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PART |

THE BUSINESS SECTION AND OTHER PARTS OF THIS ANNUAREPORT ON FORM 10-K ("FORM 10K") CONTAIN FORWARD-
LOOKING STATEMENTS THAT INVOLVE RISKS AND UNCERTAINIES. THE COMPANY'S ACTUAL RESULTS MAY DIFFER
SIGNIFICANTLY FROM THE RESULTS DISCUSSED IN THE FORARD-LOOKING STATEMENTS. FACTORS THAT MIGHT
CAUSE SUCH DIFFERENCES INCLUDE, BUT ARE NOT LIMITEDO, THOSE DISCUSSED IN THE SUBSECTION ENTITLED
"FACTORS THAT MAY AFFECT FUTURE RESULTS AND FINAN@L CONDITION" UNDER PART II, ITEM 7 OF THIS FORM 10
K.

ITEM 1. BUSINESS
GENERAL

Apple Computer, Inc.-Registered Trademark- ("Appethe "Company") was incorporated under the lafittie state of California on
January 3, 1977. The Company's principal executifiees are located at 1 Infinite Loop, Cuperti@alifornia, 95014, and its telephone
number is (408) 996-1010.

The Company designs, manufactures and marketsmasomputers and related personal computing andramicating solutions for sale
primarily to educationgreative, consumer, and business customers. Stibfitaall of the Company's net sales to date Hasen derived fror
the sale of personal computers from its Apple Miash-Registered Trademark- line of computers alade@ software and peripherals. The
Company manages its business primarily on a gebgrdyasis. The Company's geographic segments ia¢chelAmericas, Europe, Japan,
and Asia Pacific. The Americas segment includeh blairth and South America. The European segmehtdes European countries as well
as the Middle East and Africa. The Japan segmehides only Japan, while the Asia Pacific segmecitides Australia and Asia except for
Japan. Each geographic operating segment provigéarshardware and software products and simiavises. Further information regard
the Company's operating segments may be foundrirlPeem 7 of this Form 10-K under the headirget Sales," and in Part Il, ltem 8 on
this Form 10-K in the Notes to Consolidated Finah8tatements at Note 9, "Segment Information aadg@&phic Data," which information
is hereby incorporated by reference.

During 1998, the Company continued and essentialtypleted a restructuring plan commenced in 198@diat reducing its cost structure,
improving its competitiveness, and restoring sustalie profitability. The Company's restructuringi@ts included the termination of
employees, closure of facilities, and cancellabboontracts. Further information regarding thesstructuring actions may be found in Par
Item 8 on this Form 10-K in the Notes to ConsokdbFinancial Statements at Note 4, "Special Chdrgédsch information is hereby
incorporated by reference.

PRINCIPAL HARDWARE PRODUCTS

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

POWER MACINTOSH-Registered Trademark-

The Power Macintosh line of high-performance peasapmputers is targeted at business and professigers and is designed to meet the
speed, expansion and networking needs of the neasanding Macintosh user. The Company's currenlif@ower Macintosh systems was
introduced in August 1999 and is equipped with R&eG4 processors. With the addition of Apple neking software, Power Macintosh
systems can be used as workgroup servers.

POWERBOOK-Registered Trademark- G3

The PowerBook G3 family of portable computer prddus specifically designed to meet the mobile cotimg needs of professionals and
advanced personal users. Incorporating powerfuld?B@ G3



processors, large active-matrix displays, longdpatiives, and software designed to enhance mabiteputing, the Company's PowerBook
G3 family is intended to provide professional depkperformance in a notebook computer.

iIMAC-Registered Trademark-

Originally announced in May 1998, the iMac compusdiargeted at the education and consumer mankétis.an innovative industrial

design, easy Internet access, and a powerful P@ve®processor, iMac is suitable for a wide ranfgedoication and consumer applications.
A completely redesigned iMac was introduced in ®etal999 and is available in three models: iIMa@dNDV-Registered Trademark-
(Digital Video), and iMac DV Special Edition. BobV models feature Firewire ports, DVD drives, ahd Company's simple-to-use iMovie-
TM- digital video editing software.

iBOOK-TM-

The iBook computer, intended to be the "iMac to"Gegs introduced in July 1999. Designed specifictdr the portable computing needs of
education and consumer users, the iBook featul@ga active-matrix display, long battery life, ankerPC G3 processor, Internet-ready
hardware and software configurations, and builifitennas for optional AirPort-TM- wireless netwaidkicapability.

PERIPHERAL PRODUCTS

The Company sells certain associated computerheags, including a range of high quality precistamtor monitors and AirPort wireless
networking base stations and add-in cards. Ovepdlsethree years, the Company eliminated allsoffiplebranded printers and significan
reduced the number of its monitor products. The @amy also discontinued its MessagePad-RegistedEmark- and eMate-Registered
Trademark- product lines. The discontinuance of¢hgeripheral products and portable computing misduas part of the overall strategy by
the Company to simplify and focus its efforts oagé products perceived as critical to the Compdotuse success.

PRINCIPAL SOFTWARE PRODUCTS
OPERATING SYSTEM SOFTWARE AND APPLICATION SOFTWARE

The Company's operating system software, Mac-RagdtTrademark- OS, provides Macintosh computetts avi easy, consistent user
interface. The current version, Mac OS 9-Registameadlemark-, began shipping in October 1999 andetsl Sherlock-TM- 2, the updated
version of the Company's advanced Internet seargime. Mac OS 9 includes over 50 new featuresudiol features for faster and more
efficient Internet usage, enhanced system and mktsezurity, and auto-updating of Apple softwaremthe Internet. The Company plans to
continue to introduce upgrades to Mac OS 9 and fatmtroduce the client version of a new opemsgstem, Mac OS X. Mac OS X Clien
expected to offer advanced functionality basedaitwsire technologies of Apple and those in-prot¢esknologies of NeXT-Registered
Trademark- Software, Inc. (NeXT), which the Companguired in 1997.

In March 1999, the Company introduced Mac OS X &enwhich combines the strength of UNIX-Registefeademark- and simplicity of
the Macintosh. Mac OS X Server is based on the Nashmicrokernel and the BSD-Registered Trademérkoperating system. It provides
performance and stability through full preemptiveltitasking, protected memory, and advanced vintmamory. NetBoot is a Mac OS X
server feature allowing a network of Macs to beted@nd configured from a single server. In Marg8B9, the Company also introduced
Darwin, the Open Source release of the Mac OS ¥esdoundation.

The Company has two primary digital video authoféuiiting software titles. Final Cut Pro-TM-, intneckd in April 1999, is video authoring
software that combines professional-quality vidditieg, compositing, and special effects in onekaae. iMovie, introduced in October
1999, makes it easy to create home and classrooresmdVovie software comes pre-installed on albidvDV and iMac DV Special Edition
models.



The Company also develops and distributes extesswthe Macintosh system software, such as aslitianguages, and developer tools. The
Company continues to develop QuickTime-Registenedi@mark-, its market-leading cross platform digitadia technology. WebObjects-
Registered Trademark-, a leading software produthé emerging application server market, is abt @f Apple's software portfolio.
Targeted at Windows NT-Registered Trademark- antXNatforms, future versions will also run on Apghardware. FileMaker-Registered
Trademark- Corporation (formerly Claris-Registef@ddemark- Corporation), a wholly owned subsidiairyhe Company, develops,
publishes, and distributes database managemeritatpph software for Mac OS and Windows-based systd-urther, the Company has
developed and currently markets AppleWorks-Regstdrademark- 5, formerly ClarisWorks-RegistereddBmark-, an integrated suite of
software applications that combines word processlatpbase, spreadsheet, drawing and communicaimadbilities in a single software
package for both Mac OS and Windows.

INTERNET INTEGRATION

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

THIRD PARTY SOFTWARE DEVELOPERS

Over the past two years, particularly since theoaneement of the iMac in May 1998, software devetsfhave demonstrated renewed
interest in the Macintosh platform. Since iMac waasounced, approximately 5,000 new or revised soéitles have been announced fol
Macintosh platform. Additionally, Microsoft delived a new version of their productivity softwarefiGd 98:

Macintosh Edition--in early 1998.

The Company previously entered into agreementseade its Mac OS to other personal computer vengibe Clone Vendors) as part of an
effort to increase the installed base for the M@aah platform. In fiscal 1997, the Company detesdithe benefits of licensing the Mac O¢
the Clone Vendors under these agreements werethmeffset by the impact and costs of the licepgirogram. As a result, the Company
discontinued the Mac OS licensing program and aeduiertain assets of Power Computing Corpora&d), a Clone Vendor, including
PCC's license to distribute the Mac OS. The Compl®s not currently plan general licensing of trecNDS.

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

MARKETS AND DISTRIBUTION

The Company's customers are primarily in the edaicatreative, consumer, and business marketsai@ertistomers are attracted to
Macintosh computers for a variety of reasons, idiclg the reduced amount of training resulting fribia Macintosh computer's intuitive ease
of use, industrial design features of the Compamgtslware products, the ability of Macintosh conepsito network and communicate with
other computer systems and environments, and ti&hility of a wide variety of certain user-fridlgcapplication software.

Apple personal computers were first introduceddooation customers in the late 1970s. In the Urfiitades, the Company is one of the m
suppliers of personal computers for both elemerdagy/secondary school customers, as well as feegeohnd university customers. The
Company is also a supplier to institutions of highgucation outside of the United States.

The United States represents the Company's laggegraphic marketplace. The United States is paheoCompany's Americas operating
segment, which has responsibility for the Compasagies, marketing, and support efforts in North &odth America. Approximately 45% of
the Company's net sales in fiscal 1999 came frenmiernational operations. Final assembly of potslsold by the Company is conducted
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in the Company's manufacturing facilities in Catifia, Singapore, and Cork, Ireland, and by exteveadors in Taiwan, Korea, Mexico, and
the United Kingdom.

The Company distributes its products through wradtes, resellers, national and regional retailads @taloguers, and directly to education
institutions for resale (collectively referred t®'aesellers”). The Company also sells many gbritslucts in most of its major markets directly
to end users through its on-line store. Througfisaal 1998, the Company revised its distributibamnel model and related policies. As a
result, the Company significantly reduced the nunabéts distributors, authorized resellers, andaral retail channel partners, particularl
the United States. The Company also revised itsillision channel policies including decreasing phiee protection and stock return
privileges of its remaining distributors and resed|

RAW MATERIALS

Although certain components essential to the Colyipdusiness are generally available from multgalerces, other key components
(including microprocessors and application-spediftegrated circuits (ASICs)) are currently obtailgy the Company from single or limited
sources. Some other key components (including withmitation DRAM and TFT-LCD flat-panel displaysyhile currently available to the
Company from multiple sources, are at times sultgegtdustry wide availability and pricing presssirdny availability limitations,

interruption in supplies, or price increases re&to these and other components could adversklgtahe Company's business and financial
results. In addition, new products introduced ey @ompany often initially utilize custom componeoisained from only one source until 1
Company has evaluated whether there is a neeatbsiEhsequently qualifies additional supplierssitnations where a component or product
utilizes new technologies, initial capacity consttemay exist until such time as the supplierslds have matured. Components are normally
acquired through purchase orders, as is commdreimtustry, typically covering the Company's reguients for periods from 60 to 120
days. However, the Company continues to evaluat@died for a supply contract in each situation.

If the supply of a key component to the Companyewerbe delayed or curtailed or in the event arkapufacturing vendor delays shipment
of completed products to the Company, the Compaabjlity to ship products in desired quantities and timely manner could be adversely
affected. The Company's business and financiabpmdnce could also be adversely affected, deperadirte time required to obtain
sufficient quantities from the original source ibpossible, to identify and obtain sufficient qtigies from an alternative source. In additior

its current suppliers of DRAM and TFT-LCD flat-padésplays, the Company believes the componentlgrpmnd manufacturing vendors
whose loss to the Company could have a materiaradweffect upon the Company's business and fialgmesition include, at this time:
Alpha-Top Corporation, Ambit Microsystems Corpooati ATI Technologies, Inc., Canon, Inc., Darfond&tenics Corporation, IBM
Corporation, LG Electronics, Matsushita, Motordfs., NatSteel Electronics PTE Ltd., Philips Semidoactors, Quanta Computer, Inc., and
Samsung Electronics. The Company attempts to netideese potential risks by working closely witkgh and other key suppliers on product
introduction plans, strategic inventories, coortiagproduct introductions, and internal and extemmenufacturing schedules and levels. The
Company believes many of its single-source suppliacluding most of the foregoing companies, atialble multinational corporations. The
Company also believes most of these suppliers naature the relevant components in multiple plafite Company further believes its long-
standing business relationships with many of tteeskother key suppliers are strong and mutuallyfieial in nature.

The Company has from time to time experienced Baanit price increases and limited availabilityoafritain components that are available
from multiple sources. Any similar occurrencesha future could have an adverse effect on the Cayipaperating results.

Further discussion relating to availability and glyppf components and product may be found in Paitem 7 of this Form 10-K under the
subheading "Inventory and Supply" included underttbading



"Factors That May Affect Future Results and Finah€iondition," and in
Part 1, Item 8 of this Form 10-K in the Notes torSolidated Financial

Statements at Note 8 under the subheading "Coratmmis in the Available Sources of Supply of Matkriand Product,” which information
hereby incorporated by reference.

PATENTS, TRADEMARKS, COPYRIGHTS AND LICENSES

The Company currently holds rights to patents aqdghts relating to certain aspects of its corapsystems, peripheral systems, and
software. In addition, the Company has registesiad/or has applied to register, trademarks in thiged States and a number of foreign
countries for "Apple-Registered Trademark-", thephgpsilhouette logo, the Apple color logo, "MacistieRegistered Trademark-," and
numerous other product trademarks. In 1986, thegaomm acquired ownership of the trademark "Macintdshuse in connection with
computer products. Although the Company believesothinership of such patents, trademarks, copyriginis licenses is an important factor
in its business and that its success does depgrattion the ownership thereof, the Company rgigsarily on the innovative skills,
technical competence, and marketing abilitiesop#rsonnel.

Because of technological changes in the computiisitny, current extensive patent coverage, andahié rate of issuance of new patents, it
is possible certain components of the Company'duymts may unknowingly infringe existing patenttiers. The Company believes the
resolution of any claim of infringements would matve a material adverse effect on its financiadit@om and results of operations as repa

in the accompanying consolidated financial statémérhe Company has from time to time entered énbss-licensing agreements with other
companies.

SEASONAL BUSINESS

Although the Company does not consider its busitebg highly seasonal, it has historically expseedl increased sales in its first and fourth
fiscal quarters, compared to other quarters ifistal year, due to seasonal demand related tbebaning of the school year and the holiday
season. However, past performance should not ks&dared a reliable indicator of the Company's fitvet sales or financial performance.

WARRANTY

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

SIGNIFICANT CUSTOMERS
No customer accounted for more than 10% of the @Gmyp net sales in 1999, 1998, or 1¢
BACKLOG

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

COMPETITION

The market for the design, manufacture, and sapefonal computers and related software and pEapproducts is highly competitive. It
continues to be characterized by rapid technolbgideances



in both hardware and software development, whicke lsubstantially increased the capabilities andieapns of these products, and has
resulted in the frequent introduction of new pradud@he principal competitive factors in this mar&ee relative price/performance, product
quality and reliability, design innovation, availlity of software, product features, marketing atistribution capability, service and support,
availability of hardware peripherals, and corporafgutation. The Company is currently taking antli @gintinue to take steps to respond tc
competitive pressures being placed on its persmraputer sales as a result of the recent innovatiothe Windows platform. The
Company's future operating results and financialdition are substantially dependent on its abtlitgontinue to develop improvements to
Macintosh platform in order to maintain perceivaddtional and design advantages over competinépptas.

Further discussion relating to the competitive dtos of the personal computing industry and tleenPany's competitive position in the
marketplace may be found in Part Il, Item 7 of thism 10-K under the subheading "Competition,"udeld under the heading "Factors That
May Affect Future Results and Financial Conditiontiich information is hereby incorporated by refere.

RESEARCH AND DEVELOPMENT

Because the personal computer industry is charaeteby rapid technological advances, the Compabjlgy to compete successfully is
heavily dependent upon its ability to ensure aiooittg and timely flow of competitive products arethnology to the marketplace. The
Company continues to develop new products and t#eopies and to enhance existing products in thasaoé hardware and peripherals,
system software, networking and communications,thadnternet. The Company's research and developexpenditures, before charges
in-process research and development, totaled $3lidm$303 million, and $485 million in 1999, 189and 1997, respectively. The declines
in total expenditures for research and developrimeh®99 and 1998 as compared to 1997 were prifgidak to restructuring actions taken
by the Company intended to focus the Company'sarreseand development efforts on those projectseperd as critical to the Company's
future success.

ENVIRONMENTAL LAWS

Compliance with federal, state, and local laws famelign laws enacted for the protection of the smvinent has to date had no material effect
upon the Company's capital expenditures, earnorgsympetitive position. Although the Company doesanticipate any material adverse
effects in the future based on the nature of ierafons and the thrust of such laws, no assureancée given such laws, or any future laws
enacted for the protection of the environment, mdlt have a material adverse effect on the Company.

EMPLOYEES

As of September 25, 1999, Apple and its subsidiasierldwide had 6,960 regular employees, and aitiaddl 2,776 temporary or part-time
employees and contractors.

FOREIGN AND DOMESTIC OPERATIONS AND GEOGRAPHIC DATA

Information regarding financial data by geogramegment and the risks associated with internatiopeatations is set forth in Part I, Item 8
of this Form 10-K in the Notes to Consolidated Ficial Statements at Note 9, "Segment Informatiah@aographic Data," and in Part Il,
Item 7 of this Form 10-K under the subheading "@ld{larket Risks," included under the heading "Fescichat May Affect Future Results
and Financial Condition," which information is hieyancorporated by reference.

Margins on sales of Apple products in foreign coest and on domestic sales of products that imckaimponents obtained from foreign
suppliers, can be adversely affected by foreignetuny exchange rate fluctuations and by internatitmade regulations, including tariffs and
antidumping penalties.



ITEM 2. PROPERTIES

The Company's headquarters are located in Cupe@adornia. The Company has manufacturing faesitin Sacramento, California, Cork,
Ireland, and Singapore. As of September 25, 1989Cobmpany leased approximately 3 million squagé d€ space, primarily in the United
States, and to a lesser extent, in Europe and sieePacific region. Leases are generally for tesfifave to ten years, and usually provide
renewal options for terms of up to five additiogahrs.

The Company owns its manufacturing facilities inrk;dreland, and Singapore, which total approxirhya#®5,000 square feet. The Company
also owns a 748,000 square-foot facility in SacrameCalifornia, which is used as a manufactunimgrehousing and distribution center. The
Sacramento facility also houses a customer catkceim addition, the Company owns 930,000 squeeé df facilities located in Cupertino,
California, used for research and development angocate functions. Outside the United StatesCibmpany owns additional facilities
totaling approximately 347,000 square feet.

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

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

ITEM 3. LEGAL PROCEEDINGS

Information regarding legal proceedings is setfantPart 11, Item 8 of this Form 10-K in the NotesConsolidated Financial Statements at
Note 8 under the subheading "Litigation," whichoimhation is hereby incorporated by referer

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of securitgéd during the fourth quarter of the Companytsaliyear ended September 25, 1¢
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PART Il
ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY A ND RELATED SHAREHOLDER MATTERS

The Company's common stock is traded on the ovecdhnter market and is quoted on the Nasdaq NatMasgket under the symbol AAP
on the Tokyo Stock Exchange under the symbol APRInH,on the Frankfurt Stock Exchange under the syBCD. As of December 10,
1999, there were 25,279 shareholders of record.

The Company did not pay cash dividends in eitherali 1999 or 1998. The Company anticipates thathfoforeseeable future, it will retain
any earnings for use in the operation of its bussne

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

FOURTH QUARTER THIRD QUARTER SECOND QUARTER FIRST QUARTER

Fiscal 1999 price range per common
share.....ccccovviiieninene $80.13-$42.38 $50.00-$33.44 $47.31-$32.00 $41.31-$28.50

Fiscal 1998 price range per common
share.......cccoevvevveneenn. $43.75-$28.06 $31.63-$24.69 $28.00-$12.75 $24.75-$12.94

ITEM 6. SELECTED FINANCIAL DATA

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

FIVE FISCAL YEARS ENDED SEPTEMBER 25, 1999 1999 1998 1997 1996 1995

(In millions, except share and per share amounts) -
Net sales........cccovvvvivereiicieennn, $ 6,134 $ 5941 $ 7,081 $ 9,833 $ 11,06 2
Net income (10SS)......cceeevveevieennnne. $ 601 $ 309 $(1,045) $ (816) $ 42 4
Earnings (loss) per common share:

BaSiC. oo $ 420 $ 234 $ (8.29) $ (6.59) $ 35 0
Diluted.......ccooviviiiiiiee $ 361 $ 210 $ (8.29) $ (6.59) $ 34 5
Cash dividends declared per common share..... $ - % - % - $ 012 $ 04 8
Shares used in computing earnings (loss) per

share (in thousands):

BaSiC...cvveieeiieiieeee 143,157 131,974 126,062 123,734 121,19 2
Diluted.......ccoovviiiiiieeeee 174,164 167,917 126,062 123,734 123,04 7
Cash, cash equivalents, and short-term

INVEStMENtS........ccoeevveniiieeienn, $ 3,226 $ 2,300 $ 1,459 $ 1,745 $ 95 2
Total assets......... $ 5161 $ 4,289 $ 4,233 $ 5364 $ 6,23 1
Long-term debt $ 300 $ 954 $ 951 $ 949 $ 30 3
Shareholders' equity.........ccccccerennen. $ 3,104 $ 1,642 $ 1,200 $ 2,058 $ 2,90 1

Net gains before taxes resulting from sales ofcantg investment of $230 million and $40 million reerecognized in 1999 and 19¢
respectively. Net charges related to Company retsiring actions of $27 million, $217 million and @ million were recognized in 1999,
1997, and 1996, respectively. In fiscal 1997, tenfany acquired NeXT, resulting in the allocatiorin-process research and development
of a charge of $375 million for acquired in-processhnologies with no alternative future use.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

THIS SECTION AND OTHER PARTS OF THIS FORM 10-K CONIN FORWARD-LOOKING STATEMENTS THAT INVOLVE
RISKS AND UNCERTAINTIES. THE COMPANY'S ACTUAL RESULS MAY DIFFER SIGNIFICANTLY FROM THE RESULTS
DISCUSSED IN THE FORWARD-LOOKING STATEMENTS. FACTGRTHAT MIGHT CAUSE SUCH DIFFERENCES INCLUDE,
BUT ARE NOT LIMITED TO, THOSE DISCUSSED IN THE SUBEETION ENTITLED "FACTORS THAT MAY AFFECT FUTURE
RESULTS AND FINANCIAL CONDITION" BELOW. THE FOLLOWNG DISCUSSION SHOULD BE READ IN CONJUNCTION WIT
THE CONSOLIDATED FINANCIAL STATEMENTS AND NOTES THRETO INCLUDED IN ITEM 8 OF THIS FORM 10-K. ALL
INFORMATION IS BASED ON THE COMPANY'S FISCAL CALENBR.

RESULTS OF OPERATIONS

The following table sets forth annual results ofigtions for fiscal years 1999, 1998, and 199 ilions, except unit shipment and per st
amounts):

1999 CHANGE 1998 CHANGE 1997
Net sales........cccveeeveeviieeecieeee, $ 6,134 3% $5,941 (16)% $ 7,081
Macintosh CPU unit sales (in thousands)...... 3,448 25% 2,763 (4% 2,874
GroSS Margin........ccceeeeeeeeneeesneennne $ 1,696 15% $1,479 8% $1,368
Percentage of net sales...........cccccceee. 28% 25% 19%
Research and development....................... $ 314 4% $ 303 (38)% $ 485
Percentage of net sales...........ccccecee. 5% 5% 7%
Selling, general and administrative............ $ 996 10% $ 908 (29)% $1,286
Percentage of net sales...................... 16% 15% 18%
Special charges:
In-process research and development.......... $ - $ 7 $ 375
Restructuring Costs........ccccceueevveennne $ 27 $ - $ 217
Termination of license agreement............. $ - $ - $ 75
Gains from sales of investment................. $ 230 $ 40 $ -
Interest and other income, net................. $ 87 211% $ 28 12% $ 25
Provision for income taxes..................... $ 75 275% $ 20 $ -
$ 601 95% $ 309 130% $(1,045)
4.20 79% $2.34 128% $(8.29)
3.61 72% $2.10 125% $ (8.29)




The following table sets forth quarterly resultsopkrations for fiscal 1999 and 1998 (in millioegcept unit shipment and per share
amounts):

YEAR ENDED SEPT EMBER 25, 1999 YEAR ENDED SEPTEMBER 2 5, 1998
FOURTH THIRD SECOND FIRST FOURTH THIRD SECON D FIRST
QUARTER QUARTER QUARTER QUARTER QUARTER QUARTER QUARTE R QUARTER
Net sales..........cc..c.... $1,336  $1,558 $1,530 $1,710 $1,556 $1,402 $1,40 5 $1,578
Macintosh CPU unit sales
(in thousands).......... 772 905 827 944 834 644 65 0 635
Gross margin................ $ 384 $ 427 $ 403 $ 482 $ 417 $ 360 $ 34 9 $ 353
Gross margin percentage... 29% 27% 26% 28% 27% 26% 2 5% 22%
Operating expenses.......... $ 317 $ 323 $ 315 $ 355 $308 $292 $ 29 8 $ 313
Special charges............. 18 -- 9 -- -- 7 - - -
Operating margin............ 49 104 79 127 109 61 5 1 40
Operating margin
percentage.............. 4% 7% 5% 7% 7% 4% 4% 3%
Gains from sales of
investment................ $ 42 $ 101 $ 55 $ 32 - $ 40
Interest and other income,
(115 SRR $ 34 $ 24 $19 $10 $ 5 $ 8 % 8 $ 7
Provision for income
tAXES..eeiieeeiieeiee 14 26 18 17 8 8 4
Net income.................. $ 111 $ 203 $ 135 $ 152 $ 106 $ 101 $ 5 5 $ 47
Earnings per common share:
BasiC.......ccocveennen. $069 $141 $099 $1.12 $079 $076 $04 2 $0.37
Diluted.........cccc...... $0.63 $1.20 $084 $095 $068 $065 $0.3 8 $0.33
OVERVIEW

During 1999, the Company experienced a 25% riddanintosh unit sales. This increase is primarityiladitable to the success of iMac, the
Company's moderately priced desktop Macintosh syskesigned for the education and consumer markeesCompany sold approximately
1.8 million iMac units in 1999, an increase of appmately 730,000 units or 68% over unit salesiwiilar products in 1998. Growth in unit
sales was strong in all of the Company's geogragbécating segments, particularly in Japan and Rag@fic due to strong acceptance of
iMac in those regions and the general economicargments experienced in much of Asia during the.yBae Company also experienced
improved profitability in 1999. Operating incomefte special charges rose 44% or $118 million t®6&iillion in 1999 from $268 million
in 1998. Contributing to the improvement in opargtimargin in 1999 was a rise in gross margin asregmtage of net sales to 28% as
compared to 25% in 1998. The impact of improvedgmmargins was partially offset by planned increaseecurring operating expenses
during 1999 of 8% to a total of $1.337 hillion.

Despite improved unit sales and improved profitghithe Company's net sales rose only 3% in 18986t134 billion. Growth in net sales
was negatively impacted during the year by declingdbe average revenue per Macintosh system fiir Bower Macintosh and iMac syste
and by a shift in unit mix towards the lower pridkbthc systems. Net sales were also negatively itgglbduring the fourth quarter of 1999
due to lower than planned deliveries of PowerP(fdtessors from Motorola. The primary focus of @mmpany during fiscal 2000 remains
achieving meaningful year-over-year growth in batiit sales and net sales.

The Company's future operating results and findciadition are dependent upon the Company's gldisuccessfully develop,
manufacture, and market technologically innovafiseducts in order to meet the dynamic conditionthiwithe highly competitive market for

personal computers. Potential risks and uncerégrtiat could affect the Company's future operatsglts and financial condition are
discussed
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throughout this Item 7, including the discussiodemthe heading "Factors That May Affect Futuredkesand Financial Condition."

NET SALES

Net sales for geographic segments and Macintodtsales by geographic segment and by product foltet sales in millions and Macinto
unit sales in thousands):

1999 CHANGE 1998 CHANGE 1997
Americas net sales.........cccocceeiiienieens $3,527 2% $3,468 (5)% $3,668
Europe net sales........ccccooceeeiieeiiieannnn. $1,317 2% $1,295 (16)% $1,536
Japan net sales..........cccocoeveeviieecciieens $ 858 17 % $ 731 (33)% $1,098
Asia Pacific net sales..............cccoceevenn. $ 306 4% $ 293 (38)% $ 472
Americas Macintosh unit sales..................... 2,021 22% 1,655 6 % 1,568
Europe Macintosh unit sales....................... 724 23 % 588 (2)% 601
Japan Macintosh unit sales...........cccccceeee. 524 35 % 389 (25)% 516
Asia Pacific Macintosh unit sales 179 37 % 131 (31)% 189
Total Macintosh unit sales.............c.c...... 3,448 25 % 2,763 (4)% 2,874
Power Macintosh unit sales........................ 1,296 2% 1,266 29 % 981
PowerBook unit sales..............cccccvvvvinenns 344 (19)% 427 2% 417
iMac unit sales(a).......cccceveeeeeeernienennns 1,802 68 % 1,070  (28)% 1,476
iBOOK unit sales..........cccceeeiiiieeecninns 6 - - - -
Total Macintosh unit sales...............c...... 3,448 25 % 2,763 (4)% 2,874

(&) Unit sales figures for iMac in 1998 and 199lule sales of the Company's previous consumeedundation oriented Macintosh produ

Net sales increased $193 million or 3% to $6.13#bhiin 1999 compared to 1998. The primary sowtthis growth was an overall 25
increase in Macintosh unit sales, which was reiffeadf strong unit growth in all of the Company&ographic operating segments. Offsetting
the rise in unit shipments was a decline in theage revenue per Macintosh system, a functiontaf teet sales generated by hardware
shipments and total Macintosh CPU unit sales, wfedhL7% to $1,739 from $2,095 in 1998. The dezlduring 1999 in the average revenue
per Macintosh system is attributable to lower mgcfor both iMac and Power Macintosh products, Whigflects the continuing overall
industry trend towards lower pricing. The decliralso attributable to the shift in the Companyi mnix toward lower-priced consumer
products such that iMac units and comparable prtsdramprised 52% of total Macintosh unit sales989 versus 39% in 1998.

Net sales declined sequentially during the fourtarter of 1999 compared to the third quarter by242@lion or 14%, and declined $2.
million or 14% compared to the same period in 1&#hilarly, Macintosh unit sales declined 15% a®ftl during the fourth quarter of 1999
compared to the third quarter of 1999 and the gamnied in 1998, respectively. The primary causestese declines in both net sales and
unit sales were lower than planned deliveries até&t®C G4 processors from Motorola and productideriaptions at vendors supplying
PowerBooks and iBooks experienced during the lastkwof the fourth quarter of 1999 as a result efaarthquake in Taiwan on September
20, 1999. The shortage of G4 processors reduceshfest by approximately $200 million during thertbugquarter of 1999.

Net sales decreased $1.140 billion, or 16%, to485Hllion in 1998 compared to 1997. The declinerly1998 in net sales is attributable
several factors. The Company experienced a $43®mdecrease in net sales of peripheral produatsid 1998 compared to 1997
principally due to the discontinuance by the
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Company of certain imaging and display products @herage revenue per Macintosh system fell 11%@ld©98 as compared to 1997 fr
$2,375 to $2,095, reflecting the effect of aggnesgiricing of the Company's Power Macintosh G3aystintroduced in the first quarter of
fiscal 1998, the decline in net sales from the phlag of certain peripheral products, the overallstry trend toward lower priced products,
and the Company's reentry during the fourth quartdi998 into the lower-priced consumer market.tlyasverall Macintosh CPU unit sales
for 1998 declined approximately 4% from 1997. Intgional net sales were particularly affected @sthfactors and by the economic
conditions existing in Asia during 1998.

SEGMENT OPERATING PERFORMANCE

The Company manages its business primarily on grgebic basis. The Company's geographic segmecitsimmthe Americas, Europe,
Japan, and Asia Pacific. The Americas segmentdesliooth North and South America. The European segimcludes European countries
as well as the Middle East and Africa. The Japamasat includes only Japan, while the Asia Pac#igrsent includes Australia and Asia
except for Japan. Each geographic operating segmevides similar hardware and software productssamilar services. Further
information regarding the Company's operating segsmumay be found in Part I, Item 8 on this FormKLh the Notes to Consolidated
Financial Statements at Note 9, "Segment Informadiod Geographic Data," which information is hergtoprporated by reference.

AMERICAS

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

EUROPE

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

JAPAN AND ASIA PACIFIC

Macintosh unit sales and net sales in Asia, pdarbuin Japan, recovered during 1999 from the idesl experienced in 1998. Net sales in the
Japan segment increased 17% or $127 million teeh @b $858 million in 1999 as compared to 1998 cMtosh unit sales in Japan increased
35% during 1999 compared to 1998 while Macintosih sades in the Asia Pacific segment increased 3iM8é.increases in net sales and
Macintosh unit sales in both Japan and Asia Paaifcthe result of strong iMac sales experiencethége operating segments, strong growth
in Japanese consumer sales, and the general ecoremovery experienced in the region.

BACKLOG

In the Company's experience, the actual amountaafyzt backlog at any particular time is not a niregfiul indication of its future business
prospects. In particular, backlog often increasemniticipation of or immediately following new praat introductions because of overordering
by dealers anticipating shortages. Backlog ofteredsiced once dealers and customers believe tmeghtain sufficient supply. Because of
foregoing, backlog should not be considered abkdiandicator of the Company's ability to achiewy @articular level of revenue or financial
performance. Further information regarding the Canys backlog may be found below under the subhgddfiroduct Introductions and
Transitions"
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included under the heading "Factors That May Affadiure Results and Financial Condition," whiclomnfiation is hereby incorporated by
reference.

GROSS MARGIN

Gross margin increased as a percentage of netdialieg 1999 to 28% as compared to 25% in 1998s Ffurease was primarily attributable
to declines in the cost of various components ef@Gompany's products, improvements in manufactweffigiencies brought about by
selective outsourcing of final assembly of certafithe Company's products, improved design of petaleading to lower manufacturing and
warranty costs, and relatively stable pricing & @ompany's products over the last six months 891Buring 1999, the Company was also
able to fully realize the benefits of actions taleimarily in 1998 and 1997 that led to improveddantory management and a more efficient
distribution model for its products. These improesits are discussed below.

Gross margin increased as a percentage of netdialieg 1998 to 25% compared to 19% in 1997. Tinisdase was primarily the result of a
shift in revenue mix toward the Company's highergimaPower Macintosh G3 systems and newer Power&kystems, the low volume of
lower margin consumer products shipped during itlsé three quarters of 1998, and the declining obsfarious components of the
Company's products, particularly those sourced fA@ia. Improvements in the Company's inventory ngangent also contributed to the
increase in gross margins. During 1998, the Compamplified its product line, moving from approxitely 15 separate individual products
to three main product families. Further, the Conypattempted to use as many industry standard jpaitts newer products as possible,
expanded the use of supplier hubs at manufactsitag, and outsourced the manufacture of printexdiitiboards and some systems asser
These changes have allowed the Company to moreaebuforecast demand, reduce inventory carryivgls and related costs, lessen the
financial exposure resulting from inventory obsotase and excess inventory levels, and reduceotnpanent cost of obtaining certain
standardized parts. The Company also made chamgfssdistribution model during 1998 and 1997 ttattributed to the increase in gross
margins in 1998. The Company significantly reduttelnumber of locations where it stages finisheadgpgenerally holding inventory on a
regional basis rather than in each country. Alse,@ompany significantly reduced the number oflis¢ributors, authorized resellers, and
national retail channel partners, particularlytie United States. These changes allowed the Contpargucanventory and related financi
exposures and reduced the inventory and relataddial exposure associated with inventory heldhan@ompany's distribution channels. The
Company has also revised its distribution chanobtiges by decreasing the price protection andksteturn privileges of its distributors and
resellers.

The Company anticipates that as lower priced coesynmoducts become a larger share of net saletharal/erall industry trend toward
lower-priced products continues, gross margins agttline during fiscal 2000. The foregoing statenieforward-looking. The Company's
actual results could differ because of severabfacincluding those set forth in the following @graph and below in the subsection entitled
"Factors That May Affect Future Results and Finah€iondition."

There can be no assurance targeted gross margis lgill be achieved or current margins on existimdjvidual products will be maintained.
In general, gross margins and margins on indiviguadlucts will remain under significant downwar@égsure due to a variety of factors,
including continued industry wide global pricingepsures, increased competition, compressed prbftucycles, potential increases in the
cost and availability of raw material and outsidenufacturing services, and potential changes t&€tmpany's product mix, including higt
unit sales of consumer products with lower avesadiing prices and lower gross margins. In respoasbese downward pressures, the
Company expects it will continue to take pricingi@as with respect to its products. Gross margmsdaalso be affected by the Company's
ability to effectively manage quality problems amdrranty costs and to stimulate demand for cedhits products. The Company's operal
strategy and pricing take into account anticipateainges in foreign
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currency exchange rates over time; however, theg@owis results of operations can be significarffigcéed in the short term by fluctuations
in exchange rates.

RESEARCH AND DEVELOPMENT

The Company recognizes focused investments inngsead development are critical to its future gfoand competitive position in the
marketplace and are directly related to timely dgwment of new and enhanced products that arealgatthe Company's core business
strategy. Expenditures on research and developmengased 4% or $11 million to $314 million in 1989 compared to 1998. This followe
$182 million or 38% decline in 1998 as comparedi967. The overall decline in spending on reseanchdevelopment over the last two ye

is principally due to restructuring actions takeri996, 1997, and 1998 intended to focus the Cogipaesearch and development efforts on
those projects perceived as critical to the Comjsafiyure success. These restructuring action®lsgnificant reductions in research and
development related headcount and the cancellafiomany research and development projects.

SELLING, GENERAL, AND ADMINISTRATIVE

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

Selling, general, and administrative expendituredided $378 million or 29% in 1998 compared to298d declined to 15% of net sales in
1998 from 18% of net sales in 1997. These decremsesprimarily the result of restructuring actidaken in 1996, 1997, and 1998, which
resulted in reductions in headcount, closing oflitees, and write-down and disposal of operatisgets during 1996, 1997, and 1998.
Additionally, changes during 1998 in the Compaulystribution channel policies and business modaeluiding contraction and focus of the
Company's product line and simplification of then@any's internal and external distribution chanrelto a reduction in selling expenses
during 1998.

SPECIAL CHARGES
1996 AND 1997 RESTRUCTURING ACTIONS

In the second quarter of 1996, the Company annaluacd began to implement a restructuring plan desigo reduce costs and return the
Company to profitability. The restructuring planswzecessitated by decreased demand for the Coragangucts and the Company's
adoption of a new strategic direction. These asti@sulted in a charge during 1996 of $179 millidaring 1997, the Company announced
and began to implement supplemental restructuritigres to meet the foregoing objectives of the pleime Company recognized a $217
million charge during 1997 for the estimated inceeal costs of those actions. All material restiting actions contemplated under the plan
were essentially complete at the end of fiscal 199 combined 1996 and 1997 restructuring actionsisted of terminating approximately
4,200 full-time employees; canceling or vacatingaia facility leases as a result of those empldgeminations; writing down certain land,
buildings, and equipment to be sold as a resudbefnsizing operations and outsourcing various dferal functions; and canceling contra
for projects and technologies that were not ciiticdhe Company's core business strategy. Theuasting actions under the plan resulted in
cash expenditures of $293 million and noncash aastt-downs of $95 million from the second quaxdé€d 996 through September 25, 1999.
Of the combined 1996 and 1997 restructuring chan§&896 million, approximately $3 million was deténed to be excess during the foL
quarter of 1999. The remaining balance of $5 nrilis of September 25, 1999, in accrued restrugwasts for the 1996 and 1997
restructuring actions is comprised of payments tivemext two years on leases and contracts tlthbéan terminated prior to fiscal 1999.
The Company expects the remaining accrual willltesicash expenditures of $5 million over the nexbd years.
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1999 RESTRUCTURING ACTIONS

During the fourth quarter of 1999, the Companyiatétd restructuring actions resulting in a chamggegerations of $21 million. The net
restructuring charge of $18 million recognized dgrthe fourth quarter of 1999 reflects the $3 illof excess reserves related to the 1996
and 1997 restructuring actions. The total coshe$é actions of $21 million is comprised of $11lionil for contract cancellation charges
associated with the closure of the Company's outsoudata center and $10 million for contract clatien charges related to supply and
development agreements previously discontinued.ddrapany expects these actions to result in casbrektures of $21 million over the
next year.

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

IN-PROCESS RESEARCH AND DEVELOPMENT

In May 1998, the Company acquired certain technotbgt was under development and had no alternaituee use. The acquisition resulted
in the recognition of $7 million of purchased irpess research and development, which was chasggzbtations upon acquisition.

In February 1997, the Company acquired all of tstanding shares of NeXT Software, Inc. (NeXT)XNéad developed, marketed, and
supported software enabling customers to implernesiness applications on the Internet/World WidebWiaetranets and enterprise-wide
client/server networks. Of the total purchase poc#427 million, $375 million was allocated to phased in-process research and
development and $52 million was allocated to godidamid other intangible assets. The purchasedadcgss research and development was
charged to operations upon acquisition, and thelgdband other intangible assets are being amedtian a straight-line basis over two to
three years.

TERMINATION OF LICENSE AGREEMENT

In August 1997, the Company agreed to acquire icestssets of Power Computing Corporation (PCCembed distributor of the Mac OS
operating system, including PCC's customer datadadéts license to distribute the Mac OS. The agient with PCC also included a release
of claims between the parties. On January 28, 118@3Company completed its acquisition of certaisess from PCC. The total purchase
price was approximately $110 million, of which $Tlion was expensed in the fourth quarter of 1887'termination of license agreement”
and $35 million was recorded as goodwill in theosetquarter of 1998. The goodwill is being amodipeer three years.

INTEREST AND OTHER INCOME (EXPENSE), NET

Interest and other income and expense (net) inedebs9 million or 211% to $87 million during 1999 @mpared to 1998. This increase is
attributable to two primary factors. First, the Gmany's cash, cash equivalents, and short-termtimegss increased $926 million or 40%
during 1999 resulting in an increase in interesbine during 1999 of $44 million. Second, interegtemse declined $15 million during 1999,
primarily as a result of the conversion of approadiety $661 million of the Company's convertible subnated notes to common stock dui
the third quarter of 1999. During 1998, the Companrgerienced a $27 million increase in interesbine net of interest expense, the result of
higher cash and investment balances and lower geefzort-term borrowings, offset by decreased dgorexchange gains and increased other
expense.
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GAINS FROM SALES OF INVESTMENT

As of September 26, 1997, the Company owned 42 f3#temutstanding stock of ARM Holdings plc (ARM) privately held company in the
United Kingdom involved in the design of high penmfance microprocessors and related technology Ciimepany had accounted for this
investment using the equity method through Septe@5£1998. On April 17, 1998, ARM completed artialipublic offering of its stock on
the London Stock Exchange and the NASDAQ Nationafkdt. The Company sold 18.9% of its shares iroffexing for a gain before
foreign taxes of approximately $24 million, whiclasvrecognized as other income. Foreign tax recedron this gain was approximately $7
million.

At the time an equity method investee sells existinnewly issued common stock to unrelated pantiexcess of its book value, the equity
method requires the net book value of the investriberadjusted to reflect the investor's share efcthange in the investee's shareholders'
equity resulting from the sale. It is the Compamgicy to record an adjustment reflecting its ghaf the change in the investee's
shareholders' equity resulting from such a sake @ain or loss in other income. Consequently, the@any also recognized in the third
quarter of 1998 other income of approximately $illion to reflect its remaining 25.9% ownershipengst in the increased net book value of
ARM following its initial public offering. As of Setember 25, 1998, the carrying value of the Com[sanyestment in ARM carried in other
assets in the consolidated balance sheet was ap@tety $22 million. On October 14, 1998, the Comypaold 11.6 million shares (split
adjusted) of ARM stock. As a result of this sales Company's ownership interest in ARM fell to 28. Tonsequently, beginning in the first
quarter of fiscal 1999, the Company ceased acamgifitir its remaining investment in ARM using theuitg method and categorized its
remaining shares as available-for-sale requiriegstiares be carried at fair value, with unrealgads and losses net of taxes reported as a
component of accumulated other comprehensive income

During fiscal 1999, the Company sold approxima82y6 million shares (split adjusted) of ARM stock het proceeds of approximately $:
million, recorded a gain before taxes of approxeha$230 million, and recognized related incomedaapproximately $25 million. As of
September 25, 1999, the Company's remaining 1émihares of ARM stock are valued at $226 millibhe fair value of the Company's
investment in ARM is reflected in other assetsfaSeptember 25, 1999, with an offsetting amountoi€84 million of related deferred
income taxes recognized in accumulated other camepive income.

PROVISION (BENEFIT) FOR INCOME TAXES

As of September 25, 1999, the Company had defeasedssets arising from deductible temporary difiees, tax losses, and tax credits of
$613 million before being offset against certaifeded tax liabilities for presentation on the Ca@mp's balance sheet. A substantial portic
this asset is realizable based on the ability tsedpfexisting deferred tax liabilities. As of Septeer 25, 1999, a valuation allowance of $60
million was recorded against the deferred tax dese¢he benefits of tax losses that may not bézed. The valuation allowance relates to the
operating loss carryforwards acquired from NeXT smthx benefits in certain foreign jurisdictiof$ie Company will continue to evaluate
the realizability of the deferred tax assets quiyrtey assessing the need for and amount of theatiain allowance. The Company's effective
tax rate for fiscal 1999 was 11% compared to tighdi statutory rate due primarily to the reverda portion of the previously established
valuation allowance and certain undistributed fgme2arnings for which no U.S. taxes were provided.

The Internal Revenue Service (IRS) has proposesréihcome tax deficiencies for the years 198d4ugh 1991, and the Company has made
certain prepayments thereon. The Company cont#is¢goroposed deficiencies by filing petitions wiitle United States Tax Court, and most
of the issues in dispute have now been resolvedluba 30, 1997, the IRS proposed income tax ad@rgsrior the years 1992 through 1994.
Although most of the issues for these years haea besolved, certain issues still remain in disune are being contested by the Company.
Management believes adequate provision has beea foadny adjustments that may result from tax erations.
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The Company anticipates its effective tax ratefifaral 2000 will be approximately 25%. The foregpstatement is forward-looking. The
Company's actual results could differ because wérse factors, including those set forth belowtie subsection entitled "Factors That May
Affect Future Results and Financial Condition." Addhally, the actual future tax rate will be si§oantly impacted by the amount of and
jurisdiction in which the Company's foreign proféie earnec

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

1999 1998 1997

Cash, cash equivalents, and short-term investments. ... $3,226 $2,300 $1,459
Accounts receivable, net........cccccoceeveeeeee. L $ 681 $ 955 $1,035
INVENTOIY . .ooiiiiiiie e $ 20 $ 78 $ 437
Working capital........ccccoovvvevveeiiieeieee $2,736  $2,178 $1,606
Days sales in accounts receivable(a)......cccc..... . ... 46 56 58
Days of supply in inventory(b)......cccccevveeeee. Ll 2 6 31
Operating cash flow.......ccccccoevvcevvcecenee. $ 798 $ 775 $ 154

(a) Based on ending net trade receivables and meosit quarterly net sales for each period.
(b) Based on ending inventory and most recent gtlgrtost of sales for each period.

As of September 25, 1999, the Company had $3.2Rérbin cash, cash equivalents, and short-ternestments, an increase of $926 million
or 40% over the same balances at the end of fig98. During fiscal 1999, the Company's primaryrsewf cash was $798 million in cash
flows from operating activities. Cash generatedpgrations was primarily from net income, decliimeaccounts receivables and inventory
resulting from improved asset management, and@ease in accounts payable. The Company's casteahdequivalent balances as of
September 25, 1999 and 1998, include $4 million&B&imillion, respectively, pledged as collatecastipport letters of credit.

In addition to the net purchase of short-term itmests of $1.081 billion, net cash used by investativities included $112 million for the
purchase of investments in Samsung and Akamai skeclibelow and $47 million for the purchase ofdiassets. These uses of cash were
partially offset by proceeds from the sale of ARMdck of $245 million and proceeds from the saleadipment of $23 million. The Compa
expects the level of capital expenditures in 20@Dimcrease moderately from 1999.

In July 1999, the Company's Board of Directors atiled a plan for the Company to repurchase up@$nillion of its common stock. This
repurchase plan does not obligate the Companygircany specific number of shares or acquireeshaver any specified period of time.
of September 25, 1999, the Company had repurctesadl of 1.25 million shares of its common statla cost of $75 million.

On November 18, 1999, the Company entered intd)a #dillion revolving credit agreement with BankAunerica. Loans under the
agreement pay interest at LIBOR plus 1%, and thmg2my is required to pay a commitment fee of 0.2%h® unused portion of the credit
facility. No advances have been made against tkditdfacility. This revolving credit agreementiméended to provide the Company with an
additional source of liquidity and to provide adutiial support to the Company's capital positiothmevent of short-term liquidity
disturbances in worldwide financial markets assedavith the Year 2000 crossover.

The Company believes its balances of cash, cashadeuts, and short-term investments will be sigfit to meet its cash requirements over
the next twelve months, including any cash utilibgdts stock repurchase plan. However, given thm@any's current non-investment grade
debt ratings, if the Company should need to okghort-term borrowings, there can no assurance lsocbwings could be
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obtained at favorable rates. The inability to absich borrowings at favorable rates could matgréaversely affect the Company's result
operations, financial condition, and liquidity.

OTHER LONG-TERM INVESTMENTS

As discussed above, the Company has categorizelddtes in ARM as available-for-sale requiringghares be carried at fair value, with
unrealized gains and losses net of taxes repostadcamponent of accumulated other comprehensbeena. As of September 25, 1999, the
Company held 16 million shares of ARM stock vala¢&226 million. During the first quarter of fisc000 through December 17, 1999, the
Company sold an additional 5.1 million shares ofABRtock for net proceeds of approximately $136iomilland gains before taxes of
approximately $134 million. As of December 17, 198@ Company holds 10.9 million shares of ARM ktealued at approximately $690
million.

During the fourth quarter of 1999, the Company sted $100 million in Samsung Electronics Co., ISdrfisung) to assist in the further
expansion of Samsung's TFT-LCD flat-panel displadpction capacity. The investment, in the forntho&e year unsecured bonds, is
convertible into approximately 550,000 shares oh8ag common stock beginning in June 2000. Thedoardy an annual coupon rate of
2% and pay a total yield to maturity of 5% if redessl at their maturity.

In June 1999, the Company invested $12.5 millioAkamai Technologies, Inc. (Akamai), a global Inketrcontent delivery service. The
investment was in the form of convertible preferséatk that converted into 4.1 million shares ofAlai common stock (adjusted for
subsequent stock splits) at the time of Akamaitgairpublic offering in October 1999. The Compaasyestricted from selling more than 25%
of its shares within one year after the date ofclbsing of a public offering of Akamai's stock.dsening in the first quarter of fiscal 2000,
Company has categorized its shares in Akamai dlbleafor-sale requiring they be carried at faalue with unrealized gains and losses net
of taxes reported as a component of accumulatest odtmprehensive income. As of December 17, 19@9fdir value of the Company's
investment in Akamai was approximately $1.2 billi@ecause Akamai is a newly public company andtisk price has experienced
significant volatility, the fair value of the Compgs investment in Akamai may fluctuate signifidgrin the future.

YEAR 2000 COMPLIANCE

THE INFORMATION PRESENTED BELOW RELATED TO YEAR 200(Y2K) COMPLIANCE CONTAINS FORWARD-LOOKING
STATEMENTS THAT ARE SUBJECT TO RISKS AND UNCERTAINES. THE COMPANY'S ACTUAL RESULTS MAY DIFFER
SIGNIFICANTLY FROM THOSE DISCUSSED BELOW AND ELSEWERE IN THIS FORM 10-K REGARDING Y2K COMPLIANCE.

YEAR 2000

The Year 2000 (Y2K) issue is the result of cermmputer hardware, operating system software afte¢a@ application programs having
been developed using two digits rather than foutetiine a year. For example, the clock circuitie hardware may be incapable of holding a
date beyond the year 1999; some operating systaysenognize a date using "00" as the year 190@rahan 2000 and certain applications
may have limited date processing capabilities. €sblems could result in the failure of majorteyss or miscalculations, which could h

a material impact on companies through businessrinition or shutdown, financial loss, damage putation, and legal liability to third
parties.

Y2K PLAN

The Company's Information Systems and Technologadment (IS&T) began addressing the Y2K issueQi@6las part of its Next
Generation strategy, which addressed the needchfiminog enhancement and replacement of the Compaanytaus disparate legacy
information technology (IT) Systems. In 1998, thentpany established a Year 2000 Executive Steerorgrilittee (Steering Committee)
comprised of senior executives of the Company hadXompany's Year 2000 Project Management OffibldQ2 The PMO reports to the
Executive Vice President and Chief Financial Officke Steering Committee, and the Audit and Fieabommittee of the Board of
Directors.
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The PMO developed and manages the Company's woldd¥i2K strategic plan (Y2K Plan) to address theeptial impact of Y2K on the
Company's operations and business processes.ticuter, the Y2K Plan addresses four principal areat may be impacted by the Y2K
issue: Apple Branded Products; Third Party Relatigos; Non-IT Business Systems; and IT Systemsh Végpect to the IT Systems and
Non-IT Business Systems, the Y2K Plan consists of fmjparate but overlapping phases: Phase I--Inweatat Risk Assessment; Phase II--
Remediation Cost Estimation; Phase lll--Remediatzond Phase 1V--Remediation Testing. In additible, Eompany has an ongoing Y2K
Awareness Program designed to keep employees intbabout Y2K issues. The discussion below refle@eagement's estimate of the
current status of the four principal areas of tlhen@any's Y2K Plan. Regardless of the current stallareas of the Y2K Plan remain under
review and subject to modification as deemed necgdhroughout the remainder of calendar 1999 thindhe date rollover and into January
2000.

APPLE BRANDED PRODUCTS

The Company designs and manufactures personal ¢ersptelated peripherals, operating system soéwaad application software, includ
Macintosh personal computers and the Mac OS, wdmielmarketed under the "Apple" brand (collectivéipple Branded Products"). The
Company tested certain Apple Branded Productsteradne Y2K compliance, although such testing ditlinclude third party products
bundled with Apple Branded Products and certainl&@yanded Products no longer distributed and/ppstted by the Company. For
purposes of this discussion, Y2K compliant meapsoduct will not produce errors processing data daconnection with the year change
from December 31, 1999, to January 1, 2000, whed wusth accurate date data in accordance withoitsichentation, provided all other
products (including other software, firmware anddwaare) used with it properly exchange date dath i A Y2K compliant product will
recognize the Year 2000 as a leap year. Informatimut testing and Y2K compliance of Apple Bran&edducts is available on the Apple
corporate web site under the heading "Year 200@iReas Disclosure”, at www.apple.com/about/yearthInformation, which is updated
on an ongoing basis, is not to be considered pahiannual report. Because the Company doesaondtol the design of non-Apple Branded
Products or third party products that are bundléd Wpple Branded Products, it cannot assure suotiycts are Y2K compliant.

Some Apple Branded Products installed at custoites siay require upgrades or other remediation.|&\the Company believes its
customers are responsible for the Y2K readinesisadf IT and business environments, the Companydien steps to assist customers in
achieving their readiness goals. Apple is issubfgrsare updates (at no additional charge) for mmst,not all, known issues in certain Apple
Branded Products.

THIRD PARTY RELATIONSHIPS

The Company's business operations are heavily dep¢won third party corporate service vendors, rmasesuppliers, outsourced operations
partners, distributors and others. The Companyoiking with key external parties to identify anteatpt to mitigate the potential risks to it
of Y2K. The failure of external parties to resotheir own Y2K issues in a timely manner could regub material financial risk to the
Company. As part of its Y2K Plan and to establigi dtate of readiness of certain third partiesCihmpany is actively communicating on an
ongoing basis with certain third parties whose latk2K compliance would present a high degreesK to the Company. Based on
information obtained from various sources, the Camypbelieves it is reasonably possible there velifierruptions around the world in
critical services such as air traffic control, \rfiht transportation, customs clearance, teleconirations, and power utilities early in
calendar year 2000 that could result in shippingydeof raw material and finished goods. The Compaso believes it is reasonably poss
that worldwide financial markets could exhibit unakshort-term volatility and liquidity disturbarsat the end of calendar 1999 and at the
beginning of calendar 2000. Such events could résuhaterial adverse effects on the Company'stsestioperations and financial position.
See further discussion regarding this issue beloseuthe heading "Contingency Plans.” The Compasyslibstantially completed its review
of certain third parties as of the
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end of the fourth quarter of fiscal 1999. Althougimerous third parties have advised the Comparyateaddressing their Y2K issues, the
readiness of third parties overall varies widelgcBuse the Company's Y2K compliance is dependetitectimely Y2K compliance of third
parties, there can be no assurances the Compéfioyts alone will resolve all Y2K issues. The Compaontinues to communicate with and
monitor the compliance efforts of key third parti#ae Company will continue these efforts with kkiyd parties through the date rollover
and into January 2000.

IT SYSTEMS AND NON-IT BUSINESS SYSTEMS
Phase I--Inventory and Risk Assessment:

This Phase requires an inventory and assessmém dfon-IT Business Systems used by the Compaalydimg systems with embedded
technology, building access systems, and healtlsafedy systems. This Phase also includes inveatotyassessment of IT Systems used by
the Company, including large IS&T systems, desktaiware and software, and network hardware artdiad. Each system is evaluated
and the business risk is quantified as being Hifgdium or Low Risk to the Company's business. Systthat are High Risk are those, wt

if uncorrected, would cause an interruption of @mplete failure to conduct the Company's busindsslium Risks are those that would
negatively impact the business but complete cessatiuld be avoided with some inconvenience. Logk&are those where the risk to
business interruption or cessation are remote.Cdmpany intends that High and Medium Risk item¢ beél remediated or replaced, and L
Risk items will likely not be addressed prior te tfiear 2000. The status of the Company's remediafforts is discussed below. The
Company had substantially completed the Inventad/Risk Assessment Phase for both IT Systems andlN&ystems by the end of the
third quarter of fiscal 1999. However, the Compaag and will continue to review information deveddms the result of its Y2K Plan, which
could result in additional items being added tovi&K inventory.

Phase lI--Remediation Cost Estimation:

This Phase involves the analysis of each High aeditvin Risk to determine how such risks may be réated and the cost of such
remediation. The Company has substantially comglgtis Phase for both IT and Non-IT Business System

Phase llI--Remediation:

This Phase includes the replacement or correcfidmeoHigh and Medium Risk Non-IT Business Systamd IT Systems. The Company
substantially completed this Phase for both IT Bod-IT Business Systems during the fourth quartdisoal 1999.

Phase IV--Remediation Testing:

This Phase includes the future date testing ofdheediation efforts made in Phase Il to confirmttthe changes made bring the affected
systems into compliance, no new problems haveradse result of the remediation, and new systbatséplaced noncompliant systems are
Y2K compliant. The Company substantially completgid Phase for both IT and Non-IT Business Systéansg the first quarter of fiscal
2000.

COSTS TO ADDRESS Y2K

The costs of the Y2K program are primarily costsoagted with the utilization of existing intermmakources and incremental external
spending. The Company's current estimate of totakimental external spending over the life of iBYplan to address those risks identified
as High or Medium is approximately $10 million ofilwh approximately $9 million had been spent aSeftember 25, 1999. As the
Company's Y2K Plan continues, the actual futureemental spending may prove to be higher. Alsg, éstimate does not include the costs
that could be incurred by the Company if one orerafrits significant third party vendors fails tchéeve Y2K compliance. The Company is
not separately identifying
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and including in these estimates the Y2K costsrirelithat are the result of utilization of the Canp's existing internal resources.
CONTINGENCY PLANS

Under the guidance and management of the PMO, dngp@ny is in the final stages of developing, impetng, and testing Y2K
contingency plans for critical business operatiditee Company's contingency plans, which are basedrit on the assessment of the
magnitude and probability of potential risks, prithafocus on proactive steps to prevent Y2K fa@isifrom occurring, or if they should occ
to detect them quickly, minimize their impact anghedite their remediation. The Y2K contingency glavill supplement existing disaster
recovery and business continuity plans.

As part of its contingency plans, the Company legtbped a global Incident Management Team (IMTijlémtify, escalate, and mitigate the
potential impact of various Y2K failures. The IM3 ¢omprised of personnel from the PMO as well gsakeas of the Company's operations.
The IMT will begin to monitor the date rollover camencing with Sydney, Australia and will "follow tisein" through the time change in the
Pacific Standard Time zone. The Company's contioggetanning efforts were approximately 85% compégtéhe end of the fourth quarter of
fiscal 1999 and are expected to be substantialypteted during the first quarter of fiscal 2000.

The Company believes it is reasonably possiblesthélt be interruptions in air traffic control, &ieight transportation, customs clearance,
telecommunications, and power utilities early itecdar year 2000 that could result in shipping gelaf raw material and finished goods and
other business interruptions. The Company has dpedland implemented contingency plans to mitijaesffects of a short-term
interruption in such services. However, if the inigtion in these services last for an extendetdef time, or if alternative Y2K compliant
services are not readily available at reasonaldg tiwere could be material adverse effects oiCtmapany's results of operations and
financial position.

The Company also believes it is reasonably possiblidwide financial markets could exhibit unusghbrt-term volatility and liquidity
disturbances at the end of calendar 1999 and diethimning of calendar 2000. The Company has dpeeland implemented contingency
plans to mitigate some of the potential short-teffects of such disturbances. However, if thestidiances in the financial markets last for
an extended period of time, or if alternative ndtigg actions are not readily available at reaskenabst, there could be material adverse
effects on the Company's results of operationsfiaadcial position.

RISK FACTORS ASSOCIATED WITH Y2K ISSUES

The Company has substantially completed its init&sessment of reasonably likely worst case saenafiNon-IT Business Systems and/or
IT Systems failures and related consequences. Basedrrent information, the Company believes tlostlikely worst case scenario is it v
experience minor malfunctions and failures of ftsSlystems and Non-IT Business Systems at the biegimf the Year 2000 not previously
detected during the Company's inventory and risks@ment and remediation activities. The Compamgietly believes these malfunctions
and failures will not have a material impact orr@sults of operations or financial condition. Hawe there can be no assurance the Y2K
remediation by the Company or third parties willdgseperly and timely completed, and the failureltoso could have a material adverse
effect on the Company, its business, its resultgpefations, and its financial condition.

In particular, the Company believes a lack of Y24diness by its significant third party vendorsldamause material interruptions in the
Company's operations. The identification of addisibissues with respect to the Y2K compliance gf tkérd parties could have a material
adverse effect on the Company's results of operatio addition, important factors that could caresailts to differ materially include, but ¢
not limited to, the ability of the Company to susskilly identify systems and vendors that have K ¥2ue, the nature and amount of
remediation effort required to fix the affectedtsyss, the adequacy of such remediation effortsptbduction-related contingency plans of
competitors with the Company's
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third party suppliers, and the costs and availghdf labor and resources to successfully addiesy 2K issues and/or to execute on any
required contingency plans.

FACTORS THAT MAY AFFECT FUTURE RESULTS AND FINANCIA L CONDITION
COMPETITION

The personal computer industry is highly compegitind is characterized by aggressive pricing pestidownward pressure on gross
margins, frequent introduction of new products,rspooduct life cycles, continual improvement imguct price/performance characteristics,
price sensitivity on the part of consumers, anargd number of competitors. The Company's restibperations and financial condition h¢
been, and in the future may continue to be, adiyeedtected by industry wide pricing pressures dodnward pressures on gross margins.
The industry has also been characterized by raglihblogical advances in software functionalitydwaare performance, and features based
on existing or emerging industry standards. Sevanaipetitors of the Company have either targeteghapunced their intention to target
certain of the Company's key market segments, direficonsumer, education and publishing. Additibnaleveral of the Company's
competitors have introduced or announced plansttoduce products that mimic many of the uniquegteand technical features of the
Company's products. Many of the Company's compstiiave greater financial, marketing, manufactyramgl technological resources, as
well as broader product lines and larger instatlastomer bases than those of the Company. Addilyoiae Company's future operating
results and financial condition may be affectebgrall demand for personal computers and genasibmer preferences for one platform
over another or one set of product features ovethan.

The Company is currently the only maker of hardweasiag the Mac OS. The Mac OS has a minority magkate in the personal computer
market, which is dominated by makers of computétizing Microsoft Windows operating systems. Ther@pany believes the innovative
industrial design of its products, the unique gdeatures its products currently provide, the pared advantages of the Mac OS over
Windows, and the general reluctance of the Maciniostalled base to incur the costs of switchiragfpkms, have been driving forces behind
sales of the Company's personal computer hardwaezent years. The Company is currently takingwificcontinue to take steps to respc

to the competitive pressures being placed on itsopel computer sales as a result of the recenvations in the Windows platform. The
Company's future operating results and financialdition are substantially dependent on its abtlitgontinue to develop improvements to
Macintosh platform in order to maintain perceivesidn and functional advantages over competindapias.

PRODUCT INTRODUCTIONS AND TRANSITIONS

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

The Company plans to continue to introduce upgrémése current Mac OS, Mac OS 9, and later intoeda new operating system, Mac OS
X Client, which is expected to offer advanced fimmality based on Apple and NeXT software technasglt is uncertain whether Mac OS
X will gain developer support and market acceptahtability to successfully develop and make timedlivery of a substantially backward-
compatible Mac OS X or of planned enhancementsdatrrent Mac OS, or to gain
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developer support and market acceptance for theseting systems, may have an adverse impact c@dh®pany's operating results and
financial condition.

INVENTORY AND SUPPLY

The Company records a write-down for inventoriesahponents and products that have become obswlate in excess of anticipated
demand and accrues for any cancellation fees @krsifdor inventories that have been canceled. Aijhdhe Company believes its inventory
and related provisions are adequate, given the mapd unpredictable pace of product obsolescentteinomputer industry, no assurance can
be given the Company will not incur additional int@ry and related charges. In addition, such clsahgee had, and may again have, a
material effect on the Company's financial positmad results of operations.

The Company must order components for its prodametsbuild 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 excess or
insufficient inventories of particular products.eT@ompany's operating results and financial coonlitiave been in the past and may in the
future be materially adversely affected by the Canys ability to manage its inventory levels anspmd to short-term shifts in customer
demand patterns.

Many of the Company's products are manufacturechiole or in part by third-party manufacturers. tdaion, the Company has outsourced
much of its transportation and logistics managemafhtile outsourcing arrangements may lower thedfigest of operations, they also reduce
the Company's direct control over production arsdrittiution. It is uncertain what effect such dinsiméd control will have on the quality or
guantity of the products manufactured, or the Bi#ity of the Company to respond to changing madaetditions. Moreover, although
arrangements with such manufacturers may contawigons for warranty expense reimbursement, thegamy remains at least initially
responsible to the ultimate consumer for warragtyise. Accordingly, in the event of product degeot warranty liability, the Company may
remain primarily liable. Any unanticipated produdetfect or warranty liability, whether pursuant teemgements with contract manufacturers
or otherwise, could adversely affect the Compafuglgre operating results and financial condition.

Although certain components essential to the Colyipdiusiness are generally available from multyalerces, other key components
(including microprocessors and application spedgifiegrated circuits ("ASICs")) are currently oliail by the Company from single or
limited sources. Some other key components (inolyehiithout limitation DRAM and TFT-LCD flapanel displays), while currently availal
to the Company from multiple sources, are at tiswdgect to industry wide availability and pricingepsures. If the supply of a key compoi
were to be delayed or constrained, the Compangiméss and financial performance could be adveefédgted, depending on the time
required to obtain sufficient quantities from thiegmal source, or, if possible, to identify andain sufficient quantities from an alternate
source. The Company and other producers in th@parsomputer industry also compete for other sendactor products with other
industries that have experienced increased denmarsiith products, due to either increased consderaand or increased use of
semiconductors in their products (such as the leglphone and automotive industries). Finally, @@npany uses some components that are
not common to the rest of the personal computardtrgl (including certain microprocessors and ASIC®)ntinued availability of these
components may be affected if producers were tadeéo concentrate on the production of componetiter than those customized to meet
the Company's requirements. Such product supplgtaaints and corresponding increased costs coulcbdse the Company's net sales and
adversely affect the Company's operating resulisfimancial condition.

The Company's ability to produce and market cortigetproducts is also dependent on the ability @esire of IBM and Motorola, the sole
suppliers of the PowerPC RISC-based microprocdsestihe Company's Macintosh computers, to provieeGompany with a sufficient
supply of microprocessors with
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price/performance features that compare favorabthdse supplied to the Company's competitors 8t Lorporation, and other developers
and producers of microprocessors used by persongpuaters using the Windows operating systems.

Further discussion relating to availability and glypf components and product may be found in Rdigm 1 of this Form 10-K under the
heading "Raw Materials," and in Part Il, Item &tis Form 10-K in the Notes to Consolidated FinahStatements at Note 8 under the
subheading "Concentrations in the Available Souateupply of Materials and Product,” which infotina is hereby incorporated by
reference.

MARKETING AND DISTRIBUTION

The Company distributes its products through whadees, resellers, national and regional retaileds @taloguers, and directly to education
institutions for resale (collectively referred t® '@esellers"). In addition, the Company also selésy of its products in most of its major
markets directly to end users through its on-limees Many of the Company's significant resellggsrate on narrow product margins. Most
such resellers also distribute products from compenanufacturers. The Company's business anddialaresults could be adversely affec
if the financial condition of these resellers weada, if resellers within consumer channels wereetise distribution of the Company's
products, or if uncertainty regarding demand fer @ompany's products causes resellers to reduicedtbering and marketing of the
Company's products.

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

GLOBAL MARKET RISKS

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

Countries in the Asia Pacific region, including daphave recently experienced weaknesses in thegrcy, banking and equity markets.
These weaknesses have adversely affected and maguweoto adversely affect consumer demand foChepany's products, the U.S. dollar
value of the Company's foreign currency denominatdes, the availability and cost of product congria to the Company, and conseque
the Company's results of operations.

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

SUPPORT FROM THIRD-PARTY SOFTWARE DEVELOPERS

Decisions by customers to purchase the Compansssmal computers, as opposed to Windows-basedsystee often based on the
availability of third-party software for particulapplications. The Company believes the availgbdftthird-party application software for the
Company's hardware products depends in part otfizirty developers' perception and analysis ofefative benefits of developing,
maintaining, and upgrading such software for thenffany's products versus software for the largerddiive market. This analysis is based
on factors such as the perceived strength of teg2oy and its products, the anticipated potentianue that may be generated, and the
costs of developing such software products. Teettient the Company's financial losses in prior yeand declining demand for the
Company's products, as well as the Company's dedisiend its Mac OS licensing program, have caused
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software developers to question the Company's padspn the personal computer market, developarkldie less inclined to develop new
application software or upgrade existing softwanetfie Company's products and more inclined to tetreeir resources to developing and
upgrading software for the larger Windows marketr&bver, the Company's current plan to introduce @8 X could cause software
developers to stop developing software for theemtrMac OS. In addition, there can be no assursofteare developers will decide to
develop software for the new operating system timely basis or at all.

In August 1997, the Company and Microsoft entengd patent cross licensing and technology agreesnémaddition, for a period of five
years from August 1997, as subject to certain #tiuns related to the number of Macintosh compugeld by the Company, Microsoft w
make future versions of its Microsoft Office andelmet Explorer products for the Mac OS. The Compaifi bundle the Internet Explorer
product with Mac OS system software releases ar it product the default Internet browser fatsteleases. While the Company
believes its relationship with Microsoft has bead avill continue to be beneficial to the Company am its efforts to increase the installed
base for the Mac OS, the Microsoft relationshifoisa limited term and does not cover many of tfema in which the Company competes
with Microsoft, including the Windows platform. Aordingly, Microsoft's interest in producing applica software for the Mac OS not
covered by the relationship or following expiratiofithe agreements may be influenced by Microspéigeption of its interests as the vendor
of the Windows operating system. In addition, thierelsoft relationship may have an adverse effectomng other things, the Company's
relationship with other partners. There can bessurnce the benefits to the Company of the Midtostationship will not be offset by the
disadvantages.

EURO CONVERSION

On January 1, 1999, eleven of the fifteen membents of the European Union adopted the Eurdi@is tommon legal currency and
established fixed conversion rates between théstiag sovereign currencies and the Euro. The Bunow traded on currency exchanges
is available for non-cash transactions. A three yremsition period began during which transactioas be made in the old currencies.

The Company has taken steps to evaluate interstdraycapabilities, review the ability of finandiastitution vendors to support Euro
transactions, and examine current marketing araingripolicies and strategies in light of the Euomeersion. The cost of this effort is not
expected to have a material adverse effect on timep@ny's results of operations or financial conditiThere can be no assurance, however,
all issues related to the Euro conversion have imksriified and that any additional issues woulthreve a material effect on the Company's
results of operations or financial condition. Tliaeersion to the Euro may have competitive impiara on the Company's pricing and
marketing strategies, the impact of which are mamvin at this time. Additionally, the Company igiak to the extent its principal European
suppliers and customers are unable to deal effdgtivith the impact of the Euro conversion.

OTHER FACTORS
The potential risks associated with the CompangK Wlan are discussed above under the heading "2G&0 Compliance."

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

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

of its useful life, and leave responsibility forvmonmentally safe disposal or recycling with then@pany. Although the Company does not
anticipate any material adverse effects in thereubased on the nature of its operations and tiusttbf such laws, no assurance can be given
such laws, or any future laws enacted for the gtime of the environment, will not have a mateddverse effect on the Company.
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Because of the foregoing factors, as well as ddctors affecting the Company's operating resultsfanancial condition, past financial
performance should not be considered to be a teliaicator of future performance, and investdrsudd not use historical trends to
anticipate results or trends in future periodsaddition, the Company's participation in a highjyndmic industry often results in significant
volatility of the Company's common stock price.

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

To ensure the adequacy and effectiveness of thep@ayis foreign exchange and interest rate hedgaques as well as to monitor the risks
and opportunities of the nonhedge portfolios, tlhen@any continually monitors its foreign exchangenvird and option positions, and its
interest rate swap, option and floor positions lmita stand-alone basis and in conjunction withritderlying foreign currency and interest
rate related exposures, respectively, from botac@ounting and an economic perspective. Howeveenghe effective horizons of the
Company's risk management activities and the gatiory nature of the exposures intended to hetigeg ttan be no assurance the
aforementioned programs will offset more than aiporof the adverse financial impact resulting franfavorable movements in either
foreign exchange or interest rates. In additioa,tiiming of the accounting for recognition of gaarsl losses related to mark-to-market
instruments for any given period may not coincidehthe timing of gains and losses related to theéeulying economic exposures and,
therefore, may adversely affect the Company's dipgraesults and financial position.

INTEREST RATE RISK

While the Company is exposed with respect to isterate fluctuations in many of the world's leadimdustrialized countries, the Company's
interest income and expense is most sensitivaitbufations in the general level of U.S. interetgaln this regard, changes in U.S. interest
rates affect the interest earned on the Compaagls, cash equivalents, and short-term investmenisht as costs associated with foreign
currency hedges.

The Company's exposure to market risk for chang@geérest rates relates primarily to the Compaimysstments and long-term debt
obligations and related derivative financial instents. The Company places its investments with bigtit quality issuers and, by policy,
limits the amount of credit exposure to any onaessThe Company's general policy is to limit theé of principal loss and ensure the safety
of invested funds by limiting market and credikrigll highly liquid investments with a maturity éiree months or less at the date of
purchase are considered to be cash equivalentstiments with maturities between three and twelesths are considered to be short-term
investments. As of September 25, 1999, substant#libf the Company's investments have maturigss than 12 months.

During 1996, the Company issued $661 million aggtegrincipal amount of 6% unsecured convertiblstinated notes (the Notes) to
certain qualified parties in a private placemethte Notes were sold at 100% of par. The Notes pé@t@st semiannually and matured, if not
converted earlier, on June 1, 2001. The Notes a@mgertible by their holders at any time after 8eghter 5, 1996, at a conversion price of
$29.205 per share subject to adjustments as defirtbe Note agreement. No Notes had been convased September 25, 1998. The Notes
were redeemable by the Company at 102.4% of timeipal amount, plus accrued interest, for the 1atimperiod beginning June 1, 1999,
and at 101.2% of the principal amount, plus accingstest, for the 12 month period beginning Jun20DO0. In addition, the Company
incurred approximately $15 million of costs asstedawith the issuance of the Notes. These costs a&rounted for as a deduction from the
face amount of the Notes and were being amortized the life of the Notes.

On April 14, 1999, the Company called for redemptioe Notes. Not including approximately $7 milliohunamortized debt issuance costs,
debentures in an aggregate principal amount outstgriotaled approximately $661 million as of Mah 1999. During the third quarter of
1999, debenture holders

26



chose to convert virtually all of the outstandirebdntures to common stock at a rate of $29.20Shme resulting in the issuance of
approximately 22.6 million shares of the Compangi:imon stock.

During 1994, the Company issued $300 million aggtegrincipal amount of 6.5% unsecured notes inkdipoffering registered with the

SEC. The notes were sold at 99.925% of par, fafeattive yield to maturity of 6.51%. The notes paterest semiannually and mature on
February 15, 2004.

The following table presents the principal (or notil) amounts and related weighted-average intestest for the Company's investment
portfolio and its long-term debt obligations. Tlad-term debt is comprised of $300 million of unged notes described above, which
mature in February 2004. The Company's U.S. cotpaecurities include commercial paper, loan pggitons, certificates of deposit, time
deposits and corporate debt securities. Foreigurisies include foreign commercial paper, loan jggyaition, certificates of deposit and time
deposits with foreign institutions, most of whiate @enominated in U.S. dollars. The Company's easiivalents and short-term investments
have generally been held until maturity. Gross alized gains and losses were negligible as of &epte 25, 1999 and 1998.

In millions, except weighted-average interest rates

SEPTEMBER 25, 1999 SEPTEMBER 25, 1998

WEIGHTED- WEIGHTED -
AVERAGE AVERAGE
CARRYING INTEREST CARRYING INTEREST
AMOUNT  RATE AMOUNT  RATE
Assets:
Cash equivalents:
U.S. Treasury and Agency securities............ ... $ 3 5.00% $ 10 5.45%
U.S. corporate securities............cccc..... 517 5.16% 785 5.55%
Foreign securitieS.......cccccceeeveveeiinnns 636 4.94% 613 5.55%
Total cash equivalents....................... ... 1,156  5.04% 1,408 5.55%
Short-term investments:
U.S. Treasury and Agency securities............ . $298  5.57% $ 0 N/A
U.S. corporate securities............ccco..... 780 5.72% 163  5.56%
Foreign securitieS......cccccceeeeeveeiinnes 822  5.39% 656 5.54%
Total short-term investments................. ... 1900 5.55% 819 5.54%
Total investment securities...................... ... $3,066 5.36% $2,227  5.55%
Debt:
Fixed rate.......cccevvevverveneeeeneene ... $300 5.98% $ 954 6.07%

Purchased floors are options limiting the Compaeayfsosure to falling interest rates on its cashwadgnts and short-term investments by
locking in a minimum interest rate. The Companyerees a payment when interest rates fall belowedgtermined level. A purchased floor
generally qualifies for hedge accounting treatnzamt is reported on the balance sheet at its preroast) which is amortized over the life of
the floor. The purchased floors are generally destied and effective as hedges against interestisiiten the Company's securities classified
as available-for-sale and are carried at fair vadumther current liabilities with the unrealizedigs and losses recorded as a component of
accumulated other comprehensive income. Purchésad butstanding as of September 25, 1998, provide Company with the option of a
weighted-average interest rate of 5.15% on thenatiamount of $525 million. There were no purchat®ors outstanding as of September
25, 1999. Gains and losses are recognized in ine@n@ecomponent of interest and other income (esg)enet in the same period as the
hedged transaction. Unrealized gains and lossssi@mcontracts were immaterial as of Septembet 298.
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During the last two years, the Company has entetednterest rate derivative transactions, inahgginterest rate swaps and floors, with
financial institutions in order to better match thempany's floating-rate interest income on ithaeguivalents and short-term investments
with its fixed-rate interest expense on its longrt@lebt, and/or to diversify a portion of the Compa exposure away from fluctuations in
short-term U.S. interest rates. The Company mayexiser into interest rate contracts that are ohgdrto reduce the cost of the interest rate
risk management program. The Company does notdidldnsact in such financial instruments for psgsoother than risk management.

The interest rate swaps qualifying as accountirtdgbe generally require the Company to pay a flgdtiterest rate based on the three- or six-
month U.S. dollar LIBOR and receive a fixed ratentérest without exchanges of the underlying nwlamounts. These swaps effectively
convert the Company's fixed-rate 10 year debtdatiihg-rate debt and convert the floating rate stweents to fixed rate. The maturity date for
$25 million of the asset swaps is October 1999 w#ithremaining debt and asset swaps maturing iruBgepand September of 2001. As of
September 25, 1999 and 1998, interest rate delgsshad a weighted-average receive rate of 6.04%wHighted-average pay rate on the
debt swaps was 5.45% and 5.73% as of Septemb#&B98,and 1998, respectively. As of September 289 1@terest rate asset swaps had a
weighted-average receive rate of 5.53% and a waizhterage pay rate of 5.24%. The unrealized gaindcmseés on these swaps are defe
and recognized in income as a component of intaresibther income (expense), net in the same pasdhde hedged transaction. Deferred
losses on such contracts totaled approximately liomas of September 25, 1999, while deferrechgain such contracts totaled $7 million
as of September 25, 1998.

FOREIGN CURRENCY RISK

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

The Company enters into foreign exchange forwataption contracts with financial institutions penly to protect against currency
exchange risks associated with existing assetdianitities, certain firmly committed transactiorand probable but not firmly committed
transactions. The Company's foreign exchange reskagement policy requires it to hedge a majoritigsoéxisting material foreign exchange
transaction exposures. However, the Company maketdge certain foreign exchange transaction expeghat are immaterial either in
terms of their minimal U.S. dollar value or in teyiof the related currency's historically high ctatien with the U.S. dollar. Foreign exchai
forward contracts are carried at fair value in otharent liabilities. The premium costs of purabdi$oreign exchange option contracts are
recorded in other current assets and marked toehtriough earnings.

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

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

Gains and losses on interest rate and foreign egghstruments not accounted for as hedges avedegtin income as a component of
interest and other income (expense), net. Soldesteate and foreign exchange instruments do ualifg as accounting hedges. Premiums
associated with sold foreign exchange option catdrare marked to market through earnings.

The following table provides information about thempany's foreign currency derivative financiatinments outstanding as of September
25, 1999 and 1998. The information is provided i8.\Hollar amounts, as presented in the Compaopsotidated financial statements. For
foreign currency exchange contracts, the tablegmtsshe notional amount (at contract exchangs)yated the weighted-average contractual
foreign currency exchange rates. The combined &serén Yen denominated forward contracts and opti®the result of increasing net sales
in Japan and the substantial appreciation in the Ye
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during 1999. Generally, all instruments mature imith months. Miscellaneous other currencies comsistarily of the Canadian and

Australian dollars.

Japanese Yen......cooooccvveeiieeeeeennnns
British Pound Sterling...
Euro/German Marks

Foreign currency purchased call options:
Japanese Yen......ccoooccvveeiieeeeeennnns
British Pound Sterling...
Euro/German Marks
Miscellaneous other currencies............

Total purchased call options............

Foreign currency purchased put options:
Japanese Yen......cooooccvveeiieeeeeennnns
British Pound Sterling...
Euro/German Marks
Miscellaneous other currencies............

Total purchased put options.............

Total foreign currency purchased options....

Estimated fair value........................ $

Foreign currency sold call options:
Japanese Yen........ccocceevveeeneennnn. $
British Pound Sterling....................
Euro/German Marks...........cccvvveeeees
Miscellaneous other currencies............

Total sold call options.................

Foreign currency sold put options:
Japanese Yen........cccccvvvvevieeenenn.

Euro/German Marks..............cccuv.e... $

$1

1999 1998

WEIGHTED-AVERAGE WEIGHTED-AVER AGE
IONAL CONTRACT RATE OR NOTIONAL CONTRACT RATE OR
OUNT  STRIKE PRICE AMOUNT  STRIKE PRIC E
n millions, except average contract rates and strik e

prices

590 105.70 $ 98 139.45

86 1.62 10 1.68
177 1.05 138 1.72
62 49
915 $ 295
9) $ (8)

250 104.80 $ 255 130.22

0 0 75 1.68
105 1.14 180 1.71
55 85
410 $ 595

860 118.31 $ 525 139.05

75 1.59 205 1.64
505 1.00 450 1.79
100 105

,540 $1,285
,950 $1,880
12 $ 22

290 106.18 $ 240 128.08

25 1.69 150 1.70
120 1.09 110 1.71
50 180

485 680

0 0 $ 135 145.46
75 1.00 $ 25 1.80
25 40

100 200

585 $ 880

n $ (15)
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submission of the schedule, or because the infeomatquired is included in the Consolidated FinanStatements and Notes thereto.
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REPORT OF INDEPENDENT AUDITORS

The Board of Directors
Apple Computer, Inc.:

We have audited the accompanying consolidated balsineets of Apple Computer, Inc. and subsidiasesf September 25, 1999 and
September 25, 1998, and the related consolidat¢ehnseénts of operations, shareholders' equity, asd flows for each of the years in the
three-year period ended September 25, 1999. Inemiom with our audits of the consolidated finahstatements, we have also audited the
accompanying financial statement schedule. Thessatidated financial statements and financial staete schedule are the responsibility of
the Company's management. Our responsibility exfwess an opinion on these consolidated finastiéments and financial statement
schedule based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenégpects, the financial position of Apple
Computer, Inc. and subsidiaries as of Septembet @) and September 25, 1998, and the resultenfdperations and their cash flows for
each of the years in the three-year period endpte8der 25, 1999, in conformity with generally guteel accounting principles. Also in our
opinion, the related financial statement schedulen considered in relation to the basic consaidifinancial statements taken as a whole,
presents fairly, in all material respects, the iinfation set forth therein.

/'s/ KPMG LLP

Mountain View, California
Cctober 11, 1999
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CONSOLIDATED BALANCE SHEETS

(IN MILLIONS, EXCEPT SHARE AMOUNTS)

SEPTEMBER 25,1999 SEPTEMBER 25,1998

ASSET S:
Current assets:
Cash and cash equivalents..........cccccoeeeeeee. L $1,326 $1,481
Short-term investments........ccccccvccveee 1,900 819
Accounts receivable, less allowances of $68 and $ 81,
respectively...oooveevviciieiiis 681 955
INVENtONIES. .. 20 78
Deferred tax assets.......cccoecvvvevvicves L 143 182
Other current @ssets......cocceeevvcceveeneneeee 215 183
Total current assets.....ccccovcvvveeviveeees 4,285 3,698
Property, plant, and equipment, net............. . ... 318 348
Other assetS......ccovveevvciiieiiieeeeneee 558 243
Total @SSetS..cccoeeviieiiieiieeieeeeeee $5,161 $4,289
LIABILITIES AND SHAR EHOLDERS' EQUITY:
Current liabilities:
Accounts payable..........ccccovvvevvveeeeees $ 812 $ 719
Accrued eXPeNSES......ccccveeiviiieeeniiieeeee . 737 801
Total current liabilities...........ccceeeee.. L 1,549 1,520
Long-termdebt.......coovvviiiiiie. 300 954
Deferred tax liabilities..........cccocoeeeeeeeee. L 208 173
Total liabilities.......c.ccccovvvevevveeeeee. 2,057 2,647
Commitments and contingencies
Shareholders' equity:
Series A nonvoting convertible preferred stock, n o par
value; 150,000 shares authorized, issued and
outstanding.......cccoevvviiiiiiiieeeeeees 150 150
Common stock, no par value; 320,000,000 shares au thorized;
160,799,061 and 135,192,769 shares issued and
outstanding, respectively.........ccooeeeeeeeee. Ll 1,349 633
Retained earnings.....cccccccevveeeevevevieseeeee 1,499 898
Accumulated other comprehensive income (loss).... ... 106 (39)
Total shareholders' equity.......ccccoeceeeee. L 3,104 1,642
......... $5,161 $4,289

Total liabilities and shareholders' equity.....

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

(IN MILLIONS, EXCEPT SHARE AND PER SHARE AMOUNTS)

THREE FISCAL YEARS ENDED SEPTEMBER 25, 1999

Net salesS.......iveeeeiiiiiiciiieeeees
Cost of sales.......cccovvvveeieveeeeeeenennn,

Gross Margin.......c.coeeeeeenvveneneeeennnns

Operating expenses:
Research and development..........

Selling, general, and administrative.............

Special charges:
In-process research and develop

ment............

Restructuring COoSts..........ccccueveernnnnen.
Termination of license agreement...............

Total operating expenses..........
Operating income (I0SS).........ccc......
Gains from sales of investment..
Interest and other income, net.........

Total interest and other income, net

Income (loss) before provision for income taxes....

Provision for income taxes...........c.cccccee....

Shares used in computing earnings (loss) per share

thousands):

See accompanying notes to consolidated financsisients.
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1999 1998 1997

$ 6,134 $ 5941 $ 7,081
4,438 4,462 5,713

1,696 1,479 1,368

314 303 485

996 908 1,286
- 7 375

27 - 217

- - 75

1,337 1,218 2,438

359 261 (1,070)
230 40 -

87 28 25
317 68 25

676 329  (1,045)
75 20 -

$ 601 $ 309 $ (1,045)

$ 420 $ 234 $ (8.29)
$ 361 $ 210 $ (8.29)

143,157 131,974
174,164 167,917

126,062
126,062



CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

(IN MILLIONS, EXCEPT SHARE AND PER SHARE AMOUNTS)

PREFERRED STOCK COMMON STOCK ACCUMUL ATED OTHER TOTAL
----------------------- - seeemseeeeeeeeee- RETAINED  COMPR EHENSIVE  SHAREHOLDERS'
SHARES AMOUN T SHARES AMOUNT EARNINGS INCOM E (LOSS) EQUITY
(IN THOUSANDS) (IN THOUSANDS)
Balances as of September
27,1996................ - $-- 124,497 $ 439 $1,634 $ (15) $ 2,058

Components of
comprehensive income

(loss):
Net loss... - - - - (1,045) - (1,045)
Foreign currency

translation......... -- -- -- -- -- (22) (22)

Total comprehensive
income (loss)..... (1,067)

Common stock issued

under stock option and

purchase plans and in

connection with the

acquisition of NeXT... - - 3,452 59 -- -- 59
Series A non-voting

convertible preferred

stock issued.......... 150 150 - - - - 150

26,1997.....cccoeee. 150 150 127,949 498 589 (37) 1,200
Components of
comprehensive income

(loss):
Net income............ - - - - 309 - 309
Foreign currency

translation......... - - - - - ) )

Total comprehensive
income (loss)..... 307

Common stock issued

under stock option and

purchase plans........ - - 3,085 41 - - 41
Common stock issued in

connection with the

acquisition of certain

assets of PCC......... - - 4,159 80 - - 80
Tax benefit related to

disqualifying

dispositions of stock

options............... - - - 14 - - 14

25,1998......cccceeneee 150 150 135,193 633 898 (39) 1,642
Components of
comprehensive income

(loss):
Net income............ -- -- -- -- 601 -- 601
Foreign currency

translation......... -- - -- - -- 3 3

Unrealized gain on

available-for-sale

securities, net of

18X - -- - - - 318 318
Reclassification

adjustment for gains

on

available-for-sale

securities included

in netincome....... - - - - - (176) (176)
Total
comprehensive
income (loss)... 746

Common stock issued

under stock option and

purchase plans........ - - 4,214 86 - - 86
Common stock issued in

connection with the

Company's redemption

of long-term debt..... - -- 22,642 654 - -- 654
Common stock

repurchased........... -- -- (1,250) (75) - -- (75)
Tax benefit related to

disqualifying

dispositions of stock

options............... - -- -- 51 -- -- 51

25,1999........c.... 150 $150 160,799 $1,349 $1,499 $ 106 $ 3,104




See accompanying notes to consolidated financsients
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(IN MILLIONS)

THREE FISCAL YEARS ENDED SEPTEMBER 25, 1999 1999 1998 1997
Cash and cash equivalents, beginning of the year... ... $1,481 $1,230 $1,552
Operating:
Netincome (I0SS)....ccccvuvvvvevveieiieeeeeeeaees 601 309 (1,045)
Adjustments to reconcile net income (loss) to cash generated
by operating activities:
Depreciation and amortization.........ccccc...... .. 85 111 118
Provision for deferred income taxes............... ... (35) 1 (50)
Loss on sale of property, plant, and equipment... ... - - 37
Gains from sales of investment................... . (230) (40) -
In-process research and development............. ... - 7 375
Changes in operating assets and liabilities, net of effects
of the acquisition of NeXT:
Accounts receivable.........c..ccoeccveeeee. L 274 72 469
INVENtONES. ..o 58 359 225
Other current @ssets......ccooceevvccvveeenneeee (32) 31 36
Other assets.............. L 3) 83 4)
Accounts payable........ccccoccvvveveneeeee. 93 34 (107)
Accrued restructuring CoStS.......cooeveeevveeees L 2 (107) 109
Other current liabilities.........ccooeeeeveeeeee. L (15) (85) 9)
Cash generated by operating activities......... . ... 798 775 154
Investing:
Purchase of short-term investments............... . ... (4,236) (2,313) (999)
Proceeds from sales and maturities of short-term
INVEStMENtS....ooeviiiiii e 3,155 1,723 963
Purchases of long-term investments................. ... (112) -- --
Proceeds from property, plant and equipment retirem ents..... 23 89 47
Purchase of property, plant, and equipment........ ... (47) (46) (53)
Cash used for acquisition of technology............. ... - (10) (384)
Proceeds from sales of investment.................. . ... 245 24 --
Other..iiiiiii e 8 (20) (73)
Cash used for investing activities.............. .. (964)  (543)  (499)
Financing:
Decrease in notes payable to banks................ .~ .. - (22) (161)
Proceeds from issuance of preferred stock.......... ... - - 150
Proceeds from issuance of common stock............. ... 86 41 34
Cash used for repurchase of common stock........... ... (75) - -
Cash generated by financing activities......... ... 11 19 23
Total cash generated by (used for).......ccoeeee.. (155) 251 (322)
Cash and cash equivalents, end of the year......... . ... $1,326 $1,481 $1,230
Supplemental cash flow disclosures:
Cash paid during the year for interest.......... . ... $ 58 $ 59 $ 61
Cash paid (received) for income taxes, net....... ... $ 33 $ (15 $ (11)
Noncash transactions:
Issuance of common stock for redemption of long -term
dEDteiii e $ 654 - -
Issuance of common stock for acquisition of PCC
ASSELS..ueieiiee e - $ 80 -
Issuance of common stock for acquisition of NeX - - $ 25

See accompanying notes to consolidated financsistents.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

BASIS OF PRESENTATION AND PREPARATION

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

During the first quarter of 1999, the Company angehids by-laws to provide that beginning in 1999fiscal year would end on the last
Saturday in September rather than the last Frid&gwise, beginning with the first fiscal quartefrk®99 each of the Company's fiscal
quarters now also end on Saturday rather thanrislecordingly, one day was added to the first tpraof 1999 so that the quarter ended on
Saturday, December 26, 1998. These changes dithneta material effect on the Company's revenuesuits of operations for any quarter
during fiscal 1999. Fiscal years 1999, 1998 andr188ch 52-week years, ended on September 25n@26a respectively. Approximately
every six years, the Company reports a 53-weeklfiggar to align its fiscal quarters with calendaarters by adding a week to its first fiscal
quarter. The next 53-week year is fiscal 2000.

FINANCIAL INSTRUMENTS

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

INVESTMENTS

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

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

In the ordinary course of business and as pati@Ciompany's asset and liability management, tlep@ay enters into various types of
transactions that involve contracts and financiatruments with off-balance-sheet risk. These umsénts are entered into in order to manage
financial market risk, primarily interest rate dodeign exchange risk. The Company enters intoetfi@sncial instruments with major
international financial institutions utilizing owne-counter as opposed to exchange traded instrisiriehe Company does not hold or
transact in financial instruments for purposes othan risk management.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

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

The Company enters into foreign exchange forwataption contracts with financial institutions peanly to protect against currency
exchange risks associated with existing assetdiaitities, certain firmly committed transactiorand probable but not firmly committed
transactions. The Company's foreign exchange reskagement policy requires it to hedge a majoritigsoéxisting material foreign exchange
transaction exposures. However, the Company makedge certain foreign exchange transaction expeghat are immaterial either in
terms of their minimal U.S. dollar value or in texiof the related currency's historically high ctatien with the U.S. dollar. Foreign exchai
forward contracts are carried at fair value in otharent liabilities. The premium costs of purabdi$oreign exchange option contracts are
recorded in other current assets and amortizedtbedife of the option.

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

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

Interest rate and foreign exchange instrumentsrgéyneualify as accounting hedges if their matudates are the same as the hedged
transactions and if the hedged transactions megticeequirements. The Company monitors its irgerate and foreign exchange positions
on a regular basis based on applicable and comnuselg pricing models. The correlation between Hanges in the fair value of hedging
instruments and the changes in the underlying hieidlgms is assessed periodically over the lifdhefiiedged instrument. In the event it is
determined a hedge is ineffective, including if aviten the hedged transactions no longer existSCtimpany recognizes in income the
change in market value of the instrument beginoinghe date it was no longer an effective hedge.

Gains and losses on accounting hedges of exissisefsor liabilities are generally recorded in mewr shareholders' equity against the
losses and gains on the hedged transactions. &aihtosses related to qualifying accounting headgdsmly committed or probable but not
firmly committed transactions are deferred and gacxed in income in the same period as the hedgeddctions. Gains and losses on
accounting hedges realized before the settlemeataldahe related hedged transaction are also giyeleferred and recognized in income in
the same period as the hedged transactions.
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Gains and losses on interest rate and foreign egghsstruments not accounted for as hedges avedestin income as a component of
interest and other income (expense), net. Soldesteate and foreign exchange instruments do ualifg as accounting hedges. Premiums
associated with sold foreign exchange option catgrare marked to market through earnings.

INVENTORIES

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

PROPERTY, PLANT, AND EQUIPMENT

Property, plant, and equipment are stated at Begireciation and amortization are computed by @iskeeodeclining balance and straight-line
methods over the estimated useful lives of thetasadich are 30 years for buildings, from 2 togass for equipment, and the shorter of lease
terms or estimated useful lives for leasehold inaproents.

LONG-LIVED ASSETS

The Company reviews property, plant, and equipraadtcertain identifiable intangibles for impairmertenever events or changes in
circumstances indicate the carrying amount of @etamay not be recoverable. Recoverability of tleesets is measured by comparison of its
carrying amount, including the unamortized portdrany allocated goodwill, to future undiscountegit flows the assets are expected to
generate. If property, plant, and equipment anthzerentifiable intangibles are considered tarbpaired, the impairment to be recognized
equals the amount by which the carrying value efabsets, including any allocated goodwill, excésdair market value. The recoverability
of enterprise level goodwill is assessed whendwefdcts and circumstances suggest the asset mimphged. The Company assesses the
recoverability of enterprise level goodwill by detgning whether the unamortized goodwill balance ba recovered through undiscounted
future cash flows. For the three years ended Sdpmeb, 1999, the Company has made no adjustneiissiong-lived assets except those
made in connection with the restructuring actioasatibed in Note 4.

STOCK-BASED COMPENSATION

The Company measures compensation expense fonfogee stock-based compensation plans using thiesic value method and has
provided in Note 7 pro forma disclosures of theeffion net income (loss) and earnings (loss) paeshs if the fair value-based method had
been applied in measuring compensation expense.

FOREIGN CURRENCY TRANSLATION

The Company translates the assets and liabilifiés oreign sales subsidiaries at year-end exghaates. Gains and losses from these
translations are credited or charged to "accumdlamslation adjustment” included in "accumulatéter comprehensive income (loss)" in
shareholders' equity. The Company's foreign manwifimg) subsidiaries and certain other entitiestheeU.S. dollar as the functional currency
and translate monetary assets and liabilities at-gad exchange rates, and inventories, propertynanmonetary assets and liabilities at
historical rates. Gains and losses from thesela@oiss are included in the Company's results @rapons and were not significant in 1999,
1998 or 1997.
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REVENUE RECOGNITION

The Company recognizes revenue at the time produetshipped. Provisions are made currently fomased product returns, price
protection, rebates, and other sales programsotitiatly, actual amounts recorded for product nesuaind price protection have not varied
significantly from estimated amounts. During 198% Company adopted the American Institute of GedtiPublic Accountants (AICPA)
Statement of Position (SOP) 97-2, "Software Revd®eeognition," as modified by SOP 98-9, "Modificatiof SOP 97-2 With Respect to
Certain Transactions". SOP 97-2 establishes stdadatating to the recognition of software rever8@P 97-2 was effective for transactions
entered into by the Company beginning in the fitsdrter of fiscal 1999. The adoption of SOP 97&2rdit have a material impact on the
Company's results of operations.

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

Advertising costs are charged to expense thetfirg the advertising takes place. Advertising egaras $208 million, $152 million, and
$143 million for 1999, 1998, and 1997, respectively

RESEARCH AND DEVELOPMENT

Research and development costs are expensed aethcbtatement of Financial Accounting Standag#sAS) No. 86, "Accounting for the
Costs of Computer Software to Be Sold, Leased,tbe@ise Marketed," has not materially affected@uanpany.

EMPLOYEE SAVINGS PLAN

The Company has an employee savings plan (the &fAlan) qualifying as a deferred salary arrangémneder Section 401(k) of the
Internal Revenue Code. Under the Savings Planicjgating U.S. employees may defer a portion ofrthee-tax earnings, up to the Internal
Revenue Service annual contribution limit ($10,880calendar year 1999). The Company matches 50%0@86 of each employee's
contributions, depending on length of service,ap maximum 6% of the employee's earnings. The @oyip matching contributions to the
Savings Plan were approximately $13 million, $14iam, and $19 million in 1999, 1998, and 1997 pedtively.

EARNINGS (LOSS) PER SHARE

Basic earnings (loss) per common share is compagtetividing income available to common shareholdirshe weightedwerage number
shares of common stock outstanding during the gebBduted earnings (loss) per common share is eaetbby dividing income available to
common shareholders by the weighted-average nudailsttares of common stock outstanding during ti@eéncreased 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 optieneeflected in diluted earnings per share by a@afibn of the treasury stock method. The
dilutive effect of convertible securities is refled using the if-converted method.
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The following table sets forth the computation asiz and diluted earnings
(loss) per share (in thousands, except net incéwss)(and per share amounts):

FOR THE YEARS ENDED SEPTEM BER 25, 1999 SEPTEMBER 25, 1998 SEPTEMBER 26, 1 997
Numerator (in millions):
Numerator for basic earnings (loss) per
share--net income (loss)............... $ 601 $ 309 $ (1,045)
Interest expense on convertible debt..... 28 43 --

Numerator for diluted earnings (loss) per
share--adjusted net income (loss)...... $ 629 $ 352 $ (1,045)

Denominator:
Denominator for basic earnings (loss) per
share--weighted-average shares

outstanding..........ccccoeeeierennne. 143,157 131,974 126,062
Effect of dilutive securities:
Convertible preferred stock.............. 9,091 9,091
Dilutive options..........ccccceeenueee. 5,819 4,210 -
Convertible debt..........ccocceeeee 16,097 22,642 -
Dilutive potential common shares........... 31,007 35,943 --

Denominator for diluted earnings (loss) per
share--adjusted weighted-average shares

and assumed conversions.................. 174,164 167,917 126,062
Basic earnings (loss) per share............ $ 4.20 $ 2.34 $ (8.29)
Diluted earnings (loss) per share.......... $ 3.61 $ 2.10 $ (8.29)

Options to purchase 1.2 million and 6.7 million Esaof common stock were outstanding at the erid®89 and 1998, respectively, that were
not included in the computation of diluted earnipgs share because the options' exercise pricgreaser than the average market price of
the Company's common shares for those years agmefone, the effect would be antidilitive. No opt®outstanding were included in the
calculation of diluted earnings per share for 1B8gause the Company had a net loss and to do d9d hae been antidilutive.

COMPREHENSIVE INCOME

The Company adopted SFAS No. 130, "Reporting Cohgmsive Income," beginning with the Company's firgarter of 1999. SFAS No.

130 separates comprehensive income into two conmeneet income and other comprehensive incomeer@timprehensive income refers
to revenue, expenses, gains and losses that uederally accepted accounting principles are recbadean element of shareholders' equity
but are excluded from net income. While SFAS Nd@ &8tablishes new rules for the reporting and dispf comprehensive income, it has no
impact on the Company's net income (loss) or &itateholders' equity. The Company's other compsieimcome is comprised of foreign
currency translation adjustments from those suéisah not using the U.S. dollar as their functianarency and from unrealized gains and
losses on marketable securities categorized akbiesfor-sale.
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SEGMENT INFORMATION

During 1999, the Company adopted SFAS No. 131, cbs&ires about Segments of an Enterprise and Rdlatermation.” SFAS No. 131
supersedes SFAS No. 14, "Financial Reporting fgn8mts of a Business Enterprise," replacing théu$try segment” approach with the
"management” approach. The management approagindess the internal reporting used by managememéfing decisions and assessing
performance as the source of the Company's repersegments. SFAS No. 131 also requires discloslrest products, major customers,
and geographic areas on a company-wide basis. ddmian of SFAS No. 131 did not affect results pémtions or the financial position of
the Company but did affect the disclosure of sedrimdarmation.

RECENT ACCOUNTING PRONOUNCEMENTS

In June 1998, SFAS No. 133, "Accounting for Derivatnstruments and Hedging Activities," was issSUBHAS No. 133 establishes
accounting and reporting standards for derivatinstruments, hedging activities, and exposure dafmiSFAS No. 133 requires an entity to
recognize all derivatives as either assets orliieds in the statement of financial position andasure those instruments at fair value.
Derivatives that are not hedges must be adjustértealue through income. If the derivative ik@dge, depending on the nature of the
hedge, changes in fair value will either be oftsgaiinst the change in fair value of the hedgedsd#bilities, or firm commitments through
earnings, or recognized in other comprehensiveniecantil the hedged item is recognized in earniilgdune 1999, SFAS No. 137,
"Accounting for Derivative Instruments and Hedgihgtivities--Deferral of the Effective Date of FAS®atement No. 133," was issued. The
statement defers the effective date of SFAS No.ut3B the first quarter of fiscal 2001. Althoudhet Company continues to review the effect
of the implementation of SFAS No. 133, the Compdogs not currently believe its adoption will havaaterial impact on its financial
position or overall trends in results of operatiansl does not believe adoption will result in sigant changes to its financial risk
management practices. However, the impact of adomtii SFAS No. 133 on the Company's results ofatjpers is dependent upon the fair
values of the Company's derivatives and relateghfifal instruments at the date of adoption.

In March 1998, the AICPA issued SOP 98-Accounting for the Costs of Computer SoftwarvBloped or Obtained for Internal Use," wt
provides guidance on accounting for the costs wélbgping computer software intended for internad. U 8OP 98-1 must be adopted by the
Company effective as of fiscal 2000 and is not etgrbto have a material impact on the Companytidteesf operations or financial position.
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INVESTMENTS

The following table summarizes the Company's akigldior-sale securities at amortized cost, whichragimates fair value, recorded as cash
and cash equivalents or short-term investment$ Ssgtember 25, 1999, and September 25, 1998 (iions):

SEPTE MBER 25, 1999 SEPTEMBER 25, 1998
AMO RTIZED COST AMORTIZED COST
U.S. Treasury securities.................... $ 3 $ 10
U.S. corporate securities................... 517 785
Foreign securities...........ccccceeevunns 636 613
Total included in cash and cash
equivalents.........ccccoeviiieeeens 1,156 1,408
U.S. Treasury securities.................... 298 --
U.S. corporate securities................... 780 163
Foreign securities...........cccccveevunns 822 656
Total included in short-term
investments..........cccceeeevvineenn. 1,900 819
Total.eeeeeeiieeeeee e $3,056 $2,227

As of September 25, 1999 and 1998, substantidllyfdhe Company's investments had maturitiestleas twelve months. The Company's
U.S. corporate securities include commercial papercorporate debt securities. Foreign securitielside foreign commercial paper, loan
participation and certificates of deposit with figreinstitutions, most of which are denominatedlis. dollars. The Company's cash
equivalents and short-term investments have gépdraén held until maturity. Gross unrealized gaind losses were negligible as of
September 25, 1999 and 1998. The Company's casteahdequivalent balances as of September 25,dr892998, include $4 million and
$56 million, respectively, pledged primarily aslatéral to support letters of credit.

TRADE RECEIVABLES

The Company distributes its products principalisotigh third-party computer resellers and variougcation and consumer channels. The
Company generally does not require collateral fisneustomers. However, when possible the Compaeyg dttempt to limit credit risk on
trade receivables through the use of flooring ayemments for selected customers with thpedty financing companies and credit insurance
certain customers in Latin America and Asia. Altgbunone of the Company's customers accounted foe than 10% of net sales in any of
the last three fiscal years, at times considerabtie receivables, which are not covered by colidtare outstanding with the Company's
distribution and retail channel partners.
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INTEREST RATE DERIVATIVES AND FOREIGN CURRENCY INST RUMENTS

The following table shows the notional principairfvalue, and credit risk amounts of the Compaimg&rest rate derivative and foreign
currency instruments as of September 25, 1999 888 (in millions).

SEPTEMBER 25, 1999 SEPTEMB ER 25, 1998
N OTIONAL FAIR CREDITRISK NOTIONAL F AIR  CREDIT RISK
P RINCIPAL VALUE AMOUNTS PRINCIPAL VA LUE AMOUNTS
Transactions qualifying as accounting hedges:
Interest rate instruments:
SWAPS..eeieieieieeiie e $ 790 $G5) $ - $ 340 $ 7 % 1
Purchased floors..........ccccveeeeninee $ - $-- $ - $525 $ 1 3 1
Foreign exchange instruments:
Spot/Forward contracts.............c........ $ 730 $@8) $ 4 $ 295 $ @® $ -
Purchased options..........c.cccceveune... $1,305 $4 $ - $1,045 $ 14 $ 14
Transactions other than accounting hedges:
Foreign exchange instruments:
Spot/Forward contracts...................... $ 185 $(1) $ $ - $ - $ -
Purchased options............cccceeeueenne.. $ 645 $8 % 8 $ 835 $ 8 $ 8
Sold optioNns........cccceveeveeiecrenee. $ 585 $(17) % $ 880 $ 15) $ -

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

The estimates of fair value are based on applicatdecommonly used pricing models using prevaifingncial market information as of
September 25, 1999 and 1998. In certain instanbesejudgment is required in estimating fair valugce quotes were obtained from sev
of the Company's counterparty financial instituioAlthough the table above reflects the notiomadgipal, fair value, and credit risk amou
of the Company's interest rate and foreign exchamgeuments, it does not reflect the gains ordessssociated with the exposures and
transactions that the interest rate and foreigha&xge instruments are intended to hedge. The ashaltimately realized upon settlement of
these financial instruments, together with the gaind losses on the underlying exposures, will depa actual market conditions during the
remaining life of the instruments.

The interest rate swaps, which qualify as accogrtiedges, generally require the Company to payadifig interest rate based on the thiae-
six-month U.S. dollar LIBOR and receive a fixederaf interest without exchanges of the underlyingiamal amounts. These swaps
effectively convert the Company's fixed-rate 10ny@ebt to floating-rate debt and convert the flogtiate investments to fixed rate. The
maturity date for $25 million of the asset swap®&ober 1999 with the remaining debt and assepswaaturing in February and September
of 2001. As of September 25, 1999 and 1998, intea¢s debt swaps had a weighted-average recewei&.04%. The weighteaverage pa
rate on the debt swaps was 5.45% and 5.73% agtér8ber 25, 1999 and 1998, respectively. As of@abper 25, 1999, interest rate asset
swaps had a weighted-average receive rate of 5&8®%0&a weightedverage pay rate of 5.24%. The unrealized gaindcmseés on these swe
are deferred and recognized in income as a
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component of interest and other income (expenst)nrthe same period as the hedged transactideriigd losses on such contracts totaled
approximately $5 million as of September 25, 1988ile deferred gains on such contracts totaled #fomas of September 25, 1998.

Purchased floors are options that limit the Comfsaexposure to falling interest rates on its caghvalents and short-term investments by
locking in a minimum interest rate. The Companyerees a payment when interest rates fall belowedgtermined level. A purchased floor
generally qualifies for hedge accounting treatnzamt is reported on the balance sheet at its preroast) which is amortized over the life of
the floor. The purchased floors are generally desdigd and effective as hedges against interestisten the Company's securities classified
as available-for-sale and are carried at fair vadugther current liabilities with the unrealizedigs and losses recorded as a component of
accumulated other comprehensive income. Purchésad utstanding as of September 25, 1998, provide Company with the option of a
weighted-average interest rate of 5.15% on thenatiamount of $525 million. Gains and losses acegnized in income as a component of
interest and other income (expense), net in theeg@ariod as the hedged transaction. Unrealized@aid losses on such contracts were
immaterial as of September 25, 1999 and 1998.

The foreign exchange forward contracts not accaliftteas hedges are carried at fair value in otherent liabilities with the gains and los:
recorded currently in income as a component ofésteand other income (expense), net. The foreighange forward contracts that are
designated and effective as hedges are also catrfad value in other current liabilities withiga and losses recorded currently in income as
a component of interest and other income (expensg)against the losses and gains on the hedageshtttions. As of September 25, 1999, all
foreign exchange forward contracts held by the Camgpmature within three months.

If the option contract is designated and effeciisea hedge of a firmly committed transaction, prabable but not firmly committed
transaction, then any gain or loss is deferred thioccurrence of the hedged transaction. Dedegeéns and losses on such contracts were
not significant as of September 25, 1999 and 189Be option contract is used to hedge an asskalaility, then the option is carried at fair
value in other current liabilities with the gainsddosses recorded currently in income as a compadfénterest and other income (expense),
net, against the losses and gains on the hedgeshtition. As of September 25, 1999, maturity ditepurchased foreign exchange option
contracts and sold option contracts ranged fromtorfieur months.

The counterparties to the agreements relatingea@idtmpany's investments and foreign exchange aekgt rate instruments consist of a
number of major international financial institut®rmro date, no such counterparty has failed to igeé&hancial obligations to the Company.
The Company does not believe there is significektaf nonperformance by these counterparties tscthe Company continually monitors
its positions and the credit ratings of such coyaries, and limits the financial exposure andrthmber of agreements and contracts it el
into with any one party. The Company generally dossrequire collateral from counterparties, exdeptmargin agreements associated with
the ten-year interest rate swaps on the Compagry'gdar unsecured notes. To mitigate the creditassociated with these ten-year swap
transactions, which mature in 2004, the Compangredtinto margining agreements with its thirakty bank counterparties. These agreen
require the Company or the counterparty to posgmaonly if certain credit risk thresholds are exded. The amounts held in margin
accounts were not significant as of September 2991
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LONG-TERM DEBT

The carrying amounts and estimated fair value®Qompany's long-term debt are as follows (iniomg):

SEPTEMBER 25, SEPTEMBER 25,
1999 1998
CAR RYING FAIR CARRYING FAIR
AM OUNT VALUE AMOUNT VALUE
Ten-year unsecured notes(a)................... $ 300 $280 $300 $266
Convertible subordinated notes(b)............. $ - $-- $661 $887

(&) The fair value of the ten-year unsecured nistessed on their listed market values as of Sdpe5, 1999 and 1998.

(b) The carrying amount of the convertible suboatial notes is prior to consideration of the relédedance costs. Their fair value is
reflective of the underlying conversion featurdtod Notes.

CONVERTIBLE NOTES

During 1996, the Company issued $661 million aggtegrincipal amount of 6% unsecured convertibleostdinated notes (the Notes) to
certain qualified parties in a private placemethte Notes were sold at 100% of par, paid interasi@@nually, and matured on June 1, 20C
not converted earlier. The Notes were convertilyl¢hieir holders at any time after September 5, 188& conversion price of $29.205 per
share subject to adjustments as defined in the afgrieement. No Notes had been converted as ofiBbpte25, 1998. The Notes were
redeemable by the Company at 102.4% of the prihaip@unt, plus accrued interest, for the twelve thaeriod beginning June 1, 1999, and
at 101.2% of the principal amount, plus accruedrgst, for the twelve month period beginning Jun20D0. The Notes were subordinated to
all present and future senior indebtedness of tirafg&any as defined in the Note agreement. In adhditiee Company incurred approximately
$15 million of costs associated with the issuarfdb® Notes. These costs were accounted for adwacten from the face amount of the
Notes and were being amortized over the life ofNbées. In October 1996, the Company registerel thi¢ Securities and Exchan
Commission (SEC) $569 million of the aggregate @pal amount of the Notes, including the relatedrsh of common stock issuable upon
conversion of these Notes.

On April 14, 1999, the Company called for redempiid the Notes. Not including approximately $7 roifl of unamortized debt issuance
costs, debentures in an aggregate principal anwuistanding totaled approximately $661 million &8/arch 27, 1999. During the third
quarter of 1999, debenture holders chose to comirtully all of the outstanding debentures to coom stock at a rate of $29.205 per share
resulting in the issuance of approximately 22.6iarilshares of the Company's common stock.

UNSECURED NOTES

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

EQUITY INVESTMENT AND RELATED GAINS

As of September 26, 1997, the Company owned 42 f3temutstanding stock of ARM Holdings plc (ARM) privately held company in the
United Kingdom involved in the design of high penfance microprocessors and related technology Ciimepany had accounted for this
investment using the equity
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method through September 25, 1998. On April 178198&RM completed an initial public offering of isdock on the London Stock Exchange
and the NASDAQ National Market. The Company sol®¥8of its shares in the offering for a gain befln@ign taxes of approximately $24
million, which was recognized as other income. kpréax recognized on this gain was approximat@lyriilion.

At the time an equity method investee sells existinnewly issued common stock to unrelated pantiexcess of its book value, the equity
method requires the net book value of the investiberadjusted to reflect the investor's share efcthange in the investee's shareholders'
equity resulting from the sale. It is the Compamgicy to record an adjustment reflecting its ghaf the change in the investee's
shareholders' equity resulting from such a sake @ain or loss in other income. Consequently, the@any also recognized in the third
quarter of 1998 other income of approximately $illion to reflect its remaining 25.9% ownershipengst in the increased net book value of
ARM following its initial public offering. As of Setember 25, 1998, the carrying value of the Com[sanyestment in ARM carried in other
assets in the consolidated balance sheet was apptety $22 million. On October 14, 1998, the Comypaold 11.6 million shares (split
adjusted) of ARM stock. As a result of this sales Company's ownership interest in ARM fell to 28. Tonsequently, beginning in the first
quarter of fiscal 1999, the Company ceased acangifitir its remaining investment in ARM using theuitg method and categorized its
remaining shares as available-for-sale requiriegstiares be carried at fair value, with unrealgads and losses net of taxes reported as a
component of accumulated other comprehensive income

During fiscal 1999, the Company sold a total ofragpmately 32.6 million shares (split adjusted)*d@®M stock for net proceeds of
approximately $245 million, recorded a gain befiarees of approximately $230 million, and recognireldted income tax of approximately
$25 million. As of September 25, 1999, the Complaolgls 16 million shares of ARM stock valued at $22éion. The fair value of the
Company's investment in ARM is reflected in otheseds as of September 25, 1999, with an offsedingunt net of $84 million of related
deferred taxes recognized in accumulated other oeimepsive income.

OTHER LONG-TERM INVESTMENTS

During the fourth quarter of 1999, the Company sted $100 million in Samsung Electronics Co., ISdrfisung) to assist in the further
expansion of Samsung's TFT-LCD flat-panel displedpction capacity. The investment is in the forfmthoee year unsecured bonds, which
is convertible into approximately 550,000 shareSafnsung common stock beginning in June 2000. ®hdscarry an annual coupon rate of
2% and pay a total yield to maturity of 5% if redesl at their maturity.

In June 1999, the Company invested $12.5 millioAkamai Technologies, Inc. (Akamai), a global Inketrcontent delivery service. The
investment, in the form of convertible preferredckt, is convertible into 4.1 million shares of Akaincommon stock (adjusted for subsequent
stock splits). The Company is restricted from sglimore than 25% of its shares within one year #fie date of the closing of a public
offering of Akamai's stock.
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INVENTORIES (in millions)

1999 1998
Purchased parts.......ccccocevvveiieeiieeaeees $4 $32
WOrK in proCess.....cccoevevvvvivciiiiiiiieneenes 3 5
Finished goods..........ccoovvvvviviivveneee. 13 41
Total INVeNtOries......ccoevvveeiceeiieeeees $20 $78
PROPERTY, PLANT, AND EQUIPMENT (in millions)

1999 1998
Land and buildings......c.cccoovevvveevieenee. $323 $338
Machinery and equipment...........cccccvcveeee. L 220 277
Office furniture and equipment........cc.ccceeeeee.. L 61 80
Leasehold improvements........ccccccovvveeeenneeee L 125 129

729 824
Accumulated depreciation and amortization.......... ... (411) (476)
Net property, plant, and equipment........c.cc...... L. $318 $348

ACCRUED EXPENSES (in millions)

1999 1998
Accrued compensation and employee benefits......... ... $84 $99
Accrued marketing and distribution................ . .. 170 205
Accrued warranty and related costs................. L. 105 132
Other current liabilities........cccccccvveeeeeee. L 378 365
Total accrued eXpENSES.....ccceevvvvevciiaiceeeee $737 $801

INTEREST AND OTHER INCOME (EXPENSE) (in millions)

1999 1998 1997

Interest iNCOMe..........ocouveeeiniieienien.
INterest eXPense........ccevvvvveeviiiiiereeeenens
Foreign currency gain (loss)
Net premiums and discounts on foreign exchange
INStIUMENtS....occiieiieeeeeeee 4) Q) 4)
Other income (expense), Net......cccoccevveveeeee. L 2) (7) 5

...... $144  $100  $82
...... @an 62 (71
...... 4 (2 13

$ 87 $28 $25
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NOTE 4--SPECIAL CHARGES
RESTRUCTURING OF OPERATIONS
1996 AND 1997 RESTRUCTURING ACTIONS

In the second quarter of 1996, the Company annaluacd began to implement a restructuring plan desigo reduce costs and return the
Company to profitability. The restructuring plansvgecessitated by decreased demand for the Coragangucts and the Company's
adoption of a new strategic direction. These asti@sulted in a charge during 1996 of $179 millidaring 1997, the Company announced
and began to implement supplemental restructuritigres to meet the foregoing objectives of the pleime Company recognized a $217
million charge during 1997 for the estimated inceetal costs of those actions. All material restitiog actions contemplated under the plan
were essentially complete at the end of fiscal 199 combined 1996 and 1997 restructuring actionsisted of terminating approximately
4,200 full-time employees; canceling or vacatingaia facility leases as a result of those empldgeminations; writing down certain land,
buildings, and equipment to be sold as a resudbefnsizing operations and outsourcing various dferal functions; and canceling contra
for projects and technologies that were not ciliticdhe Company's core business strategy. Theuatgting actions under the plan resulted in
cash expenditures of $293 million and noncash aastt-downs of $95 million from the second quaxé€d 996 through September 25, 1999.
Of the combined 1996 and 1997 restructuring chan§&896 million, approximately $3 million was deténed to be excess during the foL
quarter of 1999 and was reversed. The remainirenbel of $5 million as of September 25, 1999 is a@sed of payments over the next two
years on leases and contracts that had been teéeaiipaor to fiscal 1999. The Company expects &maining accrual will result in ca:
expenditures of $5 million over the next two years.

The following table depicts the restructuring aityithrough September 25, 1999, associated witl 886 and 1997 restructuring actions
described above (in millions):

PAYMENTS TO
EMPLOYEES PAYMENTS ON WRITE-DOWN OF  PAYMENTS ON
INVOLUNTARILY CA NCELED FACILITY OPERATING ASSETS CANCELED
TERMINATED(A) LEASES (A) TO BE SOLD (B) CONTRACTS (A) TOTAL
Net Additions during 1996...... $81 $19 $54 $25 $179
Spending during 1996........... (48) 4) ) 3) (62)
Balances as of September 27,
1996.....cciiiiiiiiiine 33 15 47 22 117
Net Additions during 1997...... 131 19 38 29 217
Spending during 1997........... (88) 9) (46) (11) (154)
Balances as of September 26,
1997 76 25 39 40 180
Adjustments during 1998........ 6 4 3 (13) -
Spending during 1998........... (72) (15) (42) (20) (149)

Balances as of September 25,
1998.....iiiiiieiiine 10 14 - 7 31

Adjustments during 1999........ 2) 2) -- 1 )
Spending during 1999........... (8) (8) - (@) (23)
Balances as of September 25,
1999, $-- $ 4 $-- $1 $ 5
(a): Cash;

(b): Noncash.
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1999 RESTRUCTURING ACTIONS

During the fourth quarter of 1999, the Companyiatétd restructuring actions resulting in a chamggegerations of $21 million. The net
restructuring charge of $18 million recognized dgrthe fourth quarter of 1999 reflects the $3 illof excess reserves related to the 1996
and 1997 restructuring actions. The total coshe$é actions of $21 million, which is compriseddi million for contract cancellation
charges associated with the closure of the Companysourced data center and $10 million for catirancellation charges related to supply
and development agreements previously discontirilieel Company expects these actions to result im eggenditures of $21 million over

the next year.

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

TECHNOLOGY ACQUISITION

In May 1998, the Company acquired certain technotbgt was under development and had no alternaituee use. The acquisition resulted
in the recognition of $7 million of purchased irpess research and development, which was chasggzbtations upon acquisition.

TERMINATION OF LICENSE AGREEMENT

In August 1997, the Company agreed to acquire iceassets of Power Computing Corporation (PCCembed distributor of the Mac OS
operating system, including PCC's customer datadadéts license to distribute the Mac OS. The agient with PCC also included a release
of claims between the parties.

On January 28, 1998, the Company completed itsisitiqn of certain assets from PCC. The total pasghprice was approximately $110
million, of which $75 million was expensed in ttmufth quarter of 1997 as "termination of licenseeagent" and $35 million was recorded
as goodwill in the second quarter of 1998. The galbds being amortized over three years. The pasghprice was comprised of
approximately 4.2 million shares of the Compangsimon stock valued at $80 million, forgiveness 28 $nillion of receivables due from
PCC, and assumption by the Company of $2 millionesfain customer support liabilities of PCC.

NEXT ACQUISITION

On February 4, 1997, the Company acquired all @fotitstanding shares of NeXT Software, Inc. (NeXN®XT, headquartered in Redwood
City, California, had developed, marketed and sugplosoftware enabling customers to implement tassrapplications on the Internet/Wt
Wide Web, intranets and enterprise-wide client/senetworks. The total purchase price was $4274anithnd was comprised of cash
payments of $319 million and the issuance of 1ianishares of the Company's common stock to ta¥Nshareholders valued at
approximately $25 million according to the termshw# purchase agreement; the issuance of appradyra® million options to purchase the
Company's common stock to the NeXT optionholdelsaedat approximately $16 million; cash payment$%8 million to the NeXT
debtholders; cash payments of $9 million for clgsamd related costs, and $2 million of net lial@ftassumed. The acquisition was accountec
for as a purchase; and, accordingly, the operaénaglts
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NOTE 4--SPECIAL CHARGES (CONTINUED)

pertaining to NeXT subsequent to the date of adiprishave been included in the Company's operatsglts. The total purchase price was
allocated to purchased in-process research andogenent ($375 million) and to goodwill and othetangible assets ($52 million). The

purchased in-process research and developmenthaagetl to operations upon acquisition, and the wdloand other intangible assets are
being amortized on a straight-line basis over twthtee years.

NOTE 5--INCOME TAXES
The provision for income taxes consisted of théofeing (in millions):

1999 1998 1997

Federal:
LT =Y o P $4 $ - 3
Deferred.....ccccovveeiiiiiiiiieeeeeeee 30 -
34
State:
L T o | --
Deferred.....cccoovmveviiiiiiiieeeeeeeeeeeee 11
11
Foreign:
CUIMTENE e 33 11
Deferred.....cccovviieieiiieeeeeee 3) 9
30 20

Provision for income taxes........ccccccceeeeenn.

The foreign provision for income taxes is basedasaign pretax earnings

(loss) of approximately $612 million, $315 millioand $(265) million in 1999, 1998, and 1997, retipely. A substantial portion of the
Company's cash, cash equivalents, and short-terestiments is held by foreign subsidiaries and reggdly based in U.S. dollatenominate:
holdings. Amounts held by foreign subsidiaries vdoog subject to U.S. income taxation on repatmatiothe United States. The Company's
consolidated financial statements fully provide day related tax liability on amounts that may &gatriated, aside from undistributed
earnings of certain of the Company's foreign sulsis that are intended to be indefinitely reirigdsn operations outside the United States.
U.S. income taxes have not been provided on a atmeltotal of $520 million of such earnings. Inist practicable to determine the income
tax liability that might be incurred if these earg$ were to be distributed. Except for such indifiy reinvested earnings, the Company
provides for federal and state income taxes cuyremt undistributed earnings of foreign subsidisrie

Deferred tax assets and liabilities reflect theifetincome tax effects of temporary differencesvieen the consolidated financial statement
carrying amounts of existing assets and liabilitied their respective tax bases and are measureglarsacted tax rates that apply to taxable
income in the years in which those temporary défifiees are expected to be recovered or settled.

51



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
NOTE 5--INCOME TAXES (CONTINUED)

As of September 25, 1999 and 1998, the significantponents of the Company's deferred tax assetbadnildies were (in millions):

1999 1998

Deferred tax assets:

Accounts receivable and inventory reserves....... ... $31 $87

Accrued liabilities and other reserves........... . ... 77 83

Basis of capital assets and investments......... . ... 67 71

Tax losses and credits......cccvvveeeeeeeeee. 438 447

Total deferred tax assets......cccccvvvvvveeeee. . 613 688
Less valuation allowance...........cccooovvveeee. . 60 213
Net deferred tax assets......cccocvvvvveeveeeeee . 553 475
Deferred tax liabilities:

Unremitted earnings of subsidiaries............... ... 442 390

Available-for-sale securities.............eeee..—— . 84 --

Othel e 12 20

Total deferred tax liabilities....................~—— ... 538 410
Net deferred tax asset.......coeeevvveevcceeeeees L $15 $ 65

As of September 25, 1999, the Company had operktssycarryforwards for federal tax purposes ofrapately $414 million, which
expire principally in 2011 and 2012. This doesinotude approximately $102 million of remaining opéing loss carryforwards acquired
from NeXT, which expire in 2008 - 2012, and thdizaition of which is subject to certain limitatiomaposed by the Internal Revenue Code.
The Company also has various state and foreiglotsxand credit carryforwards, the tax effect ofalihis approximately $90 million and
which expire between 2001 and 2014. Most of theaiaing benefits from tax losses and credits doempire. As of September 25, 1999, a
valuation allowance of $60 million was recordediagbthe deferred tax asset for the benefits ofdages that may not be realized. The
valuation allowance relates to the operating l@ssyforwards acquired from NeXT and to tax benéfitsertain foreign jurisdictions. The net
change in the total valuation allowance in 1999 waecrease of $153 million. Management believissritore likely than not forecasted
income, including income that may be generatedrasuat of certain tax planning strategies, willsodficient to fully recover the remaining
net deferred tax assets.
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A reconciliation of the provision for income taxesth the amount computed by applying the statufederal income tax rate (35% in 1999,
1998, and 1997) to income (loss) before provisarirficome taxes, is as follows (in millions):

1999 1998 1997

Computed expected tax (benefit).................... ... $236 $115  $(366)
State taxes, net of federal effect................. e 12 10 3)
Indefinitely invested earnings of foreign

subsidiaries...........ccoeveviiiiiiiiieeee. ... (29 (15)
Purchase accounting and asset acquisitions......... 7 8 158
Valuation allowance.............cccceeeeiiiineeenn. ... (153) 97) 208
Other individually immaterial items................ 2 Q) 3
Provision for income taxes...........c.ccccccuee.. .. $75 $20 $ --
Effective tax rate.........ccccevcvvveirinnnenn. 11% 6% 0%

The Internal Revenue Service (IRS) has proposegr&ithcome tax deficiencies for the years 198d4ugh 1991, and the Company has made
certain prepayments thereon. The Company cont#is¢goroposed deficiencies by filing petitions wiitle United States Tax Court, and most
of the issues in dispute have now been resolvedluba 30, 1997, the IRS proposed income tax ad@rgsrior the years 1992 through 1994.
Although most of the issues for these years haea besolved, certain issues still remain in dispune are being contested by the Company.
Management believes adequate provision has beea foadny adjustments that may result from tax érations.

NOTE 6--SHAREHOLDERS' EQUITY
STOCK REPURCHASE PLAN

In July 1999, the Company's Board of Directors atiled a plan for the Company to repurchase up@$nillion of its common stock. This
repurchase plan does not obligate the Companycfoirgcany specific number of shares or acquireeshaver any specified period of time.
of September 25, 1999, the Company had repurcteatsgdl of 1.25 million shares of its common statla cost of $75 million.

PREFERRED STOCK

In August 1997, the Company and Microsoft Corpara{iMicrosoft) entered into patent cross licensing technology agreements. In
addition, Microsoft purchased 150,000 shares ofl&§eries A nonvoting convertible preferred stdgkdferred stock™) for $150 million.
Except under limited circumstances, the sharesefeped stock may not be sold by Microsoft prmugust 5, 2000. Upon any sale of the
preferred stock by Microsoft, the shares will autdically be converted into shares of Apple commioglsat a conversion price of $16.50
share, and the shares can be converted at Micioeption at such price after August 5, 2000. Eddwdre of preferred stock is entitled to
receive, if and when declared by the Company's o&bDirectors, a dividend of $30.00 per sharegrerum, payable in preference to any
dividend on the Company's common stock. Additignallthe dividends per share paid on the commounksare greater than the dividends
per share paid on the preferred stock on an "eanierted" basis, then the Board of Directors stedlare an additional dividend such that
dividends per share paid on the preferred stockro'tas if converted" basis, shall equal the divitteper share paid on the common stock.
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1998 EXECUTIVE OFFICER STOCK PLAN

The Company has in effect a 1998 Executive Offiateick Plan (the 1998 Plan), which replaced the 1288k Option Plan terminated in
April 1998, the 1981 Stock Option Plan terminate®ictober 1990, and the 1987 Executive Long TemskSOption Plan terminated in July
1995. Options granted before these plans' ternoin&tates remain outstanding in accordance with theins. Options may be granted under
the 1998 Plan to the Chairman of the Board of Dines; executive officers of the Company at the ll@f&enior Vice President and above,
and other key employees. These options generatigrbe exercisable over a period of 4 years, basedwotinued employment, and generally
expire 10 years after the grant date. The 1998 pdamits the granting of incentive stock optionsnstatutory stock options, stock
appreciation rights, and stock purchase rightotal of 17,000,000 shares have been authorizeédsoance under the 1998 Plan, of which
12,038,390 shares are reserved for future issumsof September 25, 1999.

1997 EMPLOYEE STOCK OPTION PLAN

In August 1997, the Company's Board of Directongraped the 1997 Employee Stock Option Plan (the7 Fan), for grants of stock optio
to employees who are not officers of the Compamtidds may be granted under the 1997 Plan to erapkogt not less than the fair market
value on the date of grant. These options genebaltpme exercisable over a period of 4 years, basedntinued employment, and gener
expire 10 years after the grant date. A total 608,000 shares have been authorized for issuarzr the 1997 Plan, of which 8,605,065
shares are reserved for future issuance as of i8bpte25, 1999.

1997 DIRECTOR STOCK OPTION PLAN

In August 1997, the Company's Board of Directongraped a Director Stock Option Plan (DSOP), foraebhdirectors of the Company are
eligible. Options granted under the DSOP vestiieglequal installments, on each of the first thiotigrd anniversaries of the date of gran
total of 400,000 shares have been authorized $oaisce under the DSOP, of which 220,000 sharesmesserved for future issuance.
Supplementally and separate from the DSOP, 30,p66rs had been granted in total to two membeth@fCompany's Board of Directors,
and were outstanding as of September 25, 1999.

EMPLOYEE STOCK PURCHASE PLAN

The Company has an employee stock purchase plarfP(ttchase Plan), under which substantially alllepegs may purchase common stock
through payroll deductions at a price equal to 88%he lower of the fair market values as of thgibring and end of the six-month offering
period. Stock purchases under the Purchase Pldimeted to 10% of an employee's compensation,oug tnaximum of $25,000 in any
calendar year. During 1999 and 1998, 540,000 ahdhillion shares, respectively, were issued underRurchase Plan. As of September 25,
1999, approximately 2.96 million shares were res@ffor future issuance under the Purchase Plan.

SENIOR OFFICERS RESTRICTED PERFORMANCE SHARE PLAN

In November 1997, the Company's Board of Direcigsaed approximately 24,000 fully vested sharescastt in settlement of shares to
certain officers of the Company under the Senidic@fs Restricted Performance Share Plan (the B&®d upon the achievement of certain
performance goals established in advance by thep€osation Committee of the Board. Immediately &fiese shares were issued, the
Company's Board of Directors terminated the PSP.
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SHAREHOLDER RIGHTS PLAN

In May 1989, the Company adopted a shareholdetsriglan and distributed a dividend of one righptwchase one share of common stock (a
Right) for each outstanding share of common std¢ke Company. The Rights would have become exalntasin certain limited
circumstances involving a potential business coatinn transaction of the Company and would haveimecinitially exercisable at a price
$200 per share. Following certain other eventgs #fie Rights had become exercisable, each Rightdimave entitled its holder to purchase
for $200 an amount of common stock of the Companyin certain circumstances, securities of theuaog, having a then-current market
value of two times the exercise price of the Ridtte Rights expired on April 19, 1999.

STOCK OPTION ACTIVITY

A summary of the Company's stock option activitd aglated information for the years ended Septer@bel 999 and 1998, and September
26, 1997, follows (option amounts are presentetidnsands):

YEAR E NDED YEAR ENDED Y EAR ENDED
SEPTEMBER 25, 1999 SEPTEMBER 25, 1998 SEPTE MBER 26, 1997
NUMBER WEIGHTED- NUMBER  WEIGHTED- NUMBER WEIGHTED-
OF AVERAGE OF AVERAGE OF AVERAGE
OPTIONS EX ERCISE PRICE OPTIONS EXERCISE PRICE OPTIONS EXERCISE PRICE
Options outstanding--beginning of
YAl . it 18,694 $20.47 18,649 $17.24 14,112 $27.23
Granted (price equals FMV)........ 5,955 $38.87 13,879 $23.11 20,629 $16.91
Granted (price less than FMV)..... - $ - - $ - 1,853 $6.54
EXErcised........ccovvvvvrenn. (3,674) $16.71 (1,882)  $14.35 (1,049) $13.71
Forfeited. .....ooovvvnnnan. (2,571) $26.02  (11,952) $19.40  (16,896) $24.19
Options outstanding--end of year.... 18,404 $26.39 18,694 $20.47 18,649 $17.24

VL= N 2,733 $19.15 1,435 $15.01 1,996 $22.02

The options granted in fiscal 1997 at a price thas fair market value were to existing NeXT opliotders as part of the total purchase price
paid for NeXT (see Note 4).

The options outstanding as of September 25, 1998; heen segregated into five ranges for additidisalosure as follows (option amounts
are presented in thousands):

OPTI ONS OUTSTANDING OPTIONS EXERCIS ABLE
WEIGHTED-

OPTIONS AVERAGE WEIGHTED OPTIONS WEIGHTED

OUTSTANDING AS OF REMAINING AVERAGE EXERCISABLE AS OF AVERAGE

SEPTEMBER 25, CONTRACTUAL LIFE EXERCISE SEPTEMBER 25, EXERCISE
1999 IN YEARS PRICE 1999 PRICE
$1.66-$13.25........cc0enne 3,296 7.68 $12.54 1,324 $12.16
$13.26-$19.75................. 4,449 8.20 $14.95 477 $16.31
$19.76-$31.19.........c..... 3,446 8.79 $30.07 705 $28.99
$31.20-$34.63.................. 4,149 9.23 $34.41 81 $34.18
$34.64-$79.06.................. 3,064 9.48 $42.92 146 $36.01
$1.66-$79.06.................. 18,404 8.66 $26.39 2,733 $19.15

As of September 25, 1999, approximately 20.9 nmiltiptions were reserved for future grant undeiGbmpany's stock option plans.
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In December 1997, the Board of Directors approvedgtion exchange program allowing employees tdhvarge all (but not less than all) of
their existing options (vested and unvested) witkexercise price greater than $13.6875, on a onerfe basis for new options with an
exercise price of $13.6875, the fair market validhe Company's common stock on December 19, 188 a new four year vesting schec
beginning in December 1997. A total of 4.7 millioptions with a weighted-average exercise pricel®& %0 per share were exchanged for
new options as a result of this program.

In July 1997, the Board of Directors approved atiompexchange program allowing employees to excaatig(but not less than all) of their
existing options (vested and unvested) to purcBhaste common stock (other than options grantedassidimed from NeXT) for options
having an exercise price of $13.25 and a new theee vesting period beginning in July of 1997. Appmately 7.9 million options were
repriced under this program.

NOTE 7--STOCK-BASED COMPENSATION

The Company has elected to follow Accounting Pples Board (APB) Opinion No. 25, "Accounting fologk Issued to Employees," and
related interpretations in accounting for its enypl® stock options and employee stock purchasesplares because, as discussed below, the
alternative fair value accounting provided for un8EAS No. 123 requires use of option valuation et®that were not developed for use in
valuing employee stock options and employee stockhase plan shares. Under APB Opinion No. 25, viherexercise price of the
Company's employee stock options equals the marla of the underlying stock on the date of thengrno compensation expense is
recognized.

Pro forma information regarding net income (los=) ghare is required by SFAS No. 123 and has betemrdined as if the Company had
accounted for its employee stock options grantebeanployee stock purchase plan purchases subsequeeptember 29, 1995, under the
fair value method of that statement. The fair valier these options and stock purchases were dstinaathe date of grant and beginning of
the period, respectively, using a Black-Scholesoogtricing model. The weightealverage fair value per share of options grantethgudr998
and 1997 includes the excess value of the repopéidns granted during those fiscal years lesy#hae of the related forfeited options on the
date the repriced options were granted. The assomnspiised for each of the last three fiscal yeadsthe resulting estimate of weighted-
average fair value per share of options grantethguhose years are as follows:

199 9 1998 1997

Expected life of options.................... 4y ears 3.5years 3years
Expected life of stock purchases............ 6 mo nths 6 months 6 months
Interest rate--stock options................ 5 .02% 5.54% 6.3%
Interest rate--stock purchases.............. 4 .89% 5.37% 5.3%
Volatility--stock options................... 55% 78% 74%
Volatility--stock purchases................. 59% 56% 52%
Dividend yields............ccccceevinnnenn. 0 0 0

Weighted-average fair value of options
granted during the year................... $1 9.22 $12.98 $7.49

The Black-Scholes option valuation model was degyetiofor use in estimating the fair value of tradptions that have no vesting restrictions
and are fully transferable. In addition, optionuation models require the input of highly subjeetassumptions including the expected stock
price volatility. Because the

56



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 7--STOCK-BASED COMPENSATION (CONTINUED)

Company's employee stock options and employee gtoabhase plan shares have characteristics signtficdifferent from those of traded
options, and because changes in the subjectivé agsumptions can materially affect the fair vadsmate, in management's opinion, the
existing models do not necessarily provide a rédiaingle measure of the fair value of the Compaagiployee stock options and employee

stock purchase plan shares.

For purposes of pro forma disclosures, the estidnfatie value of the options and shares are amattiagro forma net income (loss) over the
options' vesting period and the shares' plan pefibd value of the options granted to NeXT optiddlos in 1997 has been included in the
total purchase price paid for NeXT and, therefm@ot included in the adjustment to arrive atphe forma net loss. The Company's pro
forma information for each of the last three fisgars follows (in millions, except per share antejun

1999 1998 1997

Net income (loss)--as reported..................... . $601 $309 $(1,045)
Net income (loss)--pro forma............ccc....... . $528 $266 $(1,082)
Net income (loss) per common share--as reported
BaSIiC....uveeiiiiiiie e . $4.20 $2.34 $(8.29)
Diluted.......cveeiiiieiiieeie e .. $3.61 $2.10 $(8.29)
Net income (loss) per common share--pro forma
BaSiC....uveeiiii e .. $3.69 $2.02 $(8.58)
Diluted.......cveiiiieiieiie e .. $3.25 $1.83 $(8.58)

As SFAS No. 123 is applicable only to options gednbr shares issued subsequent to September 28,it9fro forma effect was not fully
reflected until 1999.

NOTE 8--COMMITMENTS AND CONTINGENCIES

LEASE COMMITMENTS

The Company leases various facilities and equipmedér noncancelable operating lease arrangenilgrgsnajor facilities leases are for
terms of 5 to 10 years and generally provide reheptons for terms of up to 5 additional yearsnRexpense under all operating leases was
approximately $61 million, $63 million, and $106liin in 1999, 1998, and 1997, respectively. Futmiaimum lease payments under
noncancelable operating leases having remainimgstér excess of one year as of September 25, B98%s follows (in millions):

FISCAL YEARS

2000 .. i $ 46
2001 i 41
2002....ciiiiii e 29
2003, . 19
2004 .. 14
Later yearS....oooooovveeeeieiiieeeee 35
Total minimum lease payments.........ccccoeeeeeeeee. $184
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CONCENTRATIONS IN THE AVAILABLE SOURCES OF SUPPLY O F MATERIALS AND PRODUCT

Although certain components essential to the Colyipdusiness are generally available from multgglerces, other key components
(including microprocessors and application-spediftegrated circuits, or "ASICs") are currently aioied by the Company from single or
limited sources. If the supply of a key single-g@at component to the Company were to be delayedrtailed or in the event a key
manufacturing vendor delays shipments of complpteducts to the Company, the Company's abilityhip selated products in desired
guantities and in a timely manner could be advgrafiected. The Company's business and financiébpeaance could also be adversely
affected depending on the time required to obtaffickent quantities from the original source, oritlentify and obtain sufficient quantities
from an alternative source. In addition, the Conypages some components that are not common teshefrthe personal computer industry.
Continued availability of these components mayffiected if producers were to decide to concentoat¢he production of common
components instead of components customized to the€@ompany's requirements. Finally, significamtipns of the Company's CPUs,
logic boards, and assembled products are now metowéa by outsourcing partners. Although the Corgpaorks closely with its
outsourcing partners on manufacturing scheduledearsdis, the Company's operating results coulddversely affected if its outsourcing
partners were unable to meet their production aklgs.

LITIGATION
ABRAHAM AND EVELYN KOSTICK TRUST V. PETER CRISP ET AL.

In January 1996, a purported shareholder derivaiition was filed in the California Superior Cofmt Santa Clara County naming the
Company and its then directors as defendants, rsgé@lunctive relief and damages for alleged att®ismanagement. Between February
1996 and October 1997, the complaint was amendesialdimes as a result of the Courts' rulings upamous demurrers filed by the
Company. The Third Amended Complaint was filed otadDer 1997, and eliminated the class action claintsrestated claims against certain
directors and former directors. In November 198& Company's Board of Directors appointed a spaoiaktigation committee and engaged
independent counsel to assist in the investigaifdhe claims made in the Third Amended Complaiiis matter was settled during the
fourth quarter of 1999 for an amount not matenahte Company's financial position or results oémgpions.

LS MEN'S CLOTHING DEFINED BENEFIT PENSION FUND V. M ICHAEL SPINDLER ET AL.

In May 1996, an action was filed in the Califor&aperior Court naming as defendants the Companygamain of its current and former
officers and directors and seeking compensatorypanitive damages for alleged misrepresentationcanidsion of material facts about the
Company's operations and financial results. Betviay 1996 and November 1997, the complaint washleas amended several times as a
result of the Court's rulings upon various demrdrthe Company. In January 1998, the Companyttanee individual defendants brought a
motion to dismiss the third amended complaint, &améjarch 1998, the Court granted the motion toriés the third amended complaint
without leave to amend. The plaintiffs filed an aphpin the Sixth Appellate District in June 1998€eTCourt of Appeal heard oral argument in
November 1999 and has not yet rul

"REPETITIVE STRESS INJURY" LITIGATION

The Company was named in approximately 60 lawsgtereen 1991 to 1995, alleging plaintiffs incursedcalled "repetitive stress" injuries
to their upper extremities as a result of usingdkeyds and/or mouse input devices sold by the Conpahese actions are similar to those
filed against other major suppliers of
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personal computers. All but three of the casesnag#fie Company were dismissed by the end of fisg@8. During fiscal 1999, the remain
three cases were dismissed.

MONITOR-SIZE LITIGATION

In August 1995, the Company was named, along witbther entities, including computer manufactuserd computer monitor vendors, in a
putative nationwide class action filed in the Gatifia Superior Court for Orange County, styled K&ibng et al. v. Amazing Technologies
Corp. et al. The complaint alleges each of ther#dats engaged in false or misleading advertisiitly rgspect to the size of computer
monitor screens. Also in August 1995, the Compaag named as the sole defendant in a purportedaidties alleging similar claims filed
the New Jersey Superior Court for Camden Countytlesh Mahendri Shah

v. Apple Computer, Inc. Subsequently, in Novemi#35] the Company, along with 26 other entities, ma®ed in a purported class action
alleging similar claims filed in the New Jersey 8rpr Court for Essex County, entitled Maizes & ks v. Apple Computer, Inc. et al.. The
complaints in all of these cases seek restitutiathé form of refunds or product exchange, damagestive damages, and attorneys fees. In
December 1995, the California Judicial Council oedeall of the California actions, including Lorgpordinated for purposes of pretrial
proceedings and trial before a single judge. Tlaesiens were subsequently coordinated under thename Computer Monitor Litigation.
July 1996, the Court ordered all of the Califoroéses dismissed without leave to amend as to filairgsiding in California. In March 1998,
the Court granted final approval of a settlemenbhéng all claims and all subsequent appeals haen dismissed.

EXPONENTIAL TECHNOLOGY INC. V. APPLE COMPUTER, INC.

Plaintiff, Exponential Technology, Inc. (Exponefitialleged the Company, which was an investonipdhential, breached its fiduciary duty
to Exponential by misusing confidential informatiand that the Company fraudulently misrepresertedécts about allowing Exponential
sell its processors to the Company's Mac OS liensEhe lawsuit was filed in California Superionu@dor Santa Clara County. In
November 1997, the Company filed a demurrer toigostof the complaint, which the Court granted antpln January 1998, the plaint

filed an Amended Complaint. In March 1998, the Campfiled a cross-complaint for damages againsoBgptial alleging breach of
contract, negligent misrepresentation, and viotetiof the California Corporations Code. This mattas settled during the fourth quarter of
1999 for an amount not material to the Compangarifcial position or results of operations.

FTC INQUIRY--PRADO V. APPLE COMPUTER, INC. (AND REL ATED ACTIONS)

In October 1997, Apple began charging all U.S. aoication customers for live telephone technicapsuipbeyond 90 days after purchase of
Apple products. In late 1997, the Federal Trade @@sion (FTC) commenced an investigation into augiocomplaints that Apple's change
in technical support practices was either unfaicantrary to earlier representations to certainiaasrs. Four purported class action lawsuits
were filed against Apple related to this changerimuthe fourth quarter of 1999, the regional aatlanal offices of the FTC approved a
settlement with the Company, and a settlement ywpsoaed by the Court in three of the class actigtssin November 1999, two appeals
were filed objecting to the settlement and theretbe settlement is stayed pending resolution@fibpeals. Settlement of these matters was
not material to the Company's financial positiomasults of operations.

MICROWARE SYSTEMS CORPORATION V. APPLE COMPUTER, IN C.

Plaintiff, Microware Systems Corporation (Microwgréled this action against the Company on Sep&mih 1999, in the United States
District Court for the Southern District of lowa.itdoware alleges that
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the Company's current release of its Mac OS opeyatystem, Mac OS 9, infringes Microware's tradénfar its real time operating system,
0S-9. Microware asserts claims for trademark igfeiment, false designation of origin, dilution awenenon law trademark infringement and
unfair competition. On October 14, 1999, Microwéiled a motion for preliminary injunction seeking énjoin the Company from using the
designation "Mac OS 9" and to order the Comparpatcel and withdraw all packaging and advertisemtvat mention "Mac OS 9." The
Company has opposed the motion for preliminarynofion and has filed a motion for summary judgnegsinst all of Microware's claims.
The Court has not yet scheduled a hearing datihéomotion.

OTHER LITIGATION

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

NOTE 9--SEGMENT INFORMATION AND GEOGRAPHIC DATA

The Company manages its business primarily on grgebic basis. The Company's reportable segmestsoanprised of the Americas,
Europe, and Japan. The Americas segment includbsNmrth and South America. The European segmehides European countries as
well as the Middle East and Africa. Other operasegments include Asi@acific, which includes Australia and Asia excaptJapan, and tt
Company's subsidiary, Filemaker, Inc. Each reptataperating segment provides similar productsserdices, and the accounting policies
of the various segments are the same as thoselibar the Summary of Significant Accounting Pagin Note 1.

The Company evaluates the performance of its opgraegments based on net sales and operating @m@perating income for each
segment includes revenue, cost of sales, and apgtpenses directly attributable to the segnieeat.sales are based on the location of the
customers. Operating income for each segment egslather income and expense and certain experses¢hmanaged outside the
reportable segment. Costs excluded from segmematapg income include various corporate expensesme taxes, and nonrecurring
charges for purchased in-process research andogeneht, restructuring, and acquisition relatedsdsorporate expenses include research
and development, manufacturing expenses not indlideegment cost of sales, corporate marketingresgs, and other separately managed
general and administrative expenses. The Compagy wiat include intercompany transfers between setgnfi@er management reporting
purposes. Segment assets exclude corporate dSsgtsrate assets include cash, short-term andtiemginvestments, manufacturing
facilities, and intangible assets. Capital expanda for long-lived assets are not reported to mament by segment.
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Summary information by segment follows (in milligns

1999 1998 1997

Americas:

Net Sales........covveierereniieieiee . $3,527 $3,468 $3,668
Operating INCOMEe..........cccveevveeecreeenne. . $493 $ 345 $ 57
Depreciation and Amortization .$ 4 $ 4 $ 6
Segment ASSEtS (@)....ccccvreerieeriiieiinanns . $468 $ 671 $ 793
Europe:

Net Sales......ccoovvveereriieiiesee e . $1,317 $1,295 $1,536
Operating INCOMEe.........cooveeiiieriiieanen. . $15 $69 $ O
Depreciation and Amortization................... .$ 3 $5 % 9
Segment ASSEtS........coeeeveeeivieeiieeennen. . $169 $ 262 $ 371
Japan:

Net Sales......ccoveieiiiiieieiiieee s . $858 $ 731 $1,098
Operating INCOMEe..........cccveevveeeereeenen. . $173 $ 97 $ 70
Depreciation and Amortization.................... .$ 2 $ 2 $ 4
Segment ASSELS......coceeeiiieaiieeiieeee . % 94 $178 $ 284
Other Segments:

Net Sales......ccoovvvieveriieiesee e . $ 432 $ 447 $ 779
Operating Income . $ 8 $ 59 %143
Depreciation and Amortization................... .$ 3 $ 5 8% 7
Segment ASSEtS........cceecveeeiiieeiieeannen. . $104 $ 82 $ 236

(a) The Americas asset figures do not include fiagskts held in the United States. Such fixed sissetnot allocated specifically to the
Americas segment and are included in the corpasgets figures below.
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A reconciliation of the Company's segment operaitiegme (loss), and assets to the consolidateddinbstatements follows (in millions):

1999 1998 1997

Segment Operating INnCOMe..........ccccceceeennneen. $ 904 $570 $ 270
Corporate Expenses, nNet.........cccccccveeeeennn.. (518) (302) (673)
In-process Research and Development................ -- (7))  (375)
RESIIUCIUNING....ceeeiiiiiieeiiiee e (27) -- (217)
Termination of License Agreement................... - - (75)

Total Operating Income (l0SS).................... $ 359 $ 261 $(1,070)
Segment ASSEtS.......ceeiieeiiiieeie e $ 835 $1,193 $1,684
Corporate ASSetS.......ccevveeeereiiiiiiiiiiinens 4,326 3,096 2,549

Total ASSEtS....cueeiiiieiiieiiee e $5,161 $4,289 $4,233
Segment Depreciation and Amortization.............. $ 12 $ 16 $ 26
Corporate Depreciation and Amortization............ 73 95 92

Total Depreciation and Amortization............ $ 8 $ 111 $ 118

A large portion of the Company's net sales is @fifrom its international operations. Also, a migyoof the raw materials used in the
Company's products is obtained from sources outsitlee United States, and a majority of the praslsold by the Company is assembled
internationally in the Company's facilities in Colteland and Singapore or by third-party vendaraiwan, Korea, Mexico, and the United
Kingdom. As a result, the Company is subject thsrigssociated with foreign operations, such asrihtagovernmental permits and
approvals, currency exchange fluctuations, curreasirictions, political instability, labor problengtrade restrictions, and changes in tariff
and freight charges. No single customer accourtethbre than 10% of net sales in 1999, 1998, oi7 1Bi¢t sales and long-lived assets
related to operations in the United States, Jaguach other foreign countries are as follows (in iomilf):

1999 1998 1997

Net Sales:

United States........ccceeeeeiiieeniieiiiens . $3,394 $3,287 $3,507

Japan.......cccccciii . 858 731 1,098

Other Foreign Countries.............ccccvvvevenns . 1,882 1,923 2,476
Total Net Sales........cccooeeeeieeicieeene. . $6,134 $5941 $7,081

Long-Lived Assets:

United States........cccoeeveiiieeiiienieens . $33 $336 $474
Japan.......coviiii 7 5 11
Other Foreign Countries.............ccccuvvevenns 62 94 188
Total Long-Lived ASSEtS.........ccccouverueenne . $404 $ 435 $ 673
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Information regarding net sales by product is #isies (in millions):

1999 1998 1997

Net Sales:

. $2,345 $2,421 $2,341
823 913 1,172
1,905 1,528 2,158

1,062 1,079 1,410

. $6,134 $5941 $7,081

(a) Net sales figures for iMac in 1998 and 1997ude sales of the Company's previous consumer @mnch¢ion oriented Macintosh products.

NOTE 10--SELECTED QUARTERLY FINANCIAL INFORMATION ( UNAUDITED)

FOURTH Q UARTER THIRD QUARTER SECOND QUARTER FIRST QUA RTER
(TAB ULAR AMOUNTS IN MILLIONS, EXCEPT PER SHARE AMOUNTS)
1999
Net sales.....cccoooeieiiieeniienee. $1,3 36 $1,558 $1,530 $1,710
Gross margin.........ccceceeeeseerennnen. $ 3 84 $ 427 $ 403 $ 482
Net income........cccveeveiveieenennn $1 11 $ 203 $ 135 $ 152
Earnings per common share:
BasiC.....cccoviiiiiiiiiiiee $0. 69 $141 $0.99 $1.12
Diluted........cccooviiiiiiiiens $0. 63 $1.20 $0.84 $0.95
1998
Net sales.....ccccooeieeiieenireee. $1,5 56 $1,402 $1,405 $1,578
Gross margin.. . $ 4 17 $ 360 $ 349 $ 353
Net income.......ccccveeverveneenennn $1 06 $ 101 $ 55 $ 47
Earnings per common share:
BasiC.....ccooviiiiiiiiiiie $0. 79 $0.76 $0.42 $0.37
Diluted........cccooveiiiiiins $0. 68 $0.65 $0.38 $0.33

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

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

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

Net income for the third quarter of 1998 includé@atax gains resulting from the sale of sharethefCompany's investment in ARM of $
million. The third quarter of 1998 also includes tlecognition of

$7 million of purchased in-process research anéldgment charged to operations upon acquisition.
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SCHEDULE I

APPLE COMPUTER, INC.

VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

(IN MILLIONS)
CHARGED TO
ALLOWANCE FOR BEGINNING COSTS AND ENDING
DOUBTFUL ACCOUNTS: BALANCE EXPENSES DEDUCTIONS(1) BALANCE
Year Ended September 25, 1999..........cccccueee. . $81 $2 $15 $68
Year Ended September 25, 1998.............ccueee. . $99 $11 $29 $81
Year Ended September 26, 1997..........c....c....... . %91 $35 $27 $99

(1) Represents amounts written off against thenalace, net of recoveries.

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

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

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

NAME POSITION WITH THE COMPANY AGE DIRECTOR SINCE
William V. Campbell................. Director 58 1997

Gareth C.C. Chang..........c....... Director 55 1996

Millard S. Drexler.................. Director 55 1999

Lawrence J. Ellison................. Director 54 1997

Steven P. Jobs.........cccceeees Director and interim Chief Executive 43 1997

Officer
Edgar S. Woolard, Jr................ Director 64 1996
Jerome B. York........cccouvninnns Director 60 1997

WILLIAM V. CAMPBELL has been chairman of the Boaofl Directors of Intuit, Inc. ("INTUIT") since Augad.998. Since September 1999,
Mr. Campbell has been acting as Chief Executivéc®iffof Intuit. From April 1994 to August 1998, Mcampbell was President and Chief
Executive Officer and a director of Intuit. Frorndary 1991 to December 1993, Mr. Campbell was Beasiand Chief Executive Officer of
GO Corporation. Mr. Campbell also serves on thedobdirectors of SanDisk Corporation and Greairid Software.

GARETH C. C. CHANG has served as Chairman and Ghietutive Officer of STAR TV since September 1998or to joining STAR TV,
Mr. Chang was President of Hughes Electronics hatiional and Corporate Senior Vice President offi¢isgElectronics since 1993.
Previously, he was Corporate Vice President of Maidl Douglas Corporation. He is currently an eximeudirector of News Corp., and a
member of the Advisory Council of Nike Inc.

MILLARD S. DREXLER has been Chief Executive OfficafrGap Inc. since 1995, and President of the Gap,since 1987. He has also
served as the Chief Executive Officer of the Gapidddn since 1987 and the Chief Executive Office©td Navy Inc. since 1997. From 1993
to 1995 he served as the Chief Operating OfficehefGap Division and from 1988 to 1997 servechasGhief Executive Officer of Banana
Republic, Inc. Mr. Drexler is currently a directafrRestoration Hardware, Inc.

LAWRENCE J. ELLISON has been Chief Executive Offia@d a director of Oracle Corporation ("ORACLEh he co-founded Oracle in
May 1977, and was President of Oracle until Jurgs1Mr. Ellison has been Chairman of the Board cdl® since June 1995. Mr. Ellison is
also a director of SuperGen, Inc., Liberate Tecbgiels, and Spring Group PLC.

STEVEN P. JOBS is one of the Company's co-foundedscurrently serves as its interim Chief Execu@®ffcer. Mr. Jobs is also the
Chairman and Chief Executive Officer of Pixar Antioa Studios. In addition, Mr. Jobs co-founded NeSdftware, Inc. ("NEXT") and
served as the Chairman and Chief Executive Offi€@&teXT from 1985 until 1997 when NeXT was acquitgdthe Company. Mr. Jobs is
currently a director of Gap Inc.

EDGAR S. WOOLARD, JR. retired as Chairman of thebof Directors of E. |. DuPont de Nemours & CRWUPONT") in October 1997,
having served as Chariman since 1989. He remaiireetor of DuPont. Previously, he held the posiiof President and Chief Executive
Officer of DuPont. He is currently a director off@GROUP, Inc. and DuPont.
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JEROME B. YORK is Chief Executive Officer of Harwam Corporation, a private investment and consglitioncern he founded in 1999.
Previously, he was Vice Chairman of Tracinda Caafion from September 1995 to October 1999. In M8§31 he joined International
Business Machines Corporation ("IBM") as Senioré/Rresident and Chief Financial Officer, and heestas a director of IBM from
January 1995 to August 1995. Prior to joining IBWF, York served in a number of executive positiab€hrysler Corporation, including
Executive Vice President-Finance and Chief Findr@fficer from May 1990 to May 1993. He also senasda director of Chrysler
Corporation from 1992 to 1993. Mr. York is alsoieedtor of Waste Management, Inc., MGM Grand, Iietro-Goldwyn-Mayer, Inc. and
National TechTeam, Ini

EXECUTIVE OFFICERS

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

FRED D. ANDERSON, Executive Vice President and €Riaancial Officer (age 55) joined the CompanyAipril 1996. Prior to joining the
Company, Mr. Anderson was Corporate Vice PresidadtChief Financial Officer of Automatic Data Presieg, Inc. ("ADP"), a position he
held from August 1992 to March 1996.

TIMOTHY D. COOK, Senior Vice President, Worldwidg€rations (age 39) joined the Company in Febru@B81Prior to joining the
Company, Mr. Cook held the position of Vice Presigl€orporate Materials for Compaq Computer Corfiana"COMPAQ"). Previous to
his work at Compagq, Mr. Cook was the Chief Operp@fficer of the Reseller Division at Intelligenteigtronics. Mr. Cook also spent 12
years with IBM, most recently as Director of NoAmerican Fulfillment.

NANCY R. HEINEN, Senior Vice President, General @sel and Secretary (age 43) joined the Compangjme®ber 1997. Prior to joinir
the Company, Ms. Heinen held the position of VicesRlent, General Counsel and Secretary of thedBafaDirectors at NeXT from
February 1994 until the acquisition of NeXT by thempany in February 1997.

MITCHELL MANDICH, Senior Vice President, Worldwidgales (age 51) joined the Company in February 1@®n the Company's
acquisition of NeXT. Mr. Mandich has also serveel @ompany in the position of Vice President, Ndstherican Business Division. Prior to
joining the Company, Mr. Mandich held the positafrVice President, Worldwide Sales and Service Wi&XT from December 1995 throu
February 1997.

JONATHAN RUBINSTEIN, Senior Vice President, Hardwdtngineering (age 43), joined the Company in Fatyra997. Before joining tt
Company, Mr. Rubinstein was Executive Vice Predidenl Chief Operating Officer of FirePower Systdmrporated ("FIREPOWER"),
from May 1993 to August 1996. Mr. Rubinstein alsoves as a member of the Board of Directors of Insioa Corporation.

AVADIS TEVANIAN, JR., PH.D., Senior Vice Presider8pftware Engineering (age 38), joined the Compariebruary 1997 upon the
Company's acquisition of NeXT. With NeXT, Dr. Tevam held several positions, including Vice Prestd&mgineering, from April 1995 to
February 1997. Prior to April 1995, Dr. Tevanianriex as an engineer with NeXT and held several gemant positions.

SINA TAMADDON, Senior Vice President, Service & Sugt (age 42) joined the Company in September 18®7Tamaddon has also
served with the Company in the position of Vicesittent and General Manager, Newton Group. Befaréng the Company, Mr. Tamaddon
held the position of Vice President, Europe withiXNidrom September 1996 through March 1997. Fromusid 994 to August 1996, Mr.
Tamaddon held the position of Vice President, Rgifal Services with NeXT.
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SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMRINCE

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

Based solely upon a review of the copies of sucmé$dfurnished to the Company, the absence of a BoomForm 5 or written representati
that no Forms 5 were required, the Company belithags during fiscal year 1999, its officers, dims and greater than ten percent beneficial
owners complied with all applicable Section 16{é)d requirements.

ITEM 11. EXECUTIVE COMPENSATION
INFORMATION REGARDING EXECUTIVE COMPENSATION

The following table summarizes compensation infdaramafor the last three fiscal years for (i) Mrbdginterim Chief Executive Officer and
(i) the four most highly compensated executiveceffs other than the Chief Executive Officer whaeveerving as executive officers of the
Company at the end of the fiscal year (collectiyéie "NAMED EXECUTIVE OFFICERS").

SUMMARY COMPENSATION TABLE

SECURITIES
RESTRICTED UNDERLYING ALL OTHER
NAME AND FISCAL S ALARY BONUS STOCK AWARDS OPTIONS C OMPENSATION
PRINCIPAL POSITION YEAR %) %) %) (#) (%)
ANNUAL COMPENSATION LONG-TERM
COMPENSATION

Steven P. Jobs........ccccoeneee. 1999 1 - - - -
interim Chief Executive Officer 1998 1 - - -- -

1997 -- -- - 30,000(1) -
Fred D. Anderson.................... 1999 60 5,260 - - 475,000 29,700(2)
Executive Vice President 1998 60 4,283 - -- 250,000(3) 60,123(4)
and Chief Financial Officer 1997 52 0,311 - 40,748(5) 850,000(6) 250,489(7)
Timothy D. CooK.......ccceceuernnne 1999 40 1,940 - - 300,000 29,519(8)
Senior Vice President, 1998 22 3,953 500,000(9) - 700,000 90,849(10)
Worldwide Operations 1997 - - -- -- -
Mitchell Mandich.................... 1999 40 2,941 - - 387,876 7,200(11)
Senior Vice President, 1998 40 2,253 - -- 424,250(3) 8,118(11)
Worldwide Sales 1997 17 4,348 104,000 -- 565,050(6)(12) 1,730(11)
Jonathan Rubinstein................. 1999 40 2,200 - - 458,334 5,888(13)
Senior Vice President, 1998 40 2,095 - -- 300,000(3) 4,804(11)
Hardware Engineering 1997 25 0,262 100,000 19,108(5) 700,000(6) 1,864(11)

(1) Mr. Jobs was granted 30,000 stock optionssrchpacity as a director of the Company pursuatited 997 Director Stock Option Plan.

(2) Consists of $22,500 in relocation assistanck®h200 in matching contributions made by the Camygdn accordance with the terms of
the 401(k) plan.

(3) Includes the replacement of 250,000, 224,25D390,000 options that were previously granted &ssfs. Anderson, Mandich and
Rubinstein, respectively, and canceled pursuatitdédecember 1997 stock option exchange prograher@an the replacement options,
Messrs. Anderson and Rubinstein were not grantgaptions during the fiscal year.
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(4) Includes $55,000 in relocation assistance & 2B in matching contributions made by the Comparaccordance with the terms of the
401(k) plan.

(5) For fiscal year 1997, these amounts representdlue on February 5, 1997 of the Common Stoderying the Performance Shares
earned by Mr. Anderson and Mr. Rubinstein undett¢hes of the Senior Officers Restricted PerforngaBbare Plan.

Mr. Anderson and Mr. Rubinstein earned 2,672 a@83 performance shares, respectively. No dividevete paid on the Performance
Shares. As of the last day of fiscal year 1997, Miderson and Mr. Rubistein held no other Perforcea®hares or restricted stock.

(6) Includes the replacement of 500,000, 50,0002j000 options that were previously granted ted&e Anderson, Mandich and
Rubinstein respectively, and canceled pursuartaduly 1997 stock option exchange program.

(7) Consists of $245,497 in relocation assistamce®,992 in matching contributions made by the @amy in accordance with the terms of
its 401(k) plan.

(8) Consists of $24,719 in relocation assistance$h800 in matching contributions made by the Camypn accordance with the terms of
the 401
(k) plan.

(9) In connection with his employment, Mr. Cookea@d a one-time hiring bonus in the amount of $800.

(10) Consists of $86,049 in relocation assistamce®,800 in matching contributions made by the @amy in accordance with the terms of
its 401(k) plan.

(11) Consists of matching contributions made byGbenpany in accordance with the terms of its 40p(&h.

(12) Includes 240,800 NeXT options that were cotaeemto Apple options during fiscal year 1997 amnection with Apple's acquisition of
NeXT.

(13) Includes $3,465 from the disqualifying dispiasi of the sale of shares of the Company stockiiaed through the Company's Employee
Stock Purchase Plan and $2,423 in matching cotiiteimade by the Company in accordance with thegef the 401 (k) plan.

OPTION GRANTS IN LAST FISCAL YEAR
The following table provides information about @ptigrants to the Named Executive Officers durisgdl year 1999.
OPTION GRANTS IN LAST FISCAL YEAR

| NDIVIDUAL GRANTS

NUMBER OF POTENTIAL REALIZABLE VALUE AT
SECURITIES ASSUMED ANNUAL RATES OF
UNDERLYING PERCENT O F TOTAL STOCK PRIC E APPRECIATION FOR
OPTIONS OPTIONS G RANTED EXERCISE OPT ION TERM(3)
GRANTED TO EMPLOY EES IN OR BASE EXPIRATION ---------- s
NAME #) FISCAL Y EAR(1) PRICE ($/SH)(2) DATE 5% ($) 10% ($)
Steven P. Jobs - 0.0 0% -- - - -
Fred D. Anderson. .. 475,000 7.9 8% $34.625 3/2/09  $10,343,3 51 $26,212,083
i . 300,000 5.0 3% $34.625 3/2/09 $6,532,6 43  $16,555,000
387,876 6.5 1% $34.625 3/2/09 $8,446,1 85 $21,404,290
458,334 7.7 0% $34.625 3/2/09 $ 9,9804 41  $25,292,398

(1) Based on an aggregate of 5,955,586 optiongegtan all employees during fiscal year 1999. Qitypically vest in four equal annual
installments commencing on the first anniversarthefdate of grant.
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(2) All options were granted at an exercise prigeat to the fair market value based on the closiagket value of Common Stock on the
Nasdaq National Market on the date of gr.

(3) Potential gains are net of exercise price Hefibre taxes associated with exercise. These amoetesent certain assumed rates of
appreciation only, based on SEC rules, and doepresent the Company's estimate or projectioneoptite of the Company's stock in the
future. Actual gains, if any, on stock option exses depend upon the actual future price of Com8tonk and the continued employment of
the option holders throughout the vesting perioccdkdingly, the potential realizable values settfan this table may not be achieved.

OPTIONS EXERCISED AND YEAR-END OPTION HOLDINGS

The following table provides information about &t@ption exercises by the Named Executive Offickning fiscal year 1999 and stock
options held by each of them at fiscal year-end.

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

NUMBER OF SECURITIES

UNDERLYING UNEXERCISED  VALUE OF UNEX ERCISED IN-
SHARES OPTIONS AT FISCAL YEAR-END  THE-MONEY O PTIONS AT
ACQUIRED ON VAL UE #) FISCAL YEAR- END ($)(2)
EXERCISE REALI 4 R
NAME @ ®)X 1) EXERCISABLE UNEXERCISABLE EXERCISABLE UNEXERCISABLE
Steven P. Jobs............. - 20,000 10,000 838,750 419,375
Fred D. Anderson............. 95,834 2,714 134 166,666 829,166 8,614,549 32,622,361
Timothy CooK................. 175,000 3,829 ,359 0 825,000 0 33,900,000
Mitchell Mandich............. 179,463 5,695 545 31,717 797,979 1,713,719 33,372,127
Jonathan Rubinstein.......... 75,000 2,400 000 66,667 750,000 3,445,851 28,870,298

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

(2) Market value of securities underlying in-thesmy options at the end of fiscal year 1999 (base#i6a.9375 per share, the closing price of
Common Stock on the Nasdaq National Market on $eapte 24, 1999), minus the exercise price.

DIRECTOR COMPENSATION

In 1997, the Company ended its practice of payashaetainers and fees to directors, and apprdwedpple Computer, Inc. 1997 Director
Stock Option Plan (the "DIRECTOR PLAN"). The DirecPlan was approved by the shareholders in APAB1 and 400,000 shares have
been reserved for issuance under the Director Plarsuant to the Director Plan, the Company's mopl@yee directors are granted an option
to acquire 30,000 shares of Common Stock upon ihigisl election to the Board ("INITIAL OPTIONS"On the fourth anniversary of a non-
employee director's initial election to the Boandi@n each subsequent anniversary, the directbbaiéntitled to receive an option to acquire
10,000 shares of Common Stock ("ANNUAL OPTIONSH)tial Options vest and become exercisable in egnabal installments on each of
the first through third anniversaries of the ddtgrant. Annual Options are fully vested and imnag¢elly exercisable on their date of grant. As
of October 31, 1999, there were options for 180 §ltdres outstanding under the Director Plan.

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTI CIPATION

The current members of the Board's Compensationn@itte® are Messrs. Woolard and Chang, neither @imvts an employee of the
Company. No person who was an employee of the Coynipdfiscal year 1999 served on the Compensatiomi@ittee in fiscal year 1999.
During fiscal year 1999, no executive
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officer of the Company (i) served as a member efdbmpensation committee (or other board commyéetrming similar functions or, in
the absence of any such committee, the board eftdirs) of another entity, one of whose executffiears served on the Company's
Compensation Committee, (ii) served as a direct@nother entity, one of whose executive officarssed on the Company's Compensation
Committee, or (iii) served as a member of the campon committee (or other board committee perfiogmsimilar functions or, in the
absence of any such committee, the board of dir€ctd another entity, one of whose executive efficserved as a director of the Company.

COMPANY STOCK PERFORMANCE

The following graph shows a five-year comparisocuhulative total shareholder return, calculatecdatividend reinvested basis, for the
Company, the S&P 500 Composite Index (the "S&P p@ad the S&P Computers (Hardware) Index (the "INETRY INDEX"). The graph
assumes $100 was invested in each of the Commaik,3he S&P 500 and the Industry Index on SepterBbed994. Data points on the
graph are annual. Note that historic stock priagopmance is not necessarily indicative of futuieck price performance.

CUMULATIVE TOTAL RETURN
BASED UPON AN INITIAL INVESTMENT OF $100 ON SEPTEMB ER 30, 1994
WITH DIVIDENDS REINVESTED

EDGAR REPRESENTATION OF DATA POINTS USED IN PRINTED GRAPHIC

CUMULATIVE TOTAL RETURN

BASED UPON AN INITIAL INVESTMENT OF $100 ON SEPTEMB ER 30,
1994

WITH DIVIDENDS REINVESTED

Apple Computer Inc. S&P 500 S&P Comput ers (Hardware)
30-Sep-94 $100 $100 $100
29-Sep-95 $112  $130 $143
27-Sep-96 $67 $156 $173
26-Sep-97 $64  $219 $322
25-Sep-98 $117  $246 $391
25-Sep-99 $196  $304 $633

SOURCE: GEORGESON SHAREHOLDER COMMUNICATION INC.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The following table sets forth certain informatias of November 30, 1999 (the "TABLE DATE") with pest to the beneficial ownership of
the Company's Common Stock by (i) each person tmepany believes beneficially holds more than 5%hefoutstanding shares of Comn
Stock; (ii) each director; (iii) each Named ExeeatOfficer listed in the Summary Compensation Tallder the heading "EXECUTIVE
COMPENSATION" and (iv) all directors and executfdicers as a group. On the Table Date, 161,159sP8ites of Common Stock were
issued and outstanding. Unless otherwise indicatéedersons named as beneficial owners of Comntock$have sole voting power and sole
investment power with respect to the shares inditas beneficially owned.

SECURITY OWNERSHIP OF DIRECTORS, NOMINEES AND EXECU TIVE OFFICERS

SHARES OF COMMON STOCK

NAME OF BENEFICIAL OWNER BENEFICIALLY OWNED(1)
Fred D. Anderson.........cccccvvveeeeveeeeeeennn. 63,836(2)
William V. Campbell...........cccccoviiiiinnnns 20,251(3)
Gareth C. C. Chang.......ccccouveeiniiieeeniinns 22,000(3)
Timothy D. Cook 0
Millard S. Drexler........cccoceevvcneeiennnnnne. 0
Lawrence J. EllisoN........ccccoovviieieniinnnn. 20,000(3)
Steven P. JODbS.......ccoooiiiiiiiien 20,001(3)
Mitchell Mandich............cccceiniiiiennn. 197,980(4)
Jonathan Rubinstein..........cccccccovviiinnnes 77,319(5)
Edgar S. Woolard, Jr.........ccceecvveeeriinnnnn. 18,000
Jerome B. YOrK......cccoooiiieiiiniiiiiene, 30,000(3)
All executive officers and directors as a group

(14 PEISONS)..ueeeiiieiieeeeeeeeieseiiiiiieaens 781,315(6)

(1) All amounts listed in this table represent lgsm 1% of the issued and outstanding shares win@m Stock on the Table Date.
(2) Includes 62,500 shares of Common Stock whichAiderson has the right to acquire by exercisst@tk options.

(3) Includes 20,000 shares of Common Stock whickdvke Campbell, Chang, Ellison, Jobs and York dasle the right to acquire by
exercise of stock options.

(4) Constitutes 197,980 shares of Common Stockwkic Mandich has the right to acquire by exeragstock options.
(5) Includes 75,000 shares of Common Stock whichRMibinstein has the right to acquire by exercfsgack options.

(6) Represents shares of Common Stock held by édugixe officers and directors and options heldbgh individuals that were exercisable
at the Table Date or within 60 days thereafter.

ITEM 13. ARRANGEMENTS WITH NAMED EXECUTIVE OFFICERS
EMPLOYMENT AGREEMENTS WITH NAMED EXECUTIVE OFFICERS

The Company entered into an employment agreemehthiri. Anderson effective April 1, 1996, pursuamtithich he serves as Executive
Vice President and Chief Financial Officer of then@pany. Pursuant to his agreement, Mr. Andersentiled to an annual base salary of no
less than $500,000. If Mr. Anderson's employmergiiminated by the Company without "Cause" at &mg tduring the five-year period
following April 1, 1996, he will be entitled to reive a lump sum severance payment equal to theoftis annual base salary and target
bonus, if any. Mr. Anderson's agreement generalfinds
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"Cause" to include a felony conviction, willful dissure of confidential information or willful armbntinued failure to perform his
employment duties.

In February 1998, Mr. Cook joined the Company as@eVice President, Worldwide Operations. Under thrms of his employment, he is
entitled to an annual base salary of no less tH&0$00. In addition, Mr. Cook received a one-timréng bonus in the amount of $500,000
and a stock option grant with a sell-back provisibine sell-back provision provides that during filke-day period starting on the second
anniversary of his commencement of employment, &g ehect to sell all of his remaining vested andasted options and shares (obtained
through the exercise of such options) back to the@any for the sum of $3 million less any profits. ook has realized to date through the
exercise and sale of such options (the "Sell-bguo@"). During fiscal 1999, Mr. Cook realized nbfits from the exercise and sale of his
options in excess of $3 million. The Sell-back ©pthas no future effect. If Mr. Cook's employmentsrminated by the Company without
"Cause" during the first two years of his employmée will be entitled to receive an amount eqo&800,000 minus the total base salary he
has received since the start of his employment.

CHANGE IN CONTROL ARRANGEMENTS--STOCK OPTIONS

In the event of a "change in control" of the Compaail outstanding options under the Company'skstgtion plans, except the Director
Stock Option Plan, will, unless otherwise deterrdibg the plan administrator, become exercisabfalinand will be cashed out at an amo
equal to the difference between the applicablerighan control price" and the exercise price. Tlre®or Stock Option Plan provides that
upon a "change in control" of the Company, all wsted options held by non-employee directors witbaatically become fully vested and
exercisable and will be cashed out at an amourdléquhe difference between the applicable "changm®ntrol price" and the exercise price
of the options. A "change in control" under thelmp is generally defined as (i) the acquisitioraby person of 50% or more of the
combined voting power of the Company's outstandewyrities or (ii) the occurrence of a transact&muiring shareholder approval and
involving the sale of all or substantially all diet assets of the Company or the merger of the Caynpéh or into another corporation.

In addition, options granted to Timothy D. Cook,ndg R. Heinen, Mitchell Mandich and Sina Tamaddoovle that in the event there is a
"change in control", as defined in the Companyslsbption plans, and if in connection with or élling such "change in control”, their
employment is terminated without "Cause" or if typuld resign for "Good Reason", those optionstantling that are not yet vested and
exercisable as of the date of such "change in abnghall become fully vested and exercisable. €salty, "Cause" is defined to include a
felony conviction, willful disclosure of confideatiinformation or willful and continued failure ferform his or her employment duties.
"Good Reason" includes resignation of employmera gesult of a substantial diminution in positiardaties, or an adverse change in title or
reduction in annual base salary.

CHANGE IN CONTROL ARRANGEMENTS--RETENTION AGREEMENT S

The Company was a party to retention agreemergs'RETENTION AGREEMENTS") with three executive affirs (Messrs. Anderson,
Rubinstein and Tevanian) providing for certain caajiments in the event of a termination of emplayniellowing a change in control of tl
Company. In March, 1999, Messrs. Anderson, Rubimsted Tevanian agreed to waive any rights they heae under the Retention
Agreements. In exchange, all options previousiyggd to Messrs. Anderson, Rubinstein and Tevaniene wmended to include a "change in
control" provision similar to the provision contathin option grants to Messrs. Cook, Mandich, Tahoadand Ms. Heinen.
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

In connection with the Company's use of aircratrémsport its executive officers, the Company @gadroximately $102,865 during fiscal
year 1999 to Wing & A Prayer, a company wh-owned by Lawrence J. Ellison.
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REPORT OF THE COMPENSATION COMMITTEE
OF THE BOARD OF DIRECTORS ON EXECUTIVE COMPENSATION

The Company's executive compensation program israstered by the Compensation Committee of the B@Directors (the
"COMMITTEE"). The role of the Committee, which isroprised of two outside non-employee director#p ieview and approve the base
salaries, bonuses, stock options and other compiensd the executive officers and management-leweployees of the Company. The
Committee also administers the Company's stocloogians and makes grants to executive officergutiee 1998 Executive Officer Stock
Plan (the "1998 Plan").

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

CASH COMPENSATION

The Company reviews executive compensation sunvelysth the computer industry and general industrgnsure that the total cash
compensation provided to executive officers andoseananagement remains at a competitive level tdoknthe Company to attract and retain
management personnel with the talents and skiligired to meet the challenges of a highly competitndustry. The compensation of
executive officers, other than Mr. Jobs, interimeZlExecutive Officer, is reviewed annually by tBemmittee.

BONUSES

For fiscal year 1999, the Compensation Committgrayed the FY99 Vice Presidents and Directors IticerBonus Plan (the "BONUS
PLAN"), under which cash bonuses for employeebaltavel of director and above were determineddasespecified revenue, unit
shipments and profit targets for the Company. Beedhe Company did not achieve the metrics spddifi¢he Bonus Plan, no payments
were made thereunder. Executive officers and mesniifethe Board of Directors are not eligible totapate in the Bonus Plan.

EQUITY-BASED COMPENSATION

In fiscal year 1999, the Compensation Committeetemsized equitypased compensation, principally in the form of ops, as the cornerstc

of the Company's executive compensation programitfEgwards are typically set by the Compensatiom@ittee based on industry
surveys, each officer's individual performance ackievements, market factors and the recommendatiomanagement. In fiscal year 1999,
executive officers were eligible to receive gramitstock options under the 1998 Plan. In additexgcutive officers were eligible to
participate in the Company's Employee Stock PueciRdan.

During fiscal year 1999, all of the executive offis of the Company received new option grants utidet998 Plan. The Options granted
under the 1998 Plan were at an exercise price equlé fair market value of the Common Stock andhte of grant and generally vest in
unequal increments over a five-year period aftangrsubject to the participant's continued emplaynwith the Company. All options
granted under the 1998 Plan expire ten years fhentléte of grant, unless a shorter term is proviidélde option agreement or the
participant's employment with the Company ends figefloe end of such ten-year period.

COMPENSATION OF THE CHIEF EXECUTIVE OFFICER
Mr. Jobs, the Company's interim Chief Executiveiceif, received $1 for the services he performedtferCompany in fiscal year 1999.
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SECTION 162(m)

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

MEMBERS OF THE COMPENSATION COMMITTEE
Edgar S. Woolard, Jr. (Chairman) Gareth C.C. Chang
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PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K
(a) Items Filed as Part of Report:
1. Financial Statements

The financial statements of the Company as sdt forthe Index to Consolidated Financial Statemantier Part Il, Item 8 of this Form 10-K
are hereby incorporated by reference.

2. Financial Statement Schedule

The financial statement schedule of the Comparsetforth in the Index to Consolidated Financi@t&mnents under Part Il, Iltem 8 of this
Form 10-K is hereby incorporated by reference.

3. Exhibits
The exhibits listed under Item 14(c) are filed ast jpf this Form 10-K.
(b) Reports on Form 8-K

A current report on form 8-K dated September 3,9198s filed by the Registrant with the Securided Exchange Commission to report
under Item 5 thereof the press release issuectpuhlic on September 3, 1999, regarding the Cogipaettlement of a shareholder
derivative action.

A current report on form 8-K dated July 16, 199%\ited by the Registrant with the Securities amdiange Commission to report under
Item 5 thereof the press release issued to thecpmblJuly 14, 1999, reporting the Company's ptarepurchase shares of its common stock.

A current report on form 8-K dated December 23,818@s filed by the Registrant with the Securitied &xchange Commission to report
under Item 8 thereof the amendment to the Compéisya year end. The Company's fiscal calendaramsnded to move the fiscal year

from the last Friday in September to the last Sktyiin September.

(c) Exhibits

EXHIBIT

NUMBER NOTES*

------------- DESCRIPTION

2 97/1Q Agreement and Plan of M erger Among Apple Computer, Inc.,
Blackbird Acquisition C orporation and NeXT Software, Inc.,
dated as of December 20 , 1996.

3.1 88-S3  Restated Articles of In corporation, filed with the Secretary
of State of the State o f California on January 27, 1988.

3.2 99/2Q Amendment to Restated A rticles of Incorporation, filed with
the Secretary of State of the State of California on
February 5, 1990.

3.3 99K By-Laws of the Company, as amended through October 6, 1999.

4.1 89-8A Common Shares Rights Ag reement dated as of May 15, 1989
between the Company and the First National Bank of Boston,
as Rights Agent.

41.1 96-S3/A Indenture, dated as of June 1, 1996, between the Company and
Marine Midland Bank, as Trustee, relating to the 6%
Convertible Subordinate d Notes due June 1, 2001.

4.2 94/2Q Indenture dated as of F ebruary 1, 1994, between the Company
and Morgan Guaranty Tru st Company of New York (the
"Indenture").

421 96-S3/A  Form of the 6% Converti ble Subordinated Notes due June 1,
2001 included in Exhibi t4.1.1.

4.3 94/2Q  Supplemental Indenture dated as of February 1, 1994, among

the Company, Morgan Gua
resigning trustee, and

* Notes appear on pages 80-81.
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EXHIBIT
NUMBER

4.4

4.5

4.8

4.9

4.10

10.A1

10.A.2

10.A.3

10.A.3-1

10.A.3-2

10.A5

10.A.6

10.A.7

10.A.8

10.A.15-1

10.A.25

10.A.26

10.A.26-1

10.A.27

NOTES*

------ DESCRIPTION
96-S3/A Specimen Certific
Computer, Inc. (I
the Company's Reg

no. 33-62310) fil
Commission on May

94/2Q Officers' Certifi
Section 301 of th
Company's 6 1/2%

94/2Q Form of the Compa

96-S3/A Registration Righ
Company and Goldm
Incorporated.

97K Certificate of De

Non-Voting Conver
Computer Inc.

97K Registration Righ
between Apple Com

93/3Q** 1981 Stock Option
91K** 1987 Executive Lo

91K** Apple Computer, |
and restated effe

92K** Amendment of Appl
Plan dated March

97/2Q** Amendment No. 2 t
Investment Plan.
98/1Q** 1990 Stock Option

9OK** Apple Computer, |
amended through O
96/1Q** 1996 Senior/Execu

91K** Form of Indemnifi
each officer of t

93K-10A.15** 1993 Executive Re

96/1Q** Summary of Princi
and Gilbert F. Am

96/2Q** Employment Agreem
Registrant and Gi

97/3Q** Amendment to Empl
between Apple Com

96/2Q** Employment Agreem
Registrant and Ge

(3) Notes appear on pages 80-81.

ate of Common Stock of Apple

ncorporated by reference to Exhibit 4.5 to
istration Statement on Form S-3 (file

ed with the Securities and Exchange

6, 1993.).

cate, without exhibits, pursuant to

e Indenture, establishing the terms of the
Notes due 2004.

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

ts Agreement, dated June 7, 1996 among the
an, Sachs & Co. and Morgan Stanley & Co.

termination of Preferences of Series A
tible Preferred Stock of Apple

ts Agreement, dated as of August 11, 1997,
puter, Inc. and Microsoft Corporation.

Plan, as amended.

ng Term Stock Option Plan.

nc. Savings and Investment Plan, as amended
ctive as of October 1, 1990.

e Computer, Inc. Savings and Investment
1, 1992.

o the Apple Computer, Inc. Savings and

Plan, as amended through November 5, 1997.

nc. Employee Stock Purchase Plan, as
ctober 6, 1999.

tive Incentive Bonus Plan.

cation Agreement between the Registrant and
he Registrant.

stricted Stock Plan.

pal Terms of Employment between Registrant
elio.

ent dated February 28, 1996, between
Ibert F. Amelio.

oyment Agreement, dated May 1, 1997,
puter, Inc. and Gilbert F. Amelio.

ent dated February 26, 1996, between
orge M. Scalise.

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

10.A.31

10.A.32

10.A.33

10.A.34

10.A.35

10.A.36

10.A.40

10.A41

10.A.42

10.A.43

10.A.44

10.A.45

NOTES*

------ DESCRIPTION

96/2Q** Employment Agreement da
and Fred D. Anderson, J

96/2Q** Retention Agreement dat
and Fred D. Anderson, J

96/2Q** Employment Agreement da
and John Floisand.

96/2Q** Employment Agreement da
Japan, Inc. and John FI

96/3Q** Employment Agreement da
and Robert M. Calderoni

96/3Q** Employment Agreement da
and Ellen M. Hancock.

96/3Q** Retention Agreement dat
and Ellen M. Hancock.

96/3Q** Retention Agreement dat
and George M. Scalise.

96/3Q**  Airplane Use Agreement
Registrant, Gilbert F.

96K**  Employment Agreement ef
Registrant and G. Frede

97/1Q** Employment Agreement ef
Registrant and John B.

97/2Q**  Senior Officers Restric
amended through March 2

97/2Q** NeXT Computer, Inc. 199
97/2Q** Non-Employee Director S

97/3Q** Retention Agreement dat
Computer, Inc. and Fred

* Notes appear on pages 80-81.

** Represents a management contract or compensplanyor arrangement.

ted March 4, 1996, between Registrant
r.

ed March 4, 1996, between Registrant
r.

ted April 2, 1996, between Registrant
ted April 3, 1996, between Apple
oisand.

ted June 13, 1996, between Registrant
ted June 25, 1996, between Registrant
ed June 25, 1996, between Registrant
ed June 27, 1996, between Registrant
dated June 27, 1996, among

Amelio and Aero Ventures.

fective June 3, 1996, between
rick Forsyth.

fective December 2, 1996, between
Douglas lll.

ted Performance Share Plan, as
5, 1997.

0 Stock Option Plan, as amended.
tock Plan.

ed May 1, 1997 between Apple
D. Anderson.



EXHIBIT
NUMBER

10.A.49

10.A.50

10.A51

10.B.1

10.B.7

10.B.8

10.B.9

10.B.11

10.B.12

10.B.13

10.B.14

10.B.16

10.B.17

21

231

24

27

NOTES*

------ DESCRIPTION

97K**  Resignation Agreement d
Registrant and Gilbert

97K**  Retention Agreement dat
Jon Rubenstein.

97K**  Retention Agreement dat
Avie Tevanian.

99K** 1997 Employee Stock Opt
6, 1999.

98/2Q** 1997 Director Stock Opt

99K** 1998 Executive Officer
October 6, 1999.

88K-10.1 Master OEM Agreement da

the Company and Tokyo E

91-8K-7 Know-how and Copyright
Architecture) dated as
the Registrant.

91-8K-8 Participation in the Cu
Registrant dated as of
the Registrant.

91-8K-9 Agreement for Purchase
Manufacturer) dated as
the Registrant.

91K  Agreement dated October
and the Registrant.

92K Microprocessor Requirem
between the Registrant

96/2Q  Restructuring Agreement
Registrant, Taligent, |
Machines Corporation.

96/2Q  Stock Purchase Agreemen
Registrant and SCI Syst

96/3Q  Fountain Manufacturing
Registrant and SCI Syst

97K  Preferred Stock Purchas
1997, between Apple Com
Corporation.
Subsidiaries of the Com
Consent of Independent

Power of Attorney.

Financial Data Schedule

(4) Notes appear on pages 80-81.

** Represents a management contract or compensplanyor arrangement

ated September 22, 1997 between
F. Amelio.

ed May 1, 1997 between Registrant and

ed May 1, 1997 between Registrant and

ion Plan, as amended through October

ion Plan.

Stock Plan, as amended through
ted as of January 26, 1988 between
lectric Co. Ltd.

License Agreement (Power PC

of September 30, 1991 between IBM and

stomer Design Center by the
September 30, 1991 between IBM and

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

9, 1991 between Apple Corps Limited
ents Agreement dated January 31, 1992
and Motorola, Inc.

dated December 14, 1995, among

nc. and International Business

t dated April 4, 1996 between

ems, Inc.

Agreement dated May 31, 1996 between
ems, Inc.

e Agreement, dated as of August 5,
puter, Inc. and Microsoft
pany.
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88-S3

88K-10.1

89-8A

90/2Q

91K

91-8K-7

91-8K-8

91-8K-9

92K

93K-10.A.15

93/3Q

94/2Q

96/1Q

96/2Q

96/3Q

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

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

Incorporated by reference to
Form 10-K. Confidential trea
these agreements has been gr

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

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

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

Incorporated by reference to
Form 8-K.

Incorporated by reference to
Form 8-K.

Incorporated by reference to
Form 8-K.

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

Incorporated by reference to
Form 10-K.

Incorporated by reference to
Quarterly Report on Form 10-
June 25, 1993.

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

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

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

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

96-S3/A-4.1.1, Incorporated by reference to

-4.2.1,-4.3.1,
-4.8
96K

97/1Q

97/2Q

Company's Registration State
1996.

Incorporated by reference to
on Form 10-K for the fiscal

Incorporated by reference to
Report on Form 10-Q for the

Incorporated by reference to
Report on Form 10-Q for the

Exhibit 10.22 to the Company's
or the fiscal year ended
8 Form 10-K").

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

Exhibit 10.1 to the 1988
tment as to certain portions of
anted.

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

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

the exhibit of that number in
on Form 10-K for the fiscal year
e "1991 Form 10-K").

Exhibit 7 to the October 1991

Exhibit 8 to the October 1991

Exhibit 9 to the October 1991

the exhibit of that number in

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

Exhibit 10.A.15 to the 1993

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

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

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

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

the exhibit of that number in
rt on Form 10-Q for the quarter
the exhibit 4.1, 4.2, 4.3, and 4.8, respectively,

ment on Form S-3/A (file no. 333-10961) filed Octob

the exhibit of that number in the Company's Annual

year ended September 27, 1996 (the "1996 Form 10-K"

the exhibit of that number in the Company's Quarte
quarter ended December 27, 1996.

the exhibit of that number in the Company's Quarte
quarter ended March 28, 1997.
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97/3Q

97K

98/1Q

98/2Q

99/2Q

99/3Q

99K

Incorporated by reference to the
the Company's Quarterly Report on
ended June 27, 1997.

Incorporated by reference to the
the Company's Annual Report on Fo
ended September 26, 1997 (the "19

Incorporated by reference to the
the Company's Quarterly Report on
ended December 26, 1997.

Incorporated by reference to the
the Company's Quarterly Report on
ended March 27, 1998.

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

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

Filed as an exhibit to this Annua
the fiscal year ended September 2

(d) Financial Statement Schedule

See Item 14(a)(2) of this Form 10-K.
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Form 10-Q for the quarter

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

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized, this 21st day of December 1999.

APPLE COMPUTER, INC.

By: /sl FRED D. ANDERSON

Fred D. Anderson
EXECUTIVE VICE PRESIDENT AND
CHIEF FINANCIAL OFFICER

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

may do or cause to be done by virtue hereof.

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

NAME TITLE DATE
i nterim Chief Executive
/sl STEVEN P. JOBS Officer and Director
(Principal Executive December 21, 1999
STEVEN P. JOBS Officer)
E xecutive Vice President
/sl FRED D. ANDERSON and Chief Financial
Officer (Principal December 21, 1999
FRED D. ANDERSON Financial Officer)
/sl WILLIAM V. CAMPBELL
D irector December 21, 1999
WILLIAM V. CAMPBELL
/sl GARETH C.C. CHANG
D irector December 21, 1999
GARETH C.C. CHANG
/sl MILLARD S. DREXLER
D irector December 21, 1999

MILLARD S. DREXLER
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NAME TITLE DATE

/sl LAWRENCE J. ELLISON

D irector December 21, 1999
LAWRENCE J. ELLISON
/sl EDGAR S. WOOLARD, JR.
D irector December 21, 1999
EDGAR S. WOOLARD, JR.
/s/ JEROME B. YORK
D irector December 21, 1999

JEROME B. YORK
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Exhibit 3.3
BY-LAWS
OF
APPLE COMPUTER, INC.
(a California corporation)
(as amended through October 6, 1999)
Article |
OFFICES

SECTION 1.1: PRINCIPAL OFFICE. The principal exdeatoffice for the transaction of the businesshi torporation shall be 1 Infinite
Loop, Cupertino, California 95014. The Board ofd®iiors is hereby granted full power and authodtghange the location of the principal
executive office from one location to another.

SECTION 1.2: OTHER OFFICES. One or more branchtbeiosubordinate offices may at any time be fixed lcated by the Board of
Directors at such place or places within or withitnet State of California as it deems appropriate.

Article Il
DIRECTORS

SECTION 2.1: EXERCISE OF CORPORATE POWERS. Excspitherwise provided by these By-Laws, by the Agtiof Incorporation of
this corporation or by the laws of the State ofif6atia now or hereafter in force, the business affidirs of this corporation shall be managed
and all corporate powers shall be exercised byndeuthe direction of the Board of Directors.

SECTION 2.2: NUMBER. The number of directors of twgporation shall be not less than five (5) norenthan nine (9). The exact number
of directors shall be seven (7) until changed witthie limits specified above, by a by-law amendhig section, duly adopted by the Board of
Directors or by the shareholders. The indefinitsmbar of directors may be changed, or a definitelmmfixed without provision for an
indefinite number, by a duly adopted amendmenhéoArticles of Incorporation or by an amendmerthis by-law duly adopted by the vote
or written consent of holders of a majority of the&standing shares entitled to vote; provided, h@rghat an amendment reducing the fixed
number or the minimum number of directors to a neniéss than five (5) cannot be adopted if thes/otest against its adoption at a meeting
of the shareholders, or the shares not consentitiggicase of action by written consent, are efqualore than 16-2/3% of the outstanding
shares entitled to vote. No amendment may charegstétted maximum number of authorized directoesrtamber greater than two times the
stated minimum number of directors minus one.

SECTION 2.3: NEED NOT BE SHAREHOLDERS. The direstof this corporation need not be shareholderkisfdorporation.

SECTION 2.4: COMPENSATION. Directors and membersahmittees may receive such compensation, if mytheir services as may be
fixed or determined by resolution of the Board dfdotors. Nothing herein contained shall be corstrio preclude any director from serving
this corporation in any other capacity and recg\winompensation therefor.

SECTION 2.5: ELECTION AND TERM OF OFFICE. Throughdauntil immediately prior to the annual meetingsbfreholders to be held
fiscal year 2000, the directors shall be divided ivo classes, designated Class | and Classdh eansisting of one-half of the directors or
as close an approximation as possible, and eaebtdirshall serve for a term running until the secannual meeting of shareholders
succeeding his or her election and until his orduexcessor shall have been duly elected and qdilifrovided, however, that the terms of all
directors shall expire at the annual meeting ofediaders to be held in fiscal year 2000. Commemeirnthe annual meeting of shareholde
be held in fiscal year 2000, each director shakleeted to serve until the annual meeting of dtwders held in the following fiscal year or
until his or her successor shall have been dulsteteand qualified.

SECTION 2.6: VACANCIES. A vacancy or vacancies ba Board of Directors shall exist in case of thatderesignation or removal of any
director, or if the authorized number of directmsrincreased, or if the shareholders fail, at amyual meeting of shareholders at which any
director is elected, to elect the full authorizesnier of directors to be voted for at that meetirtge Board of Directors may declare vacant
the office of a director if he or she is declarédimsound mind by an order of court or convictecé é¢lony or if, within 60 days after notice
his or her election, he or she does not accepiffie. Any vacancy, except for a vacancy creatgddmoval of a director as provided in
Section 2.7 hereof, may be filled by a
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person selected by a majority of the remainingadines then in office, whether or not less than argm, or by a sole remaining director.
Vacancies occurring in the Board of Directors bgsan of removal of directors shall be filled onlydpproval of shareholders. The
shareholders may elect a director at any timdltariy vacancy not filled by the directors. Any Buglection by written consent requires the
consent of a majority of the outstanding sharesledto vote. If, after the filling of any vacanby the directors, the directors then in office
who have been elected by the shareholders shatitae less than a majority of the directors threaoffice, any holder or holders of an
aggregate of 5% or more of the total number ofeshat the time outstanding having the right to ¥otesuch directors may call a special
meeting of shareholders to be held to elect thieeeBbard of Directors. The term of office of anyedtor shall terminate upon such election
of a successor. Any director may resign effectigerugiving written notice to the Chairman of thealBd if any, the Chief Executive Officer,
the President, the Secretary or the Board of Dirsatf this corporation, unless the notice spesifidater time for the effectiveness of such
resignation. Ifthe resignation is effective at tufe time, a successor may be elected to takeeofflten the resignation becomes effective. A
reduction of the authorized number of directordist@ remove any director prior to the expiratimihsuch director's term of office.

SECTION 2.7: REMOVAL. The entire Board of Directansany individual director may be removed withoatise from office by an
affirmative vote of a majority of the outstandirttases entitled to vote; provided that, unless titeeeBoard of Directors is removed, no
director shall be removed when the votes cast agemoval, or not consenting in writing to suctnoeal, would be sufficient to elect such
director if voted cumulatively (without regard tdether such shares may be voted cumulatively) atestion at which the same total num
of votes were cast, or, if such action is takemiijten consent, all shares entitled to vote wearted, and either the number of directors
elected at the most recent annual meeting of shittets, or if greater, the number of directorsvidiom removal is being sought, were then
being elected. If any or all directors are so reathwnew directors may be elected at the same ngeetiat a subsequent meeting. If at any
time a class or series of shares is entitled tct elee or more directors under authority grantethieyArticles of Incorporation of this
corporation, the provisions of this Section 2.7liskaply to the vote of that class or series anttadhe vote of the outstanding shares as a
whole.

SECTION 2.8: POWERS AND DUTIES. Without limitingalgenerality or extent of the general corporategrevo be exercised by the
Board of Directors pursuant to Section 2.1 of tHége aws, it is hereby provided that the Board afedtors shall have full power with
respect to the following matters:

(a) To purchase, lease, and acquire any and alslof property, real, personal or mixed, and adigsretion to pay therefor in money, in
property and/or in stocks, bonds, debentures @rathcurities of this corporation.

(b) To enter into any and all contracts and agregsnehich in its judgment may be beneficial to ithterests and purposes of this corporation.

(c) To fix and determine and to vary from timeitog the amount or amounts to be set aside or extas reserve funds or as working capital
of this corporation or for maintenance, repairplaeements or enlargements of its properties.

(d) To declare and pay dividends in cash, shardf®aproperty out of any funds of this corporatairthe time legally available for the
declaration and payment of dividends on its shares.

(e) To adopt such rules and regulations for thelaonof its meetings and the management of théraffd this corporation as it may deem
proper.

(f) To prescribe the manner in which and the pexmgpersons by whom any or all of the checks, draibtes, bills of exchange, contracts and
other corporate instruments shall be executed.

(9) To accept resignations of directors; to declaeant the office of a director as provided inti®ec2.6 hereof; and, in case of vacancy ir
office of directors, to fill the same to the extpnovided in Section 2.6 hereof.

(h) To create offices in addition to those for whjmrovision is made by law or these By-Laws; taeénd remove at pleasure all officers of
this corporation, fix their terms of office, prea their powers and duties, limit their authortyd fix their salaries in any way it may deem
advisable which is not contrary to law or theselByvs; and, if it sees fit, to require from the offis or any of them security for faithful
service.

(i) To designate some person to perform the datiesexercise the powers of any officer of this oosion during the temporary absence or
disability of such officer.

()) To appoint or employ and to remove at pleasueh agents and employees as it may see fit, sziioe their titles, powers and duties,
limit their authority, and fix their salaries inyaway it may deem advisable which is not contrarlatv or these By-Laws; and, if it sees fit, to
require from them or any of them security for faittperformance.
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(k) To fix a time in the future, which shall not breore than 60 days nor less than 10 days pridraalate of the meeting nor more than sixty
(60) days prior to any other action for which ifileed, as a record date for the determinatiorhefghareholders entitled to notice of and to
vote at any meeting, or entitled to receive anynpayt of any dividend or other distribution, or athent of any rights, or entitled to exercise
any rights in respect of any other lawful actionglan such case only shareholders of record ondhe so fixed shall be entitled to notice of
and to vote at the meeting or to receive the divijelistribution or allotment of rights or to exiscthe rights, as the case may be,
notwithstanding any transfer of any shares on tiek® of this corporation after any record datedias aforesaid. The Board of Directors 1
close the books of this corporation against trassfé shares during the whole or any part of sierfiog.

() To fix and locate from time to time the prinaipffice for the transaction of the business @ torporation and one or more branch or
other subordinate office or offices of this corgama within or without the State of California; tiesignate any place within or without the
State of California for the holding of any meetmgmeetings of the shareholders or the Board ofddrs, as provided in Sections 10.1 and
11.1 hereof; to adopt, make and use a corporateassehto prescribe the forms of certificates foar®es and to alter the form of such seal and
of such certificates from time to time as in itdgment it may deem best, provided such seal artdertificates shall at all times comply
with the provisions of law now or hereafter in effe

(m) To authorize the issuance of shares of sto¢kisfcorporation in accordance with the laws ef 8tate of California and the Articles of
Incorporation of this corporation.

(n) Subject to the limitation provided in Sectioha hereof, to adopt, amend or repeal from timénte and at any time these By-Laws and
any and all amendments thereof.

(o) To borrow money and incur indebtedness on thelidhis corporation, including the power and aurtty to borrow money from any of the
shareholders, directors or officers of this corgiora and to cause to be executed and deliveredftiren the corporate name promissory
notes, bonds, debentures, deeds of trust, mortgplgelges, hypothecations, or other evidences lnff aled securities therefor, and the note or
other obligation given for any indebtedness of ttugporation, signed officially by any officer officers thereunto duly authorized by the
Board of Directors shall be binding on this corpianma

(p) To designate and appoint committees of the @oaDirectors as it may see fit, to prescribe ttih@mes, powers and duties and limit their
authority in any way it may deem advisable whichas contrary to law or these By-Laws.

(q) Generally to do and perform every act and thithgtsoever that may pertain to the office of aatior or to a board of directors.
Article Ill
OFFICERS

SECTION 3.1: ELECTION AND QUALIFICATIONS. The offars of this corporation shall consist of a Chie&é&ixtive Officer, a President,
one or more Vice Presidents, a Secretary, a Cliein€ial Officer and such other officers, includibgt not limited to, a Chairman of the
Board of Directors, a Treasurer, and Assistant@ades and Assistant Treasurers as the Boardretfrs shall deem expedient, who shall
be chosen in such manner and hold their officesdich terms as the Board of Directors may preschibg two or more of such offices may
be held by the same person. Any Vice Presidentstesd Treasurer or Assistant Secretary, respdgtivgay exercise any of the powers of
Chief Executive Officer, the President, the Chiefdrcial Officer, or the Secretary, respectivelydiected by the Board of Directors, and
shall perform such other duties as are imposed bhpuoror her by the By-Laws or the Board of Direstor

SECTION 3.2: TERM OF OFFICE AND COMPENSATION. Tharm of office and salary of each of said officemdl ¢he manner and time
the payment of such salaries shall be fixed anerdenhed by the Board of Directors and may be alténesaid Board from time to time at its
pleasure, subject to the rights, if any, of anceffiunder any contract of employment. Any officexymesign at any time upon written notict
this corporation, without prejudice to the righitsany, of this corporation under any contract toiet the officer is a party. If any vacancy
occurs in any office of this corporation, the Boafdirectors may elect a successor to fill sucbarey.

Article IV
CHAIRMAN OF THE BOARD

SECTION 4.1: POWERS AND DUTIES. The Chairman of Bward of Directors, if there be one, shall hawe gbwer to preside at all
meetings of the Board of Directors and shall hawehther powers and shall be subject to such dliges as the Board of Directors may
from time to time prescribe.
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Article V
CHIEF EXECUTIVE OFFICER
SECTION 5.1: POWERS AND DUTIES. The powers andekitf the Chief Executive Officer are:

(a) To act as the general manager and chief execatficer of this corporation and, subject to domtrol of the Board of Directors, to have
general supervision, direction and control of theibess and affairs of this corporation.

(b) To preside at all meetings of the shareholdats in the absence of the Chairman of the Boaifitbere be no Chairman, at all meetings
of the Board of Directors.

(c) To call meetings of the shareholders and mgetii the Board of Directors to be held at sucleirand, subject to the limitations
prescribed by law or by these By-Laws, at suchgdas he or she shall deem proper.

(d) To affix the signature of this corporation tbdeeds, conveyances, mortgages, leases, obligatimnds, certificates and other papers and
instruments in writing which have been authorizgdh® Board of Directors or which, in the judgmehthe Chief Executive Officer, should
be executed on behalf of this corporation; to signrificates for shares of stock of this corponatiand, subject to the direction of the Boar:
Directors, to have general charge of the propefrthise corporation and to supervise and controb#lters, agents and employees of this
corporation.

Article VA
PRESIDENT
SECTION 5A.1: POWERS AND DUTIES. The powers andekiof the President are:

(a) To act as the general manager of this corporand, subject to the control of the Board of Etives, to have general supervision, direc
and control of the business and affairs of thipoaation.

(b) To preside at all meetings of the shareholdats in the absence of the Chairman of the Boadldtfaan Chief Executive Officer or if there
be no Chairman or Chief Executive Officer, at allatings of the Board of Directors.

(c) To affix the signature of this corporation tbdeeds, conveyances, mortgages, leases, obligatimnds, certificates and other papers and
instruments in writing which have been authorizgdh® Board of Directors or which, in the judgmehthe President, should be executed on
behalf of this corporation; to sign certificates $hares of stock of this corporation; and, suliiethe direction of the Board of Directors, to
have general charge of the property of this cofpmaand to supervise and control all officers,rageand employees of this corporation.

SECTION 5A.2: PRESIDENT PRO TEM. If neither the @hean of the Board, the Chief Executive Officer fAresident, nor any Vice
President is present at any meeting of the Boamireictors, a President pro tem may be chosendsigie and act at such meeting. If neither
the Chief Executive Officer, the President nor ige President is present at any meeting of theettwdders, a President pro tem may be
chosen to preside at such meeting.
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Article VI
VICE PRESIDENT

SECTION. 6.1: POWERS AND DUTIES. The titles, powarsl duties of the Vice President or Vice Presglshall be prescribed by the
Board of Directors. In case of the absence, digghit death of the Chief Executive Officer, theeBident, the Vice President, or one of the
Vice Presidents, shall exercise all his or her pevaad perform all his or her duties. If there isrenthan one Vice President, the order in
which the Vice Presidents shall succeed to the popamed duties of the Chief Executive Officer ordfdent shall be as fixed by the Board of
Directors.

Article VII
SECRETARY
SECTION 7.1: POWERS AND DUTIES. The powers andekitf the Secretary are:

(a) To keep a book of minutes at the principal exge office of this corporation, or such otherqadaas the Board of Directors may order, of
all meetings of its directors and shareholders Withtime and place of holding, whether regulaspecial, and, if special, how authorized, the
notice thereof given, the names of those presdtiitettors' meetings, the number of shares presearipresented at shareholders' meetings
and the proceedings thereof.

(b) To keep the seal of this corporation and toxdffe same to all instruments which may require it

(c) To keep or cause to be kept at the principatetive office of this corporation, or at the offiof the transfer agent or agents, a record of
the shareholders of this corporation, giving thmes and addresses of all shareholders and the namdéelass of shares held by each, the
number and date of certificates issued for shardgtee number and date of cancellation of everiifizate surrendered for cancellation.

(d) To keep a supply of certificates for sharethaf corporation, to fill in all certificates issilieand to make a proper record of each such
issuance; provided that so long as this corporaiwil have one or more duly appointed and actigsfter agents of the shares, or any class
or series of shares, of this corporation, suchedutiith respect to such shares shall be performetith transfer agent or transfer agents.

(e) To transfer upon the share books of this catpmm any and all shares of this corporation; pitedithat so long as this corporation shall
have one or more duly appointed and acting traresgfents of the shares, or any class or seriesaoéshof this corporation, such duties with
respect to such shares shall be performed by sackfer agent or transfer agents, and the methodmdfer of each certificate shall be suk
to the reasonable regulations of the transfer agenhich the certificate is presented for transfied, also, if this corporation then has one or
more duly appointed and acting registrars, subiettie reasonable regulations of the registrartiichiva new certificate is presented for
registration; and provided, further, that no cexdife for shares of stock shall be issued or dediver, if issued or delivered, shall have any
validity whatsoever until and unless it has begneil or authenticated in the manner provided ini@ed2.3 hereof.

(f) To make service and publication of all notitkat may be necessary or proper and without comroaddection from anyone. In case of
the absence, disability, refusal or neglect of3beretary to make service or publication of anyoest then such notices may be served and/o
published by the Chief Executive Officer, the Pdesit or a Vice President, or by any person theceanthorized by either of them or by the
Board of Directors or by the holders of a majodfithe outstanding shares of this corporation.

(9) Generally to do and perform all such dutiepertain to such office and as may be required byBibard of Directors.
Article VIII
CHIEF FINANCIAL OFFICER
SECTION 8.1: POWERS AND DUTIES. The powers andekitf the Chief Financial Officer are:

(a) To supervise and control the keeping and miaiinig. of adequate and correct accounts of thisa@aton's properties and business
transactions, including accounts of its assethiliii@s, receipts, disbursements, gains, lossasital, surplus and shares. The books of accoun
shall at all reasonable times be open to inspettyoany director.

(b) To have the custody of all funds, securitiesdences of indebtedness and other valuable dodsnoéthis corporation and, at his or her
discretion, to cause any or all thereof to be digpddor the account of this corporation with sutdpository as may be designated from time
to time by the Board of Directors.
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(c) To receive or cause to be received, and to giveause to be given, receipts and acquittaneceadoeys paid in for the account of this
corporation.

(d) To disburse, or cause to be disbursed, allfwidhis corporation as may be directed by theeCkecutive Officer, the President or the
Board of Directors, taking proper vouchers for sdidbursements.

(e) To render to the Chief Executive Officer, thresident or to the Board of Directors, whenevdrezimay require, accounts of all
transactions as Chief Financial Officer and offthancial condition of this corporation.

(f) Generally to do and perform all such dutiepadain to such office and as may be required byBibard of Directors.
Article VIIIA
APPOINTED VICE PRESIDENTS, ETC.

SECTION 8A.1: APPOINTED VICE PRESIDENTS, ETC.; APROMENT, DUTIES, ETC. The Chief Executive Officef the corporation
shall have the power, in the exercise of his ordigeretion, to appoint additional persons to hadditions and titles such as vice president of
the corporation or a division of the corporatiorpogsident of a division of the corporation, or sdmsuch titles, as the business of the
corporation may require, subject to such limitsjgpointment power as the Board may determine. TedBshall be advised of any such
appointment at a meeting of the Board, and theiaprpent shall be noted in the minutes of the megfithe minutes shall clearly state that
such persons are non-corporate officers appoiniesbpnt to this Section 8A.| of these By-laws.

Each such appointee shall have such title, shalesa such capacity and shall have such autharityperform such duties as the Chief
Executive Officer of the corporation shall deterain

Appointees may hold titles such as "president" divasion or other group within the corporation,"gice president” of the corporation or of a
division or other group within the corporation. Hever, any such appointee, absent specific elebiadhe Board as an elected corporate
officer, (i) shall not be considered an officeratéal by the Board of Directors pursuant to Artitleof these By-Laws and shall not have the
executive powers or authority of corporate officelexcted pursuant to such Article Ill, (ii) shatitrbe considered (a) an "officer" of the
corporation for the purposes of Rule 3b-2 prom@datnder the Securities Exchange Act of 1934, amnded, and the rules and regulations
promulgated thereunder (collectively, the "Act")aor "executive officer" of the corporation for therposes of Rule 3b-7 promulgated under
the Act, and similarly shall not be considered affi¢er" of the corporation for the purposes of @t 16 of the Act (as such persons shall
be given the access to inside information of thppa@tion enjoyed by officers of the corporationjpa "executive officer" of the corporation
for the purposes of Section 14 of the Act or (B3@porate officer" for the purposes of Section 8f2he California Corporation Code (the
"Code"), except in any such case as otherwise redjly law, and (iii) shall be empowered to repnésemself or herself to third parties as
appointed vice president, etc., only, and shabin@owered to execute documents, bind the corpaoratietherwise act on behalf of the
corporation only as authorized by the Chief Exaeu®fficer or the President of the Corporation présolution of the Board of Directors.

An elected officer of the corporation may also sdrvan appointed capacity hereunder.
Article IX
EXECUTIVE COMMITTEE

SECTION 9.1: APPOINTMENT AND PROCEDURE. The Boafddrectors may, by resolution adopted by a majooit the authorized
number of directors, appoint from among its member&xecutive Committee of two or more members. Executive Committee may make
its own rules of procedure subject to Section hk&of, and shall meet as provided by such rulésy @r resolution adopted by the Board of
Directors (which resolution shall take precedenéenajority of the members of the Executive Comegtshall constitute a quorum, and in
every case the affirmative vote of a majority dfraémbers of the Committee shall be necessaryet@adoption of any resolution by such
Committee.

SECTION 9.2: POWERS. During the intervals betwdenrheetings of the Board of Directors, the Exeeau@ommittee, in all cases in which
specific directions shall not have been given leyBloard of Directors, shall have and may exerdigha powers and authority of the Board

of Directors in the management of the businessadfiaits of this corporation in such manner as then@ittee may deem best for the interests
of this corporation, except with respect to:

(a) any action for which California law also reeqsrshareholder approval,
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(b) the filling of vacancies on the Board of Diret or in the committee,

(c) the fixing of compensation of the directors $erving on the Board of Directors or on any corntesit

(d) the amendment or repeal of By-Laws or the ddapif new By-Laws,

(e) the amendment or repeal of any resolution ®@Bbard of Directors which by its express termsasso amendable or repealable,

(f) a distribution to the shareholders of this aogtion, except at a rate or in a periodic amountithin a price range determined by the Bc
of Directors,

(9) the appointment of other committees of the BaxrDirectors or the members thereof.
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Article X
MEETINGS OF SHAREHOLDERS

SECTION 10.1: PLACE OF MEETINGS. Meetings (whethegular, special or adjourned) of the shareholdétkis corporation shall be
held at the principal executive office for the Baation of business of this corporation, or at plage within or without the State which may
be designated by written consent of all the shddehs entitled to vote thereat, or which may begiested by resolution of the Board of
Directors. Any meeting shall be valid wherever héleld by the written consent of all the shareles$ entitled to vote thereat, given either
before or after the meeting and filed with the 8ty of this corporation.

SECTION 10.2: ANNUAL MEETINGS. The annual meetinigtioe shareholders shall be held at the hour d@@&:m. on the last Wednesday
in January in each year , if not a legal holidand & a legal holiday, then on the next succeedtinginess day not a legal holiday or at such
other time in a particular year as may be desighbyewritten consent of all the shareholders aditb vote thereat or which may be
designated by resolution of the Board of Direct&sch annual meetings shall be held at the plamad®ed pursuant to Section 10.1 hereof.
Said annual meetings shall be held for the purpbsiee election of directors, for the making of oeg of the affairs of this corporation and
the transaction of such other business as may tefioee the meeting.

SECTION 10.3: SPECIAL MEETINGS. Special meetingshaf shareholders for any purpose or purposes wdnats may be called at any
time by the President or by the Board of Directordyy two or more members thereof, or by one orentmlders of shares entitled to cast not
less than ten percent (10%) of the votes on therdedtate established pursuant to Section 10.8. Wegmest in writing sent by registered mail
to the Chief Executive Officer, President, Vicedtent or Secretary, or delivered to any such effin person, by any person or persons
entitled to call a special meeting of shareholdsush request, if sent by a shareholder or shadehglto include the information required by
Section 10.13), it shall be the duty of such officibject to the immediately succeeding senteimogause notice to be given to the
shareholders entitled to vote that a meeting véltdquested by the person or persons calling tletimge the date of which meeting, which
shall be set by such officer, to be not less tHad&ys nor more than 60 days after such requestapplicable, determination of the validity
of such request pursuant to the immediately sudogestntence. Within seven days after receivindp suaritten request from a shareholder
or shareholders of the corporation, the Board oéfors shall determine whether shareholders owmiidess than ten percent (10%) of the
shares as of the record date established pursuant t

Section 10.8 for such request support the callggexial meeting and notify the requesting partgasties of its finding.

SECTION 10.4: NOTICE OF MEETINGS. Notice of any rtieg of shareholders shall be given in writing fests than 10 nor more than 60
days before the date of the meeting to each shiaglexhentitled to vote thereat by the SecretaryroAsasistant Secretary, or other person
charged with that duty, or if there be no suchaeifior person, or in case of his or her neglectefusal, by any director or shareholder. The
notice shall state the place, date and hour offrtbeting and (i) in the case of a special meetimggeneral nature of the business to be
transacted, and no other business may be transactgi) in the case of the annual meeting, thosdters which the Board of Directors, at the
time of the mailing of the notice, intends to prader action by the shareholders, but any propatten may be presented at the meeting for
such action except that notice must be given ovedhin writing of any proposal relating to approgékontracts between the corporation and
any director of this corporation, amendment ofAlnécles of Incorporation, reorganization of thisrporation or winding up of this
corporation. The notice of any meeting at whiclediors are to be elected shall include the namasminees intended at the time of the
notice to be presented by management for eledfitsiiten notice shall be given by this corporatiorany shareholder, either (i) personally or
(if) by mail or other means of written communicatieharges prepaid, addressed to such shareholsieclashareholder's address appearing
on the books of this corporation or given by suthrsholder to this corporation for the purposeatiae. If a shareholder gives no address or
no such address appears on the books of this adipoyr notice shall be deemed to have been giveent by mail or other means of written
communication addressed to the place where theipahexecutive office of this corporation is loedt or if published at least once in a
newspaper of general circulation in the county malr such office is located. The noice shall bentledt to have been given at the time when
delivered personally or deposited in the UnitedeStanail, postage prepaid, or sent by other mefwsitben communication and addressec
hereinbefore provided. An affidavit of delivery mailing of any notice in accordance with the prawis of this Section 10.4, executed by the
Secretary, Assistant Secretary or any transfertagkall be prima facie evidence of the givinglaf hotice. If any notice addressed to the
shareholder at the address of such shareholdeaapg®n the books of the corporation is returreethis corporation by the United States
Postal Service marked to indicate that the UnititieS Postal Service is unable to deliver the adtiche shareholder at such address, all
future notices shall be deemed to have been dungiithout further mailing if the same shall baitable for the shareholder upon written
demand of the shareholder at the principal exeeutffice of this corporation for a period of oneayérom the date of the giving of the notice
to all other shareholders.

SECTION 10.5: CONSENT TO SHAREHOLDERS' MEETINGS €Ttnansactions of any meeting of shareholders, tienealled and
noticed, and wherever held, are as valid as thdwaghat a
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meeting duly held after regular call and noticey fluorum is present either in person or by praryl if, either before or after the meeting,
each of the shareholders entitled to vote, notgoteis person or by proxy, signs a written waivenatice or a consent to the holding of such
meeting or an approval of the minutes thereof séith waivers, consents or approvals shall be Vil the corporate records or made a part
of the minutes of the meeting. Attendance of ageet a meeting shall constitute a waiver of noditsuch meeting, except when the person
objects, at the beginning of the meeting, to thagaction of any business because the meeting iawiully called or convened and except
that attendance at a meeting is not a waiver ofraiy to object to the consideration of matteiguieed by law to be included in the notice
not so included, if such objection is expressly enatithe meeting. Neither the business to be tcéedat nor the purpose of any regular or
special meeting of shareholders need be specifiedy written waiver of notice, except as to appt@f contracts between this corporation
and any of its directors, amendment of the ArtidEBcorporation, reorganization of this corpooatior winding up the affairs of this
corporation.

SECTION 10.6: QUORUM. The presence in person gpfioxy of the holders of a majority of the sharettlenl to vote at any meeting of
shareholders shall constitute a quorum for thesaetion of business. Shares shall not be countathke up a quorum for a meeting if voting
of such shares at the meeting has been enjoinked any reason they cannot be lawfully voted atrtteeting. The shareholders present at a
duly called or held meeting at which a quorum issgint may continue to transact business until adgijpent notwithstanding the withdrawal
of enough shareholders to leave less than a quafamy action taken (other than adjournment) israped by at least a majority of the shz
required to constitute a quorum.

SECTION 10.7: ADJOURNED MEETINGS. Any shareholdengeting, whether or not a quorum is present, neagdjourned from time to
time by the vote of a majority of the shares, thilérs of which are either present in person oresgnted by proxy thereat, but, except as
provided in Section 10.6 hereof, in the absenae adiorum, no other business may be transactedlatseeting. When a meeting is
adjourned for more than 45 days or if after adjougnt a new record date is fixed for the adjourne@ting, a notice of the adjourned mee
shall be given to each shareholder of record edttib vote at a meeting. Except as aforesaidait sbt be necessary to give any naotice of the
time and place of the adjourned meeting or of tsress to be transacted thereat other than byuanament at the meeting at which such
adjournment is taken. At any adjourned meetingsttereholders may transact any business which rhaghg been transacted at the original
meeting.

SECTION 10.8: VOTING RIGHTS. Only persons in whasenes shares entitled to vote stand on the steckde of this corporation at the
close of business on the business day next pregditinday on which notice is given or, if noticevigived, at the close of business on the
business day next preceding the day on which tregingeis held or, if some other day be fixed fag ttetermination of shareholders of record
pursuant to Section 2.8(k) hereof, then on suchraihy, shall be entitled to vote at such meetimghe absence of any contrary provision in
the Articles of Incorporation or in any applicalstatute relating to the election of directors ootioer particular matters, each such person
shall be entitled to one vote for each share.

In order that the corporation may determine theedizlders entitled to consent to corporate actionriting without a meeting or request a
special meeting of the shareholders pursuant ttdset0.3, the Board of Directors may fix a recdate, which record date shall not precede
the date upon which the resolution fixing the rectate is adopted by the Board of Directors, anthvtiate shall not be more than fourteen
(14) days after the date upon which the resoluiiong the record date is adopted by the Board iné&ors. Any shareholder of record
seeking to have the shareholders authorize ordalmorate action by written consent or requestezigpmeeting of the shareholders pursuant
to Section 10.3 shall, by written notice to therg8tary, request the Board of Directors to fix aorelcdate. The Board of Directors shall
promptly, but in no event later than twenty eig)(days after the date on which such requestiived, adopt a resolution fixing the record
date.

SECTION 10.9: ACTION BY WRITTEN CONSENTS. Any aatiavhich may be taken at any annual or special mgeti shareholders may
be taken without a meeting and without prior ngti€a consent in writing, setting forth the actiem taken, shall be signed by the holders of
outstanding shares having not less than the minimummber of votes that would be necessary to autban take such action at a meeting at
which all shares entitled to vote thereon weregmeand voted. Within fourteen (14) days after idng such written consent or consents
from shareholders of the corporation, the BoarBioéctors shall determine whether holders of ouiditag shares as of the record date
established pursuant to Section 10.8 having nettlen the minimum number of votes which would beassary to authorize or take such
action at a meeting at which all shares entitledote thereon were present and voted have propergented thereto in writing and notify the
requesting party of its finding. Unless the consaritall shareholders entitled to vote have bedinital in writing, notice of any shareholder
approval of (i) contracts between this corporatiad any of its directors, (ii) indemnification afyaperson, (iii) reorganization of this
corporation or (iv) distributions to shareholdepon winding up of this corporation in certain cimestances without a meeting by less than
unanimous written consent shall be given at le@stdys before the consummation of the action aithdiby such approval, and prompt
notice shall be given of the taking of any othempooate action approved by shareholders withoueatimg by less than unanimous written
consent, to those shareholders entitled to votehave not consented in writing. All notices giveardunder shall conform to the
requirements of Section 10.4 hereto and applidale When written consents are given with
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respect to any shares, they shall be given by acepted from the persons in whose names such sétareson the books of this corporation
at the time such respective consens are givemyostareholder's proxy holder, or a transfereb®fhares or a personal representative of the
shareholder or their respective proxy holders, neapke the consent by a writing received by thipocation prior to the time that written
consents of the number of shares required to aathtite proposed action have been filed with ther€ary of this corporation, but may not

do so thereafter. Such revocation is effective uporeceipt by the Secretary of this corporatidotwithstanding anything to the contrary,
directors may not be elected by written consenepikby unanimous written consent of all sharedledtto vote for the election of directors.

SECTION 10.10: ELECTIONS OF DIRECTORS. In any dlattof directors, the candidates receiving the éggmumber of affirmative vot

of the shares entitled to be voted for them unéortumber of directors to be elected by such staeeslected; votes against the directors and
votes withheld with respect to the election of directors shall have no legal effect. Electionslioéctors need not be by ballot except upon
demand made by a shareholder at the meeting ancelték voting begins.

SECTION 10.11: PROXIES. Every person entitled ttevar execute consents shall have the right tadether in person or by one or more
agents authorized by a written proxy executed loh person or such person's duly authorized agehfilad with the Secretary of this
corporation. No proxy shall be valid (1) after reation thereof, unless the proxy is specificallydmarevocable and otherwise conforms to
this Section 10.11 and applicable law, or (2) atterexpiration of eleven months from the datedbgrunless the person executing it spec
therein the length of time for which such proxydsontinue in force. Revocation may be effecteclwyriting delivered to the Secretary of
this corporation stating that the proxy is revokedy a subsequent proxy executed by, or by atteredat the meeting and voting in person
by, the person executing the proxy. A proxy is mabked by the death or incapacity of the makeess)lbefore the vote is counted, a written
notice of such death or incapacity is receivedhiy torporation. A proxy which states that it igirocable is irrevocable for the period
specified therein when it is held by any of thédwiing or a nominee of any of the following: (1pkedgee, (2) a person who has purchased ol
agreed to purchase or holds an option to purctmesshares or a person who has sold a portion bf geison's shares in this corporation tc
maker of the proxy, (3) a creditor or creditorgto$ corporation or the shareholder who extendezbatinued credit to this corporation or the
shareholder in consideration of the proxy if thexyrstates that it was given in consideration ahsexxtension or continuation of credit and
the name of the person extending or continuingthdit, (4) a person who has contracted to perfgrmiices as an employee of this
corporation, if a proxy is required by the contratemployment and if the proxy states that it wa®n in consideration of such contract of
employment, the name of the employee and the pefiedhploymet contracted for,

(5) a person designated by or under a close cdiporshareholder agreement or a voting trust agee¢nin addition, a proxy may be made
irrevocable if it is given to secure the performaint a duty or to protect a title, either legakquitable, until the happening of events which,
by its terms, discharge the obligation secured.lyatwithstanding the period of irrevocability sjifeed, the proxy becomes revocable when
the pledge is redeemed, the option or agreemgnirtthase is terminated or the seller no longer amysshares of this corporation or dies,
the debt of this corporation or the sharehold@aisl, the period of employment provided for in toatract of employment has terminated or
the close corporation shareholder agreement ordtieg trust agreement has terminated. In additoproxy may be revoked, notwithstanc

a provision making it irrevocable, by a purchadestmres without knowledge of the existence ofpttavision unless the existence of the
proxy and its irrevocability appears on the cagéife representing such shares. Every form of pooxyritten consent, which provides an
opportunity to specify approval or disapproval widlspect to any proposal, shall also contain anogpiate space marked "abstain”, whereby
a shareholder may indicate a desire to abstain frating his or her shares on the proposal. A pmogyked "abstain” by the shareholder with
respect to a particular proposal shall not be vettiter for or against such proposal. In any edtectf directors, any form of proxy in which
the directors to be voted upon are named theretamdidates and which is marked by a shareholdighfald" or otherwise marked in a
manner indicating that the authority to vote fag tlection of directors is withheld shall not beedbeither for or against the election of a
director.

SECTION 10.12: INSPECTORS OF ELECTION. Before argeting of shareholders, the Board of Directors ag@yoint any persons other
than nominees for office to act as inspectors @ftedn at the meeting or its adjournment. If ngpaxtors of election are so appointed, the
Chairman of the meeting may, and on the requeahpfihareholder or a shareholder's proxy shalhiapmspectors of election at the
meeting. The number of inspectors shall be either(@) or three (3). If inspectors are appointed @ieeting on the request of one or more
shareholders or proxies, the holders of a majaifityhares or their proxies present at the meetiafl determine whether one (1) or three
(3) inspectors are to be appointed. If any pergpoited as inspector fails to appear or failsefuses to act, the Chairman of the meeting
may, and upon the request of any shareholder baekolder's proxy shall, appoint a person tdHait vacancy.

These inspectors shall:

(a) Determine the number of shares outstandingtemsioting power of each, the shares representia aheeting, the existence of a quorum,
and the authenticity, validity, and effect of presi

(b) Receive votes, ballots, or consents;
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(c) Hear and determine all challenges and questioany way arising in connection with the rightviate;
(d) Count and tabulate all votes or consents;

(e) Determine when the polls shall close;

(f) Determine the result; and

(9) Do any other acts that may be proper to conthecelection or vote with fairness to all shareleos.

SECTION 10.13: ADVANCE NOTICE OF SHAREHOLDER PROPAISS AND DIRECTOR NOMINATIONS. Shareholders may
nominate one or more persons for election as direett a meeting of shareholders or propose bisstodse brought before a meeting of
shareholders, or both, only if such shareholderghan timely notice in proper written form of sushareholder's intent to make such
nomination or nominations or to propose such bssin€o be timely, a shareholder's notice must beived by the Secretary of the
Corporation not later than 60 days prior to sucleting; provided, however, that in the event less&1tfi0 days' notice or prior public
disclosure of the date of the meeting is given adento shareholders, notice by the shareholdes tortely must be so received not later than
the close of business on the 10th day followingdég on which such notice of the date of the mgetias mailed or such public disclosure
was made. To be in proper written form a sharehtla®tice to the Secretary shall set forth (i) thene and address of the shareholder who
intends to make the nominations or propose thenbasiand, as the case may be, of the person @ngeasbe nominated or of the business to
be proposed, (ii) a representation that the shédehs a holder of record of stock of the Corpmmathat intends to vote such stock at such
meeting and, if applicable, intends to appear irsq® or by proxy at the meeting to nominate the@eior persons specified in the notice, (iii)
if applicable, a description of all arrangementsioderstandings between the shareholder and eacin®® or any other person or persons
(naming such person or persons) pursuant to whiglmdmination or nominations are to be made bglia@eholder, (iv) such other
information regarding each nominee or each maftbusiness to be proposed by such shareholder aklWwe required to be included in a
proxy statement filed pursuant to Regulation 14énpulgated by the Securities and Exchange Commigsicsuant to the Securities
Exchange Act of 1934 had the nominee been nominatédtended to be nominated, or the matter beepgsed, or intended to be proposed,
by the Board of Directors of the Corporation angi{\applicable, the consent of each nominee actbir of the Corporation if so elected. The
chairman of a meeting of shareholders may refuseltoowledge the nomination of any person or tiop@sal of any business not made in
compliance with the foregoing procedure.

Article XI
MEETINGS OF DIRECTORS

SECTION 11.1: PLACE OF MEETINGS. Meetings (whethegular, special or adjourned) of the Board of Btioes of this corporation shall
be held at the principal office of this corporatfon the transaction of business, as specifieccaoalance with Section 1.1 hereof, or at any
other place within or without the State which haseib designated from time to time by resolutiorhefBoard or which is designated in the

notice of the meeting.

SECTION 11.2: REGULAR MEETINGS. Regular meetingshaf Board of Directors shall be held after theoadjment of each annual
meeting of the shareholders (which regular direttmeeting shall be designated the "Regular Ankiesgting™) and at such other times as
may be designated from time to time by resolutibthe Board of Directors. Notice of the time andq# of all regular meetings shall be gi

in the same manner as for special meetings, exicapho such notice need be given if (I) the timé place of such meetings are fixed by the
Board of Directors or (2) the Regular Annual Megtis held at the principal place of business predidt Section 1.1 hereof and on the date
specified in Section 10.2 hereof.

SECTION 11.3: SPECIAL MEETINGS. Special meetingshaf Board of Directors may be called at any timeéhe Chairman of the Board,
any, or the President, or any Vice President, @S@cretary or by any two or more directors.

SECTION 11.4: NOTICE OF SPECIAL MEETINGS. Speciaetings of the Board of Directors shall be heldrupo less than four days'
notice by mail or 48 hours' notice delivered pegdlyror by telephone or telegraph to each diredtimtice need not be given to any director
who signs a waiver of notice or who attends thetmgevithout protesting, prior thereto or at itslemencement, the lack of notice to such
director. Any oral notice given personally or biefghone may be communicated either to the diremtéo a person at the home or office of
the director who the person giving the notice leason to believe will promptly communicate it te tfirector. A notice or waiver of notice
need not specify the purpose of any meeting oBibard. If the address of a director is not shownhenrecords and is not readily
ascertainable, notice shall be addressed to htheatity or place in which the meetings of the clioes are regularly held. If the meeting is
adjourned for more than 24 hours, notice of ang@agjment to another time or place shall be givéor po the time of the adjourned meeting
to all directors not present at the time of adjouent.
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SECTION 11.5: QUORUM. A majority of all directorgeeted by the shareholders and appointed to fdbwaies as provided in Section 2.6
hereof shall constitute a quorum of the Board g&Elors for the transaction of business. Everyadecision done or made by a majority of
the directors present at a meeting duly held atlwhiquorum is present is the act of the Boardiaddiors subject to (a) provisions of law
relating to interested directors, (b) indemnifioatof agents of this corporation and (c) Sectior® Hzreof. A majority of the directors prese
whether or not a quorum is present, may adjournna@gting to another time and place. A meeting atkva quorum is initially present may
continue to transact business notwithstanding tittednawal of directors, if any action taken is apgrd by at least a majority of the required
qguorum for such meeting.

SECTION 11.6: CONFERENCE TELEPHONE. Members ofBloard of Directors may participate in a meetingtiyh use of conference
telephone or similar communications equipmentpsg las all directors participating in such meetiag hear one another. Participation in a
meeting pursuant to this Section 11.6 constitutesgnce in person at such meeting.

SECTION 11.7: WAIVER OF NOTICE AND CONSENT. Themisactions of any meeting of the Board of Directbmsyever called and
noticed or wherever held, shall be as valid asghcdwad at a meeting duly held after regular call aotice, if a quorum is present, and if,
either before or after the meeting, each of theadirs not present signs a written waiver of ngticeonsent to holding such meeting or an
approval of the minutes thereof. All such waivem)sents and approvals shall be filed with the @@ie records or made a part of the
minutes of the meeting.

SECTION 11.8: ACTION WITHOUT A MEETING. Any actiorequired or permitted by law to be taken by ther@a# Directors may be
taken without a meeting, if all members of the Blai Directors shall individually or collectivelyoosent in writing to such action. Such
written consent or consents shall be filed withniautes of the proceedings of the Board of Direct&uch action by written consent shall
have the same force and effect as the unanimoesofatuch directors.

SECTION 11.9: COMMITTEES. The provisions of thistiale XI apply also to committees of the Board afdators and action by such
committees, mutatis mutandis.
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Article XII
SUNDRY PROVISIONS

SECTION 12.1: INSTRUMENTS IN WRITING. All checksraifts, demands for money and notes of this corfmraand all written contrac

of this corporation, shall be signed by such officeofficers, agent or agents, as the Board oé®ars may from time to time designate. No
officer, agent, or employee of this corporationlshave the power to bind this corporation by cantror otherwise unless authorized to do so
by these By-Laws or by the Board of Directors.

SECTION 12.2: SHARES HELD BY THE CORPORATION. Shaie other corporations standing in the name &f tbrporation may be
voted or represented and all rights incident tleenedy be exercised on behalf of the corporatioaryy officer of this corporation authorized
so to do by resolution of the Board of Directors.

SECTION 12.3: CERTIFICATES OF STOCK. There shaligmied to every holder of shares in this corponadi certificate or certificates
signed in the name of this corporation by the Ghair of the Board of Directors, if any, or the Chisdecutive Officer or the President or a
Vice President and by the Chief Financial Officean Assistant Chief Financial Officer or the Séang or any Assistant Secretary, certifying
the number of shares and the class or series tdsbavned by the shareholder. Any or all of th@aigres on the certificate may be facsin

In case any officer, transfer agent or registrao lwas signed or whose facsimile signature has pleeed upon a certificate shall have ceased
to be such officer, transfer agent or registrapkesuch certificate is issued, it may be issuethlsycorporation with the same effect as if <
person were an officer, transfer agent or registrdéine date of issue.

SECTION 12.4: LOST CERTIFICATES. Where the ownenn¥ certificate for shares of this corporatiorimkathat the certificate has been
lost, stolen or destroyed, a new certificate shalissued in place of the original certificatehié owner (I) so requests before this corporation
has notice that the original certificate has bemuaed by a bona fide purchaser, (2) files witils ttorporation an indemnity bond in such
form and in such amount as shall be approved b¢ttief Executive Officer, the President or a Vigedtdent of this corporation, and (3)
satisfies any other reasonable requirements impmgélis corporation. The Board of Directors magatdsuch other provisions and
restrictions with reference to lost certificatest inconsistent with applicable law, as it shalitsdiscretion deem appropriate.

SECTION 12.5: CERTIFICATION AND INSPECTION OF BY-LAS. This corporation shall keep at its principad@xtive or business
office the original or a copy of these Bgws as amended or otherwise altered to date, véfiah be open to inspection by the shareholde
all reasonable times during office hours.

SECTION 12.6: ANNUAL REPORTS. The making of anntegdorts to the shareholders is dispensed with leadetquirement that such
annual reports be made to shareholders is expresshed, except as may be directed from time tethy the Board of Directors or the
President.

SECTION 12.7: FISCAL QUARTERS. Each fiscal quadéthe Corporation shall be comprised of 13 weecheof which shall end at
midnight on Saturday of such week, and the fisaahtins in any one calendar quarter shall be conpo$at least four consecutive calendar
weeks with one week to be added, at managemestsetion, to any one month during such fiscal year.

SECTION 12.8: OFFICER LOANS AND GUARANTIES. If tremrporation has outstanding shares held of recgrtDB or more persons on
the date of approval by the Board of Directors,dbgoration may make loans of money or propertpt@uarantee the obligations of, any
officer of the corporation or its parent or subaitis, whether or not the officer is a directommphe approval of the Board of Directors al
Such approval by the Board of Directors must bermeined by a vote of a majority of the disinterdsd@ectors, if it is determined that suc
loan or guaranty may reasonably be expected tofibéme corporation. In no event may an officer amgn2% or more of the outstanding
common shares of the corporation be extended aupder this provision.

SECTION 12.9: APPROVAL OF CERTAIN TRANSACTIONS. &ddition to Section

11.5. Quorum hereof, the affirmative vote of a mijoof the disinterested outside directors shelkéquired to (a) approve any merger or

acquisition transaction for which the approvalted Company's shareholders is necessary for constiomaed the transaction and (b) .appr:
or ratify any related party transaction (or aggtigeaof similar transactions) involving a direcwirthe Company and having an annualized
value in excess of $10,000.

Article XIII

CONSTRUCTION OF BY-LAWS WITH
REFERENCE TO PROVISIONS OF LAW
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SECTION 13.1: BY-LAW PROVISIONS ADDITIONAL AND SUPEEMENTAL TO PROVISIONS OF LAW. All restrictions, hnitations,
requirements and other provisions of these By-Lsfwadl be construed, insofar as possible, as sugpieahand additional to all provisions of
law applicable to the subject matter thereof aradl e fully complied with in addition to the sgidovisions of law unless such compliance
shall be illegal.

SECTION 13.2: BY-LAW PROVISIONS CONTRARY TO OR INQGBISTENT WITH PROVISIONS OF LAW. Any article, seati,
subsection, subdivision, sentence, clause or plufathese By-Laws which, upon being construed enrttanner provided in Section 13.1
hereof, shall be contrary to or inconsistent witly applicable provision of law, shall not applylsng as said provisions of law shall remain
in effect, but such result shall not affect thedis} or applicability of any other portions of the By-Laws, it being hereby declared that these
By-Laws, and each article, section, subsectionglisigion, sentence, clause, or phrase thereof, avbale been adopted irrespective of the
fact that any one or more articles, sections, stthses, subdivisions, sentences, clauses or phimsesre illegal.

Article XIV
ADOPTION, AMENDMENT OR REPEAL OF BY-LAWS

SECTION 14.1: BY SHAREHOLDERS. By-Laws may be adaptamended or repealed by the vote or writtenestraf holders of a

majority of the outstanding shares entitled to v8g-Laws specifying or changing a fixed numbedog&ctors or the maximum or minimum
number or changing from a fixed to a variable baardice versa may only be adopted by the sharehsigrovided, however, that a By-Law
or amendment of the Articles of Incorporation rddgahe number or the minimum number of directora hnumber less than five cannot be
adopted if the votes cast against its adoptionnageting or the shares not consenting in the caetion by written consent are equal to more
than 16-2/3% of the outstanding shares entitledts.

SECTION 14.2: BY THE BOARD OF DIRECTORS. Subjecthe right of shareholders to adopt, amend or iepgdaws, By-Laws, other
than a By-Law or amendment thereof specifying @angfing a fixed number of directors or the maximurmaimum number or changing
from a fixed to a variable board or vice versa, rhayadopted, amended or repealed by the Boardre€is. A By-Law adopted by the
shareholders may restrict or eliminate the powehefBoard of Directors to adopt, amend or repgalL&ws.

Article XV
RESTRICTIONS ON TRANSFER OF STOCK

SECTION 15.1: SUBSEQUENT AGREEMENT OR BY-LAW. If)(any two or more shareholders of this corporasiball enter into any
agreement abridging, limiting or restricting thehtis of any one or more of them to sell, assigmdfer, mortgage, pledge, hypothecate or
transfer on the books of this corporation any bofathe shares of this corporation held by thend & a copy of said agreement shall be filed
with this corporation, or if (b) shareholders datitto vote shall adopt any By-Law provision abiidg limiting or restricting the aforesaid
rights of any shareholders, then, and in eithesugh events, all certificates of shares of stoddesi to such abridgments, limitations or
restrictions shall have a reference thereto enddissreon by an officer of this corporation andrsaertificates shall not thereafter be
transferred on the books of this corporation exggeptccordance with the terms and provisions ohsaagreement or ByLaw, as the case may
be; provided, that no restriction shall be bindivith respect to shares issued prior to adoptiath@frestriction unless the holders of such
shares voted in favor of or consented in writinghi® restriction.

Article XVI

INDEMNIFICATION OF DIRECTORS, OFFICERS,
EMPLOYEES, AND OTHER AGENTS

SECTION 16.1: INDEMNIFICATION OF DIRECTORS AND OFEERS. The corporation shall, to the maximum exéeat in the manner
permitted by the Code, indemnify each of its disesiand officers against expenses (as defineddtid®e317(a) of the Code), judgments,
fines, settlements, and other amounts actuallyraasbnably incurred in connection with any procegdas defined in Section 317(a) of the
Code), arising by reason of the fact that suchgueis or was an agent of the corporation. For psepaf this Article XVI, a "director” or
"officer" of the corporation includes any personwho is or was a director or officer of the corgtion, (ii) who is or was serving at the
request of the corporation as a director or offafeainother corporation, partnership, joint venttinest or other enterprise, or (iii) who was a
director or officer of a corporation which was &gecessor corporation of the corporation or ofleroénterprise at the request of such
predecessor corporation.

SECTION 16.2: INDEMNIFICATION OF OTHERS. The corpaion shall have the power, to the extent and émtianner permitted by the
Code, to indemnify each of its employees and agents
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(other than directors and officers) against expeffae defined in Section 317(a) of the Code), juelgts) fines, settlements, and other ama
actually and reasonably incurred in connection ity proceeding (as defined in Section 317(a) ®Gbde), arising by reason of the fact
such person is or was an agent of the corporationpurposes of this Article XVI, an "employee™agent" of the corporation (other than a
director or officer) includes any person (i) whaiswas an employee or agent of the corporatignw{io is or was serving at the request of
the corporation as an employee or agent of ancthrgoration, partnership, joint venture, trust tives enterprise, or (iii) who was an
employee or agent of a corporation which was agmessor corporation of the corporation or of anotiéerprise at the request of such
predecessor corporation.

SECTION 16.3: PAYMENT OF EXPENSES IN ADVANCE. Expars incurred in defending any civil or criminaliantor proceeding for
which indemnification is required pursuant to Sexcti 6.1 or for which indemnification is permittedrpuant to Section 16.2 following
authorization thereof by the Board of Directorsalshe paid by the corporation in advance of thalfdisposition of such action or proceec
upon receipt of an undertaking by or on behalhefindemnified party to repay such amount if itlshitimately be determined that the
indemnified party is not entitled to be indemnifisl authorized in this Article XVI.

SECTION 16.4: INDEMNITY NOT EXCLUSIVE. The indemmégation provided by this Article XVI shall not beemed exclusive of any
other rights to which those seeking indemnificatiosy be entitled under any bylaw, agreement, vbshareholders or disinterested directors
or otherwise, both as to action in an official cgifygand as to action in another capacity whiledirad such office, to the extent that such
additional rights to indemnification are authorizedhe Articles of Incorporation.

SECTION 16.5: INSURANCE INDEMNIFICATION. The corpation shall have the power to purchase and maiitaimance on behalf of
any person who is or was an Agent of the corpamadigainst any liability asserted against or inalitrg such person in such capacity or
arising out of such person's status as such, whetheot the corporation would have the power tteimnify him against such liability under
the provisions of this Article XVI.

SECTION 16.6: CONFLICTS. No indemnification or adea shall be made under this Article XVI, excepewhsuch indemnification or
advance is mandated by law or the order, judgmedéeoree of any court of competent jurisdictionaity circumstance where it appears:

(a) That it would be inconsistent with a provisimfithe Articles of Incorporation, these bylawsgeaaiution of the shareholders or an
agreement in effect at the time of the accruahefdlleged cause of the action asserted in theepding in which the expenses were incurred
or other amounts were paid, which prohibits or otlige limits indemnification; or

(b) That it would be inconsistent with any conditiexpressly imposed by a court in approving aesaitt.
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Exhibit 10.A.6

APPLE COMPUTER, INC.
EMPLOYEE STOCK PURCHASE PLAN
(AS AMENDED THROUGH 10/6/99)

The following constitute the provisions of the Emyse Stock Purchase Plan (herein called the "PtEmpple Computer, Inc. (herein called
the "Company").

1. PURPOSE. The purpose of the Plan is to prouvidel@yees of the Company and its subsidiaries witbportunity to purchase Common
Stock of the Company through payroll deductionss the intention of the Company to have the Plaalify as an "Employee Stock Purchase
Plan" under Section 423 of the Internal RevenueeGdL986. The provisions of the Plan shall, acemlg, be construed so as to extend and
limit participation in a manner consistent with tleguirements of that section of the Code.

2. DEFINITIONS.

(a) "BOARD" shall mean the Board of Directors of tiompany.

(b) "COMMON STOCK" shall mean the Common Stock pao value, of the Company.
(c) "COMPANY" shall mean Apple Computer, Inc., ali@ania corporation.

(d) "COMPENSATION" shall mean all regular straigimbe earnings, payments for overtime, shift premiimoentive compensation,
incentive payments, bonuses and commissions (exuéipé extent that the exclusion of any such itesspecifically directed by the Board or
its committee).

(e) "DESIGNATED SUBSIDIARIES" shall mean the Subartes which have been designated by the Board fiom to time in its sole
discretion as eligible to participate in the Plan.

(H) "EMPLOYEE" shall mean:

(1) any person, including an officer, who is custoity employed for at least twenty (20) hours peek and more than five (5) months in a
calendar year by the Company or one of its Desggh8ubsidiaries.

(2) Notwithstanding subsection (1), a differenterghall apply to an individual during any period ¢ or she receives compensation which is
not initially treated by the Company as "wagest:gayroll tax purposes, (i.e. payments to suchviddal are not initially subjected by the
Company to income tax, FICA tax, or other withholgh applicable to wages), if (B) he or she is dtisly determined to have been a
common law employee of the Company during the peadthough initially reported as an independemtiactor or treated as employed by a
payroll agency for the period in question.



In that case, to the extent Section 423 requirek Budividual to be treated as retroactively eligito have participated in the Plan, such
individual shall be treated as an "Employee" duangpffering period only to the extent that helw satisfies the criteria set forth in the next
sentence as of the start of the offering perioe o criteria are that: (A) the individual mustdraployed by the Company at least two years
and (B) the individual is not a "highly compensageaiployee” within the meaning of Section 414(qg)haf Internal Revenue Code of 1986.
For the purpose of computing years of servicesaiice prior to a break in service shall be igddrethe extent permitted by Section 423.

the purpose of determining an individual's statua ghighly compensated employee”, the rules ilGhmpany's Savings and Investment F
shall apply.

(9) "PLAN" shall mean this Employee Stock Purch@ke.

(h) "SECTION 16 PERSON?" shall mean any person @agting in the Plan who has been designated bBtiaed of Directors as having
authority to carry out policy-making functions sublat the person is subject to the reporting amdtsdwing profit regulations of Section 16
of the Securities Exchange Act of 1934.

() "SUBSIDIARY" shall mean a corporation, domesticforeign, of which not less than 50% of the mgtshares are held by the Company or
a Subsidiary, whether or not such corporation nriste or is hereafter organized or acquired byGbenpany or a Subsidiary.

() "1934 ACT SECTION 16" shall mean Section 16@tu Securities Exchange Act of 1934 and the rubesragulations promulgated
thereunder.

3. ELIGIBILITY.

(a) Any Employee as defined in Section 2 who shalemployed by the Company or one of its Designatdasidiaries on the date his or her
participation in the Plan is effective shall begidle to participate in the Plan, subject to tlitations imposed by Section 423(b) of the
Internal Revenue Code of 1986, as amended.

(b) Any provisions of the Plan to the contrary nitistanding, no Employee shall be granted an optimter the Plan (i) if, immediately after
the grant, such Employee would own shares andidrdudstanding options to purchase stock possesisiagercent (5%) or more of the tc
combined voting power or value of all classes @frehk of the Company or of any Subsidiary of the @amy, or (ii) which permits his or her
rights to purchase shares under all employee gtogthase plans of the Company and its Subsidiriascrue at a rate which exceeds
Twenty-Five Thousand Dollars ($25,000) of the faarket value of the shares (determined at the simeh option is granted) for each
calendar year in which such stock option is outiitamnat any time.

4. OFFERING DATES. The Plan shall be implementeaiy offering during each six-month period of th@&Pcommencing on or about
January 1, 1981 and continuing thereafter untihieated in accordance with Section 19 hereof. Thar&
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of Directors of the Company shall have the powesttange the duration of offering periods with resie future offerings without
shareholder approval if such change is announclkedsit fifteen (15) days prior to the scheduledii@gg of the first offering period to be
affected.

5. PARTICIPATION.

(&) An eligible Employee may become a participarthie Plan by completing a subscription agreemethiosizing payroll deductions on the
form provided by the Company and filing it with tB®mpany's payroll office prior to the applicabféedng date. Once filed, the subscripti
agreement shall remain effective for all subseqoéfeting periods until the participant withdrawsr the Plan as provided in Section 10
hereof or files another subscription agreement.

(b) Payroll deductions for a participant shall coemre on the first payroll following the commencetifering date and shall continue at
same rate until such time as the participant watdrfrom the Plan as provided in Section 10 heseaihother subscription agreement is filed
which changes the rate of payroll deductions.

6. PAYROLL DEDUCTIONS.

(a) At the time a participant files his or her stijgtion agreement, he or she shall elect to hayegl deductions made on each payday du
subsequent offering periods at a rate not exceddimgercent (10%) of the Compensation which heherreceived on such payday, and the
aggregate of such payroll deductions during angrosf§ period shall not exceed ten percent (10%)iobr her aggregate Compensation
during said offering period.

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

(c) A participant may discontinue his or her paptition in the Plan as provided in Section 10, ayrower, but not increase, the rate of hi
her payroll deductions (within the limitations $etth in subsection (a) above) during an offerimgigpd by completing and filing with the
Company a new authorization for payroll deductidrfse change in rate shall be effective within &ftg(15) days following the Company's
receipt of the new authorization.

(d) A participant may increase his or her rateayfrpll deductions (within the limitations set foithsubsection (a) above) to be effective for
the next offering period by completing and filingtkvthe Company a new authorization for payroll igttbns at least fifteen (15) days before
the beginning of said offering period.

7. GRANT OF OPTION.

(a) At the beginning of each six-month offeringipdr each eligible Employee participating in tharPshall be granted an option to purchase
(at the per



share option price) up to a number of shares o€rapany's Common Stock determined by dividingEhgloyee's accumulated payroll
deductions (not to exceed an amount equal to terepe(10%) of his or her Compensation during thgliaable offering period) by the lower
of (i) eighty-five percent (85%) of the fair marketlue of a share of the Company's Common Stodk@wlate of the commencement of said
offering period, or (ii) eighty-five percent (85%j the fair market value of a share of the Comm@gmmon Stock on the date of the
expiration of the offering period, subject to timitations set forth in Sections 3(b) and 12 heraofl subject to the following limitation: The
number of shares of the Company's Common Stoclesuty) any option granted to an Employee pursuatitis Plan shall not exceed two
hundred percent (200%) of the number of shareseoCtompany's Common Stock determined by dividingranunt equal to ten percent
(10%) of the Employee's semi-annual Compensatiaf #ge date of the commencement of the applicafféxing period by eighty-five
percent (85%) of the fair market value of a shdhe Company's Common Stock on the date of thenvancement of said offering period.
Fair market value of a share of the Company's Com&tock shall be determined as provided in Sedt{bh herein.

(b) The option price per share of such shares beathe lower of: (i) 85% of the fair market valfea share of the Common Stock of the
Company at the commencement of the six-month offigpieriod; or (ii) 85% of the fair market valueaoghare of the Common Stock of the
Company at the time the option is exercised atghmination of the six-month offering period. Ttarfmarket value of the Company's
Common Stock on a given date shall be the medmeofetported bid and asked prices for that datié tke Common Stock is listed on an
exchange or quoted on the Nasdaqg National Markefclbsing sale price on such exchange or quotatistem for that date.

8. EXERCISE OF OPTION. Unless a participant withresdrom the Plan as provided in Section 10, hisesroption for the purchase of
shares will be exercised automatically at the dntieoffering period, and the maximum number dif $hares subject to option will be
purchased for him or her at the applicable optigoepwith the accumulated payroll deductions indridier account. During his or her lifetir
a participant's option to purchase shares hereusd@sercisable only by him or her.

9. DELIVERY; ROLL-OVER OF FRACTIONAL SHARE INTERESS.

As promptly as practicable after the terminatiora€h offering, the Company shall arrange for #lesdry to each participant, as appropri
of a certificate representing the number of fulirEs purchased upon exercise of his or her optlorfractional shares shall be issued. Any
cash remaining to the credit of a participant'soaot under the Plan after a purchase by him oohshares at the termination of each offel
period which is insufficient to purchase a full ghaf Common Stock of the Company subject to opsioall remain in such participant's
account and shall be applied to the next succeasffegng period unless the participant has withdras to future offering periods, in which
case such cash shall be returned to said participag cash attributable to shares in excess oftiraber of shares subject to option to the
participant (as determined in accordance with

Section 7(a) hereof) shall be returned to the giggnt.



10. WITHDRAWAL; TERMINATION OF EMPLOYMENT.

(a) A participant may withdraw all but not lessntall the payroll deductions credited to his or aecount under the Plan at any time prior to
the end of the offering period by giving writtentice to the Company. All of the participant's pdlydeductions credited to his or her account
will be paid to him or her promptly after receigthis or her notice of withdrawal and his or hetiop for the current period will be
automatically terminated, and no further payrotiaetions for the purchase of shares will be madaduhe offering period.

(b) Upon termination of the participant's employmneror to the end of the offering period for amason, including retirement or death, the
payroll deductions credited to his or her accouifitbe returned to him or her or, in the case af ti her death, to the person or persons
entitled thereto under Section 14, and his or péion will be automatically terminated.

(c) In the event an Employee fails to remain ind¢hetinuous employ of the Company or one of itsi@ested Subsidiaries for at least twenty
(20) hours per week during the offering period imietr the employee is a participant, he or shelvéldeemed to have elected to withdraw
from the Plan and the payroll deductions creditelis or her account will be returned to him or &ed his or her option terminated.

(d) Except as provided in Section 3(a) with respe@ection 16 Persons, a participant's withdrdwah an offering will not have any effect
upon his or her eligibility to participate in a seeding offering or in any similar plan which magréafter be adopted by the Company.
However, a new subscription agreement will havieediled in such case.

11. NO INTEREST. No interest shall accrue on thg@adeductions of a participant in the Plan.
12. STOCK.

(&) The maximum number of shares of the Companyter@on Stock which shall be made available for satéer the Plan shall be fifteen
million (15,000,000) shares, subject to adjustmgrun changes in capitalization of the Company asiged in Section 18. The shares to be
sold to participants under the Plan may, at thetiele of the Company, be either treasury shareshares authorized but unissued. If at the
termination of any offering period the total numbé&shares which would otherwise be subject toamstigranted pursuant to Section 7(a)
hereof exceeds the number of shares then availabler the Plan (after deduction of all shares foictv options have been exercised or are
then outstanding), the Company shall promptly gdtie participants, and shall, in its sole disomefjii) make a pro rata allocation of the
shares remaining available for option grant in@ifoum a manner as shall be practicable and dsait determine to be equitable, (ii)
terminate the offering period without issuancemf ahares or (iii) obtain shareholder approvalrofrcrease in the number of shares
authorized under the Plan such that all optionsdcbe



exercised in full. The Company may delay deterngnirhich of (i), (ii) or

(iii) above it shall decide to effect, and may aclogly delay issuances of any shares under the, Rdasuch time as is necessary to atterr
obtain shareholder approval of any increase ineshauthorized under the Plan. The Company shathpttg notify participants of its
determination to effect (i),

(i) or (iii) above upon making such decision. Arfi@pant may withdraw all but not less than ak thayroll deductions credited to his or her
account under the Plan at any time prior to sudHication from the Company. In the event the Compdetermines to effect (i) or (ii) aboy
it shall promptly upon such determination returreéah participant all payroll deductions not apptiewards the purchase of shares.

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

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

13. ADMINISTRATION. The Plan shall be administeregla committee of members of the Board of Directatsich committee shall 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 committedIsia be permitted to participate in the Plan.

14. DESIGNATION OF BENEFICIARY.

(a) A participant may indicate in his or her suf#ton agreement, or may file a written designatidieneficiary with respect to, a person
who is to receive any shares and cash, if any, freparticipant's account under the Plan in thenewf such participant's death subseque
the end of the offering period but prior to deliwéo him or her of such shares and cash. In additigparticipant may file a written
designation of a beneficiary who is to receive aagh from the participant's account under the Rldime event of such participant's death
prior to the end of the offering period.

(b) Such designation of beneficiary may be charigethe participant at any time by written noticette event of the death of a participant
and in the absence of a beneficiary validly dedephander the Plan who is living at the time oftsparticipant's death, the Company shall
deliver such shares and/or cash to the execumdministrator of the estate of the participantf oo such executor or administrator has been
appointed (to the knowledge of the Company), they@any, in its discretion, may deliver such share@ cash to the spouse or to any one
or more dependents or relatives of the participamif, no spouse, dependent or relative is knowthéoCompany, then to such other person as
the Company may designate.

15. TRANSFERABILITY. Neither payroll deductions dited to a participant's account nor any rightdwétgard to the exercise of an option
or to receive shares under the Plan may be assitmaedferred, pledged or otherwise disposed ahinway (other than by will, the laws of
descent and distribution or as provided in



Section 14 hereof) by the participant. Any suckrafit at assignment, transfer, pledge or other digpo shall be without effect, except that
the Company may treat such act as an electionttalveiw funds in accordance with
Section 10.

16. USE OF FUNDS. All payroll deductions receivedeld by the Company under the Plan may be usédebZompany for any corporate
purpose, and the Company shall not be obligatsggoegate such payroll deductions.

17. REPORTS. Individual accounts will be maintaifi@deach participant in the Plan. Statements obant will be given to participating
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 piieentimber of shares purchased, the amount of olist bver into the next offering period
and the remaining cash balance, if any.

18. ADJUSTMENTS UPON CHANGES IN CAPITALIZATION. Sigrt to any required action by the shareholdeth®Company, the
number of shares of Common Stock covered by eatihropnder the Plan which has not yet been exaet@sel the number of shares of
Common Stock which have been authorized for issuander the Plan but have not yet been placed wpdien (collectively, the
"Reserves"), as well as the price per share of Com&tock covered by each option under the Planiwiés not yet been exercised, shall be
proportionately adjusted for any increase or dessréa the number of issued shares of Common Sestkting from a stock split or the
payment of a stock dividend (but only on the ComrBtock) or any other increase or decrease in the&euof shares of Common Stock
effected without receipt of consideration by ther@any; provided, however, that conversion of anyveatible securities of the Company
shall not be deemed to have been "effected withemdipt of consideration”. Such adjustment shalinaele by the Board, whose
determination in that respect shall be final, birgdand conclusive. Except as expressly providediheno issue by the Company of shares of
stock of any class, or securities convertible mt@xercisable for shares of stock of any clasal] slffect, and no adjustment by reason thereof
shall be made with respect to, the number or pichares of Common Stock subject to an Option.

The Board may, if it so determines in the exeroisiés sole discretion, also make provision fonesting the Reserves, as well as the price per
share of Common Stock covered by each outstanditigrounder the Plan, in the event that the Compdfects one or more reorganizatio
recapitalizations, rights offerings or other inaes or reductions of shares of its outstanding Com8tock, and in the event of the Company
being consolidated with or merged into any otheporation.

19. AMENDMENT AND TERMINATION OF THE PLAN.

() AMENDMENT AND TERMINATION. The Board may at artime amend, alter, suspend or discontinue the, Blatrno amendment,
alteration, suspension or discontinuation shatniaele which would impair the rights of any participander any option theretofore granted
without his or her consent.

(b) SHAREHOLDER APPROVAL. The Company shall obtaiareholder
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approval of any Plan amendment to the extent napgssid desirable to comply with Rule 16b-3 proratég under the Securities Exchange
Act of 1934, as amended, or with Section 423 ofithernal Revenue Code of 1986, as amended (os@acgessor statute or rule or other
applicable law, rule or regulation), such sharebplpproval to be obtained in such a manner asddb a degree as is required by the
applicable law, rule or regulation.

(c) EFFECT OF AMENDMENT OR TERMINATION. Any such @andment or termination of the Plan shall not aftgations already
granted hereunder and such options shall remdinliforce and effect as if this Plan had not beemended or terminated.

20. NOTICES. All notices or other communicationsébparticipant to the Company under or in connectiith the Plan shall be deemed to
have been duly given when received in the form i§ipedoy the Company at the location, or by thesper designated by the Company for
receipt thereof. All notices or other communicasido a participant by the Company shall be deemd@ve been duly given when sent by
Company by regular mail to the address of the gggtint on the human resources records of the Coynpawhen posted on AppleLink or
any substitute general electronic messaging arldtbbuboard system utilized by the Company.

21. CONDITIONS UPON ISSUANCE OF SHARES. Shares|ghat be issued with respect to an option unlessttercise of such option
and the issuance and delivery of such shares mirtugreto shall comply with all applicable prowiss of law, domestic or foreign, includi
without limitation, the Securities Act of 1933, @®iended, the Securities Exchange Act of 1934, anded, the rules and regulations
promulgated thereunder, and the requirements otk exchange or automated quotation system wparh the shares may then be listed
or quoted, and shall be further subject to the @pgdrof counsel for the Company with respect tchstmmpliance.

As a condition to the exercise of an option, thenBany may require the person exercising such optisapresent and warrant at the time of
any such exercise that the shares are being pedloady for investment and without any presentritits to sell or distribute such shares if,
in the opinion of counsel for the Company, suck@esentation is required by any of the aforemagrticapplicable provisions of law.
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EXHIBIT 10.A.49

APPLE COMPUTER, INC.
1997 EMPLOYEE STOCK OPTION PLAN
(AS AMENDED THROUGH 10/06/99)

1. PURPOSES OF THE PLAN. The purposes of this 1@ployee Stock Option Plan are to assist the Cognjraattracting and retaining
high quality personnel, to provide additional intbe@to Employees who are not Directors or Officefshe Company and to promote the
success of the Company's business. Options grantbzt the Plan shall be Nonstatutory Stock Opti&#dRs granted under the Plan may be
granted in connection with Options or independeati®ptions.

2. DEFINITIONS. As used herein, the following defions shall apply:

"ADMINISTRATOR" means the Board or any of its Contreés, as shall be administering the Plan from tiorténe pursuant to Section 4 of
the Plan.

"AFFILIATED COMPANY" means a corporation which i®ha Subsidiary but with respect to which the Conypawns, directly or
indirectly through one or more Subsidiaries, asiéaenty percent of the total voting power, unlgssAdministrator determines in its
discretion that such corporation is not an AffdéidtCompany.

"APPLICABLE LAWS" shall have the meaning set foithSection 4 of the Plan.
"BOARD" means the Board of Directors of the Company
"CHANGE IN CONTROL" shall have the meaning set ffioirt Section 10 of the Plan.

"CHANGE IN CONTROL PRICE" shall have the meaningjfeeth in
Section 12 of the Plan.

"COMMON STOCK" means the common stock, no par vatdie¢he Company.

"COMPANY" means Apple Computer, Inc., a Califorai@poration, or its successor.

"COMMITTEE" means a Committee, if any, appointedthg Board in accordance with Section 4(a) of tlae P
"CODE" means the Internal Revenue Code of 198&n@nded from time to time, and any successor theret

"CONTINUOUS STATUS AS AN EMPLOYEE" means the absewnd any interruption or termination of the empl@mhrelationship with

the Company or any Subsidiary or Affiliated Compa@gntinuous Status as an Employee shall not bsidered interrupted in the case of (i)
medical leave, military leave, family leave, or artiier leave of absence approved by the Admin@tratovided, in each case, that such I
does not result in termination of the employmetatienship with the Company or any Subsidiary ofilisted Company, as the case may be,
under the terms of the respective Company policgteh leave; however, vesting may be tolled wailemployee is on an approved leav
absence under the terms of the respective Compaity for such leave; or (ii) in the case of tragrsfbetween locations of the Company or
between the Company, its Subsidiaries, its successts Affiliated Companies



"DIRECTOR" means a member of the Board.

"EMPLOYEE" means any person, employed by and omp#yoll of the Company, any Subsidiary or any Wéfed Company.
"EXCHANGE ACT" means the Securities Exchange Ac1884, as amended.

"FAIR MARKET VALUE" means the value of Common Stodktermined as follows:

(i) If the Common Stock is listed on any establis®ck exchange or a national market system (@imguwithout limitation the National
Market System of the National Association of Sd@siDealers, Inc. Automated Quotation ("NASDAQYs&m), its Fair Market Value sh
be the closing sales price for such stock or thsiayy bid if no sales were reported, as quoteduch system or exchange (or the exchange
with the greatest volume of trading in the Commatwc) for the date of determination or, if the dafeletermination is not a trading day, the
immediately preceding trading day, as reportediie WALL STREET JOURNAL or such other source asAlninistrator deems reliable.

(i) If the Common Stock is regularly quoted on thASDAQ System (but not on the National Market $ys) or quoted by a recognized
securities dealer but selling prices are not reqohiits Fair Market Value shall be the mean betwitberhigh and low asked prices for the
Common Stock on the date of determination or,ef¢hare no quoted prices on the date of determimadin the last day on which there are
guoted prices prior to the date of determination.

(iii) In the absence of an established marketlier€Gommon Stock, the Fair Market Value thereofldi@mbetermined in good faith by the
Administrator.

"NONSTATUTORY STOCK OPTION" means an Option thahist intended to be an incentive stock option witihie meaning of Section
422 of the Code.

"OFFICER" means any individual designated by thamas an elected officer of the Company.
"OPTION" means an option granted pursuant to tlaa.PI

"OPTIONED STOCK" means the Common Stock subjectrt®ption or
SAR.

"OPTIONEE" means an Employee who receives an Ogid®AR.

"PARENT" corporation shall have the meaning defime8ection 424(e) of the Code.
"PLAN" means this Apple Computer, Inc. 1997 Empleyiock Option Plan.

"SAR" means a stock appreciation right granted ymmsto Section 9 below.
"SECTION 3 LIMIT" shall have the meaning set fomhSection 3 of the Plan.

"SHARE" means a share of the Common Stock, as tdjuis accordance with Section 12 of the P



"SIXTY-DAY PERIOD " shall have the meaning set foih Section 12(f) of the Plan.
"SUBSIDIARY" corporation has the meaning definedSiection 424(f) of the Code.
"TAX DATE" shall have the meaning set forth in Sent9 of the Plan.

3. STOCK SUBJECT TO THE PLAN.

(a) LIMIT. Subject to the provisions of Section dthe Plan, the maximum aggregate number of Shelnésh may be optioned and sold
under the Plan or for which SARs may be grantedexadcised is 18,000,000 Shares (the "SECTION 3ITIM The Shares may be
authorized but unissued or reacquired Common Stadke discretion of the Administrator, any or@flithe Shares authorized under the Plan
may be subject to SARs issued pursuant to the Plan.

(b) RULES APPLICABLE TO THE CALCULATION OF THE SEQDN 3 LIMIT. In calculating the number of Sharesa#able for
issuance under the Plan, the following rules shably:

(i) The Section 3 Limit shall be reduced by the lemof Shares of Optioned Stock subject to eacstatling Option or freestanding SAR.

(if) The Section 3 Limit shall be increased by thamber of Shares of Optioned Stock subject to trégn of an Option or SAR that expires
unexercised or is forfeited for any reason.

(iii) The Section 3 Limit shall be increased by thember of Shares tendered to pay the exercise pfian Option or the number of Shares of
Optioned Stock withheld to satisfy an Optioneetsliggbility in connection with the exercise of aptidn or SAR.

(iv) Option Stock subject to both an outstandingi@pand SAR granted in connection with the Opsball be counted only once in
calculating the Section 3 Limit.

4. ADMINISTRATION OF THE PLAN.

(a) COMPOSITION OF ADMINISTRATOR. The Plan may bdnainistered by (i) the Board or (ii) a Committeesidmated by the Board,
which Committee shall be constituted in such a reaas to satisfy the applicable securities lawdif@aia corporate law and the Code
(collectively, "APPLICABLE LAWS").

Once a Committee has been appointed pursuantsto thi

Section 4(a), such Committee shall continue toesamits designated capacity until otherwise deddbty the Board. From time to time the
Board may increase the size of the Committee apdiapadditional members thereof, remove membeith @ without cause) and appoint
new members in substitution therefor, fill vacasdieowever caused) and remove all members of then@ttee and thereafter directly
administer the Plan, all to the extent permittedh®yApplicable Laws.

(b) POWERS OF THE ADMINISTRATOR. Subject to the piions of the Plan and, in the case of the Conemjtsubject to the specific
duties delegated by the Board to such CommitteeAtministrator shall have the authority, in itsatietion: (i) to determine the Fair Market
Value of the Common Stock in accordance with ttemP(ii) to determine, in accordance with

Section 8(a) of the Plan, the exercise price per&bf Options and SARs to be granted; (iii) teed®mine the Employees to whom, and the
time or times at which, Options and SARs shall tzted and the number of Shares to be represepteddh Option or SAR (including,
without limitation, whether or not a corporatiorafitbe excludec



from the definition of Affiliated Company); (iv) toonstrue and interpret the provisions of the Rlath any agreements or certificates issued
under or in connection with the Plan; (v) to detiererthe terms and conditions, not inconsistent Withterms of the Plan, of any Option or
SAR granted hereunder (including, but not limitedany restriction or limitation, or any vestingcateration or waiver of forfeiture
restrictions regarding any Option or SAR or therBhaelating thereto, based in each case on sutdrdaas the Administrator shall determ
in its sole discretion); (vi) to approve forms gff@ement for use under the Plan; (vii) to pres¢rineend and rescind rules and regulations
relating to the Plan; (viii) to modify or amend Ba@ption or SAR or accelerate the exercise damgfOption or SAR; (ix) to reduce the
exercise price of any Option or SAR to the therrentrFair Market Value if the Fair Market Valuetbé Common Stock covered by such
Option or SAR shall have declined since the dageQption or SAR was granted; (X) to authorize aegspn to execute on behalf of the
Company any instrument required to effectuate thatgpf an Option or SAR previously granted by Awkministrator; and (xi) to make all
other determinations deemed necessary or advifaitlee administration of the Plan.

(c) EFFECT OF DECISIONS BY THE ADMINISTRATOR. Allatisions, determinations and interpretations ofAtiministrator shall be
final and binding on all Optionees and any othddéis of any Options.

5. ELIGIBILITY. The Administrator may grant Optiorad SARs only to individuals who are Employeew/bo are consultants to the
Company, or a Subsidiary or Affiliated Companynmevent may an Option or SAR be granted to aniyighgial who, at the time of grant, is
an Officer or Director. An Employee who has beeanged an Option or SAR may, if he or she is otheevaligible, be granted an additional
Option or Options, SAR or SARs. Each Option shalkbidenced by a written Option agreement, whichl & in such form and contain sl
provisions as the Administrator shall from timeitnoe deem appropriate. Without limiting the foraggithe Administrator may, at any time,
or from time to time, authorize the Company, wik tonsent of the respective recipients, to isewe@ptions or Options in exchange for the
surrender and cancellation of any or all outstapdptions, other options, SARs or other stock appt®n rights.

Neither the Plan nor any Option or SAR agreemeal sbonfer upon any Optionee any right with resgeatontinuation of employment by 1
Company (or any Parent, Subsidiary or Affiliatedh@@any), nor shall it interfere in any way with fBgtionee's right or the right of the
Company (or any Parent, Subsidiary or Affiliatedh@any) to terminate the Optionee's employment wtiame or for any reason.

If an Option or SAR is granted to an individual wis@ consultant to the Company or any Subsidia#ffiliate, all references in the Plan to
"Employee" shall be deemed to include the term Sattant" and all references in the Plan to "emplegtif "Continuous Status as an
Employee" and "termination of employment" shalldeemed to refer to the individual's consultancgtatus as a consultant.

6. TERM OF PLAN. The Plan shall become effectivenufis adoption by the Board. It shall continueffect for a term of ten years unless
sooner terminated under Section 14 of the Plan.

7. TERM OF OPTION. The term of each Option shaltdre (10) years from the date of grant thereofuchsshorter term as may be provided
in the Option agreement.

8. EXERCISE PRICE AND CONSIDERATION.

(2) EXERCISE PRICE. The per Share exercise pric¢éhfo Shares issuable pursuant to an Option shallibh price as is determined by



Administrator, but shall in no event be less th@f% of the Fair Market Value of Common Stock, deieed as of the date of grant of the
Option. In the event that the Administrator shatluce the exercise price, the exercise price bkaib less than 100% of the Fair Market
Value as of the date of that reduction.

(b) METHOD OF PAYMENT. The consideration to be p&idthe Shares to be issued upon exercise of aioi@ncluding the method of
payment, shall be determined by the Administratal may consist of (i) cash, (ii) check, (iii) pr@sory note, (iv) other Shares which have a
Fair Market Value on the date of surrender equithéoaggregate exercise price of the Shares akithwaid Option shall be exercised, (v)
delivery of a properly executed exercise noticestbgr with irrevocable instructions to a brokeptomptly deliver to the Company the
amount of sale or loan proceeds required to pagxiecise price, or (vi) any combination of theefgoing methods of payment and/or any
other consideration or method of payment as skeafidymitted under applicable corporate law.

9. STOCK APPRECIATION RIGHTS.

(&) GRANTED IN CONNECTION WITH OPTIONS. At the satliscretion of the Administrator, SARs may be geainin connection with all
or any part of an Option, either concurrently witie grant of the Option or at any time thereaftairdy the term of the Option. The following
provisions apply to SARs that are granted in cotioeavith Options:

() The SAR shall entitle the Optionee to exerdfse SAR by surrendering to the Company unexerasgartion of the related Option. The
Optionee shall receive in exchange from the Comgamngmount equal to the excess of (x) the Fair Blavialue on the date of exercise of
SAR of the Common Stock covered by the surrendeogtion of the related Option over (y) the exergsiee of the Common Stock covered
by the surrendered portion of the related Optiontwithstanding the foregoing, the Administrator ndgce limits on the amount that may be
paid upon exercise of an SAR; PROVIDED, HOWEVERyttbuch limit shall not restrict the exercisabilitijthe related Option.

(i) When an SAR is exercised, the related Opttorthe extent surrendered, shall no longer be esabie.

(iii) An 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.

(iv) An SAR may only be exercised at a time when Fair Market Value of the Common Stock coveredhayrelated Option exceeds the
exercise price of the Common Stock covered by ¢taed Option.

(b) INDEPENDENT SARS. At the sole discretion of théministrator, SARs may be granted without rela@gations. The following
provisions apply to SARs that are not granted imneztion with Options:

(i) The SAR shall entitle the Optionee, by exeruisihe SAR, to receive from the Company an amoguékto the excess of (x) the Fair
Market Value of the Common Stock covered by exertjgortion of the SAR, as of the date of such @gerover (y) the Fair Market Value
the Common Stock covered by the exercised portidheoSAR, as of the date on which the SAR wastgdrPROVIDED, HOWEVER, that
the Administrator may place limits on the amoumittmay be paid upon exercise of an SAR.

(i) SARs shall be exercisable, in whole or in pattsuch times as the Administrator shall specifihe Optionee's SAR agreeme



(c) FORM OF PAYMENT. The Company's obligation argiupon the exercise of an SAR may be paid in Com8tock or in cash, or in a
combination of Common Stock and cash, as the Adsmatbr, in its sole discretion, may determine.r8hassued upon the exercise of an
SAR shall be valued at their Fair Market Value fithe date of exercise.

10. METHOD OF EXERCISE.

(2) PROCEDURE FOR EXERCISE; RIGHTS AS A SHAREHOLDHERy Option or SAR granted hereunder shall be @sable at such
times and under such conditions as determineddAtministrator and as shall be permissible unidetérms of the Plan.

An Option or SAR shall be deemed to be exerciseenmaritten notice of such exercise has been giweha Company in accordance with
terms of the Option or SAR by the person entitledxercise the Option or SAR and full payment Fer hares with respect to which the
Option is exercised has been received by the Companl payment may, as authorized by the Admiatstr and permitted by the Option
agreement, consist of any consideration and mathpdyment allowable under Section 8(b) of the Plmtil the issuance (as evidenced by
the appropriate entry on the books of the Comparof a duly authorized transfer agent of the Conyparh the stock certificate evidencing
such Shares, no right to vote or receive dividardmy other rights as a shareholder shall exigt méspect to the Optioned Stock,
notwithstanding the exercise of the Option. No atfjient will be made for a dividend or other righit Which the record date is prior to the
date the stock certificate is issued, except agiged in Section 12 of the Plan. An Option or SARymmot be exercised with respect to a
fraction of a Share.

(b) TERMINATION OF CONTINUOUS EMPLOYMENT. Upon terimation of an Optionee's Continuous Status as Eyegldother than
termination by reason of the Optionee's death)Otpgonee may, but only within ninety days aftex thate of such termination, exercise his or
her Option or SAR to the extent that it was exetglis at the date of such termination. Notwithstagdhe foregoing, however, an Option or
SAR may not be exercised after the date the Omid®AR would otherwise expire by its terms duehte passage of time from the date of
grant.

(c) DEATH OF OPTIONEE. In the event of the deattanfOptionee:

() Who is at the time of death an Employee and sl have been in Continuous Status as an Emplsipee the date of grant of the
Option, the Option or SAR may be exercised at ang within six (6) months (or such other periodiofe not exceeding twelve (12) months
as determined by the Administrator) following theedof death by the Optionee's estate or by a pevbo acquired the right to exercise the
Option by bequest or inheritance, but only to tkieet of the right to exercise that would have aedrhad the Optionee continued living and
terminated his or her employment six (6) monthss(arh other period of time not exceeding twelve (hanths as determined by the
Administrator) after the date of death; or

(i) Within ninety days after the termination of @@uous Status as an Employee, the Option or SAR Ine exercised, at any time within six
(6) months (or such other period of time not exaegtivelve (12) months as determined by the Adntiatsr) following the date of death by
the Optionee's estate or by a person who acquiredght to exercise the Option by bequest or iitdwece, but only to the extent of the righ
exercise that had accrued at the date of termimatio

Notwithstanding the foregoing, however, an Optiofs8R may not be exercised after the date the @micSAR would otherwise expire |
its terms due to the passage of time from the ofageant.



(d) STOCK WITHHOLDING TO SATISFY WITHHOLDING TAX ORIGATIONS. When an Optionee incurs tax liability @ennection
with the exercise of an Option or SAR, which taabllity is subject to tax withholding under applitatax laws, and the Optionee is oblige
to pay the Company an amount required to be withtieter applicable tax laws, the Optionee mayfyati® withholding tax obligation
(including, at the election of the Optionee, angliidnal amount which the Optionee desires to haiteheld in order to satisfy in whole or in
part the Optionee's full estimated tax in connectidgth the exercise) by electing to have the Compaithhold from the Shares to be issued
upon exercise of the Option, or the Shares tofaeeis upon exercise of the SAR, if any, that nunalb&hares having a Fair Market Value
equal to the amount required to be withheld (andaafditional amount desired to be withheld, asedaid). The Fair Market Value of the
Shares to be withheld shall be determined on tkettiat the amount of tax to be withheld is to beedmined (the "TAX DATE").

All elections by an Optionee to have Shares witthffiet this purpose shall be made in writing in enfacceptable to the Administrator and
shall be subject to the following restrictions:

(i) the election must be made on or prior to theliagpble Tax Date; and
(i) all elections shall be subject to the consandisapproval of the Administrator.

11. NON-TRANSFERABILITY OF OPTIONS. Options and SaRay not be sold, pledged, assigned, hypothedaserferred or disposed
of in any manner other than by will or by the lasfsiescent or distribution or pursuant to a quedifdomestic relations order as defined by
Code or Title | of the Employee Retirement Inconee8ity Act, or the rules thereunder; PROVIDED, HEBMER, that the Administrator
may grant Nonstatutory Stock Options that are jréminsferable. The designation of a beneficiarabyOptionee or holder of an SAR does
not constitute a transfer. An Option or an SAR rbayexercised, during the lifetime of the Optione&AR holder, only by the Optionee or
SAR holder or by a transferee permitted by thistiSed 1.

12. ADJUSTMENTS UPON CHANGES IN CAPITALIZATION OR ERGER.

(a) CHANGES IN CAPITALIZATION. Subject to any reqged action by the shareholders of the Companyntimeber of Shares covered by
each outstanding Option and SAR, and the numb8hafes which have been authorized for issuance timel®lan but as to which no
Options or SARs have yet been granted or which baea returned to the Plan upon cancellation oiratipn of an Option or SAR, as well
as the price per Share covered by each such odista@®ption or SAR, shall be proportionately adpastor any increase or decrease in the
number of issued Shares resulting from a stock, spirerse stock split, stock dividend, combinatiomeclassification of the Common Stock,
or any other increase or decrease in the aggregatber of issued Shares effected without receipbatideration by the Company;
PROVIDED, HOWEVER, that conversion of any convddibecurities of the Company shall not be deemdthte been "effected without
receipt of consideration.” Such adjustment shalinagle by the Administrator, whose determinatiothat respect shall be final, binding and
conclusive. Except as expressly provided hereinssiance by the Company of shares of stock otlsg, or securities convertible into
shares of stock of any class, shall affect, anddjostment by reason thereof shall be made witheigtso, the number or price of Shares
subject to an Option or SAR.

(b) DISSOLUTION OR LIQUIDATION. In the event of theroposed dissolution or liquidation of the Compaadi/outstanding Options and
SARs will terminate immediately prior to the congsuation of such proposed action, unl



otherwise provided by the Administrator. The Admtrator may, in the exercise of its sole discretipsuch instances, declare that any
Option or SAR shall terminate as of a date fixedh®yAdministrator and give each Optionee the righgxercise his or her Option or SAR as
to all or any part of the Optioned Stock or SARJluding Shares as to which the Option or SAR wawtotherwise be exercisable.

(c) SALE OF ASSETS OR MERGER. Subject to the priovis of

Section 12(d), in the event of a proposed saldl of substantially all of the assets of the Companr the merger of the Company with or i
another corporation, each outstanding Option ang Siall be assumed or an equivalent option or sapgkeciation right shall be substituted
by such successor corporation or a parent or sialpgidf such successor corporation, unless the Athtnator determines, in the exercise of
its sole discretion and in lieu of such assumptioeubstitution, that the Optionee shall have ifltito exercise the Option or SAR as to a
the Optioned Stock, including Shares as to whiehQiption or SAR would not otherwise be exercisalflithe Administrator makes an Optir
or SAR fully exercisable in lieu of assumption abstitution in the event of a merger or sale oetssthe Company shall notify the Optionee
that the Option or SAR shall be fully exercisalde d period of thirty (30) days from the date offsmotice, and the Option or SAR will
terminate upon the expiration of such period. Rappses of this paragraph, an Option granted uth@ePlan shall be deemed to be assumed
if, following the sale of assets or merger, thei@ptonfers the right to purchase, for each Shaf@ptioned Stock subject to the Option
immediately prior to the sale of assets or mener consideration (whether stock, cash or othasrgtexs or property) received in the sale of
assets or merger by holders of Common Stock fdn &are held on the effective date of the transagand if such holders were offered a
choice of consideration, the type of consideratibasen by the holders of a majority of the outstagn&hares); provided, however, that if
such consideration received in the sale of assateoger was not solely Common Stock of the suctessporation or its parent, the
Administrator may, with the consent of the successoporation and the participant, provide for pree share consideration to be received
upon exercise of the Option to be solely Commorristd the successor corporation or its parent emuBhir Market Value to the per share
consideration received by holders of Common Stadké sale of assets or merger.

(d) CHANGE IN CONTROL. In the event of a "Changedontrol” of the Company, as defined in Sectiore}2(nless otherwise determined
by the Administrator prior to the occurrence offs@hange in Control, the following acceleration aatliation provisions shall apply:

(i) Any Options and SARs outstanding as of the dateh Change in Control is determined to have @eduhat are not yet exercisable and
vested on such date shall become fully exercisatdevested; and

(if) The value of all outstanding Options and SAdRsll, unless otherwise determined by the Admiaistrat or after grant, be casheuat. The
amount at which such Options and SARs shall beethshit shall be equal to the excess of (x) the @&am Control Price (as defined below)
over (y) the exercise price of the Common Stoclecet by the Option or SAR. The cash-out proceedt lsk paid to the Optionee or, in the
event of death of an Optionee prior to paymenthéoestate of the Optionee or to a person who esdjtiie right to exercise the Option or
SAR by bequest or inheritance.

(e) "DEFINITION OF "CHANGE IN CONTROL". For purposef this
Section 12, a "Change in Control" means the hapgeoii any of the following:

(1) When any "person", as such term is used uoti&es 13(d) and 14(d) of the Exchange Act (othantthe Company, a Subsidiary or a
Company employee benefit plan, including any trestesuch plan acting as trustee) is or become%#reeficial owner" (as defined in Rule
13c-3 under the Exchange Act), directly or indirectif securities of the Company represen



fifty percent (50%) or more of the combined votpgwer of the Company's then outstanding securities;

(i) The occurrence of a transaction requiring shaitder approval, and involving the sale of alsobstantially all of the assets of the
Company or the merger of the Company with or imtotaer corporation.

() CHANGE IN CONTROL PRICE. For purposes of thisc8on 12, "Change in Control Price" shall be, efedmined by the Administrator,
(i) the highest Fair Market Value at any time withine sixty-day period immediately preceding theead determination of the Change in
Control Price by the Administrator (the "SIXTY-DARERIOD"), or (ii) the highest price paid or offeres determined by the Administrator,
in any bona fide transaction or bona fide offeated to the Change in Control of the Company, gttame within the Sixt-Day Period



13. TIME OF GRANTING OPTIONS AND SARS. The dategrint of an Option or SAR shall, for all purpodes the date on which the
Administrator makes the determination granting sDgtion or SAR. Notice of the determination shaldiven to each Employee to whom
Option or SAR is so granted within a reasonable tafter the date of such grant.

14. AMENDMENT AND TERMINATION OF THE PLAN.
(2) AMENDMENT AND TERMINATION. The Board may at artime amend, alter, suspend or terminate the R&it,may deem advisable.

(b) EFFECT OF AMENDMENT OR TERMINATION. Any such amdment, alteration, suspension or terminatiomefRlan shall not impz
the rights of any Optionee or SAR holder under grant theretofore made without his or her consgath Options and SARs shall remain in
full force and effect as if this Plan had not beemended or terminated.

15. CONDITIONS UPON ISSUANCE OF SHARES. Shareslstatl be issued with respect to an Option or SARsmthe exercise of such
Option or SAR and the issuance and delivery of stitdres pursuant thereto shall comply with alivat provisions of law, including,
without limitation, the Securities Act of 1933, amended, the Exchange Act, the rules and regutapiommulgated thereunder, and the
requirements of any stock exchange or quotatiotesysipon which the Shares may then be listed oteguand shall be further subject to the
approval of counsel for the Company with respeaiutch compliance.

As a condition to the exercise of an Option or S#Rhe issuance of Shares upon exercise of an OptiSAR, the Company may require
person exercising such Option or SAR to represedtvaarrant at the time of any such exercise tretSthares are being purchased only for
investment and without any present intention tbaetlistribute such Shares if, in the opinion ofinsel for the Company, such a
representation is required by any of the aforemesti relevant provisions of law.

Inability of the Company to obtain authority fromyaregulatory body having jurisdiction, which autityis deemed by the Company's
counsel to be necessary to the lawful issuancesaledof any Shares hereunder, shall relieve thep@agnof any liability in respect of the
non-issuance or sale of such Shares as to whi¢hregaisite authority shall not have been obtained.

16. RESERVATION OF SHARES. The Company, duringtdren of this Plan, will at all times reserve an@peavailable such number of
Shares as shall be sufficient to satisfy the reauémts of the Plai



Exhibit 10.A.51

APPLE COMPUTER, INC. 1998
EXECUTIVE OFFICER STOCK PLAN
(AS AMENDED THROUGH 10/06/99)

1. PURPOSES OF THE PLAN. The purposes of this SRiak are:

- to attract and retain the best available persidieng@ositions of substantial responsibility;

- to provide additional incentive to the Chairmand/@r Executive Officers and other key employees|; a
- to promote the success of the Company's business.

Options granted under the Plan may be IncentivekS@iptions (as defined under Section 422 of theefod Nonstatutory Stock Options, as
determined by the Administrator at the time of gr&tock appreciation rights ("SARs") may be grdnieder the Plan in connection with
Options or independently of Options. Stock Purchiglits may also be granted under the Plan.

2. DEFINITIONS. As used herein, the following defiions shall apply:

(a) "ADMINISTRATOR" means the Board or any of itei@mittees as shall be administering the Plan, do@ance with Section 4 of the
Plan.

(b) "AGREEMENT" means an agreement between the @ompnd an Optionee evidencing the terms and dondibf an individual Optior
SAR or Stock Purchase Right grant. The Agreemesiiligect to the terms and conditions of the Plan.

(c) "APPLICABLE LAWS" means the requirements refgtito the administration of stock option plans undes. state corporate laws, U.S.
federal and state securities laws, the Code, ack gxchange or quotation system on which the Com8tock is listed or quoted and the
applicable laws of any foreign country or jurisdict where Options, SARs or Stock Purchase Riglgsarwill be, granted under the Plan.

(d) "BOARD" means the Board of Directors of the Guamny.

(e) "CHAIRMAN" means the Chairman of the Board.

(f) "CODE" means the Internal Revenue Code of 198G mended.

(g) "COMMITTEE" means a committee of Directors ajpyed by the Board in accordance with Section thefPlan.
(h) "COMMON STOCK" means the common stock of tharpany.

(i) "COMPANY" means Apple Computer, Inc., a Califical corporation.

(j) "CONTINUOUS STATUS AS CHAIRMAN" unless determed otherwise by the Administrator, means the atesenany interruption or
termination as



Chairman of the Board with the Company. ContinuStegus as Chairman shall not be considered interdup 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 Compasgither service as a Director nor payment of aaar's fee by the Company shall be
sufficient to constitute status as "Chairman" by @ompany.

(k) "CONTINUOUS STATUS AS AN EMPLOYEE" means thessmce of any interruption or termination of the &yment relationship

with the Company or any Subsidiary. Continuousitais an Employee shall not be considered intexduptthe case 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 relatiompsiith the Company or any Subsidiary, as the caamg lme, under the terms of the respective
Company policy for such leave; however, vesting inayolled while an employee is on an approveddasdabsence under the terms of the
respective Company policy for such leave; or (iijie case of transfers between locations of thagany or between the Company, its
Subsidiaries, or its successor; For purposes @fiive Stock Options, no such leave may exceedyndwys, unless reemployment upon
expiration of such leave is guaranteed by statut®potract. If reemployment upon expiration of ave of absence approved by the Company
is not so guaranteed, on the 91st day of such laayéncentive Stock Option held by the Optioneglistease to be treated as an Incentive
Stock Option and shall be treated for tax purp@ses Nonstatutory Stock Option. Neither servica &hairman nor as a Director nor payn

of a director's fee by the Company shall be sudfitto constitute "employment" by the Company.

() "DIRECTOR" means a member of the Board.

(m) "EMPLOYEE" means any person employed by the @amy or any Parent or Subsidiary of the Companyestito (k) above.
(n) "EXCHANGE ACT" means the Securities Exchangée #1934, as amended.

(o) "EXECUTIVE OFFICER" means any person who isofficer of the

Company within the meaning of Section 16 of the Exc hange Act and the rules and
regulations promulgated thereunder.

(p) "FAIR MARKET VALUE" means, as of any date, the value of Common

Stock determined as follows:

(i) If the Common Stock is listed on any establktock exchange or a national market system, diaduwithout limitation the Nasdaq
National Market or The Nasdaq SmallCap Market o Nasdaq Stock Market, its Fair Market Value shalthe closing sales price for st
stock (or the closing bid, if no sales were repiyres quoted on such exchange or system, on theotldetermination or, if the date of
determination is not a trading day, the immediapeBceding trading day, as reported in THE WALL EBEY JOURNAL or such other
source as the Administrator deems reliable;

(i) If the Common Stock is regularly quoted byegagnized securities dealer but selling priceshateeported, the Fair Market Value of a
Share of Common Stock shall be the mean betweemghebid and low asked prices for the Common Stuckhe date of determination or
there are no quoted prices on the date of detetimiman the last day on which there are quotedegrprior to the date of determination, as
reported in THE WALL STREET JOURNAL or such otheusce as the
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Administrator deems reliable; or

(iii) In the absence of an established marketfier€ommon Stock, the Fair Market Value shall bemeined in good faith by the
Administrator.

(q) "INCENTIVE STOCK OPTION" means an Option intexdto qualify as an incentive stock option withie tneaning of Section 422 of
the Code and the regulations promulgated therewnttbis expressly designated by the Administrattinetime of grant as an incentive sti
option.

() "NONSTATUTORY STOCK OPTION" means an Option matended to qualify as an Incentive Stock Option.

(s) "OPTION" means a stock option granted purstattie Plan.

(t) "OPTIONED STOCK" means the Common Stock suble&n Option, SAR or Stock Purchase Right.

(u) "OPTIONEE" means the holder of an outstandimpgi@», SAR or Stock Purchase Right.

(v) "PARENT" means a "parent corporation,” whethew or hereafter existing, as defined in Sectiof(dpof the Code.
(w) "PLAN" means this 1998 Executive Officer Stdelan.

(x) "RESTRICTED STOCK" means shares of Common Stmziuired pursuant to a grant of Stock Purchaskt&ignder Section 12 of the
Plan.

(y) "RULE 16b-3" means Rule 16b-3 of the Exchan@e @t any successor to Rule 16b-3, as in effectwdigcretion is being exercised with
respect to the Plan.

(z) "SAR" means a stock appreciation right gramtecsuant to
Section 10 below.

(aa) "SECTION 16(b)" means Section 16(b) of theHaxge Act.
(bb) "SHARE" means a share of the Common Stockgdassted in accordance with Section 15 of the Plan.

(cc) "STOCK PURCHASE RIGHT" means the right to fnase Common Stock pursuant to Section 12 of the Rievidenced by an
Agreement.

(dd) "SUBSIDIARY" means a "subsidiary corporatiowhether now or hereafter existing, as defineddnti®n 424(f) of the Code.

3. STOCK SUBJECT TO THE PLAN. Subject to the prouis of Section 15 of the Plan, the maximum aggeegamber of Shares which
may be optioned and sold under the Plan or for wBi&Rs or Stock Purchase Rights may be granteeéeatised is 17,000,000 Shares. The
Shares may be authorized, but unissued, or reaxctiGiommon Stock.

In the discretion of the Administrator, any or @flithe Shares authorized under the Plan may besulgj SARs issued pursuant to the Plan.

If an Option, SAR or Stock Purchase Right issuedienithe Plan should expire or become unexercigabkny reason without having been
exercised in full, the unpurchased Shares whictewabject thereto shall become available for ofhy@ions, SARs or Stock Purchase Rights
under this Plan (unless the



Plan has terminated); however, should the Compaagquire Shares which were issued pursuant taxdreise of an Option or SAR, such
Shares shall not become available for future gnader the Plan. If Shares of Restricted Stock gpenchased by the Company at their
original purchase price, such shares shall becomi¢dadle for future grant under the Plan.

4. ADMINISTRATION OF THE PLAN.
(a) PROCEDURE.

() MULTIPLE ADMINISTRATIVE BODIES. If permitted byRule 16b-3 promulgated under the Exchange Achgrsaiccessor rule thereto,
as in effect at the time that discretion is beirgreised with respect to the Plan, and by the Iegglirements of the Applicable Laws relating
to the administration of stock plans such as tla@ Hf any, the Plan may (but need not) be adnarest by different administrative bodies v
respect to (A) Directors who are not Employees,iBgctors who are Employees, (C) Officers whoraseDirectors and (D) Employees w
are neither Directors nor Officers.

(i) SECTION 162(m). To the extent that the Admtragor determines it to be desirable to qualify i@ps or SARs granted hereunder as
"performance-based compensation" within the meaafng

Section 162(m) of the Code, the Plan shall be adteired by a Committee of two or more "outside awes" within the meaning of Section
162(m) of the Code.

(iii) RULE 16b-3. To the extent desirable to qualifansactions hereunder as exempt under Rule 16te3ransactions contemplated
hereunder shall be structured to satisfy the requénts for exemption under Rule 16b-3.

(iv) OTHER ADMINISTRATION. Other than as provideth@ve, the Plan shall be administered by (A) therBaa (B) a Committee, which
committee shall be constituted to satisfy Applieabaws.

(b) POWERS OF THE ADMINISTRATOR. Subject to the yigions of the Plan, and in the case of a Committabject to the specific duti
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 Options, SARd Stock Purchase Rights may be granted hereunder;

(iii) to determine the number of shares of Commuutisto be covered by each Option, SAR or StockRase Right granted hereunder;
(iv) to approve forms of agreement for use underRfan;

(v) to determine the terms and conditions, not mstgtent with the terms of the Plan, of any Opt®AR or Stock Purchase Right granted
hereunder. Such terms and conditions include, teuhat limited to, the exercise price, the datgraint, the time or times when Options,
SARs or Stock Purchase Rights may be exercisecfwhiay be based on performance criteria), anyngsttceleration or waiver of
forfeiture restrictions, and any restriction or iliation regarding any Option, SAR or Stock PurchRgght or the shares of Common Stock
relating thereto, based in each case on such faatothe Administrator, in its sole
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discretion, shall determine;

(vi) to reduce the exercise price of any OptionRS@x Stock Purchase Right to the then current Maitket Value if the Fair Market Value of
the Common Stock covered by such Option, SAR oclSRurchase Right shall have declined since the ttiat Option, SAR or Stock
Purchase Right was granted;

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

(viii) to prescribe, amend and rescind rules amuiia@ions relating to the Plan, including rules asgulations relating to sub-plans established
for the purpose of qualifying for preferred taxatment under foreign tax laws;

(ix) to modify or amend each Option, SAR or Stockdhase Right (subject to Section 17(c) of the Rlacluding the discretionary authority
to extend the post-termination exercisability peérid Options longer than is otherwise providedifothe Plan;

(x) to allow Optionees to satisfy withholding talaligations by electing to have the Company withiotan the Shares to be issued upon
exercise of an Option, SAR or Stock Purchase Rimgittnumber of Shares having a Fair Market Valueaktp the amount required to be
withheld. The Fair Market Value of the Shares taithheld shall be determined on the date thaatheunt of tax to be withheld is to be
determined. All elections by an Optionee to havar&f withheld for this purpose shall be made img$amm and under such conditions as the
Administrator may deem necessary or advisable;

(xi) to authorize any person to execute on belfalfi@ Company any instrument required to effectgtant of an Option, SAR or Stock
Purchase Right previously granted by the Administrand

(xii) to make all other determinations deemed neagsor advisable for administering the Plan.

(c) EFFECT OF ADMINISTRATOR'S DECISION. The Admitriator's decisions, determinations and interpr@tatshall be final and
binding on all Optionees and any other holders pifidhs, SARs or Stock Purchase Rights.

5. ELIGIBILITY. Nonstatutory Stock Options, SARsdStock Purchase Rights may be granted to the @hairExecutive Officers and ott
key employees or to such other individuals as datexd by the Administrator whom the Company haereffl a position of Chairman or
Executive Officer. Incentive Stock Options may barded only to Executive Officers and other key Eyges.
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6. LIMITATIONS.

(a) Each Option shall be designated in the Agre¢merither an Incentive Stock Option or a NonstayuStock Option. However,
notwithstanding such designation, to the extertttheaggregate Fair Market Value of the Shareb mispect to which Incentive Stock
Options are exercisable for the first time by th@i@nee during any calendar year (under all pldrtke@Company and any Parent or
Subsidiary) exceeds $100,000, such Options shatklaged as Nonstatutory Stock Options. For puipos$¢his Section 6(a), Incentive Stock
Options shall be taken into account in the orderliich they were granted. The Fair Market Valu¢hef Shares shall be determined as of the
time the Option with respect to such Shares istgthn

(b) Neither the Plan nor any Option, SAR or StookdRase Right shall confer upon an Optionee art rigth respect to continuing the
Optionee's relationship as an Employee with or @man of the Company, nor shall they interfere ip aay with the Optionee's right or the
Company's right to terminate such relationshipngttame, with or without cause.

(c) The following limitations shall apply to grara$ Options and SARs:
(i) No participant shall be granted, in any fisgahr of the Company, Options or SARSs to purchaserti@n 17,000,000 Shares;

(i) The foregoing limitations shall be adjuste@portionately in connection with any change in@wmpany's capitalization as described in
Section 15;

(iii) If an Option or SAR is canceled in the sanszal year of the Company in which it was granttth¢r than in connection with a
transaction described in Section 15), the cand@letibn will be counted against the limits set farttsubsections (i) above. For this purpose,
if the exercise price of an Option or SAR is redyydbe transaction will be treated as a cancehatifothe Option or SAR and the grant of a
new Option or SAR.

7. TERM OF PLAN. Subject to Section 21 of the Pliue, Plan shall become effective upon its adoptipthe Board. It shall continue in
effect for a term of ten (10) years unless terngidaarlier under Section 16 of the Plan.

8. TERM OF OPTION. The term of each Option shalkteed in the Agreement. In the case of an Ineer8tock Option, the term shall be
ten (10) years from the date of grant or such shderm as may be provided in the Agreement. Magedn the case of an Incentive Stock
Option granted to an Optionee who, at the timdrlentive Stock Option is granted, owns stock repnéing more than ten percent (10%) of
the total combined voting power of



all classes of stock of the Company or any PareBubsidiary, the term of the Incentive Stock Optstall be five (5) years from the date of
grant or such shorter term as may be provideddrAtireement.

9. OPTION EXERCISE PRICE AND CONSIDERATION.

(a) EXERCISE PRICE. The per share exercise pricéh® Shares to be issued pursuant to exercise Ojpsion shall be determined by the
Administrator, subject to the following:

() In the case of an Incentive Stock Option;

(A) granted to an Employee who, at the time thehtive Stock Option is granted, owns stock reprisgmore than ten percent (10%) of
voting power of all classes of stock of the Compangny Parent or Subsidiary, the per Share exemrise shall be no less than 110% of the
Fair Market Value per Share on the date of grant; o

(B) granted to any Employee other than an Emplalg=eribed in paragraph (A) immediately above, #reShare exercise price shall be no
less than 100% of the Fair Market Value per Sharthe date of grant;

(i) In the case of a Nonstatutory Stock Optiorg ffer Share exercise price shall be determinetdéypdministrator. In the case of a
Nonstatutory Stock Option intended to qualify asrfprmanc-based compensation” within the meaning of Sec2(m) of the Code, the
per Share exercise price shall be no less than 1W@Be Fair Market Value per Share on the datgrant;

(iii) Notwithstanding the foregoing, Options may ¢m@anted with a per Share exercise price of lems 100% of the Fair Market Value per
Share on the date of grant as determined by theifistmator or pursuant to a merger or other corti@nsaction.

(b) WAITING PERIOD AND EXERCISE DATES. At the timan Option is granted, the Administrator shall fie tperiod within which the
Option may be exercised and shall determine angliions which must be satisfied before the Opticayrhe exercised.

(c) FORM OF CONSIDERATION. The Administrator shd#termine the acceptable form of consideratiorekarcising an Option, includit
the method of payment. In the case of an Incer8teek Option, the Administrator shall
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determine the acceptable form of consideratiohatitme of grant. Such consideration may consititedy of:
(i) cash;

(i) check;

(iii) promissory note;

(iv) other Shares which (A) in the case of Shaszgpiaed upon exercise of an option, have been owgdtie Optionee for more than six
months on the date of surrender, and (B) have raMratiket Value on the date of surrender equal ¢éoafpgregate exercise price of the Shares
as to which said Option shall be exercised;

(v) consideration received by the Company undexshless exercise program implemented by the Comipasgnnection with the Plan;

(vi) a reduction in the amount of any Company lioto the Optionee, including any liability atttitable to the Optionee's participation in
any Company-sponsored deferred compensation programangement;

(vii) any combination of the foregoing methods afyment; or
(viii) such other consideration and method of pagtder the issuance of Shares to the extent pexchliy Applicable Laws.
10. STOCK APPRECIATION RIGHTS.

(&) GRANTED IN CONNECTION WITH OPTIONS. At the satliscretion of the Administrator, SARs may be geainin connection with all
or any part of an Option, either concurrently wike grant of the Option or at any time thereaftairdy the term of the Option. The following
provisions apply to SARs that are granted in cotioeavith Options:

() The SAR shall entitle the Optionee to exerdfse SAR by surrendering to the Company unexerasgartion of the related Option. The
Optionee shall receive in exchange from the Com@angmount equal to the excess of (x) the Fair Blavialue on the date of exercise of
SAR of the Common Stock covered by the surrendeoetion of the related Option over (y) the exergisiee of the Common Stock covered
by the surrendered portion of the related Optiontwithstanding the foregoing, the Administrator ndgce limits on the amount that may be
paid upon exercise of a SAR; provided, howevet, shah limit shall not restrict the exercisabilitithe related Option;

(i) When a SAR is exercised, the related Optiorthe extent surrendered, shall no longer be esadtg;

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

(iv) A SAR may only be exercised at a time whenFha& Market Value of the Common Stock coveredh®y/related Option exceeds the
exercise price of the Common Stock covered by ¢taed Option.

(b) INDEPENDENT SARs. At the sole discretion of théministrator, SARs may be granted without rela@gations. The following
provisions apply to



SARs that are not granted in connection with Oggtion

() The SAR shall entitle the Optionee, by exergisihe SAR, to receive from the Company an amoguélkto the excess of (x) the Fair
Market Value of the Common Stock covered by exettigortion of the SAR, as of the date of such egerover (y) the Fair Market Value
the Common Stock covered by the exercised portidhedSAR, as of the date on which the SAR wastgdrprovided, however, that the
Administrator may place limits on the amount thatynbe paid upon exercise of a SAR; and

(i) SARs shall be exercisable, in whole or in pattsuch times as the Administrator shall speciffhe Optionee's Agreement.

(c) FORM OF PAYMENT. The Company's obligation argiupon the exercise of a SAR may be paid in Com8tonk or in cash, or in any
combination of Common Stock and cash, as the Adsnaibr, in its sole discretion, may determine.r8hdssued upon the exercise of a SAR
shall be valued at their Fair Market Value as efdiate of exercise.

(d) RULE 16b-3. SARs granted hereunder shall cargdach additional restrictions as may be requiodokt contained in the Plan or
Agreement in order for the SAR to qualify for theximum exemption provided by Rule 16b-3.

11. EXERCISE OF OPTION OR SAR.

(a) PROCEDURE FOR EXERCISE; RIGHTS AS A SHAREHOLDHERy Option or SAR granted hereunder shall be @gable according
to the terms of the Plan and at such times andruush conditions as determined by the Administratal set forth in the Agreement. An
Option may not be exercised for a fraction of ar8ha

An Option or SAR shall be deemed exercised wherCthmpany receives: (i) written or electronic notidexercise (in accordance with the
terms of the Option or SAR) from the person erditie exercise the Option or SAR, and (ii) full pagmhfor the Shares with respect to which
the Option is exercised. Full payment may condising consideration and method of payment authdrigethe Administrator and permitted
by the Agreement and the Plan. Shares issued uonige of an Option shall be issued in the namaefOptionee or, if requested by the
Optionee, in the name of the Optionee and his bspeuse. Until the Shares are issued (as eviddnctte appropriate entry on the books of
the Company or of a duly authorized transfer agéttte Company), no right to vote or receive divide or any other rights as a shareholder
shall exist with respect to the Optioned Stockwiibistanding the exercise of the Option. The Comyrall issue (or cause to be issued)
Shares promptly after the Option is exercised. tjosiment will be made for a dividend or other tigr which the record date is prior to the
date the Shares are issued, except as providestiios 15 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 to whiclOpion is exercised. Exercise of a SAR in any nearstall, to the extent the SAR is
exercised, result in a decrease in the number afeShwhich thereafter shall be available for puegas the Plan, and the SAR shall cease to
be exercisable to the extent it has been exercised.

(b) TERMINATION OF CONTINUOUS STATUS AS CHAIRMAN. pon termination of an Optionee's Continuous Statu€hairman
(other than termination by reason of the Optionde&th), the Optionee may, but only within nin€t@)(days after the date of such
termination, exercise his or her Option or SARh® ¢xtent



that it was exercisable at the date of such tertiminaNotwithstanding the foregoing, however, arti@por SAR may not be exercised after
the date the Option or SAR would otherwise expirét®terms due to the passage of time from the dagrant.

(c) TERMINATION OF CONTINUOUS EMPLOYMENT. Upon terimation of an Optionee's Continuous Status as Eyegldother than
termination by reason of the Optionee's death)Otpttonee may, but only within ninety (90) daysathe date of such termination, exercise
his or her Option or SAR to the extent that it wasrcisable at the date of such termination. Noisténding the foregoing, however, an
Option or SAR may not be exercised after the dagedption or SAR would otherwise expire by its temue to the passage of time from the
date of grant.

(d) DEATH OF OPTIONEE. If an Optionee dies (i) vhdn Employee or Chairman, the Option or SAR magxagcised at any time within
six (6) months (or such other period of time nateeding twelve (12) months as determined by the iAdtnator) following the date of death
by the Optionee's estate or by a person who adjtlieeright to exercise the Option by bequest beiitance, but only to the extent of the
right to exercise that would have accrued had théo@ee continued living and terminated his or émployment six (6) months (or such
other period of time not exceeding twelve (12) rhardas determined by the Administrator) after the dddeath; or (ii) within ninety (90)
days after the termination of Continuous StatusreEmployee or Chairman, the Option or SAR mayxegaised, at any time within six (6)
months (or such other period of time not exceetlivegve (12) months as determined by the Administidbllowing the date of death by the
Optionee's estate or by a person who acquiredgheto exercise the Option or SAR by bequest beritance, but only to the extent of the
right to exercise that had accrued at the daterafibation. If the Option or SAR is not so exerdigéthin the time specified herein, the
Option or SAR shall terminate, and the Shares @al/by such Option or SAR shall revert to the Plan.

Notwithstanding the foregoing, however, an Optiofs8R may not be exercised after the date the @micSAR would otherwise expire |
its terms due to the passage of time from the ofageant.

(e) BUYOUT PROVISIONS. The Administrator may at aige offer to buy out for a payment in cash orr@saan Option or SAR previou:
granted based on such terms and conditions asdhemistrator shall establish and communicate toQpé&onee at the time that such offer is
made.

12. STOCK PURCHASE RIGHTS.

() RIGHTS TO PURCHASE. Stock Purchase Rights neaisstued either alone, in addition to, or in tanddth other awards granted under
the Plan and/or cash awards made outside of time Rfter the Administrator determines that it vaffer Stock Purchase Rights under the
Plan, it shall advise the Optionee in writing ceattonically, of the terms, conditions and resiwit$ related to the offer, including the number
of Shares that the Optionee shall be entitled tahmse, the price to be paid, and the time withiictvthe Optionee must accept such offer.
The offer shall be accepted by execution of an Agrent in the form determined by the Administrator.

(b) REPURCHASE OPTION. Unless the Administratoredetines otherwise, the Agreement shall grant tha@&my a repurchase option
exercisable upon the voluntary or involuntary teraion of the purchaser's service with the Comgangny reason (including death or
Disability). The purchase price for Shares repuseldgpursuant to the Agreement shall be the origirie¢ paid by the purchaser and may be
paid by cancellation of any indebtedness of thelpaser to the Company. The repurchase option Isipzk at a rate

10



determined by the Administrator.

(c) OTHER PROVISIONS. The Agreement shall contaichsother terms, provisions and conditions notmségtent with the Plan as may be
determined by the Administrator in its sole disicnet

(d) RIGHTS AS A SHAREHOLDER. Once the Stock PuréhBRsght is exercised, the purchaser shall haveidihés equivalent to those of a
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 15 oPthe.

13. TRANSFERABILITY OF OPTIONS, SARS AND STOCK PURBSE RIGHTS. Unless determined otherwise by the hifstrator, an
Option, SAR or Stock Purchase Right may not be, sttiged, assigned, hypothecated, transferretisposed of in any manner other than
by will or by the laws of descent or distributionpursuant to a qualified domestic relations oredefined by the Code or Title 1 of the
Employee Retirement Income Security Act, and magxtacised, during the lifetime of the Optionedydyy the Optionee. If the
Administrator makes an Option, SAR or Stock PurelRight transferable, such Option, SAR or StoclcRase Right shall contain such
additional terms and conditions as the Administrdems appropriate.

14. STOCK WITHHOLDING TO SATISFY WITHHOLDING TAX ORIGATIONS. When an Optionee incurs tax liability @gonnection

with the exercise of an Option, SAR or Stock PusehRight, which tax liability is subject to tax hiliolding under applicable tax laws, and
the Optionee is obligated to pay the Company anuaneequired to be withheld under applicable taxslathe Optionee may satisfy the
withholding tax obligation (including, at the eleet of the Optionee, any additional amount whiok @ptionee desires to have withheld in
order to satisfy in whole or in part the Optiondalsestimated tax in connection with the exertisg electing to have the Company withhold
from the Shares to be issued upon exercise of @@ or the Shares to be issued upon exercifeedbAR or Stock Purchase Right, if any,
that number of Shares having a Fair Market Valueaktp the amount required to be withheld (and adgitional amount desired to be
withheld, as aforesaid). The Fair Market Valuehaf Shares to be withheld shall be determined odadkesthat the amount of tax to be
withheld is to be determined (the "Tax Date").

All elections by an Optionee to have Shares witthlfiet this purpose shall be made in writing in arfaacceptable to the Administrator and
shall be subject to the following restrictions:

(i) the election must be made on or prior to theliagpble Tax Date; and
(i) all elections shall be subject to the consendisapproval of the Administrator.

In the event the election to have Shares withreefdade by an Optionee and the Tax Date is defemddr Section 83 of the Code because no
election is filed under Section 83(b) of the Catte, Optionee shall receive the full number of Skavith respect to which the Option, SAR
Stock Purchase Right is exercised but such Optishak be unconditionally obligated to tender baxkhe Company the proper number of
Shares on the Tax Date.
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15. ADJUSTMENTS UPON CHANGES IN CAPITALIZATION, DISOLUTION, MERGER OR ASSET SALE.

(&) CHANGES IN CAPITALIZATION. Subject to any reqed action by the shareholders of the Companyntimeber of shares of Common
Stock covered by each outstanding Option, SAR oclSPurchase Right, and the number of shares ofn@omStock which have been
authorized for issuance under the Plan but as tohato Options, SARs or Stock Purchase Rights lyavdeen granted or which have been
returned to the Plan upon cancellation or expiratiban Option, SAR or Stock Purchase Right, a$ agthe price per share of Common
Stock covered by each such outstanding Option, 8ARock Purchase Right, shall be proportionatdjysted for any increase or decreas
the number of issued shares of Common Stock raguttbom a stock split, reverse stock split, stomkd#nd, combination or reclassification
of the Common Stock, or any other increase or dserén the number of issued shares of Common $fite&ted 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 consideratioruti®adjustment shall be made by the Board, whotserdimation in that respect shall be
final, binding and conclusive. Except as exprepstywided herein, no issuance by the Company ofeshafr stock of any class, or securities
convertible into shares of stock of any class,lsfédct, and no adjustment by reason thereof $ieathade with respect to, the number or
price of shares of Common Stock subject to an @p&#AR or Stock Purchase Right.

(b) DISSOLUTION OR LIQUIDATION. In the event of theroposed dissolution or liquidation of the Compaadl/outstanding Options,
SARs and Stock Purchase Rights will terminate iniatety prior to the consummation of such propossiba, unless otherwise provided by
the Administrator. The Administrator may, in theseoise of its sole discretion in such instanceslade that any Option, SAR or Stock
Purchase Right shall terminate as of a date fixetthé& Administrator and give each Optionee thetrighexercise his or her Option, SAR or
Stock Purchase Right as to all or any part of thedded Stock, including Shares as to which theddpSAR or Stock Purchase Right would
not otherwise be exercisable.

(c) MERGER OR ASSET SALE. Unless otherwise detegdiby the Administrator, in the event of a mergethe Company with or into
another corporation, or the sale of substantidllpfahe assets of the Company, each outstandistip®, SAR and Stock Purchase Right shall
be assumed or an equivalent option or right sulistitby the successor corporation or a Parentlosiary of the successor corporation. In
the event that the successor corporation refusasstame or substitute for the Option, SAR or Stgichase Right, the Optionee shall fully
vest in and have the right to exercise the Opt8AR or Stock Purchase Right as to all of the Ogtib8tock, including Shares as to which it
would not otherwise be vested or exercisable. iDation, SAR or Stock Purchase Right becomes ftdsted and exercisable in lieu of
assumption or substitution in the event of a meogesale of assets, the Administrator shall ndtify Optionee in writing or electronically that
the Option, SAR or Stock Purchase Right shall lilg fiested and exercisable for a period of thi@@) days from the date of such notice, and
the Option, SAR or Stock Purchase Right shall teat& upon the expiration of such period. For thgppses of this paragraph, the Option,
SAR or Stock Purchase Right shall be consideredhass if, following the merger or sale of assets,dption or right confers the right to
purchase or receive, for each Share of OptioneckStobject to the Option, SAR or Stock PurchasenRigmediately prior to the merger or
sale of assets, the consideration (whether stadh,®r other securities or property) receivedharherger or sale of assets by holders of
Common Stock for each Share held on the effectate df the transaction (and if holders were offexethoice of consideration, the type of
consideration chosen by the holders
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of a majority of the outstanding Shares); providealyever, that if such consideration received @rtierger or sale of assets is not solely
common stock of the succesor corporation or iteftathe Administrator may, with the consent of $hecessor corporation, provide for the
consideration to be received upon the exercishefption, SAR or Stock Purchase Right, for eadr&bf Optioned Stock subject to the
Option, SAR or Stock Purchase Right, to be solelmimon stock of the successor corporation or itefaqual in fair market value to the
share consideration received by holders of Commook3n the merger or sale of assets.

(d) CHANGE IN CONTROL. In the event of a "Change&dontrol” of the Company, as defined in paragra)télow, unless otherwise
determined by the Administrator prior to the ocene of such Change in Control, the following aeaion and valuation provisions shall
apply:

(i) Any Options, SARs and Stock Purchase Rightstanting as of the date such Change in Contratesrohined to have occurred that are
not yet exercisable and vested on such date shadinbe fully exercisable and vested; and

(i) The value of all outstanding Options, SARs &tdck Purchase Rights shall, unless otherwisemetied by the Administrator at or after
grant, be cashed-out. The amount at which sucho®ptiSARs and Stock Purchase Rights shall be caslesthall be equal to the excess of
(x) the Change in Control Price (as defined belowgr (y) the exercise price of the Common Stockeced by the Option, SAR or Stock
Purchase Right. The cash-out proceeds shall betpdid Optionee or, in the event of death of atiddpe prior to payment, to the estate of
the Optionee or to a person who acquired the tmbiercise the Option, SAR or Stock Purchase Rigtiiequest or inheritance.

(e) DEFINITION OF "CHANGE IN CONTROL". For purposes this Section 15, a "Change in Control" mearstthppening of any of the
following:

(i) When any "person", as such term is used ini&estl3(d) and 14(d) of the Exchange Act (othenttiee Company, a Subsidiary or a
Company employee benefit plan, including any tristesuch plan acting as trustee) is or become%tireeficial owner" (as defined in Rule
13d-3 under the Exchange Act), directly or indilgabf securities of the Company representing ffgrecent (50%) or more of the combined
voting power of the Company's then outstanding isg&es; or

(i) The occurrence of a transaction requiring shaitder approval, and involving the sale of alsobstantially all of the assets of the
Company or the merger of the Company with or imtothaer corporation.

() CHANGE IN CONTROL PRICE. For purposes of thisc8Bon 15, "Change in Control Price" shall be, efedmined by the Administrator,
(i) the highest Fair Market Value at any time wittihe 60-day period immediately preceding the datietermination of the Change in
Control Price by the Administrator (the "60-Day i@dl'), or (ii) the highest price paid or offered, @etermined by the Administrator, in any
bona fide transaction or bona fide offer relateth®oChange in Control of the Company, at any tivithin the 60-Day Period.

16. DATE OF GRANT. The date of grant of an Opti8#R or Stock Purchase Right shall be, for all pagsp the date on which the
Administrator makes the determination granting sDgtion, SAR or Stock Purchase Right, or such offier date as is determined by the
Administrator. Notice of the determination shallgrevided to each Optionee within a reasonable &fter the date of
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such grant.
17. AMENDMENT AND TERMINATION OF THE PLAN.
(2) AMENDMENT AND TERMINATION. The Board may at artime amend, alter, suspend or terminate the Plan.

(b) SHAREHOLDER APPROVAL. The Company shall obtairareholder approval of any Plan amendment toxtemenecessary and
desirable to comply with Applicable Laws.

(c) EFFECT OF AMENDMENT OR TERMINATION. No amendntealteration, suspension or termination of thenRlall impair the right
of any Optionee, unless mutually agreed otherwigerden the Optionee and the Administrator, whiate@gent must be in writing and
signed by the Optionee and the Company. Terminatidhe Plan shall not affect the Administratoidity to exercise the powers granted to
it hereunder with respect to Options, SARs or St@gkchase Rights granted under the Plan priorea#tte of such termination.

18. CONDITIONS UPON ISSUANCE OF SHARES.

(a) LEGAL COMPLIANCE. Shares shall not be issuedspant to the exercise of an Option, SAR or StagsicPase Right unless the exercise
of such Option, SAR or Stock Purchase Right andshigance and delivery of such Shares shall comijptyApplicable Laws and shall be
further subject to the approval of counsel for@@mmpany with respect to such compliance.

(b) INVESTMENT REPRESENTATIONS. As a condition teetexercise of an Option, SAR or Stock PurchasatRibe Company may
require the person exercising such Option, SARtoclSPurchase Right to represent and warrant atrtieeof any such exercise that the
Shares are being purchased only for investmentdthdut any present intention to sell or distribatech Shares if, in the opinion of counsel
for the Company, such a representation is required.

19. INABILITY TO OBTAIN AUTHORITY. The inability ofthe Company to obtain authority from any regulatoody having jurisdiction,
which authority is deemed by the Company's coutaské necessary to the lawful issuance and saeyfBhares hereunder, shall relieve the
Company of any liability in respect of the failumeissue or sell such Shares as to which suchsiéguaiuthority shall not have been obtained.

20. RESERVATION OF SHARES. The Company, duringttren of this Plan, will at all times reserve anépeavailable such number of
Shares as shall be sufficient to satisfy the reaémts of the Plan.

21. SHAREHOLDER APPROVAL. The Plan shall be subjecapproval by the shareholders of the Compankiwiivelve (12) months after
the date the Plan is adopted. Such shareholdeowegdshall be obtained in the manner and to theedegequired under Applicable Laws.
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EXHIBIT 21

SUBSIDIARIES OF
APPLE COMPUTER, INC*

NAME

Apple Computer, Inc. Limited
Apple Computer Limited
Apple Computer International
Apple Japan, LLC
Apple Computer B.V.......cccvvvveeeiiiiiiinns
Apple Computer (UK) Ltd
A C Real Properties, Inc

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

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

of the year covered by this repc

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



EXHIBIT 23.1
CONSENT OF INDEPENDENT AUDITORS

The Board of Directors
Apple Computer, Inc.

We consent to incorporation by reference in théstegfion statements (Nos. 2-70449, 2-77563, 2-8589-00866, 33-23650, 33-31075, 33-
40877, 33-47596, 33-57092, 33-57080, 33-53873,3879, 33-53895, 33-60279, 33-60281, 333-07437,2339, 333-23725, 333-60455
and 333-82603) on Forms S-8 and registration seés(No. 33-23317, 33-29578, 33-62310, 333-109611333-28191) on Forms S-3 and
(Nos. 333-10961 and 333-28191) on Forms S-3/A gil&Computer, Inc. of our report dated October1BB9, relating to the consolidated
balance sheets of Apple Computer, Inc. and subi@dias of September 25, 1999 and September 2B, 486 the related consolidated
statements of operations, shareholders' equitycashl flows for each of the years in the three-peaiod ended September 25, 1999, and the
related schedule, which report appears in the 8de 25, 1999 annual report on Form 10-K of Appbenuter, Inc.

/'s/ KPMG LLP

Mountain View, California

Decenber 21, 1999



ARTICLE 5
MULTIPLIER: 1,000,00(

PERIOD TYPE YEAR
FISCAL YEAR END SEP 25 199
PERIOD END SEP 25 199
CASH 1,32¢
SECURITIES 1,90(
RECEIVABLES 74¢
ALLOWANCES 68
INVENTORY 20
CURRENT ASSET¢ 4,28¢
PP&E 72¢
DEPRECIATION 411
TOTAL ASSETS 5,161
CURRENT LIABILITIES 1,54¢
BONDS 30C
PREFERRED MANDATORY 15C
PREFERREL 0
COMMON 1,34¢
OTHER SE 10¢€
TOTAL LIABILITY AND EQUITY 5,161
SALES 6,13«
TOTAL REVENUES 6,13«
CGS 4,43¢
TOTAL COSTS 4,43¢
OTHER EXPENSE! 1,33
LOSS PROVISION 0
INTEREST EXPENSE 47
INCOME PRETAX 67€
INCOME TAX 75
INCOME CONTINUING 601
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 601
EPS BASIC 4.2C
EPS DILUTED 3.61
End of Filing
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