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PART I. FINANCIAL INFORMATION
Iltem 1. Financial Statements

APPLE COMPUTER, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (audited)

(in millions, except share and per share amounts)

Three Months Ended

Six Months Ended

March 26, 2005 March 27, 2004 March 26, 2005 March 27, 2004
Net sales $ 324: % 1,90¢ 6,73 3,91¢
Cost of sales 2,27¢ 1,37¢ 4,76¢ 2,84¢
Gross margin 968 53C 1,96¢ 1,06¢
Operating expense
Research and developmt 12: 242 242
Selling, general, and administrati 447 34k 917 68¢
Restructuring costs — 10 — 10
Total operating expenses 56€ A7¢€ 1,15¢ 94(
Operating income 402 52 80t 12¢
Other income and expens
Gains on no-current investment — — — 4
Interest and other income, net 33 12 59 21
Total other income and expense 33 12 59 25
Income before provision for income tay 43t 64 864 151
Provision for income taxes 14E 18 27¢ 42
Net income $ 29C $ 46 58t 10¢
Earnings per common sha
Basic $ 03¢ $ 0.0¢ 0.7: 0.1t
Diluted $ 034 $ 0.0€ 0.6¢ 0.1t
Shares used in computing earnings per share (us#muls)
Basic 808,17 730,69: 798,60: 727,79t
Diluted 857,01: 756,46( 848,55! 750,33t

See accompanying notes to condensed consolidaiucial statements.
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APPLE COMPUTER, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS (Unaudited)

(in millions, except share amounts)

ASSETS:

Current asset:
Cash and cash equivalel
Shor-term investment
Accounts receivable, less allowances of $51 and &&pectively
Inventories
Deferred tax asse
Other current asse
Total current asse
Property, plant and equipment, |
Goodwill
Acquired intangible asse
Other asset
Total asset

LIABILITIES AND SHAREHOLDERS EQUITY:

Current liabilities:
Accounts payabl
Accrued expense
Total current liabilities
Non-current liabilities
Total liabilities

Commitments and contingenci

Shareholder equity:
Common stock, no par value; 1,800,000,000 shartt®ared; 823,136,748 and 782,887,2
shares issued and outstanding, respect
Deferred stock compensati
Retained earning
Accumulated other comprehensive income (1
Total shareholde’ equity

Total liabilities and sharehold¢ equity

See accompanying notes to condensed consolidaiucfal statements.
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March 26, 2005

September 25, 2004

$ 2,25, $ 2,96¢
4,80¢ 2,49F

88¢ 774

164 101

297 231

601 48t

9,007 7,05¢

742 707

80 80

33 17

24¢ 191

$ 10,11 $ 8,05(
$ 1,77 $ 1,451
1,57¢ 1,20(

3,357 2,651

372 323

3,72¢ 2,977

3,19t 2,514

(70) (93

3,25¢ 2,67(

6 (15)

6,38¢ 5,07¢

$ 10,11 $ 8,05(




APPLE COMPUTER, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (audited)

(in millions)
Six Months Ended
March 26, 2005 March 27, 2004
Cash and cash equivalents, beginning of the pi $ 296¢ $ 3,39¢
Operating Activities
Net income 58E 10¢
Adjustments to reconcile net income to cash geedry operating activitie!
Depreciation, amortization, and accret 82 69
Stock based compensation expe 20 13
Provision for (benefit from) deferred income ta 13 (4)
Tax benefit from stock optior 27¢ 12
Loss on disposition of property, plant, and equipt 4 —
Gains on no-current investment — (4)
Changes in operating assets and liabilit
Accounts receivable, n (119 181
Inventories (63) (7
Other current asse (11€) ()]
Other asset (56) (25)
Accounts payabl 32z (169
Other liabilities 35¢ 11€
Cash generated by operating activi 1,311 28C
Investing Activities;
Purchases of she-term investment (5,309 (97€)
Proceeds from maturities of sk-term investment 2,75 66C
Proceeds from sales of st-term investment 242 52
Proceeds from sales of r-current investmenti — 5
Purchases of property, plant, and equipn (107) (79
Other (19 12
Cash used for investing activiti (2,437) (32€)
Financing Activities:
Payment of lon-term debt — (300
Proceeds from issuance of common si 40€ 10€
Cash generated by (used for) financing activ 40€ (192)
Decrease in cash and cash equival (715) (238
Cash and cash equivalents, end of the pe $ 2,25¢  $ 3,15¢
Supplemental cash flow disclosur
Cash paid for intere: $ — 3 10
Cash paid for income taxes, 1 $ 47 % 15

See accompanying notes to condensed consolidaigucial statements.
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APPLE COMPUTER, INC.
Notes to Condensed Consolidated Financial Statentemaudited)
Note 1 — Summary of Significant Accounting Policies

Apple Computer, Inc. and its subsidiaries (the Cany) designs, manufactures and markets personglutens and related software, servii
peripherals and networking solutions. The Compalay designs, develops and markets a line of plertiigital music players along with
related accessories and services including theeulistribution of third-party music and audio beokThe Company sells its products
worldwide through its online stores, its own resddres, its direct sales force and third-party lesalers, resellers and value added resellers.
In addition to its own hardware, software and pegijal products, the Company sells a variety ofitparty hardware and software products
through its online and retail stores. The Compsalis to education, consumer, creative professidmeliness and government customers.

Basis of Presentation and Preparation

The accompanying condensed consolidated finantsitdraents include the accounts of the Companyrdamepany accounts and transactions
have been eliminated. The preparation of thesears®tl consolidated financial statements in contgrmith U.S. generally accepted
accounting principles requires management to matimates and assumptions that affect the amouptstesl in these condensed
consolidated financial statements and accompamyatgs. Actual results could differ materially frdhose estimates. Interim information is
unaudited; however, in the opinion of the Compamyanagement, all adjustments of a normal recumatgre necessary for a fair statement
of interim periods presented have been includdue résults for interim periods are not necessardicative of results to be expected for the
entire year. Certain prior year amounts in theselensed consolidated financial statements and tioéeeto have been reclassified to
conform to the current period’s presentation.

These condensed consolidated financial statemadta@ompanying notes should be read in conjungtitinthe Company’s annual
consolidated financial statements and the notestilvéor the fiscal year ended September 25, 20@yded in its Annual Report on

Form 10-K for the year ended September 25, 20@12894 Form 10-K). Unless otherwise stated, refmemo particular years or quarters
refer to the Company’s fiscal years ended in Sep&rrand the associated quarters of those fiscasyea

Common Stock Split
On February 28, 2005, the Company effected a twapii@ stock split to shareholders of record asetir&ary 18, 2005. All share and per
share information have been retroactively adjusia@flect the stock split.

Research and Development

Research and development costs are expensed adhddevelopment costs of computer software tede, leased or otherwise marketed
are subject to capitalization beginning when a pobd technological feasibility has been established ending when a product is available
for general release to customers pursuant to Seateaf Financial Accounting Standards (SFAS) Ng.@@mputer Software to be Sold,
Leased, or Otherwise Market. In most instances, the Company’s products aeaseld soon after technological feasibility has been
established; therefore, costs incurred subseqoearthievement of technological feasibility are Ulyuaot significant, and generally all
software development costs have been expensed.

In the fourth quarter of 2004, the Company beganriring substantial development costs associatddthe latest version of Mac OS X
(code-named “Tiger”) subsequent to achievemengdinological feasibility as evidenced by public destration in August 2004 and the
subsequent release of a developer beta versidregfrobduct. Therefore, during the second quartéifiest quarter of 2005 and the fourth
quarter of 2004, the Company capitalized approxafget14.7 million, $14.8 million and $4.5 milliorespectively, of costs associated with
the development of Tiger. Amortization of thisetst® cost of sales will commence when Tiger beghipping and will be recognized on a
straight-line basis over a 3 year estimated udééul The final version of the product was relehge April 2005.

During the second quarter of 2004, the Companyrimedusubstantial development costs associatedRilgMaker Pro 7 subsequent to
achievement of technological feasibility as evid=hby public demonstration and release of a deeelbeta version, and prior to the release
of the final version of the product in March 2004erefore, during




the second quarter of 2004, the Company capitaipgdoximately $2.3 million of costs associatedwtiite development of FileMaker Pro 7.
In accordance with SFAS No. 86, amortization of #héset to cost of sales began in March 2004 wiek&ker Pro 7 was shipped and is
being recognized on a straight-line basis oveyaa estimated useful life.

Stock-Based Compensation

In December 2004, the Financial Accounting Stansl&ulrd (FASB) issued SFAS No. 123 (revised 2088AS 123R)Share-Based
Paymen, that addresses the accounting for share-basedeguayransactions in which an enterprise receivgs®@yee services in exchange
for (a) equity instruments of the enterprise orli@bilities that are based on the fair value & #mterprise’s equity instruments or that may be
settled by the issuance of such equity instrume8fAS 123R eliminates the ability to account fuaurg-based compensation transactions
using the intrinsic value method under Accountimgétples Board (APB) Opinion No. 2Bccounting for Stock Issued to Employgasd
generally would require instead that such transastbe accounted for using a fair-value-based refitee Company is currently evaluating
SFAS 123R to determine which fair-value-based maddltransitional provision it will follow upon agtion. The options for transition
methods as prescribed in SFAS 123R include eitteermodified prospective or the modified retrospectnethods. The modified prospective
method requires that compensation expense be estéod all unvested stock options and restrictedlsas the requisite service is rendered
beginning with the first quarter of adoption, whilee modified retrospective method would record pensation expense for stock options
restricted stock beginning with the first periodteded. Under the modified retrospective methoidy periods may be restated either as of the
beginning of the year of adoption or for all pesqatesented. SFAS 123R will be effective for tleenpany beginning in its first quarter of
fiscal 2006. Although the Company will continueetealuate the application of SFAS 123R, managemsqraats adoption to have a material
impact on its results of operations.

The Company currently measures compensation expenigs employee stock-based compensation plaimg dke intrinsic value method
prescribed by APB Opinion No. 25. The Company &lhe disclosure provisions of SFAS No. 1&&;ounting for Stock-based
Compensationas amended by SFAS No. 14&counting for Stock-based Compensation — Tramséitd Disclosuras if the fair-value-
based method had been applied in measuring contpemsapense. Under APB Opinion No. 25, when thereise price of the Company’s
employee stock options equals the market priceefihderlying stock on the date of the grant, nomensation expense is recognized.

As required under SFAS No. 123, the pro forma ésfe€ stock-based compensation on net income amihga per common share for
employee stock options granted and employee stoathpse plan share purchases have been estimakbeddatte of grant and beginning of
the period, respectively, using a Black-Scholegooppricing model. For purposes of pro forma disol@s, the estimated fair value of the
options and shares is amortized to pro forma reeinre over the options’ vesting period and the shalan period.
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The Company’s pro forma information for the threel aix month periods ended March 26, 2005 and M2arct2004 follows (in millions,
except per share amounts):

Three Six
Months Ended Months Ended
3/26/05 3/27/04 3/26/05 3/27/04

Net income- as reporte: $ 29C % 46 $ 58t $ 10¢
Add: Stock-based employee compensation expense

included in reported net income, net of 9 6 18 13
Deduct: Stock-based employee compensation expen

determined under the fair-value-based method for i

awards, net of ta (27) (34) (56) (70)
Net income- pro forma $ 27z $ 18 $ 547 $ 52
Net income per common shé- as reportel

Basic $ 0.3 $ 0.0¢ $ 0.7 $ 0.1¢

Diluted $ 034 % 0.0¢ $ 0.6¢ $ 0.1¢
Net income per common sheé- pro forma

Basic $ 032 % 0.0z $ 0.6¢ $ 0.07

Diluted $ 03z $ 0.0z $ 0.6/ $ 0.07

Earnings Per Share

Basic earnings per common share is computed bgidiyincome available to common shareholders bywhighted-average number of
shares of common stock outstanding during the gebBduted earnings per common share is computediligling income available to
common shareholders by the weighted-average nudailstrares of common stock outstanding during thi@encreased to include the
number of additional shares of common stock thatlvbave been outstanding if the dilutive potergizres of common stock had been
issued. The dilutive effect of outstanding optiarestricted stock and restricted stock units ikeotéd in diluted earnings per share by
application of the treasury stock method. Undertthasury stock method, an increase in the faiketaalue of the Company’s common
stock can result in a greater dilutive effect frooistanding options, restricted stock and resttisteck units. Additionally, the exercise of
employee stock options and the vesting of resttisteck and restricted stock units can resultgnester dilutive effect on earnings per share.

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

Three Six
Months Ended Months Ended
3/26/05 3/27/04 3/26/05 3/27/04
Numerator (in millions)
Net income $ 29C $ 46 $ 58t $ 10¢
Denominator
Weighted averagshares outstanding, excluding unves
restricted stocl 808,17: 730,69: 798,60: 727,79¢
Effect of dilutive options, restricted stock unétsd
restricted stocl 48,83¢ 25,76¢ 49,95! 22,54(
Denominator for diluted earnings per share 857,01: 756,46( 848,55: 750,33¢
Basic earnings per share $ 03¢ $ 0.06 $ 0.7¢ $ 0.1fF
Diluted earnings per share $ 034 $ 0.0¢ $ 0.6¢ $ 0.1




Potentially dilutive securities, including stocktioms, restricted stock units, and restricted ste@lacquire approximately 0.9 million and 1
million shares of common stock for the three momthded March 26, 2005 and March 27, 2004, respegfignd 1.1 million and 18.6 millic
shares of common stock for the six months endedtiviaé, 2005 and March 27, 2004, respectively wrectuded from the computation of

diluted earnings per share for these periods bedhesr effect would have been antidilutive.

Note 2 — Financial Instruments
Cash, Cash Equivalents and Short-Term Investments

The following table summarizes the fair value af tbompany’s cash and available-for-sale secutiéd in its short-term investment
portfolio, recorded as cash and cash equivalendbant-term investments as of March 26, 2005 ande®eber 25, 2004 (in millions):

3/26/05 9/25/04
Cash $ 165 $ 20C
U.S. Treasury and Agency securit 3 87
U.S. corporate securiti¢ 1,25¢ 1,79t
Foreign securities 831 887

Total cash equivalents 2,08¢ 2,76¢
U.S. Treasury and Agency securit 87C 1,08(
U.S. corporate securitit 3,272 1,352
Foreign securities 661 63
Total short-term investments 4,80: 2,49t
Total cash, cash equivalents, and short-term invests $ 7,057 $ 5,46¢

The Company'’s short-term investment portfolio cetssof investments in U.S. Treasury and Agencyritées) U.S. corporate securities, and
foreign securities. The Company’s U.S. corporateigges consist primarily of commercial paper té®ates of deposit, time deposits and
corporate debt securities. Foreign securities svpsimarily of foreign commercial paper, certifiea of deposit and time deposits with fore
institutions, most of which are denominated in W&llars. The Company had net unrealized losseégfriaxes, of $5.8 million on its
investment portfolio, approximately half of whiokdlated to investments with stated maturities of tban one year, as of March 26, 2005. As
of September 25, 2004, the Company had net uneebllasses, net of taxes, of $4 million on its inrent portfolio, primarily related to
investments with stated maturities of less thanyaes. The Company occasionally sells shen investments prior to their stated maturit
No material gains or losses were recognized orsanii sales during the three and six month perindimg March 26, 2005 or March 2

2004.

As of March 26, 2005 and September 25, 2004, $32ibmand $180 million, respectively, of the Conmgas investment portfolio that was
classified as short-term investments had matunitieging from 1 to 5 years. The remainder of then@any’s short-term investments had
underlying maturities between 3 and 12 months.

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 forecastedmee and cost of sales. From time to time, the 2o enters into interest rate derivative
agreements to modify the interest rate profileestain investments and debt. The Company’s acaogipiblicies for these instruments are
based on whether the instruments are designateedag or non-hedge instruments. As of the endeofitst six months of 2005, the general
nature of the Company’s risk management activéies the general nature and mix of the Compadgrivative financial instruments have
changed materially from the end of fiscal 2004.

Foreign Exchange Risk Managem
The Company may enter into foreign currency forwemd option contracts with financial institutiolsprotect against foreign exchange risk
associated with existing assets and liabilitiestae firmly committed transactions and
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forecasted future cash flows. Generally, the Comisaoractice is to hedge a majority of its existimgterial foreign exchange transaction
exposures. However, the Company may not hedgeircéot@ign exchange transaction exposures due naaiteriality, prohibitive economic
cost of hedging particular exposures, or limitedibility of appropriate hedging instruments.

Accounting for Derivative Financial Instrumer

The Company accounts for all derivatives at falugaDerivatives that are not hedges are adjustéairt value through income. If the
derivative is a hedge, depending on the naturbeohedge, changes in fair value will either beaiféggainst the change in fair value of the
hedged assets, liabilities, or firm commitmentstigh earnings, or recognized in other comprehensaame until the hedged item is
recognized in earnings. As of March 26, 2005, tbenany had a net deferred gain associated withftmsthedges of approximately $3.8
million net of taxes, substantially all of whichdgpected to be reclassified to earnings by theoémige fourth quarter of fiscal 2005.

Note 3 — Condensed Consolidated Financial StatemeBetails (in millions)

Inventories
3/26/05 9/25/04
Purchased parts $ 1% 1
Finished goods 162 10C
Total inventories $ 164 $ 101
Other Current Assets
3/26/05 9/25/04
Vendor non-trade receivables $ 354 $ 27¢
Other current assets 247 20¢
Total other current assets $ 601 $ 48k
Property, Plant, and Equipment, Net
3/26/05 9/25/04
Land and buildings $ 354 $ 351
Machinery, equipment, and inter-use softwar: 46C 422
Office furniture and equipme 82 79
Leasehold improvements 474 44€
1,37( 1,29¢
Accumulated depreciation and amortization (62¢€) (597
Total property, plant, and equipment, net $ 74z $ 707
Other Assets
3/26/05 9/25/04
Non-current deferred tax assets $ 88 $ 86
Capitalized software development costs, 48 25
Other assets 118 80
Total other assets $ 24¢ $ 191
Accrued Expenses
3/26/05 9/25/04
Deferred revenue - current $ 427 $ 342
Accrued marketing and distributic 18€ 147
Accrued compensation and employee ben 164 134
Accrued warranty and related co 154 10t
Other current liabilities 64¢ 472
Total accrued expenses $ 157¢ $ 1,20(




Non-current Liabilities

3/26/05 9/25/04
Deferred revenue - non-current $ 231 $ 202
Deferred tax liabilities 132 113
Other non-current liabilities 10 8
Total non-current liabilities $ 372 % 323
Interest and Other Income, Net
Three Months Ended Six Months Ended
3/26/05 3/27/04 3/26/05 3/27/04
Interest income $ 39 $ 15 $ 67 $ 29
Interest expense — (1) — ©)]
Other income (expense), net (6) (2 (8) (5)
Interest and other income, net $ 33 $ 12 $ 59 $ 21

Note 4 — Restructuring Actions

2004 Restructuring Actions

The Company recorded total restructuring chargegppfoximately $23 million during the year endegt®mber 25, 2004, including
approximately $14 million in severance costs, $bilfion in asset impairments, and a $3.5 millioraaye for lease cancellations. Of the $23
million charge, $18.4 million had been utilized the end of the second quarter of 2005, with theareimg $4.6 million consisting of $1.5
million for employee severance benefits and $3lianifor lease cancellations. These actions veiult in the termination of 485 positions,
441 of which had been terminated prior to the efrti® second quarter of 2005.

The following table summarizes activity associatéith restructuring actions initiated during fis@l04 (in millions):

Employee

Severance Asset Lease

Benefits Impairments Cancellations Totals
Total charge $ 14C $ 5t $ 3t §$ 23.C
Total spending through March 26, 2005 (12.0 — (0.4) (12.9
Total non-cash items — (5.2 — (5.2
Adjustments (0.5 0.9 — (0.9
Accrual at March 26, 2005 $ 15 % — % 31 $ 4.6

2003 Restructuring Actions

The Company recorded total restructuring chargegppfoximately $26.8 million during the year en@sptember 27, 2003, including
approximately $7.4 million in severance costs, # $8illion charge to write-off deferred compensati$7.1 million in asset impairments and
a $7.3 million charge for lease cancellations.@f$26.8 million charge, all had been utilized Iy €nd of the second quarter of 2005, except
for approximately $2.3 million related to operatiegse costs on abandoned facilities.
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The following table summarizes activity associatétth restructuring actions initiated during fis€03 (in millions):

Employee Deferred

Severance Compensation Asset Lease

Benefits Write -off Impairments Cancellations Totals
Total charge $ 74 $ 5C $ 71 $ 72 % 26.¢
Total spending through March 26, 2C (7.9) — — (4.5 (12.9
Total non-cash items — (5.0 (7.2 — (12.7)
Adjustments 0.5 — — (0.5 —
Accrual at March 26, 2005 $ — $ — $ — $ 22 $ .2

Note 5 — Shareholders’ Equity

Preferred Stock

The Company has 5 million shares of authorizedeprel stock, none of which is outstanding. Undertéims of the Company’s Restated
Articles of Incorporation, the Board of Directossduthorized to determine or alter the rights,qrexices, privileges and restrictions of the
Company’s authorized but unissued shares of pexfestock.

Stock Repurchase Plan

In July 1999, the Company’s Board of Directors autted a plan for the Company to repurchase up@3$nillion of its common stock.
This repurchase plan does not obligate the Comfmmagquire any specific number of shares or acalisges over any specified period of
time. The Company has not engaged in any tramgecto repurchase its common stock since fiscaB28ihce inception of the stock
repurchase plan, the Company had repurchased @tdta.2 million shares at a cost of $217 millidine Company was authorized to
repurchase up to an additional $283 million otidsnmon stock as of March 26, 2005.

Comprehensive Income

Comprehensive income consists of two componentsnoeme and other comprehensive income. Other cehgmsive income refers to
revenue, expenses, gains and losses that undeafigmaecepted accounting principles are recordedraelement of shareholders’ equity but
are excluded from net income. The Company'’s otbergrehensive income consists of foreign curreraydiation adjustments from those
subsidiaries not using the U.S. dollar as theicfiomal currency, unrealized gains and losses aketable securities categorized as available-
for-sale, and net deferred gains and losses oaiceatérivative instruments accounted for as cash fiedges.

The following table summarizes components of totethprehensive income, net of taxes, during theethral six-month periods ended
March 26, 2005, and March 27, 2004 (in millions):

Three Six
Months Ended Months Ended
3/26/05 3/27/04 3/26/05 3/27/04
Net income $ 29C $ 446 $ 58t $ 10¢
Other comprehensive incorr

Net change in unrealized derivative gains/lo: 17 22 8 14

Change in foreign currency translation 7 2 15 12

Net change in unrealized investment gains/losses @ 1 2 2
Reclassification adjustment for investment gaircduded in net

income — — — (3)

Total comprehensive income $ 29¢ 3 67 $ 60€ 3 134
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The following table summarizes activity in othermgarehensive income related to derivatives, neaxds, held by the Company during the
three and six-month periods ended March 26, 20 March 27, 2004 (in millions):

Three Six
Months Ended Months Ended
3/26/05 3/27/04 3/26/05 3/27/04
Change in fair value of derivativ: $ 4 % 13 8% a7)
Adjustment for net losses realized and includedgdhincome 13 21 16 31
Change in unrealized derivative gains/losses $ 17 $ 22 $ 8 % 14

The following table summarizes the components ofiawlated other comprehensive income (loss), neba@s (in millions):

As of As of

3/26/05 9/25/04
Unrealized losses on available-for-sale securities $ ®) $ 4
Unrealized gains (losses) on derivative investments 4 (4)
Cumulative foreign currency translation 8 (7)
Accumulated other comprehensive income (loss) $ 6 $ (15

Note 6 — Employee Benefit Plans

2003 Employee Stock Option Plan

The 2003 Employee Stock Option Plan (the 2003 Pfannerly the 1998 Executive Officer Plan, is amgholder approved plan that provis
for broad-based grants to all employees in additioexecutive officers and other key employeeseBam the terms of individual option
grants, options granted under the 2003 Plan gdnengbire 7 to 10 years after the grant date antegly become exercisable over a period
of 4 years, based on continued employment, witleeiannual or quarterly vesting. The 2003 Plan fisriine granting of incentive stock
options, nonstatutory stock options, restrictedlstanits, stock appreciation rights, and stock pase rights.

1997 Employee Stock Option Plan

In August 1997, the Company’s Board of Directorpraped the 1997 Employee Stock Option Plan (the73an), a non-shareholder
approved plan for grants of stock options to em@ésywho are not officers of the Company. Basedhererms of individual option grants,
options granted under the 1997 Plan generally expio 10 years after the grant date and gendratipme exercisable over a period of 4
years, based on continued employment, with eitheual or quarterly vesting. In October 2003, thenpany terminated the 1997 Employ
Stock Option Plan and cancelled all remaining wédsshares totaling 28,590,702. No new optionsbeagranted from the 1997 Plan.

1997 Director Stock Option Plan

In August 1997, the Company’s Board of Directorsfdd a shareholder approved Director Stock Oftian (DSOP) for non-employee
directors of the Company. Initial grants of 30,@@@ions under the DSOP vest in three equal instadtson each of the first through third
anniversaries of the date of grant, and subsegmmital grants of 10,000 options are fully vestegrait.

Rule 10b5-1 Trading Plans

Certain of the Company’s executive officers, inghgdMr. Timothy D. Cook, Mr. Peter Oppenheimer, Monathan Rubinstein, Dr. Bertrand
Serlet, and Dr. Avadis Tevanian, Jr., have entaredtrading plans pursuant to Rule 10b5-1(c)(1dhef Securities Exchange Act of 1934, as
amended. A trading plan is a written document pinatestablishes the amounts, prices and datesrfoufa for determining the amounts,
prices and dates) of future purchases or saldseeo€bmpany’s stock including the exercise and sagamployee stock options and shares
acquired pursuant to the Company’s employee staoth@ase plan and upon vesting of restricted stodis.u
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Employee Stock Purchase Plan

The Company has a shareholder approved employele gtiochase plan (the Purchase Plan), under whisstantially all employees may
purchase common stock through payroll deductio@spaice equal to 85% of the lower of the fair nerkalues as of the beginning and er
six month offering periods. Stock purchases unldemRurchase Plan are limited to 10% of an empleyemhpensation, up to a maximum of
$25,000 in any calendar year. The number of steuti®rized for issuance is limited to a total ehillion shares per offering period. As of
March 26, 2005, approximately 2.7 million shareseuweserved for future issuance under the Purdbizse

Subsequent Event — Employee Stock and Bonus Plans

At the Annual Meeting of Shareholders held on Agfil 2005, the Company’s shareholders approveBéhmrmance Bonus Plan, a
performance-based annual cash incentive plan éo€ttmpany’s executive officers. The shareholdess approved amendments to the 2003
Employee Stock Option Plan, including an increasthé number of shares reserved for issuance uhegian by 49 million shares. In
addition, the shareholders approved an amendmehétGompany’s Employee Stock Purchase Plan teaserthe number of shares reserved
for issuance thereunder by 2 million shares.

Stock Option Plan Activity
A summary of the Company’s stock option activitglarelated information for the six month periods@dlarch 26, 2005 and March 27,
2004 is set forth in the following table (shareshausands):

QOutstanding Options

Shares Weighted
Available Number of Average
For Grant Shares Exercise Price

Balance at 9/25/04 24,05( 110,72: $ 10.52
Options Granted (3,799 3,79¢ % 32.72
Options and Restricted Stock Units Cancelled 2,232 (2,237 $ 10.8(
Options Exercised — (38,86¢) $ 9.9¢
Plan Shares Expired (1,030 — —
Balance at 3/26/05 21,45¢ 73,42( $ 11.9¢
Balance at 9/27/0 91,66( 126,02: $ 9.54
Options Granted (32,49¢) 32,49 $ 11.07
Restricted Stock Units Granted (4,800 — —
Options Cancelled 3,35 (3,352 $ 10.2¢
Options Exercised — (10,256 $ 8.84
Plan Shares Expired (30,757) — —
Balance at 3/27/04 26,96« 14491 $ 0.97

The options outstanding as of March 26, 2005 haen lsegregated into seven ranges for additionalbdisre as follows (option amounts are
presented in thousands):

Options Outstanding Options Exercisable
Weighted-

Options Average Options Weighted

Outstanding Remaining Weighted Exercisable Average

Range of as of Contractual Life Average as of Exercise

Exercise Prices 3/26/05 in Years Exercise Price 3/26/05 Price

$0.62- $8.66 11,98¢ 4.7¢ $ 7.1€ 9,43(C $ 7.04
$8.67- $10.12 10,81¢ 5.5¢ $ 9.2¢ 9,781 $ 9.2¢
$10.13- $10.23 11,23: 6.5¢ $ 10.2( 6,721 $ 10.2C
$10.24- $10.90 13,99( 5.8t $ 10.8: 2,632 $ 10.8C
$10.91- $11.73 11,901 5.8C $ 11.3¢ 4,33¢ $ 11.4C
$11.74- $27.45 10,53 577 $ 17.4C 5,44t $ 18.97
$27.46 - $44.50 2,951 6.7t $ 36.0¢ 111 $ 30.5¢
$0.62 - $44.50 73,42( 576 $ 11.9¢ 38,46¢ ¢ 10.6€
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The Company had 4.830 million restricted stocksunittstanding as of March 26, 2005, which wereused from the options outstanding
balances in the preceding tables. None of thestaated stock units were vested as of March 2652These restricted stock units have been
deducted from the shares available for grant utfdeCompany’s stock option plans.

Note 7 — Stock-Based Compensation

The Company has provided pro forma disclosuresate M of these Notes to Condensed Consolidatedh&ieleStatements of the effect on
net income and earnings per share as if the faievaethod of accounting for stock compensationtiesh used for its employee stock op
grants and employee stock purchase plan purchBisese pro forma effects have been estimated atateeof grant and beginning of the
period, respectively, using the Black-Scholes apfiacing model.

The assumptions used for the three and six monthdseended March 26, 2005 and March 27, 2004 tlamdesulting estimates of weighted-
average fair value per share of options granted@nstock purchases during those periods are|msv&

Three Six
Months Ended Months Ended
3/26/05 3/27/04 3/26/05 3/27/04

Expected life of stock optior 3.5 year 3.5 year 3.5 year 3.5 year
Expected life of stock purchas 6 month: 6 month: 6 month: 6 month:
Interest rate - stock options 3.7(% 2.32% 3.13%-3.7(%  2.33%- 2.3t%
Interest rate - stock purchases 2.5 0.9€% 1.67%-2.5/%  0.96%- 1.1(%
Volatility - stock options 40% 40% 40% 40%
Volatility - stock purchases 41% 34% 32%- 41% 34%- 44%
Expected dividend yielc — — — —
Weighted-average fair value of options grantedrduthe

period $ 1352 $ 35C $ 109 $ 3.4¢
Weighted-average fair value of employee stock pasek

during the periot $ 73C $ 247  $ 55: $ 2.4¢

Note 8 — Commitments and Contingencies

Lease Commitments

The Company leases various equipment and facjlitietuding retail space, under noncancelable dperdease arrangements. The Company
does not currently utilize any other off-balanceeatfinancing arrangements. The major facility ésaagre for terms of 5 to 10 years and
generally provide renewal options for terms of B tadditional years. Leases for retail space aréefons of 5 to 16 years, the majority of
which are for 10 years, and often contain multiryeemewal options. As of September 25, 2004, the@my’s total future minimum lease
payments under noncancelable operating leases$8éemillion, of which $436 million related to lezssfor retail space. As of March 26,
2005, total future minimum lease payments relatdedses for retail space increased to $489 million

Accrued Warranty and Indemnifications

The Company offers a basic limited parts and latemranty on its hardware products. The basic wayrperiod for hardware products is
typically one year from the date of purchase byeth@-user. The Company also offers a 90-day baaicanty for Apple service parts used to
repair Apple hardware products. The Company prevalerently for the estimated cost that may benmclunder its basic limited product
warranties at the time related revenue is recogniZactors considered in determining appropriateusds for product warranty obligations
include the size of the installed base of prodeatsgect to warranty protection, historical and pot¢d warranty claim rates, historical and
projected cost-per-claim, and knowledge of spegifmduct failures that are outside of the Company’s
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typical experience. The Company assesses the ateqlids preexisting warranty liabilities and aslisi the amounts as necessary based on
actual experience and changes in future expectation
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The following table reconciles changes in the Comyfsmaccrued warranties and related costs forhiheetand six month periods ended
March 26, 2005 and March 27, 2004 (in millions):

Three Six
Months Ended Months Ended
3/26/05 3/27/04 3/26/05 3/27/04
Beginning accrued warranty and related c $ 13t $ 80 $ 108 $ 67
Cost of warranty claims (43) (27) (77) (48)
Accruals for product warranties 62 27 12¢€ 61
Ending accrued warranty and related costs $ 154 $ 8C $ 154 $ 80

The Company generally does not indemnify end-uskits operating system and application softwaraeg legal claims that the software
infringes third-party intellectual property righther agreements entered into by the Company soe®include indemnification provisions
under which the Company could be subject to castéom damages in the event of an infringement clagainst the Company or an
indemnified third-party. However, the Company hasbeen required to make any significant paymesgalting from such an infringement
claim asserted against itself or an indemnifieddtipiarty and, in the opinion of management, doaésawge a potential liability related to
unresolved infringement claims subject to indencatfion that would have a material adverse effedtsofinancial condition, liquidity or
results of operations. Therefore, the Company did@cord a liability for infringement costs asaither March 26, 2005 or September 25,
2004.

Contingencies

Beginning on September 27, 2001, three shareholdss action lawsuits were filed in the United &dDistrict 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 CompanyBagbyitraded common stock between July 19, 2000, September 28, 2000. The
complaints allege violations of the 1934 Securikgshange Act and seek unspecified compensatonagesnand other relief. The Company
filed a motion to dismiss on June 4, 2002, whicls Wwaard by the Court on September 13, 2002. Onrbleeell, 2002, the Court granted the
Company’s motion to dismiss for failure to stateaase of action, with leave to Plaintiffs to amémeir complaint within thirty days.
Plaintiffs filed their amended complaint on Janudty 2003, and on March 17, 2003, the Company &leabtion to dismiss the amended
complaint. The Court heard the Company’s motioduly 11, 2003 and dismissed Plaintiffs’ claims witiejudice on August 12, 2003.
Plaintiffs appealed the ruling. The Ninth CircGiburt of Appeal heard the matter on February 10524hd affirmed the District Court’s
ruling in an unpublished decision dated April 4020 Plaintiffs will not seek further review andthatter is concluded.

The Company is subject to certain other legal prdoegs and claims that have arisen in the ordinatyse of business and have not been
fully adjudicated. In the opinion of managemeng @ompany does not have a potential liability eflab any current legal proceedings and
claims that would individually or in the aggreghteve a material adverse effect on its financiadaion, liquidity or results of operations.
However, the results of legal proceedings canngitrbdicted with certainty. Should the Company tiprevail in any of these legal matters
or should several of these legal matters be redagainst the Company in the same reporting petitedpperating results of a particular
reporting period could be materially adversely ctiée.

Production and marketing of products in certaitestand countries may subject the Company to emviemtal and other regulations
including, in some instances, the requirement ¢widle customers the ability to return product atéimd of its useful life, and place
responsibility for environmentally safe disposalecycling with the Company. Such laws and regofetihave recently been passed in se
jurisdictions in which the Company operates inahgdvarious European Union member countries, Japdrtartain states within the U.:
Although the Company does not anticipate any maltadverse effects in the future based on the eatiits operations and the thrust of such
laws, there is no assurance that such existing tavfigture laws will not have a material adverde&fon the Company’s results of operations
and financial position.
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Note 9 - Segment Information and Geographic Data

In accordance with SFAS No. 1isclosures about Segments of an Enterprise anat&klnformation the Company reports segment
information based on the “management” approach.rnaeagement approach designates the internal ipoted by management for
making decisions and assessing performance agtineesof the Company’s reportable segments.

The Company manages its business primarily on grgpbic basis. The Company’s reportable operagggnents are comprised of the
Americas, Europe, Japan, and Retail. The AmeriEasmpe, and Japan reportable segments do not melctilities related to the Retalil
segment. The Americas segment includes both NarthSouth America. The Europe segment includesgearocountries as well as the
Middle East and Africa. The Japan segment incluadg Japan. The Retail segment operates Apple-oweated stores in the U.S., Japan, and
the U.K. Other operating segments include Asiafleagvhich includes Australia and Asia except fapan, and the Company’s subsidiary,
FileMaker, Inc. Each reportable geographic opegasegment provides similar hardware and softwasdymts and similar services, and the
accounting policies of the various segments arsdnee as those described in the Company’s 2004 ibONte 1, “Summary of Significant
Accounting Policies,” except as described belowtlier Retail segment.

The Company evaluates the performance of its opgraegments based on net sales. The Retail segmpenfiormance is also evaluated
based on operating income. Net sales for geogragigiments are generally based on the locatioreafubtomers. Operating income for each
segment includes net sales to third parties, rdledst of sales, and operating expenses diredtipatble to the segment. Operating income
for each segment excludes other income and expenkeertain expenses that are managed outsidg@énatimg segments. Costs excluded
from segment operating income include various c@goexpenses, manufacturing costs and variantesaheded in standard costs, income
taxes, and various nonrecurring charges. Corpergienses include research and development, cogpoketing expenses, manufacturing
costs and variances not included in standard casstspther separately managed general and administexpenses including certain
corporate expenses associated with support of ¢ét@lRegment. The Company does not include intepamy transfers between segment:
management reporting purposes. Segment assetslexayporate assets. Corporate assets includestaststerm and longerm investment:
manufacturing facilities, miscellaneous corporafeaistructure, goodwill and other acquired intahgidssets, and retail store construction-in-
progress that is not subject to depreciation. Exfmthe Retail segment, capital expenditureddag-lived assets are not reported to
management by segment. Capital expenditures bRetel segment were $16 million and $20 millionidgrthe second quarters of 2005 and
2004, respectively, and $49 million and $48 millduring the first six months of 2005 and 2004, exsipely.

Operating income for all segments, except Retailuides cost of sales at manufacturing standart] atheer cost of sales, related sales and
marketing costs, and certain general and admitiigtraosts. This measure of operating income, whicludes manufacturing profit, provic
a comparable basis for comparison between the Cayrgaarious geographic segments. Certain manufiact expenses and related
adjustments not included in segment cost of salekjding variances between standard and actuatifaaturing costs and the maul-above
standard cost for product supplied to the Retajirsent, are included in corporate expenses.

Management assesses the operating performance Betiail segment differently than it assesses pleeating performance of the Company’s
geographic segments. The Retail segment revenuepardting income is intended to depict a measumgparable to that of the Company’s
major channel partners in the U.S. operating rstailes so the Company can evaluate the Retaileaggmerformance as if it were a channel
partner. Therefore, the Company makes three sigmfiadjustments to the Retail segment for managereporting purposes that are not
included in the results of the Company’s other segs

First, the Retail segmerstoperating income includes cost of sales for Apptelucts at an amount normally charged to majannkl partner

in the U.S. operating retail stores, less the obstles programs and incentives provided to tkbs@nel partners and the Company'’s cost to
support those partners. For the second quarted@d and 2004, this resulted in the recognitiondafitonal cost of sales above standard cost
by the Retail segment and an offsetting benefitiporate expenses of approximately $102 millioth 345 million, respectively. For the first
six months of 2005 and 2004, this resulted in dwagnition of additional cost of sales above steshdast by the Retail segment and an
offsetting benefit to corporate expenses of appnaxély $201 million and $97 million, respectively.
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Second, the Company’s extended warranty, suppdrsarvice contracts are transferred to the Retgilrent at the same cost as that charged
to the Company’s major retail channel partnerhiéW.S., resulting in a measure of revenue andsgrasgin for those items that is
comparable between the Company’s Retail storestes® retail channel partners. The Retail segmeatgnizes the full amount of revenue
and cost of sales of the Company’s extended watranpport and service contracts at the time &f. ®&bcause the Company has not yet
earned the revenue or incurred the costs assodidtiethe sale of these contracts, an offset tedt@mounts is recognized in other operating
segments’ net sales and cost of sales. For thedeparter of 2005, this resulted in the recognittbnet sales and cost of sales by the Retail
segment, with corresponding offsets in other ofregategments, of $21 million and $15 million, respeely. For the second quarter of 2004,
the net sales and cost of sales of extended wgrrsuppport and service contracts recognized byretail segment were $12 million and $8
million, respectively. For the first six months 2005, this resulted in the recognition of additiomet sales and cost of sales by the Retail
segment, with corresponding offsets in other ojregategments, of $41 million and $28 million, respeely. This compares to similar
adjustments to net sales and cost of sales durn{jrst six months of 2004 of $24 million and $1élion, respectively.

Third, the Company has opened seven high profileestin New York, Los Angeles, Chicago, San Frangi§okyo, Japan, Osaka, Japan,
London, England as of March 26, 2005. These higfilp stores are larger than the Company’s typietdil stores and were designed to
further promote brand awareness and provide a viemwertain corporate sales and marketing actigjtincluding corporate briefings. As
such, the Company allocates certain operating esqeeassociated with these stores to corporate timaylexpense to reflect the estimated
benefit realized Companyide. The allocation of these operating costs seHan the amount incurred for a high profile storexcess of thi
incurred by a more typical Company retail locatiBRpenses allocated to corporate marketing regultom the operations of these stores
were $7.1 million and $4.0 million in the secondagars of 2005 and 2004, respectively, and $14liiomiand $6.2 million for the first six
months of 2005 and 2004, respectively.

Summary information by operating segment followsnillions):

Three Months Ended Six Months Ended
3/26/05 3/27/04 3/26/05 3/27/04

Americas:

Net sales $ 144: $ 881 $ 3,08 $ 1,80¢

Operating incom: $ 185 % 91 $ 387 $ 20t
Europe:

Net sales $ 70t % 44¢ 3 1552 $ 96¢

Operating incom: $ 10C $ 72 % 23 % 16¢
Japan

Net sales $ 284 % 17 $ 46¢ $ 33C

Operating incomi $ 45 $ 27 $ 66 $ 48
Retail:

Net sales $ 571 $ 26€ $ 1,132 $ 53¢

Operating incom: $ 42 % 5 % 87 $ 14
Other Segments (a

Net sales $ 24C % 14C $ 50C $ 272

Operating incom: $ 25 3 24 % 62 $ 42
@ Other Segments consists of Asia-Pacific and Filetak
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A reconciliation of the Company’s segment operatirgpme to the consolidated financial statemeritevie (in millions):

Three Months Ended Six Months Ended
3/26/05 3/27/04 3/26/05 3/27/04
Segment operating incon $ 397 $ 21¢ % 83t % 47¢
Corporate expenses, net (b) 5 (157) (30) (342)
Restructuring costs — (10) — (10)
Total operating income $ 40z $ 52 $ 80t $ 12¢
(b) Corporate expenses include research and developotepbrate marketing expenses, manufacturing

and variances not included in standard costs, Hmet gseparately managed general and administrative
expenses including certain corporate expensesiatsbevith support of the Retail segment.

Note 10 — Related Party Transactions and Certain ®er Transactions

In March 2002, the Company entered into a Reimivoeset Agreement with its CEO, Mr. Steven P. Johstie reimbursement of expenses
incurred by Mr. Jobs in the operation of his prevptane when used for Apple business. The Reimimgat Agreement became effective for
expenses incurred by Mr. Jobs for Apple businesggaes since he took delivery of the plane in M@®12 The Company recognized a total
of $62,000 and $40,000 in expenses pursuant tRé¢firmbursement Agreement during the second quart&805 and 2004, respectively, and
$481,000 and $322,000 in expenses for the firstrgirths of 2005 and 2004. All expenses recognizesiyant to the Reimbursement
Agreement have been included in selling, general, aaiministrative expenses in the condensed calagetl statements of operations.
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

This section and other parts of this Form 10-Q eanforward-looking statements that involve riskslaincertainties. Forward-looking
statements can be identified by words such as ¢grgtes,” “expects,” “believes,” “plans,” “predicts” and similar terms. Forward-looking
statements are not guarantees of future performamcethe Compang’actual results may differ significantly from tlesults discussed in t
forward-looking statements. Factors that might cause slifferences include, but are not limited to, thdssussed in the subsection enti
“Factors That May Affect Future Results and Finaai¢Condition” below. The following discussion shatle read in conjunction with the
2004 Form 10-K and the condensed consolidated fimhstatements and notes thereto included elsesvimethis Form 10-Q. All information
is based on the Company’s fiscal calendar. Unl¢ksravise stated, references in this report to antr years or quarters refer to the
Company’s fiscal years ended in September anddbecsated quarters of those fiscal years. The Coiyppasumes no obligation to revise or
update any forward-looking statements for any reasxcept as required by law.

Available Information

The Company’s Annual Report on Form 10-K, Quart&éports on Form 10-Q, Current Reports on Form 8¢, amendments to reports
filed pursuant to Sections 13(a) and 15(d) of theusities Exchange Act of 1934, as amended, aréahl@on its website at
http://www.apple.com/investor when such reportsauailable on the Securities and Exchange Comnnig8&C) website. The public may
read and copy any materials filed by the Comparils thie SEC at the SEC’s Public Reference Room @tfsh Street, NW, Washington,
DC 20549. The public may obtain information on ¢tiperation of the Public Reference Room by calirggSEC at 1-800-SEC-0330. The
SEC maintains an Internet site that contains repproxy and information statements and other médion regarding issuers that file
electronically with the SEC at http://www.sec.golhe contents of these websites are not incorpiiate this filing. Further, the Comparsy’
references to the URLSs for these websites aredeigio be inactive textual references only.

Executive Overview

The Company designs, manufactures and marketsrmadrsomputers and related software, services, perghs and networking solutions.

The Company also designs, develops and marketg afiportable digital music players along withatetl accessories and services including
the online distribution of third-party music anddambooks. The Company’s products and servicesidtecthe Macintosh line of desktop and
notebook computers, the iPod digital music platrex,Xserve server and Xserve RAID storage prodagmmrtfolio of consumer and
professional software applications, the Mac OS Hrafing system, the online iTunes Music Store, i@ of peripherals that support and
enhance the Macintosh and iPod product lines, aradiaty of other service and support offeringse Gompany sells its products worldwide
through its online stores, its own retail storésgirect sales force, and third-party wholesalesellers and value added resellers. In addition,
the Company sells a variety of third-party Macimt@e®mpatible products, including computer printamd printing supplies, storage devices,
computer memory, digital video and still camerasspnal digital assistants, and various other caimgyroducts and supplies through its
online and retail stores. The Company sells to atiloic, consumer, creative professional, businedggamernment customers. A further
description of the Company’s products may be fooeldw and in Part I, Item 1 of the Company’s 20@4nk 10-K.

The Company’s business strategy leverages itd\glilirough the design and development of its operating system, hardware and many
software applications and technologies, to bringgst@ustomers around the world compelling new potsl and solutions with superior ease-
of-use, seamless integration and innovative incgstesign.

The Company participates in several highly competitnarkets, including personal computers wittMeintosh line of computers, consur
electronics with its iPod line of digital music p&s and distribution of third-party digital musfgough its online iTunes Music Store. While
the Company is widely recognized as an innovatdinénpersonal computer market as well as a leadéei emerging market for distribution
of digital music, these are highly competitive metskthat are subject to aggressive pricing aneéasgd competition. In order to remain
competitive, the Company believes that increaseestment in research and development (R&D) and etiawdk and advertising is necessary
in order to maintain and extend its position in th&rkets where it competes. The Company’s R&D dimgnis focused on delivering timely
updates and enhancements to its existing line rsopal computers, displays, operating systemsyaoétapplications and portable music
players; developing new digital lifestyle consuraad professional software applications; and inmgsith new product areas such as rack-
mount
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servers, RAID storage systems, and wireless teogied. The Company also believes that investnmemtarketing and advertising programs
is critical to increasing product and brand awassne

The Company utilizes a variety of direct and indirdistribution channels. The Company believes $hes of its innovative and
differentiated products are enhanced by knowledgesdlespersons who can convey the value of thiwsae, software and peripheral
integration, demonstrate the unique digital liféstgolutions that are available only on Macintosmputers, and demonstrate the
compatibility of the Macintosh with the Windows titam and networks. The Company further believed providing a high-quality sales
and after-sales support experience is criticattraeting and retaining customers. To ensure b-figality buying experience for its products
in which service and education are emphasizedztmpany has expanded and improved its distributagabilities by opening its own retalil
stores in the U.S. and internationally. The Conydaad 103 stores open as of March 26, 2005.

The Company also staffs selected third-party stailsthe Company’s own employees to improve thgitgiexperience through reseller
channels. The Company has deployed Apple empldyeaeseller locations around the world includihg U.S., Europe, Japan and Austre
The Company also sells to customers directly thindtggonline stores around the world.

To improve the accessibility to its iPod produatlithe Company has significantly expanded the murabdistribution points where iPods
sold. The iPod product line can be purchased itaitedepartment stores, member-only warehousesstiamge retail chains, and specialty
retail stores.

Critical Accounting Policies and Estimates

The preparation of financial statements and reldteclosures in conformity with U.S. generally gaisel accounting principles and the
Company'’s discussion and analysis of its financiaidition and results of operations require the @amy’s management to make judgments,
assumptions, and estimates that affect the amogpésted in its consolidated financial statements accompanying notes. Note 1 of the
Notes to Consolidated Financial Statements in the@an's 2004 Form 10-K describes the significant accimgnpolicies and methods used
in the preparation of the Company’s consolidatedritial statements. Management bases its estimateistorical experience and on various
other assumptions it believes to be reasonableruhdeircumstances, the results of which formithsis for making judgments about the
carrying values of assets and liabilities. Acteauits may differ from these estimates and sudhrdifices may be material.

Management believes the Compamngtitical accounting policies and estimates aosétrelated to revenue recognition, allowance éabtful
accounts, inventory valuation and exposures rekaéaventory purchase commitments, valuation ofjidived assets including acquired
intangibles, warranty costs, and income taxes. Idameent believes these policies to be critical bsedliey are both important to the
portrayal of the Company’s financial condition aedults, and they require management to make judgnaad estimates about matters that
are inherently uncertain. The Company'’s senior gament has reviewed these critical accounting jgsliand related disclosures with the
Audit and Finance Committee of the Company’s BadrDirectors.

Revenue Recognitic

Net sales consist primarily of revenue from the sdlproducts (e.g., hardware, software, music gets] and peripherals), and exten
warranty and support contracts. The Company rezegnievenue pursuant to applicable accounting atdadincluding Statement of Positi
(SOP) No. 97-2Software Revenue Recognitioms amended, and Securities and Exchange Comm{&itC) Staff Accounting Bulletin
(SAB) No. 104 Revenue Recognition.

The Company recognizes revenue when persuasiversgdf an arrangement exists, delivery has oatutie sales price is fixed or
determinable, and collection is probable. Gengralloduct is considered delivered to the custoomee it has been shipped, and title and
of loss have been transferred. For most of the Gmyip product sales, these criteria are met atirte the product is shipped. For online
sales to individuals, for some sales to educatimtamers, and for certain other sales, the Comgafers revenue recognition until the
customer receives the product because the Compgaihf retains a portion of the risk of loss onsthsales during transit. If at the outset of
an arrangement the Company determines the arramjéeeeis not, or is presumed not to be, fixedatetminable, revenue is deferred and
subsequently recognized as amounts become dueagatlp.
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The Company records reductions to revenue for estéicdhcommitments related to price protection angdstomer incentive programs,
including reseller and end-user rebates, and aiiles programs and volume-based incentives. Theated cost of these programs is
accrued as a reduction to revenue in the perio€tmpany has sold the product and committed taa. pThe Company also records
reductions to revenue for expected future prodeitirns based on the Company’s historical experidaaiire market conditions and product
transitions may require the Company to increastoousr incentive programs and incur incrementaleppiotection obligations that could
result in additional reductions to revenue at thretsuch programs are offered. Additionally, cer@istomer incentive programs require
management to estimate the number of customersmithactually redeem the incentive based on his@rexperience and the specific terms
and conditions of particular incentive programsa treater than estimated proportion of custonezteem such incentives, the Company
would be required to record additional reductiansetvenue, which could have a material adverse étnathe Company’s results of
operations.

Allowance for Doubtful Accoun

The Company distributes its products through tipiagty resellers and directly to certain educat@mmsumer, and commercial customers. The
Company generally does not require collateral fitsneustomers. However, when possible the Compaeyg dttempt to limit credit risk on
trade receivables with credit insurance for certaistomers in Latin America, Europe and Asia an@rfgnging with third-party financing
companies to provide flooring arrangements andrdtia and lease programs to the Company’s ditestoeners. These credit-financing
arrangements are directly between the third-pamgnicing company and the end customer. As suehCtimpany generally does not assume
any recourse or credit risk sharing related to@frthese arrangements. However, considerable teamvables that are not covered by
collateral, third-party flooring arrangements, ogdit insurance are outstanding with the Compadiggibution and retail channel partners.

The allowance for doubtful accounts is based onagament’s assessment of the collectibility of djiecustomer accounts and includes
consideration of the credit worthiness and finanoiendition of those specific customers. The Conypatords an allowance to reduce the
specific receivables to the amount that is readgrizddieved to be collectible. The Company alsmres an allowance for all other trade
receivables based on multiple factors includinganisal experience with bad debts, the general @enon environment, the financial condition
of the Company’s distribution channels, and theggif such receivables. If there is a deterioratiba major customer’s financial condition,
if the Company becomes aware of additional inforamatelated to the credit worthiness of a majortener, or if future actual default rates
on trade receivables in general differ from thaseently anticipated, the Company may have to adjsisllowance for doubtful accounts,
which would affect earnings in the period the atients are made.

Inventory Valuation and Inventory Purchase Commitis

The Company must order components for its prodatisbuild inventory in advance of product shipmefite Company records a write-
down for inventories of components and productduiting third-party products held for resale, whittve become obsolete or are in excess
of anticipated demand or net realizable value. Chmpany performs a detailed review of inventoryheaeriod that considers multiple fact
including demand forecasts, product life cycleustaproduct development plans, current sales leaats component cost trends. The personal
computer and consumer electronic industries argesuto a rapid and unpredictable pace of prodadt@mponent obsolescence and den
changes. If future demand or market conditionglferCompany’s products are less favorable tharcésted or if unforeseen technological
changes negatively impact the utility of componamentory, the Company may be required to recouitaxhal write-downs which would
negatively affect gross margins in the period wthenwrite-downs are recorded.

The Company accrues necessary reserves for caimmefees related to component orders that hava baecelled. Consistent with industry
practice, the Company acquires components througimdination of purchase orders, supplier contraatd open orders based on projected
demand information. These commitments typicallyezdhe Company’s requirements for periods rangiomf30 to 130 days. If there is an
abrupt and substantial decline in demand for ormaare of the Company’s products or an unanticipatexhge in technological requirements
for any of the Company'’s products, the Company beyequired to record additional reserves for cidatoen fees that would negatively
affect gross margins in the period when the caatieti fees are identified.

Valuation of Long-Lived Assets Including Acquirathhgibles
The Company reviews property, plant, and equipraadtcertain identifiable intangible assets for impant when events or changes in
circumstances indicate the carrying amount of suthsset may not be recoverable.
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Recoverability of these assets is measured by cosgpeof their carrying amount to future undiscaghtash flows the assets are expected to
generate. If such assets are considered to beneapaie impairment to be recognized in earninggbsgthe amount by which the carrying
value of the assets exceeds their fair market vallibough the Company has recognized no materiphirment adjustments related to its
property, plant, and equipment or identifiable imgiles during the past two fiscal years, exceps¢hmade in conjunction with restructuring
actions, deterioration in the Company’s business gieographic region or business segment in thieefuincluding deterioration in the
performance of individual retail stores, could léaduch impairment adjustments in future periodelich such business issues are
identified.

In accordance with SFAS No. 142podwill and Other Intangible Assetthe Company performs a review of goodwill for emmment

annually, or earlier if indicators of potential impment exist. The review of goodwill for potentialpairment is subjective and requires that:
(1) goodwill be allocated to various reporting srof the Company’s business to which it relatesti{@ Company estimate the fair value of
those reporting units to which the goodwill relatasd (3) the Company determine the book valubasé reporting units. If the estimated -
value of reporting units with allocated goodwilldstermined to be less than their book value, th@@any is required to estimate the fair
value of all identifiable assets and liabilitiestiodse reporting units in a manner similar to achase price allocation for an acquired business.
This requires independent valuation of certainrivally developed and unrecognized assets incluidipgocess research and development
developed technology. Once this process is comgleteamount of goodwill impairment, if any, candetermined.

Based on the Company’s estimates as of March 2 #tere was no impairment of goodwill. Howevermges in various circumstances
including changes in the Company’s market capgdilim, changes in the Company’s forecasts, andgasaim the Company’s internal
business structure could cause one or more of timep@ny’s reporting units to be valued differentigrieby causing an impairment of
goodwill. Additionally, in response to changeshe personal computer and consumer electronicstirelsignd changes in global or regional
economic conditions, the Company may strategigalfyfign its resources and consider restructurirgpasing, or otherwise exiting
businesses, which could result in an impairmemtroperty, plant, and equipment, identifiable intitegs, or goodwill.

Warranty Costs

The Company provides currently for the estimatest éor product warranties at the time the relamanue is recognized based on historical
and projected warranty claim rates, historical prajected cost-per-claim, and knowledge of spegifaduct failures that are outside of the
Company’s typical experience. Each quarter, the @omyg reevaluates its estimates to assess the agegfuiés recorded warranty liabilities
considering the size of the installed base of petslaubject to warranty protection, and adjustsatheunts as necessary. If actual product
failure rates or repair costs differ from estimatesisions to the estimated warranty liability iebbe required and could negatively affect the
Company’s results of operations.

Income Taxe

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

No. 109,Accounting for Income Taxeshe provision for income taxes is computed usireggasset and liability method, under which defirre
tax assets and liabilities are recognized for ttpeeted future tax consequences of temporary diffezs between the financial reporting and
tax bases of assets and liabilities, and for opeyddsses and tax credit carryforwards. Defeteaxdassets and liabilities are measured using
the currently enacted tax rates that apply to tex@mizome in effect for the years in which thosedasets are expected to be realized or
settled. The Company records a valuation allowanceduce deferred tax assets to the amount theadiesved more likely than not to be
realized. The Company is currently evaluatingreatriation provisions of the American Jobs Caathct of 2004, which, if implemented
by the Company, would affect the Company'’s tax jmion and deferred tax assets and liabilities.

Management believes it is more likely than not foa¢casted income, including income that may breegeted as a result of certain tax
planning strategies, together with the tax effethe deferred tax liabilities, will be sufficietd fully recover the remaining deferred tax
assets. In the event that all or part of the eétrded tax assets are determined not to be rbldizathe future, an adjustment to the valuation
allowance would be charged to earnings in the pgesich determination is made. Similarly, if then@any subsequently realizes deferred
tax assets that were previously determined to lbealizable, the respective valuation allowance wdnd reversed, resulting in a positive
adjustment to earnings or a decrease in goodwiliérperiod such determination is made. In aduljtibe
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calculation of tax liabilities involves significaptdgment in estimating the impact of uncertaintiethe application of complex tax laws.
Resolution of these uncertainties in a manner igsistent with management’s expectations could havaterial impact on the Company’s
results of operations and financial position.

Products

The Company offers a range of personal computindywsts including desktop and notebook personal cbeng, related devices and
peripherals, and various third-party hardware petgluln addition, the Company offers software piaid including Mac OS® X, the
Company'’s proprietary operating system softwardtierMacintosh®server software and related solutions; professiapplication software
and consumer, education and business orienteccapiph software. The Company also designs, develogsnarkets to Macintosh and
Windows users its line of iPd8l digital music players along with related accessoaied services including the online distributionihafd-
party music through the Company’s iTunes Music &gorA detailed discussion of the Company’s produtdy be found in the 2004

Form 10-K. Certain newly introduced products andfagrades to existing products are discussed helow

Mac® mini

In January 2005, the Company introduced Mac miMaa computer without a display, keyboard, or mousth a starting price of $499 and
weighing as little as 2.9 pounds. Mac mini is &alae in two models, one containing a 1.25 GHz R&\@eG4 processor and a 40GB hard
drive, and one containing a 1.42 GHz PowerPC Gégz®sor and an 80GB hard drive. Both models inchileRadeon 9200 graphics with
32MB of dedicated DDR memory and a slot-load Comhiee for watching DVD movies and burning CDs. Mami includes one
FireWire® 400 and two USB 2.0 ports, and a DVI ifdee that also supports VGA so consumers can ebnod.CD or CRT displays. The
Mac mini includes built-in 10/100BASE-T Ethernetdam 56K V.92 modem for Internet access, and offptonal support for an AirPort®
Extreme Card for 54 Mbps 802.11g wireless netwaykifong with an internal Bluetooth module for th&ekt in wireless communications.

iPod® shuffle

In January 2005, the Company introduced iPod® #hudfflash-memory digital music player, which &sbd on iPod’s shuffle feature that
randomly selects songs from the user’s music §boamlaylists. iPod shuffle works with iTunes®daits new patenpending AutoFill featur
that automatically selects songs to fill iPod sleuffom a user’s music library on their computé?od shuffle can also be used as a portable
USB flash drive with up to 1GB of storage spades available in a 512MB model holding up to 120gs and a 1GB model holding up to
240 songs.

iTunes Music Stor®
The Company introduced the iTunes Music Store inada in December 2004, and in Ireland in Janua® 20 he iTunes Music Store now
serves customers in a total of 15 countries in INArherica and Europe.

iLife® ‘05
In January 2005, the Company introduced iLife ‘@3upgrade to its digital lifestyle suite, whiclatigres major new versions of iPhoto™,
iMovie®, iDVD® and GarageBand™ and includes thesatversion of iTunes®.

iPhoto® 5 is the Company’s consumer-oriented digiteoto software application. iPhoto 5 includesatted editing tools, adds support
for uncompressed RAW photos throughout the apjidinand includes a new slideshow builder, whicbhwvadl users to apply effects,
transitions and durations to each individual slioto 5 features a new way to create hardcowsaftcover photo books and includes
new book layouts, double-sided printing, and onboek ordering from within iPhoto 5.

iMovie® HD, a consumer-oriented digital video ewlifisoftware application, enables users to impaitetit digital videos on their Mac.
iMovie HD now allows users to capture and edit Higgfinition Video (HDV) from HDV camcorders. iMovidD also includes Magic
iMovie, which automatically imports the video irgeparate clips, adds titles, transitions and mildicvie HD imports video from HDV
and standard DV camcorders, and from video canteeagenerate MPEG-4 video.

iDVD® is a consumer-oriented software applicatibattenables users to turn iMovie files, QuickTim@@s
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and digital pictures into DVDs that can be playadmost consumer DVD players. iDVD 5 includes 15 rieemes featuring moving dr.
zones that can display video clips or photos iniomoscross DVD menus. iDVD 5 also features OneStép, which automatically
creates a DVD from footage from a user’s camcondéth a compatible SuperDrive™, iDVD 5 now suppalissingle-sided DVD
formats.

GarageBand™ is a consumer-oriented music creatiftiware application. GarageBand 2 adds 8-trackrokeg so that users can record
multiple instruments at once, plus pitch and timiegrection to fix tracks. GarageBand 2 now displagd edits musical notation in real
time for people who know how to read and write rausiwant to learn. With GarageBand Jam Packsudtieg the latest, Jam Pack 4:
Symphony Orchestra, GarageBand users can create imtseir favorite genre.

iLife ‘05 also includes iTunes 4.7.1, the latestsien of the Company’s digital music jukebox softevapplication that allows users to
purchase music from the Company’s iTunes MusiceStdiunes organizes music using searching, browaigplaylists, and also includes
features such as iMix playlist sharing and provimésgration with the complete family of iPods, luding the new iPod shuffle.

iWork ™ ¢ 05

In January 2005, the Company introduced iWork f¥®ductivity software designed to take advantagieotti Mac OS X and iLife05 to helf
users create, present and publish documents asdmagions. iWork ‘05 introduces Pages™, a new woogessor, and also features
Keynote™ 2, a new version of the Company’s presiamaoftware.

Pages™ gives users the tools to create lettersslagers, reports, brochures and resumes with aggatypography, multiple columns,
footnotes, tables of content and styles. With fiestlike text wrapping and alignment guides, Paggssusers create free-form
arrangements of text, graphics, photos, tableshads. An integrated iLife media browser lets ssiag and drop photos from the
iPhoto library directly into documents.

Keynote™ 2 is the Company’s presentation softwaa¢ gives users the ability to create presentatipofolios, interactive slideshows
and storyboards. Keynote 2 contains slide animatiorsynchronize the movement of multiple objeais einematic real-time animated
text. The iLife media browser within Keynote allowsers to insert photos, movies and music diréetty presentations and with image
masking, users can frame the exact part of theopthety want to display. Keynote 2 can also workhwvaitsecond monitor to display
upcoming slides, notes and a timer.

Final Cui® Express HD

In January 2005, the Company announced Final Cptess HD, an update to Final Cut Express, whictabefpipping in February 2005. T
version enables users to capture, edit and outpM blver a single FireWire cable, without requiriagy additional software or hardware.
Final Cut Express HD supports Digital Cinema Depldad includes sound editing tools including 99iaudhcks, reatime volume and aud
filter adjustment and a voice-over tool. Final Express HD includes LiveType™, which can add HD}tpanimated text and motion
graphics to videos. Final Cut Express HD alsoudek Soundtrack, music creation software that allesers to compose musical scores for
their video.

Final Cu® Studio

In April 2005, the Company announced Final Cut #tud HD video production suite that features Fidat Pro® 5, an upgrade to the editing
software for DV, SD, HD and film. Final Cut Studitso includes tools that complement Final Cut Psoi¢h as Soundtrack® Pro, a new
application that gives audio and video professi®aalvay to create, control and fix audio; Motiora@,upgrade that now allows real-time
motion graphics with GPU accelerated 32-bit flaatdering; and DVD Studio Pro® 4, DVD authoring safte that burns high definition
DVDs to the latest HD DVD specification. These gaments of Final Cut Studio will also be sold sepely.

Shake® 4

In April 2005, the Company announced Shake 4, amagfe to the Company’s compositing software. Usedrbists and visual effects
facilities to create visual effects for film andet@sion, Shake 4 features 3D multi-plane compogitbptical flow image processing and
integration with Final Cut Pro 5.
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Mac O® X Tiger

In April 2005, the Company began shipping Mac Oexsion 10.4 (code named “Tiger”), the Companythfinajor version of Mac OS X.
Tiger incorporates more than 200 new featuresrmmalations including Spotlight™, a desktop seaszthnology that lets users find items
stored on their Mac, including documents, emaisitacts and images; and Dashboard, a new waytmihsaccess information such as
weather forecasts and stock quotes, using a nesg ofeapplications called widgets. The serverigarsf the Mac OS operating system, Mac
OS X Tiger Server, also began shipping in April 200
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Net Sales
Net sales and Macintosh unit sales by operatingieagand net sales and unit sales by product falf@t sales in millions and unit sales
thousands):

Three Months Ended Six Months Ended
3/26/05 3/27/04 Change 3/26/05 3/27/04 Change
Net Sales by Operating Segment
Americas net sales $ 1,44: $ 881 64% $ 3,08C $ 1,80¢ 71%
Europe net sales 70E 44¢ 57% 1,552 96¢ 60%
Japan net sales 284 172 64% 46¢ 33C 42%
Retail net sales 571 26€ 115% 1,132 53¢ 11(%
Other segments net sales (a) 24C 14C 71% 50C 272 83%
Total net sales $ 3,24: $ 1,90¢ 70% $ 6,73 $ 3,91¢ 72%
Unit Sales by Operating Segment
Americas Macintosh unit sales 477 361 32% 952 73¢ 29%
Europe Macintosh unit sales 27€ 187 48% 59€ 427 4C%
Japan Macintosh unit sales 102 76 34% 16€ 152 8%
Retail Macintosh unit sales 144 70 10€% 262 142 84%
Other segments Macintosh unit sales (a) 71 55 29% 13€ 11€ 19%
Total Macintosh unit sales 1,07(C 74¢ 43% 2,11¢ 1,57¢ 34%
Net Sales by Produc:
Power Macintosh net sales (b) $ 32C $ 34¢ (8)%$ 701 $ 747 (6)%
PowerBook net sales 412 33€ 23% 72C {88 2%
iMac net sales (c) 482 252 92% 1,10¢ 502 11<%
iBook net sales 27€ 223 25% 57E 444 3C%
Total Macintosh net sales 1,494 1,16( 29% 3,09¢ 2,42¢ 28%
iPod 1,01< 264 284% 2,22t 52C 32¢%
Other music products (d) 21€ 60 26C% 39z 107 267%
Peripherals and other hardware (e) 28C 23€ 18% 564 46C 23%
Software (f) 134 127 6% 251 27€ (9%
Service and other sales 10E 60 75% 201 123 63%
Total net sales $ 3,24 $ 1,90¢ 70% $ 6,73t $ 3,91¢ 72%
Unit Sales by Product:
Power Macintosh unit sales (b) 141 174 (19)% 30€ 38C (19)%
PowerBook unit sales 211 157 34% 3632 352 3%
iMac unit sales (c) 467 217 115% 922 444 10€%
iBook unit sales 251 201 25% 522 402 30%
Total Macintosh unit sales 1,07( 74¢ 43% 2,11¢ 1,57¢ 34%
iPod unit sales 5,311 807 55¢% 9,891 1,54(C 542%
Net sales per Macintosh unit sold $ 1,39 $ 1,54¢ (100%$ 1,465 $ 1,53¢ (5)%

Notes:

(&) Other Segments include Asia Pacific and FileMaker.

(b) Includes Xserve product line.

(¢) Includes eMac and Mac mini product lines.

(d) Other music products consists of iTunes Music S$ates, iPod-related services, and Apple-brandddhard-party iPod-related
accessories.

(e) Net sales of Peripherals and other hardware incdatks of Apple-branded and third-party displayiselss connectivity and
networking solutions, and other hardware accessorie

() Net sales of Software include sales of Apple-brdmujgerating system and application software aressaf third-party software.

(g) Net sales per Macintosh unit sold is derived bydilg total Macintosh net sales by total Macintaoslit sales.
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Net sales during the second quarter of 2005 ineck@8% or $1.334 billion from the same quarter0A4£ and were up 72% or $2.818 billi
for the first six months of fiscal 2005 comparedhe same period of fiscal 2004. Several factorgributed to these increases including:

Net sales of iPods increased $750 million, or 28#ing the second quarter of 2005 compared toaheegperiod in 2004, and
increased $1.705 billion or 328% in the first hafi2005. Unit sales of iPods totaled 5.3 milliamridg the second quarter of 2005,
which represents an increase of 558% from the 807udits sold in the second quarter of 2004. Rerfirst six months of 2005,
iPod unit sales increased 542% to 9.9 million usitlel compared to 1.5 million units sold in theopryear. Since introduction of the
iPod product line in fiscal 2002, the Company had & excess of 15 million iPods. Strong iPod dadhéor the quarter and first six
months continued to be experienced in all of thenffany’s operating segments. These results wererdhy several factors,
including strong sales of the new iPod shuffleanuary 2005, the release of the new iPod mini vy 2005, price reductions
associated with both iPod photo and iPod mini amdacond quarter of 2005, and expansion of theésRidstribution network during
the first six months of 2005.

Other music products consist of sales associattdtive iTunes Music Store and iPod related senacesaccessories. Net sales of
other music products increased 260% to $216 miiliothe second quarter of 2005 compared to the gmried in 2004. A similar
increase of 267% in net sales of other music prsdweas experienced for the first half of 2005 corepao the first half of 2004.

The Company has experienced strong growth in sdl#%d services and accessories resulting fronintrease in overall iPod unit
sales for both the second quarter and first ha0ff5. Likewise, the iTunes Music Store has expegd strong growth in sales in
both the second quarter and first half of 2005 gesalt of substantial growth in sales in the Wusd expansion to Europe and
Canada.

Total Macintosh net sales increased by 29% and @836g the second quarter and first six monthsQff®2compared with the same
periods in 2004. Unit sales during the secondtquand first half of 2005 also reflected increase43% and 34%, respectively,
compared to the same period in the prior yeares&tincreases in net sales and unit sales relatarfly to strong demand for the
Company’s consumer-oriented iMac and iBook produaffset by a slight decline in Power Macintosh sees. Net sales of
consumer-oriented products increased 60% and 77%ddhree and six months ended March 26, 20@8pectively, compared to
the same periods in 2004. Unit sales showed iseseaf approximately 71% for both the second quand first half of 2005
compared to the same period in the prior year. &heseases are largely attributable to the intctidn of the Mac mini in

January 2005, the iMac G5 at the end of fiscal 20 the upgrade of the iBook in October 2004addition, PowerBook net sales
increased 23% in the second quarter of 2005 cordpeitl the same period in 2004, primarily as a ttesfua refresh and a
simultaneous price drop to the PowerBook produet ih the second quarter of 2005. The Companyksgeves that a shift in
customer preference from desktop systems to perafdtems continues. Net sales per Macintosh alditdairing the second quarter
of 2005 decreased 10% to $1,396 compared to the gaarter in 2004, and decreased 5% to $1,465glthanfirst six months of
2005 from $1,539 in 2004. These decreases wenesudt of changes in overall unit mix towards tigkly lower-priced consumer
products, specifically the impact of the new Maninproduct, partially offset by an increase in dirgsales.

The Retail segment’s net sales grew 115% to $5Mibmduring the second quarter of 2005 and grewlb§% to $1.132 billion in
the first half of 2005 compared to the same perindbe prior year. These increases are largélipatable to the increase in total
stores from 78 at the end of the second quart2004 to 103 as of March 26, 2005, as well as a $€&t-over-year increase in
average revenue per store. While the Commaaystomers in areas where the Retail segmentgeaeed stores may elect to purch
from the Retail segment stores rather than the @owyip preexisting sales channels in the U.S., Jagraththe U.K., the Company
believes that a substantial portion of the Retiinsent’s net sales is incremental to the Companyéd net sales. See additional
comments below related to the Retail segment uth@eheading “Segment Operating Performance.”

Net sales of peripherals and other hardware ro2en$ion or 18% during the second quarter of 2@0fpared to the same quarter
in 2004, and increased $104 million or 23% in th&t half of 2005 as a
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result of increased net sales of displays and athirputer accessories. Net sales of other compuatassories include AirPort cards
and base stations, iSight digital video camerag thind-party hardware products. The increase tal teet sales of peripherals and
other hardware was experienced by all of the Coryipaperating segments.

¢ The Company’s U.S. education channel experiencedcaease in net sales and unit sales of 25% a®id Pdspectively for the
second quarter of 2005 compared to the same pierithe prior year. For the first six months of 80@et sales and unit sales
increased 22% and 16%, respectively, comparecktfirdt half of 2004. These increases were drived@minantly by strength in
the higher education market. While revenue fromkhE2 market was slightly higher in the second tgraand first half of 2005 than
the same periods of 2004, the Company believesrtaiket continues to be subject to budget constrain

* Net sales of software rose $7 million or 6% duttimg second quarter of 2005 compared to the sanréequa 2004, while
decreasing $25 million or 9% for the first six miosibf 2005 compared to the same period in the gaar. The slight increase in
software for the quarter reflects higher salesppliaation software in 2005 compared to 2004. yéar-over-year decrease in
software for the first half of 2005 is attributalpiemarily to a decrease in sales of the Compalids OS X Panther operating
system, which was originally released in the fipsarter of 2004, as customers awaited the reldabe €ompanys newest operatir
system, Mac OS X Tiger, which became availabléaieind of April 2005.

e  Service and other sales rose over 75% during ttensiequarter and rose 63% for the first six mooth2005 compared to the same
periods in 2004. These increases are the ressigoificant year-over-year increases in net sags®ciated with AppleCare
Protection Plan (APP) extended maintenance andosup@rvices, as well as increases in net salesiassd with the
Company'’s .Mac Internet service. Increased nessasociated with APP are primarily the resultighlr Macintosh unit sales and
higher attach rates on APP over the last severmbye

Offsetting the favorable factors discussed abdwe Qompany’s net sales during the second quartkfirmh half of 2005 were negatively
impacted by the following factors:

* Net sales and unit sales of the Company’s Poweliirittzgh declined in the second quarter of 2005 andhfe first half of 2005,
compared to the same periods in the prior yeane Gompany’s Power Macintosh net sales decreasezh8%% for the second
quarter and first half of 2005, respectively, conggleto the same periods in 2004. Unit sales asoedised 19% for both the three
and six month periods ending March 26, 2005, coagpér the same periods in 2004. These declineswePMacintosh are partial
attributable to strong sales in the first and sdapumarters of 2004, following the producitstroduction at the end of the fourth qua
of 2003. In addition, the Company believes thatRlower Macintosh decline in 2005 may have restitted a shift in customer
preference away from the single processor Power atowards the iMac G5 and the continued shifiddable systems.

Segment Operating Performance

The Company manages its business primarily on grgebic basis. The Company’s reportable operagggnents are comprised of the
Americas, Europe, Japan, and Retail. The Ameri€Easpe, and Japan reportable segments do not melctivities related to the Retail
segment within those geographies. The Americas ergimcludes both North and South America. The persegment includes European
countries as well as the Middle East and Africae Tapan segment includes only Japan. The Retgilesa currently operates Apple-owned
retail stores in the U.S., Japan, and the U.K. Eapbrtable geographic operating segment provitteias hardware and software products
and similar services. Further information regardimg Company’s operating segments may be foun@uinlPlitem 1 of this Form 10-Q in the
Notes to Condensed Consolidated Financial StatenamMote 9“Segment Information and Geographic Data.”

Americas

Net sales in the Americas segment grew 64% or $%6®n in the second quarter of 2005 compared \lith same quarter in 2004. For
first six months of 2005, net sales grew $1.27badni] a 71% increase, compared to the same pefi@dd@!. The increase in net sales for the
second quarter and first half of 2005 was primaatlyibutable to the significant year-over-year@ase in iPod sales, sales of other music
products, and strong sales of the Company’s constoriented iMac and iBook products, partially offbg lower Power Macintosh sales.
For the
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three and six month periods ended March 26, 20@&iMosh unit sales in the Americas segment ineathy 32% and 29%, respectively.

As noted above, the Company experienced an incieds$&. education channel net sales of 25% and 22%he second quarter and first six
months of 2005, respectively, compared to the ga@nieds in the prior year. This increase in U.Sucadion net sales relates primarily to
strength in higher education net sales that dr@as-pver-year growth of 45% and 35% for the thireet §ix months periods ended March 26,
2005, respectively. Strength in higher educatmlessrelated primarily to strong demand for theestied PowerBook product introduced in
the second quarter of 2005 and continued demanttiédMac G5 introduced in the fourth quarter 06020 The Company’s K-12 net sales
increased by 5% and 10% for the second quartefiemdhalf of 2005, respectively, compared with #smne periods in the prior year. The
Company believes the K-12 market continues to bgestito budgetary constraints, which have limigedr-over-year growth in net sales.

Europe

Net sales in Europe increased $256 million or 5T#ind the second quarter of 2005 as compared teahee quarter in 2004, and increa
$584 million or 60% for the first six months of ZDBompared to the same period in 2004. Total Masmunit sales in Europe were up 48%
and 40% in the second quarter and first half of®2€@mpared to the same periods in 2004, respegti@bnsistent with the Americas
segment, Europe experienced strong net sales df dRloer music products and consumer-oriented idatiBook products. In addition, the
Europe segment experienced strong sales of pesilshend other hardware, including sales of Applmbed and third-party displays and
other hardware accessories.

Japan

Japan’s net sales increased 64% to $284 milliomduhe second quarter of 2005 compared to the smaker in 2004, and increased $139
million or 42% for the first six months of 2005 cpared to the same period in 2004. The net satesane in Japan was the result of strong
net sales of iPod, other music products, iMac petsland peripherals and other hardware. Thesedses were partially offset by lower
iBook sales. Unit sales in Japan increased 34%8&nébr the second quarter and first half of 20@sSpectively, compared to the same pel
in the prior year. When net sales from the Japtail itores are added in the results for the Japgment the combined revenue in Japan
resulted in a increase of 72% and 50% for the sqoiarter of 2005 and first half of 2005, respesdiycompared to the same periods in
2004.

Retall

The Company opened two new retail stores duringéoend quarter of 2005, including its fourth inegional store, which is located in
Nagoya, Japan. At the end of the second quart2d@b, the Company had 103 retail stores open caadga 78 open stores at the end of
second quarter of 2004. The Retail segnsestcond quarter 2005 net sales grew by $305 mitlidl 15% from the same quarter in 2004.
sales for the first six months of 2005 grew to 82.billion from $539 million during the same periofi2004, a 110% increase. The Retail
segment experienced strong net sales for the sep@rter and first half of 2005 across all prodingts, except for the Power Macintosh, net
sales of which were relatively flat. With an averag 102 stores open during the quarter, averaggeyly revenue per store increased 60% to
$5.6 million, up from $3.5 million in the year-agoarter.

As measured by the Company’s operating segmenttnegothe Retail segment reported profit of $42iom and $87 million during the
second quarter and first six months of 2005 as ewatpto profit of $5 million and $14 million durinbe second quarter and first six months
of 2004. This improvement in profitability is primilg attributable to the segment’s year-over-yeavgh in average quarterly revenue per
store, the impact of opening 25 new stores, ande¢lyenent’s overall increase in net sales for thers# quarter and first six months of 2005,
which resulted in higher leverage on occupancyrelgation and other fixed costs.

Expansion of the Retail segment has required atic¢d@ritinue to require a substantial investmerfixad assets and related infrastructure,
operating lease commitments, personnel, and ofhemating expenses. Capital expenditures assoaiathdhe Retail segment since its
inception totaled $394 million through the endistél 2004, and totaled $49 million during thetfgsix months of 2005. As of March 26,
2005, the Retail segment had approximately 2,83dl@rees and had outstanding operating lease conenttvassociated with retail store
space and related facilities of approximately $at6ion.
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Gross Margin
Gross margin for the three and six months endedM2a6, 2005 and March 27, 2004 was as follows (lhams, except gross margin
percentages):

Three Months Ended Six Months Ended
3/26/05 3/27/04 3/26/05 3/27/04
Net sales $ 3,24: $ 1,90¢ $ 6,73 $ 3,91¢
Cost of sale: 2,27¢ 1,37¢ 4,76¢ 2,84¢
Gross margir $ 96€ $ 53C $ 1,964 $ 1,06¢
Gross margin percenta 29.8% 27.8% 29.2% 27.2%

Gross margin of 29.8% and 29.2% for the three andhenths ended March 26, 2005, respectively, iased from 27.8% and 27.2% for the
same periods in 2004. The year-over-year incraasgsarterly and year-to-date gross margins weiragily due to more favorable pricing
on certain commodity components, a greater mixrefctisales, and higher overall revenue that pexvitr more effective leverage on fixed
production costs. In addition, gross margins dutive second quarter and first half of 2004 wegatieely impacted due to pricing actions
certain Power Mac G5 models that were transitiah@ihg 2004 and purchase order cancellation castscéated with those product
transitions.

The Company expects gross margin to be approxigna8 basis points lower in the third quarter cd2@han in the second quarter of 2005
primarily due to the following factors: an expecthitd quarter increase in K2 education sales which typically consist of prdwvith lowe!
average selling prices and corresponding lower mayguch as iBooks and iMacs; the full quarteraotf the lower margin iPod shuffle

and Mac mini products, which were introduced inutag 2005; and the full quarter impact of priceugttbns taken in the second quarter of
2005 on certain products, including iPod photogdiRuoni, displays and PowerBooks. Partially offsejtthese factors is an expected favorable
impact on gross margins from Mac OS X softwaressakdated to Mac OS X “Tiger,” which began shipgpin April 2005.

The foregoing statements regarding the Companye@ed gross margin, increased K-12 education,sabesMac OS X sales are forward-
looking. Gross margin could differ from anticipategtels 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.

Operating Expenses
Operating expenses for the three and six monthsdehthrch 26, 2005 and March 27, 2004 were as fallpmmillions, except for
percentages):

Three Months Ended Six Months Ended
3/26/05 3/27/04 3/26/05 3/27/04
Research and developme $ 11¢  $ 12 % 247 % 242
Percentage of net sal 3.7% 6.4% 3.6% 6.2%
Selling, general, and administrative exper $ 447 3 34t $ 917 $ 68¢€
Percentage of net sal 13.8% 18.1% 13.€% 17.€%
Restructuring cosl $ — ¢ 10 $ — 3 10

Research and Development (R&

R&D remained relatively flat decreasing 3% or $4lioni to $119 million in the second quarter of 20@35mpared to $123 million in the same
period in 2004, while R&D during the first half 2005 remained unchanged from the levels experieimct first half of 2004. The slight
year-over-year decrease in quarterly R&D relates prily#o capitalization of $14.7 million in softwadevelopment costs associated with
Mac OS X Tiger in the second quarter of 2005, affsean increase in R&D headcount to support expdrRi&D activities. The Company
also capitalized software development costs irsé@nd quarter of 2004 totaling $2.3 million redbte the development of FileMaker Pro 7.
In the first half of 2005, the Company capitalizggbroximately $30 million of software developmeasis associated with Mac OS X Tiger,
which was offset by an increase in R&D headcoursiujoport expanded R&D activities. R&D as a perogataf net sales decreased to
approximately 4% for the three and six months erdderth 26, 2005 as compared to approximately 6% ersame periods of the prior year
due to the significant increase in total net stdeshe Company of 70% and 72% for the three ardarginth periods,
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respectively. The Company continues to believeftiaused investments in R&D are critical to itsuie growth and competitive position in
the marketplace and expects to continue to investily in R&D to remain competitive.

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

Expenditures for SG&A increased $102 million an@%nillion, respectively, for the three and six rtioperiods ended March 26, 2005, or
approximately 30% and 33%, respectively, companati¢é same periods in 2004. These increases arprinarily to higher direct and
channel variable selling expenses resulting froensignificant year-over-year increase in totalsaés for the second quarter and first half of
2005, the Company'’s continued expansion of its iReggment in both domestic and international mikand a current year increase in
discretionary spending on marketing and advertisB&A as a percentage of net sales decreasegtoxamately 14% for the three and six
months ended March 26, 2005 as compared to appabedynl8% in the same periods of the prior yeartdube leverage realized on fixed
costs as a result of the significant year-over-yeaiease in total net sales for the Company of @% 72% for the three and six month
periods, respectively.

Other Income and Expense
Other income and expense for the three and sixima@rided March 26, 2005 and March 27, 2004 wagallasvé (in millions):

Three Months Ended Six Months Ended
3/26/05 3/27/04 3/26/05 3/27/04
Gains on no-current investment — — — 4
Interest incomt $ 39 % 15 $ 67 $ 29
Interest expens — (@D} — 3
Other income (expense), r (6) (2) (8) (5)
Interest and other income, r 33 12 59 21
Total other income and exper $ 33 $ 12 $ 59 $ 25

Gain on Non-current Investments

During the first quarter of 2004, the Company stddemaining non-current investments in public pamies consisting of 986,164 shares of
Akamai Technologies for net proceeds of approxitgaB million and a gain before taxes of $4 millioAs of March 26, 2005, the Company
does not have any material non-current public compavestments reflected in its condensed consilbalance sheet.

Interest and Other Income, N

Total interest and other income, net increasedriflion or 175% to $33 million during the secondagier of 2005 compared to the same
guarter in 2004 and increased $38 million or 18b¥4dHe first six months of 2005 from the same i©02004. These increases are
attributable primarily to higher cash and shortrténvestment balances and increasing investmelitsyiesulting from higher market interest
rates. The weighted average interest rate earnélteb§ompany on its cash, cash equivalents and-s#rar investments increased to 2.37¢
the second quarter of 2005 compared to the 1.328eened during the same period in 2004. The @osnpccasionally sells short-term
investments prior to their stated maturities. Nmgar losses on early sales of short-term investsneere recognized in either the second
quarter or first half of 2005 or 2004.

Interest expense in the prior year consisted pilynaf interest on the Company’s $300 million aggge principal amount unsecured notes,
which were repaid upon their maturity in Februa®p2, partially offset by amortization of deferreairts realized in 2002 and 2001 that
resulted from the closure of swap positions assegiwith the unsecured notes.

Provision for Income Taxes

The Company'’s effective tax rate for the three sikdnonths ended March 26, 2005 was approximaté¥ and 32% respectively compared
with approximately 28% for the same periods of 200#e Company effective rate for both periods differs from gtatutory federal incorr
tax rate of 35% due primarily to certain undisttdmliforeign earnings for which no U.S. taxes amvisled because such earnings are intel
to be indefinitely reinvested outside the U.S. Tigher tax rate in the first six months of 2005sues 2004 is due primarily to an overall
increase in earnings as well as a greater mix rofiregs in the U.S.
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The Internal Revenue Service (IRS) has complegefieitd audit of the Company’s federal income taturns for all years prior to 2001 and
proposed certain adjustments. Certain of thesestidgnts are being contested through the IRS Appigifiice. Substantially all IRS audit
issues for these years have been resolved. Iti@ddhe Company is also subject to audits byestatal, and foreign tax authorities.
Management believes that adequate provision hasrhade for any adjustments that may result fromete@minations. However, the
outcome of tax audits cannot be predicted withatety. Should any issues addressed in the Compday’audits be resolved in a manner
consistent with management'’s expectations, the @ospould be required to adjust its provision farxame tax in the period such resolution
occurs.

On October 22, 2004, the American Jobs CreationAd€CA) was signed into law. The AJCA includesravision for the deduction of 85%
of certain foreign earnings that are repatriatsdjefined in the AJCA. The Company may elect faathis provision to repatriations of
qualifying earnings in either fiscal year 2005 608. The Company is currently evaluating the ¢$fef the repatriation provision. Import:
factors in the Company’s evaluation include adddicclarification of key elements of the provisitanbe issued by the U.S. Treasury
Department and pending technical corrections byg@ess. Assuming there is sufficient additionaldgnice from the U.S. Treasury
Department and Congress, the Company expects tpletits evaluation of the effects of the repéisiaprovision in the fourth quarter of
2005. A maximum of $755 million may be eligible fepatriation under the reduced tax rate provioedJCA. However, given the
uncertainties and complexities of the repatriapoovision and the preliminary stage of the Compamyaluation, it is not possible at this ti
to determine the amount that may be repatriatédeorelated potential income tax effects of sugfanéation.

Recent Accounting Pronouncements

In March 2004, the FASB issued Emerging Issues Faske (EITF) Issue No. 03-The Meaning of Other-Than-Temporary Impairment and
Its Application to Certain Investmer. EITF 03-1 includes new guidance for evaluating eecording impairment losses on debt and equity
investments, as well as new disclosure requirenfeniavestments that are deemed to be temporanibaired. In September 2004, the FA
issued FASB Staff Position (FSP) EITF 03-1-1, whiettays the effective date until additional guidaigissued for the application of the
recognition and measurement provisions of EITF @84hvestments in securities that are impaireth@igh the Company will continue to
evaluate the application of EITF 03-1, managemersdot currently believe adoption will have a matémpact on the Company’s results

of operations or financial position.

In November 2004, the FASB issued SFAS No. 1&dentory Costs which amends the guidance in Accounting ReseRutletin (ARB) No.
43, Chapter 4inventory Pricing, to clarify the accounting for abnormal amounts$aaility expense, freight, handling costs, and teds
material (spoilage). ARB 43, Chapter 4, previougtbted that “under some circumstances, items ssiatieafacility expense, excessive
spoilage, double freight, and rehandling costs bego abnormal as to require treatment as cureiddcharges.” SFAS 151 requires that
those items be recognized as current-period chaegesdless of whether they meet the criterionsofdbnormal.” In addition, SFAS 151
requires that allocation of fixed production oveati¢o the costs of conversion be based on the na@apacity of the production facilities.
SFAS 151 is effective for fiscal years beginninggafune 15, 2005. Although the Company will coudi to evaluate the application of SFAS
151, management does not currently believe adoptitbinave a material impact on the Company’s ressaf operations or financial position.

In December 2004, the FASB issued FSP 108e2punting and Disclosure Guidance for the Foreigarnings Repatriation Provision within
the American Jobs Creation Act of 200SP 109-2 provides additional time to companie®bdythe financial reporting period of enactment
to evaluate the effects of the AJCA on their pleongepatriation of foreign earnings for purposésaplying SFAS 109Accounting for

Income Taxe. The Company is currently evaluating the repatmaprovisions of AJCA, which if implemented by tBempany would affect
the Company’s tax provision and deferred tax assaddiabilities. However, given the preliminanage of the Compang’evaluation, it is ne
possible at this time to determine the amount iyt be repatriated or the related potential inctaresffects of such repatriation.

In December 2004, the FASB issued SFAS No. BEx8hanges of Nonmonetary Assetdich amends Accounting Principles Board (APB)
Opinion No. 29Accounting for Nonmonetary Transactian3 he guidance in APB Opinion 29 is based on tivecjple that exchanges of
nonmonetary assets should be measured based fairth@lue of the assets exchanged. The guidané& B Opinion 29, however, included
certain exceptions to that principle. SFAS 153 aaseiPB Opinion 29 to eliminate the exception fonmmnetary exchanges of similar
productive assets and
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replaces it with a general exception for excharmje®nmonetary assets that do not have commendistance. A nonmonetary exchange has
commercial substance if the future cash flows eféhtity are expected to change significantly essalt of the exchange. SFAS 153 is
effective for fiscal periods beginning after Jurte 2005. Although the Company will continue to lerade the application of SFAS 153,
management does not currently believe adoptionhaie a material impact on the Company’s resultspefations or financial position.

In December 2004, the FASB issued SFAS No. 1239eeh2004) (SFAS 123Rphare-Based Paymenthat addresses the accounting for
share-based payment transactions in which an eigemgceives employee services in exchange fagdaity instruments of the enterprise or
(b) liabilities that are based on the fair valuehef enterprise’s equity instruments or that magdtéed by the issuance of such equity
instruments. SFAS 123R eliminates the abilitydoaunt for share-based compensation transactiong tre intrinsic value method under
APB Opinion No. 25Accounting for Stock Issued to Employeasd generally would require instead that suahmstrations be accounted for
using a fair-value-based method. The Company ieaotly evaluating SFAS 123R to determine which-fatue-based model and transitional
provision it will follow upon adoption. The optiofier transition methods as prescribed in SFAS 1R®@Ride either the modified prospective
or the modified retrospective methods. The modifieaspective method requires that compensationrsegbe recorded for all unvested st
options and restricted stock as the requisite serigi rendered beginning with the first quarteaddption, while the modified retrospective
method would record compensation expense for siptibns and restricted stock beginning with thstfireriod restated. Under the modified
retrospective method, prior periods may be resteitber as of the beginning of the year of adoptiofor all periods presented. In

April 2005, the SEC deferred the effective dat&BAS 123R to years beginning after June 15, 2068réfore, SFAS 123R will be effective
for the Company beginning in its first quarter isthl 2006. Although the Company will continue t@leiate the application of SFAS 123R,
management expects adoption to have a materiakingpathe Company’s results of operations.

In March 2005, the FASB issued Interpretation NdN( 47, Accounting for Conditional Asset Retirement Obiigias, to clarify the
requirement to record liabilities stemming fronegdl obligation to clean up and retire fixed assish as a plant or factory, when an asset
retirement depends on a future event. The Compkamgpo adopt FIN 47 in the first quarter of fis2806, and does not expect the applic:
of FIN 47 to have a material impact on its resaftsperations, cash flows or financial position.

Liquidity and Capital Resources
The following table presents selected financiabinfation and statistics for each of the fiscal tprarended on the dates indicated (dollars in
millions):

3/26/05 9/25/04
Cash, cash equivalents, and s-term investment $ 7,051 $ 5,464
Accounts receivable, n $ 88¢ % 774
Inventory $ 164 $ 101
Working capital $ 565 $ 4,404
Days sales in accounts receivable (DSO 25 30
Days of supply in inventory (t 7 5
Days payables outstanding (DPO) 71 76
Operating cash flow (quarterl $ 53¢ $ 442

(@) DSO is based on ending net trade receivables astl necent quarterly net sales for each period.
(b) Days supply of inventory is based on ending invenémd most recent quarterly cost of sales for geciod.
(c) DPO is based on ending accounts payable and muesitrquarterly cost of sales adjusted for the chamdgnventory.

As of March 26, 2005, the Company had $7.057 lillimcash, cash equivalents, and short-term invastsnan increase of $1.593 billion
over the same balances at the end of fiscal 208& pfincipal components of this increase were gasterated by operating activities of
$1.311 billion and proceeds of $406 million frone fksuance of common stock under stock plans alisrtiffset by purchases of property,
plant, and equipment of $101 million. The Compargfisrt-term investment portfolio is primarily inted in high credit quality, liquid
investments. Approximately $3.9 billion of this basash equivalents, and short-term investmeritslis by the Company'’s foreign
subsidiaries and would be subject to U.S. incomatian on repatriation to the U.S. The Company is
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currently assessing the impact of the one-timertle foreign dividend provisions recently enaasdgart of the AJCA, and may decide to
repatriate earnings from some of its foreign subsieks.

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

Capital Expenditures

The Company’s total capital expenditures were $hitlon during the first six months of fiscal 200549 million of which were for retail
store facilities and equipment related to the CamfsRetail segment and $52 million of which weoe ¢orporate infrastructure, including
information systems enhancements and operatinlitieienhancements and expansions. The Compangntlyranticipates it will utilize
approximately $280 million for capital expenditudkging 2005, approximately $140 million of whichéxpected to be utilized for expansion
of the Company’s Retail segment and the remaintiézad to support normal replacement of existiagital assets and enhancements to
general corporate infrastructure.

Stock Repurchase Plan

In July 1999, the Company’s Board of Directors autted a plan for the Company to repurchase up@3$nillion of its common stock.
This repurchase plan does not obligate the Comfmagquire any specific number of shares or acalieges over any specified period of
time. Since inception of the stock repurchase gl Company had repurchased a total of 13.2 milizares at a cost of $217 million. The
Company was authorized to repurchase up to aniedalit}283 million of its common stock as of Ma2, 2005.

Common Stock Split
On February 28, 2005 the Company effected a twaifar stock split to shareholders of record as bflary 18, 2005. All share and per
share information has been retroactively adjusteéflect the stock split.

Off-Balance Sheet Arrangements and Contractual Obgjations

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

Lease Commitmen

As of September 25, 2004, the Company had totatautding commitments on noncancelable operatirggteaf approximately $617 million,
$436 million of which related to the lease of respiace and related facilities. Remaining termshenCompany’s existing operating leases
range from 2 to 16 years. Total outstanding commiti® on noncancelable operating leases relatér tease of retail space rose to $489
million as of March 26, 2005.

Purchase Commitments with Contract Manufacturerd @omponent Supplie

The Company utilizes several contract manufactuersanufacture sub-assemblies for the Compangdumts and to perform final
assembly and test of finished products. These aohtnanufacturers acquire components and buildystdthsed on demand information
supplied by the Company, which typically coversiges ranging from 30 to 130 days. The Company algains individual components for
its products from a wide variety of individual slipps. Consistent with industry practice, the Compacquires components through a
combination of purchase orders, supplier contraetd,open orders based on projected demand infam&uch purchase commitments
typically cover the Company’s forecasted compoeat manufacturing requirements for periods ran§ioigy 30 to 130 days. The nature of
the Company’s outstanding thigirty manufacturing commitments and component @meettommitments has not changed significantly ¢
the end of its fiscal 2004. As of March 26, 20t Company had outstanding third-party manufastucommitments and component
purchase commitments of approximately $1.13 billion

Asset Retirement Obligatio
The Company’s asset retirement obligations arecéea with commitments to return property subjeabperating leases to original
condition upon lease termination. As of Septemiger2D04, the Company estimated that gross
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expected future cash flows of approximately $12iamlwould be required to fulfill these obligatianslo significant changes to this estimate
have been made during the first six months of 2005.
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Other Obligations
As of September 25, 2004, the Companyther obligations of approximately $24 milliore garimarily related to telecommunications servi
No significant changes to this estimate have beadenin the first six months of 20C

Indemnifications

The Company generally does not indemnify end-uskits operating system and application softwaraireg legal claims that the software
infringes third-party intellectual property righther agreements entered into by the Company soe®include indemnification provisions
under which the Company could be subject to casféos damages in the event of an infringement clagrminst the Company or an
indemnified third-party. However, the Company hasbeen required to make any significant paymesgalting from such an infringement
claim asserted against itself or an indemnifieddtipiarty and, in the opinion of management, dodésawe a liability related to unresolved
infringement claims subject to indemnification thatuld have a material adverse affect on its fim@reondition, liquidity or results of
operations.

Factors That May Affect Future Results and FinancidCondition

Because of the following factors, as well as ofhetors affecting the Company’s operating resutis financial 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 economgt paiitical uncertainty could adversely affect themand for the Company’s products
and the financial health of its suppliers, distribts, and resellers.

The Company’s operating performance depends sigmifiy on general economic conditions in the Urfl abroad. Over the past several
years, demand for the Compi's products has been negatively impacted by difffiglobal economic conditions. Additionally, sonmitioe
Company’s education customers appeared to be dglégthnology purchases due to concerns aboutéiralbimpact of the weaker
economy and state budget deficits on their avalélohding. Although recent macroeconomic trendsnsteeindicate an economic recovery,
continued uncertainty about future economic coadgimakes it difficult to forecast future demandtf@e Company’s products and related
operating results. Should global and/or regionahemic conditions deteriorate, demand for the Camgjsaproducts could be adversely
affected, as could the financial health of its digpp, distributors, and resellers.

War, terrorism, public health issues or other besis interruptions could disrupt supply, deliverydemand of products, which could
negatively affect the Company’s operations andgeerénce.

War, terrorism, public health issues and otherrmss interruptions whether in the U.S. or abroadeltaused and could continue to cause
damage or disruption to international commercerating economic and political uncertainties thayrhave a strong negative impact on the
global economy, the Company, and the Company’slgrppr customers. The Company’s major businessatipns are subject to
interruption by earthquake, other natural disasfees power shortages, terrorist attacks andrdtiostile acts, labor disputes, medical
conditions, and other events beyond its controé ffajority of the Compang’research and development activities, its corpdrabdquarter
information technology systems, and other critmadiness operations, including certain componepplgers and manufacturing vendors, are
located near major seismic faults. Because the @agngdoes not carry earthquake insurance for diregke-related losses, the Company’s
operating results and financial condition couldhieerially adversely affected in the event of agneprthquake or other natural or manmade
disaster.

Although it is impossible to predict the occurremioe consequences of any such events, such evamiitsresult in a decrease in demand for
the Company’s products, make it difficult or impibs to deliver products to its customers or tceree components from its suppliers, and
could create delays and inefficiencies in the Camgfsasupply chain. In addition, should major pulizalth issues, including epidemics, arise
the Company could be negatively impacted by thel fi@emore stringent employee travel restricticadglitional limitations in the availability
of freight services, governmental actions limitthg movement of products between various regioglayd in production ramps of new
products, and disruptions in the operations ofGbenpany’s manufacturing vendors and component mrsplThe Company’s operating
results and financial condition have been, anthiénfiture may be adversely affected by these events
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The market for personal computers and related fenipls and services, as well as digital music devignd related services, is highly
competitive. If the Company is unable to effectieeimpete in these markets, its results of operatomuld be adversely affected.

The personal computer industry is highly compegitand is characterized by aggressive pricing prestidownward pressure on gross
margins, frequent introduction of new products,rspooduct life cycles, evolving industry standardsntinual improvement in product
price/performance characteristics, rapid adoptioiechnological and product advancements by congustiprice sensitivity on the part of
consumers, and a large number of competitors. @eepast several years, price competition in theketdor personal computers and related
peripherals has been particularly intense as catopetho sell Windows and Linux based personal mot@rs have aggressively cut prices
and lowered their product margins for personal aaing products. The Company’s results of operateams financial condition have been,
and in the future may continue to be, adverselgcfd by these and other industry-wide pricingguess and downward pressures on gross
margins.

The personal computer industry has also been dieaized by rapid technological advances in softWanetionality, hardware performance,
and features based on existing or emerging indsstinydards. Further, as the personal computesindand its customers place more
reliance on the Internet, an increasing numbent&het devices that are smaller and simpler traditional personal computers may comg
for market share with the Company’s existing praducSeveral competitors of the Company have ettrgeted or announced their intention
to target certain of the Company’s key market segmencluding consumer, education, professiondl@mnsumer digital video editing, and
design and publishing. Several of the Company’spmtitors have introduced or announced plans toditce digital music products and/or
online stores offering digital music distributidmat mimic many of the unique design, technicaldfesg, and solutions of the Company’s
products. The Company has a significant numbepofpetitors, many of whom have greater financialkkating, manufacturing, and
technological resources, as well as broader prdihed and larger installed customer bases thasetbbthe Company. Additionally, there |
been a trend towards consolidation in the persooralputer industry that has resulted in larger aoténtially stronger competitors in the
Company'’s markets.

The Company is currently the only maker of hardwesieg the Mac OS. The Mac OS has a minority maskate in the personal computer
market, which is dominated by makers of computélizing other competing operating systems, inchgdiWindows and Linux. The
Company’s future operating results and financialdition are substantially dependent on its abtlitgontinue to develop improvements to
the Macintosh platform in order to maintain peregiesign and functional advantages over compeptatéprms.

The Company is currently focused on market oppdiasrelated to digital music distribution andateld consumer electronic devices,
including iPods. The Company faces increasing caitiqre from other companies promoting their ownitigmusic products and distribution
services and free peer-to-peer music services.eftmspetitors include both new entrants with défeamarket approaches, such as
subscription services models, and also larger compdhat may have greater technical, marketirgiridution and other resources than those
of the Company, as well as established hardwafeya® and music content supplier relationshipsiuFato effectively compete could
negatively affect the Company’s operating resutts financial position. There can be no assuranaettte Company will be able to continue
to provide products and services that effectivelyjnpete in these markets or successfully distribatesell digital music outside the U.S. The
Company may also have to respond to price competity lowering prices and/or increasing featuregtwiould adversely affect the
Company’s music product gross margins as well asadCompany gross margins.

The Company also faces increased competition itJtBe education market. Sales in the U.S. to blementary and secondary schools, as
well as for college and university customers, renaacore market for the Company. Uncertainty is tiannel remains as several compet

of the Company have either targeted or announcadittiention to target the education market farspaal computers, which could
negatively affect the Company’s market share. leféort to regain market share and remain competithe Company has been and will
continue to pursue one-to-one (1:1) learning sohgin education. The Compasyl:1 learning solutions are a complete solutiamsiting o

an iBook portable system for every student andhaalong with a wireless network connected tordareéserver. These 1:1 learning
solutions and other strategic sales are generattggh more aggressively and could result in sigaifitly less profitability or even in financial
losses, particularly for larger deals. Although @@mpany believes it has taken certain steps émgthen its position in the education market,
there can be no assurance that the Company wélblgeto increase or maintain its share of the dtutaarket or execute
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profitably on large strategic arrangements. Faitardo so may have an adverse impact on the Congpapgrating results and financial
condition.

The Company must successfully manage frequent girodroductions and transitions in order to remaiompetitive and effectively stimuli
customer demand.

Due to the highly volatile and competitive natuféh® personal computer and consumer electronaissimies, which are characterized by
dynamic customer demand patterns and rapid tecivaloadvances, the Company must continually intoedhew products and technolog
enhance existing products in order to remain coitivestand effectively stimulate customer demandrfew products and upgraded versions
of the Company’s existing products. The succes®of product introductions is dependent on a nurobéactors, including market
acceptance; the Company’s ability to manage ttks associated with product transitions, includingdoiction ramp issues; the availability of
application software for new products; the effegtimanagement of inventory levels in line with aptited product demand; the availability
products in appropriate quantities to meet antteigalemand; and the risk that new products may baséty or other defects in the early
stages of introduction. Accordingly, the Compangroat determine in advance the ultimate effect tleat products will have on its sales or
results of operations.

The Company’s products, from time to time, expegeguality problems that can result in decreaseisates and operating profits.

The Company sells highly complex hardware and softvproducts that can contain defects in desigmeartufacture. Sophisticated
operating system software and applications, sut¢hase sold by the Company, often contain “bugat tan unexpectedly interfere with the
operation of the software. Defects may also oaewomponents and products the Company purchasestfficd-parties. There can be no
assurance that the Company will be able to detetfia all defects in the hardware and softwargeits. Failure to do so could result in lost
revenue, loss of reputation, and significant wasramd other expense to remedy.

Because orders for components, and in some casemitments to purchase components, must be placdi/ance of customer orders, 1
Company faces substantial inventory risk.

The Company records a write-down for inventoriesmhponents and products that have become obswlate in excess of anticipated
demand or net realizable value and accrues negassarves for cancellation fees of orders for mwges that have been cancelled. Altho
the Company believes its inventory and related igions are adequate, given the rapid and unprédxdéctmce of product obsolescence in the
computer and consumer electronics industries, sorasce can be given that the Company will notrilaclditional inventory and related
charges. In addition, such charges have had, agchemae, a material effect on the Company’s findrisition and results of operations.

The Company must order components for its prodaretsbuild 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 piG&g components are normally acquired
through a combination of purchase orders, suppbatracts, and open orders based on projected deimfammation. Such purchase
commitments typically cover the Company’s forecdstemponent and manufacturing requirements foioodsrianging from 30 to 130 days.
The Company’s operating results and financial coordihave been in the past and may in the futumnaterially adversely affected by the
Company’s ability to manage its inventory levelsl @aspond to short-term shifts in customer demattbms.

Future operating results are dependent upon the @my's ability to obtain a sufficient supply of compate® including microprocessors,
some of which are in short supply or available dniyn limited sources.

Although most components essential to the Compamnysiness are generally available from multiplerses, certain key components
including microprocessors and ASICs are currenifaimed by the Company from single or limited sestcSome key components (including
without limitation DRAM, and TFT-LCD flat-panel ditays), while currently available to the Compargnfrmultiple sources, are at times
subject to industry-wide availability and pricingepsures. In addition, new products introducechieyGompany often initially utilize custom
components obtained from only one source untiGbmpany has evaluated whether there is a needrfdrsubsequently qualifies, additional
suppliers. In situations where a component or peodtilizes new technologies, initial capacity cvamts may exist until such time as the
suppliers'yields have matured. The Company and other produndhe personal computer industry also competedaous components wi
other industries that have experienced
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increased demand for their products. The Compaey sisme components that are not common to thefréiet personal computer industry
including certain microprocessors and ASICs. Cargthavailability of these components may be afte@tproducers were to decide to
concentrate on the production of components ottar those customized to meet the Company’s reqaintsnif the supply of a key
component were to be delayed or constrained omwaonexisting product, the Company’s results ofragiens and financial condition could
be adversely affected.

The Company'’s ability to produce and market contipetproducts is also dependent on the ability desire of IBM and Freescale
Semiconductor, Inc. (Freescale), the sole supptietise PowerPC RISC-based microprocessor for tirafgany’s Macintosh computers, to
provide the Company with a sufficient supply of njgrocessors with price/performance features thatpare favorably to those supplied to
the Company’s competitors by Intel Corporation atiter developers and producers of microprocessmd by personal computers using
other operating systems. Further, despite its &fforeducate the marketplace to the contraryCtirapany believes that many of its current
and potential customers believe that the relatigtdyver MHz rating or clock speed of the micropis®'s it utilizes in its Macintosh systems
compares unfavorably to those utilized by otherafeg systems and translates to slower overalegyperformance. There have been
instances in recent years where the inability ef@mmpany’s suppliers to provide advanced PowerR@oprocessors in sufficient quantity
has had significant adverse effects on the Compamgults of operations. In addition, IBM is cuthgthe Company’s sole supplier of the
PowerPC G5 processor, which is used in the Companytent Power Mac, Xserve, and iMac G5 produeatsescale is the sole supplier of
the G4 processor, which is used in the Company’aegMac mini, and portable products. IBM has relgesperienced manufacturing
problems with the PowerPC G5 processor, which teduh the Company delaying the shipment of varjmaslucts and constrained certain
product shipments during the second half of fi&fl4 and the first quarter of fiscal 2005. Manufiagicly problems of either of these suppli

in the future, or failure by them to deliver micropessors to the Company in sufficient quantitiéh wompetitive price/performance features
could adversely affect the Company’s results ofrapens and financial condition.

The Company is dependent on manufacturing andtiogjiservices provided by third parties, many obmhare located outside of the U.S.
Most of the Company’s products are manufacturesdhole or in part by third-party manufacturers. tddion, the Company has outsourced
much of its transportation and logistics managemafhtile outsourcing arrangements may lower the obsperations, they also reduce the
Company’s direct control over production and disttion. It is uncertain what effect such diministoeatrol will have on the quality or
quantity of the products manufactured or servieeslered, or the flexibility of the Company to resgdo changing market conditions.
Moreover, although arrangements with such manufetunay contain provisions for warranty expengalarsement, the Company may
remain at least initially responsible to the ulttmmaonsumer for warranty service in the event ofipct defects. Any unanticipated product
defect or warranty liability, whether pursuant teeagements with contract manufacturers or otherwdeuld adversely affect the Company’s
future operating results and financial condition.

Final assembly of products sold by the Companwisently conducted in the Company’s manufacturigjlity in Cork, Ireland, and by
external vendors in Fremont, California, Fullert@alifornia, Taiwan, Korea, the Netherlands, thepte’s Republic of China, and the Czech
Republic. Currently, manufacture of many of the poments used in the Company’s products and firsrably of substantially all of the
Company'’s portable products including PowerBooRspks, and the iPod is performed by thpary vendors in Taiwan and China. If for
reason manufacturing or logistics in any of thesations is disrupted by events such as regiomalauic, business, environmental, medical,
political, information technology system failures,military actions, the Company'’s results of operss and financial condition could be
adversely affected.

The Company'’s future operating performance is ddpahon the performance of distributors and otremredlers of the Company’s products.
The Company distributes its products through whadees, resellers, national and regional retaileds @taloguers, many of whom distribute
products from competing manufacturers. In addittbe, Company also sells many of its products asdllisecertain third-party products in
most of its major markets directly to end userstabe education customers, and certain resellecith its online stores around the world .
its retail stores. Many of the Company’s significeesellers operate on narrow product margins ave been negatively affected by recent
economic conditions. Considerable trade receivablgisare not covered by collateral or credit iagge are outstanding with the Company’s
distribution and retail channel partners. The Comfsbusiness and financial results could be adhefected if the financial condition of
these resellers weaken, if resellers within consume
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channels were to cease distribution of the Commapsoducts, or if uncertainty regarding demandtierCompanys products caused resell
to reduce their ordering and marketing of the Comyfsaproducts. The Company has invested and wiltiaue to invest in various programs
to enhance reseller sales, including staffing setbmesellers’ stores with Company employees. &pesgrams could require a substantial
investment from the Company, while providing nousaace of return or incremental revenue to offigistinvestment.

Over the past several years, an increasing prapoofi the Company’s net sales have been made b@dhwany directly to endsers throug

its online stores around the world and througletail stores in the U.S., Japan, and the U.K. Softlee Company’s resellers have perceived
this expansion of the Company’s direct sales aflicing with their own business and economic iets as distributors and resellers of the
Company’s products. Perception of such a conflicia discourage the Company’s resellers from inmgsadditional resources in the
distribution and sale of the Company’s productiead them to limit or cease distribution of the Qamy’s products. The Company’s
business and financial results could be adverdédgtad if expansion of its direct sales to endrsimauses some or all of its resellers to cease
or limit distribution of the Company’s products.

Further information regarding risks associated Wtirketing and Distribution may be found in Partém 1 of the 2004 Form 10-K for the
year ended September 25, 2004 under the he“Markets and Distribution.”

The Company relies on third-party music contenictvimay not be available to the Company on comraklyaieasonable terms or at all.

The Company contracts with third parties to offeit music content to customers through the Comgdamunes Music Store. The Company
pays substantial fees to obtain the rights to dfféts customers this third-party music. The Comypalicensing arrangements with these
third-party content providers are shtetm in nature and do not guarantee the futurewahef these arrangements at commercially rease
terms, if at all. Certain parties in the musicustty have announced their intent to consolidag& thusic distribution operations, which col
limit the availability and increase the fees regdito offer music content to customers throughTh@es Music Store. Further, some third-
party content providers currently, or may in thiufe, offer music products and services that compéth the Company’s music products and
services, and could take action to make it moricdif or impossible for the Company to licenseithneusic content in the future. If the
Company is unable to continue to offer a wide \tgra# music content at reasonable prices with aizd#e usage rules, or continue to expand
its geographic reach outside the U.S., then salégeoss margins of the Company’s iTunes MusiceSasrwell as related hardware and
peripherals, including iPods, may be adverselycadid

Third-party content providers and artists requir@ the Company provide certain digital rights nggemaent solutions and other security
mechanisms. If the requirements from content gleng or artists change, then the Company may hereelto further develop or license
technology to address such new rights and requinesnélhere is no assurance that the Company widlide to develop or license such
solutions at a reasonable cost and in a timely exarinat all, which could have a materially adweeesfect on the Company’s operating results
and financial position.

The Company’s future performance is dependent sppport from third-party software developers. Ifdhparty software applications cease
to be developed or available for the Company’s ane products, then customers may choose not teheu¢€ompany’s products.

The Company believes that decisions by customegusitthase the Company’s personal computers, aseggo Windowdased systems, ¢
often based on the availability of third-party sedte for particular applications such as Microsaftice. The Company also believes the
availability of third-party application softwarerfthe Company’s hardware products depends in patthicd-party developers’ perception and
analysis of the relative benefits of developingjntaning, and upgrading such software for the Canys products versus software for the
larger Windows market or growing Linux market. Thigalysis is based on factors such as the percetueagth of the Company and its
products, the anticipated potential revenue that beagenerated, continued acceptance by custorhibtamOS X, and the costs of
developing such software products. To the extemtimority market share held by the Company ingiiesonal computer market has caused
software developers to question the Company’s greispn the personal computer market, developarsldie less inclined to develop new
application software or upgrade existing softwanetfie Company’s products and more inclined to teteir resources to developing and
upgrading software for the larger Windows markegawing Linux market. Moreover, there can be nsusance software developers will
continue to develop software for Mac OS X, the Canyjs operating system, on a timely basis or at all

41




In addition, past and future development by the gamy of its own software applications and solutioray negatively impact the decision of
software developers to develop, maintain, and wmsamilar or competitive software for the Compangrtoducts. The Company currently
markets and sells a variety of software applicatifum use by professionals, consumers, and educatistomers that could influence the
decisions of third-party software developers toalep or upgrade Macintosh-compatible software petaluSoftware applications currently
marketed by the Company include software for pitesal film and video editing, professional compiogj and visual effects for large forn
film and video productions, professional music prettbn and music post production, professional @vtsumer DVD encoding and

authoring, consumer digital video and digital phetiiting and management, digital music managendesktop-based database management,
word processing, and high-quality presentation® Tbhmpany also markets an integrated productiyipfieation that incorporates word
processing, page layout, image manipulation, sptezets, databases, and presentations in a singleadion.

In August 1997, the Company and Microsoft Corporagntered into patent cross license and techn@gggements. In addition, for a period
of five years through August 2002, and subjecteidain limitations related to the number of Macstt@womputers sold by the Company,
Microsoft was required to make versions of its Mgwft Office and Internet Explorer products for Mac OS. Although Microsoft has
released Microsoft Office and Internet Explorer ftaic OS X, Microsoft has not been obligated to pidfuture versions of its products
subsequent to August 2002. While the Company bediés relationship with Microsoft has been and eohtinue to be beneficial to the
Company and to its efforts to increase the ingddiiase for the Mac OS, the Company does competetlgiwith Microsoft in a number of

key areas. Accordingly, Microsoft’s interest in guzing application software for the Mac OS follogiexpiration of the agreements may be
influenced by Microsoft's perception of its inteteas the vendor of the Windows operating systedncampeting digital media applications,
including music distribution service and technololgyJune of 2003, Microsoft stated that it woutdlanger develop new versions of Internet
Explorer for the Mac OS, subsequent to the Compsaimgroduction during 2003 of its own web browsgafari. Further discontinuance of
products for the Macintosh platform, including Mispft Office and other Microsoft products could éan adverse effect on the Company’s
net sales and results of operations.

The Company’s business relies on access to paedtmtellectual property obtained from third pagi and the Company’s future results
could be adversely affected if it is alleged omfdto have infringed on the intellectual properights of others.

Many of the Company'’s products are designed taohelintellectual property obtained from third-pastiWhile it may be necessary in the
future to seek or renew licenses relating to variaspects of its products and business method€dimpany believes that based upon past
experience and industry practice, such licensesrgéy could be obtained on commercially reasongdnims. However, there can be no
assurance that the necessary licenses would blelsleadr available on acceptable terms.

Because of technological changes in the computtcansumer electronics industries, current extengatent coverage, and the rapid rate of
issuance of new patents, it is possible certainpmrants of the Compars/products and business methods may unknowinglynge existing
patents of others. The Company has from time te tieen notified that it may be infringing certaatgnts or other intellectual property rig
of others. Responding to such claims, regardle$isedf merit, can be time consuming, result in gigant expenses, and cause the diversion
of management and technical personnel. Severaimgeothims are in various stages of evaluation. Thenpany may consider the
desirability of entering into licensing agreementsertain of these cases. However, no assuramcbegiven that such licenses can be
obtained on acceptable terms or that litigation mok occur. In the event there is a temporaryarnm@anent injunction entered prohibiting the
Company from marketing or selling certain of itequicts or a successful claim of infringement agdims Company requiring it to pay
royalties to a third-party, the Company’s futureing results and financial condition could beeadely affected. Information regarding
certain claims and litigation involving the Compamjated to alleged patent infringement and othattens is set forth in Part II, Item 1 of tl
Form 10-Q and Part |, Item 3 of the 2004 Form 10HKthe opinion of management, the Company doéfiane a potential liability for
damages or royalties from any current legal proicggsdor claims related to the infringement of patarother intellectual property rights of
others that would individually or in the aggreghéee a material adverse effect on its results efatpons, or financial condition. However,
the results of such legal proceedings cannot baiqiesl with certainty. Should the Company fail teyail in any of the matters related to
infringement of patent or other intellectual prageights of others described in Part Il, Item lthié Form 10Q and Part I, Item 3 of the 20
Form 10-K or should several of these matters belved against the
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Company in the same reporting period, the operaisglts of a particular reporting period couldnaterially adversely affected.
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The Company'’s retail initiative has required andlwbntinue to require a substantial investment aadhmitment of resources and is subject
to numerous risks and uncertainties.

Through April 2005, the Company has opened 105l sttares. The Company'’s retail initiative has riegqd substantial investment in
equipment and leasehold improvements, informatysitesns, inventory, and personnel. The Company Isaseatered into substantial
operating lease commitments for retail space waiétsé terms ranging from 5 to 16 years, the majofityhich are for 10 years. The Comps
could incur substantial costs should it choosetminate this initiative or close individual stor&sich costs could adversely affect the
Company'’s results of operations and financial ctimai Additionally, a relatively high proportion ¢iie Retail segment’s costs are fixed
because of depreciation on store construction @rstdease expense. As a result, significant lossed result should the Retail segment
experience a decline in sales for any reason.

Certain of the Company’s stores have been designéduilt to serve as high profile venues that fiemcas vehicles for general corporate
marketing, corporate events, and brand awarenessiuBe of their unique design elements, locatindssi&e, these stores require
substantially more investment in equipment anddlealksl improvements than the Company’s more typitlil stores. The Company has
opened seven such stores through March 2005. Becdutiseir location and size, these high profitres also require the Company to enter
into substantially larger operating lease committseompared to those required for its more typstates. Current leases on such locations
have terms ranging from 10 to 16 years with totahmitments per location over the lease terms ranfyjom $25 million to $50 million.
Closure or poor performance of one of these higlfilprstores could have a particularly significaggative impact on the Company’s results
of operations and financial condition.

Many of the general risks and uncertainties the @amyg faces could also have an adverse impact éteitsl segment. Also, many factors
unique to retail operations present risks and uairgies, some of which are beyond the Companyrgrof that could adversely affect the
Retail segment’s future results, cause its acemllts to differ from those currently expected,/antiave an adverse effect on the Company’s
consolidated results of operations. Potential ragks uncertainties unique to retail operations ¢batd have an adverse impact on the Retail
segment include, among other things, macro-econtantors that have a negative impact on generail @ttivity; inability to manage costs
associated with store construction and operatailyre to attract new users to the Macintosh ptatfdnability to sell third-party hardware

and software products at adequate margins; fatuneanage relationships with existing retail chaiaetners; lack of experience in
managing retail operations outside the U.S.; casteciated with unanticipated fluctuations in thkig of Apple-branded and thighrty retai
inventory; and inability to obtain quality retaildations at reasonable cost.

Investment in new business strategies and inigatoould disrupt the Compé's ongoing business and may present risks not roaityi
contemplated.

The Company may decide to invest in new busingagegfies or engage in acquisitions that complertien€ompanys strategic direction ar
product roadmap. Such endeavors may involve siamfirisks and uncertainties, including distractémanagement’s attention away from
normal business operations; insufficient revenueeggtion to offset liabilities assumed and expemasssciated with the strategy; and
unidentified issues not discovered in the Compady®s diligence process. Because these new verargasherently risky, no assurance can
be given that such strategies and initiatives blisuccessful and will not materially adverselgetithe Compang’ business, operating resi
or financial condition.

Declines in the sales of the Comp’s professional products or increases in salesarfsumer products, including iPods, may negatively
impact the Company’s gross margin and operatinggimpercentages.

Unit sales of the Company’s professional produotduding Power Macintosh and PowerBook systemsegaly have higher gross margins
than the Company’s consumer products, includingcd#8Books, iPods, and content from the iTunes B&sore. A shift in sales mix away
from higher margin professional products towardgdomargin consumer products could adversely affecCompany’s future gross margin
and operating margin percentages. The Companylgitmaal professional customers may choose to tmnsamer products, specifically the
iMac G5 and iBook, instead of professional produetefessional users may choose to buy the iMad&to its relative price performance,
use of the same PowerPC G5 processor used in t@&y’s Power Macs, and unique design featuringtaganel screen. Potential
PowerBook customers may also choose to purchasikiBastead due to their price performance ancescseze. Additionally, significant
future growth in iPod sales without correspondingwgh in higher margin product sales could alsaioedgross margin and operating margin
percentages.
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The Company believes that weak economic conditimes the past several years are having a pronoumagative impact on its professional
and creative customers who are significant useits girofessional systems. Also, it is likely tinaany of the Company’s current and potential
professional, creative, and small business custméro are most likely to utilize professional gyss, believe that the relatively slower M
rating or clock speed of the microprocessors the@y utilizes in its Macintosh systems compardaugrably to those utilized by other
computer manufacturers and translates to slowerathsystem performance. These factors may résalh adverse impact to sales of the
Company'’s professional products as well as to gnesgin and operating margin percentages.

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

The Company’s profit margins vary among its prodwtd its distribution channels. The Company’satiisales, primarily through its retalil
and online stores, generally have higher assocateitability than its indirect sales. Additiomglthe Company’s direct channels have
traditionally had more sales of software and higivéred hardware products, which generally havadrigross margins, than through its
indirect channels. As a result, the Company’s groargin and operating margin percentages as welerall profitability may be adversely
impacted as a result of a shift in product, gedgi@pr channel mix. In addition, the Company geheisells more products during the third
month of each quarter than it does during eitheheffirst two months, a pattern typical in theqmeral computer industry. This sales pattern
can produce pressure on the Company'’s internasirincture during the third month of a quarter aray adversely impact the Company’s
ability to predict its financial results accurateBevelopments late in a quarter, such as lower-trdicipated demand for the Company’s
products, an internal systems failure, or failufere of the Company’s key logistics, componenfgpéiars, or manufacturing partners, can
have significant adverse impacts on the Companyitandsults of operations and financial condition.

The Company has higher research and developmenseltidg, general and administrative costs, as eceetage of revenue, than many of its
competitors.

The Company'’s ability to compete successfully amdntain attractive gross margins and revenue grasmtieavily dependent upon its ability
to ensure a continuing and timely flow of innovatand competitive products and technologies tortheketplace. As a result, the Company
incurs higher research and development costs ascamtage of revenue than its competitors whapseional computers based on other
operating systems. Many of these competitors seekrmpete aggressively on price and maintain vamydost structures. Further, as a result
of the expansion of the Company’s Retail segmedtcasts associated with marketing the Company’sdiacluding its unique operating
system, the Company incurs higher selling costs @ercentage of revenue than many of its compstitbthe Company is unable to continue
to develop and sell innovative new products withaative gross margins, its results of operatioay tme materially adversely affected by its
operating cost structure.

The Company is exposed to credit risk on its actsorateivable. This risk is heightened during pgsizvhen economic conditions worsen.
The Company distributes its products through tipiagty computer resellers and retailers and dirdotlsertain educational institutions and
commercial customers. A substantial majority of @@npany’s outstanding trade receivables are natrea by collateral or credit insurance.
The Company also has unsecured non-trade rece$veibla certain of its manufacturing vendors resgltirom the sale by the Company of
raw material components to these manufacturing @enaho manufacture sub-assemblies or assemblepfinducts for the Company. While
the Company has procedures in place to monitotiemtdexposure to credit risk on its trade and ricade receivables, there can be no
assurance that such procedures will be effectiviiiting its credit risk and avoiding losses. Atldnally, if the global economy and regional
economies fail to improve or continue to deterierétbecomes more likely that the Company willuna material loss or losses as a result of
the weakening financial condition of one or moréteicustomers or manufacturing vendors.

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

Much of the future success of the Company dependiecontinued service and availability of skilfgetsonnel, including its Chief
Executive Officer, members of its executive teand those in technical, marketing and staff pos#idixperienced personnel in the
information technology industry are in high demamdl competition for their talents is intense, eslycin the Silicon Valley, where the
majority of the Company’s key employees are locatés Company has relied on its ability to grantktoptions as one mechanism for
recruiting and retaining this highly skilled taleRecent accounting regulations requiring the esimgnof stock options will impair the
Company’s future ability to provide these incensiwgithout incurring significant compensation co3tsere can be no assurance that the
Company will continue to successfully attract aethin key personnel.
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The Company is subject to risks associated witlatadlability and cost of insurance.

The Company has observed rapidly changing conditionhe insurance markets relating to nearly r@ha of traditional commercial
insurance. Such conditions have and may continuestat in higher premium costs, higher policy detthies, lower coverage limits and may
also yield possible policy form exclusions. For gorisks, because of cost and/or availability, teenfany does not have insurance cover:
Because the Company retains some portion of itgafie risks, and in some cases self insures coetpleinforeseen or catastrophic losse
excess of insured limits may have a material agdveffect on the Company’s results of operationsfanathcial position.

Failure of information technology systems and bheszcin the security of data upon which the Compaligs could adversely affect t
Company’s future operating results.

Information technology system failures and breaaifekata security could disrupt the Company’s apild function in the normal course of
business by potentially causing delays or candefiaf customer orders, impeding the manufacturghgzment of products, or resulting in
unintentional disclosure of customer or Compangrimfation. Management has taken steps to address tloacerns for its own systems by
implementing sophisticated network security andrimal control measures. However, there can be sirasce that a system failure or data
security breach of the Company or a third-partydegrwill not have a material adverse effect onGmenpany’s results of operations.

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

A large portion of the Company’s revenue is derifreth its international operations. As a resule @ompany’s operating results and
financial condition could be significantly affectbg risks associated with international activitieg]uding economic and labor conditions,
political instability, tax laws (including U.S. tag 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. The Company’s primary exposur@t@ments in foreign currency
exchange rates relate to non-dollar denominatexs $alEurope, Japan, Australia, Canada, and ceyéaits of Asia and non-dollar
denominated operating expenses incurred througheuwvorld. Weaknesses in foreign currencies, padity the Japanese Yen and the Euro,
can adversely impact consumer demand for the Coprgproducts and the U.S. dollar value of the Conyp&foreign currency denominated
sales. Conversely, strengthening in these and &theign currencies can increase the cost to thagamy of product components, negatively
affecting the Company’s results of operations.

Margins on sales of the Company’s products in fpreiountries, and on sales of products that inchasieponents obtained from foreign
suppliers, can be adversely affected by foreigmnetury exchange rate fluctuations and by internatitnade regulations, including tariffs and
antidumping penalties.

Derivative instruments, such as foreign exchangedeod and option positions have been utilized ly@ompany to hedge exposures to
fluctuations in foreign currency exchange ratebe Tise of such hedging activities may not offsetentiban a portion of the adverse financial
impact resulting from unfavorable movements in iigmeexchange rates.

Further information related to the Company’s glabalket risks may be found in Part I, Item 7Aloé 2004 Form 10-K for the year ended
September 25, 2004 under the subheading “Foreigre@ey Risk” and may be found in Part Il, Item &loé 2004 Form 10-K for the year
ended September 25, 2004 at Notes 1 and 2 of Motésnsolidated Financial Statements.

The Company is subject to risks associated witlr@mwental regulations.

Production and marketing of products in certaitestand countries may subject the Company to emviemtal and other regulations
including, in some instances, the requirement ¢widle customers the ability to return product atéimd of its useful life, and place
responsibility for environmentally safe disposalecycling with the Company. Such laws and regofetihave recently been passed in se
jurisdictions in which the Company operates, inatgdvarious European Union member countries, Japancertain states within the U.S.
the future, these laws could have a material advaffect on the Company'’s results of operations.

Changes in accounting rules could affect the Comjsafiuture operating results.
Financial statements are prepared in accordantel@. generally accepted accounting principlegs€éhprinciples are subject to
interpretation by various governing bodies, inchgdihe FASB and the Securities and Exchange
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Commission (SEC), who interpret and create appatgpaccounting standards. A change from currerduating standards could have a
significant effect on the Company’s results of @piens. In December 2004, the FASB issued new gaieléhat addresses the accounting for
share-based payments, SFAS 123R. In April 20@5StC deferred the effective date of SFAS 123Retoybeginning after June 15, 2005.
Therefore, SFAS 123R will be effective for the Camp beginning in its first fiscal quarter of 2008lthough the Company will continue to
evaluate the application of SFAS 123R, managemeas adoption to have a material adverse affethe® Company’s results of
operations.

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

The Company'’s future effective tax rates coulddefably or unfavorably affected by changes inrttie of earnings in countries with
differing statutory tax rates, changes in the viiduaof the Company’s deferred tax assets andliiiegsi, or by changes in tax laws or their
interpretation. In addition, the Company is subfedhe continuous examination of its income ttxums by the Internal Revenue Service
other tax authorities. The Company regularly asseti®e likelihood of adverse outcomes resultinghftbese examinations to determine the
adequacy of its provision for income taxes. Thene lse no assurance that the outcomes from thesi@woms examinations will not have an
adverse affect on the Company’s net income anadiaacondition.

The Company’s stock price may be volatile.

The Company’s stock has at times experienced suitarice volatility as a result of variationstiveen its actual and anticipated financial
results and as a result of announcements by thegp@woyrand its competitors. The stock market hasresqpeed extreme price and volume
fluctuations that have affected the market pricenahy technology companies in ways that may haee berelated to the operating
performance of these companies. These factorsidimg lack of positive general economic and pditiconditions and investors’ concerns
regarding the credibility of corporate financiapoeting and integrity of financial markets, may evélly adversely affect the market price of
the Company'’s stock in the future. In addition reases in the Company’s stock price may resulteéatgr dilution of earnings per share.

For a discussion of these and other factors affgdtie Company’s future results and financial ctbodj see Item 7, “Management’s
Discussion and Analysis - Factors That May Affegtufe Results and Financial Condition” and IterfBlsiness” in the Company’s 2004
Form 10-K.
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Item 3. Quantitative and Qualitative Disclosures Alout Market Risk
The Company’s market risk profile has not chandgdiicantly from that described in the 2004 ForH.

Interest Rate and Foreign Currency Risk Manager

The Company regularly reviews its foreign exchaftgeard and option positions and its interest sat@ap and option positions, both on a
stand-alone basis and in conjunction with its ulyileg foreign currency and interest rate relatedasures. However, given the effective
horizons of the Company’s risk management actwiied the anticipatory nature of the exposurese tb@n be no assurance the hedges will
offset more than a portion of the financial impagulting from movements in either foreign exchaoagmterest rates. In addition, the timing
of the accounting for recognition of gains and ésseelated to mark-to-market instruments for amggiperiod may not coincide with the
timing of gains and losses related to the undeglg@conomic exposures and, therefore, may adveaffelgt the Company’s operating results
and financial position.

Interest Rate Ris

While the Company is exposed to interest rate dlaiibns in many of the world’s leading industriatizcountries, 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 cash equivalents, and shoetm investments as well as costs associated wiitligh currenc
hedges.

The Company’s short-term investment policy andtstnais to ensure the preservation of capital, igeidity requirements, and optimize
return in light of current credit and interest ratends. The Company benchmarks its performanasilizing external money managers to
manage a small portion of the aggregate investmentfolio. The external managers adhere to the Gyl investment policies and also
provide occasional research and market informatiahsupplements internal research used to makié decisions in the investment process.

The Company’s exposure to market risk for changeésterest rates relates primarily to the Companwsgstment portfolio. The Company
places its short-term investments in highly lige&turities issued by high credit quality issuerd, &y policy, limits the amount of credit
exposure to any one issuer. The Company’s genelialyps to limit the risk of principal loss and sure the safety of invested funds by
limiting market and credit risk. All highly liquithvestments with initial maturities of three montirdess are classified as cash equivalents;
highly liquid investments with maturities greatkan three months are classified as short-term imesgs. As of March 26, 2005,
approximately $327 million of the Company’s shatr investments had underlying maturities rangiogifl to 5 years. The remainder all
had underlying maturities between 3 and 12 morithse.Company may sell its investments prior to te&ted maturities for strategic
purposes, in anticipation of credit deteriorationfor duration management. The Company recogmpechaterial net gains or losses during
the three and six month periods ended March 26 200/arch 27, 2004 related to such sales.

From time to time, the Company has entered ineré@dt rate derivative transactions with finanaiatitutions in order to better match the
Company’s floating-rate interest income on its caghivalents and short-term investments with iedirate interest expense on its debt,
and/or to diversify a portion of the Company’s esy@ away from fluctuations in short-term U.S. iegt rates. The Company did not enter
into any interest rate derivatives during the feistmonths of either fiscal year 2005 or 2004.

Foreign Currency Ris

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

The Company may enter into foreign currency forwaand option contracts with financial institutiosgrotect against foreign exchange risks
associated with existing assets and liabilitiestage firmly committed transactions, forecastedifetcash flows, and net investments in
foreign subsidiaries. Generally, the Company’s fitads to hedge a majority of its existing matefimeign exchange transaction exposures.
However, the Company may not hedge certain foreiginange transaction exposures due to immaterigliphibitive economic cost of
hedging particular exposures, and limited avaiigbdf appropriate hedging instruments.
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Item 4. Controls and Procedures

Based on an evaluation under the supervision atidthe participation of the Company’s managemdat,Gompany’s principal executive
officer and principal financial officer have condkd that the Company’s disclosure controls andgutoes (as defined under the Securities
Exchange Act of 1934, as amenddekthange Ac)) were effective as of March 26, 2005 to ensue ithformation required to be disclosed
by the Company in reports that it files or submitsler the Exchange Act is recorded, processed, swized and reported within the time
periods specified in Securities and Exchange Cosionisules and forms.

There were no significant changes in the Compaimggsnal control over financial reporting identiiéh management’s evaluation during the
second quarter of fiscal 2005 that have matergffigcted or are reasonably likely to materiallyeaffthe Company’s internal control over
financial reporting.

PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

The Company is subject to various legal proceedamgkclaims that are discussed below. The Comaalgd subject to certain other legal
proceedings and claims that have arisen in thenardicourse of business and which have not begnddjudicated. In the opinion of
management, the Company does not have a potaabdity related to any current legal proceedingd alaims that would individually or in
the aggregate have a material adverse effect dimatscial condition, liquidity or results of op¢i@ns. However, the results of legal
proceedings cannot be predicted with certainty uhthe Company fail to prevail in any of thesedegatters or should several of these I
matters be resolved against the Company in the sapoeting period, the operating results of a patér reporting period could be materially
adversely affected. The Company settled certaitiersatiuring the first six months of 2005, which dit individually or in the aggregate
have a material impact on the Company’s resultgpefations.

Advanced Audio Devices LLC v Apple Computer,

Plaintiff Advanced Audio Devices (AAD) filed thiseon on March 3, 2005 in the United States Dist@iourt for the Northern District of
lllinois, Eastern Division, alleging infringemeny the Company of U.S. Patent 6,587,403 entitled sSMuukebox.” The complaint seeks
unspecified damages and other relief. The Compiéey dn answer on May 4, 2005 denying all mategii@gations and asserting numerous
affirmative defenses. The Company is investigating claim.

Apple Corps Ltd. v. Apple Computer, Inc.; Apple @atar, Inc. v. Apple Corps Lt

Plaintiff Apple Corps filed this action on July 2003 in the High Court of Justice, Chancery Divisim London alleging that the Company
has breached a 1991 agreement that resolved deatiemark litigation between the parties regardisg of Apple marks. Plaintiff seeks an
injunction, unspecified damages and other reliek Tompany filed a motion on October 13, 2003,lehging jurisdiction in the U.K. The
Court denied this motion on April 7, 2004. The Camyp filed an appeal of the Court’s decision butsagjuently withdrew the appeal. In
November 2004, Apple Corps served the Company avitAmended Bill of Particulars and on December22®4 the Company filed
Defence. Trial is set for the week of March 270&0

On October 8, 2003, the Company filed a lawsuifregapple Corps in the United States District Gdar the Northern District of Californi
requesting a declaratory judgment that the Combaisynot breached the 1991 agreement. Apple Cogleiefed jurisdiction in the
California case but the Court denied that challemy®arch 25, 2004. Apple Corps subsequently pteg@n a motion to stay the California
case during the pendency of the U.K. action. Them@any has dismissed the California lawsuit withanejudice.

Blumenau v Apple Computer, It

Plaintiff Trevor Blumenau filed this action on Septber 29, 2004 in the United States District Céurthe Northern District of Texas
alleging infringement of U.S. Patent 5, 664,216tkat “Iconic Audiovisual Data Editing Environment’Plaintiff’'s complaint alleges that the
Company’s Shake software infringes the patent. Gtpany received service of the complaint on M&,c2005 and its response is not yet
due. The Company is investigating this claim.

Branning et al. v Apple Computer, Ir
Plaintiffs filed this purported class action in Jarancisco County Superior Court on February 19520 he complaint alleges violations of
California Business & Professions Code section 0742@fair competition) regarding
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a variety of purportedly unfair and unlawful contirluding, but not limited to, allegedly sellinged computers as new, failing to honor
warranties, misappropriating trade secrets andchreficontract. Plaintiffs request unspecified dges and other relief. The Company
received service of the complaint on March 12, 2808 on March 13, 2005 the Company filed a motiotmansfer the case to Santa Clara
County Superior Court. Plaintiffs filed an amendedhplaint on or about April 29, 2005 adding twevnegamed Plaintiffs and three new
causes of action. The Company is investigatingdataaims and has commenced discovery againstiffain

Burrow v Apple Computer, In

Plaintiff filed this purported class action in OgenCounty Superior Court on February 17, 2005 altetplse advertising regarding the copy
protection capabilities of DVD Studio Pro. Ther@aaint alleges violations of California Busines$€ofessions Code section 17200 (unfair
competition) and Code section 17500 (false adwegjsand negligent misrepresentation. Plaintiffuests unspecified damages and other
relief. The Company was served on March 8, 20@bféded an answer on April 7, 2005 denying all gidons and asserting numerous
affirmative defenses. The Company is investigativege claims.

Cagney v. Apple Computer, Inc.

Plaintiff filed this purported class action on Janu9, 2004 in Los Angeles County Superior Coulkging improper collection of sales tax in
transactions involving mail-in rebates. The complaileges violations of California Business andf@ssions Code Section 17200 (unfair
competition) and seeks unspecified damages and &hef. The Company was served on January 214 288d filed an answer on
February 20, 2004, denying all allegations andréisgenumerous affirmative defenses. The Compatigviestigating these allegations. The
Company filed a motion to disqualify Plaintiff's wosel, which the Court denied. The Company filgebttion for a writ of mandate with
respect to this ruling and the Court of Appeal é&bsan order to show cause as to why the writ shooidssue. Plaintiff's lead counsel
subsequently withdrew. The hearing on the showecatder took place on January 26, 2005. On Feprligr2005 the Court ruled that the
trial court abused its discretion in failing to gtahe Company’s motion to disqualify and ordeteeltrial court to disqualify both of Plainti’
law firms upon remand. The opinion was designédegublication and Plaintiff has asked the Coartlie-publish it. The Company has
opposed that request. The Company has obtainediniom on the tax issue from the State Board ofdfigation.

Clark v Apple Computer, Inc.

Plaintiff filed this purported class action on Fedry 2, 2005 in Santa Clara County Superior Cdlegmg defects in the Company’s “yo-yo”
power adapters. Plaintiffs request unspecifiedatpen and other relief. The parties have reacliedtative settlement in this matter. The
Court granted preliminary approval of the settleh@nApril 19, 2005 and the final approval hearimget for September 27, 2005. Settlen
of this matter will not have a material effect te Company’s financial position or results of opiera

Compression Labs, Inc. v. Apple Computer, Inca).eApple v. Compression Labs, Inc., et al.

Plaintiff Compression Labs, Inc. filed this patérftingement action on April 22, 2004 against thengpany and twenty-seven other
defendants in the United States District Courtti@er Eastern District of Texas, Marshall Divisioleging infringement of U.S. patent
4,698,672. Plaintiff alleges that the Company mg#s the patent by complying with the JPEG standswdefined by CCITT
Recommendation T.81 entitled “Information TechnglegDigital Compression and Coding of Continuous T&tid Images—Requirements
and Guidelines.” Plaintiff seeks unspecified dansaged other relief.

On July 2, 2004, the Company and several othendefes in the Texas action filed a lawsuit in theteéd States District Court in Delaware
against Compression Labs, Inc. and two other coreparequesting a declaratory judgment of nonigfment, invalidity, implied license
and unenforceability with respect to the ‘672 patehdditional actions regarding this patent haeerbfiled in other jurisdictions. On
February 16, 2005, the Panel on Multi-District gétion (MDL) granted a petition filed by certainfeledants, seeking coordination and
transfer of all of these cases to one court fortpaé proceedings. The MDL Panel has transferiedfahe cases to the Northern District of
California. The defendants in the Texas and Delawations had filed a motion to dismiss prior te tlansfer and both motions are still
pending.

Craft v. Apple Computer, In¢filed December 23, 2003, Santa Clara County Sop&wourt);Chin v. Apple Computer, Infiled
December 23, 2003, San Mateo County Superior Cddughes v. Apple Computer, Ir{filed December 23, 2003, Santa Clara County
Superior Court)Westley v. Apple Computer, Irfiled December 26, 2003, San Francisco County SBaip€ourt); Keegan v. Apple
Computer, Inc(filed December 30, 2003,
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Alameda County Superior Court)jagya v. Apple Computer, Inéiled February 19, 2004, Alameda County Superious®); Yamin v. Apple
Computer, Inc(filed February 24, 2004, Los Angeles County Supetiourt);Kieta v. Apple Computer, Inffiled July 8, 2004, Alameda
County Superior Court)

Eight separate plaintiffs filed purported class@ttases in various California courts allegingnepsesentations by the Company relative to
iPod battery life. The complaints include causeadtion for violation of California Business andféissions Code Section 17200 (unfair
competition), the Consumer Legal Remedies Acti@LRA”") and claims for false advertising, frauduleancealment and breach of
warranty. The complaints seek unspecified damage®ther relief. The Company is investigating thelséms. The cases have been
consolidated in San Mateo County. On July 26, 260dintiffs filed a consolidated complaint. On Augf) 25, 2004, the Company filed an
answer denying all allegations and asserting nuaseadfirmative defenses. Discovery is stayed pemdettlement discussions among the
parties.

In addition, a similar complaint relative to iPodttery life,Mosley v. Apple Computer, In@as filed in Westchester County, New York on
June 23, 2004 alleging violations of New York Geh@&usiness Law Sections 349 (unfair competitiarg 850 (false advertising). The
Company removed the case to Federal Court andtiffiéiled a motion for remand, which the Court hast yet decided. The case is also
stayed.

Davis v. Apple Computer, In

Plaintiff filed this purported class action in Sarancisco County Superior Court on December 5, 2802ging that the Company engaged in
unfair and deceptive business practices relatiritp tAppleCare Extended Service and Warranty Aaintiff asserts causes of action for
violation of the California Business and Professi@ode Sections 17200 and 17500, breach of the-Bewerly Warranty Act, intentional
misrepresentation and concealment. Plaintiff reguasspecified damages and other relief. The Comnfikedl a demurrer and motion to str
which were granted, in part, and Plaintiff filed @amended complaint. The Company filed an answekmil 17, 2003 denying all allegations
and asserting numerous affirmative defenses. Hfanobsequently amended its complaint. On Oct@®r2003, the Company filed a motion
to disqualify Plaintiff's counsel in his role asuwtsel to the purported class and to the generdicpdihe Court granted the motion, but
allowed Plaintiff to retain substitute counsel.iRtdf did engage new counsel for the general pyldut not for the class. The Company
moved to disqualify Plaintiff's new counsel andhiave the Court dismiss the general public claimfuitable relief. The Court declined to
disqualify Plaintiff's new counsel or to dismis®thquitable claims, but did confirm that the clasgon claims are dismissed. The case is
stayed pending an appeal.

East Texas Technology Partners LP v. Apple Complter

Plaintiff filed this patent infringement action danuary 23, 2004 in the United States District Couthe Eastern District of Texas alleging
infringement by the Company and seven other defesd# U.S. patent 6,574,239 relating to “Virtualr®ection of a Remote Unit to a
Server.” The complaint seeks unspecified damageéotrer relief. The Plaintiff's law firm withdrewdm the case because of a conflict of
interest and dismissed the complaint without priegidThe case was re-filed on February 10, 20@4drNorthern District of Texas by a new
law firm. The Company received service of the nemwplaint on May 17, 2004 and filed a response ogusu6, 2004, denying all material
allegations and asserting numerous affirmativertsfe. The Company is investigating this claim, thedcase is in discovery.

European Commission Investigati

The European Commission has notified the Compaayitls investigating certain matters relatinghe iTunes Music Store in the European
Union (EU). The European Commission is investiggtilaims made by Which?, a United Kingdom (UK) siemer association, that the
Company is violating EU competition law by chargimgre for online music in the UK than in Eurozoweigtries and preventing UK
consumers from purchasing online music from the&&Music Store for Eurozone countries. The Whathis were originally lodged wi
the UK Office of Fair Trading, which subsequentyarred them to the European Commission. The EaoCommission is investigating
charges under Article 81 and/or 82 of the Europg@ammission Treaty.

Gobeli Research Ltd. v. Apple Computer, Inc., et al

Plaintiff Gobeli Research Ltd. filed this patenfringement action against the Company and Sun Migstms, Inc. on April 15, 2004 in the
United States District Court for the Eastern Dgdtdf Texas, Marshall Division, alleging infringemeof U.S. patent 5,418,968 related to a
“System and Method of Controlling Interrupt Prodegs’ Plaintiff alleges that the Company’s Mac O&r8l Mac OS X operating systems
infringe Plaintiff's patent. Plaintiff seeks unsjfesd damages and other relief. The Company igstigating this claim. The Company filed
an answer
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on June 9, 2004, denying all material allegatioms @sserting numerous affirmative defenses. Thepgaomalso asserted counterclaims
requesting declaratory judgment of non-infringemeamd invalidity. A Markman hearing is set for Awg®, 2005 and the trial is scheduled
for February 6, 2006.

Goldberg, et al. v. Apple Computer, Inc., et ak.é. “Dan v. Apple Computer, Inc.”)

Plaintiffs filed this purported class action on &pber 22, 2003 in Los Angeles County Superior Cagainst the Company and other
members of the industry on behalf of an allegetnatide class of purchasers of certain computed daves. The case alleges violations of
California Business and Professions Code Secti@@@ funfair competition), the Consumer Legal Remgdict (“CLRA”") and false
advertising related to the size of the drives.rRifis allege that calculation of hard drive siz@ng the decimal method misrepresents the
actual size of the drive. The complaint seeks utifipd damages and other relief. Plaintiff filed @mended complaint on March 30, 2004
the Company filed an answer on September 23, 208)ing all allegations and asserting numerousnadfiive defenses. The Company is
investigating this claim. Defendants filed a matto strike portions of the complaint based onsshieresellers and filed a motion for
judgment on the pleadings based upon PropositionTé# Court granted both motions at a hearing pril &, 2005. Plaintiff has until Ma

6, 2005 to file an amended complaint.

Hawaii Structural Iron Workers and Pension Trustiéw. Apple Computer, Inc. and Steven P. Jobs; youApple Computer, Inc., et a
Hsu v. Apple Computer Inc., et

Beginning on September 27, 2001, three shareholdss action lawsuits were filed in the United &dDistrict Court for the Northern
District of California against the Company andGtsief Executive Officer. These lawsuits are subtsaéy identical, and purport to bring suit
on behalf of persons who purchased the CompanysBghyitraded common stock between July 19, 200@, eptember 28, 2000. The
complaints allege violations of the 1934 Securikgshange Act and seek unspecified compensatonagesnand other relief. The Company
filed a motion to dismiss on June 4, 2002, whicls Wwaard by the Court on September 13, 2002. Onrbleeell, 2002, the Court granted the
Company’s motion to dismiss for failure to stateaaise of action, with leave to Plaintiffs to amémeir complaint within thirty days.
Plaintiffs filed their amended complaint on Janudty 2003, and on March 17, 2003, the Company fileabtion to dismiss the amended
complaint. The Court heard the Company’s motioduly 11, 2003 and dismissed Plaintiffs’ claims witiejudice on August 12, 2003.
Plaintiffs appealed the ruling. The Ninth CircGiburt of Appeal heard the matter on February 10528hd affirmed the District Court’s
ruling in an unpublished decision dated April 4030 Plaintiffs will not seek further review andetmatter is concluded.

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

Plaintiffs Honeywell International, Inc. and Honestiintellectual Properties, Inc. filed this action October 6, 2004 in the United States
District Court in Delaware alleging infringement the Company and other defendants of U.S. pat@805371 entitled “Directional Diffuser
for a Liquid Crystal Display.” Plaintiffs seek uresgfied damages and other relief. The Companyvsstigating this claim. The Company
filed an answer on December 21, 2004 denying alena allegations, and asserting numerous affiveadefenses. The Company also
asserted counterclaims requesting declaratory jedgof non-infringement and invalidity. The cas@isliscovery.

MacTech Systems v. Apple Computer, Inc.; Macadakpple Computer, Inc.; Computer International, ImcApple Computer, Inc.; Elit
Computers and Software, Inc. v. Apple Computer; IFite Neighborhood Computer Store v. Apple Conmplrite. MacAccessory Center,
Inc. v. Apple Computer In(all in Santa Clara County Superior Court)

Six resellers have filed similar lawsuits agaim& €ompany for various causes of action includiregbh of contract, fraud, negligent and
intentional interference with economic relationshipgligent misrepresentation, trade libel, unéaimpetition and false advertising. Plaintiffs
request unspecified damages and other relief. Ampany answered the Computer International compteirNovember 12, 2003, denying
all allegations and asserting numerous affirmadieenses. Three of the other plaintiffs filed adeshcomplaints on February 7, 2005 and on
March 16, 2005, the Company filed answers denylhagllagations and asserting numerous affirmatigéedses. The Company filed an
answer in the Macadam case on December 3, 2004ndealy allegations and asserting numerous defengdbPlaintiffs except Computer
International hired new counsel in December 2084 cases except Macadam are in discovery. A dBitintiff, MacAccessory Center filed
a complaint on February 23, 2005. The Company fleesponse on April 20, 2005.

On October 1, 2003, one of the reseller PlaintNfacadam, was deauthorized as an Apple resellecatitan filed a motion for a temporary
order to reinstate it as a reseller, which the €denied. The Court denied Macadam'’s
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motion for a preliminary injunction on December 2003. On December 6, 2004 Macadam filed for @#rajpll Bankruptcy in the Northern
District of California, which placed a stay on fiigation as to Macadam only. The Company filecl@m in the bankruptcy proceedings on
February 16, 2005 to which Macadam has objectdok Jompany took Macadam’s debtor examination inl&2005. Macadam filed a
motion to employ the same lawyers working for fofithe other reseller plaintiffs as special litigatcounsel to Macadam but subsequently
withdrew the motion following the Company’s oppa@sit The Company filed a motion to convert thekvaptcy to Chapter 7 (liquidation)
on April 29, 2005.

Slattery v. Apple Computer, Inc.

Plaintiff filed this purported class action on Janu3, 2005 in the United States District Courttfoe Northern District of California alleging
various claims including alleged unlawful tyingrafisic purchased on the iTunes Music Store wittptirehase of iPods and vice versa and
unlawful acquisition or maintenance of monopoly kedmpower. Plaintiff's complaint alleges violat®oof Sections 1 and 2 of the Sherman
Act (15 U.S.C. 881 and 2), California Business Bnofessions Code Section 16700 et seg. (the Cagtttvict), California Business and
Professions Code Section 17200 (unfair competitioonmon law unjust enrichment and common law molipgtion. Plaintiff seeks
unspecified damages and other relief. The Commaimyestigating this claim. The Company filed atioo to dismiss on February 10, 2005
and a hearing is set for June 6, 2005.

Stamm v. Apple Computer, Inc./Allen v. Apple Coeplrtc.

Plaintiff Stamm filed a purported class action covmber 12, 2004 in Circuit Court, Cook Countyinbis alleging that a defect in Apple’s
17" Studio Display monitors results in dimming @flhof the screen and constant blinking of the poligint. The Company is investigating
the claim. The Company removed the case to federat on December 22, 2004. The Court remandiedState Court on March 22, 2005
Plaintiff’s motion. The Company had filed a motimndismiss on January 27, 2005 which is now oérdar due to the remand. On January
28, 2005 a second Plaintiff, Allen, filed a purgaticlass action in Los Angeles Superior Court allggdentical claims. Mediation for both
cases is scheduled for August 2005.

Teleshuttle Technologies, LLC and BTG Internatidnal v. Microsoft and Apple Computer, Inc.

Plaintiffs filed this case on July 20, 2004 in WxitStates District Court for the Northern Disto€tCalifornia alleging infringement of U.S.
patent 6,557,054, entitled “Method and System fistributing Updates by Presenting Directory of Saite Available for User Installation
That is Not Already Installed on User Station.”iRtdfs seek unspecified damages and other rafiintiffs filed an amended complaint on
September 7, 2004, adding a second patent, U.&ntpg@769,009 entitledViethod and System for Selecting a Personalize@Saformation
Channels.” The Company filed an answer on OctoBeRQ04, denying all material allegations and dssggenumerous affirmative defenses.
The case is in discovery. Tentative Markman headiates are set for September 9, and 16, 2005.

Tiger Direct, Inc. v Apple Computer, Inc.

Plaintiff Tiger Direct, Inc. filed this trademarkfringement action in the United States Districu@dor the Southern District of Florida on
April 26, 2005 alleging infringement of the word rk&IGER. Plaintiff claims to have a valid regagion in the mark TIGER and alleges t
the Company’s use of TIGER in reference to thestatersion of Mac OS X infringes the mark allegeoliyned by Plaintiff. Plaintiff
attempted to obtain an ex parte preliminary injioxcbarring the Company’s use of the TIGER markipnil 27, 2005 but the motion was
denied. Plaintiff served the Company on April 2805 and again moved for a preliminary injunctidmci was heard on May 3, 2005. The
Company denied all allegations and vigorously opddglaintiff's motion. On May 3, 2005 the court feethe matter and has not yet issued a
ruling. The Company will continue investigatingstielaim. The Company’s response to the Complainbt yet due.

Union Federale des Consummateurs - Que ChoisirpleAgomputer France S.A.R.L. and iTunes S.A.R.L.

Plaintiff, a consumer association in France, fileid complaint on February 9, 2005 alleging thatéhtities above are violating consumer law
by 1) omitting to mention that the iPod is allegedbt compatible with music from online music sees other than the iTunes Music Store
and that the music from the iTunes Music Storenly compatible with the iPod and 2) tying the salé#ods to the iTunes Music Store and
vice versa. Plaintiff seeks damages, injunctiViefrand other relief. The Company is investigatthgse claims. The Company’s response is
not yet due. The first hearing on the case is adeédor May 24, 2005.
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Item 4. Submission of Matters to a Vote of Securityolders

The annual meeting of shareholders was held on 2pri2005. Proposals 1, 2, 3, 4 and 5 were amaroRroposal 6 was not approved. The
results are as follows:

Proposal 1

The following directors were elected at the meetingerve a one-year term as directors:

For Authority Withheld
Fred D. Andersol 707,238,10 9,231,64:
William V. Campbell 651,919,69 64,550,05
Millard S. Drexler 702,872,46 13,597,28
Albert A. Gore, Jr 700,761,44 15,708,30
Steven P. Jok 707,679,12 8,790,62
Arthur D. Levinsor 688,971,35 27,498,39
Jerome B. Yorl 707,526,55 8,943,19:

Proposal 2

The proposal to approve the Performance Bonus Blparformance-based annual cash incentive plaexigoutive officers.

For Against Abstained
690,194,31 21,392,46 4,882,96!

Proposal 3

The proposal to amend the Company’s 2003 Employeek®ption Plan, including increasing the numbfeshares of Common Stock
reserved for issuance thereunder by 49 millioneshar

For Against Abstained Broker Non-Vote
449,367,46 79,922,59 5,386,28! 181,793,40

Proposal 4

The proposal to amend the Company’s Employee SRockhase Plan to increase the number of sharesmfifon Stock reserved for
issuance thereunder by 2 million shares.

For Against Abstained Broker Non-Vote
496,598,54 32,937,71 5,056,26! 181,877,22

Proposal 5

Ratification of appointment of KPMG LLP as the Caanp’s independent auditors for fiscal year 2005.

For Against Abstained
694,477,775 17,825,75 4,166,23!
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Proposal 6

A shareholder proposal requesting that the Boaidigfctors adopt a performance and time-basedetsirshare grant program for senior
executives.

For Against Abstained Broker Non-Vote
181,658,48 343,482,06 9,439,56: 181,889,63

The proposals above are described in detail irCt@pany’s definitive proxy statement dated March20D5, for the Annual Meeting of
Shareholders held on April 21, 2005.
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Item 6. Exhibits

(a) Index to Exhibits

Incorporated by Reference

Exhibit Filing Date/ Filed
Number Exhibit Description Form Period End Date herewith
3.1 Restated Articles of Incorporation, filed with tBecretary of  S-3 7/27/88
State of the State of California on January 2781
3.2 Amendment to Restated Articles of Incorporatiolediwith 10-Q 5/11/00
the Secretary of State of the State of Califormaviay 4,
2000.
3.3 By-Laws of the Company, as amended through June 4, 10-Q 6/26/04
3.4 Certificate of Amendment to Restated Articles of X
Incorporation, as amended, filed with the Secretdigtate of
the State of California on February 25, 2C
4.2 Indenture dated as of February 1, 1994, betweeGtinepany 10-Q 4/01/94
and Morgan Guaranty Trust Company of New Y«
4.3 Supplemental Indenture dated as of February 1,,1894ng 10-Q 4/01/94
the Company, Morgan Guaranty Trust Company of Nenk}
as resigning trustee, and Citibank, N.A., as sismesustee
4.5 Form of the Compar's 6 1/2% Notes due 20C 10-Q 4/01/94
4.8 Registration Rights Agreement, dated June 7, 188thg the S-3 8/28/96
Company and Goldman, Sachs & Co. and Morgan Staley
Co. Incorporatec
4.9 Certificate of Determination of Preferences of &8s Non-  10-K 9/26/97
Voting Convertible Preferred Stock of Apple Computac.
10.A.3 Apple Computer, Inc. Savings and Investment Plan, a 10-K 9/27/91
amended and restated effective as of October 1.:
10.A.3-1 Amendment of Apple Computer, Inc. Savings and ltmesit  10-K 9/25/92
Plan dated March 1, 199
10.A.3-2 Amendment No. 2 to the Apple Computer, Inc. Savimgd 10-Q 3/28/97
Investment Plar
10.A5 1990 Stock Option Plan, as amended through Noveber 10-Q 12/26/97
1997.
10.A.6 Apple Computer, Inc. Employee Stock Purchase Risn, X
amended through April 21, 20C
10.A.8 Form of Indemnification Agreement betwe 10-K 9/26/97
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10.A.43
10.A.49

10.A.50
10.A.51

10.A.52

10.A.53

10.A.54

10.A.55

10.B.18

141

31.1

31.2

32.1

the Registrant and each officer of the Registt

NeXT Computer, Inc. 1990 Stock Option Plan, as atedr
1997 Employee Stock Option Plan, as amended through
October 19, 2001

1997 Director Stock Option Pla

2003 Employee Stock Plan, as amended through Apyil
2005.

Reimbursement Agreement dated as of May 25, 20Gindy
between the Registrant and Steven P. .

Option Cancellation and Restricted Stock Award Agnent
dated as of March 19, 2003 by and between The Raxgis
and Steven P. Jok

Form of Restricted Stock Unit Award Agreem:

Apple Computer, Inc. Performance Bonus Plan dated 21,
2005.

Custom Sales Agreement effective October 21, 2@d&den
the Registrant and International Business Machines
Corporation.

Code of Ethics of the Compa

Rulel3a-14(a) / 15d-14(a) Certification of ChiefeExtive
Officer

Rulel3a-14(a) / 15d-14(a) Certification of Chiefifncial
Officer

Section 1350 Certifications of Chief Executive ©éii and
Chief Financial Office
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S-8
10-K
10-Q

10-Q

10-Q

10-Q

10-K

10-K

3/21/97
9/28/02
3/27/98

6/29/02

6/28/03

3/27/04

9/27/03

9/27/03




SIGNATURE
Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causisd¢iport to be signed ats behalf by ths
undersigned, thereunto duly authorized.
APPLE COMPUTER, INC
(Registrant’

By: /s/ Peter Oppenheim

Peter Oppenheime
Senior Vice President and Chief Financial Offi
May 4, 200E
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Exhibit 3.4

Conformed Copy as filed with the Secretary of !
of the State of California on February 25, 2

CERTIFICATE OF AMENDMENT
TO
RESTATED ARTICLES OF INCORPORATION, AS AMENDED,
OF
APPLE COMPUTER, INC.

Gary Wipfler and Michelle A. LaVally certify that:

1. They are the Vice President and Treasurer, anfidbeciate General Counsel and Assistant Secretspectively, of
Apple Computer, Inc., a California corporation.

2. Article 11l of the Restated Articles of Incorporati, as amended, of this corporation is amendeéatd in its entirety as
follows:

This corporation is authorized to issue two clagdeshares designated respectively “Common Stook™&®referred
Stock.” The number of shares of Common Stock whtiéh corporation is authorized to issue is 1,800,000. The number of
shares of Preferred Stock which this corporaticauihorized to issue is 5,000,000. Effective ptrb., California time, on the date
filing of the Certificate of Amendment of Restat&dicles of Incorporation, as amended, amending #ticle hereby, each share of
Common Stock outstanding as of 5p.m. Californiaetion February 18, 2005 shall be automatically aitial mo further action by the
holder of such shares split into two shares of Com&tock.”

3. The foregoing amendment to the Restated Articlda@drporation, as amended, was duly approved &Bthard of
Directors at its meeting held on February 8, 2@%vhich a quorum was present and acting throughlogitcorporation has only one class of
shares outstanding and no approval of the outsigrstiares of the corporation is required pursuaBection 902(c) of the General
Corporation Law of the State of California.

The undersigned declare under penalty of perjuayttie matters set forth in the foregoing certiicare true of their own knowled
Executed at Cupertino, California on February ZH3
/S/ Gary Wipfler

Gary Wipfler
Vice President and Treasur

/S/ Michelle A. LaVally
Michelle A. LaVally
Associate General Counsel a
Assistant Secretai




Exhibit 10.A.6

APPLE COMPUTER, INC.
EMPLOYEE STOCK PURCHASE PLAN
( as amended and restated effective as of April 21, 2005)

The following constitute the provisions of the Emy#e Stock Purchase Plan (herein called the “Plain®pple Computer, Inc. (herein
called the “Company”).

1. Purpose The purpose of the Plan is to provide employdekse Company and its subsidiaries with an opputyuo purchase
Common Stock of the Company through payroll dedusti It is the intention of the Company to haveRlan qualify as an “Employee Stock
Purchase Plan” under Section 423 of the InternakRee Code of 1986. The provisions of the Planl,shetordingly, be construed so as to
extend and limit participation in a manner consisteith the requirements of that section of the €od

2.  Definitions.
(@) “Board” shall mean the Board of Directors of the Company.
(b) “Common Stockshall mean the Common Stock, no par value, ofGbmpany.
(c) “Company shall mean Apple Computer, Inc., a Californiapmation.

(d) *“Compensatiofi shall mean all regular straight time earningsmants for overtime, shift premium, incentive comgegtion,
incentive payments, bonuses and commissions (exzdp¢ extent that the exclusion of any such itenspecifically directed by the
Board or its committee).

(e) “Designated Subsidiari¢sshall mean the Subsidiaries which have been dasigl by the Board from time to time in its sole
discretion as eligible to participate in the Plan.

(f “ Employeé shall mean:

(1) any person, including an officer, who is cusarily employed for at least twenty (20) hours week and more than five
(5) months in a calendar year by the Company orodiits Designated Subsidiaries.

(2) Notwithstanding subsection (1), a differamershall apply to an individual during any per{@d he or she receives
compensation which is not initially treated by @empany as “wages”: for payroll tax purposes, faments to such individual are
not initially subjected by the Company to income falCA tax, or other withholdings applicable toges), if (B) he or she is
ultimately determined to have been a common lawleyee of the Company during the period, althougtiailly reported as an
independent contractor or treated as employeddayeoll agency for the period in question. In tbase, to the extent Section 423
requires such individual to be treated as retraaltieligible to have participated in the Plan,lsudividual shall be treated as an
“Employee” during an offering period only to thetemt that he or she satisfies the criteria sehforthe next sentence as of the start
of the offering period. The two criteria are th@) the individual must be employed by the Companieast two years and (B) the
individual is not a “highly compensated employedthim the meaning of Section 414(q) of the InterRavenue Code of 1986. For
the purpose of computing years of service, allisergrior to a break in service shall be ignorethmextent permitted by
Section 423. For the purpose of determining arviddal’s status as a “highly compensated employé’rules in the Company’s
Savings and Investment Plan shall apply.




(g) “Plan” shall mean this Employee Stock Purchase Plan.

(h) *“Section 16 Persohshall mean any person participating in the Pl was been designated by the Board of Directors as
having authority to carry out policy-making funetisuch that the person is subject to the repoatimyshort-swing profit regulations of
Section 16 of the Securities Exchange Act of 1934.

(i) “ Subsidiary’ shall mean a corporation, domestic or foreignwbfch not less than 50% of the voting shares afé by the
Company or a Subsidiary, whether or not such catpmr now exists or is hereafter organized or aeguby the Company or a
Subsidiary.

() “ 1934 Act Section 16shall mean Section 16 of the Securities Exchaheteof 1934 and the rules and regulations promeigjat
thereunder.

3.  Eligibility .

(@) Any Employee as defined in Section 2 wholdtalemployed by the Company or one of its Desgh&ubsidiaries on the date
his or her participation in the Plan is effectivels be eligible to participate in the Plan, subjecthe limitations imposed by Section 423
(b) of the Internal Revenue Code of 1986, as antknde

(b) Any provisions of the Plan to the contrarywithstanding, no Employee shall be granted anooptinder the Plan (i) if,
immediately after the grant, such Employee wouldh alvares and/or hold outstanding options to pueckck possessing five percent
(5%) or more of the total combined voting powewalue of all classes of shares of the Company angfSubsidiary of the Company, or
(i) which permits his or her rights to purchasargs under all employee stock purchase plans atdmepany and its Subsidiaries to
accrue at a rate which exceeds Twehitye Thousand Dollars ($25,000) of the fair mankadtie of the shares (determined at the time
option is granted) for each calendar year in wisiath stock option is outstanding at any time.

4. Offering Dates The Plan shall be implemented by one offeringmdueach six-month period of the Plan, commenacingr about
January 1, 1981 and continuing thereafter untihteated in accordance with Section 19 hereof. Toar® of Directors of the Company shall
have the power to change the duration of offeriagaals with respect to future offerings without idteolder approval if such change is
announced at least fifteen (15) days prior to tfeduled beginning of the first offering periodo® affected.

5. Participation.

(@) An eligible Employee may become a participarihe Plan by completing a subscription agreeraattiorizing payroll
deductions on the form provided by the Companyfding it with the Company’s payroll office priootthe applicable offering date.
Once filed, the subscription agreement shall rereffective for all subsequent offering periods Lifte participant withdraws from the
Plan as provided in Section 10 hereof or files heosubscription agreement.

(b) Payroll deductions for a participant shalintnence on the first payroll following the commeneatnoffering date and shall
continue at the same rate until such time as thiecip@ant withdraws from the Plan as provided irct®: 10 hereof or another
subscription agreement is filed which changes #ibe of payroll deductions.

6. Payroll Deductions
(&) Atthe time a participant files his or hebscription agreement, he or she shall elect to payeoll deductions made on each

payday during subsequent offering periods at arrate&xceeding ten percent (10%) of the Compensattuch he or she received on
such payday, and




the aggregate of such payroll deductions duringadfering period shall not exceed ten percent (10%4)is or her aggregate
Compensation during said offering period.

(b) All payroll deductions made by a participahtll be credited to his or her account under tha.FA participant may not make
any additional payments into such account.

(c) A participant may discontinue his or her fmdpation in the Plan as provided in Section 10may lower, but not increase, the
rate of his or her payroll deductions (within tiraitations set forth in subsection (a) above) dgiam offering period by completing and
filing with the Company a new authorization for palydeductions. The change in rate shall be effeawithin fifteen (15) days
following the Company’s receipt of the new authatian.

(d) A participant may increase his or her ratpafroll deductions (within the limitations settfoin subsection (a) above) to be
effective for the next offering period by completiand filing with the Company a new authorization fayroll deductions at least fifteen
(15) days before the beginning of said offeringqukr

7.  Grant of Option

(&) Atthe beginning of each six-month offerirgripd, each eligible Employee participating in Blan shall be granted an option to
purchase (at the per share option price) up tonsbeun of shares of the Company’s Common Stock détedrby dividing the Employes’
accumulated payroll deductions (not to exceed aouanequal to ten percent (10%) of his or her Camsp#on during the applicable
offering period) by the lower of (i) eighty-five ment (85%) of the fair market value of a sharéhef Company’s Common Stock on the
date of the commencement of said offering periodiieighty-five percent (85%) of the fair markedlue of a share of the Company’s
Common Stock on the date of the expiration of tifierimg period, subject to the limitations set foi Sections 3(b) and 12 hereof, and
subject to the following limitation: The numbersifares of the Company’s Common Stock subject tamatign granted to an Employee
pursuant to this Plan shall not exceed two hungexdent (200%) of the number of shares of the Caryipa8Common Stock determined
by dividing an amount equal to ten percent (10%hefEmployee’s semi-annual Compensation as adaie of the commencement of
the applicable offering period by eighty-five parté85%) of the fair market value of a share of@wenpany’s Common Stock on the
date of the commencement of said offering periad. Farket value of a share of the Company’s ComBtoick shall be determined as
provided in Section 7(b) herein.

(b) The option price per share of such sharel Ishahe lower of: (i) 85% of the fair market valof a share of the Common Stock
of the Company at the commencement of the six-mofiéting period; or (ii) 85% of the fair marketlua of a share of the Common
Stock of the Company at the time the option is eged at the termination of the six-month offerpegiod. The fair market value of the
Company’'s Common Stock on a given date shall benien of the reported bid and asked prices fordatg, or if the Common Stock is
listed on an exchange or quoted on the Nasdaq mdtharket, the closing sale price on such exchamggiotation system for that date.

8.  Exercise of OptionUnless a participant withdraws from the Planmwipled in Section 10, his or her option for theghase of
shares will be exercised automatically at the dritie@offering period, and the maximum number dif shares subject to option will be
purchased for him or her at the applicable optiooepwith the accumulated payroll deductions indridier account. During his or her lifetir
a participant’s option to purchase shares hereusdetercisable only by him or her.
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9. Delivery; Roll-Over of Fractional Share Intets.

As promptly as practicable after the terminatiorach offering, the Company shall arrange for #lévdry to each participant, as
appropriate, of a certificate representing the neinab full shares purchased upon exercise of hieeooption. No fractional shares shall be
issued. Any cash remaining to the credit of a pgdint’s account under the Plan after a purchaderhyor her of shares at the termination of
each offering period which is insufficient to puase a full share of Common Stock of the Companjestibo option shall remain in such
participant’s account and shall be applied to e succeeding offering period unless the partitifeas withdrawn as to future offering
periods, in which case such cash shall be retumedid participant. Any cash attributable to shaneexcess of the number of shares subject
to option to the participant (as determined in agance with Section 7(a) hereof) shall be retutoetthe participant.

10. Withdrawal; Termination of Employment

(@) A participant may withdraw all but not leksm all the payroll deductions credited to his @r &iccount under the Plan at any
time prior to the end of the offering period by igiy written notice to the Company. All of the paipiant’s payroll deductions credited to
his or her account will be paid to him or her praiynpfter receipt of his or her notice of withdravead his or her option for the current
period will be automatically terminated, and nalfier payroll deductions for the purchase of shai#de made during the offering
period.

(b) Upon termination of the participant’s emplogmib prior to the end of the offering period for aegson, including retirement or
death, the payroll deductions credited to his araoeount will be returned to him or her or, in tiase of his or her death, to the person or
persons entitled thereto under Section 14, andrtir option will be automatically terminated.

(c) Inthe event an Employee fails to remairhi@ ¢continuous employ of the Company or one of #gsiBnated Subsidiaries for at
least twenty (20) hours per week during the offgperiod in which the employee is a participantphehe will be deemed to have
elected to withdraw from the Plan and the payretluttions credited to his or her account will keneed to him or her and his or her
option terminated.

(d) Except as provided in Section 3(a) with respe Section 16 Persons, a participant’s withdidvean an offering will not have
any effect upon his or her eligibility to partictpan a succeeding offering or in any similar pkeimich may hereafter be adopted by the
Company. However, a new subscription agreementhaile to be filed in such case.

11. No Interest No interest shall accrue on the payroll dedudtioha participant in the Plan.
12. Stock

(& The maximum number of shares of the Compa@gimmon Stock which shall be made available foz sader the Plan shall be
seventy million (70,000,000) shares, subject tastdjient upon changes in capitalization of the Cam@a provided in Section 18. The
shares to be sold to participants under the Plan atdhe election of the Company, be either treashares or shares authorized but
unissued. The maximum number of shares of the Copip&ommon Stock available for sale in any offgrperiod will be established
by the committee of the members of the Board adstéring the Plan from time to time, prior to aneoiifig period for all options to be
granted during such offering period, subject taiatihent upon changes in capitalization of the Com@e provided in Section 18. If at
the termination of any offering period the totahmuer of shares which would otherwise be subjeoptions granted pursuant to
Section 7(a) hereof exceeds the number of shaeasavailable under the Plan (after deduction ofl@dires for which options have been
exercised or are then outstanding), the Companysiwenptly notify the participants, and shall,ita sole discretion (i) make a pro rata
allocation of the shares remaining




available for option grant in as uniform a manreshall be practicable and as it shall determirteetequitable, (ii) terminate the offering
period without issuance of any shares or (iii) obtnareholder approval of an increase in the nurabghares authorized under the Plan
effect, and may accordingly delay issuances ofsfiayes under the Plan, for such time as is negegsattempt to obtain shareholder
approval of any increase in shares authorized uheelPlan. The Company shall promptly notify papants of its determination to effect
(1), (ii) or (iii) above upon making such decisigh participant may withdraw all but not less thdinttze payroll deductions credited to his
or her account under the Plan at any time priguith notification from the Company. In the evert @ompany determines to effect (i
(i) above, it shall promptly upon such determioatireturn to each participant all payroll deductioiot applied towards the purchase of
shares.

(b) The participant will have no interest or wgtiright in shares covered by his or her optionl gnth option has been exercised.

(c) Shares to be delivered to a participant utigePlan will be registered in the name of theigigant or in the name of the
participant and the spouse of the participant.

13. Administration The Plan shall be administered by a committemerhbers of the Board of Directors, which committball be
appointed by the Board. The administration, intetgtion or application of the Plan by such comnaitthall be final, conclusive and binding
upon all participants. Members of the committedIsiw be permitted to participate in the Plan.

14. Designation of Beneficiary

(&) A participant may indicate in his or her strijgtion agreement, or may file a written desigoatdf beneficiary with respect to, a
person who is to receive any shares and cashy ffeom the participant’s account under the Plathmevent of such participant’s death
subsequent to the end of the offering period biatrpo delivery to him or her of such shares anshcaén addition, a participant may file a
written designation of a beneficiary who is to iigeeany cash from the participant’s account untlerRlan in the event of such
participant’s death prior to the end of the offgrjmeriod.

(b) Such designation of beneficiary may be chdrgethe participant at any time by written notikethe event of the death of a
participant and in the absence of a beneficiaridiyatlesignated under the Plan who is living attihee of such participant’s death, the
Company shall deliver such shares and/or cashetestbcutor or administrator of the estate of théiqipant, or if no such executor or
administrator has been appointed (to the knowledglee Company), the Company, in its discretionymeliver such shares and/or cash
to the spouse or to any one or more dependenddativies of the participant, or if no spouse, defeer or relative is known to the
Company, then to such other person as the Compagydesignate.

15. Transferability. Neither payroll deductions credited to a papticit’'s account nor any rights with regard to thereise of an option
or to receive shares under the Plan may be assigyaedferred, pledged or otherwise disposed ahinway (other than by will, the laws of
descent and distribution or as provided in Sectibiereof) by the participant. Any such attemm@ssignment, transfer, pledge or other
disposition shall be without effect, except tha €@ompany may treat such act as an election talveitir funds in accordance with Section 10.

16. Use of Funds All payroll deductions received or held by then@pany under the Plan may be used by the Compamanfo
corporate purpose, and the Company shall not igaibt to segregate such payroll deductions.
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17. Reports Individual accounts will be maintained for egenrticipant in the Plan. Statements of account lvélgiven to participatin
Employees semi-annually within a reasonable pesfdine following the stock purchase date, whicitesinents will set forth the amounts of
payroll deductions, the per share purchase ptigentimber of shares purchased, the amount of olistl bver into the next offering period
and the remaining cash balance, if any.

18. Adjustments Upon Changes in CapitalizatioBubject to any required action by the sharelisldéthe Company, the number of
shares of Common Stock covered by each option uhddPlan which has not yet been exercised anduh#er of shares of Common Stock
which have been authorized for issuance under lHreiut have not yet been placed under optiondctllely, the “Reserves”), as well as the
price per share of Common Stock covered by eadbrophder the Plan which has not yet been exerci&®ll be proportionately adjusted
any increase or decrease in the number of issuméslbf Common Stock resulting from a stock splihe payment of a stock dividend (but
only on the Common Stock) or any other increasgegrease in the number of shares of Common Stée&tefl without receipt of
consideration by the Company; provided, howevext, tonversion of any convertible securities of @mempany shall not be deemed to have
been “effected without receipt of considerationicB adjustment shall be made by the Board, whosgrdmation in that respect shall be
final, binding and conclusive. Except as exprepstywided herein, no issue by the Company of shairetock of any class, or securities
convertible into or exercisable for shares of stotkny class, shall affect, and no adjustmenteagon thereof shall be made with respect to,
the number or price of shares of Common Stock stibjean Option.

The Board may, if it so determines in the exeroisiés sole discretion, also make provision fonestiing the Reserves, as well as the
per share of Common Stock covered by each outstgragition under the Plan, in the event that the g effects one or more
reorganizations, recapitalizations, rights offesirg other increases or reductions of shares otitstanding Common Stock, and in the event
of the Company being consolidated with or mergéad amy other corporation.

19. Amendment and Termination of the Plan

(@ Amendment and TerminationThe Board may at any time amend, alter, suspewiscontinue the Plan, but no amendment,
alteration, suspension or discontinuation shalnagle which would impair the rights of any participander any option theretofore
granted without his or her consent.

(b) Shareholder Approval The Company shall obtain shareholder approvahgfPlan amendment to the extent necessary and
desirable to comply with Rule 16b-3 promulgatedemitie Securities Exchange Act of 1934, as amerateslith Section 423 of the
Internal Revenue Code of 1986, as amended (orw@oessor statute or rule or other applicable lave, or regulation), such shareholder
approval to be obtained in such a manner and tio sutegree as is required by the applicable lalw,auregulation.

(c) Effect of Amendment or Terminationy such amendment or termination of the Plaailstot affect options already granted
hereunder and such options shall remain in futtdaand effect as if this Plan had not been ameod&ztminated.

20. Notices All notices or other communications by a papiit to the Company under or in connection withRla shall be deemed
to have been duly given when received in the fguet#ied by the Company at the location, or bygbeson, designated by the Company for
the receipt thereof. All notices or other commuti@ss to a participant by the Company shall be dekin have been duly given when sen
the Company by regular mail to the address of #réigipant on the human resources records of thregany or when posted on AppleLink
any substitute general electronic messaging arldtlbuboard system utilized by the Company.
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21. Conditions Upon Issuance of ShareShares shall not be issued with respect to oropnless the exercise of such option and the
issuance and delivery of such shares pursuanttthehall comply with all applicable provisions afdl, domestic or foreign, including,
without limitation, the Securities Act of 1933, awmended, the Securities Exchange Act of 1934, anded, the rules and regulations
promulgated thereunder, and the requirements otk exchange or automated quotation system wharh the shares may then be listed
or quoted, and shall be further subject to the apgdrof counsel for the Company with respect tchstmmpliance.

As a condition to the exercise of an option, thenfany may require the person exercising such optisapresent and warrant at the
time of any such exercise that the shares are Imirghased only for investment and without any gmegtention to sell or distribute such
shares if, in the opinion of counsel for the Compauch a representation is required by any ohtbeementioned applicable provisions of
Law.

22. Non-U.S. EmployeesWith respect to the Company or any of its Deatgd Subsidiaries which employs Participants wisaee
outside of the United States, and notwithstandmgtang herein to the contrary, the Board may $rsitle discretion amend or vary the terms
of the Plan in order to conform such terms withrbguirements of local law to meet the objectived purpose of the Plan, and the Board
may, where appropriate, establish one or more sansgo reflect such amended or varied provisions.
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Exhibit 10.A.51
APPLE COMPUTER, INC.
2003 Employee Stock Plan
(amended and restated effective as of April 21, 2005)

1. Purposes of the Plaihe purposes of this Stock Plan are:
¢ to attract and retain talented Employees
* to further align Employee and shareholder interestd

¢ to closely link Employee compensation with Compaeyformance.

Awards granted under the Plan may be Incentivek3Bmtions, Nonstatutory Stock Options, Restrictéatk subject to Stock Purchase
Rights, Stock Appreciation Rights, Performance 8bar Restricted Stock Units, as determined byAthministrator at the time of grant.

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

(&) “Administrator’ means the Board or any of its Committees as dlmfidministering the Plan, in accordance withiSeet of
the Plan.

(b) “Annual Revenuemeans the Company’s or a business unit’'s nesgalethe Fiscal Year, determined in accordanch wit
generally accepted accounting principles.

(c) “Applicable Laws means the requirements relating to the admiristmeof stock plans under U.S. state corporate Jaws.
federal and state securities laws, the Code, aok gixchange or quotation system on which the Com&tock is listed or quoted and-
applicable laws of any foreign country or jurisdict where Awards are, or will be, granted underRlan.

(d) “Award” means, individually or collectively, a grant umdke Plan of Options, Restricted Stock subje@ttick Purchase
Rights, Stock Appreciation Rights, Performance 8bar Restricted Stock Units.

(e) “Award Agreemeritmeans the written or electronic agreement seftonth the terms and provisions applicable to eaatard
granted under the Plan. The Award Agreement isestithp the terms and conditions of the Plan.

(H “ Awarded Stock means the Common Stock subject to an Award.

(g) “Board” means the Board of Directors of the Company.

(h) *“Cash Positiorf means the Company’s level of cash and cash elpuitsa

(i) “ Chairman” means the Chairman of the Board.

() “ Code” means the Internal Revenue Code of 1986, as agtend

(k) “ Committe€ means a committee of Directors appointed by tharB in accordance with Section 4 of the Plan.

() * Common Stoc” means the common stock of the Comp:



(m) “ Company means Apple Computer, Inc., a California corpimat

(n) “Continuous Status as Chairmannless determined otherwise by the Administratoeans the absence of any interruption or
termination as Chairman of the Board with the Comyp&ontinuous Status as Chairman shall not beidered interrupted in the case of
medical leave,




military leave, family leave, or any other leaveatisence approved by the Administrator, provide@aich case, that such leave does not
result in termination as Chairman with the Compa\gither service as a Director nor payment of edor’s fee by the Company shall
sufficient to constitute status as “Chairman” bg @ompany.

(o) “Continuous Status as an Employeeeans the absence of any interruption or termonatf the employment relationship with
the Company or any Subsidiary. Continuous Statandsmployee shall not be considered interruptdtercase of (i) medical leave,
military leave, family leave, or any other leaveatisence approved by the Administrator, provide@aich case, that such leave does not
result in termination of the employment relatiopshith the Company or any Subsidiary, as the camg e, under the terms of the
respective Company policy for such leave; howewvesting may be tolled while an employee is on gwayed leave of absence under
the terms of the respective Company policy for deelve; or (ii) in the case of transfers betweaafimns of the Company or between
Company, its Subsidiaries, or its successor. Fgrgaes of Incentive Stock Options, no such leave exaeed ninety days, unless
reemployment upon expiration of such leave is guaed by statute or contract. If reemployment ugquiration of a leave of absence
approved by the Company is not so guaranteed,@f1ht day of such leave any Incentive Stock Ogirld by the Participant shall
cease to be treated as an Incentive Stock Optidrslaall be treated for tax purposes as a Nonstgt@tock Option. Neither service as a
Chairman nor as a Director nor payment of a direxfee by the Company shall be sufficient to cintt “employment” by the
Company.

(p) “Director” means a member of the Board.

(g) “Dividend Equivalent means a credit, payable in cash, made at theadisn of the Administrator, to the account of a
Participant in an amount equal to the cash dividgradd on one Share for each Share represented Award held by such Participant.

() “Earnings Per Sharé means as to any Fiscal Year, the Company’s arsiness unit's Net Income, divided by a weighted
average number of common shares outstanding amtivdicommon equivalent shares deemed outstandaigrmined in accordance
with generally accepted accounting principles.

(s) “Fiscal Year’ means a fiscal year of the Company.

() “Individual Performance Objectivemeans any individual Company business-relatedaihje that is objectively determinable
within the meaning of Code Section 162(m) and thea$ury Regulations promulgated thereunder. Indali®erformance Objectives
shall include, but not be limited to, improvememtustomer satisfaction, opening of additionalitstares, and similar objectively
determinable performance objectives related tdPgmticipant’s job responsibilities with the Company

(u) “Employe€ means any person employed by the Company or angn® or Subsidiary of the Company subject to fove.

(v) * Exchange Act means the Securities Exchange Act of 1934, andet:

(w) “ Fair Market Value’ means, as of any date, the value of Common Sdetdrmined as follows:

() If the Common Stock is listed on any estsiidid stock exchange or a national market systarudimg without limitation
the Nasdaq National Market or The Nasdag SmallCagk®t of The Nasdaqg Stock Market, its Fair Markatué shall be the closing
sales price for such stock (or the closing bigafsales were reported) as quoted on such excluraystem, on the date of
determination or, if the date of determinationds a trading day, the immediately preceding tradiay;
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(i) If the Common Stock is regularly quoted byegognized securities dealer but selling priceshat reported, the Fair Mark
Value of a Share of Common Stock shall be the nbe&ween the high bid and low asked prices for them@on Stock on the date
determination or, if there are no quoted priceshendate of determination, on the last day on wttiele are quoted prices prior to
the date of determination; or

(iii) In the absence of an established markettierCommon Stock, the Fair Market Value shall bemined in good faith by
the Administrator.

(x) “Incentive Stock Optiohmeans an Option intended to qualify as an incergiwek option within the meaning of Section 42
the Code and the regulations promulgated therewntteis expressly designated by the Administrattinetime of grant as an incentive
stock option.

(y) “ NetIncomé means as to any Fiscal Year, the income aftezdaf the Company for the Fiscal Year determineatitordance
with generally accepted accounting principles.

(z) “Operating Cash Flow means the Company'’s or a business unit's sumetflhcome plus depreciation and amortization less
capital expenditures plus changes in working chpdeprised of accounts receivable, inventorielsepturrent assets, trade accounts
payable, accrued expenses, product warranty, adv@manents from customers and long-term accruednsgs, determined in
accordance with generally acceptable accountintciples.

(aa) “Operating Incomé& means the Company’s or a business griiitcome from operations determined in accordarittegenerally
accepted accounting principles.

(bb) “ Nonstatutory Stock Optidhmeans an Option not intended to qualify as aeiize Stock Option.

(cc) “ Option” means a stock option granted pursuant to the.Plan

(dd) “ Optioned Stock means the Common Stock subject to an Option, 8ABtock Purchase Right.

(ee) “Participant” means the holder of an outstanding Award graoteder the Plan.

(f) “ Parent” means a “parent corporation,” whether now or héier existing, as defined in Section 424(e) ofCloele.

(g9) “ Performance Goals means the goal(s) (or combined goal(s)) deterchimethe Committee (in its discretion) to be apgie
to a Participant with respect to an Award. As daieed by the Committee, the Performance Goals egiple to an Award may provide
for a targeted level or levels of achievement using or more of the following measures: (a) AnriRavenue, (b) Cash Position,

(c) Earnings Per Share, (d) Net Income, (e) Opgga@iash Flow, (f) Operating Income, (g) Return @aséts, (h) Return on Equity,

() Return on Sales, (j) Total Stockholder Retand (k) Individual Performance Objectives. The Benfance Goals may differ from
Participant to Participant and from Award to Awafthe Administrator shall appropriately adjust arglaeation of performance under a
Performance Goal to exclude (i) any extraordinamecurring items as described in Accounting PriresgBoard Opinion No. 30 and
in management’s discussion and analysis of findcoiaditions and results of operations appearintpénCompany’s annual report to

shareholders for the applicable year, or (ii) thieat of any changes in accounting principles affecthe Company’s or a business units’
reported results.

(hh) “ Performance Sharemeans a performance share Award granted to écharit pursuant to Section 14.

(i) “ Plan” means this 2003 Employee Stock Plan.




(i) “ Restricted Stockmeans shares of Common Stock acquired pursuangtant of Stock Purchase Rights under Sectioof 12
the Plan.

(kk) “ Restricted Stock Unftmeans a bookkeeping entry representing an amexgurl to the Fair Market Value of one Share,
granted pursuant to Section 13. Each RestricteckSioit represents an unfunded and unsecured aigiigaf the Company.

(I “ Return on Assetsmeans the percentage equal to the Company’asimess unit’'s Operating Income before incentive
compensation, divided by average net Company dnéss unit, as applicable, assets, determinedcordance with generally accepted
accounting principles.

(mm) “ Return on Equity means the percentage equal to the Company’sridente divided by average shareholder’s equity,
determined in accordance with generally acceptedwatting principles.

(nn) “ Return on Salesmeans the percentage equal to the Company’osimess unit's Operating Income before incentive
compensation, divided by the Company’s or the lmssirunit's, as applicable, revenue, determinedéordance with generally accepted
accounting principles.

(00) “ Rule 16b-3 means Rule 16b-3 of the Exchange Act or any sssxmeto Rule 16b-3, as in effect when discretidpeing
exercised with respect to the Plan.

(pp) “ Stock Appreciation Riglitor “SAR” means a stock appreciation right granpenlsuant to Section 10 below.
(qq) “ Section 16(bY means Section 16(b) of the Exchange Act.
(rr) “ Share” means a share of the Common Stock, as adjustadciordance with Section 17 of the Plan.

(ss) “Stock Purchase Rightmeans the right to purchase Common Stock purdwaséction 12 of the Plan, as evidenced by an
Award Agreement.

(tt) “ Subsidiary’ means a “subsidiary corporation”, whether novhereafter existing, as defined in Section 424(fhef Code.

(uu) “ Total Stockholder Returhmeans the total return (change in share price pinvestment of any dividends) of a share of the
Company’s common stock.

3. Stock Subject to the PlarSubject to the provisions of Section 17 of thenPthe maximum aggregate number of Shares whighbma
issued under the Plan is 145,000,000 Shares. Toie$hay be authorized, but unissued, or reacqGioedmon Stock.

Any Shares subject to Options or SARs shall be wmlagainst the numerical limits of this Sectioms3ne Share for every Share subject
thereto. With respect to Awards granted on or dfterdate of receiving shareholder approval ofafmended Plan in 2005, any Shares subject
to Stock Purchase Rights, Performance Shares arided Stock Units with a per share or unit pusgharice lower than 100% of Fair
Market Value on the date of grant shall be coumig@inst the numerical limits of this Section 3ws Shares for every one Share subject
thereto. To the extent that a Share that was sufgjemn Award that counted as two Shares agairdPlan reserve pursuant to the preceding
sentence is recycled back into the Plan underéheparagraph of this Section 3, the Plan shatirbdited with two Shares.

If an Award expires or becomes unexercisable witthawing been exercised in full, or, with respecRestricted Stock, Performance
Shares or Restricted Stock Units, is forfeitedrtoepurchased by the Company, the unpurchased Startor Awards other than Options ¢
SARs, the forfeited or repurchased shares) whiate webject thereto shall become available for fugrant or sale under the Plan (unless the
Plan has terminated). With respect to SARs, whstoek settled SAR is exercised, the Shares sutljecSAR grant agreement shall be
counted against the numerical limits of Sectiorb8ve, as one share for every share subject theegfardless of the number of shares used tc
settle the SAR




upon exercise. Shares that have actually beendsswder the Plan under any Award shall not be netito the Plan and shall not become
available for future distribution under the Plamyided, however, that if Shares of Restricted Kt&erformance Shares or Restricted Stock
Units are repurchased by the Company at theirmalgiurchase price or are forfeited to the Compangh Shares shall become available for
future grant under the Plan. Shares used to pagxieise price of an Option shall not become atbl for future grant or sale under the
Plan. Shares used to satisfy tax withholding obiligrs shall not become available for future grantéale under the Plan. To the extent an
Award under the Plan is paid out in cash rathem 8tack, such cash payment shall not reduce théeuof Shares available for issuance
under the Plan. Any payout of Dividend Equivalebecause they are payable only in cash, shallagbice the number of Shares available
issuance under the Plan. Conversely, any forfeifii2ividend Equivalents shall not increase the banof Shares available for issuance
under the Plan.

4. Administration of the Plan
(&) Procedure.

()  Multiple Administrative Bodiedf permitted by Rule 16b-3 promulgated underBxehange Act or any successor rule
thereto, as in effect at the time that discretmheing exercised with respect to the Plan, antthéyegal requirements of the
Applicable Laws relating to the administration tdak plans such as the Plan, if any, the Plan rhat/rieed not) be administered by
different administrative bodies with respect to@ectors who are Employees, (b) Officers whoraseDirectors, and
(c) Employees who are neither Directors nor Officer

(i) Section 162(m). To the extent that the Adisirator determines it to be desirable to qualifyakds granted hereunder as
“performance-based compensatiarithin the meaning of Section 162(m) of the Cothe, Plan shall be administered by a Comm
of two or more “outside directors” within the meagiof Section 162(m) of the Code.

(i) Rule 16b-3 To the extent desirable to qualify transactioeelinder as exempt under Rule 16b-3, the transactio
contemplated hereunder shall be structured tofgdltie requirements for exemption under Rule 16b-3.

(iv) Other Administration Other than as provided above, the Plan shaltb@rastered by (a) the Board or (b) a Committee,
which committee shall be constituted to satisfy Wggble Laws.

(b) Powers of the AdministratoiSubject to the provisions of the Plan, and indhge of a Committee, subject to the specific dutie
delegated by the Board to such Committee, the Ahtnattor shall have the authority, in its discratio

(i) to determine the Fair Market Value;

(i) to select the person(s) to whom Awards maygbanted hereunder;

(iii) to determine the number of shares of ComrBéock to be covered by each Award granted hereunder

(iv) to approve forms of Award Agreement for useler the Plan;

(v) to determine the terms and conditions, nobirsistent with the terms of the Plan, of any Awgrahted hereunder. Such
terms and conditions include, but are not limitedthe exercise price, the date of grant, the tm@&nes when Awards may be
exercised (or are earned) (which may be based dorpence criteria), any vesting acceleration oiverof forfeiture restrictions,
and any restriction or limitation regarding any Ad:ar the shares of Common Stock relating thetwsed in each case on such
factors as the Administrator, in its sole discnetishall determine; provided, however, that witspext to Shares of Restricted Stock
subject to Stock Purchase Rights, Performance Sloar@estricted Stock Units vesting solely
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based on continuing as an Employee or Chairmag,wilevest in full no earlier (except if acceleeat pursuant to Sections 17 or 4(b)
(ix) hereof) than the three (3) year anniversarthefgrant date; provided, further, that if vestimgot solely employment- or
Chairmanship-based, they will vest in full no earrliexcept if accelerated pursuant to Sectionsr (k) (ix) hereof) than the one

(1) year anniversary of the grant date;

(vi) the Administrator may not “reprice” OptionSARSs or Stock Purchase Rights, including 6-months-f-day option
exchange programs, without shareholder approval.

(vii) to construe and interpret the terms of thenPand Awards granted pursuant to the Plan;

(vii)to prescribe, amend and rescind rules andilagns relating to the Plan, including rules aegulations relating to sub-
plans established for the purpose of qualifyingpi@ferred tax treatment under foreign tax laws;

(ix) to modify or amend each Award (subject tetim 19(c) of the Plan), including the discretipnauthority to extend the
post-termination exercisability period of Optiomslé&SARS longer than is otherwise provided for ia Bian; however, the
Administrator may not extend the post-terminatigareisability period beyond the earlier of the déie Award would otherwise
expire by its terms due to the passage of time fitmdate of grant or seven (7) years;

(x) to allow Participants to satisfy withholditax obligations by electing to have the Companhkald from the Shares to be
issued upon exercise of an Option, SAR or Stocklifage Right or upon vesting or payout of anothearwthat number of Shares
or cash having a Fair Market Value equal to thew@ameequired to be withheld. The Fair Market Vatigehe Shares to be withheld
shall be determined on the date that the amoutatxafo be withheld is to be determined. All elendy a Participant to have Shares
or cash withheld for this purpose shall be madsuirth form and under such conditions as the Admatist may deem necessary or
advisable;

(xi) to determine whether Awards will be adjusfedDividend Equivalents;

(xii) to authorize any person to execute on bebithe Company any instrument required to effeetdrant of an Award
previously granted by the Administrator; and

(xiii) to make all other determinations deemed ssaey or advisable for administering the Plan.

(c) Effect of Administrator’s DecisianThe Administrator’'s decisions, determinations aridrpretations shall be final and binding
on all Participants and any other holders of Awards

5. Eligibility . Awards may be granted to Employees and the Clairimcentive Stock Options may be granted onErtployees.

6. No Employment RightsNeither the Plan nor any Award shall confer updParticipant any right with respect to continuihg
Participant’s relationship as an Employee with baitman of the Company, nor shall they interferanyg way with the Participarstright
or the Company’s right to terminate such relatigmsth any time, with or without cause.
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7.

Code Section 162(m) Provisions

(@) Option and SAR Annual Share LimNo Participant shall be granted, in any Fiscahry ©ptions and Stock Appreciation Rig
to purchase more than 34,000,000 Shares.

(b) Restricted Stock Subject to Stock Purchase Riferformance Share and Restricted Stock Unit Alnnimit . No Participant
shall be granted, in any Fiscal Year, more thafA@PO00 Shares in the aggregate of the followidRéstricted Stock subject to Stock
Purchase Rights, (ii) Performance Shares, orR#3tricted Stock Units.

(c) Section 162(m) Performance RestrictioR®r purposes of qualifying grants of Restrictéac® subject to Stock Purchase
Rights, Performance Shares or Restricted Stockslasit' performance-based compensation” under Setéa(m) of the Code, the
Administrator, in its discretion, may set restiocts based upon the achievement of Performance GdwsPerformance Goals shall be
set by the Administrator on or before the latesé geermissible to enable the Restricted Stock stibjeStock Purchase Rights,
Performance Shares or Restricted Stock Units ttifgues “performance-based compensation” underiSedt62(m) of the Code. In
granting Restricted Stock subject to Stock Purcliighbts, Performance Shares or Restricted StoctsWitiich are intended to qualify
under Section 162(m) of the Code, the Administratall follow any procedures determined by it frime to time to be necessary or
appropriate to ensure qualification of the AwardiemSection 162(m) of the Code (e.qg., in deterngitire Performance Goals).

(d) Changes in CapitalizationThe numerical limitations in Sections 7(a) anggfiall be adjusted proportionately in connection
with any change in the Company’s capitalizatiomescribed in Section 18(a).

Term of Plan Subject to Section 23 of the Plan, the Plan stmaitinue in effect until February 8, 2015.
Stock Options

(@ Type of Option Each Option shall be designated in the Award Agrent as either an Incentive Stock Option or a dutory
Stock Option. However, not withstanding such desiigm, to the extent that the aggregate Fair Maviedtie of the Shares with respec
which Incentive Stock Options are exercisable fierfirst time by the Participant during any calemngkzar (under all plans of the
Company and any Parent or Subsidiary) exceeds @00such Options shall be treated as Nonstat@&twgk Options. For purposes of
this Section 9(a), Incentive Stock Options shaltdden into account in the order in which they wgnranted. The Fair Market Value of
the Shares shall be determined as of the time pt®®with respect to such Shares is granted.

(b) Term. The term of each Option shall be seven (7) yars the date of grant or such shorter term as beagrovided in the
Award Agreement. Moreover, in the case of an Ingerfstock Option granted to a Participant whohattime the Incentive Stock Opti
is granted, owns stock representing more thaneecept (10%) of the total combined voting powealbtlasses of stock of the Compe
or any Parent or Subsidiary, the term of the Ingerbtock Option shall be five (5) years from tlaedof grant or such shorter term as
may be provided in the Award Agreement.

(c) Option Exercise Price and Consideration

(i) Exercise Price The per share exercise price for the Shares tssbed pursuant to exercise of an Option shafidless
than 100% of the Fair Market Value per Share ordtte of grant; provided, however, that in the asan Incentive Stock Option
granted to an Employee who, at the time the IngerSitock Option is granted, owns stock represemtinge than ten percent (10%)
of the voting power of all classes of stock of @@mpany or any Parent or Subsidiary, the per Stwegecise price shall be no less
than 110% of the Fair Market Value per Share ordtte of grant.
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(i) Waiting Period and Exercise DateAt the time an Option is granted, the Adminisiraghall fix the period within which
the Option may be exercised and shall determinecangitions which must be satisfied before the @pthay be exercised.

(iii) Form of ConsiderationThe Administrator shall determine the acceptétnm of consideration for exercising an Option,
including the method of payment. In the case ofnaentive Stock Option, the Administrator shalletetine the acceptable form of
consideration at the time of grant. Such consid@rahay consist entirely of:

(1) cash;
(2) check;
(3) promissory note;

(4) other Shares which have a Fair Market Valu¢he date of surrender equal to the aggregateisrqurice of the Shares
as to which said Option shall be exercised (whigly include Shares that would otherwise be issuesupnt to the Option);

(5) consideration received by the Company undmshless exercise program implemented by the Cayripaconnection
with the Plan;

(6) areduction in the amount of any Companyiliigtto the Participant, including any liabilityttaibutable to the
Participant’s participation in any Company-spondateferred compensation program or arrangement;

(7) any combination of the foregoing methods afmpent; or

(8) such other consideration and method of payrterthe issuance of Shares to the extent perdhiiieApplicable Laws.

10. Stock Appreciation Rights

(a) Granted in Connection with Option#t the sole discretion of the Administrator, SARRay be granted in connection with all or
any part of an Option, either concurrently with grant of the Option or at any time thereafter ngithe term of the Option. The
following provisions apply to SARs that are granitedonnection with Options:

() The SAR shall entitle the Participant to mige the SAR by surrendering to the Company urés@a a portion of the
related Option. The Participant shall receive inh@nge from the Company an amount equal to thesexafg(x) the Fair Market
Value on the date of exercise of the SAR of the @am Stock covered by the surrendered portion ofdleted Option over (y) the
exercise price of the Common Stock covered by tineeadered portion of the related Option. Notwisinsting the foregoing, the
Administrator may place limits on the amount thatynbe paid upon exercise of a SAR; provided, howekat such limit shall not
restrict the exercisability of the related Option;

(il When a SAR is exercised, the related Opttorthe extent surrendered, shall no longer becesadrle;

(iii) A SAR shall be exercisable only when andhe extent that the related Option is exercisabteshall expire no later than
the date on which the related Option expires; and

(iv) A SAR may only be exercised at a time whem air Market Value of the Common Stock coveredhgyrelated Option
exceeds the exercise price of the Common Stockreduwy the related Option.
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(b) Independent SAR#t the sole discretion of the Administrator, SARRay be granted without related Options. The foltmyv
provisions apply to SARs that are not granted imneztion with Options:

() The SAR shall entitle the Participant, byemising the SAR, to receive from the Company anwamhequal to the excess of
(x) the Fair Market Value of the Common Stock cedeby exercised portion of the SAR, as of the datich exercise, over (y) the
Fair Market Value of the Common Stock covered teyakercised portion of the SAR, as of the date bitlwthe SAR was granted,;
provided, however, that the Administrator may plhegts on the amount that may be paid upon exerofsa SAR; and

(il SARs shall be exercisable, in whole or imtpat such times as the Administrator shall sgeicithe Participant’s Award
Agreement;

(iii) The term of each SAR shall be seven (7) gdeasm the date of grant or such shorter term aglmgprovided in the Award
Agreement.

(c) Form of PaymentThe Companys obligation arising upon the exercise of a SAR m@yaid in Common Stock or in cash, ¢
any combination of Common Stock and cash, as thmiiigtrator, in its sole discretion, may determiBbares issued upon the exercise
of a SAR shall be valued at their Fair Market Vahseof the date of exercise.

(d) Rule 16b-3 SARs granted hereunder shall contain such additi@strictions as may be required to be contaimee Plan or
Award Agreement in order for the SAR to qualify fbe maximum exemption provided by Rule 16b-3.

11. Exercise of Option or SAR

(&) Procedure for Exercise; Rights as a Sharehold®ny Option or SAR granted hereunder shall be @gable according to the
terms of the Plan and at such times and undercmtiitions as determined by the Administrator agtdarth in the Award Agreement.
An Option may not be exercised for a fraction &reare.

An Option or SAR shall be deemed exercised wherCmapany receives: (i) written or electronic notideexercise (in accordance with
the terms of the Option or SAR) from the persoritiextto exercise the Option or SAR, and (ii) fpdlyment for the Shares with respect to
which the Option is exercised. Full payment maysistrof any consideration and method of paymerii@ized by the Administrator and
permitted by the Award Agreement and the Plan. &hessued upon exercise of an Option shall be dssuthe name of the Participant or, if
requested by the Participant, in the name of thiediEant and his or her spouse. Until the Sharesssued (as evidenced by the appropriate
entry on the books of the Company or of a duly autled transfer agent of the Company), no rightdte or receive dividends or any other
rights as a shareholder shall exist with respetitedOptioned Stock, notwithstanding the exercfdh® Option. The Company shall issue (or
cause to be issued) such Shares promptly afteédpiien is exercised. No adjustment will be madesafalividend or other right for which the
record date is prior to the date the Shares anedsexcept as provided in Section 17 of the Plan.

Exercising an Option in any manner shall decrelasentimber of Shares thereafter available, botpdigposes of the Plan and for sale
under the Option, by the number of Shares as totwthie Option is exercised. Exercise of a SAR ywraanner shall, to the extent the SAR is
exercised, result in a decrease in the number afeShwhich thereafter shall be available for puegasf the Plan, and the SAR shall cease to
be exercisable to the extent it has been exercised.

(b) Termination of Continuous Status as Chairméalpon termination of a Participant’s Continuouat8$ as Chairman (other than
termination by reason of the Participant’s deatig,Participant may, but only within ninety (90ydafter the date of such termination,
exercise his or her Option or SAR to the extent ithaas exercisable at the date of such terminatdontwithstanding
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the foregoing, however, an Option or SAR may notkercised after the date the Option or SAR wotihevise expire by its terms due
to the passage of time from the date of grant.

(c) Termination of Continuous Employmeftpon termination of a Participant’s Continuouat8é as Employee (other than
termination by reason of the Participant’s deatig,Participant may, but only within ninety (90ydafter the date of such termination,
exercise his or her Option or SAR to the extent ithaas exercisable at the date of such terminafintwithstanding the foregoing,
however, an Option or SAR may not be exercised #itedate the Option or SAR would otherwise expiyéts terms due to the passage
of time from the date of grant.

(d) Death of Participant If a Participant dies (i) while an Employee oraman, the Option or SAR may be exercised at sng t
within six (6) months (or such other period of tima exceeding twelve (12) months as determineth&yAdministrator) following the
date of death by the Participant’s estate or bgragn who acquired the right to exercise the Optipbequest or inheritance, but only to
the extent of the right to exercise that would haverued had the Participant continued living @nthinated his or her employment six
(6) months (or such other period of time not exaggtivelve (12) months as determined by the Adntiaier) after the date of death; or
(i) within ninety (90) days after the terminatioh Continuous Status as an Employee or ChairmanOittion or SAR may be exercised,
at any time within six (6) months (or such otheriqe of time not exceeding twelve (12) months a®erined by the Administrator)
following the date of death by the Participant'&ésor by a person who acquired the right to égerihe Option or SAR by bequest or
inheritance, but only to the extent of the righetercise that had accrued at the date of terroimalti the Option or SAR is not so
exercised within the time specified herein, thei@pbr SAR shall terminate, and the Shares coviyeslich Option or SAR shall revert
to the Plan.

Notwithstanding the foregoing, however, an Optiofs8R may not be exercised after the date the @QmidcSAR would otherwise expi

by its terms due to the passage of time from the dfgrant.

12.

(e) Buyout ProvisionsThe Administrator may at any time offer to buyt éar a payment in cash or Shares an Option or SAR
previously granted based on such terms and condifis the Administrator shall establish and compateito the Participant at the time
that such offer is made.

Stock Purchase Rights

(@) Rights to PurchaseStock Purchase Rights may be issued either aiomeldition to, or in tandem with other Awards érd
cash awards made outside of the Plan. After theiAidtrator determines that it will offer Stock Phase Rights under the Plan, it shall
advise the Participant in writing or electronicalhf the terms, conditions and restrictions reldtethe offer, including the number of
Shares that the Participant shall be entitled talmse, the price to be paid, and the time withiictvthe Participant must accept such
offer. The offer shall be accepted by executioarofAward Agreement in the form determined by thenkastrator.

(b) Repurchase OptionUnless the Administrator determines otherwise,Alward Agreement shall grant the Company a
repurchase option exercisable upon the voluntamgvariuntary termination of the purchaser’s serwigth the Company for any reason
(including death or Disability). The purchase priceShares repurchased pursuant to the Award Aggaeshall be the original price
paid by the purchaser and may be paid by canagllati any indebtedness of the purchaser to the @agnprhe repurchase option shall
lapse at a rate determined by the Administrator.

(c) Other Provisions The Award Agreement shall contain such other senovisions and conditions not inconsistent ik Plau
as may be determined by the Administrator in ile sliscretion.
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13.

14.

(d) Rights as a Shareholde©nce the Stock Purchase Right is exercised,uhehpser shall have the rights equivalent to tlodse
shareholder, and shall be a shareholder when Hisrguurchase is entered upon the records of tlyeadthorized transfer agent of the
Company. No adjustment will be made for a dividendther right for which the record date is priothe date the Stock Purchase Right
is exercised, except as provided in Section 1heRlan.

Restricted Stock Units

(a) Grant. Restricted Stock Units may be granted at any &amgéfrom time to time as determined by the Adntiater. After the
Administrator determines that it will grant Resteid Stock Units under the Plan, it shall adviseRbgicipant in writing or electronically
of the terms, conditions, and restrictions reldtethe grant, including the number of Restricteac&tUnits and the form of payout,
which, subject to Section 13(d), may be left todiseretion of the Administrator.

(b) Vesting Criteria and Other Term3he Administrator shall set vesting criteriat®discretion, which, depending on the extent
to which the criteria are met, will determine thember of Restricted Stock Units that will be paid to the Participant. The
Administrator may set vesting criteria based upgenachievement of Compamyide, business unit, or individual goals (includibgt not
limited to, continued employment), or any otheribagtermined by the Administrator in its discratio

(c) Earning Restricted Stock Unit&Jpon meeting the applicable vesting criteria, Plagticipant shall be entitled to receive a payout
as specified in the Restricted Stock Unit Award @gmnent. Notwithstanding the foregoing, at any tafter the grant of Restricted Stock
Units, the Administrator, in its sole discretionayreduce or waive any vesting criteria that mesiriet to receive a payout.

(d) Form and Timing of PaymenPayment of earned Restricted Stock Units shathbde as soon as practicable after the date(s)
set forth in the Restricted Stock Unit Award Agresth The Administrator, in its sole discretion, nmay earned Restricted Stock Units
in cash, Shares, or a combination thereof. Shamgsented by Restricted Stock Units that are fadig in cash again shall be available
for grant under the Plan.

(e) Cancellation On the date set forth in the Restricted Stock Bmiard Agreement, all unearned Restricted Stockdshall be
forfeited to the Company.

Performance Shares

(&) Grant of Performance ShareSubject to the terms and conditions of the FParformance Shares may be granted to
Participants at any time as shall be determinethéyAdministrator, in its sole discretion. SubjecSection 7(b) hereof, the Administre
shall have complete discretion to determine (i)rthmber of Shares subject to a Performance Shaaedayvanted to any Participant, and
(i) the conditions that must be satisfied, whighitally will be based principally or solely on aetement of performance milestones but
may include a service-based component, upon whicbrnditioned the grant or vesting of Performartar&s. Performance Shares shall
be granted in the form of units to acquire Shagash such unit shall be the equivalent of one Stuangurposes of determining the
number of Shares subject to an Award. Until ther&hare issued, no right to vote or receive divildesr any other rights as a stockho
shall exist with respect to the units to acquirargh.

(b) Other Terms The Administrator, subject to the provisionsiwé Plan, shall have complete discretion to detegrttie terms an
conditions of Performance Shares granted unddPire Performance Share grants shall be subjéleetterms, conditions, and
restrictions determined by the Administrator attilhee the stock is awarded, which may include quetiormance-based milestones as
are determined appropriate by the Administratoe Administrator may require the recipient to sigheaformance Shares Award
Agreement as a condition of the award. Any cedifis
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15.

16.

representing the Shares of stock awarded shallduedrlegends as shall be determined by the Adtratos.

(c) Performance Share Award AgreemeBach Performance Share grant shall be evidencad Bward Agreement that shall
specify such other terms and conditions as the Attnator, in its sole discretion, shall determine.

Transferability of Awards Unless determined otherwise by the AdministraaarAward may not be sold, pledged, assigned,
hypothecated, transferred, or disposed of in anyrmaaother than by will or by the laws of descandistribution or pursuant to a
qualified domestic relations order as defined ley@wde or Title 1 of the Employee Retirement Inc@aeurity Act, and may be
exercised, during the lifetime of the Participamtly by the Participant. If the Administrator makesAward transferable, such Award
shall contain such additional terms and conditanthe Administrator deems appropriate.

Stock Withholding to Satisfy Withholding Tax OHigas . When a Participant incurs tax liability in contien with the exercise, vestit

or payout, as applicable, of an Award, which takility is subject to tax withholding under applitatax laws, and the Participant is
obligated to pay the Company an amount requirdgetaithheld under applicable tax laws, the Paréiotpmay satisfy the withholding t
obligation by electing to have the Company withhfotan the Shares to be issued upon exercise dgiimn, SAR or Stock Purchase
Right or the Shares to be issued upon payout dingesf the other Award, if any, that number of &wahaving a Fair Market Value eq
to the amount required to be withheld. The Fairkdaialue of the Shares to be withheld shall bemeined on the date that the amount
of tax to be withheld is to be determined (the “Taate”).

All elections by a Participant to have Shares wathHor this purpose shall be made in writing ifoan acceptable to the Administrator

and shall be subject to the following restrictions:

(&) the election must be made on or prior toaghglicable Tax Date; and
(b) all elections shall be subject to the consemtisapproval of the Administrator.

In the event the election to have Shares subjemt tOption, SAR or Stock Purchase Right withheleh#le by a Participant and the Tax

Date is deferred under Section 83 of the Code Is&caa election is filed under Section 83(b) of@wale, the Participant shall receive the full
number of Shares with respect to which the Opt®A&RR or Stock Purchase Right is exercised but saectidipant shall be unconditionally
obligated to tender back to the Company the praperber of Shares on the Tax Date.

17. Adjustments Upon Changes in Capitalization, Dissohy Merger or Asset Sale

(&) Changes in CapitalizationSubject to any required action by the shareheldéthe Company, the number of shares of Con
Stock covered by each outstanding Award and thebeumf shares of Common Stock which have been da#tbfor issuance under the
Plan but as to which no Awards have yet been gdamtevhich have been returned to the Plan uponattion or expiration of an
Award, as well as the price per share, if any, om@on Stock covered by each such outstanding Aamagdhe 162(m) fiscal year share
issuance limits under Sections 7(a) and (b) heskall, shall be proportionately adjusted for argrémse or decrease in the number of
issued shares of Common Stock resulting from &kstplit, reverse stock split, stock dividend, conation or reclassification of the
Common Stock, or any other increase or decreageinumber of issued shares of Common Stock effegtiout receipt of
consideration by the Company; provided, howeveat tlonversion of any convertible securities of @mmpany shall not be deemed to
have been “effected without receipt of considerati®@uch adjustment shall be made by the Board setuetermination in that respect
shall be final, binding and conclusive. Except gsressly provided herein, no issuance by the Compéshares of stock of any class, or
securities convertible into
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shares of stock of any class, shall affect, anddjostment by reason thereof shall be made witmeitgo, the number or price of shares
of Common Stock subject to an Award.

(b) Dissolution or Liquidation In the event of the proposed dissolution or ligtion of the Company, all outstanding Awards will
terminate immediately prior to the consummatioswth proposed action, unless otherwise providettidydministrator. The
Administrator in its discretion may provide for arBicipant to have the right to exercise his or@ption, SAR or Stock Purchase Right
until ten (10) days prior to such transaction aaltof the Awarded Stock covered thereby, inclgd8hares as to which the Award would
not otherwise be exercisable. In addition, the Adstiator may provide that any Company repurchgéem or forfeiture rights
applicable to any Award shall lapse 100%, and @ngtAward vesting shall accelerate 100%, providedaroposed dissolution or
liquidation takes place at the time and in the nearmontemplated. To the extent it has not beeniquisly exercised (with respect to
Options, SARs and Stock Purchase Rights) or vestik respect to other Awards), an Award will temaie immediately prior to the
consummation of such proposed action.

(c) Merger or Asset SaleUnless otherwise determined by the Administratothe event of a merger of the Company with 6o in
another corporation, or the sale of substantidllpfahe assets of the Company, each outstandingrd shall be assumed or an
equivalent award substituted by the successor catipa or a Parent or Subsidiary of the successiaration. In the event that the
successor corporation refuses to assume or subdtituthe Award, the Participant shall (i) fullgst in and have the right to exercise the
Option, SAR or Stock Purchase Right as to all efAlwarded Stock, including Shares as to which iilamot otherwise be vested or
exercisable, and (ii) fully earn and receive a payuath respect to other Awards. If an Award becerfwdly vested and exercisable (or
earned, as applicable) in lieu of assumption osstution in the event of a merger or sale of asgbe Administrator shall notify the
Participant in writing or electronically that (D& Option, SAR or Stock Purchase Right shall blg frtdsted and exercisable for a period
of thirty (30) days from the date of such noticed ghe Option, SAR or Stock Purchase Right shathitrgate upon the expiration of such
period and (ii) the other Award shall be paid euiriediately prior to the merger or sale of assaistie purposes of this paragraph, the
Award shall be considered assumed if, followingnierger or sale of assets, the assumed Award sottiferright to purchase or receive,
for each Share of Awarded Stock subject to the Avilsimediately prior to the merger or sale of asgbtsconsideration (whether stock,
cash, or other securities or property) receivetthénmerger or sale of assets by holders of ComnbackSor each Share held on the
effective date of the transaction (and if holdeesenvoffered a choice of consideration, the typeoofsideration chosen by the holders of a
majority of the outstanding Shares); provided, haavethat if such consideration received in thegeeor sale of assets is not solely
common stock of the successor corporation or iterRathe Administrator may, with the consent & successor corporation, provide for
the consideration to be received upon the exefoispayout or vesting, as applicable) of the Awéod each Share of Awarded Stock
subject to the Award, to be solely common stocthefsuccessor corporation or its Parent equaliimfarket value to the per share
consideration received by holders of Common Stadké merger or sale of assets.

(d) Change in Control In the event of a “Change in Control” of the Canp, as defined in paragraph (e) below, unlesswibe
determined by the Administrator prior to the ocene of such Change in Control, the following aeaion and valuation provisions
shall apply:

() Any Options, SARs and Stock Purchase Righitstanding as of the date such Change in Comtidétermined to have
occurred that are not yet exercisable and vesteslioin date shall become fully exercisable and dested

(i) Any other Awards outstanding as of the dsteh Change in Control is determined to have oeduitrat are not yet earned
on such date shall become fully earned and veatet;
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18.

19.

20.

(iii) The value of all outstanding Awards shalhless otherwise determined by the Administrataratfter grant, be cashed-out.
The amount at which such Options, SARs and StockHase Rights shall be cashed out shall be equlaétexcess of (x) the Char
in Control Price (as defined below) over (y) themise price of the Common Stock covered by thed@pSAR or Stock Purchase
Right, and the amount at which such other Awarddl &te cashed out shall be equal to the Changentra@l price (as defined
below). The cash-out proceeds shall be paid t&#récipant or, in the event of death of a Parsinigprior to payment, to the estate
of the Participant or to a person who acquireditji to exercise the Option, SAR or Stock PurcHiggt, or who acquired the ric
to receive the payout of the other Award, by betjaesmheritance.

(e) Definition of “Change in Control”. For purposes of this Section 17, a “Change int@@dhmeans the happening of any of the
following:

() When any “person”, as such term is usedeanti®ns 13(d) and 14(d) of the Exchange Act (othan the Company, a
Subsidiary or a Company employee benefit planpiticlg any trustee of such plan acting as trusgeej becomes the “beneficial
owner” (as defined in Rule 13d-3 under the Exchahgf, directly or indirectly, of securities of tl@ompany representing fifty
percent (50%) or more of the combined voting poefehe Company’s then outstanding securities; or

(il The occurrence of a transaction requiringrsimolder approval, and involving the sale of abwbstantially all of the assets
of the Company or the merger of the Company witlntar another corporation (other than the Compansiiscorporation into
another jurisdiction).

() Change in Control PriceFor purposes of this Section 17, “Change in GitRrice” shall be, as determined by the
Administrator, (i) the highest Fair Market Valueaaty time within the 60-day period immediately mding the date of determination of
the Change in Control Price by the Administratbe(t60-Day Period”), or (ii) the highest price paidoffered, as determined by the
Administrator, in any bona fide transaction or béide offer related to the Change in Control of @@mpany, at any time within the 60-
Day Period.

Date of Grant The date of grant of an Award shall be, for altgoses, the date on which the Administrator malkesletermination
granting such Award, or such other later date agisrmined by the Administrator. Notice of theedatination shall be provided to each
Participant within a reasonable time after the dédtguch grant.

Amendment and Termination of the Plan

(@ Amendment and Terminatioifhe Board may at any time amend, alter, suspetetminate the Plan.

(b) Shareholder ApprovalThe Company shall obtain shareholder approvahgfPlan amendment to the extent necessary and
desirable to comply with Applicable Laws.

(c) Effect of Amendment or TerminatioNo amendment, alteration, suspension or ternunaif the Plan shall impair the rights of
any Participant, unless mutually agreed otherwiterben the Participant and the Administrator, wliigheement must be in writing and
signed by the Participant and the Company. Ternanatf the Plan shall not affect the Administrasoability to exercise the powers
granted to it hereunder with respect to Awards @éuander the Plan prior to the date of such teation.

Conditions Upon Issuance of Shares

(@) Legal ComplianceShares shall not be issued pursuant to the exeocipayout, as applicable, of an Award unlesgxieecise
or payout, as applicable, of such Award and thasisse
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21.

22.

23.

24,

and delivery of such Shares shall comply with Apgale Laws and shall be further subject to the agirof counsel for the Company
with respect to such compliance.

(b) Investment Representation&s a condition to the exercise or payout, asiagple, of an Award, the Company may require the
person exercising such Option, SAR or Stock Pueclight, or in the case of another Award, the persgeiving the payout, to
represent and warrant at the time of any such eseetigat the Shares are being purchased only ¥estment and without any present
intention to sell or distribute such Shares iftia opinion of counsel for the Company, such aasgmtation is required.

Inability to Obtain Authority The inability of the Company to obtain authoffitym any regulatory body having jurisdiction, which
authority is deemed by the Company’s counsel todoessary to the lawful issuance and sale of aayeStereunder, shall relieve the
Company of any liability in respect of the failumissue or sell such Shares as to which suchsitg@uthority shall not have been
obtained.

Reservation of SharesThe Company, during the term of this Plan, wilaktimes reserve and keep available such numb8hares as
shall be sufficient to satisfy the requirementshef Plan.

Shareholder Approval The amended and restated Plan shall be subjeppt@val by the shareholders of the Company withilve
(12) months after February 8, 2005. Such sharehalolgroval shall be obtained in the manner antieadegree required under
Applicable Laws.

Non-U.S. EmployeesNotwithstanding anything in the Plan to the cantr with respect to any employee who is residemside of the
United States, the Committee may, in its sole dismn, amend the terms of the Plan in order to@onfsuch terms with the requirements
of local law or to meet the objectives of the Plane Committee may, where appropriate, establighasmmore sulplans for this purpos
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Exhibit 10.A.55
APPLE COMPUTER, INC.
PERFORMANCE BONUS PLAN

Purposes of the PlanThe Plan is intended to increase shareholdeevatadl the success of the Company by motivatingekegutives
(1) to perform to the best of their abilities, g@¢lto achieve the Company’s objectives. The Plgoals are to be achieved by providing
such executives with incentive awards based oa¢héevement of goals relating to the performanad@iCompany or upon the
achievement of objectively determinable individpatformance goals. The Plan is intended to pehmipgyment of bonuses that may
qualify as performance-based compensation undee Gection 162(m).

Definitions.

(@) “Annual Revenuémeans the Company’s or a business unit's nesdalethe Fiscal Year, determined in accordanch wit
generally accepted accounting principles.

(b) “Award” means, with respect to each Participant, the dwatermined pursuant to Section 8(a) below foeddPmance
Period. Each Award is determined by a Payout Faarfarl a Performance Period, subject to the Comeigttauthority under Section 8(a)
to eliminate or reduce the Award otherwise payable.

(c) “Base Salary means as to any Performance Period, the Pantitpannualized salary rate on the last day ofRadormance
Period. Such Base Salary shall be before bothg@ctions for taxes or benefits, and (b) defewhlsompensation pursuant to Company-
sponsored plans.

(d) “Board” means the Board of Directors of the Company.

(e) “Cash Positiorf means the Company’s level of cash and cash elpunisa

(f) “ Code” means the Internal Revenue Code of 1986, as asaend

(9) “Committe¢ means the Compensation Committee of the Board,sab-committee of the Compensation Committeechwhi
shall, with respect to payments hereunder intendegialify as performance-based compensation uidde Section 162(m), consist
solely of two or more members of the Board whoraxeemployees of the Company and who otherwisefgued “outside directors”
within the meaning of Section 162(m).

(h) *“Company means Apple Computer, Inc. or any of its subsidi&(as such term is defined in Code Section JR4(f

(i) *“ Determination Daté means the latest possible date that will not ggdjze a Target Award or Award’s qualification as
Performance-Based Compensation.



() “ Earnings Per Sharémeans as to any Fiscal Year, the Company’s arsiness unit's Net Income, divided by a weighted
average number of common shares outstanding amtivdiicommon equivalent shares deemed outstandaigrmined in accordance
with generally accepted accounting principles.

(k) “Fiscal Year’ means a fiscal year of the Company.
() “Individual Performance ObjectiVemeans any individual Company business-relatedaihje that is objectively determinable
within the meaning of Code Section 162(m) and trea3ury Regulations promulgated thereunder. Indali€erformance Objectives

shall include, but not be limited to, improvemamtustomer satisfaction, opening of additionalirstares, and similar
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objectively determinable performance objectiveatesl to the Participant’s job responsibilities vitie Company.
(m) “ Maximum Award means as to any Participant for any PerformarereB, $5 million.

(n) “NetIncom€ means as to any Fiscal Year, the income aftergaf the Company for the Fiscal Year determinegttordance
with generally accepted accounting principles.

(0) *“Operating Cash Flow means the Company’s or a business unit's sumeatflhcome plus depreciation and amortization less
capital expenditures plus changes in working chpdeprised of accounts receivable, inventorielsepturrent assets, trade accounts
payable, accrued expenses, product warranty, adv@manents from customers and long-term accruednsgs, determined in
accordance with generally accepted accounting iptes

(p) “Operating Incomé& means the Company’s or a business unit's incaim foperations determined in accordance with
generally accepted accounting principles.

(q) “Participant” means an eligible executive or key employee ef@ompany participating in the Plan for a PerforoeaReriod.

() “Payout Formuld means as to any Performance Period, the formupagpout matrix established by the Committee purst@a
Section 7 in order to determine the Awards (if aioype paid to Participants. The formula or matnixy differ from Participant to
Participant.

(s) “Performance-Based Compensatiomeans compensation that is intended to qualifipasformance-based compensation”
within the meaning of Section 162(m).

() “Performance Goalsmeans the goal(s) (or combined goal(s)) deterthimethe Committee (in its discretion) to be apgie
to a Participant with respect to an Award. As daieed by the Committee, the Performance Goals egigle to an Award may provide
for a targeted level or levels of achievement using or more of the following measures: (a) AnriRavenue, (b) Cash Position,
(c) Earnings Per Share, (d) Net Income, (e) Opmgafiash Flow, (f) Operating Income, (g) Return @séts, (h) Return on Equity,
(i) Return on Sales, (j) Total Stockholder Retwand (k) Individual Performance Objectives. The Benfance Goals may differ from
Participant to Participant and from Award to Awafthe Committee shall appropriately adjust any eatédm of performance under a
Performance Goal to exclude (i) any extraordinamecurring items as described in Accounting PriresgBoard Opinion No. 30 and
in management’s discussion and analysis of findigoiaditions and results of operations appearintpénCompany’s annual report to
shareholders for the applicable year, or (i) tfieat of any changes in accounting principles dffecthe Company’s or a business units’
reported results.

(u) “Performance Period means any Fiscal Year or such other period lotiggn a Fiscal Year but not in excess of threedFisc
Years, as determined by the Committee in its sisleretion.

(v) “Plan” means this Performance Bonus Plan.

(w) “ Plan Year’ means the Company’s fiscal year.

(x) “Return on Assetsmeans the percentage equal to the Company’asimess unit's Operating Income before incentive
compensation, divided by average net Company dnésss unit, as applicable, assets, determinedcordance with generally accepted

accounting principles.

(y) “Return on Equity means the percentage equal to the Company’sridente divided by average shareholder’s equity,
determined in accordance with generally acceptedwating principles.

(z) “Return on Salesmeans the percentage equal to the Company’osimess unit's Operating Income before incentive
compensation, divided by the Company’s or the lmssrunit's, as applicable, revenue, determinedéordance with generally accepted
accounting principles.




(aa) “Section 162(m) means Section 162(m) of the Code, or any succdssBection 162(m), as that Section may be in&teal
from time to time by the Internal Revenue Servigkether by regulation, notice or otherwise.

(bb) “ Target Award’ means the target award payable under the PlarParticipant for the Performance Period, expreaseal
percentage of his or her Base Salary or a speatifiar amount, as determined by the Committee @oatance with Section 6.

(cc) “ Total Stockholder Returhmeans the total return (change in share price ginvestment of any dividends) of a share of the
Company’s common stock.

Plan Administration

(@) The Committee shall be responsible for theegael administration and interpretation of the Rlad for carrying out its
provisions. Subject to the requirements for qualfycompensation as Performance-Based Compenstt®@ommittee may delegate
specific administrative tasks to Company employsasthers as appropriate for proper administratibiine Plan. Subject to the
limitations on Committee discretion imposed undect®n 162(m), the Committee shall have such poagmay be necessary to
discharge its duties hereunder, including, buthyotvay of limitation, the following powers and degj but subject to the terms of the
Plan:

(i) discretionary authority to construe and iptet the terms of the Plan, and to determinelalityi, Awards and the amount,
manner and time of payment of any Awards hereunder;

(i) to prescribe forms and procedures for pugsosf Plan participation and distribution of Awarded

(i) to adopt rules, regulations and bylaws amdake such actions as it deems necessary or biesfca the proper
administration of the Plan.

(b) Any rule or decision by the Committee thah@t inconsistent with the provisions of the Plaalsbe conclusive and binding on
all persons, and shall be given the maximum deter@ermitted by law.

Eligibility. The employees eligible to participate in the Planaf given Performance Period shall be executifieess and other key
employees of the Company who are designated bgdinemittee in its sole discretion. No person shalblitomatically entitled to
participate in the Plan.

Performance Goal DeterminatiariThe Committee, in its sole discretion, shall bksh the Performance Goals for each Participant fo
the Performance Period. Such Performance Goalklshakt forth in writing prior to the Determinati®ate.

Target Award DeterminationThe Committee, in its sole discretion, shall Bsa a Target Award for each Participant. Each
Participants Target Award shall be determined by the Commitiets sole discretion, and each Target Awardldb@bket forth in writing
prior to the Determination Date.

Determination of Payout Formula or Formula®n or prior to the Determination Date, the Conteeif in its sole discretion, shall
establish a Payout Formula or Formulae for purpo$dgtermining the Award (if any) payable to e&articipant. Each Payout Formula
shall (a) be set forth in writing prior to the Deténation Date, (b) be based on a comparison afshgerformance to the Performance
Goals, (c) provide for the payment of a Particifmmarget Award if the Performance Goals for thef&tenance Period are achieved, and
(d) provide for an Award greater than or less tthenParticipant’'s Target Award, depending uponetkient to which actual performance
exceeds or falls below the Performance Goals. Nbstdanding the preceding, in no event shall a E&lpent’s Award for any Performan
Period exceed the Maximum Award.




8.

10.

11.

12.

Determination of Awards; Award Payment

(&) Determination and CertificationAfter the end of each Performance Period, the i@itiee shall certify in writing (which may
be by approval of the minutes in which the certifion was made) the extent to which the Perform&@mals applicable to each
Participant for the Performance Period were achi@reexceeded. The Award for each Participant $letletermined by applying the
Payout Formula to the level of actual performameg has been certified by t@®mmittee. Notwithstanding any contrary provisidrihe
Plan, the Committee, in its sole discretion, mayielate or reduce the Award payable to any Paditifpelow that which otherwise
would be payable under the Payout Formula.

(b) Right to Receive PaymerEach Award under the Plan shall be paid solanfthe general assets of the Company. Nothing in
this Plan shall be construed to create a trush establish or evidence any Participant’s claimarof right to payment of an Award other
than as an unsecured general creditor with respeaty payment to which he or she may be entitled.

(c) Form of Distributions The Company shall distribute all Awards to thetiegant in cash.

(d) Timing of Distributions Subject to Section 8(e) below, the Company dlisitibute amounts payable to Participants as sson
is practicable following the determination and terit certification of the Award for a Performancei®a, but in no event later than
90 days after the end of the applicable Perform&wreod.

(e) Deferral. The Committee may defer payment of Awards, ormyion thereof, to Covered Employees as the Cdtaqjiin its
discretion, determines to be necessary or desitatgjeeserve the deductibility of such amounts ui&kztion 162(m). In addition, the
Committee, in its sole discretion, may permit atiegrant to defer receipt of the payment of casdt thould otherwise be delivered to a
Participant under the Plan. Any such deferral @estshall be subject to such rules and procecageahall be determined by the
Committee in its sole discretion.

Term of Plan The Plan shall first apply to the Company’s 280&n Year. The Plan shall terminate with respetth¢c2005 Plan Year
and all subsequent Plan Years unless it is appravéde 2005 annual meeting of the Company’s sloddlels. Once approved by the
Company’s shareholders, the Plan shall continui tentinated under Section 10 of the Plan.

Amendment and Termination of the Plarhe Committee may amend, modify, suspend or tetaithe Plan, in whole or in part, at any
time, including the adoption of amendments deensa@ssary or desirable to correct any defect onpply omitted data or to reconcile
any inconsistency in the Plan or in any Award gedrtiereunder; provided, however, that no amendraitatation, suspension or
discontinuation shall be made which would (i) int@aiy payments to Participants made prior to smebra@lment, modification,
suspension or termination, unless the Committeenfeate a determination that such amendment or neadliin is in the best interests of
all persons to whom Awards have theretofore beantgd; provided further, however, that in no evaay such an amendment or
modification result in an increase in the amountahpensation payable pursuant to such Award )ocdiise compensation that is, or
may become, payable hereunder to fail to qualifif@gormance-Based Compensation. To the extenssageor advisable under
applicable law, including Section 162(m), Plan adreants shall be subject to shareholder approvatoAtme before the actual
distribution of funds to Participants under therP$hall any Participant accrue any vested intenesght whatsoever under the Plan
except as otherwise stated in this Plan.

Withholding. Distributions pursuant to this Plan shall be sabjo all applicable federal and state tax ant@ilvalding requirements.

At-Will Employment No statement in this Plan should be construegtdat any employee an employment contract of fokechtion or
any other contractual rights, nor should this Rlan




13.

14.

15.

16.

interpreted as creating an implied or an expreseattact of employment or any other contractuditsgoetween the Company and its
employees. The employment relationship betweeCtdmapany and its employees is terminable at-wilisTheans that an employee or
the Company may terminate the employment relatiprstany time and for any reason or no reason.

SuccessorsAll obligations of the Company under the Planthwespect to awards granted hereunder, shallrabrig on any successor
to the Company, whether the existence of such sgocés the result of a direct or indirect purchaserger, consolidation, or otherwise,
of all or substantially all of the business or &ssdé the Company.

Indemnification. Each person who is or shall have been a memiiedommittee, or of the Board, shall be inderedifand held
harmless by the Company against and from (a) ass kost, liability, or expense that may be impagsoh or reasonably incurred by
him or her in connection with or resulting from asigim, action, suit, or proceeding to which hesloe may be a party or in which he or
she may be involved by reason of any action takdailure to act under the Plan or any award, ddrom any and all amounts paid by
him or her in settlement thereof, with the Comparapproval, or paid by him or her in satisfactiémamy judgment in any such claim,
action, suit, or proceeding against him or heryjgted he or she shall give the Company an oppdstuai its own expense, to handle and
defend the same before he or she undertakes tdehamd defend it on his or her own behalf. Thedoieg right of indemnification shall
not be exclusive of any other rights of indemnitfiea to which such persons may be entitled undeGbmpany’s Certificate of
Incorporation or Bylaws, by contract, as a matfdaw, or otherwise, or under any power that thenpany may have to indemnify them
or hold them harmless.

NonassignmentThe rights of a Participant under this Plan shatlbe assignable or transferable by the Partitipacept by will or the
laws of intestacy.

Governing Law The Plan shall be governed by the laws of theeSthCalifornia.
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Exhibit 31.1

CERTIFICATIONS

I, Steven P. Jobs, certify that:

1.

2.

| have reviewed this quarterly report on Form 18f{@pple Computer, Inc.;

Based on my knowledge, this report does not corajnuntrue statement of a material fact or om#itite a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to tl
period covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all materi:
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this
report;

The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hgd)) for the registrant and have:

@ Designed such disclosure controls and proceduresused such disclosure controls and procedutles designed under
our supervision, to ensure that material informatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifige prepared,;

(b) Evaluated the effectiveness of the registdtsclosure controls and procedures and preséntlis report our conclusio
about the effectiveness of the disclosure contintsprocedures, as of the end of the period coumyeldis report based on
such evaluation; and

(c) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyesff, the registrant’s internal control over finaieeporting; and

The registrant’s other certifying officer(s) antdve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions):

€)) All significant deficiencies and material weaknes#gethe design or operation of internal contratiofmancial reporting
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summasiad report financial
information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the
registran’'s internal control over financial reportir



Date: May 4, 2005 By: /s/ Steven P. Jot

Steven P. Jok
Chief Executive Office

Exhibit 31.2

CERTIFICATIONS

I, Peter Oppenheimer, certify that:

1.

2.

| have reviewed this quarterly report on Form 106f@pple Computer, Inc.;

Based on my knowledge, this report does not comtajnuntrue statement of a material fact or om#itée a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmislieading with respect to tl
period covered by this report;

Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, angdtfie periods presented in this
report;

The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) for the registrant and have:

(@) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifige prepared,;

(b) Evaluated the effectiveness of the registadtsclosure controls and procedures and preséntbis report our conclusio
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehlis report based on
such evaluation; and

(c) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finalceporting; and

The registrant’s other certifying officer(s) antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors persons performing the equivalent

functions):

@ All significant deficiencies and material weaknesgethe design or operation of internal contratiofmancial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaaizd report financial
information; and

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

Date: May 4, 2005 By: /s/ Peter Oppenheim

Peter Oppenheime
Senior Vice President and Chief Financial Offi

Exhibit 32.1

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

I, Steven P. Jobs, certify, pursuant to 18 U.Se&tiSn 1350, as adopted pursuant to Section 9@igeabarbanes-Oxley Act of 2002, that the
Quarterly Report of Apple Computer, Inc. on FormQ@or the period ended March 26, 2005 fully coraplivith the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in suohni10-Q fairly presents in all material
respects the financial condition and results ofrapens of Apple Computer, Inc.



By: /sl Steven P. Jot
Steven P. Jok
Chief Executive Office

I, Peter Oppenheimer, certify, pursuant to 18 U.S€xtion 1350, as adopted pursuant to SectioroB&e Sarbanes-Oxley Act of 2002, that
the Quarterly Report of Apple Computer, Inc. onrRdi0-Q for the period ended March 26, 2005 fulljnpties with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in suohnfr 10-Q fairly presents in all material
respects the financial condition and results ofragens of Apple Computer, Inc.

By: /s/ Peter Oppenheim
Peter Oppenheime
Senior Vice President and Chief Financial
Officer

End of Filing
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