, is as follows (in millions):

2001 2000 1999
Computed expected tax (bene $ (18 $ 38z $ 23€
State taxes, net of federal effi ) 15 12
Indefinitely invested earnings of foreign subsidia — (82 (29
Nondeductible executive compensat — 32 —
Purchase accounting and asset acquisi 10 — —
Change in valuation allowan: — 27 (159
Research & development credit, | (5) (5) —
Other items 5 9 9
Provision for (benefit from) income tax $ (15) $ 30€ $ 75

] ] ]
Effective tax rate 30% 28% 11%

On February 15, 2001, the Internal Revenue SefUR®) proposed adjustments to the Company's fedteraine tax returns for the years
1995 through 1997. The Company disagrees with wfdste proposed adjustments and is contesting themugh the IRS Appeals Office.
Substantially all IRS audit issues for years ptio1995 have been resolved. Management believeadeguate provision has been made for
any adjustments that may result from tax examinatio

Note 7—Shareholders' Equity

Stock Repurchase Plan

In July 1999, the Company's Board of Directors atiled a plan for the Company to repurchase up@$nillion of its common stock. This
repurchase plan does not obligate the Companycfoirgcany specific number of shares or acquireeshaver any specified period of time.
During 2000, the Company repurchased a total & thlion shares of its common stock at a costi@million. During 1999, the Compa
repurchased a total of 1.25 million shares of @ mon stock at a cost of $75 million. During thartb quarter of 2001, the Company ente
into a forward purchase agreement to acquire 1lliomshares of its common stock in September @8t an average price of $16.64 per
share for a total cost of $25.5 million. Since ioiden of the repurchase plan, the Company has cbpsed or committed to repurchase a total
of 6.55 million shares of its common stock at at @d$217 million.

Preferred Stock

In August 1997, the Company and Microsoft Corpaora{iMicrosoft) entered into patent cross licensang technology agreements. In
addition, Microsoft purchased 150,000 shares ofl&§eries A nonvoting convertible preferred stdgkdferred stock™) for $150 million.
These shares were convertible by Microsoft afteguss 5, 2000, into shares of Apple common stock@inversion price of $8.25 per share.
During 2000, 74,250 shares of preferred stock werererted to 9 million shares of the Company's comstock. During 2001, the remaini
75,750 preferred shares were converted into 9.Bbomishares of the Company's common stock.
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Comprehensive Income
The following table summarizes the components otiawlated other comprehensive income, net of tgiesjillions):

2001 2000 1999
Unrealized gain on availat-for-sale securitie $ 30 $ 297 $ 14z
Unrealized gain on derivative investme 4 — —
Cumulative translation adjustmel (56) (53 (36)
Accumulated other comprehensive inca $ 22) $ 244 $ 10¢

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

2001 2000 1999
Change in fair value of availal-for-sale securitie $ (183 $ 427  $ 31¢
Less: adjustment for net gains realized and indudeet
income (84) (272) (17¢)
Change in unrealized gain on availefor-sale securitie $ (267 $ 158 $ 142

The tax effect related to the change in unrealgaid on available-for-sale securities was $157iomjI$(91) million, $(84) million for fiscal
2001, 2000, and 1999, respectively. The tax effadhe reclassification adjustment for net gairduided in net income was $35 million,
$94 million and $25 million for fiscal 2001, 200nd 1999, respectively.

The following table summarizes activity in othermgarehensive income related to derivatives, neaxds, held by the Company during the
period from October 1, 2000 through September 201@n millions):

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

I

The tax effect related to the components listedrabimcluding the cumulative effect of adopting S5-No. 133, the changes in fair value of
derivatives, and derivative gains reclassified flo@l were $(5) million, $(19) million and $23 mdln as of September 29, 2001.

Note 8—Employee Benefit Plans

1998 Executive Officer Stock Plan

The Company has in effect a 1998 Executive Offfateick Plan (the 1998 Plan), which replaced the 1288k Option Plan terminated in
April 1998, the 1981 Stock Option Plan terminate®ictober 1990, and the 1987 Executive Long TemmekOption Plan terminated in July
1995. Options granted before these plans' ternoinatates remain outstanding in accordance with theins. Options may be granted under
the 1998 Plan to the Chairman of the Board of Dines; executive officers of the Company at the ll@f&enior Vice President and above,
and other key employees. These options generatigrbe exercisable over a period of 4 years, basedwotinued employment, and generally
expire 10 years after the grant date. The 1998 pdamits the granting of incentive stock optionsnstatutory stock options, stock
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appreciation rights, and stock purchase righttal iof 43,000,000 shares have been authorizeidsoance under the 1998 Plan, of which
8,007,388 shares are reserved for future issuanoéSeptember 29, 2001.

1997 Employee Stock Option Plan

In August 1997, the Company's Board of Directongraped the 1997 Employee Stock Option Plan (the7 Fan), for grants of stock optio
to employees who are not officers of the Compamtidds may be granted under the 1997 Plan to erapkowgt not less than the fair market
value on the date of grant. These options genebaltpme exercisable over a period of 4 years, basedntinued employment, and gener
expire 10 years after the grant date. A total 666,000 shares have been authorized for issuari the 1997 Plan, of which 1,681,433
shares are reserved for future issuance as off@bpte29, 2001



1997 Director Stock Option Plan

In August 1997, the Company's Board of Directongraped a Director Stock Option Plan (DSOP), foraebhilirectors of the Company are
eligible. Options granted under the DSOP vestiiegrequal installments, on each of the first thiotigrd anniversaries of the date of gran
total of 800,000 shares have been authorized $oaisce under the DSOP, of which 370,000 sharesmesserved for future issuance.
Supplementally and separate from the DSOP, 60,p66rs had been granted in total to two former merslof the Company's Board of
Directors, of which 30,000 shares remain outstagdmof September 29, 2001.

Employee Stock Purchase Plan

The Company has an employee stock purchase platfP(ticthase Plan), under which substantially allleyegs may purchase common stock
through payroll deductions at a price equal to &8%he lower of the fair market values as of thgibring and end of the six-month offering
period. Stock purchases under the Purchase Pldiméted to 10% of an employee's compensation,oup maximum of $25,000 in any
calendar year. During 2001, 2000, and 1999, 1.Bamjl766,000 and 1.1 million shares, respectivelgre issued under the Purchase Plar

of September 29, 2001, approximately 3.93 millibares were reserved for future issuance underuteEhBse Plan.

Employee Savings Plan

The Company has an employee savings plan (the &Plan) qualifying as a deferred salary arrangémneter Section 401(k) of the
Internal Revenue Code. Under the Savings Planicjating U.S. employees may defer a portion ofrthee-tax earnings, up to the Internal
Revenue Service annual contribution limit ($10,580calendar year 2001). The Company matches 5020@86 of each employee's
contributions, depending on length of service,ap maximum 6% of the employee's earnings. The @owip matching contributions to the
Savings Plan were approximately $17 million, $18iom, and $13 million in 2001, 2000, and 1999 pestively.
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Stock Option Activity
A summary of the Company's stock option activity aslated information for the years ended Septer@®eP001, September 30, 2000 and
September 25, 1999 follows (option amounts aregntes! in thousands):

Year Ended Year Ended Year Ended
September 29, 2001 September 30, 2000 September 25, 1999
Number Weighted- Number Weighted- Number Weighted-
of Average of Average of Average
Options Exercise Price Options Exercise Price Options Exercise Price
Options outstandir—beginning of yea 70,75¢ $ 34.01 36,80¢ $ 13.2( 37,38t % 10.2¢
Granted 34,857 $ 18.5¢ 45,662 $ 46.52 11,91(C $ 19.4¢
Exercisec (1,830 $ 10.0: (6,866 $ 9.6: (7,349 % 8.3€
Forfeited (6,605 $ 29.3: (4,840 % 28.4: (5,149 % 13.01
Options outstandir—end of yea 97,17¢ $ 29.2¢  70,75¢ $ 34.01 36,80¢ $ 13.2C
L] L] L]
Options exercisable at end of yt 42,11 $ 32.1f  23,65¢ $ 31.9¢ 5,46¢€ $ 9.5¢

The options outstanding as of September 29, 2004 heen segregated into five ranges for additidisalosure as follows (option amounts
are presented in thousands):

Options Outstanding Options Exercisable
Weighted-

Options Average Weighted Options Weighted

Outstanding as of Remaining Average Exercisable as of Average

September 29, Contractual Life Exercise September 29, Exercise

2001 in Years Price 2001 Price

$0.8:-$15.59 13,91 6.5 3 10.2¢ 9,52t % 9.74
$15.6(-$17.31 11,69: 8.1t 3 17.0¢ 1,987 $ 17.1¢
$17.3:-$20.24 24,59¢ 9.0 $ 18.5¢ 4671 $ 18.4Z
$20.25-$43.59 26,89¢ 8.4: $ 38.92 21,18 $ 42.7¢
$43.6(-$69.78 20,07: 837 $ 49.61 4747 $ 49.6¢
$0.8:-$69.78 97,17¢ 8.2t 3 29.2¢ 42,11 3 32.1%

As of September 29, 2001, approximately 10.1 nmlliptions were reserved for future grant undeiGbmpany's stock option plar
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Note 9—Stock-Based Compensation

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

Company's employee stock options equals the marla of the underlying stock on the date of thengrno compensation expense is
recognized.

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

2001 2000 1999

Expected life of option 4 year 4 year 4 year
Expected life of stock purchas 6 month: 6 month: 6 month:
Interest rat—stock options 4.90% 6.20% 5.02%
Interest rat—stock purchase 5.97% 6.21% 4.89%
Volatility—stock options 66% 67% 55%
Volatility—stock purchase 90% 60% 59%
Dividend yields 0 0 0
Weightec-average fair value of options granted during ther $ 10.1¢ $ 259 $ 9.61

The Black-Scholes option valuation model was dgyetdiofor use in estimating the fair value of tradetions that have no vesting restrictions
and are fully transferable. In addition, optionuation models require the input of highly subjeetassumptions including the expected stock
price volatility. The Company uses projected vditgtrates, which are based upon historical valgtilates trended into future years. Because
the Company's employee stock options and empldpe& purchase plan shares have characteristicgisantly different from those of

traded options, and because changes in the sugjécput assumptions can materially affect thealue estimate, in management's opinion,
the existing models do not necessarily providdiabie single measure of the fair value of the Camys employee stock options and
employee stock purchase plan shares.
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For purposes of pro forma disclosures, the estidnfaie value of the options and shares are amattiagro forma net income over the

options' vesting period and the shares' plan pefibd Company's pro forma information for eachhef last three fiscal years follows (in
millions, except per share amounts):

2001 200¢ 199¢
Net income (los—as reporter $ 25 3 78¢ $ 601
Net income (los—pro forma $ (396 ¢ 48 $ 52¢
Net income (loss) per common sk—as reportel
Basic $ (007, $ 24z $ 21C
Diluted $ (007 $ 218 $ 181
Net income (loss) per common sk—pro forma
Basic $ (115 $ 14¢ $ 1.84
Diluted $ (1222 $ 138 $ 161

Note 10—Commitments and Contingencies

Lease Commitments



The Company leases various facilities, and equipmeder noncancelable operating lease arrangemémsnajor facilities leases are for
terms of 5 to 10 years and generally provide reheptons for terms of 3 to 5 additional years. sesfor retail space are for terms of from 5
to 12 years and often contain multi-year renewdibog. Rent expense under all operating leasesapaoximately $80 million, $72 million,
and $52 million in 2001, 2000, and 1999, respettieuture minimum lease payments under noncanketgierating leases having
remaining terms in excess of one year as of Sepef) 2001, are as follows (in millions):

Fiscal Years
2002 $ 73
2003 72
2004 62
2005 47
2006 37
Later year: 14C
Total minimum lease paymer $ 431
I

Concentrations in the Available Sources of SupplyfdMaterials and Product

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

Litigation

Beginning on September 27, 2001, threeshareholdss action lawsuits were filed in the United Stddéstrict Court for the Northern Distri
of California against the Company and its Chief &xive Officer. The lawsuits are essentially idealj and purport to bring suit on behalf of
those who purchased the Company's publicly tradethton stock between July 19, 2000, and Septemhe&(2®. The complaints allege
violations of the 1934 Securities Act and seek en8f@d compensatory damages and other relief.ddrapany believes these claims are
without merit and intends to defend them vigorously

The Company is subject to certain other legal prdoegs and claims that have arisen in the ordinatyse of business and have not been
fully adjudicated. The results of legal proceedinganot be predicted with certainty; however, im ¢ipinion of management, the Company
does not have a potential liability related to &gal proceedings and claims that would have amahtedverse effect on its financial
condition, liquidity or results of operations.

Note 11—Segment Information and Geographic Data

The Company manages its business primarily on grgebic basis. The Company's reportable segmestsoanprised of the Americas,
Europe, and Japan. The Americas segment includbsNmrth and South America, except for the CommRgtail segment which operates
Apple-owned retail stores in the United States. Ebheope segment includes European countries asagdile Middle East and Africa. Other
operating segments include Asia-Pacific, whichudels Australia and Asia except for Japan, the Capipaubsidiary, Filemaker, Inc., and
the Company's recently formed Retail segment whmrates Apple-owned retail stores in the UnitedeSt Each reportable operating
segment provides similar products and servicestlamdccounting policies of the various segmerddfz same as those described in the
Summary of Significant Accounting Policies in Ndte

The Company evaluates the performance of its opgraegments based on net sales and operating @m@perating income for each
segment includes revenue, cost of sales, and apgrtpenses directly attributable to the segneat.sales are based on the location of the
customers. Operating income for each segment egslather income and expense and certain experaem¢hmanaged outside the opere



segments. Costs excluded from segment operatimgn@dnclude various corporate expenses, income taxe nonrecurring charges for
purchased in-process research and developmeneatrdaturing actions. Corporate expenses incluskeareh and development;
manufacturing expenses not included in segmentafastles, including variances between standardaatuhl manufacturing costs; corporate
marketing expenses; and other separately managedajend administrative expenses. The Company mmeaaclude intercompany transfi
between segments for management reporting purposes.
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Segment assets exclude corporate assets. Corpseats include cash, short-term and long-term imezgs, manufacturing facilities,
miscellaneous corporate infrastructure, and intalegissets. Capital expenditures for long-liveeissare not reported to management by
segment.

Summary information by operating segment followsnillions):

2001 200¢ 199¢
Americas:
Net sales $ 299% % 429 $ 3,527
Operating income $ 13z $ 614 $ 49¢
Depreciation and amortization $ 4 % 5 $ 4
Segment assets (a) $ 334 % 61 % 46€
Europe:
Net sales $ 1,24¢ 3 1817 $ 1,31%
Operating income $ 68 $ 24 % 15€
Depreciation and amortization $ 4 % 4 % 3
Segment assets $ 137 $ 248 % 16¢
Japan
Net sales $ 712 $ 1,34t 3 85¢
Operating income $ 98 $ 35z % 173
Depreciation and amortization $ 2 3 2 3 2
Segment assets $ 4 3 137 % 94
Other Segment:
Net sales $ 408 3 52 % 432
Operating income $ 42 3 137 % 82
Depreciation and amortization $ 4 3% 3 % 3
Segment assets $ 115 % 9% $ 104

(@)
The Americas asset figures do not include fixe@ssiseld in the United States. Such fixed assetsatrallocated specifically to the
Americas segment and are included in the corp@asgets figures below.
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A reconciliation of the Company's segment operaitiegme, and assets to the consolidated finantdments follows (in millions):

2001 2000 1999
Segment operating incon $ 341 $ 1,346 $ 904
Corporate expenses, t (674 (726, (518
Purchased i-process research and developn (11) — —
Restructuring cosl — (8) 27)
Executive bonu — (90) —

Consolidated operating income $ (344 $ 52z $  35¢



Segment asse $ 63C $ 1,09 $ 83t
Corporate asse $ 5391 $ 570t 4,32¢
Consolidated assets $ 6021 $ 680 $ 5,161
| | I

Segment depreciation and amortizal $ 14 3% 14 % 12
Corporate depreciation and amortizat 88 70 73
Consolidated depreciation and amortization $ 10z $ 84 3 85

A large portion of the Company's net sales is @gtifrom its international operations. Also, a migjoof the raw materials used in the
Company's products is obtained from sources outditlee United States, and a majority of the prasisold by the Company is assembled
internationally in the Company's facilities in Cplieland and Singapore or by third-party vendaraiwan, Korea, Mexico, the People's
Republic of China, and the Czech Republic. As altethe Company is subject to risks associatetl faiteign operations, such as obtaining
governmental permits and approvals, currency ex@h#éoctuations, currency restrictions, politicagtability, labor problems, trade
restrictions, and changes in tariff and freightrges. During 2000, a single distributor, Ingram Mitnc. accounted for approximately 11.5%
of the Company's net sales. Net sales during 200@gram Micro Inc. in the Americas and Europe segts were $651 million and

$255 million, respectively. Net sales to Ingram Mitnc. in all other segments were $14 million. dtber single customer accounted for v
than 10% of net sales in 2000. No single custoroeoanted for more than 10% of net sales in 2001968.
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Net sales and lor-lived assets related to operations in the UnitideS, Japan, and other foreign countries arellasvio(in millions):

2001 2000 1999
Net Sales
United State: $ 293¢ $ 4,148 $ 3,39
Japar 71z 1,34¢ 85¢€
Other Foreign Countrie 1,714 2,49: 1,882
Total Net Sales $ 536: % 798 $ 6,13«
I I |
Long-Lived Assets
United State: $ 49¢ 3 387 % 33t
Japar 3 5 7
Other Foreign Countrie 77 52 62
Total Long-Lived Assets $ 57¢ % 444 % 404
| | |
Information regarding net sales by product is dsties (in millions):
2001 2000 1999
Net Sales
Power Macintosh (e $ 166/ $ 2,747 $ 2,34
PowerBook 813 94¢ 828
iMac 1,117 2,381 1,90¢
iBook 80¢ 80¢ 9
Software, Service, and Other Net S:¢ 96C 1,09¢ 1,052
Total Net Sales $ 536 $ 798 $ 6,13«

@)

Includes amounts previously reported as G4 C
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Note 12—Earnings Per Common Share

The following table sets forth the computation asiz and diluted earnings per share (in thousanagpt net income (loss) and per share

amounts):
September 29, September 30, September 25,
For the Years Ended 2001 2000 1999
Numerator (in millions)
Income (loss) before accounting chal $ 37 $ 78¢ $ 601
I I I
Net income (loss $ 25 $ 78¢ $ 601
Interest expense on convertible d — — 28
Numerator for diluted earnings (loss) per st— adjusted net
income (loss $ (25 $ 78¢ $ 62¢

Denominator
Weightec-average shares outstand
Effect of dilutive securities
Convertible preferred stoc
Dilutive options
Convertible deb

Dilutive potential common shar:
Denominator for diluted earnings (loss) per st

Basic earnings (loss) per share before accountingge
Cumulative effect of accounting change, net of

Basic earnings (loss) per share after accountiag@é

Diluted earnings (loss) per share before accourdivamge
Cumulative effect of accounting change, net of

Diluted earnings (loss) per share after accourthrange

345,61 324,56t 286,31

— 17,91« 18,18:

— 17,84: 11,63¢

— — 32,19¢

— 35,75¢ 62,01

345,61 360,32 348,32
| | |
$ (.11 $ 247 $ 2.1¢
$ 0.04 — —
$ 0.07) $ 24; % 2.1¢
| | |
$ (.11 $ 216 $ 1.81
$ 0.04 — —
$ 0.07) $ 216 $ 1.81

At September 29, 2001, the Company had optionsitohase 97.2 shares of its common stock outstandihgf which were excluded from
the computation of diluted loss per share for 208dause the effect would have been antidilutiveioBp to purchase 2.5 million and

2.4 million shares of common stock were outstandinipe end of 2000 and 1999 respectively, thaewet included in the computation of
diluted earnings per share for those years bedhesaptions' exercise price was greater than tbeage market price of the Company's
common shares for those years and, therefore ffinet @ould be antidilutive.

Note 13—Related Party Transactions

Mr. Jerome York, a member of the Board of the Oexof the Company, is a member of an investmemifgthat purchased
MicroWarehouse, Inc. (MicroWarehousé) in January 2000. He also serves as its Chairfegsident and Chief Executive Officer.
MicroWarehouse is a multi-billion dollar speciattgtalog and online retailer and direct marketeravhputer products, including products

made by the
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Company, through its MacWarehouse catalogue. Mie@Nouse accounted for 2.89% and 3.26% of the Coytgpaet sales in 2001 and
2000, respectively. Trade receivables from Micro#Yause were $7.6 million and $47.1 million as gft8mber 29, 2001, and September



2000, respectively.

Note 14—Selected Quarterly Financial Information (Whaudited)

Fourth Quarter Third Quarter Second Quarter First Quarter

(Tabular amounts in millions, except per share amouts)

2001
Net sales $ 1,45 % 1,478 % 1,431 % 1,007
Gross margir $ 437 $ 434  $ 38t % (21)
Net income (loss $ 66 $ 61 $ 43 % (195)
Earnings (loss) per common she
Basic $ 0.1¢ $ 0.17 $ 0.1z $ (0.5¢
Diluted $ 0.1¢ $ 0.17 $ 0.1z $ (0.5¢
2000
Net sales $ 1,87C  $ 1,828  $ 1,94t % 2,34:
Gross margir $ 67 $ 54 % 54¢  $ 607
Net income $ 17¢ $ 20C % 23: % 18¢
Earnings per common sha
Basic $ 05z $ 06z $ 0.7z  $ 0.57
Diluted $ 0.47 $ 0.5t $ 0.64 $ 0.51

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

Net income during the fourth, third, second, amst fjuarters of 2001 included after tax net ga@ated to no-current investments of

$1 million, $8 million, $4 million, and $41 milligrrespectively. Net income for the third quarte601 included an after-tax charge for
purchased IPR&D of $8 million associated with then(pany's acquisition of PowerSchool. Net incomettierfirst quarter of 2001 includes
an after-tax favorable cumulative-effect-type atijuent for the adoption of SFAS No. 133 of $12 raiili

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

Item 9. Changes in and Disagreements with Account&on Accounting and Financial Disclosure
Not applicable
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PART Il
Item 10. Directors and Executive Officers of the Rgistrant

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

Name Position With the Company Age Director Since
William V. Campbell Director 61 1997
Millard S. Drexler Director 57 199¢
Lawrence J. Ellisol Director 57 1997
Steven P. Jok Director and Chief Executive Offic 46 1997
Arthur D. Levinsor Director 51 200C

Jerome B. Yorl Director 63 1997



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

Millard S. Drexler has been Chief Executive Officer of Gap Inc. sih885 and President since 1987. Mr. Drexler has baaember of the
Board of Directors of Gap Inc. since November 1388 also served as the President of the Gap Divisam 1983 to 1987.

Lawrence J. Ellisonhas been Chief Executive Officer and a directd®uadcle Corporation (Oracle") since he co-founded Oracle in
May 1977, and was President of Oracle until Jurg61Mr. Ellison has been Chairman of the Board @l since June 1995.

Steven P. Jobss one of the Company's co-founders and curreetiyes as its Chief Executive Officer. Mr. Jobsls®ahe Chairman and
Chief Executive Officer of Pixar Animation Studida.addition, Mr. Jobs co-founded NeXT Software;.|f NeXT") and served as the
Chairman and Chief Executive Officer of NeXT fro®8b until 1997 when NeXT was acquired by the Compsdr. Jobs also serves as a
director of Gap Inc.

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

Jerome B. Yorkis Chairman and Chief Executive Officer of Micro house, Inc. Previously, he was Vice Chairmanratinda
Corporation from September 1995 to October 1998dy 1993, he joined International Business Machi@erporation (1BM ") as Senior
Vice President and Chief Financial Officer, andshkeved as a director of IBM from January 1995 tguéat 1995. Prior to joining IBM,

Mr. York served in a number of executive positian€hrysler Corporation, including Executive Vicegtdent-Finance and Chief Financial
Officer from May 1990 to May 1993. He also servedhalirector of Chrysler Corporation from 1992 &93. Mr. York is also a director of
MGM Mirage, Inc. and Metro-Goldwyn- Mayer, Inc.

Gareth C. C. Changserved as a director of the Company from 1996 aigitesignation in July 2001.
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Executive Officers
The following sets forth certain information regagiexecutive officers of the Company. Informatjmertaining to Mr. Jobs, who is both a
director and an executive officer of the Compangyrbe found in the section entitledirectors ".

Fred D. Anderson, Executive Vice President and Chief Financial €fi(age 57), joined the Company in April 19960P1t0 joining the
Company, Mr. Anderson was Corporate Vice PresidadtChief Financial Officer of Automatic Data Prssiag, Inc. ("ADP"), a position h
held from August 1992 to March 1996. Mr. Anderstsoaerves as a director of 3Com Corporation.

Timothy D. Cook , Senior Vice President, Worldwide Operations, SaBervice & Support (age 41), joined the Comparfyebruary 1998.
Prior to joining the Company, Mr. Cook held the iioa of Vice President, Corporate Materials forrquag Computer Corporation ("
Compad"). Previous to his work at Compaq, Mr. Cook waes @hief Operating Officer of the Reseller Divisianintelligent Electronics.
Mr. Cook also spent 12 years with IBM, most receatt Director of North American Fulfillment.

Nancy R. Heinen, Senior Vice President, General Counsel and Sagréage 45), joined the Company in September 1B8ar to joining
the Company, Ms. Heinen held the position of VicesRlent, General Counsel and Secretary of thedBafaDirectors at NeXT from
February 1994 until the acquisition of NeXT by thempany in February 1997.

Ronald B. Johnson, Senior Vice President, Retail (age 43), joinel@mpany in January 2000. Prior to joining the @any, Mr. Johnson
spent 10 years with Target Stores, most recent§easor Merchandising Executive.

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

Sina Tamaddon, Senior Vice President, Applications (age 44)n¢ai the Company in September 1997. Mr. Tamaddorlkasserved with
the Company in the position of Senior Vice Presid&nridwide Service and Support, and Vice President General Manager, Newton
Group. Before joining the Company, Mr. Tamaddordhbe position of Vice President, Europe with Nefxdm September 1996 through
March 1997. From August 1994 to August 1996, Mmaddon held the position of Vice President, Prodesd Services with NeXT.

Avadis Tevanian, Jr., Ph.D., Senior Vice President, Software Engineering @@je joined the Company in February 1997 upor



Company's acquisition of NeXT. With NeXT, Dr. Tevam held several positions, including Vice Prestd&mgineering, from April 1995 to
February 1997. Prior to April 1995, Dr. Tevanianrier as an engineer with NeXT and held several gemant positions.

Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the Securities Exchange Act 04183 amended, requires the Company's officerslmadtors, and persons who own more
than ten percent of a registered class of the Cagipaquity securities, to file reports of secaestownership and changes in such ownership
with the Securities and Exchange Commission (t8EC"). Officers, directors and greater than ten persbareholders also are required by
rules promulgated by the SEC to furnish the Compaitly copies of all Section 16(a) forms they file.

Based solely upon a review of the copies of sucmé$dfurnished to the Company, the absence of a Bodror 5 or written representations
that no Forms 5 were required, the Company belithes during fiscal year 2001, its officers, digs and greater than ten percent beneficial
owners complied with all applicable Section 16{é)d requirements.
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Item 11. Executive Compensation

Information Regarding Executive Compensation

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

SUMMARY COMPENSATION TABLE

Long-Term
Annual Compensation Compensation
Securities
Underlying Options* All Other
Fiscal Salary Bonus Compensation

Name and Principal Position Year ($) ($) #) ($)
Steven P. Jobs 2001 1 43,511,53(1) 40,484,59(1)
Chief Executive Officer 200c 1 — — —

199¢ 1 — 20,000,00 —
Fred D. Anderson 2001 657,03¢ — 1,000,001 7,312(2)
Executive Vice President and Chief Financial 200c 660,41 — — 6,75((2)
Officer 199¢ 605,26( — 950,00 29,70((3)
Timothy D. Cook 2001 452,21 500,00((4) 1,000,001 7,875(2)
Senior Vice President, Worldwide Operations, 200c 451,67: — — 6,352(2)
Sales, Service & Suppc 199¢ 401,94( — 600,00( 29,51¢(5)
Jonathan Rubinstein 2001 469,73 — 1,000,001 7,875(2)
Senior Vice President, Hardware Engineering 200c¢ 451,94¢ — — 6,577%(2)

199¢ 402,20( — 916,66 5,88¢(6)
Avadis Tevanian, Jr. Ph.D 2001 460,87: 500(7) 1,000,001 10,20((2)
Senior Vice President, Software Engineering 200c 451,67 — — 10,20((2)

199¢ 401,93¢ — 1,019,58! 9,60((2)
1)

In December 1999, Mr. Jobs was given a specialigixecbonus for serving as the Company's interirrefCxecutive Officer for past
services, in the form of an aircraft with a totastto the Company of approximately $90,000,000s @mount was previously repor
as a bonus for fiscal year 2000 in the Company®® Zbrm 10-K and 2000 Proxy Statement. Becausaitheaft was transferred to
Mr. Jobs in 2001, the amount of approximately $48ilion paid by the Company during the fiscal yéawards the purchase of the
plane and related tax assistance of approximaty5$million was reported as income to Mr. Jobscaxdingly, the $90 million
previously reported as a bonus in 2000 has beeowednfrom the table above, and the amount repadddxable income by Mr. Jobs
related to the aircraft during fiscal 2001 is répdras compensatio



(@)

(3)

(4)

(5)

(6)

(7)

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

Consists of $22,500 in relocation assistance an2097n matching contributions made by the Comparaccordance with the terms
of the 401(k) plan.

A special executive bonus was given to Mr. Cookaforepting the position of Senior Vice PresidenbyMivide Sales Service &
Support in addition to holding the position of SBrVice President, Operations.

Consists of $24,719 in relocation assistance ar@0$4n matching contributions made by the Compargccordance with the terms
of the 401(k) plan.

Includes $3,465 from the disqualifying dispositmfrshares of Company stock acquired through thegamyis Employee Stock
Purchase Plan and $2,423 in matching contributioade by the Company in accordance with the terniseof01(k) plan.

Patent award.

74

Option Grants in Last Fiscal Year
The following table provides information about @ptigrants to the Named Executive Officers durisgdl year 2001.

OPTION GRANTS IN LAST FISCAL YEAR

Individual Grants

Potential Realizable Value at Assumed Annual Rat
of Stock Price Appreciation for Option Term(3)

Number of Percent of Total
Securities Options Granted to Exercise or Base
Underlying Options Employees in Fisce Price

Name Granted (#) Year(1) ($/Sh)(2) Expiration Date 10% ($) 5% ($)
Steven P. Jok — — — — — —
Fred D. Andersol 1,000,00! 2.87% $ 16.812! 1/17/11 $ 10,573,29 $ 26,794,79
Timothy D. Cook 1,000,00! 281 $ 16.812! 1/17/11 $ 10,573,29 $ 26,794,79
Jonathan Rubinste 1,000,001 2.87% $ 16.812! 1/17/11 $ 10,573,29 $ 26,794,79
Avadis Tevanian, J 1,000,00! 2.87% $ 16.812! 1/17/11 $ 10,573,29 $ 26,794,79

1)

(2)

(3)

Based on an aggregate of 34,874,440 options gramt@tiemployees during fiscal year 2001. Optigremted in fiscal year 2001
typically vest over four years in sixteen equalntgrdy increments. Options granted to executivécef including those granted to the
Named Executive Officers, typically vest in fouuatjannual installments commencing on the firstvarsary of the date of grant.

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

Potential gains are net of exercise price, butieefaxes associated with exercise. These amoymssent certain assumed rates of
appreciation only, based on SEC rules, and doepresent the Company's estimate or projectioneoptite of the Company's stock
the future. Actual gains, if any, on stock optiokeises depend upon the actual future price off@omStock and the continued
employment of the option holders throughout theiagsperiod. Accordingly, the potential realizabkdues set forth in this table may
not be achieved.

Options Exercised and Year-End Option Holdings
There were no stock option exercises by the NamxedEive Officers during fiscal year 20(



Director Compensation

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

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

Compensation Committee Interlocks and Insider Parttipation
From April 2000 until August 2001, the entire BoarfdDirectors acted with respect to matters presfpeonsidered by a Compensation
Committee. In August 2001, the Board re-establish€bmpensation

75

Committee and named William V. Campbell, Arthurl2vinson and Jerome B. York as members, none ofiwilvere employees of the
Company. No person who was an employee of the Coyipdfiscal year 2001 served on the Compensatiomi@ittee in fiscal year 2001.
During fiscal year 2001, Mr. Jobs served as a threaf Gap Inc. (though not on the compensationmoditae of that board of directors) and
Mr. Drexler served as a director of the CompanyeDthan as described in the preceding sentenaewutive officer of the Company

(i) served as a member of the compensation comanitteother board committee performing similar fiimes or, in the absence of any such
committee, the board of directors) of another gntine of whose executive officers served on the@any's Compensation Committee (or
from April 2000 to August 2001, the Board), (iiyeed as a director of another entity, one of whssecutive officers served on the
Company's Compensation Committee, (or from Aprd@€ August 2001, the Board) or (iii) served aseanber of the compensation
committee (or other board committee performing Einfunctions or, in the absence of any such cotejthe board of directors) of another
entity, one of whose executive officers served dsector of the Company.

Item 12. Security Ownership of Certain BeneficiaDwners and Management

The following table sets forth certain informatias of October 31, 2001 (théable Date") with respect to the beneficial ownership of the
Company's Common Stock by (i) each person the Coynpalieves beneficially holds more than 5% ofdléstanding shares of Common
Stock; (ii) each director; (iii) each Named ExeeatDfficer listed in the Summary Compensation Tablder the headingExecutive
Compensation" and (iv) all directors and executive officerseagroup. On the Table Date, 351,116,422 share®woin@n Stock were issued
and outstanding. Unless otherwise indicated, aliqgnes named as beneficial owners of Common Stoek ale voting power and sole
investment power with respect to the shares inditas beneficially owned.

Security Ownership of Directors, Nominees and Exedive Officers

Shares of Common Stock Percent of Common Stock

Name of Beneficial Owner Beneficially Owned(1) Outstanding

Steven P. Jok 20,060,00(2) 5.71%
Fred D. Andersol 761,0043) *
William V. Campbell 70,50%(4) *
Timothy D. Cook 351,68((5) *
Millard S. Drexler 60,00((6) *
Lawrence J. Ellisol 70,00((4) *
Arthur D. Levinsor 111,60((7) *
Jonathan Rubinste 656,8648) *
Avadis Tevanian, J 727,09((9) *
Jerome B. Yorl 90,00((4) *
All executive officers and directors as a group ff&8sons 24,242,95 6.9(%

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

)
Includes 20,060,000 shares of Common Stock whichJbtss has the right to acquire by exercise oksoptions.



3)
Includes 758,332 shares of Common Stock which MideXson has the right to acquire by exercise akstptions.
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(4)

Includes 70,000 shares of Common Stock which Me&ampbell, Ellison and York each have the righadquire by exercise of sto
options.

®) . _ . | .

Includes 350,000 shares of Common Stock which Mokthas the right to acquire by exercise of stquions.

() | | _ _ _
Includes 40,000 shares of Common Stock which Mext&r has the right to acquire by exercise of stoutkons.

(7) —— - _ .
Includes 1,400 shares of Common Stock which Mr.ihssn holds indirectly and 10,000 shares of Com&tmtk which Mr. Levinso
has the right to acquire by exercise of stock aystio

() AR | | _ _

Includes 650,000 shares of Common Stock which Mbifstein has the right to acquire by exerciseadlsoptions.

9)

Includes 725,838 shares of Common Stock which Bvahian has the right to acquire by exercise afkstptions.

* Represents less than 1% of the issued and odisgshares of Common Stock on the Table Date.

Item 13. Arrangements with Named Executive Offices

Change In Control Arrangements—Stock Options

In the event of a "change in control" of the Compaall outstanding options under the Company'skstqation plans, except the Director PI
will, unless otherwise determined by the plan adstiator, become exercisable in full, and will lzesleed out at an amount equal to the
difference between the applicable "change in copttioe” and the exercise price. The Director Rlamvides that upon a "change in control"
of the Company, all unvested options held by noplegee directors will automatically become fullysted and exercisable and will be
cashed out at an amount equal to the differencedast the applicable "change in control price" dreldxercise price of the options. A
"change in control" under these plans is gened#fjned as (i) the acquisition by any person of 5f%nore of the combined voting power of
the Company's outstanding securities or (ii) theuo@nce of a transaction requiring shareholdera@ and involving the sale of all or
substantially all of the assets of the Companyemherger of the Company with or into another capon.

In addition, options granted to Fred D. Andersomdthy D. Cook, Nancy R. Heinen, Sina Tamaddonaflisam Rubinstein and Avadis
Tevanian provide that in the event there is a "gkan control", as defined in the Company's staufkom plans, and if in connection with or
following such "change in control”, their employnénterminated without "Cause” or if they shoudgdign for "Good Reason", those options
outstanding that are not yet vested and exercisabtdé the date of such "change in control" shatidme fully vested and exercisable.
Generally, "Cause" is defined to include a feloopdction, willful disclosure of confidential infaration or willful and continued failure to
perform his or her employment duties. "Good Reasunritides resignation of employment as a resudt sfibstantial diminution in position or
duties, or an adverse change in title or redudtiannual base salary.

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

In connection with a relocation assistance packdmgeCompany loaned Mr. Johnson (Senior Vice PeesjdRetail) $1,500,000 for the
purchase of his principal residence. The loandsissl by a deed of trust and is due and payaliéeyn2004. Under the terms of the loan,
Mr. Johnson agreed that should he exercise anisatdick options prior to the due date of the Idhat he would pay the Company an am:
equal to the lessor of (1) an amount equal to 50%eototal net gain realized from the exercis¢hefoptions; or (2) $375,000 multiplied by
the number of years between the exercise datehanditte of the loan. The largest amount of thebtetness outstanding on this loan during
fiscal year 2001 was $1,500,000.
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Mr. Jerome York, a member of the Board of the Doexof the Company, is a member of an investmemifgthat purchased
MicroWarehouse, Inc. (MicroWarehouse) in January 2000. He also serves as its Chairfeesident and Chief Executive Officer.
MicroWarehouse is a multi-billion dollar speciattgtalog and online retailer and direct marketezashputer products, including products
made by the Company, through its MacWarehouseazatal During fiscal year 2001, MicroWarehouse antedi for 2.89% of the
Company's net sales.

The following report of the Compensation Committethe Board of Directors shall not be deemed ‘ttitig material” or to be "filed" with
the Securities and Exchange Commission, nor shal snformation be incorporated by reference inty &uture filing under the Securities
Act of 1933 or Securities Exchange Act of 1934heacamended, except to the extent that the Congpauyfically incorporates it b
reference into such filing.

REPORT OF THE COMPENSATION COMMITTEE OF THE BOARD O F DIRECTORS ON EXECUTIVE COMPENSATION

From April 2000 until August 2001, the entire BoaxfdDirectors acted with respect to matters presfipgonsidered by a Compensation
Committee. In August 2001, the Board re-establish€bmpensation Committee and named William V. QastipArthur D. Levinson and
Jerome B. York as members. The Company's exectivgensation program is administered by the CongiiemsCommittee (the
"Committee"). The Committee reviews and approvedhidise salaries, bonuses, stock options and athgrensation of the executive officers
and management-level employees of the Company @méhisters the Company's stock option plans.

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

Cash Compensation

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

Bonuses

For fiscal year 2001, employees at the level afator and above were eligible for cash bonusesruhdd=Y01 Vice Presidents and Directors
Incentive Bonus Plan (theBonus Plar’). Bonus payouts are dependent upon the Comparg\wieg specific revenue, unit shipments and
profit targets in conjunction with certain speaifiperformance goals for individual business divisidSeveral divisions achieved the metrics
specified in the Bonus Plan and payments were rniimteunder. Executive officers and members of thar& were not eligible to participate
in the Bonus Plan. However, Mr. Tim Cook, Senioc&/President, Worldwide Operations, Sales, Se&ieipport received a special one-
time bonus for accepting the position of Senioré/fRresident Sales, Service & Support in additidmiggosition as Senior Vice President,
Operations and Dr. Avadis Tevanian received a paieard. No other Executive Officer received a tsoduring fiscal year 2001.
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Equity-Based Compensation

In fiscal year 2001, the cornerstone of the Com[sagyecutive compensation program was edodgtyed compensation, principally in the fc
of stock options. Stock options provide an oppatyuto attract, motivate and retain high qualitymayees and executive officers while
promoting the success of the Company's businesstyEgwards are typically based on industry suryeyarket conditions, each officer's
individual performance and achievements, futurpaasibility and promotion, the number of unvestptans held by each individual at the
time of grant and the number of above market optlegld by the individual. In fiscal year 2001, axtee officers were eligible to receive
grants of stock options under the 1998 Executiviic@f Stock Plan (1998 Plan"). In addition, executive officers were eligibke participate
in the Company's Employee Stock Purchase Plan.

During fiscal year 2001, all of the Company's exireuofficers, excluding Mr. Jobs received stockiap grants under the 1998 Plan. The
options granted under the 1998 Plan were at arcisegprice equal to the fair market value of then@wn Stock on the date of grant and
generally vest in annual increments over a four-peaiod after grant, subject to the participaotetinued employment with the Company.
However, the options granted to Mr. Johnson vest our years in sixteen equal quarterly incremeflisoptions granted under the 1998
Plan expire ten years from the date of grant urdestsorter term is provided in the option agreeroeiiie participant's employment with the
Company terminates before the end of such tenpexod.

Compensation of the Chief Executive Officer

In December 1999, in recognition of Mr. Jobs' ariging performance over the previous two and ayefs, the Board awarded Mr. Jobs a
special executive bonus in the form of a Gulfstraaairplane. The Board delivered the plane to Mbslduring fiscal 2001. Accordingly, the
amounts paid during fiscal year 2001 towards thretlpase of the plane and the tax assistance assbeiéth the transfer of the plane wi



reported as income to Mr. Jobs. Mr. Jobs will cmndi to receive a salary of $1 per year for theisesvhe performs as the Company's Chief
Executive Officer.

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

Members of the Compensation Committee
William V. Campbell Arthur D. Levinsor Jerome B. Yorl
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PART IV

Item 14. Exhibits

@)
Items Filed as Part of Report:
1.
Financial Statements
The financial statements of the Company as sdt forthe Index to Consolidated Financial Statemanter Part Il, Iltem 8 of
this Form 10-K are hereby incorporated by reference
2.
Exhibits
The exhibits listed under Iltem 14(b) are filed ag jof this Form 10-K.
*
Notes appear on pages 82-83.
(b) N
Exhibits
Exhibit
Number Notes* Description
2 97/1Q Agreement and Plan of Merger Among Apple Computer,, Blackbird Acquisition Corporation and
NeXT Software, Inc., dated as of December 20, 1
3.1 88-S3 Restated Articles of Incorporation, filed with tBecretary of State of the State of California on
January 27, 198t
3.2 00/3Q Amendment to Restated Articles of Incorporatiolediwith the Secretary of State of the State of
California on May 4, 200(
3.3 00/3Q By-Laws of the Company, as amended through Augus2aen.
4.2 94/2Q Indenture dated as of February 1, 1994, betwee@tmepany and Morgan Guaranty Trust Company of

New York (the Indenture™



4.3 94/2Q Supplemental Indenture dated as of Fepial 994, among the Company, Morgan GuarantytTrus
Company of New York, as resigning trustee, and@itk, N.A., as successor trust
4.4 94/2Q Officers' Certificate, without exhibits, pursuaat$ection 301 of the Indenture, establishing thmseof
the Company's 6 1/2% Notes due 2(
4.5 94/2Q Form of the Company's 6 1/2% Notes due 2!
4.8 96-S3/A Registration Rights Agreement, dated June 7, 188@hg the Company and Goldman, Sachs & Co. and
Morgan Stanley & Co. Incorporate
4.9 97K Certificate of Determination of Preferences of &k NonVoting Convertible Preferred Stock of Apy
Computer Inc
10.A1  93/3Q** 1981 Stock Option Plan, as amenc
10.A3 91K** Apple Computer, Inc. Savings and Investment Plammended and restated effective as of October 1,
1990.
10.A.3-1 92K** Amendment of Apple Computer, Inc. Savings and Itmest Plan dated March 1, 19¢
10.A.3-2 97/2Q** Amendment No. 2 to the Apple Computer, Inc. Saviaigd Investment Pla
10.A5 98/1Q** 1990 Stock Option Plan, as amended through NoveB\HE®97.
80
10.A6 97K** Apple Computer, Inc. Employee Stock Purchase Rlsmmended through May 3, 20
10.A.8 91K** Form of Indemnification Agreement between the Regig and each officer of the Registre
10.A.43 97/2Q** NeXT Computer, Inc. 1990 Stock Option Plan, as atedr
10.A.49 00/3Q** 1997 Employee Stock Option Plan, as amended thrdugé 13, 200!
10.A.50 98/2Q** 1997 Director Stock Option Pl¢
10.A.51 00/3Q** 1998 Executive Officer Stock Plan, as amended dircApril 19, 2001
10.B8 91-8K-8 Participation in the Customer Design Center byRkgistrant dated as of September 30, 1991 between
IBM and the Registran
10.B9 91-8K-9 Agreement for Purchase of IBM Products (Originalilpgnent Manufacturer) dated as of September 30,
1991 between IBM and the Registre
10.B12 92K Microprocessor Requirements Agreement dated Jar8iary992 between the Registrant and
Motorola, Inc.
10.B.16 96/3Q Fountain Manufacturing Agreement dated May 31, 1988veen Registrant and SCI Systems,
10.B17 97K Preferred Stock Purchase Agreement, dated as aighig 1997, between Apple Computer, Inc. and
Microsoft Corporation
21 Subsidiaries of the Compar
23.1 Consent of KPMG LLP

*%

Notes appear on pages 82-83.

Represents a management contract or compensagoryphrrangemel
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NOTES

88K Incorporated by reference to Exhibit 10.22hte Company's Annual Report on Form 10-K for ikedl year
ended September 30, 1988 (the "1988 For-K").

88-S3 Incorporated by reference to Exhibit 4.1 to the @any's Registration Statement on Form S-3 (file33:23317)
filed July 27, 1988

88K-10.1 Incorporated by reference to Exhibit 10.1 to th88 8orm 10-K. Confidential treatment as to certantions of
these agreements has been grar

89-8A Incorporated by reference to Exhibit 1 to the ComypmRegistration Statement on Form 8-A filed with
Securities and Exchange Commission on May 26, 1

90/2Q Incorporated by reference to Exhibit 3.2 to the @any's Quarterly Report on Form 10-Q for the quasteled
March 30, 1990

91K Incorporated by reference to the exhibit of thanber in the Company's Annual Report on Form 104klie
fiscal year ended September 27, 1991 (the "199tn Ag-K").

91-8K-7 Incorporated by reference to Exhibit 7 to the Oeta®91 Form -K.

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

91-8K-9 Incorporated by reference to Exhibit 9 to the Oeta1991 Form -K.

92K Incorporated by reference to the exhibit of thanber in the Company's Annual Report on Form 104kilie
fiscal year ended September 25, 1992 (the "199&1A6-K").

93K-10.A.15 Incorporated by reference to Exhibit 10.A.15 to 1883 Form 1-K.

93/3Q Incorporated by reference to Exhibit 10.A.1 to @@mpany's Quarterly Report on Form 10-Q for thertgua
ended June 25, 199

94/2Q Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report on Form 1fo+Ghe
quarter ended April 1, 199

96/1Q Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report on Form 1fe+Ghe
quarter ended December 29, 1¢

96/2Q Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report on Form 1fo+@he
quarter ended March 29, 19¢

96/3Q Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report on Form 1fo+Ghe

quarter ended June 28, 19

96-S3/A-4.1.1, -4.2.1, - Incorporated by reference to the exhibit 4.1, 4.3, and 4.8, respectively, in the Company's Regish
4.3.1,-4.8 Statement on Form-3/A (file no. 33-10961) filed October 30, 199

96K Incorporated by reference to the exhibit of thanber in the Company's Annual Report on Form 104kilie
fiscal year ended September 27, 1996 (the "19961A6-K").

97/1Q Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report on Form 1fe+G@he
quarter ended December 27, 1¢

97/2Q Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report on Form 1fo+@he
quarter ended March 28, 19¢
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97/3Q Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report on Form 1fe+G@he
quarter ended June 27, 19



97K Incorporated by reference to the exhibit of thanber in the Company's Annual Report on Form 104kilie
fiscal year ended September 26, 1997 (the "199m Ag-K").

98/1Q Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report on Form 1fe+G@he
quarter ended December 26, 19

98/2Q Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report on Form 1fo+@he
quarter ended March 27, 19¢

99/2Q Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report on Form 1fe+Ghe
quarter ended March 27, 19¢

99/3Q Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report on Form 1fo+@he
quarter ended June 26, 19

99K Incorporated by reference to the exhibit of thanber in the Company's Annual Report on Form 104klie
fiscal year ended September 25, 1999 (the "199eAg-K").

00/3Q Incorporated by reference to the exhibit of thanber in the Company's Quarterly Report on Form 1fe+G@he
quarter ended July 1, 20C
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Regiisthas duly caused this report to be
signed on its behalf by the undersigned, theredutyp authorized, this 19th day of December 2001.

APPLE COMPUTER, INC

By: /s/ FRED D. ANDERSON

Fred D. Anderson
Executive Vice President and
Chief Financial Officel

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

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

Name Title Date

/s/ STEVEN P. JOBS Chief Executive Officer and Director

(Principal Executive Officer) December 19, 2001

STEVEN P. JOB¢

/sl FRED D. ANDERSON Executive Vice President and Chief
Financial Officer (Principal Financial December 19, 2001
FRED D. ANDERSON Officer)

/s/ WILLIAM V. CAMPBELL
Director December 19, 2001

WILLIAM V. CAMPBELL



/sl MILLARD S. DREXLER

MILLARD S. DREXLER Director December 19, 2001
/s/ LAWRENCE J. ELLISON
Director December 19, 2001
LAWRENCE J. ELLISON
/s/ ARTHUR D. LEVINSON
Director December 19, 2001
ARTHUR D. LEVINSON
/s/ JEROME B. YORK
Director December 19, 2001
JEROME B. YORK
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Exhibit 21
SUBSIDIARIES OF
APPLE COMPUTER, INC*

Jurisdiction
Name of Incorporation
Apple Computer Inc. Limite: Ireland
Apple Computer Limitec Ireland
Apple Computer Internation Ireland
Apple Japan Inc Japar
Apple Computer B.V Netherlands
Apple Computer (UK) Limitec United Kingdom
ACI Real Properties Inc United State:

Pursuant to Item 601(b)(21)(ii) of Regulation Sthe names of other subsidiaries of Apple Compurer,are omitted because,
considered in the aggregate, they would not cansta significant subsidiary as of the end of tearycovered by this report.
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Exhibit 23.1

CONSENT OF KPMG LLP

The Board of Directors
Apple Computer, Inc.

We consent to incorporation by reference in théstegfion statements (Nos. 2-70449, 2-77563, 2-8589-00866, 33-23650, 33-31075, 33-
40877, 33-47596, 33-57092, 33-57080, 33-53873,379, 33-53895, 33-60279, 33-60281, 333-07437,Z8339, 333-23725, 333-60455,
333-82603, 333-93471, 333-37012, 333-52116, 33346HB~d 333-70506) on Forms S-8 and registratidersints (No. 33-23317, 33-
29578, 33-62310, 333-10961, 333-28191) on FormsaBd3(Nos. 333-10961 and 333-28191) on Forms Se8Apple Computer, Inc. of our
report dated October 16, 2001, relating to the clideted balance sheets of Apple Computer, Inc.satbidiaries as of September 29, 2001
and September 30, 2000, and the related consdlidtdaéements of operations, shareholders' equitycash flows for each of the years en
September 29, 2001, September 30, 2000, and Sept@h5p1999, respectively, and the related scheddiieh report appears in the
September 29, 2001 annual report on Form 10-K gfiédg@omputer, Inc.

KPMG LLP
Mountain View, California
December 19, 200
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