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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q

(Mark One)

B QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended March 29, 2003

OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For thetransition period from to

Commission file number 0-10030

APPLE COMPUTER, INC.

(Exact name of Registrant as specified in its charter)

CALIFORNIA 942404110
(State or other jurisdiction (I.R.S. Employer Identification No.)
of incorporation or organization)
1 Infinite Loop Cupertino, California 95014
(Address of principal executive offices) (Zip Code)

Registrant’ s telephone number, including area code: (408) 996-1010
Securities registered pursuant to Section 12(b) of the Act: None
Securities registered pursuant to Section 12(g) of the Act:
Common Stock, no par value

Common Shar e Purchase Rights
(Titles of classes)

Indicate by check mark whether the Registrant (1) hasfiled al reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90 days.

Yes No O
Indicate by check mark whether the Registrant is an accelerated filer (as defined in Exchange Act Rule 12b-2).

Yes No O

365,611,414 shares of Common Stock Issued and Outstanding as of May 2, 2003
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

APPLE COMPUTER, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)
(in millions, except share and per share amounts)
Three Months Ended Six Months Ended

March 29, 2003 March 30, 2002 March 29, 2003

March 30, 2002

Net sales $ 1475 $ 1,495 $ 2,947 % 2,870
Cost of sales 1,057 1,086 2,123 2,039

Gross margin 418 409 824 831
Operating expenses:

Research and devel opment 119 111 240 224

Selling, general, and administrative 300 270 599 559

Restructuring costs 3 — 26 24

Total operating expenses 422 381 865 807

Operating income (loss) 4 28 (41) 24
Gains on non-current investments, net — — — 23
Interest and other income, net 23 27 52 61

Total interest and other income, net 23 27 52 84
Income before provision for income taxes 19 55 11 108
Provision for income taxes 5 15 3 30
Income before accounting change 14 40 8 78
Cumulative effect of accounting change, net of income

taxes of $1 — — (2) —
Net income $ 14 3 40 $ 6 78
Earnings per common share before accounting change:

Basic $ 004 $ 011 $ 0.02 0.22

Diluted $ 004 $ 011 $ 0.02 0.22
Earnings per common share after accounting change:

Basic $ 004 $ 011 $ 0.02 0.22

Diluted $ 004 $ 011 $ 0.02 0.22
Shares used in computing earnings per share (in thousands):

Basic 360,490 353,480 359,774 352,405

Diluted 362,243 365,969 361,591 361,622

See accompanying notes to condensed consolidated financial statements.
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APPLE COMPUTER, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS (Unaudited)

(in millions, except share amounts)

ASSETS:
Current assets:
Cash and cash equivalents
Short-term investments
Accounts receivable, less allowances of $48 and $51, respectively
Inventories
Deferred tax assets
Other current assets
Total current assets
Property, plant and equipment, net
Goodwill
Acquired intangible assets
Other assets
Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY:
Current liabilities:
Accounts payable
Accrued expenses
Current debt
Total current liabilities

Long-term debt
Deferred tax liabilities and other non-current liabilitiesand other non-current liabilities
Total liabilities

Commitments and contingencies

Shareholders’ equity:
Common stock, no par value; 900,000,000 shares authorized; 365,545,268 and
358,958,989 shares issued and outstanding, respectively
Deferred stock compensation
Retained earnings
Accumulated other comprehensive income (10ss)
Total shareholders' equity

Total liabilities and shareholders’ equity

March 29, 2003

September 28, 2002

$ 3410 $ 2,252
1,116 2,085

492 565

41 45

168 166

241 275

5,468 5,388

619 621

85 85

29 34

160 170

$ 6,361 $ 6,298
$ 921 % 911
776 747

310 —

2,007 1,658

— 316

215 229

2,222 2,203

1,919 1,826
(75) ()

2,331 2,325
(36) (49

4,139 4,095

$ 6,361 $ 6,298

See accompanying notes to condensed consolidated financial statements.
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APPLE COMPUTER, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

Cash and cash equivalents, beginning of the period

Operating Activities:
Net income
Cumulative effect of accounting change, net of taxes

(in millions)

Six Months Ended

March 29, 2003

March 30, 2002

Adjustments to reconcile net income to cash generated by operating activities:

Depreciation, amortization and accretion
Non-cash restructuring
Provision for (benefit from) deferred income taxes

Loss on disposition of property, plant, and equipment

Gains on sales of short-term investments, net

Gains on sales of non-current investments, net
Changes in operating assets and liabilities:

Accounts receivable

Inventories

Other current assets

Other assets

Accounts payable

Other current liabilities

Cash generated by operating activities

Investing Activities:

Purchase of short-term investments

Proceeds from maturities of short-term investments
Proceeds from sa e of short-term investments
Proceeds from sale of non-current investments
Purchases of property, plant, and equipment

Other

Cash generated by (used for) investing activities

Financing Activities:
Proceeds from issuance of common stock

Cash generated by financing activities
Increase (decrease) in cash and cash equivalents
Cash and cash equivalents, end of the period
Supplemental cash flow disclosures:

Cash paid for interest
Cash paid for income taxes, net

$ 2252 $ 2,310
6 78

2 N

62 57

12 4

(12) 30

2 4

(18) (3)

— (23)

73 (178)

4 (15)

34 (91)

(14) (11)

10 186

47 6

208 44

(1,097) (2,897)

1,214 1,422

849 319

13 25

(60) (79)

15 (32)

934 (1,242)

16 47

16 47

1,158 (1,151)

$ 3410 $ 1,159
$ 10 $ 10
$ 5 $ 7

See accompanying notes to condensed consolidated financial statements.
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APPLE COMPUTER, INC.
Notes to Condensed Consolidated Financial Statements (Unaudited)
Note 1 - Summary of Significant Accounting Policies

Apple Computer, Inc. and its subsidiaries (the Company) designs, manufactures, and markets personal computers and related personal
computing and communicating solutions for sale primarily to education, creative, consumer, and business customers.

Basis of Presentation and Preparation

The accompanying condensed consolidated financia statements include the accounts of the Company. Intercompany accounts and
transactions have been eliminated. The preparation of these condensed consolidated financial statementsin conformity with U.S.
generally accepted accounting principles requires management to make estimates and assumptions that affect the amounts reported in
these condensed consolidated financial statements and accompanying notes. Actual results could differ materially from those
estimates. Interim information is unaudited; however, in the opinion of the Company’s management, all adjustments of a normal
recurring nature necessary for afair statement of interim periods presented have been included. The results for interim periods are not
necessarily indicative of results to be expected for the entire year.

These condensed consolidated financial statements and accompanying notes should be read in conjunction with the Company’ s annua
consolidated financial statements and the notes thereto for the fiscal year ended September 28, 2002, included in its Annual Report on
Form 10-K for the year ended September 28, 2002 (the 2002 Form 10-K).

Accounting for Asset Retirement Obligations

On September 29, 2002, the Company adopted Statement of Financial Accounting Standards (SFAS) No. 143, Accounting for Asset
Retirement Obligations, which addresses financial accounting and reporting for obligations associated with the retirement of tangible
long-lived assets and the associated asset retirement costs. The standard applies to legal obligations associated with the retirement of
long-lived assets that result from the acquisition, construction, development and/or normal use of the assets. SFAS No. 143 requires
that the fair value of aliability for an asset retirement obligation be recognized in the period in which it isincurred if areasonable
estimate of fair value can be made. Thefair value of the liability is added to the carrying amount of the associated asset and this
additional carrying amount is depreciated over the life of the asset. All of the Company’s existing asset retirement obligations are
associated with commitments to return property subject to operating leases to original condition upon lease termination. The Company
estimated that as of September 29, 2002, gross expected future cash flows of $9.5 million would be required to fulfill these
obligations.

As of the date of adoption, the Company recorded a $6 million long-term asset retirement liability and a corresponding increasein
leasehold improvements. This amount represents the present value of expected future cash flows associated with returning certain of
the Company’s leased properties to original condition. The difference between the gross expected future cash flow of $9.5 million and
its present value at September 29, 2002, of $6 million will be accreted over the life of the related leases as an operating expense. Net
of therelated income tax effect of approximately $1 million, adoption of SFAS No. 143 resulted in an unfavorable cumulative-effect
type adjustment to net income during the first quarter of 2003 of approximately $2 million. This adjustment represents cumulative
depreciation and accretion that would have been recognized through the date of adoption of SFAS No. 143 had the statement been
applied to the Company’ s existing asset retirement obligations at the time they were initially incurred.

The following table reconciles changes in the Company’s asset retirement liability for the first six months of 2003 (in millions):

Asset retirement liability recorded at 9/29/02 $ 55
Additional asset retirement obligations recognized 0.3
Accretion recognized 0.9

Asset retirement liability as of 3/29/03 $ 67
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Accounting for Restructuring Charges

In June 2002, the Financial Accounting Standards Board issued SFAS No. 146, Accounting for Costs Associated with Exit or Disposal
Activities. SFAS No. 146 supersedes Emerging Issues Task Force (EITF) Issue No. 94-3, Liability Recognition for Certain Employee
Termination Benefits and Other Costs To Exit an Activity (Including Certain Costs Associated with a Restructuring) and requires that
aliability for a cost associated with an exit or disposal activity be recognized when the liability isincurred, as opposed to when
management is committed to an exit plan. SFAS No. 146 also establishes that the liability should initially be measured and recorded
at fair value. This Statement was effective for exit or disposal activities initiated after December 31, 2002. The provisions of SFAS
No. 146 were required to be applied prospectively after the adoption date to newly initiated exit activities.

Stock-Based Compensation

The Company measures compensation expense for its empl oyee stock-based compensation plans using the intrinsic value method
prescribed by Accounting Principles Board (APB) Opinion 25, Accounting for Sock Issued to Employees, and has provided pro forma
disclosures of the effect on net income and earnings per share as if the fair value-based method had been applied in measuring
compensation expense. The Company has elected to follow APB No. 25 because, as discussed below, the alternative fair value
accounting provided for under SFAS No. 123, Accounting for Stock-Based Compensation, requires use of option valuation models that
were not developed for use in valuing employee stock options and employee stock purchase plan shares. Under APB No. 25, when the
exercise price of the Company’s employee stock options equals the market price of the underlying stock on the date of the grant, no
compensation expense is recogni zed.

Asrequired under SFAS No. 123, the pro forma effects of stock-based compensation on net income and earnings per common share
for employee stock options granted and employee stock purchase plan purchases have been estimated at the date of grant and
beginning of the period, respectively, using a Black-Scholes option pricing model. For purposes of pro forma disclosures, the
estimated fair value of the options and shares is amortized to pro forma net income over the options' vesting period and the shares
plan period.

The Black-Scholes option valuation model was developed for use in estimating the fair value of freely traded options that have no
vesting restrictions and are fully transferable. In addition, option valuation models require the input of highly subjective assumptions
including the expected life of options and the Company’ s expected stock price volatility. Because the Company’s employee stock
options and employee stock purchase plan shares have characteristics significantly different from those of freely traded options, and
because changes in the subjective input assumptions can materially affect the fair value estimate, in management’s opinion, the
existing models do not provide areliable measure of the fair value of the Company’ s employee stock options and employee stock
purchase plan shares.

For purposes of the pro forma disclosures provided pursuant to SFAS No. 123, the expected volatility assumptions used by the
Company have been based solely on historical volatility rates of the Company’s common stock. The Company has made no
adjustments to its expected volatility assumptions based on current market conditions, current market trends, or expected volatility
implicit in market traded options on the Company’ s stock. The Company will continue to monitor the propriety of this approach to
developing its expected volatility assumption and could determine for future periods that adjustments to historical volatility and/or use
of amethodology that is based on the expected volatility implicit in market traded options on the Company’s common stock are more
appropriate based on the facts and circumstances existing in future periods.
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For purposes of pro formadisclosures, the estimated fair value of the options and shares is amortized to pro formanet income over the
options’ vesting period and the shares’ plan period. The Company’s pro forma information for the three and six-month periods ended
March 29, 2003 and March 30, 2002 follows (in millions, except per share amounts):

Three Six
Months Ended Months Ended
3/29/03 3/30/02 3/29/03 3/30/02

Net income - as reported $ 14 $ 40 $ 6 $ 78
Stock-based employee compensation expense

determined under the fair value based method for

al awards, net of tax (50) (57) (103) (113)
Net loss - pro forma $ (36) & an $ 97 $ (35)
Net income per common share - as reported

Basic $ 004 $ 011 $ 002 $ 0.22

Diluted $ 004 $ 011 $ 002 $ 0.22
Net loss per common share - pro forma

Basic $ (0.10) $ (0.05) $ 0.27) $ (0.10)

Diluted $ (0.10) $ (0.05) $ 0.27) $ (0.10)

Note 2 — Financial Instruments

Cash, Cash Equivalentsand Short-Term I nvestments

The following table summarizes the fair value of the Company’s cash and available-for-sale securities held in its short-term
investment portfolio, recorded as cash and cash equivalents or short-term investments as of March 29, 2003, and September 28, 2002
(in millions):

Asof Asof
3/29/03 9/28/02
Cash $ 165 $ 161
U.S. Treasury and Agency securities 47 47
U.S. corporate securities 2,327 1,952
Foreign securities 871 92
Total cash equivalents 3,245 2,091
U.S. Treasury and Agency securities 699 681
U.S. corporate securities 379 988
Foreign securities 38 416
Total short-term investments 1,116 2,085
Total cash, cash equivalents, and short-term investments $ 4526 $ 4337

The Company’ s short-term investment portfolio consists of investmentsin U.S. Treasury and Agency securities, U.S. corporate
securities, and foreign securities. The Company’s U.S. corporate securities consist primarily of commercial paper, certificates of
deposit, time deposits, and corporate debt securities. Foreign securities consist primarily of foreign commercial paper, certificates of
deposit and time deposits with foreign institutions, most of which are denominated in U.S. dollars. The Company had net unrealized
gains on its investment portfolio of $20 million as of September 28, 2002, and net unrealized losses of $1 million as of March 29,
2003. The Company occasionally sells short-term investments prior to their stated maturities. As aresult of such sales, the Company
recognized gains of $9 million during the second quarter of 2003 and $18 million and $3 million during the first six months of 2003
and 2002, respectively. These gains were included in interest and other income, net.

7
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As of March 29, 2003, and September 28, 2002, $385 million and $1.087 billion, respectively, of the Company’s investment portfolio
that was classified as short-term investments had maturities ranging from 1 to 5 years. The remainder of the Company's short-term
investments had underlying maturities of between 3 and 12 months.

Non-Current Debt and Equity Investments and Related Gains

The Company has held significant investmentsin ARM Holdings plc (ARM), Akamai Technologies, Inc. (Akamai) and EarthLink
Network, Inc. (EarthLink). These investments have been reflected in the consolidated bal ance sheets within other assets and have been
categorized as avail able-for-sale requiring that they be carried at fair value with unrealized gains and losses, net of taxes, reported in
equity as a component of accumulated other comprehensive income. All realized gains on the sale of these investments have been
included in interest and other income. The combined fair value of these investments held by the Company was $28 million and $39
million as of March 29, 2003, and September 28, 2002, respectively.

During the first quarter of 2003, the Company sold 2,580,000 shares of EarthLink stock for net proceeds of approximately $13.7
million, an amount that approximated the Company’s carrying value of the shares. During the first quarter of 2002, the Company sold
4.7 million shares of ARM stock for both net proceeds and a gain before taxes of $21 million. During the first quarter of 2002, the
Company also sold 250,000 shares of Akamai and 117,000 shares of EarthLink stock for net proceeds of approximately $2 million
each and a gain before taxes of $710,000 and $223,000, respectively. No sales of the Company’s non-current debt and equity
investments were made in the second quarter of 2003.

Debt

The Company currently has debt outstanding in the form of $300 million of aggregate principal amount 6.5% unsecured notes that
was originally issued in 1994. The notes, which pay interest semiannually, were sold at 99.925% of par, for an effective yield to
maturity of 6.51%. The notes, along with approximately $10 million of related unamortized deferred gains on closed interest rate
swaps, are due in February of 2004 and therefore have been classified as current debt as of March 29, 2003.

Derivative Financial Instruments

The Company uses derivativesto partially offset its business exposure to foreign exchange and interest rate risk. Foreign currency
forward and option contracts are used to offset the foreign exchange risk on certain existing assets and liabilities and to hedge the
foreign exchange risk on expected future cash flows on certain forecasted revenues and cost of sales. From time to time, the Company
entersinto interest rate swap agreements to modify the interest rate profile of certain investments and debt. The Company’s
accounting policies for these instruments are based on whether the instruments are designated as hedge or non-hedge instruments. The
Company records all derivatives on the balance sheet at fair value. As of the end of the second quarter of 2003, the general nature of
the Company’ s risk management activities and the general nature and mix of the Company’ s derivative financial instruments have not
changed materially from the end of fiscal 2002.

Foreign Exchange Risk Management

The Company entersinto foreign currency forward and option contracts with financial institutions primarily to protect against foreign
exchange risk associated with existing assets and liabilities, certain firmly committed transactions and certain probable but not firmly
committed transactions. Generally, the Company’s practice is to hedge a mgjority of its existing material foreign exchange transaction
exposures. However, the Company may not hedge certain foreign exchange transaction exposures due to immateriality, prohibitive
economic cost of hedging particular exposures, or limited availability of appropriate hedging instruments.

Interest Rate Risk Management

The Company sometimes enters into interest rate derivative transactions, including interest rate swaps, collars, and floors, with
financial ingtitutions in order to better match the Company’ s floating-rate interest income on its cash equivalents and short-term
investments with its fixed-rate interest expense on itslong-term debt, and/or to diversify a portion of the Company’ s exposure avay
from fluctuations in short-term U.S. interest rates. The Company may also enter into interest rate contracts that are intended to reduce
the cost of the interest rate risk management program. The Company does not hold or transact in such financial instruments for
purposes other than risk management.
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Accounting for Derivative Financial Instruments

On October 1, 2000, the Company adopted SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities. SFAS
No. 133 established accounting and reporting standards for derivative instruments, hedging activities, and exposure definition. SFAS
No. 133 requires that all derivatives be recognized as either assets or liabilities at fair value. Derivatives that are not hedges must be
adjusted to fair value through income. If the derivative is a hedge, depending on the nature of the hedge, changesin fair value will
either be offset against the change in fair value of the hedged assets, liabilities, or firm commitments through earnings, or recognized
in other comprehensive income until the hedged item is recognized in earnings. As of March 29, 2003, the Company had a net
deferred loss associated with cash flow hedges of approximately $700,000 net of taxes, substantially all of which is expected to be
reclassified to earnings by the end of the fourth quarter of fiscal 2003.

Note 3 — Condensed Consolidated Financial Statement Details (in millions)

Inventories
3/29/03 9/28/02
Purchased parts $ 1 9 9
Work in process 1 —
Finished goods 39 36
Total inventories $ 41 % 45
Other Current Assets
3/29/03 9/28/02
Vendor non-trade receivables $ 129 $ 142
Other current assets 112 133
Total other current assets $ 241 % 275
Property, Plant, and Equipment
3/29/03 9/28/02
Land and buildings $ 346 $ 342
Machinery, equipment, and internal -use software 348 367
Office furniture and equipment 70 67
Leasehold improvements 312 281
1,076 1,057
Accumulated depreciation and amortization (457) (436)
Total net property, plant, and equipment $ 619 $ 621
Other Assets
3/29/03 9/28/02
Non-current deferred tax assets $ 62 $ 70
Non-current debt and equity investments 28 39
Capitalized software devel opment costs, net 16 19
Other assets 54 42
Total other assets $ 160 $ 170
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Accrued Expenses
3/29/03 9/28/02
Deferred revenue $ 294 % 253
Accrued marketing and distribution 131 136
Accrued compensation and employee benefits 95 93
Accrued warranty and related costs 68 69
Other current liabilities 188 196
Total accrued expenses $ 76 $ 747
Interest and Other Income, Net
Three Months Ended Six Months Ended
3/29/03 3/30/02 3/29/03 3/30/02
Interest income $ 18 $ 29 3 41 3 63
Interest expense 2 3 4 (6)
Gain on sales of short term investments 9 — 18 3
Other income (expense), net (2 1 (3) 1
Total interest and other income, net $ 23 $ 27 $ 52 $ 61

Inventory Prepayment

In April 2002, the Company made a $100 million prepayment to an Asian supplier for the purchase of components over the following
nine months. In return for this deposit, the supplier agreed to supply the Company with a specified level of components during the
three consecutive fiscal quarters ending December 28, 2002. Approximately $53 million of this deposit remained unused as of
September 28, 2002 and was reflected in the condensed consolidated balance sheetsin other current assets. During the first six months
of 2003, the remainder of the deposit balance was fully utilized for the purchase of components. The deposit was unsecured and had
no stated interest component. The Company imputed an amount to cost of sales and interest income during each period the deposit
was outstanding at an appropriate market interest rate to reflect the economics of this transaction.

Goodwill and Other Intangible Assets

The Company is currently amortizing its acquired intangible assets with definite lives over periods ranging from 3to 7 years. The
Company ceased amortization of goodwill at the beginning of fiscal 2002 when it adopted SFAS No. 142, Goodwill and Other
Intangible Assets.

The following table summarizes the components of gross and net intangible asset balances (in millions):

Asof 3/29/03 As of 9/28/02

Gross Net Gross Net

Carrying Accumulated Carrying Carrying Accumulated Carrying

Amount Amortization Amount Amount Amortization Amount
Goodwill (a) $ 85 $ — 3 85 $ 85 $ — 3 85
Other intangible assets 5 (5) — 5 (5) —
Acquired technology 42 (13) 29 12 (8) 34
Total acquired intangible assets $ 132 $ (18) $ 114 $ 132 % (13) $ 119

(8 Accumulated amortization related to goodwill of $55 million arising prior to the adoption of SFAS No. 142 has been
reflected in the gross carrying amount of goodwill as of March 29, 2003, and September 28, 2002.

Amortization associated with acquired technology for the three and six-month periods ended March 29, 2003 and March 30, 2002
follows (in millions):

Six Months Ended
3/29/03 3/30/02

58 2

Three Months Ended
3/29/03 3/30/02

Acquired technology amortization $ 2 9 1 9

10
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Accrued Warranty and Related Costs

The Company offers abasic limited parts and labor warranty on its hardware products. The basic warranty period for hardware
productsistypically one year from the date of purchase by the end user. The Company also offers a 90-day basic warranty for Apple
software and for Apple service parts used to repair Apple hardware products. The Company provides currently for the estimated cost
that may be incurred under its basic limited product warranties at the time related revenue is recognized. Factors considered in
determining appropriate accruals for product warranty obligations include the size of the installed base of products subject to warranty
protection, historical warranty claim rates, historical cost-per-claim, and knowledge of specific product failures that are outside of the
Company’stypical experience. The Company assesses the adequacy of its preexisting warranty liabilities and adjusts the amounts as
necessary based on actual experience and changesin future expectations.

The following table reconciles changes in the Company’ s accrued warranties and related costs for the six-month periods ended March
29, 2003 and March 30, 2002 (in millions):

Six Months Ended

3/29/03 3/30/02
Beginning accrued warranty and related costs $ 69 $ 87
Cost of warranty claims (35) (42)
Accruals for product warranties 34 31
Ending accrued warranty and related costs $ 68 $ 76

Note 4 — Restructuring Actions
Fiscal 2003 Restructuring Actions

Q2 03 Restructuring Actions

During the second quarter of 2003, the Company’ s management approved and initiated restructuring actions that resulted in
recognition of atotal restructuring charge of $2.8 million. The primary focus of actions taken in the second quarter were for the most
part supplemental to actions initiated in the prior two quarters and focused on further headcount reductions in various sales and
marketing functions in the Company’ s Americas and Europe operating segments and further reductions associated with PowerSchool -
related activities in the Americas operating segment. The second quarter actions resulted in recognition of severance costs of $2.4
million for termination of 93 employees, 79 of who were terminated prior to the end of the second quarter at a cost of $1.6 million.
During the second quarter, an additional $400,000 was accrued for asset write-offs and lease payments on an abandoned facility in the
Americas operating segment. Except for certain costs associated with operating leases on the abandoned facility, the Company
currently anticipates that substantially all of the remaining accrual will be spent by the end of the third quarter of fiscal 2003.

The following table summarizes activity associated with restructuring actions initiated during the second quarter of 2003 (in millions):

Employee Lease and
Severance Asset Contract
Benefits Impairments Cancellations Totals
Q203 Charge $ 24 $ 01 % 03 % 2.8
Q2’03 Spending (1.6) — — (1.6)
Q203 Non-Cash Charges — (0.1) — (0.1)
3/29/03 Accrual Balance $ 08 $ 00 % 03 % 11
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Q1’03 Restructuring Actions

During the first quarter of 2003, the Company’ s management approved and initiated restructuring actions with atotal cost of $24
million that resulted in the termination of operations at the Company-owned manufacturing facility in Singapore, further reductionsin
headcount resulting from the shift in PowerSchool product strategy that took place at the end of fiscal 2002, and termination of various
sales and marketing activitiesin the United States and Europe. These restructuring actions will ultimately result in the elimination of
260 positions worldwide, 197 of which were eliminated by the end of the first quarter of 2003.

Closure of the Company’s Singapore manufacturing operations resulted in severance costs of $1.8 million and costs of $6.7 million to
write-off manufacturing related fixed assets, whose use ceased during the first quarter. PowerSchool related costs included severance
of approximately $550,000 and recognition of $5 million of previously deferred stock compensation that arose when PowerSchool
was acquired by the Company in 2001 related to certain PowerSchool employee stockholders who were terminated in the first quarter
of 2003. Termination of sales and marketing activities and employees, principally in the United States and Europe, resulted in
severance costs of $2.8 million and accrual of costs associated with operating leases on closed facilities of $6.7 million. Thetotal net
restructuring charge of $23 million recognized during the first quarter of 2003 also reflects the reversal of $600,000 of unused
restructuring accrual originally made during the first quarter of 2002.

During the second quarter of 2003, the Company identified and reversed approximately $150,000 of severance costs accrued as part
of thefirst quarter 2003 restructuring actions when it was determined the accrual would not be used. As of March 29, 2003,
approximately $4 million of the original $5 million accrual for severance had been utilized and a total of 242 positions had been
eliminated. Except for certain costs associated with operating leases on closed facilities, the Company currently anticipates that
substantially all of the remaining accrual for severance will be spent to eliminate 14 additional positions by the end of the third quarter
of fiscal 2003.

The following table summarizes activity associated with restructuring actions initiated during the first quarter of 2003 (in millions):

Employee Deferred
Severance Compensation Asset Lease
Benefits Write-off Impair ments Cancellations Totals
Q1'03 Charge $ 5 % 5 % 7 % 7 % 24
Q1’03 Spending (3) — — — (3)
Q1’03 Non-Cash Charges — ©) ) — (12)
12/28/02 Accrua Baance 2 — — 7 9
Q2’03 Spending [€)) = — (€)) 2
3/29/03 Accrual Balance $ 1 % 0 % 0 % 6 $ 7

Fiscal 2002 Restructuring Actions

During fiscal 2002, the Company recorded total restructuring charges of approximately $30 million related to actions intended to
eliminate certain activities and better align the Company’ s operating expenses with existing general economic conditions and to
partially offset the cost of continuing investmentsin new product development and investments in the Company’ s Retail operating
segment.

Q4' 02 Restructuring Actions

During the fourth quarter of 2002, the Company’ s management approved and initiated restructuring actions with atotal cost of
approximately $6 million designed to reduce headcount costs in corporate operations and sales and to adjust its PowerSchool product
strategy. These restructuring actions resulted in the elimination of approximately 180 positions worldwide at a cost of $1.8 million,
162 of which were eliminated by December 28, 2002. Eliminated positions were primarily in corporate operations, sales, and
PowerSchool related research and development in the Americas operating segment. The shift in product strategy at PowerSchool
included discontinuing devel opment and marketing of PowerSchool’s PSE product. This shift resulted in the impairment of previously
capitalized devel opment costs associated with the PSE product in the amount of $4.5 million. As of March 29, 2003, substantially all
of the $2 million severance accrua had been utilized, except for insignificant severance and related costs associated with 12 remaining
positions.

12
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The following table summarizes activity associated with restructuring actions initiated during the fourth quarter of 2002 (in millions):

Employee
Severance Asset
Benefits Impair ments Totals
Q4’02 Charge $ 2% 4% 6
Q4' 02 Spending 2 — ()]
Q4’02 Non-Cash Charges — &) @
9/28/02 Accrual Balance $ 0% 0% 0

Q1’02 Restructuring Actions

During the first quarter of 2002, the Company’ s management approved and initiated restructuring actions with atotal cost of
approximately $24 million. These restructuring actions resulted in the elimination of approximately 425 positions worldwide at a cost
of $8 million. Positions were eliminated primarily in the Company’ s operations, information systems, and administrative functions. In
addition, these restructuring actions also included significant changes in the Company’ sinformation systems strategy resulting in
termination of equipment |eases and cancellation of existing projects and activities. The Company ceased using the assets associated
with first quarter 2002 restructuring actions during that same quarter. Related |ease and contract cancellation charges totaled $12
million, and charges for asset impairments totaled $4 million. The first quarter 2002 restructuring actions were primarily related to
corporate activity not allocated to operating segments. During the first quarter of 2003, the Company reversed the remaining unused
accrua of $600,000.

The following table summarizes activity associated with restructuring actions initiated during the first quarter of 2002 (in millions):

Employee Lease and
Severance Asset Contract
Benefits Impairments  Cancellations Totals
Q1’02 Charge $ 8 % 4 3 12 $ 24
Q1’02 Spending (5) — — (5)
Q1’02 Non-Cash Charges — (4 — (4)
12/29/01 Accrual Balance $ 33 0% 12 $ 15
Q202 Spending (1) — (11) (12)
3/30/02 Accrual Balance $ 23 0% 13 3
Q302 Spending () — — (2)
6/26/02 Accrual Balance $ 1% 0% 193 2
Q4' 02 Spending (D) — — (2)
9/28/02 Accrual Balance $ 03 0% 13 1
Q1’03 Reversal — — (1 (1)
12/28/02 Accrua Balance $ 0% 03% 0$ 0
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Note 5 — Shareholders Equity

CEO Restricted Stock Award

On March 19, 2003, the Company entered into an Option Cancellation and Restricted Stock Award Agreement (the Agreement) with
Steven P. Jobs, its Chief Executive Officer. The Agreement cancelled stock option awards previously granted to Mr. Jobs in 2000
and 2001 for the purchase of 27.5 million common shares of the Company’s common stock. Mr. Jobs retained options to purchase
60,000 shares of the Company’ s common stock granted in August of 1997 in his capacity as a member of the Company’s Board of
Directors. The Agreement replaced the cancelled options with arestricted stock award of 5 million shares of the Company’s common
stock. Therestricted stock award generally vests three years from date of grant. Vesting of some or all of the restricted shares will be
accelerated in the event Mr. Jobsis terminated without cause, dies, or has his management role reduced following a change in control
of the Company.

The Company has recorded the value of the restricted stock award of $74.75 million as a component of shareholders’ equity and will
amortize that amount on a straight-line basis over the 3-year service/vesting period. The value of the restricted stock award was based
on the closing market price of the Company’s common stock on the date of the award. Quarterly amortization will be approximately
$6.3 million and will be recognized as an operating expense. The 5 million restricted shares will be included in the calculation of
diluted earnings per share utilizing the treasury stock method.

Stock Repurchase Plan

In July 1999, the Company’s Board of Directors authorized a plan for the Company to repurchase up to $500 million of its common
stock. This repurchase plan does not obligate the Company to acquire any specific number of shares or acquire shares over any
specified period of time. Since inception of the stock repurchase plan through the end of fiscal 2000, the Company had repurchased a
total of 5.05 million shares at a cost of $191 million. No shares have been repurchased since the end of fiscal 2000. During the fourth
quarter of 2001, the Company entered into aforward purchase agreement to acquire 1.5 million shares of its common stock in
September of 2003 at an average price of $16.64 per share for atotal cost of $25.5 million. Thetotal cost to acquire the same number
of shares at the closing price of the Company's common stock on March 29, 2003, would be approximately $22.3 million.

Comprehensive Income

Comprehensive income consists of two components, net income and other comprehensive income. Other comprehensive income
refers to revenue, expenses, gains and losses that under generally accepted accounting principles are recorded as an element of
shareholders’ equity but are excluded from net income. The Company’s other comprehensive income is comprised of foreign currency
transl ation adjustments from those subsidiaries not using the U.S. dollar as their functional currency, from unrealized gains and losses
on marketable securities categorized as available-for-sale, and from net deferred gains and losses on certain derivative instruments
accounted for as cash flow hedges.

The following table summarizes components of total comprehensive income, net of taxes, during the three and six-month periods
ended March 29, 2003, and March 30, 2002 (in millions):

Three Six
Months Ended Months Ended
3/29/03 3/30/02 3/29/03 3/30/02
Net income $ 14 % 0 3 6 $ 78
Other comprehensive income:

Net change in unrealized derivative gaing/losses 5 (12 10 13

Change in accumul ated translation adjustment 6 (1) 14 4

Net changein unrealized investment gains losses — (21) 3 (32
Reclassification adjustment for investment gains

included in net income (7) — (14 (17)

Total comprehensive income $ 18 $ 6 $ 19 % 38
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The following table summarizes activity in other comprehensive income related to derivatives, net of taxes, held by the Company
during the three and six-month periods ending March 29, 2003 and March 30, 2002 (in millions):

Three Six
Months Ended Months Ended
3/29/03 3/30/02 3/29/03 3/30/02
Changein fair value of derivatives $ — $ 4 % 4 $ 30
Adjustment for net losses (gains) realized and included in
net income 5 (16) 14 (17)
Change in unrealized gain on derivative instruments 5 (12) 10 13

The following table summarizes the components of accumulated other comprehensive income, net of taxes (in millions):

Asof Asof
3/29/03 9/28/02
Unrealized gains on available-for-sale securities $ 2% 13
Unrealized losses on derivative investments (D] (1)
Cumulative trand ation adjustments (37) (51)
Accumulated other comprehensive income (l0ss) $ (36) $ (49)

Note 6 — Employee Benefit Plans

1998 Executive Officer Stock Plan

The 1998 Executive Officer Stock Plan (the 1998 Plan) is a shareholder approved plan which replaced the 1990 Stock Option Plan
terminated in April 1998, the 1981 Stock Option Plan terminated in October 1990, and the 1987 Executive Long Term Stock Option
Plan terminated in July 1995. Options granted before these plans' termination dates remain outstanding in accordance with their terms.
Options may be granted under the 1998 Plan to the Chairman of the Board of Directors, executive officers of the Company at the level
of Senior Vice President and above, and other key employees. These options generally become exercisable over a period of 4 years,
based on continued employment, and generally expire 10 years after the grant date. The 1998 Plan permits the granting of incentive
stock options, nonstatutory stock options, stock appreciation rights, and stock purchase rights.

1997 Employee Stock Option Plan

In August 1997, the Company’s Board of Directors approved the 1997 Employee Stock Option Plan (the 1997 Plan), a non-
shareholder approved plan for grants of stock options to employees who are not officers of the Company. Options may be granted
under the 1997 Plan to employees at not less than the fair market value on the date of grant. These options generally become
exercisable over a period of 4 years, based on continued employment, and generally expire 10 years after the grant date.

1997 Director Stock Option Plan

In August 1997, the Company’ s Board of Directors adopted a shareholder approved Director Stock Option Plan (DSOP) for non-
employee directors of the Company. Initial grants of 30,000 options under the DSOP vest in three equal installments on each of the
first through third anniversaries of the date of grant, and subsequent annual grants of 10,000 options are fully vested at grant.

Employee Stock Purchase Plan

The Company has a shareholder approved employee stock purchase plan (the Purchase Plan), under which substantially all employees
may purchase common stock through payroll deductions at a price equal to 85% of the lower of the fair market values as of the
beginning and end of six-month offering periods. Stock purchases under the Purchase Plan are limited to 10% of an employee’'s
compensation, up to a maximum of $25,000 in any calendar year. Asof March 29, 2003, approximately 1 million shares were
reserved for issuance under the Purchase Plan.
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Subsequent Event — Employee Stock Plans

At the Annual Meeting of Shareholders held on April 24, 2003, the shareholders approved an amendment to the 1998 Executive
Officer Stock Plan to change the name of the plan to the 2003 Employee Stock Option Plan, to provide for broad-based grants to all
employees in addition to executive officers and other key employees and to prohibit “repricings” including 6-months-plus-1-day
option exchange programs without shareholder approval. Since the amendment was approved, the Company will terminate the 1997
Employee Stock Option Plan and cancel all remaining unissued shares, following the compl etion of the employee stock option
exchange program. In addition, shareholders also approved an amendment to the Employee Stock Purchase Plan to increase the
number of shares authorized for issuance by 4 million shares.

Stock Option Activity

A summary of the Company’ s stock option activity and related information for the six month periods ended March 29, 2003, and
March 30, 2002 follows (option amounts are presented in thousands):

Qutstanding Options

Shares Weighted
Available Number of Average
For Grant Shares Exercise Price
Balance at 9/28/02 6,571 109,430 $ 28.17
Options Granted (2,278) 2,278 $ 14.93
Restricted Share Grant (5,000) — —
Options Cancelled 29,990 (29,990) $ 35.83
Options Exercised — (303) $ 9.32
Plan Shares Expired (D — —
Balance at 3/29/03 29,282 81,415 $ 25.05
Balance at 9/29/01 10,075 97,179 $ 29.25
Additional Options Authorized 10,000 —
Options Granted (20,461) 20,461 $ 19.83
Options Cancelled 2,376 (2,376) $ 32.15
Options Exercised — (2,375) $ 13.61
Plan Shares Expired (2) —
Balance at 3/30/02 1,988 112,889 $ 27.81
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The options outstanding as of March 29, 2003, have been segregated into five ranges for additional disclosure as follows (option
amounts are presented in thousands):

Options Outstanding Options Exercisable
Weighted-

Options Average Options Weighted

Outstanding Remaining Weighted Exercisable Average

as of Contractual Life Average as of Exercise

Mar ch 29, 2003 in Years ExercisePrice Mar ch 29, 2003 Price

$ 0.83-$17.09 19,263 649 $ 13.70 13,218 $ 12.76
$17.10 - $18.50 23,039 725 $ 18.22 13,187 $ 18.18
$18.51 - $25.45 19,318 836 $ 21.19 7042 $ 20.96
$25.46 - $47.44 13,703 6.74 $ 45.15 9,760 $ 45.36
$47.45 - $69.78 6,092 717 % 53.84 3207 $ 54.03
$ 0.83 - $69.78 81,415 724 $ 25.05 46,414 $ 25.25

Employee Stock Option Exchange Program

On March 20, 2003, the Company announced a voluntary employee stock option exchange program (the Exchange Program) whereby
eligible employees, other than executive officers and members of the Board of Directors, have an opportunity to exchange outstanding
options with exercise prices at or above $25.00 per share, for a predetermined smaller number of new stock options that will be
granted at the fair market value on the day of the new grant, which will be at least six months plus one day after the exchange options
are cancelled. On April 17, 2003, in accordance with the Exchange Program, the Company accepted and cancelled optionsto
purchase 16,569,193 shares of its common stock and issued a promise to grant approximately 6,892,309 new options to participating
employees. Options cancelled pursuant to the Exchange Program are reflected as outstanding as of March 29, 2003, in the preceding
tables. The new stock options will be granted on October 20, 2003, which isthe first business day that is six months and one day after
cancellation of the exchanged options. No financia or accounting impact to the Company’s financial position, results of operations or
cash flow for the three months ended March 29, 2003, was associated with this transaction.

Note 7 — Stock-Based Compensation

The Company has provided pro forma disclosuresin Note 1 of these Notes to Condensed Consolidated Financial Statements of the
effect on net income and earnings per share asif the fair value method of accounting for stock compensation had been used for its
employee stock option grants and employee stock purchase plan purchases. These pro forma effects have been estimated at the date of
grant and beginning of the period, respectively, using a Black-Scholes option pricing model.

The assumptions used for the three and six-month periods ended March 29, 2003, and March 30, 2002, and the resulting estimates of
weighted-average fair value per share of options granted and for stock purchases during those periods are as follows:

Three Six
Months Ended Months Ended
3/29/03 3/30/02 3/29/03 3/30/02

Expected life of stock options 4 years 4 years 4 years 4 years
Expected life of stock purchases N/A N/A 6 months 6 months
Interest rate - stock options 2.43% 4.46% 2.44% 3.94%
Interest rate - stock purchases N/A N/A 1.75% 3.61%
Volatility - stock options 62% 64% 63% 64%
Volatility - stock purchases N/A N/A 44% 50%
Dividend yields — — — —
Weighted-average fair value of options granted during the

period $ 712 $ 1239 % 738 $ 10.17
Weighted-average fair value of employee stock purchases

during the period N/A NA  $ 467 $ 7.01
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Note 8 — Contingencies

L ease Commitments

The Company leases various egquipment and facilities, including retail space, under noncancel able operating lease arrangements. The
Company does not currently utilize any other off-balance-sheet financing arrangements. The major facility leases are for terms of 5 to
10 years and generally provide renewal options for terms of 3 to 5 additional years. Leases for retail space are for terms of 5to 12
years and often contain multi-year renewal options. As of September 28, 2002, the Company’ s total future minimum lease payments
under noncancel able operating leases were $464 million, of which $209 million related to leases for retail space. Asof March 29,
2003, total future minimum lease payments related to leases for retail space increased to $305 million.

Contingencies

Beginning on September 27, 2001, three shareholder class action lawsuits were filed in the United States District Court for the
Northern District of California against the Company and its Chief Executive Officer. These lawsuits are substantially identical, and
purport to bring suit on behalf of persons who purchased the Company’ s publicly traded common stock between July 19, 2000, and
September 28, 2000. The complaints allege violations of the 1934 Securities Exchange Act and seek unspecified compensatory
damages and other relief. The Company believes these claims are without merit and intends to defend them vigorously. The Company
filed amotion to dismiss on June 4, 2002, which was heard by the Court on September 13, 2002. On December 11, 2002, the Court
granted the Company’s motion to dismiss for failure to state a cause of action, with leave to plaintiffs to amend their complaint.
Plaintiffs filed their amended complaint on January 31, 2003, and on March 17, 2003, the Company filed a motion to dismiss the
amended complaint. A hearing on the Company’s mation is currently scheduled for July 2003.

The Company is subject to certain other legal proceedings and claims that have arisen in the ordinary course of business and have not
been fully adjudicated. In the opinion of management, the Company does not have a potential liability related to any current legal
proceedings and claims that would have a material adverse effect on its financial condition, liquidity or results of operations.
However, the results of legal proceedings cannot be predicted with certainty. Should the Company fail to prevail in any of theselegal
matters or should several of these legal matters be resolved against the Company in the same reporting period, the operating results of
aparticular reporting period could be materially adversely affected.

The parliament of the European Union has finalized the Waste Electrical and Electronic Equipment Directive (the Directive). The
Directive makes producers of electrical goods, including personal computers, financially responsible for the collection, recycling, and
safe disposal of past and future products. The Directive must now be approved and implemented by individual European Union
governments by August 13, 2004, while the producers’ financial obligations are scheduled to start August 13, 2005. The Company’s
potential liability resulting from the Directive related to past sales of its products and expenses associated with future sales of its
product may be substantial. However, because it is likely that specific laws, regulations, and enforcement policies will vary
significantly between individual European member states, it is not currently possible to estimate the Company’s existing liability or
future expenses resulting from the Directive. As the European Union and itsindividual member states clarify specific requirements
and policies with respect to the Directive, the Company will continue to assess its potential financial impact. Similar legislaion may
be enacted in other geographies, including federal and state legislation in the United States, the cumulative impact of which could be
significant.

Note 9 - Segment Information and Geographic Data

The Company manages its business primarily on a geographic basis. The Company’ s reportable operating segments are comprised of
the Americas, Europe, Japan, and Retail. The Americas segment includes both North and South America, except for the activities of
the Company’s Retail segment. The Europe segment includes European countries as well as the Middle East and Africa. The Japan
segment includes only Japan. The Retail segment operates Apple-owned retail storesin the United States. Other operating segments
include Asia-Pacific, which includes Australia and Asia except for Japan, and the Company’ s subsidiary, FileMaker, Inc. Each
reportable geographic operating segment provides similar hardware and software products and similar services, and the

18




JO567C2S03 Last Saved: TueMay 13 14:42:48 2003  C:\C2\mvangb\0567_8\t_1515019\j0567_10q.pdf Cycle8
10-Q Apple Computer, Inc mvangb Doc 1 Page 19

accounting policies of the various segments are the same as those described in the Summary of Significant Accounting Policiesin
Note 1, except as described below for the Retail segment.

The Company eval uates the performance of its operating segments based on net sales. The Retail segment’s performanceis also
evaluated based on operating income. Net sales for geographic segments are based on the location of the customers. Operating income
for each segment includes revenue from third parties, cost of sales, and operating expenses directly attributable to the segment.
Operating income for each segment excludes other income and expense and certain expenses that are managed outside the operating
segments. Costs excluded from segment operating income include various corporate expenses, manufacturing costs not included in
standard costs, income taxes, and various nonrecurring charges. Corporate expenses include research and development, corporate
marketing expenses, and other separately managed general and administrative expenses including certain corporate expenses
associated with support of the Retail segment. The Company does not include intercompany transfers between segments for
management reporting purposes. Segment assets exclude corporate assets. Corporate assets include cash, short-term and long-term
investments, manufacturing facilities, miscellaneous corporate infrastructure, goodwill and other acquired intangible assets, and retail
store construction-in-progress that is not subject to depreciation. Except for the Retail segment, capital expenditures for long-lived
assets are not reported to management by segment. Capital expenditures by the Retail segment were $30 million and $24 million
during the first six months of 2003 and during the second quarter of 2003, respectively.

Operating income for all segments, except Retail, includes cost of sales at standard cost. Certain manufacturing expenses and related
adjustments not included in segment cost of sales, including variances between standard and actual manufacturing costs and the mark-
up above standard cost for product supplied to the Retail segment, are included in corporate expenses.

To assess the operating performance of the Retail segment several significant items areincluded in its results for internal management
reporting that are not included in results of the Company’s other segments. First, cost of sales for the Retail segment includes a mark-
up above the Company’ s standard cost to approximate the price normally charged to the Company’ s resellers operating retail storesin
the United States. For the second quarter of 2003 and the second quarter of 2002, this resulted in the recognition of additional cost of
sales above standard cost by the Retail segment and an offsetting benefit to corporate expenses of approximately $23 million and $21
million, respectively. For the first six months of 2003 and the first six months of 2002, this resulted in the recognition of additional
cost of sales above standard cost by the Retail segment and an offsetting benefit to corporate expenses of approximately $46 million
and $30 million, respectively.

Second, the Retail segment includesin its net sales proceeds from sales of the Company’ s extended warranty and support contracts
and also recognizes related cost of sales based on the amount such contracts are normally sold to the Company’ s resellers operating
retail storesin the United States. This treatment is consistent with how the Company’s magjor resellers account for the sales and cost of
the Company’ s extended warranty and support contracts. Because the Company has not yet earned the revenue or incurred the costs
associated with the sale of these contracts, an offset to these amounts is recognized in the Americas segment’ s net sales and cost of
sales. For the second quarter of 2003, this resulted in the recognition of additional net sales and cost of sales by the Retail segment,
with corresponding offsets in the Americas segment, of $6.3 million and $4.3 million, respectively. For the second quarter of 2002, the
net sales and cost of sales recognized by the Retail segment for sales of extended warranty and support contracts were $1.9 million
and $1.4 million, respectively. For the first six months of 2003, this resulted in the recognition of additional net sales and cost of sales
by the Retail segment, with corresponding offsets in the Americas segment, of $12.2 million and $8.5 million, respectively. This
compares to similar adjustments to net sales and cost of sales during the first six months of 2002 of $3.0 million and $2.1 million,
respectively.

Third, a portion of the operating expenses associated with certain high profile retail storesis allocated from the Retail segment to
corporate marketing expense. Allocation of these expenses reflects the unique nature of these stores which, given their larger size and
extraordinary design elements, function as vehicles for general corporate marketing, corporate sales and marketing events, and brand
awareness. Allocated operating costs are those in excess of operating costs incurred by one of the Company’s more typical retail
locations. Stores were open in two such high profile locationsin New Y ork and Los Angeles as of March 29, 2003, both of which
were opened in fiscal 2002. Expenses allocated to corporate marketing resulting from the operations of these two stores were $1.1
million in the second quarter of 2003 and $2.2 million for the six-months ended March 29, 2003. These costs were not significant
during the first half of 2002.
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Summary information by operating segment follows (in millions):

Three Months Ended Six Months Ended
3/29/03 3/30/02 3/29/03 3/30/02

Americas:

Net sales $ 684 $ 736 $ 1,422 $ 1,439

Operating income $ 19 $ 68 $ N $ 109
Europe:

Net sales $ 338 % 365 $ 689 $ 728

Operating income $ 43 $ 48 3 69 $ 91
Japan:

Net sales $ 220 $ 227 $ 359 $ 410

Operating income $ 45 $ 55 $ 58 $ 85
Retail:

Net sales $ 135 $ 70 % 283 $ 118

Operating loss $ ) $ 4 $ 4 % (12
Other Segments (a):

Net sales $ %8 $ 97 $ 194 $ 175

Operating income $ 14 $ 13 $ 27 $ 19

@ Other Segments consists of Asia-Pacific and FileMaker. Certain amountsin 2002 fiscal periods related
to recent acquisitions and Internet services have been reclassified from Other Segments to the Americas
segment to conform to the 2003 presentation.

A reconciliation of the Company’ s segment operating income to the consolidated financial statements follows (in millions):

Three Months Ended Six Months Ended
3/29/03 3/30/02 3/29/03 3/30/02
Segment operating income 148 180 240 292
Corporate expenses, net (149) (152) (255) (244)
Restructuring costs ©)) — (26) (29)
Total operating income (lo0ss) $ 4 3% 28 $ (41) $ 24

Note 10 - Earnings Per Share

Basic earnings per common share is computed by dividing income available to common shareholders by the weighted-average number
of shares of common stock outstanding during the period. Diluted earnings per common share is computed by dividing income
available to common shareholders by the weighted-average number of shares of common stock outstanding during the period
increased to include the number of additional shares of common stock that would have been outstanding if the dilutive potential shares
of common stock had been issued. The dilutive effect of outstanding options and restricted stock is reflected in diluted earnings per
share by application of the treasury stock method.
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The following table sets forth the computation of basic and diluted earnings (Ioss) per share (in thousands, except net income and per
share amounts):

Three Months Ended Six Months Ended
3/29/03 3/30/02 3/29/03 3/30/02

Numerator (in millions):
Income before accounting change  $ 14 3% 40 $ 8 $ 78
Net income $ 14 3 40 $ 6 $ 78
Denominator:

Weighted average-shares

outstanding 360,490 353,480 359,774 352,405

Effect of dilutive options and

dilutive restricted stock 1,753 12,489 1,817 9,217
Denominator for diluted earnings

per share 362,243 365,969 361,591 361,622

Basic earnings per share before

accounting change $ 004 $ 011 $ 002 $ 0.22
Cumulative effect of accounting

change, net of tax — — — —
Basic earnings per share after

accounting change $ 004 $ 011 $ 002 $ 0.22

Diluted earnings per share before

accounting change $ 004 $ 011 $ 002 $ 0.22
Cumulative effect of accounting

change, net of tax — — — —
Diluted earnings per share after

accounting change $ 004 $ 011 $ 002 $ 0.22

Options to purchase approximately 74 and 44 million shares of common stock that were outstanding at March 29, 2003 and March 30,
2002, respectively, were not included in the computation of diluted earnings per share for the quarters then ended because the options
exercise price was greater than the average market price of the Company’s common stock during those quarters and therefore, their
effect would have been antidilutive. Additionally, 5 million shares of restricted stock were not included in the computation of diluted
earnings per share for the second quarter of 2003 because their effect would have been antidilutive.

Note 11 — Related Party Transactionsand Certain Other Transactions

In March 2002, the Company entered into a Reimbursement Agreement with its Chief Executive Officer, Mr. Steven P. Jobs, for the
reimbursement of expensesincurred by Mr. Jobs in the operation of his private plane when used for Apple business. The
Reimbursement Agreement is effective for expenses incurred by Mr. Jobs for Apple business purposes since he took delivery of the
plane in May 2001. The Company recognized atotal of $77,000 in expenses pursuant to this reimbursement agreement during the
second quarter of 2003, and $161,000 in expenses for the six-months ended March 29, 2003. For fiscal 2002, the Company recognized
atotal of $1,168,000 in expenses pursuant to this reimbursement agreement related to expenses incurred by Mr. Jobs during 2001 and
2002.

Mr. Jerome Y ork, amember of the Board of Directors of the Company, isamember of an investment group that purchased
MicroWarehouse, Inc. (“MicroWarehouse™) in January 2000. He also serves as its Chairman, President and Chief Executive Officer.
MicroWarehouse is a multi-billion dollar specialty catalogue and online retailer and direct marketer of computer products, including
products made by the Company, through its MacWarehouse catalogue. MicroWarehouse accounted for 2.8% and 3.0% of the
Company’s net sales for the three and six-month periods ended March 29, 2003, respectively, and 3.3% of the Company’s net salesin
fiscal 2002. Trade receivables from MicroWarehouse were $20.2 million and $20.9 million as of March 29, 2003, and September 28,
2002, respectively. Sales to MicroWarehouse and related trade receivables are generally subject to the same terms and conditions as
those with the Company’ s other resellers. In addition, the Company purchases miscellaneous equipment and supplies from
MicroWarehouse. Total purchases amounted to approximately $385,000 and $1.2 million for the three and six-month periods ended
March 29, 2003, respectively, and $2.9 million in fiscal 2002.
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I[tem 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

This section and other parts of this Form 10-Q contain forward-looking statements that involve risks and uncertainties. The
Company’s actual results may differ significantly from the results discussed in the forward-looking statements. Factors that might
cause such differences include, but are not limited to, those discussed in the subsection entitled “ Factors That May Affect Future
Results and Financial Condition” below. The following discussion should be read in conjunction with the 2002 Form 10-K and the
condensed consolidated financial statements and notes thereto included elsewhere in this Form 10-Q. All information is based on the
Company’ sfiscal calendar.

Available I nformation

Beginning in fiscal 2003, the Company’s Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-
K, and amendments to reports filed pursuant to Sections 13(a) and 15(d) of the Securities Exchange Act of 1934, as amended, are
available on our website at www.apple.com/investor when such reports are available on the Securities and Exchange Commission
website. The contents of this website are not incorporated into thisfiling. Further, our reference to the URL for thiswebsiteis
intended to be an inactive textual reference only.

Critical Accounting Policies

The preparation of financial statements and related disclosures in conformity with U.S. generally accepted accounting principles and
the Company’ s discussion and analysis of its financial condition and results of operations requires the Company’ s management to
make judgments, assumptions, and estimates that affect the amounts reported in its consolidated financia statements and
accompanying notes. Note 1 of the Notes to Consolidated Financial Statementsin the Company’s 2002 Form 10-K describes the
significant accounting policies and methods used in the preparation of the Company’s consolidated financial statements. Management
bases its estimates on historical experience and on various other assumptions that it believes to be reasonable under the circumstances,
the results of which form the basis for making judgments about the carrying values of assets and liabilities. Actual results may differ
from these estimates.

Management believes the Company’s critical accounting policies are those related to revenue recognition, alowance for doubtful
accounts, inventory valuation and exposures related to inventory purchase commitments, valuation of long-lived assets including
acquired intangibles, and valuation of non-current debt and equity investments. Management believes these policies to be critical
because they are both important to the portrayal of the Company’s financial condition and results, and they require management to
make judgments and estimates about matters that are inherently uncertain. Additional information about these critical accounting
policies may by found in the Company’s 2002 Form 10-K in Item 7, “Management’ s Discussion and Analysis of Financial Condition
and Results of Operations,” under the heading “ Critical Accounting Policies.”

Accounting for Stock-Based Compensation

The Company currently measures compensation expense for its employee stock-based compensation plans using the intrinsic value
method prescribed by Accounting Principles Board (APB) Opinion 25, Accounting for Stock Issued to Employees and provides pro
forma disclosures of the effect on net income and earnings per share asif the fair value-based method had been applied in measuring
compensation expense. The Company has elected to follow APB No. 25 because, as discussed in Note 1 of the Notes to Condensed
Consolidated Financial Statements provided in this Form 10-Q, the aternative fair value accounting provided for under SFAS No.
123, Accounting for Stock-Based Compensation, requires use of option valuation models that were not developed for usein valuing
employee stock options and employee stock purchase plan shares. Under APB Opinion No. 25, when the exercise price of the
Company’ s employee stock options equal s the market price of the underlying stock on the date of the grant, no compensation expense
is recognized.

The Financial Accounting Standards Board (FASB) decided on April 22, 2003, to require all companies to expense the value of
employee stock options. Companies will be required to measure the cost of employee stock options according to their fair value. The
FASB hasindicated that later this year it plans to issue an exposure draft of a new accounting standard addressing this matter. This
new accounting standard could become effective as early as 2004. Prior to issuance of this exposure draft, the FASB has indicated it
will be addressing several significant technical issues. Among other things, the FASB must determine the extent to which the new
accounting standard will permit adjustments to recognized expense for actual option forfeitures and actual performance outcomes.
This determination will affect the amount of compensation cost recognized. Also, a method to determine the fair value of employee
stock options must be established. Current accounting standards require use of an option-pricing model,
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such as the Black-Scholes model, to determine fair value and provide guidance on adjusting some of the input factors used in the
model. This valuation approach has received significant criticism and may be subject to changes that could have a significant impact
on the calculated fair value of employee stock options under the new standard.

The Company has provided formal input to both the FASB and the International Accounting Standards Board (IASB) regarding the
IASB’ s exposure draft on stock-based compensation and the FASB' s efforts to achieve maximum convergence on accounting for
stock-based compensation between U.S. and international accounting standards. The Company believes it isimportant to be involved
in the development of accounting standards and plans on continuing its involvement in the process of developing new U.S. and
international accounting standards regarding the accounting for employee stock options.

At the Company’s annual shareholder’s meeting on April 24, 2003, shareholders approved a proposal requesting that the Company’s
Board of Directors (the Board) establish a policy of expensing the value of all future employee stock optionsissued by the Company.
The Board and management appreciates and takes seriously the views expressed by the Company’ s shareholders. However, in light of
the FASB’ s announced intention to soon require all companies to expense the value of employee stock options and the FASB'’ s near-
term review of technical issuesthat will play a significant role in determining the val ue of and accounting for employee stock options,
the Company does not currently intend to expense the value of employee stock options until the FASB finalizes its new accounting
standard on the matter.

Internet Services Update

In April 2003, the Company launched the iTunes® Music Store, an online music store that allows customersto find, purchase, and
download music for 99 cents per song. Requiring no subscription fee, the iTunes Music Store offers customers a broad range of
personal rights to the songs they purchase including playing songs on up to three Macintosh® computers, burning songs onto an
unlimited number of CD’sfor personal use, playing songs on an unlimited number of iPod™ portable digital music players, and using
songs in any application on their Macintosh system including iPhoto™, iMovie™, and iDVD™. The iTunes Music Store currently
features over 200,000 songs.

Users can easily search the contents of the entire music store to locate songs by title, artist, or album, or browse the entire contents of
the music store by genre and artist. Users can also listen to a free 30-second preview of any song in the store. TheiTunes Music Store
isfully integrated into the latest version of iTunes, allowing customers to purchase, download, organize, share, and listen to their
digital music using a single application.

Hardware Products Update

iPod™

The Company introduced new iPod modelsin April 2003. The new iPod is smaller and lighter and is available in three models with
storage capacity of either 10GB, 15GB, or 30GB; the latter holding up to 7,500 songs. In addition to MP3, iPod now supports the
AAC audio format. The new iPod also features solid-state interfaces and is available with a new dock that facilitates fast and easy
connection to acomputer or stereo.

Xserve® and Xserve RAID Sorage System

In February 2003, the Company upgraded its Xserve 1U rack servers with more powerful processors, more storage capacity, and a
FireWire® 800 interface. At the same time, the Company introduced the Xserve RAID Storage System, arack storage system that
holds up to 14 hot-swapabl e drive modul es capabl e of holding up to 2.5 terabytes of data. Xserve RAID architecture combines
affordable, high-capacity ATA/100 drive technology with a Fibre channel interface for reliable and fast data access. Xserve RAID
provides RAID level 5 throughput that supports affordable real-time HD 1080i video editing.

PowerBook®

In January 2003, the Company introduced two new PowerBook models. The 17-inch PowerBook G4 features a 17-inch active-matrix
display, is encased in a durable aluminum alloy enclosure, is 1-inch thick, and weighs as little as 6.8 pounds. The new 17-inch
PowerBook G4 also features built-in support for AirPort® Extreme 54 Mbps 802.11g wireless networking, new high-speed FireWire
800, a backlit keyboard with ambient light sensors, and built-in Bluetooth for wireless connection to cell phones and other Bluetooth
equipped peripherals. The 12-inch PowerBook G4 features a 12-inch, active-matrix display housed in alightweight, durable aluminum
alloy enclosure weighing
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approximately 4.6 pounds. The 12-inch PowerBook G4 features a high-speed PowerPC G4 processor, NVIDIA graphics, built-in
Bluetooth wireless networking, and battery life of up to five hours on a single charge.

Power Mac®

In January 2003, the Company announced a refresh of its Power Macintosh® line of professional desktop systems. The new lineis
priced significantly lower than the models it replaces and features faster processors, FireWire 800, and internal support for 54Mbps
AirPort Extreme and Bluetooth wirel ess networking.

Peripheral Products Update

In January 2003, the Company introduced the 20-inch Apple Cinema Display® and instituted significant price reductions on its 23-
inch Cinema HD Display and its 17-inch Apple Studio Display®. The new 20-inch Apple Cinema Display features an active-matrix,
liquid crystal display that incorporates adigital interface.

Softwar e Products and Computer Technologies Update

Final Cut Pro® 4

Final Cut Pro 4, amajor upgrade to the Company’s professional editing software for film and video, was announced in April 2003.
Final Cut Pro 4 introduces RT Extreme for real-time compositing and effects, new interface customization tools, new high-quality 8-
and 10-bit uncompressed formats, and for the first time in an editing system costing less than $100,000, full 32-hit floating point per
channel video processing. Final Cut Pro 4 also includes three completely new integrated applications — Live Type for advanced titling,
Soundtrack for music creation, and Compressor for full featured batch transcoding.

DVD Studio Pro® 2

The Company announced DVD Studio Pro 2 in April 2003. It is a completely new DV D authoring product, rebuilt from the ground up
with anew user interface, professionally designed and fully customizable templates, an innovative new menu editor, timeline-based
track editing and a new software-based MPEG-2 encoder.

Shake® 3

The Company announced Shake 3 in April 2003, an upgrade of its compositing and visual effects software. Shake 3 includes new
Mac® OS X only features such as the Shake Qmaster network render management software and unlimited network rendering licenses
which allow visual effects artists to easily distribute rendering tasks across a cluster of Apple’s Xserve rack servers or desktop Power
Mac G4 computers for maximum performance and efficiency. Shake 3 also includes new visual effects features available to Mac OS
X, Linux and IRIX customersincluding motion-tracking and real-time broadcast preview.

Final Cut® Express

Final Cut Expressisanew product based on Apple’'s award-winning Final Cut Pro®. Final Cut Express enables small business users,
educators, students and advanced hobbyists to perform professional-quality digital video editing. Final Cut Express includes key
features used by video editors such as the same interface and workflow as Final Cut Pro, powerful video editing tools, hundreds of
special effects, and easy delivery of output to DVD, the Internet, or tape.

Keynote™

Keynote is the Company’s new presentation software that gives users the ability to create high-quality presentations. Designed to be
easy to use, Keynote includes professionally designed themes, advanced typography, professional-quality image resizing, animated
charts and tables that can be created quickly, and cinematic-quality transitions. Keynote imports and exports PowerPoint,
QuickTime®, and PDF files to simplify the creation and sharing of presentations.

iLife™
Introduced in January 2003, iLifeis the Company’ s integrated suite of four digital lifestyle applications that features the Company’s

iTunes®, iPhoto™, iMovie™, and iDVD™ software applications. These applications are integrated to allow usersto easily access
their digital music, photos and movies from within each application.
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Safari™ Public Beta
Safari isthe Company’s new Mac OS® X compatible web browser that is capable of |oading web pages more quickly than any other
Macintosh-based web browser. Safari uses the advanced interface technologies underlying Mac OS X.

Airport® Extreme

AirPort Extreme is the Company’ s next generation of Wi-Fi wireless networking technology based on the new ultra-fast 802.11g
standard. With speeds up to 54 Mbps, AirPort Extreme delivers almost five times the data rate of today’ s 802.11b based products, yet
is fully compatible with the millions of 802.11b Wi-Fi devices around the world. The new AirPort Extreme Base Stations offer 54
Mbps data rates for up to 50 users, wireless bridging to extend the range beyond just one base station, and USB printer sharing to
allow multiple users to wirelessly share USB printers connected directly to the base station.

Business Outlook

For the third quarter of 2003, the Company expects net sales, gross margin, and total operating expenses to be relatively flat as
compared to the second quarter of 2003. The Company expects third quarter interest and other income, net to decline significantly to
approximately $15 million. As aresult, the Company currently expectsto report aslight profit for the third quarter of 2003.

The foregoing statements concerning the Company’ s anticipated net sales, gross margin, operating expenses, interest and other
income, net, and earnings for the third quarter of 2003 are forward-looking. The Company’s actual results could differ. The
Company’s future operating results and financial condition are dependent upon general economic conditions, market conditions within
the PC industry, and the Company’ s ability to successfully develop, manufacture, and market technologically innovative productsin
order to meet the dynamic conditions within the highly competitive market for personal computers. Some of the potential risks and
uncertainties that could affect the Company’ s future operating results and financial condition are discussed throughout this Item 2,
including the discussion under the heading below “Factors That May Affect Future Results and Financial Condition,” and in the 2002
Form 10-K.

25




JO567C2S03 Last Saved: TueMay 13 14:42:48 2003  C:\C2\mvangb\0567_8\t_1515019\j0567_10q.pdf Cycle8
10-Q Apple Computer, Inc mvangb Doc 1 Page 26
Net Sales

Net sales and Macintosh unit sales by operating segment and net sales and unit sales by product follow (net salesin millions and unit

salesin thousands):

Net Sales by Operating Segment:
Americas net sales (a)
Europe net sales
Japan net sales
Retail net sales
Other segments net sales (a)
Total net sales

Unit Sales by Operating Segment:
Americas Macintosh unit sales
Europe Macintosh unit sales
Japan Macintosh unit sales
Retail Macintosh unit sales
Other segments Macintosh unit

sales (a)
Total Macintosh unit sales

Net Sales by Product:
Power Macintosh net sales (b)
PowerBook net sales
iMac net sales
iBook net sales
Total Macintosh net sales

Peripherals and other hardware (c)
Software (d)
Service and other sales

Total other net sales

Total net sales

Unit Sales by Product:
Power Macintosh unit sales
PowerBook unit sales
iMac unit sales
iBook unit sales
Total Macintosh unit sales

Net sales per Macintosh unit sold (€)

iPod unit sales

Notes.

Three Months Ended Six Months Ended
3/29/03 3/30/02 Change 3/29/03 3/30/02 Change
$ 684 $ 736 N% $ 1422 $ 1,439 (1)%
338 365 (1% 689 728 (5)%
220 227 (3)% 359 410 (12)%
135 70 93% 283 118 140%
98 97 1% 194 175 11%
$ 1475 $ 1,495 D% $ 2947 $ 2,870 3%
338 401 (16)% 715 783 (9)%
180 211 (15)% 382 426 (10)%
107 131 (18)% 178 228 (22)%
42 24 75% 88 38 132%
44 46 (4% 91 84 8%
711 813 (13)% 1,454 1,559 (7)%
$ 293 $ 383 (23)% $ 585 $ 749 (22)%
353 198 78% 588 455 29%
302 448 (33)% 658 652 1%
151 180 (16)% 367 424 (13)%
1,099 1,209 (9)% 2,198 2,280 (4)%
216 153 41% 434 333 30%
95 72 32% 183 135 36%
65 61 7% 132 122 8%
376 286 31% 749 590 27%
$ 1475 $ 1,495 D% $ 2947 $ 2,870 3%
156 211 (26)% 314 423 (26)%
166 89 87% 267 205 30%
256 372 (31)% 554 605 (8)%
133 141 (6)% 319 326 (2)%
711 813 (13)% 1,454 1,559 (7)%
$ 1546 $ 1,487 1% $ 1512 $ 1,462 3%
78 57 37% 294 187 57%

(8 Other Segments consists of Asia Pacific and FileMaker. Certain net sales in 2002 fiscal periods related to recent acquisitions and
Internet services have been reclassified from Other Segments net sales to Americas segment net sales to conform to the 2003

presentation.

(b) Power Macintosh figuresinclude server sales.
() Net sales of peripheralsand other hardware include sales of iPod, Apple-branded and third-party displays, and other hardware

accessories.

(d) Net sales of software include sale of Apple-branded operating system and application software and sale of third-party software.
() Net sales per Macintosh unit sold are derived by dividing total Macintosh net sales by total Macintosh unit sales.

Net sales during the second quarter of 2003 fell 1% from the same period in 2002, but were up 3% for the first six months of fiscal
2003 compared to 2002. Several factors have contributed favorably to net sales during both the first half and the second quarter of

2003 including:
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* Net sales of peripherals and other hardware rose $63 million or 41% during the second quarter of 2003 compared to the same
quarter in 2002 and rose $101 million or 30% for the first six months of 2003. These increases are the result of significant year-
over-year increases in iPod sales and in sales of computer accessories, including Apple-branded displays.

* Net sales of software rose $23 million or 32% during the second quarter of 2003 compared to the same quarter in 2002 and rose
$48 million or 36% for the first six months of 2003. These increases reflect higher net sales of Apple-branded application
software, Mac OS X software, and third-party software. Net sales of Apple-branded software during the first six months of 2003
has been favorably affected by several new software titles, including Final Cut Express, iLife, Keynote, and Shake.

* TheRetail segment’s net sales grew to $283 million during the first six months of 2003 from $118 million during the same period
in 2002, a 140% increase. The Retail segment’s 2003 second quarter net sales rose $65 million or 93% from the second quarter of
2002. While the Retail segment may divert some net sales from the Company’ s preexisting sales channelsin the U.S,, the
Company believes that a substantial portion of the Retail segment’s net salesisincremental to the Company’ s total net sales. See
additional comments below related to the Retail segment under the heading “ Segment Operating Performance.”

¢ Although total Macintosh unit sales are down in fiscal 2003, PowerBook sales have been strong. PowerBook net sales were up
78% during the second quarter of 2003 and up 29% during the first six months of 2003. New PowerBook models introduced
during the first six months of 2003 included two new form factors and the Company’ s first portable product capable of burning
DVDs.

*  Net sales per Macintosh unit sold were up 4% for the second quarter of 2003 and up 3% for the first six months of 2003. These
increases reflect the higher proportion of relatively higher value PowerBook models and a shift in mix towards higher value iMac
models, including the flat panel models introduced during 2002.

Offsetting the favorable factors discussed above, the Company’ s net sales during the second quarter and first six months of 2003 were
negatively impacted by three notabl e factors.

¢ Unit sales of Power Macintosh systems fell 26% during both the second quarter and first six months of 2003 compared to the
same periods in 2002. These declines are consistent with the declining sales of Power Macintosh systems experienced by the
Company during recent years. The Company continues to believe that weak economic conditions over the past several years are
having a pronounced negative impact on its professional and creative customers and that many of these customers continue to
delay upgrades of their Power Macintosh systems due to the Company’ s ongoing transition to Mac OS X, customer perception of
microprocessor clock speed on overall system performance, and in anticipation of certain software vendors transitioning their
professionally oriented Macintosh software applications, such as QuarkX Press, to run natively in Mac OS X. However, the
Company did not experience the anticipated increase in Power Macintosh sales that it expected following the introduction of
Adobe’ s PhotoShop 7 during 2002.

*  The Company experienced weaknessin its U.S. education channel during the second quarter of 2003. While 2003 first quarter net
salesin this channel were relatively flat compared to 2002, second quarter net salesin 2003 in U.S. education fell 8% as
compared to 2002, while Macintosh unit sales fell 14%. The Company believes this weakness has been caused by multiple
factors including funding pressures due to weak economic conditions and large budget deficits in many states and due to
increased competition. Although the Company has taken steps, and will continue to take steps, to address weaknessin the U.S.
education channel, it is difficult to anticipate how this trend will affect the remainder of 2003 and thereafter or to anticipate when
and if thistrend will reverse.
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e  The personal computer industry in general, and the Company specifically, continues to see relatively soft demand for its
products. Sales of professional and consumer oriented M acintosh systems remain far below levels experienced in fiscal 2000 and
earlier. Worsening global economic conditions over the past three years exacerbated by the economic and political uncertainties
caused by terrorist activities and the associated international responses have clearly had a pronounced negative effect on the
overall demand for the Company’s products in virtually all of its markets. Further, growth in the overall personal computer
industry has slowed due to the high market penetration of personal computers and alengthening of consumer, creative, and
business personal computer upgrade cycles. In summary, the Company believes that expansion in the overall market for personal
computers has slowed and that significant growth continues to await a combination of economic recovery and technological
advancements.

Segment Oper ating Performance

The Company manages its business primarily on a geographic basis. The Company’ s reportable operating segments are comprised of
the Americas, Europe, Japan, and Retail. The Americas segment includes both North and South America, except for the activities of
the Company’s Retail segment. The Europe segment includes European countries as well as the Middle East and Africa. The Japan
segment includes only Japan. The Retail segment operates Apple-owned retail storesin the United States. Each reportable geographic
operating segment provides similar hardware and software products and similar services. Further information regarding the
Company’ s operating segments may be found in Item 1 of this Form 10-Q in the Notes to Condensed Consolidated Financial
Statements at Note 9, “ Segment Information and Geographic Data.”

Americas

Net salesin the Americas segment during the second quarter of 2003 decreased $52 million or 7% compared to the same quarter in
2002, and declined $17 million or 1% for the first six months of 2003 compared to the same period in 2002. Both the quarterly and
year-to-date results of the America’s segment are similar to the overall results of the Company as they reflect lower unit sales and net
sales of Power Macintosh systems and iMac systems partially offset by significant increasesin unit sales and net sales of PowerBooks
and by net sales of peripherals and software. The Americas segment results were also negatively affected by the 8% decline in
quarterly net sales in the U.S. education channel. As discussed above, the Company believes the cause for this declineisthat U.S.
educational institutions appear to have reduced or postponed capital spending due to federal and state funding concerns and tax
revenue shortfalls resulting from the weak economy and that competition in this market is increasing. Additionally, some of the
declinein 2003 net sales in the Americas segment may be the result of the operation of the Company’s Retail segment whose net
sales, al of which occur within the U.S., increased significantly in the first half of 2003.

Europe

Net salesin Europe decreased $27 million or 7% during the second quarter of 2003 as compared to the same quarter in 2002, and
decreased $39 million or 5% during the first six months of 2003 as compared to the same period in 2002. Total Macintosh unit sales
in Europe for the three and six-month periods ended March 29, 2003, were down 15% and 10%, respectively. Europe has experienced
weakened demand for Power Macintosh and iMac systems in 2003 and strong demand for PowerBooks, peripherals, and software.
Demand for professionally oriented Macintosh systems was particularly weak in Europe in the first quarter of 2003 compared to the
same period in 2002.

Japan

Net salesin the Japan segment during the second quarter of 2003 decreased $7 million or 3% compared to the same quarter in 2002,
and decreased $51 million or 12% during the first six months of 2003 as compared to the same period in 2002. Although Japan did
experience a sequential increasein net sales and unit sales in the second quarter of 2003 from the first quarter of 58% and 51%,
respectively, Japan’s Macintosh unit sales remain significantly below the segment’ s historic levels due to current economic conditions
that remain particularly negative in Japan. Consistent with other geographic operating segments, Japan experienced strong demand for
PowerBooks during the second quarter of 2003.
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Retail

The Company opened two new retail stores early in the second quarter of 2003, bringing the total number of open storesto 53 as of
the end of the second quarter of 2003. This compares to 29 stores as of the end of the same quarter in 2002. The Retail segment’s net
sales grew to $283 million during the first six months of 2003 from $118 million during the same period in 2002, a 140% increase.
Second quarter net sales in 2003 grew 93% from the same quarter in 2002. Activities of the Retail segment have contributed strongly
to the increasesin net sales of computer peripherals and software experienced by the Company during 2003. During the first half of
2003, approximately 42% of the Retail segment’ s net sales came from the sale of Apple-branded and third-party peripherals and
software. This compares to 25% for the Company as awhole.

As measured by the Company’ s operating segment reporting, the Retail segment lost $4 million during the first six months of 2003
compared to $12 million during the same period in 2002. Thisimprovement is primarily attributable the segment’ s year-over-year
increase in net sales.

Expansion of the Retail segment has required and will continue to require a substantial investment in fixed assets and related
infrastructure, operating lease commitments, personnel, and other operating expenses. Capital expenditures associated with the Retail
segment since its inception totaled $198 million through the end of fiscal 2002, and totaled $30 million during the first six months of
2003. As of March 29, 2003, the Retail segment had approximately 1,000 employees and had outstanding operating lease
commitments associated with retail store space and related facilities of $305 million. The Company would incur substantial costs
should it choose to terminate its Retail segment or close individual stores. Such costs could adversely affect the Company’ s results of
operations and financial condition. Investment in a new business model such as the Retail segment isinherently risky, particularly in
light of the significant investment involved, the current economic climate, and the fixed nature of a substantial portion of the Retail
segment’ s operating expenses. Results for this segment are dependent upon a number of risks and uncertainties, some of which are
discussed bel ow under the heading “Factors That May Affect Future Results and Financial Condition.”

GrossMargin
Gross margin for the three and six months ended March 29, 2003 and March 30, 2002 were as follows (in millions, except gross
margin percentages):

Three Months Ended Six Months Ended
3/29/03 3/30/02 3/29/03 3/30/02
Net sales $ 1,475 $ 1,495 $ 2947 $ 2,870
Cost of sales 1,057 1,086 2,123 2,039
Gross margin $ 418 $ 409 $ 824 $ 831
Gross margin percentage 28.3% 27.4% 28.0% 29.0%

Gross margin for the first six months of 2003 was 28% compared to 29% for the same period in 2002. The year-over-year declinein
gross margin during the first six months of 2003 reflects relatively aggressive pricing beginning in late fiscal 2002 on several
Macintosh models and lower sales of relatively higher margin Power Macintosh systems partially offset by a higher mix of higher
margin portable products, peripherals, and software.

As noted above, the Company currently expects gross margin as a percent of net salesto be relatively flat in the third quarter of 2003
as compared to the second quarter. However, the Company’ s gross margin and the gross margin of the personal computer industry is
expected to remain under pressure throughout fiscal 2003 in light of weak economic conditions, flat demand for personal computersin
general, price competition in the PC industry, and potential increases in component pricing.

The foregoing statements regarding the Company’ s expected gross margin during the third quarter of 2003, general demand for
personal computers, anticipated industry component pricing, and future economic conditions are forward-looking. Gross margin could
differ from anticipated level s because of severa factors, including certain of those set forth below in the subsection entitled “ Factors
That May Affect Future Results and Financial Condition.” There can be no assurance that current gross margins will be maintained,
targeted gross margin levels will be achieved, or current margins on existing individual products will be maintained. In general, gross
margins and margins on individual products will remain under significant downward pressure due to a variety of factors, including
continued industry wide global pricing pressures, increased competition, compressed product life cycles,
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potential increasesin the cost and availability of raw material and outside manufacturing services, and potential changesto the
Company’s product mix, including higher unit sales of consumer products with lower average selling prices and lower gross margins.
In response to these downward pressures, the Company expects it will continue to take pricing actions with respect to its products.
Gross margins could also be affected by the Company’s ability to effectively manage product quality and warranty costs and to
stimulate demand for certain of its products. The Company’ s operating strategy and pricing take into account anticipated changesin
foreign currency exchange rates over time; however, the Company’ s results of operations can be significantly affected in the short-
term by fluctuations in exchange rates.

The Company orders components for its products and builds inventory in advance of product shipments. Because the Company’s
markets are volatile and subject to rapid technology and price changes, there is a risk the Company will forecast incorrectly and
produce or order from third parties excess or insufficient inventories of particular products or components. The Company’s operating
results and financial condition have been in the past and may in the future be materially adversely affected by the Company’s ability to
manage its inventory levels and outstanding purchase commitments and to respond to short-term shiftsin customer demand patterns.

Operating Expenses
Operating expenses for the three and six months ended March 29, 2003 and March 30, 2002 were as follows (in millions, except for
percentages):

Three Months Ended Six Months Ended
3/29/03 3/30/02 3/29/03 3/30/02
Research and devel opment $ 119 $ 111 $ 240 $ 224
Percentage of net sales 8.1% 7.4% 8.1% 7.8%
Selling, general, and administrative expenses ~ $ 300 $ 2710 $ 599 $ 559
Percentage of net sales 20.3% 18.1% 20.3% 19.5%
Restructuring costs $ 3 — $ 26 $ 24

Research and Devel opment (R& D)

Expenditures for research and development increased 7% for both the three and six month periods ending in March of 2003 compared
to the same periods in 2002 primarily due to increased R& D headcount to support expanded R& D activities. The Company has
continued to expand R& D even though its net sales and profitability are under pressure. The Company has historically relied upon
innovation to remain competitive. The Company’s management believes that maintaining or increasing the pace of innovation and
product development is the best way to respond to current economic and market conditions and will better position the Company for
future growth when conditions improve.

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

SG&A increased 11% and 7% during the second quarter of 2003 and for the first six months of fiscal 2003, respectively, as compared
to the same periods in 2002. Increased SG& A is primarily the result of increased selling expenses associated with the expanded
operations of the Company’s Retail segment partially offset by a decline in discretionary spending on marketing and advertising.

Restructuring Costs

During the second quarter of 2003, the Company’ s management approved and initiated restructuring actions that resulted in
recognition of atotal restructuring charge of $2.8 million. The primary focus of actions taken in the second quarter were for the most
part supplemental to actions initiated in the prior two quarters and focused on further headcount reductions in various sales and
marketing functions in the Company’ s Americas and Europe operating segments and further reductions associated with PowerSchool -
related activities in the Americas operating segment. The second quarter actions resulted in recognition of severance costs of $2.4
million for termination of 93 employees, 79 of who were terminated prior to the end of the second quarter at a cost of $1.6 million.
During the second quarter, an additional $400,000 was accrued for asset write-offs and lease payments on an abandoned facility in the
Americas operating segment. Once fully implemented, the Company estimates these restructuring actions will reduce quarterly
operating expenses by $1.5 million.

During the first quarter of 2003, the Company’ s management approved and initiated restructuring actions with atotal cost of $24
million that resulted in the termination of operations at the Company-owned manufacturing facility in
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Singapore, further reductions in headcount resulting from the shift in PowerSchool product strategy that took place at the end of fiscal
2002, and termination of various sales and marketing activities in the United States and Europe. These restructuring actions will
ultimately result in the elimination of 260 positions worldwide, 242 of which were eliminated by the end of the second quarter of
2003. Once fully implemented, the Company estimates these restructuring actions will result in reduced quarterly operating expenses
of $6 million.

During the first quarter of 2002, the Company’ s management approved and initiated restructuring actions with atotal cost of
approximately $24 million. These restructuring actions resulted in the elimination of approximately 425 positions worldwide at a cost
of $8 million. Positions were eliminated primarily in the Company’ operations, information systems, and administrative functions. In
addition, these restructuring actions also included significant changes in the Company’ sinformation systems strategy resulting in
termination of equipment leases and cancellation of existing projects and activities. Related |ease and contract cancellation charges
totaled $12 million, and charges for asset impairments totaled $4 million. During the first quarter of 2003, the Company reversed the
remaining unused accrual of $600,000. The first quarter 2002 restructuring actions were primarily related to corporate activity not
alocated to operating segments and have eliminated approximately $8.5 million of quarterly operating expenses.

Other Income and Expense

Other income and expense for the three and six month periods ended March 29, 2003 and March 30, 2002 was as follows (in millions,
except for percentages):

Three Months Ended Six Months Ended
3/29/03 3/30/02 3/29/03 3/30/02
Gains on non-current investments, net — — — % 23
Interest income $ 18 $ 29 $ 41 $ 63
Interest expense 2 ©)] 4 (6)
Gain on sales of short term investments 9 — 18 3
Other income (expense), net (2 1 (3) 1
Interest and other income, net 23 27 52 61
Tota interest and other income, net $ 23 $ 27 $ 52 $ 84

Gains and Losses on Non-current Investments

During the first quarter of 2003, the Company sold 2,580,000 shares of EarthLink, Inc. (EarthLink) stock for net proceeds of
approximately $13.7 million, an amount that approximated the Company’s carrying value of the shares sold. During the first quarter of
2002, the Company sold 4.7 million shares of ARM Holdings plc (ARM) stock for both net proceeds and a gain before taxes of $21
million. During the first quarter of 2002, the Company also sold 250,000 shares of Akamai Technologies, Inc. (Akamai) and 117,000
shares of EarthLink stock for net proceeds of approximately $2 million each and a gain before taxes of $710,000 and $223,000,
respectively.

Interest and Other Income, Net

Total interest and other income, net decreased $4 million or 15% to $23 million during the second quarter of 2003 compared to the
same quarter in 2002 and decreased $9 million or 15% for the first six months of 2003 from the same period in 2002. These decreases
are attributable primarily to declining investment yields on the Company’ s cash and short-term investments resulting from lower
market interest rates and the closing out of longer-term investments in favor of investments with shorter maturities. Declinesin
investment yields were partially offset by gains on the sale of short-term investments. The Company occasionally sells short-term
investments prior to their stated maturities. Asaresult of such sales, the Company recognized net gains of $9 million during the
second quarter of 2003 and $18 million and $3 million during the first 6 months of fiscal 2003 and 2002, respectively. The sale of
short-term investments during the first half of 2003 was intended to shorten the average maturity of the Company’s investment
portfolio based on management’ s belief that interest rates are at or near their bottom.

Interest expense consists primarily of interest on the Company’s $300 million aggregate principal amount unsecured notes partially
offset by amortization of deferred gains realized in 2002 and 2001 that resulted from the closure of swap positions associated with the
unsecured notes. The unsecured notes, which mature in February of 2004, were
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sold at 99.925% of par for an effective yield to maturity of 6.51%. Total deferred gain resulting from the closure of debt swaps of
approximately $23 million, $10 million of which remained unamortized as of March 29, 2003, is being amortized over the remaining
life of the unsecured notes at arate of approximately $2.8 million per quarter.

As noted above, the Company currently expects interest and other income, net to decline significantly during the third quarter of 2003
to approximately $15 million as the impact of declining interest rates and the repositioning of the Company’s cash portfolio to shorter-
term maturities impact earnings on the Company’s investment portfolio. The Company believes further declinesin interest and other
income, net following the third quarter of fiscal 2003 are likely. The foregoing statements are forward-looking. Interest and other
income, net, in the third quarter of 2003 and in subsequent periods and the average maturity of the Company’s investment portfolio
could differ from expected levels because of several factors, including certain of those set forth below in the subsection entitled
“Factors That May Affect Future Results and Financial Condition.” Additionally, actual future interest and other income, net could be
significantly impacted by unforeseen changes in market interest rates and foreign currency exchange rates, by sales of short-term
investments, and by future changes in the fair value of the Company’s short-term and long-term investments.

Provision for Income Taxes

The Company’ s effective tax rate for the three and six-month periods ended March 29, 2003 was approximately 28%. The Company’s
2003 effective rate differs from the statutory federal income tax rate of 35% due primarily to certain undistributed foreign earnings for
which no U.S. taxes have been provided because such earnings will be indefinitely reinvested outside the U.S. and due to the research

and development credit.

The Company currently believes that its effective tax rate for the remainder of fiscal 2003 will be approximately 28%. The foregoing
statement is forward-looking. The Company’s future tax rate could differ because of several factors, including those set forth below in
the subsection entitled “Factors That May Affect Future Results and Financial Condition.” The Company’s actual future tax rate may
be impacted by the amount and jurisdiction of foreign profits or any changes to applicable tax laws and regulations. On April 10,
2003, the Internal Revenue Service (IRS) completed its audit of the Company’s federal income tax returns for the years 1998 through
2000 and proposed certain adjustments. Certain of these adjustments are being contested through the IRS Appeal s Office.
Substantialy all IRS audit issues for years prior to 1998 have been resolved. Management believes that adequate provision has been
made for any adjustments that may result from tax examinations. However, the outcome of tax audits cannot be predicted with
certainty. Should any issues addressed in the Company’ s tax audits be resolved in a manner not consistent with management’s
expectations, the Company could be required to adjust its provision for income tax in the period such resol ution occurs.

Recent Accounting Pronouncements

In November 2002, the EITF reached a consensus on Issue No. 00-21, Revenue Arrangements with Multiple Deliverables. EITF Issue
No. 00-21 provides guidance on how to account for certain arrangements that involve the delivery or performance of multiple
products, services and/or rights to use assets. The provisions of EITF Issue No. 00-21 will apply to revenue arrangements entered into
in fiscal periods beginning after June 15, 2003. While the Company will continue to evaluate the requirements of EITF Issue No. 00-
21, management does not currently believe adoption will have a significant impact on its accounting for multiple element
arrangements.

In January 2003, the FASB issued Interpretation No. 46 (FIN 46), Consolidation of Variable Interest Entities. FIN 46 clarifies the
application of Accounting Research Bulletin No. 51 and applies immediately to any variable interest entities created after January 31,
2003 and to variable interest entities in which an interest is obtained after that date. For variable interest entities created or acquired
prior to February 1, 2003, the provisions of FIN 46 must be applied for the first interim or annual period beginning after June 15,
2003. While it will continue to evaluate the requirements of FIN 46, the Company does not currently believe adoption will have a
material impact on its results of operations or financial position.
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Liquidity and Capital Resources
The following table presents selected financial information and statistics for each of the fiscal quarters ending on the dates indicated
(dollarsin millions):

Asof Asof
3/29/03 9/28/02
Cash, cash equivalents, and short-term investments $ 4526 $ 4,337
Accounts receivable, net $ 492 % 565
Inventory $ 41 % 45
Working capital $ 3461 $ 3,730
Days sales in accounts receivable (a) 30 36
Days of supply in inventory (b) 4 4
Days payables outstanding (c) 79 77
Operating cash flow (quarterly) $ 98B $ 82

(& DSO isbased on ending net trade receivables and most recent quarterly net sales for each period.
(b) Dayssupply of inventory is based on ending inventory and most recent quarterly cost of salesfor each period.
(c) DPO isbased on ending accounts payable and most recent quarterly cost of sales adjusted for the change in inventory

As of March 29, 2003, the Company had $4.526 billion in cash, cash equivaents, and short-term investments, an increase of
$189 million over the same balances at the end of fiscal 2002. The principal components of this increase were cash generated by
operating activities of $208 million, proceeds of $13 million from the sale of along-term investment, and proceeds of $16 million
from the issuance of common stock, partially offset by capital expenditures of $60 million.

The Company believes its existing balances of cash, cash equivalents, and short-term investments will be sufficient to satisfy its
working capital needs, capital expenditures, stock repurchase activity, outstanding commitments, and other liquidity requirements
associated with its existing operations over the next 12 months.

Lease Commitments

As of September 28, 2002, the Company had total outstanding commitments on noncancelable operating leases of $464 million, $209
million of which related to the lease of retail space and related facilities. Remaining terms on the Company’ s existing operating leases
range from 1 to 12 years. Total outstanding commitments on noncancel able operating leases related to the lease of retail space and
related facilities rose to $305 million as of March 29, 2003.

Debt

The Company currently has debt outstanding in the form of $300 million of aggregate principal amount 6.5% unsecured notes that
was originally issued in 1994. The notes, which pay interest semiannually, were sold at 99.925% of par, for an effective yield to
maturity of 6.51%. The notes, along with approximately $10 million of unamortized deferred gains on closed interest rate swaps, are
due in February of 2004 and therefore have been classified as current debt as of March 29, 2003.

Purchase Commitments with Contract Manufacturers and Component Suppliers

The Company utilizes severa contract manufacturers to manufacture sub-assemblies for the Company’ s products and to perform final
assembly and test of finished products. These contract manufacturers acquire components and build product based on demand
information supplied by the Company, which typically covers periods ranging from 1 to 3 months. The Company also obtains
individual components for its products from awide variety of individual suppliers. Consistent with industry practice, the Company
acquires components through a combination of purchase orders, supplier contracts, and open orders based on projected demand
information. Such purchase commitments typically cover the Company’s forecasted component and manufacturing requirements for
periods ranging from 30 to 130 days. The nature of the Company’ s outstanding third-party manufacturing commitments and
component purchase commitments has not changed significantly since the end of its fiscal 2002.
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Capital Expenditures

Of $60 millionin total capital expenditures during the first half of fiscal 2003, $30 million was for retail store facilities and equipment
related to the Company’s Retail segment and $30 million was for corporate infrastructure, including information systems
enhancements and operating facilities enhancements and expansions. The Company currently anticipatesit will utilize approximately
$150 million for capital expenditures during 2003, approximately $75 million of which is expected to be utilized for further expansion
of the Company’s Retail segment and the remainder utilized to support normal replacement of existing capital assets and
enhancements to general information technology infrastructure.

Sock Repurchase Plan

In July 1999, the Company’s Board of Directors authorized a plan for the Company to repurchase up to $500 million of its common
stock. This repurchase plan does not obligate the Company to acquire any specific number of shares or acquire shares over any
specified period of time. Since inception of the stock repurchase plan through the end of fiscal 2000, the Company had repurchased a
total of 5.05 million shares at a cost of $191 million. No shares have been repurchased since the end of fiscal 2000. During the fourth
quarter of 2001, the Company entered into aforward purchase agreement to acquire 1.5 million shares of its common stock in
September of 2003 at an average price of $16.64 per share for atotal cost of $25.5 million.

Non-Current Debt and Equity Investments

The Company has held significant investments in ARM, Akamai, and EarthLink. These investments are reflected in the consolidated
balance sheets as non-current debt and equity investments and have been categorized as available-for-sale requiring that they be
carried at fair value with unrealized gains and losses, net of taxes, reported in equity as a component of accumulated other
comprehensive income. All realized gains on the sale of these investments have been included in other income. The combined fair
value of these investments was $28 million and $39 million as of the end of the second quarter of 2003 and the end of fiscal 2002,
respectively. The Company believesit is likely there will continue to be significant fluctuations in the fair value of these investments
in the future.

Additional information related to the Company’ s non-current debt and equity investments may be found in this Form 10-Q in the
Notes to Condensed Consolidated Financial Statements at Note 2, “Financial Instruments,” and in the 2002 Form 10-K.

Factors That May Affect Future Results and Financial Condition

Because of the following factors, as well as other factors affecting the Company’ s operating results and financial condition, past
financial performance should not be considered to be areliable indicator of future performance, and investors should not use historical
trends to anticipate results or trends in future periods.

General economic conditions and current economic and political uncertainty could adver sely affect the Company.

The Company’ s operating performance depends significantly on general economic conditions. For much of the past 3 years, demand
for the Company’ s products has been negatively impacted by worsening global economic conditions. Additionally, some of the
Company’ s education customers appear to be delaying technology purchases due to concerns about the overall impact of the weaker
economy on their available funding. Continued uncertainty about future economic conditions continues to make it difficult to forecast
future operating results. Should global and regional economic conditions fail to improve or continue to deteriorate, demand for the
Company’ s products could continue to be adversely affected, as could the financial health of its suppliers, distributors, and resellers.

Theterrorist attacks that took place on September 11, 2001, disrupted commerce throughout the world and created many economic
and political uncertainties that have had a strong negative impact on the global economy. The long-term effects of the September 11,
2001 attacks on the Company’ s future operating results and financial condition remain unknown. The national and international
responses to terrorist attacks, the potential for future terrorist attacks and other acts of hostility, and the potential for further war in the
Middle East and elsewhere have created economic and political uncertainties that could adversely affect the Company’ s future
operating results and financial condition.
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Expansion and/or intensification of the outbreak of severe acute respiratory syndrome (SARS) in Asia and elsewhere could negatively
affect the Company’ s operations and performance.

The SARS outbreak has so far had only a minor effect on the Company. The Company has restricted nonessential employee travel to
various areas impacted by the illness and formed an internal management committee to closely monitor the situation. The Company
has experienced weakness in net sales in specific areas affected by the illness and has experienced some increase in freight costs as
airlines have reduced service to certain areas. To date, these conditions have not had a material adverse impact on the Company’s
financial results or general operations. However, should the illness spread to new regionsin Asia or elsewhere or intensify in severity
in areas aready affected, the Company’ s operating results could be adversely impacted.

The Company and some of its manufacturing vendors and component suppliers have significant operations in various locations
throughout Asia, including locations in mainland China, the Hong Kong Special Administrative Region, and Singapore, all of which
have been subject to World Health Organization and Centers for Disease Control and Prevention SARS travel advisories. Similar
travel advisories have been issued for Taiwan, where all of the Company’ s portable Macintosh systems and the iPod are assembled.
Should theillness spread further or should it intensify in regions already affected, circumstances could arise that would negatively
impact the Company including the need for more stringent employee travel restrictions, additional limitationsin the availability of
freight services within Asia and between Asia and other regions, governmental actions limiting the movement of products between
various regions, delays in production ramps of new products, and disruptions in the operations of the Company’s manufacturing
vendors and component suppliers.

The market for personal computersis highly competitive. If the Company is unable to effectively compete in this market, its results of
operations could be adversely affected.

The personal computer industry is highly competitive and is characterized by aggressive pricing practices, downward pressure on
gross margins, frequent introduction of new products, short product life cycles, continual improvement in product price/performance
characteristics, price sensitivity on the part of consumers, and alarge number of competitors. Over the past several years, price
competition in the market for personal computers has been particularly intense. The Company’s competitors who sell Windows-based
personal computers have aggressively cut prices and lowered their product margins in order to gain or maintain market sharein
response to weakness in demand for personal computing products that began in the second half of calendar 2000. The Company’s
results of operations and financial condition have been, and in the future may continue to be, adversely affected by these and other
industry-wide pricing pressures and downward pressures on gross margins.

The personal computer industry has also been characterized by rapid technological advancesin software functionality, hardware
performance, and features based on existing or emerging industry standards. Further, asthe personal computer industry and its
customers place more reliance on the Internet, an increasing number of Internet devices that are smaller and simpler than traditional
personal computers may compete for market share with the Company’s existing products. Several competitors of the Company have
either targeted or announced their intention to target certain of the Company’s key market segments, including consumer, education,
professional and consumer digital video editing, and design and publishing. Additionally, several of the Company’s competitors have
introduced or announced plans to introduce products that mimic many of the unique design, technical features, and solutions of the
Company’s products. The Company has many substantial competitors, many of whom have greater financial, marketing,
manufacturing, and technological resources, as well as broader product lines and larger installed customer bases than those of the
Company. Additionally, there has been atrend towards consolidation in the personal computer industry that has resulted in larger and
potentially stronger competitors in the Company’ s markets.

The Company is currently the only maker of hardware using the Mac OS. The Mac OS has a minority market share in the personal
computer market, which is dominated by makers of computers utilizing Microsoft’s Windows operating systems. The Company’s
future operating results and financial condition are substantially dependent on its ability to continue to devel op improvementsto the
Macintosh platform in order to maintain perceived design and functional advantages over competing platforms, including Windows.

The Company has higher research and development and selling, general and administrative costs, as a percentage of revenues, than
many of its competitors.

The Company’ s ability to compete successfully and maintain attractive gross marginsis heavily dependent upon its ability to ensure a
continuing and timely flow of innovative and competitive products and technology to the
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marketplace. As aresult, the Company incurs higher research and development costs as a percentage of revenue than its competitors
who sell Windows-based personal computers. Many of these competitors seek to compete aggressively on price and maintain very low
cost structures. Further, as aresult of the expansion of the Company’s Retail segment and costs associated with marketing the
Company’s brand including its unique operating system, the Company incurs higher selling costs as a percent of revenue than many of
its competitors. If the Company is unable to continue to develop and sell innovative new products with attractive gross margins, its
results of operations may be materially adversely affected by its operating cost structure.

The Company must successfully manage frequent product introductions and transitions.

Due to the highly volatile nature of the personal computer industry, which is characterized by dynamic customer demand patterns and
rapid technological advances, the Company must continually introduce new products and technologies and enhance existing products
in order to remain competitive. The success of new product introductions is dependent on a number of factors, including market
acceptance, the Company’ s ability to manage the risks associated with product transitions, the availability of application software for
new products, the effective management of inventory levelsin line with anticipated product demand, the availability of productsin
appropriate quantities to meet anticipated demand, and the risk that new products may have quality or other defectsin the early stages
of introduction. Accordingly, the Company cannot determine in advance the effect that new products will have on its sales or results
of operations.

During 2001, the Company introduced a new client operating system, Mac OS X, and delivered its first major upgrade, Mac OS X
version 10.1. During 2002, the Company delivered another major upgrade, Mac OS X Jaguar. Inability of the Company to improve the
performance and functionality of Mac OS X, advance customer acceptance of the new operating system and its upgrades, or obtain the
continued commitment of software devel opersto transition existing applications to run on Mac OS X or create new applications to run
on Mac OS X, may have an adverse impact on the Company’s operating results and financial condition.

Because orders for components, and in some cases commitments to purchase components, must be placed in advance of customer
orders, the Company faces substantial inventory risk.

The Company records awrite-down for inventories of components and products that have become obsolete or are in excess of
anticipated demand or net realizable value and accrues necessary reserves for cancellation fees of orders for inventories that have been
cancelled. Although the Company believesits inventory and related provisions are adequate, given the rapid and unpredictable pace of
product obsolescence in the computer industry, no assurance can be given that the Company will not incur additional inventory and
related charges. In addition, such charges have had, and may again have, a material effect on the Company’sfinancial position and
results of operations.

The Company must order components for its products and build inventory in advance of product shipments. Because the Company’s
markets are volatile and subject to rapid technology and price changes, there is a risk the Company will forecast incorrectly and
produce or order from third parties excess or insufficient inventories of particular products. Consistent with industry practice,
components are normally acquired through a combination of purchase orders, supplier contracts, and open orders based on projected
demand information. Such purchase commitments typically cover the Company’s forecasted component and manufacturing
requirements for periods ranging from 30 to 130 days. The Company’s operating results and financial condition have been in the past
and may in the future be materially adversely affected by the Company’ s ability to manage its inventory levels and respond to short-
term shifts in customer demand patterns.

Future operating results are dependent upon the Company’ s ability to obtain a sufficient supply of components, some of which arein
short supply or available only from limited sources.

Although most components essential to the Company’s business are generally available from multiple sources, certain key
components including microprocessors and application specific integrated circuits (*ASICs”) are currently obtained by the Company
from single or limited sources. Some key components (including without limitation DRAM, TFT-LCD flat-panel displays, and optical
and magnetic disk drives), while currently available to the Company from multiple sources, are at times subject to industry-wide
availability and pricing pressures. In addition, new products introduced by the Company often initially utilize custom components
obtained from only one source until the Company has evaluated whether there is a need for, and subsequently qualifies, additional
suppliers. In situations where a component or product utilizes new technologies, initial capacity constraints may exist until such time
as the suppliers’ yields have matured. The Company and other producers in the personal computer industry also compete for various
components with other industries that have experienced increased demand for their products.
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The Company uses some components that are not common to the rest of the personal computer industry including certain
microprocessors and ASICs. Continued availability of these components may be affected if producers were to decide to concentrate on
the production of components other than those customized to meet the Company’ s requirements. If the supply of a key component
were to be delayed or constrained on a new or existing product, including rights to music titles sold on the iTunes Music Store, the
Company’ s results of operations and financial condition could be adversely affected.

The Company’ s ability to produce and market competitive products is also dependent on the ability and desire of IBM and Motorola,
the sole suppliers of the PowerPC RISC-based microprocessor for the Company’s Macintosh computers, to provide the Company with
asufficient supply of microprocessors with price/performance features that compare favorably to those supplied to the Company’s
competitors by Intel Corporation and other developers and producers of microprocessors used by personal computers using the
Windows operating systems. Further, despite its efforts to educate the marketplace to the contrary, the Company believes that many of
its current and potential customers believe that the relatively slower MHz rating or clock speed of the microprocessorsit utilizesin its
Macintosh systems compares unfavorably to those utilized by Windows-based systems and tranglates to slower overall system
performance. There have been instances in recent years where the inability of the Company’s suppliers to provide advanced PowerPC
G4 and G3 microprocessors with higher clock speeds in sufficient quantity has had significant adverse effects on the Company’s
results of operations. Theinability in the future of the Company to obtain microprocessors in sufficient quantities with competitive
price/performance features could have an adverse impact on the Company’ s results of operations and financial condition.

The Company is dependent on manufacturing and logistics services provided by third parties, many of whom are located outside of
the United Sates.

Many of the Company’s products are manufactured in whole or in part by third-party manufacturers. In addition, the Company has
outsourced much of its transportation and | ogistics management. While outsourcing arrangements may lower the fixed cost of
operations, they also reduce the Company’s direct control over production and distribution. It is uncertain what effect such diminished
control will have on the quality or quantity of the products manufactured, or the flexibility of the Company to respond to changing
market conditions. Moreover, although arrangements with such manufacturers may contain provisions for warranty expense
reimbursement, the Company may remain at least initially responsible to the consumer for warranty service or in the event of product
defects. Any unanticipated product defect or warranty liability, whether pursuant to arrangements with contract manufacturers or
otherwise, could adversely affect the Company’ s future operating results and financial condition.

Final assembly of products sold by the Company is conducted in the Company’s manufacturing facilitiesin Sacramento, California,
and Cork, Ireland, and by external vendorsin Fremont, California, Fullerton, California, Taiwan, Korea, the People’ s Republic of
China, and the Czech Republic. Currently, manufacture of many of the components used in the Company’s products and final
assembly of all of the Company’s portable products including PowerBooks, iBooks, and the iPod is performed by third-party vendors
in Taiwan. If for any reason manufacturing or logisticsin any of these locationsis disrupted by regional economic, business,
environmental, medical, political, or military conditions or events, the Company’s results of operations and financial condition could
be adversely affected.

The Company’s products could experience quality problems that result in decreased net sales and operating profits.

The Company sells highly complex hardware and software products that may contain defects in design and manufacture. Sophisticated
operating system software and applications such as the Company sells often contains “bugs’ that can unexpectedly interfere with the
operation of the software. Defects may also occur in components and products the Company purchases from third parties that may be
beyond its control. There can be no assurance that the Company will be able to detect and fix all defects in the hardware and software
it sells. Failure to do so could result in lost revenues, loss of reputation, and significant expense to remedy.

The Company’s retail initiative requires a substantial investment and commitment of resources and is subject to numerous risks and
uncertainties.

Since May of 2001, the Company has opened 55 retail storesin the United States and anticipates opening more stores during the
remainder of calendar 2003. The Company’ s retail initiative has required substantial investment in equipment and leasehold
improvements, information systems, inventory, and personnel. The Company has also entered into substantial operating leases
commitments for retail space with lease termsranging from 5 to 12 years. The Company would incur substantial costs should it
choose to terminate this initiative or close individual stores. Such costs could adversely affect the Company’s results of operations and
financial condition. Additionaly, a
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relatively high proportion of the Retail segment’s costs are fixed because of depreciation on store construction costs and lease
expense. As aresult, should the Retail segment experience a decline in sales for any reason, significant losses would result.

Certain of the Company’s stores have been designed and built to serve as high profile venues that function as vehicles for general
corporate marketing, corporate events, and brand awareness. Because of their unique design elements, locations and size, these stores
require substantially more investment in equipment and leasehold improvements than the Company’s more typical retail stores. The
Company has opened two such stores and has several others under development. Because of their location and size, these high profile
stores a so require the Company to enter into substantially larger operating lease commitments compared to those required for its more
typical stores. Current leases on such locations have terms ranging from 5 to 10 years with total commitments per location over the
lease terms ranging from $25 million to $50 million. Closure or poor performance of one of these high profile stores could have a
particularly significant negative impact on the Company’s results of operations and financial condition.

Many of the general risks and uncertainties the Company faces could also have an adverse impact on its Retail segment. Also, many
factors unique to retail operations present risks and uncertainties, some of which are beyond the Company’s control, that could
adversely affect the Retail segment’ s future results, cause its actual resultsto differ from those currently expected, and/or have an
adverse effect on the Company’s consolidated results of operations. Potential risks and uncertainties unique to retail operations that
could have an adverse impact on the Retail segment include, among other things, macro-economic factors that have a negative impact
on general retail activity; inability to manage costs associated with store construction and operation; lack of consumer acceptance of
the Company’ s retail approach; failure to attract new users to the Macintosh platform; inability to sell third-party hardware and
software products at adequate margins; failure to manage rel ationships with existing retail channel partners; lack of experiencein
managing retail operations; costs associated with unanticipated fluctuationsin the value of Apple-branded and third-party retail
inventory; and inability to obtain quality retail locations at reasonable cost.

Unit sales of the Company’s professionally oriented desktop systems have declined sharply over past two to three years negatively
impacting net sales and gross margin.

Unit sales of Power Macintosh systems fell 18% during 2002 as compared to 2001 and fell 35% in 2001 from 2000. Power Macintosh
unit sales have fallen as a percentage of total Macintosh unit sales from 38% in 1999 to 25% in 2002 and 22% during the first six
months of fiscal 2003. The Company believes that weak economic conditions over the past several years are having a pronounced
negative impact on its professional and creative customers who are the primary users of such systems. The Company also believes that
many of these customers continue to delay upgrades of their Power Macintosh systems due to the Company’s ongoing transition to
Mac OS X and in anticipation of certain software vendors transitioning their professionally oriented Macintosh software applications
to run natively in Mac OS X. Also, itislikely that many of the Company's current and potential customers, particularly professional
and creative customers who are most likely to utilize the Company's Power Macintosh systems, believe that the relatively slower MHz
rating or clock speed of the microprocessorsit utilizes in its Macintosh systems compares unfavorably to those utilized by Windows-
based systems and translates to slower overall system performance. In addition to the negative impact on net sales, declining sales of
Power Macintosh systems also have a negative effect on the Company’s overall gross margin because Power Macintosh systems
generaly have higher individual gross margins than the Company’s other Macintosh systems. Continued deterioration in Power
Macintosh unit sales will adversely affect the Company’ s future net sales and gross margin. If future unit sales of Power Macintosh
systemsfail to partially or fully recover, it will be difficult for the Company to improve its overall profitability.

The Company faces increasing competition in the U.S. education market.

Salesin the United States to both elementary and secondary schools, as well as for college and university customers, remains a core
market for Apple. Net salesin these markets fell to 21% of the Company’ stotal net salesin 2002 from 26% in 2001. The drop in 2002
reflects declines in both net sales and Macintosh unit sales in these markets of 15% and 14%, respectively, in fiscal 2002 compared to
2001. Additionally, the Company experienced a 14% decline during the first six months of 2003 as compared to the same period in
2002. These developments are consistent with industry data showing the Company losing market share in the U.S. education market in
each of the last two full fiscal years. Several competitors of the Company have either targeted or announced their intention to target
the education market for personal computers. Although the Company has taken certain steps to strengthen its position in the education
market, there can be no assurance that the Company will be able to increase its share of the education market or maintain its existing
share of that market. Failure to increase or maintain market share in the education market may have an adverse impact on the
Company’ s operating results and financial condition.

38




JO567C2S03 Last Saved: TueMay 13 14:42:48 2003  C:\C2\mvangb\0567_8\t_1515019\j0567_10q.pdf Cycle8
10-Q Apple Computer, Inc mvangb Doc 1 Page 39

The Company’ s future operating performance is dependent on the performance of distributors and other resellers of the Company’s
products.

The Company distributes its products through a variety of resellersincluding wholesalers, national and regional retailers and
cataloguers, many of who distribute products from competing manufacturers. In addition, the Company also sells many of its products
and resells certain third-party productsin most of its major markets directly to end users, certain education customers, and certain
resellers through its online stores around the world. The Company also sellsits own products and certain third-party products through
itsretail storesin the United States. Many of the Company’s significant resellers operate on narrow product margins and have been
negatively affected by current economic conditions. Considerable trade receivables that are not covered by collateral or credit
insurance are outstanding with the Company’ s distribution and retail channel partners. The Company’s business and financial results
could be adversely affected if the financial condition of these resellers weakened, if resellers within consumer channels were to cease
distribution of the Company’s products, or if uncertainty regarding demand for the Company’ s products caused resellers to reduce
their ordering and marketing of the Company’s products.

Over the past several years, an increasing proportion of the Company’s net sales have been made by the Company directly to end
users through its online stores around the world and through its retail storesin the United States. The Company’s resellers may
perceive this expansion of the Company’s direct sales as conflicting with their own business and economic interests as distributors and
resellers of the Company’s products. Perception of such a conflict could discourage the Company’s resellers from investing additional
resourcesin the distribution and sale of the Company’ s products or lead them to limit or cease distribution of the Company’s products.
The Company’ s business and financial results could be adversely affected if expansion of its direct sales to end users causes some or
all of itsresellersto cease or limit distribution of the Company’s products.

The Company’s business is subject to the risks of international operations.

A large portion of the Company’s revenue is derived from its international operations. As aresult, the Company’s operating results
and financial condition could be significantly affected by risks associated with international activities, including economic and labor
conditions, political instability, tax laws (including U.S. taxes on foreign subsidiaries), and changes in the value of the U.S. dollar
versus the local currency in which the products are sold and goods and services are purchased. The Company’s primary exposure to
movements in foreign currency exchange rates relate to non-dollar denominated salesin Europe, Japan, Australia, Canada, and certain
parts of Asiaand non-dollar denominated operating expenses incurred throughout the world. Weaknesses in foreign currencies,
particularly the Japanese Y en and the Euro, can adversely impact consumer demand for the Company’s products and the U.S. dollar
value of the Company’ s foreign currency denominated sales. Conversely, strengthening in these and other foreign currencies can
increase the cost to the Company of product components, negatively affecting the Company’ s results of operations.

Margins on sales of Apple productsin foreign countries, and on sales of products that include components obtained from foreign
suppliers, can be adversely affected by foreign currency exchange rate fluctuations and by international trade regulations, including
tariffs and antidumping penalties.

Further information related to the Company’s global market risks may be found in Part I, Item 3 of this Form 10-Q under the
subheading “Foreign Currency Risk,” and also in the 2002 Form 10-K.

The Company’ s future performance is dependent upon support from third-party software devel opers.
The Company believes that decisions by customers to purchase the Company’s personal computers, as opposed to Windows-based
systems or other devices, are often based on the availahility of third-party software for particular applications such as Microsoft
Office. The Company also believes the availability of third-party application software for the Company’s hardware products depends
in part on third-party developers' perception and analysis of the relative benefits of devel oping, maintaining, and upgrading such
software for the Company’ s products versus software for the larger Windows market. This analysisis based on factors such as the
perceived strength of the Company and its products, the anticipated potential revenue that may be generated, acceptance by customers
of Mac OS X, and the costs of developing such software products. To the extent the Company’ s financial losses in prior years and the
minority market share held by the Company in the personal computer market, as well as the Company’ s decision to end its Mac OS
licensing program, have caused software devel opers to question the Company’ s prospects in the personal computer market, devel opers
could be lessinclined to develop new application software or upgrade existing software for the Company’s products and more inclined
to devote their resources to developing and upgrading software for the larger Windows market. Moreover, there can be no assurance
software
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developers will continue to devel op software for Mac OS X, the Company's new operating system, on atimely basis or at all.

In addition, past and future development by the Company of its own software applications and solutions may negatively impact the
decision of software developers to develop, maintain, and upgrade similar or competitive software for the Company’s products. The
company currently markets and sells a variety of software applications for use by professionals, consumers and education customers
that could influence the decision of third-party software devel opers to develop or upgrade M acintosh-compatible software products.
Software applications currently marketed by the Company include software for professional film and video editing, professional
compositing and visual effects for large format film and video productions, professional music production and music post production,
professional and consumer DVD encoding and authoring, consumer digital video and digital photo editing and management, digital
music management, desktop-based database management, and high-quality presentations. The Company also markets an integrated
productivity application that incorporates word processing, page layout, image manipulation, spreadsheets, databases, and
presentationsin a single application.

In August 1997, the Company and Microsoft Corporation entered into patent cross license and technol ogy agreements. In addition, for
aperiod of five years through August 2002, and subject to certain limitations related to the number of Macintosh computers sold by
the Company, Microsoft was required to make versions of its Microsoft Office and Internet Explorer products for the Mac OS.
Although Microsoft has released Microsoft Office and Internet Explorer for Mac OS X, Microsoft is not obligated to produce future
versions of its products subsequent to August 2002. While the Company believes its relationship with Microsoft has been and will
continue to be beneficial to the Company and to its efforts to increase the installed base for the Mac OS, the Company does compete
directly with Microsoft in a number of key areas. Accordingly, Microsoft’sinterest in producing application software for the Mac OS
following expiration of the agreements may be influenced by Microsoft’s perception of its interests as the vendor of the Windows
operating system. Discontinuance of Microsoft Office and other Microsoft products for the Macintosh platform would have an adverse
effect on the Company’s net sales and results of operations.

The Company’s business relies on access to patents and intellectual property obtained from third parties, and the Company’s future
results could be adversely affected if it is alleged or found to have infringed on the intellectual property rights of others.

Many of the Company’s products are designed to include intellectual property obtained from third parties. While it may be necessary
in the future to seek or renew licenses relating to various aspects of its products and business methods, the Company believes that
based upon past experience and industry practice, such licenses generally could be obtained on commercially reasonable terms.
However, there can be no assurance that the necessary licenses would be available or available on acceptable terms.

Because of technological changes in the computer industry, current extensive patent coverage, and the rapid rate of issuance of new
patents, it is possible certain components of the Company’s products and business methods may unknowingly infringe existing patents
of others. The Company has from time to time been notified that it may be infringing certain patents or other intellectual property
rights of others. Responding to such claims, regardless of their merit, can be time consuming, result in significant expenses, and cause
the diversion of management and technical personnel. Several pending claims are in various stages of evaluation. The Company may
consider the desirability of entering into licensing agreements in certain of these cases. However, no assurance can be given that such
licenses can be obtained on acceptable terms or that litigation will not occur. In the event thereis atemporary or permanent injunction
entered prohibiting the Company from marketing or selling certain of its products or a successful claim of infringement against the
Company requiring it to pay royalties to a third-party, the Company’ s future operating results and financial condition could be
adversely affected. Information regarding certain claims and potential litigation involving the Company related to alleged patent
infringement and other mattersis set forth in Part I, Item 3 of the 2002 Form 10-K. In the opinion of management, the Company does
not have a potential liability for damages or royalties from any current legal proceedings or claims related to the infringement of
patent or other intellectual property rights of others that would have a material adverse affect on its results of operations, or financial
condition. However, the results of such legal proceedings cannot be predicted with certainty. Should the Company fail to prevail in
any of the matters related to infringement of patent or other intellectual property rights of others described in Part I, Item 3 of the 2002
Form 10-K or should several of these matters be resolved against the Company in the same reporting period, the operating results of a
particular reporting period could be materially adversely affected.

The Company expects its quarterly revenues and operating results to fluctuate for a variety of reasons.
The Company’ s profit margins vary among its products and its distribution channels. As aresult, the overall profitability of the
Company in any given period will depend, in part, on the product, geographic, and channel mix reflected in that period’ s net sales.

Thetypical concentration of net sales in the third month of the Company’s fiscal quarters can adversely affect the Company’s business
and operating results.

The Company generally sells more products during the third month of each quarter than it does during either of the first two months, a
pattern typical in the personal computer industry. This sales pattern can produce pressure on the Company’s internal infrastructure
during the third month of a quarter and may adversely impact the Company’s
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ability to predict its financial results accurately. Developments late in a quarter, such as lower-than-anticipated demand for the
Company’s products, an internal systems failure, or failure of one of the Company’s key logistics or components suppliers, can have
significant adverse impacts on the Company and its results of operations and financial condition.

The Company’ s success depends largely on its ability to attract and retain key personnel.

Much of the future success of the Company depends on the continued service and availability of skilled personnel, including those in
technical, marketing and staff positions. Experienced personnel in the information technology industry are in high demand and
competition for their talentsis intense, especially in the Silicon Valley, where the mgjority of the Company’s employees are located.
There can be no assurance that the Company will be able to successfully attract and retain the key personnel it needs. Additionally,
volatility or alack of positive performance in the Company’s stock price may adversely affect its ability to retain key employees. As
of March 29, 2003, a substantial majority of the Company’s outstanding employee stock options were out-of-the-money.

The Company is subject to risks associated with the availability and cost of insurance.

The Company has observed rapidly changing conditionsin the insurance markets relating to nearly all areas of traditional corporate
insurance. Such conditions have resulted in higher premium costs, higher policy deductibles, and lower coverage limits. For some
risks, because of cost and/or availability, the Company does not have insurance coverage. For these reasons, the Company isretaining
agreater portion of itsinsurable risks than it hasin the past at relatively greater cost.

The Company is exposed to credit risk on its accounts receivable. Thisrisk is heightened as economic conditions wor sen.

The Company distributes its products through third-party computer resellers and retailers and directly to certain educational
institutions and commercial customers. A substantial majority of the Company’s outstanding trade receivables are not covered by
collateral or credit insurance. The Company also has non-trade receivables from certain of its manufacturing vendors resulting from
the sale by the Company of raw material components to these manufacturing vendors who manufacture sub-assemblies or assemble
final products for the Company. While the Company has procedures in place to monitor and limit exposure to credit risk on itstrade
and non-trade receivables, there can be assurance that such procedures will be effective in limiting its credit risk and avoiding losses.
Additionally, if the global economy and regional economies fail to improve or continue to deteriorate, it becomes more likely that the
Company will incur a material loss or losses as aresult of the weakening financial condition of one or more of its customers or
manufacturing vendors.

The market value of the Company’ s non-current debt and equity investments is subject to significant volatility.

The Company holds minority investments in several public companies with a combined fair market value of approximately $28
million as of March 29, 2003. These investments are in publicly traded companies whose share prices are subject to significant
volatility. The Company has categorized its investments in these companies as available-for-sale requiring the investments be carried
at fair value, with unrealized gains and | osses, net of taxes, reported as a component of accumulated other comprehensive income. The
Company recoghizes an impairment charge to earnings when it is judged an investment has experienced adeclinein value that is
other-than-temporary. The Company has recognized material impairment charges related to its non-current debt and equity
investments twice in the last two fiscal years.

The Company is subject to risks associated with environmental regulations.

Production and marketing of productsin certain states and countries may subject the Company to environmental and other regulations
including, in some instances, the requirement that the Company provide consumers with the ability to return product to the Company
at the end of its useful life, and place responsibility for environmentally safe disposal or recycling with the Company. Although the
Company does not anticipate any material adverse effects in the future based on the nature of its operations and the thrust of such
laws, there is no assurance that such existing laws or future laws will not have a material adverse effect on the Company.

The parliament of the European Union has finalized the Waste Electrical and Electronic Equipment Directive (the Directive). The
Directive makes producers of electrical goods, including personal computers, financially responsible for the collection, recycling, and
safe disposal of past and future products. The Directive must now be approved and implemented by individual European Union
governments by August 13, 2004, while the producers’ financial obligations are scheduled to start August 13, 2005. The Company’s
potential liability resulting from the Directive
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related to past sales of its products and expenses associated with future sales of its product may be substantial. However, because it is
likely that specific laws, regulations, and enforcement policies will vary significantly between individual European member states, it is
not currently possible to estimate the Company’s existing liability or future expenses resulting from the Directive. As the European
Union and itsindividual member states clarify specific requirements and policies with respect to the Directive, the Company will
continue to assess its potential financial impact. Similar legislation may be enacted in other geographies, including federal and state
legislation in the United States, the cumulative impact of which could be significant.

Business interruptions could adver sely affect the Company’ s future operating results.

The Company’s major business operations are subject to interruption by earthquake, fire, power shortages, terrorist attacks and other
hostile acts, labor disputes, medical conditions, and other events beyond its control. The majority of the Company’s research and
development activities, its corporate headquarters, and other critical business operations, including certain major components suppliers
and manufacturing vendors, are located near major seismic faults. The Company does not carry earthquake insurance for direct quake-
related losses. The Company’ s operating results and financial condition could be materially adversely affected in the event of amajor
earthquake or other natural or manmade disaster.

Unanticipated changes in the Company’ s tax rates could affect its future results.

The Company’ s future effective tax rates could be favorably or unfavorably affected by unanticipated changes in the mix of earnings
in countries with differing statutory tax rates, changesin the valuation of the Company’s deferred tax assets and liabilities, or by
changesin tax laws or their interpretation.

The Company’ s stock price may be volatile.

The Company’ s stock has at times experienced substantial price volatility as aresult of variations between its actual and anticipated
financial results and as aresult of announcements by the Company and its competitors. In addition, the stock market has experienced
extreme price and volume fluctuations that have affected the market price of many technology companiesin ways that have been
unrelated to the operating performance of these companies. These factors, as well as general economic and political conditions and
investors' concerns regarding the credibility of corporate financia reporting and integrity of financial markets, may materially
adversely affect the market price of the Company’ s common stock in the future.

For a discussion of these and other factors affecting the Company’s future results and financial condition, see Item 7, “Management’s
Discussion and Analysis - Factors That May Affect Future Results and Financial Condition” and Item 1, “Business’ in the Company’s
2002 Form 10-K.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk
The Company’s market risk profile has not changed significantly from that described in the 2002 Form 10-K.

Interest Rate and Foreign Currency Risk Management

To ensure the adequacy and effectiveness of the Company’ s foreign exchange and interest rate hedge positions, as well asto monitor
the risks and opportunities of the non-hedge portfolios, the Company regularly reviews its foreign exchange forward and option
positions, and its interest rate swap and option positions both on a stand-alone basis and in conjunction with its underlying foreign
currency and interest rate related exposures, respectively, from both an accounting and an economic perspective. However, given the
effective horizons of the Company’ s risk management activities and the anticipatory nature of the exposures intended to be hedged,
there can be no assurance the aforementioned programs will offset more than a portion of the adverse financial impact resulting from
unfavorable movementsin either foreign exchange or interest rates. In addition, the timing of the accounting for recognition of gains
and losses related to mark-to-market instruments for any given period may not coincide with the timing of gains and |osses related to
the underlying economic exposures and, therefore, may adversely affect the Company’ s operating results and financial position. The
Company adopted Statement of Financial Accounting Standard No. 133, Accounting for Derivative Instruments and Hedging
Activities (SFAS No. 133), as of October 1, 2000. SFAS No. 133 established accounting and reporting standards for derivative
instruments, hedging activities, and exposure definition. Management does not believe that ongoing application of SFAS No. 133 will
significantly alter the Company’s hedging strategies. However, its application may increase the volatility of other income and expense
and other comprehensive income.

Interest Rate Risk

While the Company is exposed to interest rate fluctuations in many of the world’ s leading industrialized countries, the Company’s
interest income and expense is most sensitive to fluctuationsin the general level of U.S. interest rates. In thisregard, changesin U.S.
interest rates affect the interest earned on the Company’s cash, cash equivalents, and short-term investments as well as costs
associated with foreign currency hedges.

The Company’ s fixed income investment policy and strategy is to ensure the preservation of capital, meet liquidity requirements, and
optimize return in light of the current credit and interest rate environment. The Company benchmarks its performance by utilizing
external money managers to manage a small portion of the aggregate investment portfolio. The external managers adhere to the
Company’ s investment policies and also provide occasional research and market information that supplements internal research used
to make credit decisions in the investment process.

During 1994, the Company issued $300 million aggregate principal amount of 6.5% unsecured notes in a public offering registered
with the SEC. The notes were sold at 99.925% of par, for an effective yield to maturity of 6.51%. The notes pay interest semiannually
and mature on February 15, 2004.

The Company’ s exposure to market risk for changes in interest rates relates primarily to the Company’ s investment portfolio and long-
term debt obligations and related derivative financial instruments. The Company places its short-term investmentsin highly liquid
securities issued by high credit quality issuers and, by policy, limits the amount of credit exposure to any one issuer. The Company’s
genera policy isto limit the risk of principal loss and ensure the safety of invested funds by limiting market and credit risk. All highly
liquid investments with maturities of three months or less are classified as cash equivalents; highly liquid investments with maturities
greater than three months are classified as short-term investments. As of March 29, 2003, $385 million of the Company’ s investment
portfolio that was classified as short-term investments had maturities ranging from 1 to 5 years. As of September 28, 2002, $1.087
billion of the Company’ s investment portfolio that was classified as short-term investments had maturities ranging from 1 to 5 years.
The remainder of such short-term investments had underlying maturities of between 3 and 12 months. Due to liquidity needs, or in
anticipation of credit deterioration, or for the purpose of duration management of the Company’ s investment portfolio, the Company
may sell investments prior to their stated maturities. Asaresult of such activity, the Company recognized net gains of $9 million and
$18 million during the three and six month periods ended March 29, 2003, respectively.

The Company sometimes enters into interest rate derivative transactions, including interest rate swaps, collars, and floors, with
financial ingtitutions in order to better match the Company’ s floating-rate interest income on its cash equivalents and short-term
investments with its fixed-rate interest expense on itslong-term debt, and/or to diversify a portion of the Company’ s exposure avay
from fluctuations in short-term U.S. interest rates. The Company may also

43




JO567C2S03 Last Saved: TueMay 13 14:42:48 2003  C:\C2\mvangb\0567_8\t_1515019\j0567_10q.pdf Cycle8
10-Q Apple Computer, Inc mvangb Doc 1 Page 44

enter into interest rate contracts that are intended to reduce the cost of the interest rate risk management program. The Company
entered into no interest rate asset swaps during 2002 or for the first six months of 2003 and had no open interest rate asset swaps at
March 29, 2003.

During the last two years, the Company has entered into interest rate swaps with financial institutionsin order to better match the
Company’ s floating-rate interest income on its cash equivalents and short-term investments with its fixed-rate interest expense on its
long-term debt, and/or to diversify a portion of the Company’ s exposure away from fluctuations in short-term U.S. interest rates. The
interest rate swaps, which qualified as accounting hedges, generally required the Company to pay afloating interest rate based on the
three- or six-month U.S. dollar LIBOR and receive a fixed rate of interest without exchanges of the underlying notional amounts.
These swaps effectively converted the Company’ s fixed-rate 10-year debt to floating-rate debt and converted a portion of the floating
rate investmentsto fixed rate. Due to prevailing market interest rates, during 2002 the Company entered into and then subsequently
closed out debt swap positions realizing a gain of $6 million. During 2001 the Company closed out all of its then existing debt swap
positions realizing a gain of $17 million. Both the gains in 2002 and 2001 were deferred, recognized in long-term debt and are being
amortized to other income and expense over the remaining life of the debt. At certain timesin the past, the Company has also entered
into interest rate contracts that are intended to reduce the cost of the interest rate risk management program. The Company does not
hold or transact in such financial instruments for purposes other than risk management.

Foreign Currency Risk

Overall, the Company isanet receiver of currencies other than the U.S. dollar and, as such, generally benefits from aweaker dollar
and is adversely affected by a stronger dollar relative to major currencies worldwide. Accordingly, changesin exchange rates, and in
particular a strengthening of the U.S. dollar, may negatively affect the Company’s net sales and gross margins as expressed in U.S.
dollars. Thereis aso arisk that the Company will haveto adjust local currency product pricing within the time frame of our hedged
positions due to competitive pressures when there has been significant volatility in foreign currency exchange rates.

The Company entersinto foreign currency forward and option contracts with financial institutions primarily to protect against foreign
exchange risks associated with existing assets and liabilities, certain firmly committed transactions, and probable but not firmly
committed transactions. Generally, the Company’s practice is to hedge a mgjority of its existing material foreign exchange transaction
exposures. However, the Company may not hedge certain foreign exchange transaction exposures due to immateriality, prohibitive
economic cost of hedging particular exposures, and limited availability of appropriate hedging instruments. The Company also enters
into foreign currency forward and option contracts to offset the foreign exchange gains and losses generated by the re-measurement of
certain recorded assets and liabilities denominated in non-functional currencies of its foreign subsidiaries.

Item 4. Controlsand Procedures

Based on an evaluation under the supervision and with the participation of the Company’s management as of a date within 90 days of
the filing date of this Quarterly Report on Form 10-Q, the Company’s principal executive officer and principal financial officer have
concluded that the Company’ s disclosure controls and procedures (as defined in Rules 13a-14(c) and 15d-14(c) under the Securities
Exchange Act of 1934, as amended (Exchange Act)) are effective to ensure that information required to be disclosed by the Company
in reportsthat it files or submits under the Exchange Act is recorded, processed, summarized and reported within the time periods
specified in Securities and Exchange Commission rules and forms.

There were no significant changes in the Company’ sinternal controls or in other factors that could significantly affect these controls
subsequent to the date of their evaluation. There were no significant deficiencies or material weaknesses identified, and therefore there
were no corrective resulting actions taken. However, the design of any system of controls is based in part upon certain assumptions
about the likelihood of future events and there is no certainty that any design will succeed in achieving its stated goal under all
potential future considerations.
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PART Il. OTHER INFORMATION
Item 1. Legal Proceedings

The Company is subject to various legal proceedings and claims that are discussed below and/or in the 2002 Form 10-K. The
Company is also subject to certain other legal proceedings and claims that have arisen in the ordinary course of business and which
have not been fully adjudicated. In the opinion of management, the Company does not have a potential liability related to any current
legal proceedings and claims that would have amaterial adverse effect onits financial condition, liquidity or results of operations.
However, the results of legal proceedings cannot be predicted with certainty. Should the Company fail to prevail in any of theselegal
matters or should several of these legal matters be resolved against the Company in the same reporting period, the operating results of
aparticular reporting period could be materially adversely affected.

Pitney Bowes Inc. v. Apple Computer, Inc.

Plaintiff Pitney Bowes filed this patent infringement action on June 18, 2001 alleging patent infringement relating to laser printer
technology. Plaintiff hasfiled similar lawsuits against other companies. Plaintiff sought unspecified damages and other relief. The
Company answered the complaint, denying all allegations and asserting numerous affirmative defenses. The Company settled this
matter during the second quarter of 2003 for an amount that did not have a material adverse effect on itsfinancial condition, liquidity
or results of operations.

Hawaii Sructural 1ron Workers and Pension Trust Fund v. Apple Computer, Inc. and Seven P. Jobs; Young v. Apple Computer, Inc.
et al; Hsu v. Apple Computer Inc. et al

Beginning on September 27, 2001, three shareholder class action lawsuits were filed in the United States District Court for the
Northern District of California against the Company and its Chief Executive Officer. These lawsuits are substantially identical, and
purport to bring suit on behalf of persons who purchased the Company’s publicly traded common stock between July 19, 2000, and
September 28, 2000. The complaints allege violations of the 1934 Securities Exchange Act and seek unspecified compensatory
damages and other relief. The Company believes these claims are without merit and intends to defend them vigorously. The Company
filed amotion to dismiss on June 4, 2002, which was heard by the Court on September 13, 2002. On December 11, 2002, the Court
granted the Company’ s motion to dismiss for failure to state a cause of action, with leave to plaintiffs to amend their complaint within
thirty days. Plaintiffs filed their amended complaint on January 31, 2003, and on March 17, 2003, the Company filed a motion to
dismiss the amended complaint. A hearing on the Company’s motion is currently scheduled for July 2003.
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Item 4. Submission of Mattersto a VVote of Security Holders

The annual meeting of shareholders was held on April 24, 2003. Proposalsl, Il, I11, IV and V were approved. The results are as
follows:

Proposal |

The following directors were elected at the meeting to serve a one-year term as directors:

For Authority Withheld
William V. Campbell 239,627,912 65,728,547
Millard S. Drexler 241,239,341 64,117,118
Albert Gore, Jr. 286,268,250 19,088,209
Steven P. Jobs 244,409,513 60,946,946
Arthur D. Levinson 239,711,322 65,645,137
Jerome B. York 241,560,389 63,796,070

Proposal |1

The proposal to amend the Company’ s Employee Stock Purchase Plan to increase the number of shares of Common Stock reserved
for issuance thereunder by 4,000,000 shares.

For Against Abstained
295,611,636 7,565,725 2,179,098
Proposal 111

The proposal to amend the Company’ s 1998 Executive Officer Stock Plan (the 1998 Plan) to allow for broad-based grants to all
employees.

For Against Abstained
270,547,870 32,539,900 2,268,689
Proposal IV

Ratification of appointment of KPMG LLP as the Company’ sindependent auditors for fiscal year 2003.

For Against Abstained
296,780,091 6,520,075 2,056,293
Proposal V

A shareholder proposal requesting that the Board of Directors establish a policy of expensing in the Company’s annual income
statement the cost of all future stock options issued by the Company.

For Against Abstained Broker Non-Vote
116,337,358 90,028,640 18,180,032 98,625,086

The proposals above are described in detail in the Registrant’ s definitive proxy statement dated March 24, 2003, for the Annual
Meeting of Shareholders held on April 24, 2003.
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Item 6. Exhibits and Reportson Form 8-K
(a) Index to Exhibits
Incorporated by
Exhibit Reference Filed
Number Exhibit Description Form Date herewith
31 Restated Articles of Incorporation, filed with the Secretary of S3 7/27/88
State of the State of California on January 27, 1988.
32 Amendment to Restated Articles of Incorporation, filed with 10-Q 5/11/00
the Secretary of State of the State of Californiaon May 4,
2000.
3.3 By-Laws of the Company, as amended through March 19,
2003.
4.2 Indenture dated as of February 1, 1994, between the Company  10-Q 4/01/94
and Morgan Guaranty Trust Company of New Y ork.
4.3 Supplemental Indenture dated as of February 1, 1994, among 10-Q 4/01/94
the Company, Morgan Guaranty Trust Company of New Y ork,
asresigning trustee, and Citibank, N.A., as successor trustee.
45 Form of the Company’s 6 1/2% Notes due 2004. 10-Q 4/01/94
4.8 Registration Rights Agreement, dated June 7, 1996 amongthe  S-3 8/28/96
Company and Goldman, Sachs & Co. and Morgan Stanley &
Co. Incorporated.
4.9 Certificate of Determination of Preferences of Series A Non- 10-K 9/26/97
Voting Convertible Preferred Stock of Apple Computer, Inc.
10A1 1981 Stock Option Plan, as amended 10-Q 6/25/93
10.A.3 Apple Computer, Inc. Savings and Investment Plan, as 10-K 9/27/91
amended and restated effective as of October 1, 1990.
10.A.3-1 Amendment of Apple Computer, Inc. Savings and |nvestment 10-K 9/25/92
Plan dated March 1, 1992.
10.A.3-2 Amendment No. 2 to the Apple Computer, Inc. Savings and 10-Q 3/28/97
Investment Plan.
10.A5 1990 Stock Option Plan, as amended through November 5, 10-Q 12/26/97
1997.
10.A.6 Apple Computer, Inc. Employee Stock Purchase Plan, as 10-K 9/25/99
amended through October 6, 1999.
10.A.8 Form of Indemnification Agreement between 10-K 9/26/97
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the Registrant and each officer of the Registrant.

10.A.43 NeXT Computer, Inc. 1990 Stock Option Plan, as amended. S8 3/21/97

10.A.49 1997 Employee Stock Option Plan, as amended through 10-K 9/28/02
October 19, 2001.

10.A.50 1997 Director Stock Option Plan. 10-Q 3/27/98

10.A51 1998 Executive Officer Stock Plan, as amended through April 10-Q 6/29/02
24, 2002.

10.A.52 Reimbursement Agreement. 10-Q 6/29/02

10.B.8 Participation in the Customer Design Center by the Registrant 8-K 10/91
dated as of September 30, 1991 between IBM and the
Registrant.

10.B.9 Agreement for Purchase of IBM Products (Original Equipment  8-K 10/91
Manufacturer) dated as of September 30, 1991 between IBM
and the Registrant.

10.B.12 Microprocessor Requirements Agreement dated January 31, 10-K 9/25/92
1992 between the Registrant and Motorola, Inc.

10.B.16 Fountain Manufacturing Agreement dated May 31, 1996 10-Q 8/12/96
between Registrant and SCI Systems, Inc.

99.1 Certificate of Apple Computer, Inc. Chief Executive Officer

and Chief Financial Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

(b) Reportson Form 8-K
The Company filed a current report on Form 8-K on March 21, 2003, to reference and file as exhibits press releases issued to the
public by the Company on March 19, 2002, and March 20, 2003.
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SIGNATURE
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its
behalf by the undersigned, thereunto duly authorized.
APPLE COMPUTER, INC.
(Registrant)

By:/s/ Fred D. Anderson

Fred D. Anderson
Executive Vice President and Chief Financial Officer
May 13, 2003
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CERTIFICATIONS
I, Steven P. Jobs, certify that:

1 | have reviewed this quarterly report on Form 10-Q of Apple Computer, Inc.;

2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this quarterly report;

4. The registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which
this quarterly report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to the
filing date of this quarterly report (the “Evaluation Date"); and

) presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures based
on our evaluation as of the Evaluation Date;

5. Theregistrant’s other certifying officers and | have disclosed, based on our most recent eval uation, to the registrant’ s auditors
and the audit committee of registrant’ s board of directors (or persons performing the equivalent functions):

a) al significant deficienciesin the design or operation of internal controls which could adversely affect the registrant’s
ability to record, process, summarize and report financial data and have identified for the registrant’ s auditors any
material weaknessesin internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant rolein the
registrant’sinternal controls; and

6. The registrant’s other certifying officersand | have indicated in this quarterly report whether or not there were significant
changesin internal controls or in other factors that could significantly affect internal controls subsequent to the date of our
most recent eval uation, including any corrective actions with regard to significant deficiencies and material weaknesses.

May 13, 2003

By: /s/ Steven P. Jobs
Steven P. Jobs
Chief Executive Officer
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I, Fred D. Anderson, certify that:
1 | have reviewed this quarterly report on Form 10-Q of Apple Computer, Inc.;

2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this quarterly report;

4, The registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which
this quarterly report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to the
filing date of this quarterly report (the “Evaluation Date”); and

) presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures based
on our evaluation as of the Evaluation Date;

5. Theregistrant’s other certifying officers and | have disclosed, based on our most recent evaluation, to the registrant’ s auditors
and the audit committee of registrant’ s board of directors (or persons performing the equivalent functions):

a) al significant deficienciesin the design or operation of internal controls which could adversely affect the registrant’s
ability to record, process, summarize and report financial data and have identified for the registrant’ s auditors any
material weaknessesin internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant rolein the
registrant’sinternal controls; and

6. The registrant’s other certifying officersand | have indicated in this quarterly report whether or not there were significant
changesin internal controls or in other factors that could significantly affect internal controls subsequent to the date of our
most recent eval uation, including any corrective actions with regard to significant deficiencies and material weaknesses.

May 13, 2003

By: /s/ Fred D. Anderson
Fred D. Anderson
Executive Vice President and
Chief Financial Officer
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Exhibit 3.3
BY-LAWS
OF
APPLE COMPUTER, INC.
(aCadlifornia corporation)

(as amended through March 19, 2003)

Article|
OFFICES
Section 1.1: Principal Office. The principal executive office for the transaction of the business of this corporation shall

be 1 Infinite Loop, Cupertino, California 95014. The Board of Directorsis hereby granted full power and authority to change the
location of the principal executive office from one location to another.

Section 1.2: Other Offices. One or more branch or other subordinate offices may at any time be fixed and located by
the Board of Directors at such place or places within or without the State of California asit deems appropriate.
Articlell
DIRECTORS
Section 2.1: Exercise of Corporate Powers. Except as otherwise provided by these By-Laws, by the Articles of

Incorporation of this corporation or by the laws of the State of Californianow or hereafter in force, the business and affairs of this
corporation shall be managed and all corporate powers shall be exercised by or under the direction of the Board of Directors.

Section 2.2: Number. The number of directors of the corporation shall be not less than five (5) nor more than nine (9).
The exact number of directors shall be six (6) until changed within the limits specified above, by a by-law amending this section, duly
adopted by the Board of Directors or by the shareholders. The indefinite number of directors may be changed, or a definite number
fixed without provision for an indefinite number, by a duly adopted amendment to the Articles of Incorporation or by an amendment
to this by-law duly adopted by the vote or written consent of holders of a majority of the outstanding shares entitled to vote; provided,
however, that an amendment reducing the fixed number or the minimum number of directors to a number less than five (5) cannot be
adopted if the votes cast against its adoption at a meeting of the shareholders, or the shares not consenting in the case of action by
written consent, are equal to more than 16-2/3% of the outstanding shares entitled to vote. No amendment may change the stated
maximum number of authorized directors to a number greater than two times the stated minimum number of directors minus one.

Section 2.3: Need Not Be Shareholders. The directors of this corporation need not be shareholders of this corporation.
Section 2.4: Compensation. Directors and members of committees may receive such compensation, if any, for their

services as may be fixed or determined by resolution of the Board of Directors. Nothing herein contained shall be construed to
preclude any director from serving this corporation in any other capacity and receiving compensation therefor.

1
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Section 2.5: Election and Term of Office. Through and until immediately prior to the annual meeting of shareholdersto
be held in fiscal year 2000, the directors shall be divided into two classes, designated Class| and Class |1, each consisting of one-half
of the directors or as close an approximation as possible, and each director shall serve for aterm running until the second annual
meeting of shareholders succeeding his or her election and until his or her successor shall have been duly elected and qualified;
provided, however, that the terms of all directors shall expire at the annual meeting of shareholdersto be held in fiscal year 2000.
Commencing at the annual meeting of shareholdersto be held in fiscal year 2000, each director shall be elected to serve until the
annua meeting of shareholders held in the following fiscal year or until his or her successor shall have been duly elected and
qualified.

Section 2.6: Vacancies. A vacancy or vacancies on the Board of Directors shall exist in case of the death, resignation
or removal of any director, or if the authorized number of directorsisincreased, or if the shareholders fail, at any annual meeting of
shareholders at which any director is elected, to elect the full authorized number of directors to be voted for at that meeting. The
Board of Directors may declare vacant the office of adirector if he or she is declared of unsound mind by an order of court or
convicted of afelony or if, within 60 days after notice of his or her election, he or she does not accept the office. Any vacancy, except
for avacancy created by removal of adirector as provided in Section 2.7 hereof, may be filled by a person selected by a mgjority of
the remaining directors then in office, whether or not less than a quorum, or by a sole remaining director. Vacancies occurring in the
Board of Directors by reason of removal of directors shall be filled only by approval of shareholders. The shareholders may elect a
director at any timeto fill any vacancy not filled by the directors. Any such election by written consent requires the consent of a
majority of the outstanding shares entitled to vote. If, after the filling of any vacancy by the directors, the directors then in office who
have been elected by the shareholders shall constitute less than a mgority of the directors then in office, any holder or holders of an
aggregate of 5% or more of the total number of shares at the time outstanding having the right to vote for such directors may call a
special meeting of shareholders to be held to elect the entire Board of Directors. The term of office of any director shall terminate
upon such election of asuccessor. Any director may resign effective upon giving written notice to the Chairman of the Board, if any,
the Chief Executive Officer, the President, the Secretary or the Board of Directors of this corporation, unless the notice specifiesa
later time for the effectiveness of such resignation. If the resignation is effective at a future time, a successor may be elected to take
office when the resignation becomes effective. A reduction of the authorized number of directors shall not remove any director prior
to the expiration of such director’ sterm of office.

Section 2.7: Removal. The entire Board of Directors or any individual director may be removed without cause from
office by an affirmative vote of a majority of the outstanding shares entitled to vote; provided that, unless the entire Board of Directors
isremoved, no director shall be removed when the votes cast against removal, or not consenting in writing to such removal, would be
sufficient to elect such director if voted cumulatively (without regard to whether such shares may be voted cumulatively) at an election
at which the same total number of votes were cast, or, if such action istaken by written consent, all shares entitled to vote were voted,
and either the number of directors elected at the most recent annual meeting of shareholders, or if greater, the number of directorsfor
whom removal is being sought, were then being elected. If any or all directors are so removed, new directors may be elected at the
same meeting or at a subsequent meeting. If at any time aclass or series of sharesis entitled to elect one or more directors under
authority granted by the Articles of Incorporation of this corporation, the provisions of this Section 2.7 shall apply to the vote of that
class or series and not to the vote of the outstanding shares as awhole.

Section 2.8: Powers and Duties. Without limiting the generality or extent of the general corporate powersto be
exercised by the Board of Directors pursuant to Section 2.1 of these By-Laws, it is hereby provided that the Board of Directors shall
have full power with respect to the following matters:
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@ To purchase, lease, and acquire any and all kinds of property, real, personal or mixed, and at its discretion
to pay therefor in money, in property and/or in stocks, bonds, debentures or other securities of this corporation.

(b) To enter into any and all contracts and agreements which in its judgment may be beneficial to the interests
and purposes of this corporation.

(© To fix and determine and to vary from time to time the amount or amounts to be set aside or retained as
reserve funds or as working capital of this corporation or for maintenance, repairs, replacements or enlargements of its properties.

(d) To declare and pay dividends in cash, shares and/or property out of any funds of this corporation at the
time legally available for the declaration and payment of dividends on its shares.

(e To adopt such rules and regulations for the conduct of its meetings and the management of the affairs of
this corporation asit may deem proper.

® To prescribe the manner in which and the person or persons by whom any or all of the checks, drafts,
notes, bills of exchange, contracts and other corporate instruments shall be executed.

(9) To accept resignations of directors; to declare vacant the office of a director as provided in Section 2.6
hereof; and, in case of vacancy in the office of directors, to fill the same to the extent provided in Section 2.6 hereof.

(h) To create offices in addition to those for which provision is made by law or these By-Laws; to elect and
remove at pleasure all officers of this corporation, fix their terms of office, prescribe their powers and duties, limit their authority and
fix their salariesin any way it may deem advisable which is not contrary to law or these By-Laws; and, if it seesfit, to require from
the officers or any of them security for faithful service.

0] To designate some person to perform the duties and exercise the powers of any officer of this corporation
during the temporary absence or disability of such officer.

)] To appoint or employ and to remove at pleasure such agents and employees as it may see fit, to prescribe
their titles, powers and duties, limit their authority, and fix their salariesin any way it may deem advisable which is not contrary to
law or these By-Laws; and, if it seesfit, to require from them or any of them security for faithful performance.

(k) To fix atime in the future, which shall not be more than 60 days nor less than 10 days prior to the date of
the meeting nor more than sixty (60) days prior to any other action for which it isfixed, as arecord date for the determination of the
sharehol ders entitled to notice of and to vote at any meeting, or entitled to receive any payment of any dividend or other distribution,
or alotment of any rights, or entitled to exercise any rights in respect of any other lawful action; and in such case only shareholders of
record on the date so fixed shall be entitled to notice of and to vote at the meeting or to receive the dividend, distribution or allotment
of rights or to exercise the rights, as the case may be, notwithstanding any transfer of any shares on the books of this corporation after
any record date fixed as aforesaid. The Board of Directors may close the books of this corporation against transfers of shares during
the whole or any part of such period.

0] To fix and locate from time to time the principal office for the transaction of the business of this
corporation and one or more branch or other subordinate office or offices of this corporation within or without the State of California;
to designate any place within or without the State of Californiafor the holding of any meeting or meetings of the shareholders or the
Board of Directors, as provided in Sections 10.1 and 11.1 hereof; to adopt, make and use a corporate seal, and to prescribe the forms
of certificates for shares and to alter the
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form of such seal and of such certificates from time to time asin its judgment it may deem best, provided such seal and such
certificates shall at all times comply with the provisions of law now or hereafter in effect.

(m) To authorize the issuance of shares of stock of this corporation in accordance with the laws of the State of
Californiaand the Articles of Incorporation of this corporation.

(n) Subject to the limitation provided in Section 14.2 hereof, to adopt, amend or repeal from time to time and at
at any time these By-Laws and any and all amendments thereof.

(o) To borrow money and incur indebtedness on behalf of this corporation, including the power and authority
to borrow money from any of the shareholders, directors or officers of this corporation, and to cause to be executed and delivered
therefor in the corporate name promissory notes, bonds, debentures, deeds of trust, mortgages, pledges, hypothecations, or other
evidences of debt and securities therefor, and the note or other obligation given for any indebtedness of this corporation, signed
officially by any officer or officers thereunto duly authorized by the Board of Directors shall be binding on this corporation.

(p) To designate and appoint committees of the Board of Directors asit may seefit, to prescribe their names,
powers and duties and limit their authority in any way it may deem advisable which is not contrary to law or these By-Laws.

(a) Generally to do and perform every act and thing whatsoever that may pertain to the office of adirector or to
to aboard of directors.

Articlelll

OFFICERS

Section 3.1: Election and Qualifications. The officers of this corporation shall consist of a Chief Executive Officer, a
President, one or more Vice Presidents, a Secretary, a Chief Financial Officer and such other officers, including, but not limited to, a
Chairman of the Board of Directors, a Treasurer, and Assistant Secretaries and Assistant Treasurers as the Board of Directors shall
deem expedient, who shall be chosen in such manner and hold their offices for such terms as the Board of Directors may prescribe.
Any two or more of such offices may be held by the same person. Any Vice President, Assistant Treasurer or Assistant Secretary,
respectively, may exercise any of the powers of the Chief Executive Officer, the President, the Chief Financial Officer, or the
Secretary, respectively, as directed by the Board of Directors, and shall perform such other duties as are imposed upon him or her by
the By-Laws or the Board of Directors.

Section 3.2 Term of Office and Compensation. The term of office and salary of each of said officers and the manner
and time of the payment of such salaries shall be fixed and determined by the Board of Directors and may be altered by said Board
from time to time at its pleasure, subject to therights, if any, of an officer under any contract of employment. Any officer may resign
at any time upon written notice to this corporation, without prejudice to the rights, if any, of this corporation under any contract to
which the officer isa party. If any vacancy occursin any office of this corporation, the Board of Directors may elect a successor to fill
such vacancy.

Article IV
CHAIRMAN OF THE BOARD

Section 4.1: Powers and Duties. The Chairman of the Board of Directors, if there be one, shall have the power to
preside at all meetings of the Board of Directors and shall have such

4
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other powers and shall be subject to such other duties as the Board of Directors may from time to time prescribe.
ArticleV
CHIEF EXECUTIVE OFFICER

Section 5.1: Powers and Duties. The powers and duties of the Chief Executive Officer are:

@ To act as the general manager and chief executive officer of this corporation and, subject to the control of
the Board of Directors, to have general supervision, direction and control of the business and affairs of this corporation.

(b) To preside at all meetings of the shareholders and, in the absence of the Chairman of the Board or if there
be no Chairman, at all meetings of the Board of Directors.

(© To call meetings of the shareholders and meetings of the Board of Directorsto be held at such times and,
subject to the limitations prescribed by law or by these By-Laws, at such places as he or she shall deem proper.

(d) To affix the signature of this corporation to all deeds, conveyances, mortgages, |eases, obligations, bonds,
certificates and other papers and instruments in writing which have been authorized by the Board of Directors or which, in the
judgment of the Chief Executive Officer, should be executed on behalf of this corporation; to sign certificates for shares of stock of
this corporation; and, subject to the direction of the Board of Directors, to have general charge of the property of this corporation and
to supervise and control all officers, agents and employees of this corporation.

Article VA
PRESIDENT

Section 5A.1: Powers and Duties. The powers and duties of the President are:

@ To act as the general manager of this corporation and, subject to the control of the Board of Directors, to
have general supervision, direction and control of the business and affairs of this corporation.

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

(© To affix the signature of this corporation to all deeds, conveyances, mortgages, | eases, obligations, bonds,
certificates and other papers and instruments in writing which have been authorized by the Board of Directors or which, in the
judgment of the President, should be executed on behalf of this corporation; to sign certificates for shares of stock of this corporation;
and, subject to the direction of the Board of Directors, to have general charge of the property of this corporation and to supervise and
control al officers, agents and employees of this corporation.

Section 5A.2: President Pro Tem. If neither the Chairman of the Board, the Chief Executive Officer, the
President, nor any Vice President is present at any meeting of the Board of Directors, a President pro tem may be chosen to preside
and act at such meeting. If neither the Chief Executive Officer, the President nor any Vice President is present at any meeting of the
shareholders, a President pro tem may be chosen to preside at such meeting.

5
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Article VI
VICE PRESIDENT

Section. 6.1: Powers and Duties. Thetitles, powers and duties of the Vice President or Vice Presidents shall be
prescribed by the Board of Directors. In case of the absence, disability or death of the Chief Executive Officer, the President, the Vice
President, or one of the Vice Presidents, shall exercise al hisor her powers and perform all his or her duties. If there is more than one
Vice President, the order in which the Vice Presidents shall succeed to the powers and duties of the Chief Executive Officer or
President shall be as fixed by the Board of Directors.

Article VII
SECRETARY
Section 7.1: Powers and Duties. The powers and duties of the Secretary are:
@ To keep abook of minutes at the principal executive office of this corporation, or such other place as the

Board of Directors may order, of all meetings of its directors and shareholders with the time and place of holding, whether regular or
special, and, if special, how authorized, the notice thereof given, the names of those present at directors’ meetings, the number of
shares present or represented at shareholders’ meetings and the proceedings thereof.

(b) To keep the seal of this corporation and to affix the sameto all instruments which may requireiit.

(© To keep or cause to be kept at the principal executive office of this corporation, or at the office of the
transfer agent or agents, arecord of the shareholders of this corporation, giving the names and addresses of all shareholders and the
number and class of shares held by each, the number and date of certificates issued for shares and the number and date of cancellation
of every certificate surrendered for cancellation.

(d) To keep asupply of certificates for shares of this corporation, to fill in all certificates issued, and to make a
proper record of each such issuance; provided that so long as this corporation shall have one or more duly appointed and acting
transfer agents of the shares, or any class or series of shares, of this corporation, such duties with respect to such shares shall be
performed by such transfer agent or transfer agents.

(e To transfer upon the share books of this corporation any and all shares of this corporation; provided that so
long as this corporation shall have one or more duly appointed and acting transfer agents of the shares, or any class or series of shares,
of this corporation, such duties with respect to such shares shall be performed by such transfer agent or transfer agents, and the method
of transfer of each certificate shall be subject to the reasonable regulations of the transfer agent to which the certificate is presented for
transfer and, also, if this corporation then has one or more duly appointed and acting registrars, subject to the reasonable regulations of
the registrar to which anew certificate is presented for registration; and provided, further, that no certificate for shares of stock shall
beissued or delivered or, if issued or delivered, shall have any validity whatsoever until and unless it has been signed or authenticated
in the manner provided in Section 12.3 hereof.

® To make service and publication of all notices that may be necessary or proper and without command or
direction from anyone. In case of the absence, disability, refusal or neglect of the Secretary to make service or publication of any
notices, then such notices may be served and/or published by the Chief Executive Officer, the President or a Vice President, or by any
person thereunto authorized by either of them or by the Board of Directors or by the holders of amajority of the outstanding shares of
this corporation.
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(9) Generally to do and perform all such duties as pertain to such office and as may be required by the Board
of Directors.

Article VIII
CHIEF FINANCIAL OFFICER

Section 8.1: Powers and Duties. The powers and duties of the Chief Financial Officer are;

@ To supervise and control the keeping and maintaining of adequate and correct accounts of this
corporation’s properties and business transactions, including accounts of its assets, liabilities, receipts, disbursements, gains, losses,
capital, surplus and shares. The books of account shall at all reasonabl e times be open to inspection by any director.

(b) To have the custody of all funds, securities, evidences of indebtedness and other valuable documents of this
corporation and, at his or her discretion, to cause any or all thereof to be deposited for the account of this corporation with such
depository as may be designated from time to time by the Board of Directors.

(© To receive or cause to be received, and to give or cause to be given, receipts and acquittances for moneys
paid in for the account of this corporation.

(d) To disburse, or cause to be disbursed, all funds of this corporation as may be directed by the Chief
Executive Officer, the President or the Board of Directors, taking proper vouchers for such disbursements.

(e To render to the Chief Executive Officer, the President or to the Board of Directors, whenever either may
require, accounts of all transactions as Chief Financial Officer and of the financial condition of this corporation.

® Generally to do and perform al such duties as pertain to such office and as may be required by the Board
of Directors.
Article VIIIA
APPOINTED VICE PRESIDENTS, ETC.
Section 8A.I: Appointed Vice Presidents, Etc.; Appointment, Duties, etc. The Chief Executive Officer of the corporation

shall have the power, in the exercise of his or her discretion, to appoint additional persons to hold positions and titles such asvice
president of the corporation or adivision of the corporation or president of adivision of the corporation, or similar such titles, asthe
business of the corporation may require, subject to such limits in appointment power as the Board may determine. The Board shall be
advised of any such appointment at a meeting of the Board, and the appointment shall be noted in the minutes of the meeting. The
minutes shall clearly state that such persons are non-corporate officers appointed pursuant to this Section 8A.| of these By-laws.

Each such appointee shall have such title, shall serve in such capacity and shall have such authority and perform
such duties as the Chief Executive Officer of the corporation shall determine.

Appointees may hold titles such as “president” of adivision or other group within the corporation, or “vice
president” of the corporation or of adivision or other group within the corporation. However, any such appointee, absent specific
election by the Board as an elected
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corporate officer, (i) shall not be considered an officer elected by the Board of Directors pursuant to Article Il of these By-Laws and
shall not have the executive powers or authority of corporate officers elected pursuant to such Article I11, (ii) shall not be considered
(&) an “officer” of the corporation for the purposes of Rule 3b-2 promulgated under the Securities Exchange Act of 1934, as amended,
and the rules and regulations promul gated thereunder (collectively, the “Act”) or an “executive officer” of the corporation for the
purposes of Rule 3b-7 promulgated under the Act, and similarly shall not be considered an “officer” of the corporation for the
purposes of Section 16 of the Act (as such persons shall not be given the access to inside information of the corporation enjoyed by
officers of the corporation) or an “executive officer” of the corporation for the purposes of Section 14 of the Act or (b) a*corporate
officer” for the purposes of Section 312 of the California Corporation Code (the “Code"), except in any such case as otherwise
required by law, and (iii) shall be empowered to represent himself or herself to third parties as an appointed vice president, etc., only,
and shall be empowered to execute documents, bind the corporation or otherwise act on behalf of the corporation only as authorized
by the Chief Executive Officer or the President of the Corporation or by resolution of the Board of Directors.

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

Section 9.1: Appointment and Procedure. The Board of Directors may, by resolution adopted by a majority of the
authorized number of directors, appoint from among its members an Executive Committee of two or more members. The Executive
Committee may make its own rules of procedure subject to Section 11.9 hereof, and shall meet as provided by such rules or by a
resol ution adopted by the Board of Directors (which resolution shall take precedence). A majority of the members of the Executive
Committee shall constitute a quorum, and in every case the affirmative vote of a majority of all members of the Committee shall be
necessary to the adoption of any resolution by such Committee.

Section 9.2: Powers. During the intervals between the meetings of the Board of Directors, the Executive Committee, in
all casesin which specific directions shall not have been given by the Board of Directors, shall have and may exercise all the powers
and authority of the Board of Directorsin the management of the business and affairs of this corporation in such manner asthe
Committee may deem best for the interests of this corporation, except with respect to:

(8 any action for which Californialaw also requires shareholder approval,
(b) thefilling of vacancies on the Board of Directors or in the committee,
(c) thefixing of compensation of the directors for serving on the Board of Directors or on any committee,

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

(e) the amendment or repeal of any resolution of the Board of Directors which by its expresstermsis not so
amendable or repealable,

(f) adistribution to the shareholders of this corporation, except at arate or in a periodic amount or within a price
range determined by the Board of Directors,

(9) the appointment of other committees of the Board of Directors or the members thereof.

8
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Article X
MEETINGS OF SHAREHOLDERS

Section 10.1: Place of Meetings. Meetings (whether regular, special or adjourned) of the shareholders of this
corporation shall be held at the principal executive office for the transaction of business of this corporation, or at any place within or
without the State which may be designated by written consent of all the shareholders entitled to vote thereat, or which may be
designated by resolution of the Board of Directors. Any meeting shall be valid wherever held if held by the written consent of al the
shareholders entitled to vote thereat, given either before or after the meeting and filed with the Secretary of this corporation.

Section 10.2: Annual Meetings. The annual meeting of the shareholders shall be held at the hour of 10:00 a.m. on the
last Wednesday in January in each year , if not alegal holiday, and if alegal holiday, then on the next succeeding business day not a
legal holiday or at such other time in a particular year as may be designated by written consent of all the shareholders entitled to vote
thereat or which may be designated by resolution of the Board of Directors. Such annual meetings shall be held at the place provided
pursuant to Section 10.1 hereof. Said annual meetings shall be held for the purpose of the election of directors, for the making of
reports of the affairs of this corporation and for the transaction of such other business as may come before the meeting.

Section 10.3: Special Mestings. Specia meetings of the shareholders for any purpose or purposes whatsoever may be
called at any time by the President or by the Board of Directors, or by two or more members thereof, or by one or more holders of
shares entitled to cast not less than ten percent (10%) of the votes on the record date established pursuant to Section 10.8. Upon
request in writing sent by registered mail to the Chief Executive Officer, President, Vice President or Secretary, or delivered to any
such officer in person, by any person or persons entitled to call a special meeting of shareholders (such request, if sent by a
shareholder or shareholders, to include the information required by Section 10.13), it shall be the duty of such officer, subject to the
immediately succeeding sentence, to cause notice to be given to the shareholders entitled to vote that a meeting will be requested by
the person or persons calling the meeting, the date of which meeting, which shall be set by such officer, to be not less than 35 days nor
more than 60 days after such request or, if applicable, determination of the validity of such request pursuant to the immediately
succeeding sentence. Within seven days after receiving such awritten request from a shareholder or shareholders of the corporation,
the Board of Directors shall determine whether shareholders owning not less than ten percent (10%) of the shares as of the record date
established pursuant to Section 10.8 for such request support the call of a special meeting and notify the requesting party or parties of
itsfinding.

Section 10.4: Notice of Meetings. Notice of any meeting of shareholders shall be given in writing not less than 10 nor
more than 60 days before the date of the meeting to each shareholder entitled to vote thereat by the Secretary or an Assistant
Secretary, or other person charged with that duty, or if there be no such officer or person, or in case of his or her neglect or refusal, by
any director or shareholder. The notice shall state the place, date and hour of the meeting and (i) in the case of a specia meeting, the
genera nature of the business to be transacted, and no other business may be transacted, or (ii) in the case of the annual meeting, those
matters which the Board of Directors, at the time of the mailing of the notice, intends to present for action by the shareholders, but any
proper matter may be presented at the meeting for such action except that notice must be given or waived in writing of any proposal
relating to approval of contracts between the corporation and any director of this corporation, amendment of the Articles of
Incorporation, reorganization of this corporation or winding up of this corporation. The notice of any meeting at which directors are
to be elected shall include the names of nominees intended at the time of the notice to be presented by management for election.
Written notice shall be given by this corporation to any shareholder, either (i) personally or (ii) by mail or other means of written
communication, charges prepaid, addressed to such shareholder at such shareholder’ s address

9
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appearing on the books of this corporation or given by such shareholder to this corporation for the purpose of notice. If a shareholder
gives no address or no such address appears on the books of this corporation, notice shall be deemed to have been given if sent by mail
or other means of written communication addressed to the place where the principal executive office of this corporation is located, or
if published at least once in a newspaper of general circulation in the county in which such officeislocated. The notice shall be
deemed to have been given at the time when delivered personally or deposited in the United States mail, postage prepaid, or sent by
other means of written communication and addressed as hereinbefore provided. An affidavit of delivery or mailing of any noticein
accordance with the provisions of this Section 10.4, executed by the Secretary, Assistant Secretary or any transfer agent, shall be
prima facie evidence of the giving of the notice. If any notice addressed to the shareholder at the address of such sharehol der
appearing on the books of the corporation is returned to this corporation by the United States Postal Service marked to indicate that the
United States Postal Serviceis unable to deliver the notice to the shareholder at such address, all future notices shall be deemed to
have been duly given without further mailing if the same shall be available for the shareholder upon written demand of the sharehol der
at the principal executive office of this corporation for a period of one year from the date of the giving of the notice to all other
shareholders.

Section 10.5: Consent to Shareholders' Meetings. The transactions of any meeting of sharehol ders, however called and
noticed, and wherever held, are as valid as though had at a meeting duly held after regular call and notice, if a quorum is present either
in person or by proxy, and if, either before or after the meeting, each of the shareholders entitled to vote, not present in person or by
proxy, signs awritten waiver of notice or a consent to the holding of such meeting or an approval of the minutes thereof. All such
waivers, consents or approvals shall be filed with the corporate records or made a part of the minutes of the meeting. Attendance of a
person at a meeting shall constitute awaiver of notice of such meeting, except when the person objects, at the beginning of the
meeting, to the transaction of any business because the meeting is not lawfully called or convened and except that attendance at a
meeting is not awaiver of any right to object to the consideration of matters required by law to be included in the notice but not so
included, if such objection is expressly made at the meeting. Neither the business to be transacted at nor the purpose of any regular or
specia meeting of shareholders need be specified in any written waiver of notice, except as to approval of contracts between this
corporation and any of its directors, amendment of the Articles of Incorporation, reorganization of this corporation or winding up the
affairs of this corporation.

Section 10.6: Quorum. The presence in person or by proxy of the holders of amajority of the shares entitled to vote at
any meeting of shareholders shall constitute a quorum for the transaction of business. Shares shall not be counted to make up a
quorum for ameeting if voting of such shares at the meeting has been enjoined or for any reason they cannot be lawfully voted at the
meeting. The shareholders present at a duly called or held meeting at which a quorum is present may continue to transact business
until adjournment notwithstanding the withdrawal of enough shareholders to leave less than a quorum, if any action taken (other than
adjournment) is approved by at least a majority of the shares required to constitute a quorum.

Section 10.7: Adjourned Meetings. Any shareholders' meeting, whether or not a quorum is present, may be adjourned
from time to time by the vote of a majority of the shares, the holders of which are either present in person or represented by proxy
thereat, but, except as provided in Section 10.6 hereof, in the absence of a quorum, no other business may be transacted at such
meeting. When ameeting is adjourned for more than 45 days or if after adjournment anew record date is fixed for the adjourned
meeting, a notice of the adjourned meeting shall be given to each shareholder of record entitled to vote at a meeting. Except as
aforesaid, it shall not be necessary to give any notice of the time and place of the adjourned meeting or of the business to be transacted
thereat other than by announcement at the meeting at which such adjournment is taken. At any adjourned meeting the shareholders
may transact any business which might have been transacted at the original meeting.

10
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Section 10.8: Voting Rights. Only personsin whose hames shares entitled to vote stand on the stock records of this
corporation at the close of business on the business day next preceding the day on which noticeisgiven or, if notice iswaived, at the
close of business on the business day next preceding the day on which the meeting is held or, if some other day be fixed for the
determination of shareholders of record pursuant to Section 2.8(k) hereof, then on such other day, shall be entitled to vote at such
meeting. In the absence of any contrary provision in the Articles of Incorporation or in any applicable statute relating to the election
of directors or to other particular matters, each such person shall be entitled to one vote for each share.

In order that the corporation may determine the shareholders entitled to consent to corporate action in writing without a
meeting or request a special meeting of the shareholders pursuant to Section 10.3, the Board of Directors may fix arecord date, which
record date shall not precede the date upon which the resolution fixing the record date is adopted by the Board of Directors, and which
date shall not be more than fourteen (14) days after the date upon which the resolution fixing the record date is adopted by the Board
of Directors. Any shareholder of record seeking to have the sharehol ders authorize or take corporate action by written consent or
request a special meeting of the shareholders pursuant to Section 10.3 shall, by written notice to the Secretary, request the Board of
Directorsto fix arecord date. The Board of Directors shall promptly, but in no event later than twenty eight (28) days after the date
on which such request is received, adopt a resolution fixing the record date.

Section 10.9: Action by Written Consents. Any action which may be taken at any annual or special meeting of
shareholders may be taken without a meeting and without prior notice, if a consent in writing, setting forth the action so taken, shall be
signed by the holders of outstanding shares having not less than the minimum number of votes that would be necessary to authorize or
take such action at a meeting at which all shares entitled to vote thereon were present and voted. Within fourteen (14) days after
receiving such written consent or consents from shareholders of the corporation, the Board of Directors shall determine whether
holders of outstanding shares as of the record date established pursuant to Section 10.8 having not less than the minimum number of
votes which would be necessary to authorize or take such action at a meeting at which all shares entitled to vote thereon were present
and voted have properly consented thereto in writing and notify the requesting party of itsfinding. Unless the consents of all
shareholders entitled to vote have been solicited in writing, notice of any shareholder approval of (i) contracts between this
corporation and any of its directors, (i) indemnification of any person, (iii) reorganization of this corporation or (iv) distributionsto
sharehol ders upon winding up of this corporation in certain circumstances without a meeting by less than unanimous written consent
shall be given at least 10 days before the consummation of the action authorized by such approval, and prompt notice shall be given of
the taking of any other corporate action approved by sharehol ders without a meeting by |ess than unanimous written consent, to those
sharehol ders entitled to vote who have not consented in writing. All notices given hereunder shall conform to the requirements of
Section 10.4 hereto and applicable law. When written consents are given with respect to any shares, they shall be given by and
accepted from the persons in whose names such shares stand on the books of this corporation at the time such respective consents are
given, or any shareholder’s proxy holder, or atransferee of the shares or a personal representative of the shareholder or their
respective proxy holders, may revoke the consent by awriting received by this corporation prior to the time that written consents of
the number of shares required to authorize the proposed action have been filed with the Secretary of this corporation, but may not do
so thereafter. Such revocation is effective upon its receipt by the Secretary of this corporation. Notwithstanding anything to the
contrary, directors may not be elected by written consent except by unanimous written consent of all shares entitled to vote for the
election of directors.

Section 10.10: Elections of Directors. In any election of directors, the candidates receiving the highest number of affirmative
votes of the shares entitled to be voted for them up to the number of directors to be elected by such shares are elected; votes against
the directors and votes withheld with respect to the election of the directors shall have no legal effect. Elections of directors need not
be by ballot except upon demand made by a shareholder at the meeting and before the voting begins.

11
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Section 10.11: Proxies. Every person entitled to vote or execute consents shall have the right to do so either in person or by
one or more agents authorized by awritten proxy executed by such person or such person’s duly authorized agent and filed with the
Secretary of this corporation. No proxy shall be valid (1) after revocation thereof, unless the proxy is specifically made irrevocable
and otherwise conformsto this Section 10.11 and applicable law, or (2) after the expiration of eleven months from the date thereof,
unless the person executing it specifies therein the length of time for which such proxy isto continue in force. Revocation may be
effected by awriting delivered to the Secretary of this corporation stating that the proxy is revoked or by a subsequent proxy executed
by, or by attendance at the meeting and voting in person by, the person executing the proxy. A proxy is not revoked by the death or
incapacity of the maker unless, before the vote is counted, a written notice of such death or incapacity is received by this corporation.
A proxy which statesthat it isirrevocable isirrevocable for the period specified therein when it is held by any of the following or a
nominee of any of the following: (1) a pledgee, (2) a person who has purchased or agreed to purchase or holds an option to purchase
the shares or a person who has sold a portion of such person’s sharesin this corporation to the maker of the proxy, (3) acreditor or
creditors of this corporation or the shareholder who extended or continued credit to this corporation or the shareholder in consideration
of the proxy if the proxy states that it was given in consideration of such extension or continuation of credit and the name of the
person extending or continuing the credit, (4) a person who has contracted to perform services as an employee of this corporation, if a
proxy isrequired by the contract of employment and if the proxy states that it was given in consideration of such contract of
employment, the name of the employee and the period of employment contracted for, (5) a person designated by or under aclose
corporation shareholder agreement or a voting trust agreement. In addition, a proxy may be made irrevocableif it is given to secure
the performance of aduty or to protect atitle, either legal or equitable, until the happening of events which, by its terms, discharge the
obligation secured by it. Notwithstanding the period of irrevocability specified, the proxy becomes revocable when the pledgeis
redeemed, the option or agreement to purchase is terminated or the seller no longer owns any shares of this corporation or dies, the
debt of this corporation or the shareholder is paid, the period of employment provided for in the contract of employment has
terminated or the close corporation shareholder agreement or the voting trust agreement has terminated. In addition, a proxy may be
revoked, notwithstanding a provision making it irrevocable, by a purchaser of shares without knowledge of the existence of the
provision unless the existence of the proxy and itsirrevocability appears on the certificate representing such shares. Every form of
proxy or written consent, which provides an opportunity to specify approval or disapproval with respect to any proposal, shall also
contain an appropriate space marked “abstain”, whereby a shareholder may indicate a desire to abstain from voting his or her shares
on the proposal. A proxy marked “abstain” by the shareholder with respect to a particular proposal shall not be voted either for or
against such proposal. In any election of directors, any form of proxy in which the directors to be voted upon are named therein as
candidates and which is marked by a shareholder “withhold” or otherwise marked in a manner indicating that the authority to vote for
the election of directorsiswithheld shall not be voted either for or against the election of a director.

Section 10.12: Inspectors of Election. Before any meeting of shareholders, the Board of Directors may appoint any persons
other than nominees for office to act as inspectors of election at the meeting or its adjournment. If no inspectors of election are so
appointed, the Chairman of the meeting may, and on the request of any shareholder or a shareholder’ s proxy shall, appoint inspectors
of election at the meeting. The number of inspectors shall be either one (1) or three (3). If inspectors are appointed at a meeting on the
request of one or more shareholders or proxies, the holders of a majority of shares or their proxies present at the meeting shall
determine whether one (1) or three (3) inspectors are to be appointed. If any person appointed as inspector fails to appear or fails or
refuses to act, the Chairman of the meeting may, and upon the request of any shareholder or a shareholder’s proxy shall, appoint a
person to fill that vacancy.

These inspectors shall:
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@ Determine the number of shares outstanding and the voting power of each, the shares represented at the
meeting, the existence of a quorum, and the authenticity, validity, and effect of proxies;

(b) Receive votes, ballots, or consents;

(© Hear and determine all challenges and questions in any way arising in connection with the right to vote;
(d) Count and tabulate all votes or consents;

(e Determine when the polls shall close;

® Determine the result; and

(9) Do any other acts that may be proper to conduct the election or vote with fairnessto all shareholders.

Section 10.13: Advance Notice of Shareholder Proposals and Director Nominations. Shareholders may nominate one or
more persons for election as directors at a meeting of shareholders or propose business to be brought before a meeting of shareholders,
or both, only if such shareholder has given timely notice in proper written form of such shareholder’ s intent to make such nomination
or nominations or to propose such business. To be timely, a shareholder’ s notice must be received by the Secretary of the Corporation
not later than 60 days prior to such meeting; provided, however, that in the event less than 70 days' notice or prior public disclosure of
the date of the meeting is given or made to shareholders, notice by the shareholder to be timely must be so received not later than the
close of business on the 10th day following the day on which such notice of the date of the meeting was mailed or such public
disclosure was made. To be in proper written form a shareholder’ s notice to the Secretary shall set forth (i) the name and address of
the shareholder who intends to make the nominations or propose the business and, as the case may be, of the person or personsto be
nominated or of the business to be proposed, (ii) a representation that the shareholder is a holder of record of stock of the Corporation
that intends to vote such stock at such meeting and, if applicable, intends to appear in person or by proxy at the meeting to nominate
the person or persons specified in the notice, (iii) if applicable, adescription of all arrangements or understandings between the
shareholder and each nominee or any other person or persons (naming such person or persons) pursuant to which the nomination or
nominations are to be made by the shareholder, (iv) such other information regarding each nominee or each matter of businessto be
proposed by such shareholder as would be required to be included in a proxy statement filed pursuant to Regulation 14A promulgated
by the Securities and Exchange Commission pursuant to the Securities Exchange Act of 1934 had the nominee been nominated, or
intended to be nominated, or the matter been proposed, or intended to be proposed, by the Board of Directors of the Corporation and
(v) if applicable, the consent of each nominee as director of the Corporation if so elected. The chairman of a meeting of shareholders
may refuse to acknowledge the nomination of any person or the proposal of any business not made in compliance with the foregoing
procedure.

Article XI
MEETINGS OF DIRECTORS
Section 11.1: Place of Mesetings. Meetings (whether regular, special or adjourned) of the Board of Directors of this
corporation shall be held at the principal office of this corporation for the transaction of business, as specified in accordance with

Section 1.1 hereof, or at any other place within or without the State which has been designated from time to time by resolution of the
Board or which is designated in the notice of the meeting.
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Section 11.2: Regular Mestings. Regular meetings of the Board of Directors shall be held after the adjournment of each
annua meeting of the shareholders (which regular directors’ meeting shall be designated the “Regular Annual Meeting”) and at such
other times as may be designated from time to time by resolution of the Board of Directors. Notice of the time and place of all regular
meetings shall be given in the same manner as for special meetings, except that no such notice need be given if (1) the time and place
of such meetings are fixed by the Board of Directors or (2) the Regular Annual Meeting is held at the principal place of business
provided at Section 1.1 hereof and on the date specified in Section 10.2 hereof.

Section 11.3: Special Meetings. Special meetings of the Board of Directors may be called at any time by the Chairman
of the Board, if any, or the President, or any Vice President, or the Secretary or by any two or more directors.

Section 11.4: Notice of Special Meetings. Special meetings of the Board of Directors shall be held upon no less than
four days' notice by mail or 48 hours' notice delivered personally or by telephone or tel egraph to each director. Notice need not be
given to any director who signs a waiver of notice or who attends the meeting without protesting, prior thereto or at its
commencement, the lack of notice to such director. Any oral notice given personally or by telephone may be communicated either to
the director or to a person at the home or office of the director who the person giving the notice has reason to believe will promptly
communicate it to the director. A notice or waiver of notice need not specify the purpose of any meeting of the Board. If the address
of adirector is not shown on the records and is not readily ascertainable, notice shall be addressed to him at the city or place in which
the meetings of the directors are regularly held. If the meeting is adjourned for more than 24 hours, notice of any adjournment to
another time or place shall be given prior to the time of the adjourned meeting to all directors not present at the time of adjournment.

Section 11.5: Quorum. A magjority of all directors elected by the shareholders and appointed to fill vacancies as provided
in Section 2.6 hereof shall constitute a quorum of the Board of Directors for the transaction of business. Every act or decision done or
made by a majority of the directors present at a meeting duly held at which a quorum is present is the act of the Board of Directors
subject to (a) provisions of law relating to interested directors, (b) indemnification of agents of this corporation and (c) Section 12.9
hereof. A mgjority of the directors present, whether or not a quorum is present, may adjourn any meeting to another time and place.

A meeting at which aquorum isinitially present may continue to transact business notwithstanding the withdrawal of directors, if any
action taken is approved by at least a majority of the required quorum for such meeting.

Section 11.6: Conference Telephone. Members of the Board of Directors may participate in a meeting through use of
conference telephone or similar communications equipment, so long as all directors participating in such meeting can hear one
another. Participation in a meeting pursuant to this Section 11.6 constitutes presence in person at such meeting.

Section 11.7: Waiver of Notice and Consent. The transactions of any meeting of the Board of Directors, however called
and noticed or wherever held, shall be as valid as though had at a meeting duly held after regular call and notice, if aquorumis
present, and if, either before or after the meeting, each of the directors not present signs a written waiver of notice, a consent to
holding such meeting or an approval of the minutes thereof. All such waivers, consents and approvals shall be filed with the corporate
records or made a part of the minutes of the meeting.

Section 11.8: Action Without a Meeting. Any action required or permitted by law to be taken by the Board of Directors
may be taken without a meeting, if all members of the Board of Directors shall individually or collectively consent in writing to such
action. Such written consent or consents shall be filed with the minutes of the proceedings of the Board of Directors. Such action by
written consent shall have the same force and effect as the unanimous vote of such directors.
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Section 11.9: Committees. The provisions of this Article X1 apply also to committees of the Board of Directors and
action by such committees, mutatis mutandis.
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Article XII

SUNDRY PROVISIONS

Section 12.1: Instrumentsin Writing. All checks, drafts, demands for money and notes of this corporation, and all
written contracts of this corporation, shall be signed by such officer or officers, agent or agents, as the Board of Directors may from
timeto time designate. No officer, agent, or employee of this corporation shall have the power to bind this corporation by contract or
otherwise unless authorized to do so by these By-Laws or by the Board of Directors.

Section 12.2: Shares Held by the Corporation. Sharesin other corporations standing in the name of this corporation may
be voted or represented and all rights incident thereto may be exercised on behalf of the corporation by any officer of this corporation
authorized so to do by resolution of the Board of Directors.

Section 12.3: Certificates of Stock. There shall beissued to every holder of sharesin this corporation a certificate or
certificates signed in the name of this corporation by the Chairman of the Board of Directors, if any, or the Chief Executive Officer or
the President or a Vice President and by the Chief Financial Officer or an Assistant Chief Financial Officer or the Secretary or any
Assistant Secretary, certifying the number of shares and the class or series of shares owned by the shareholder. Any or al of the
signatures on the certificate may be facsimile. In case any officer, transfer agent or registrar who has signed or whose facsimile
signature has been placed upon a certificate shall have ceased to be such officer, transfer agent or registrar before such certificate is
issued, it may be issued by this corporation with the same effect as if such person were an officer, transfer agent or registrar at the date
of issue.

Section 12.4: Lost Certificates. Where the owner of any certificate for shares of this corporation claims that the
certificate has been lost, stolen or destroyed, a new certificate shall be issued in place of the original certificate if the owner (1) so
requests before this corporation has notice that the original certificate has been acquired by a bona fide purchaser, (2) files with this
corporation an indemnity bond in such form and in such amount as shall be approved by the Chief Executive Officer, the President or
aVice President of this corporation, and (3) satisfies any other reasonable requirements imposed by this corporation. The Board of
Directors may adopt such other provisions and restrictions with reference to lost certificates, not inconsistent with applicable law, as it
shall in its discretion deem appropriate.

Section 12.5: Certification and Inspection of By-Laws. This corporation shall keep at its principal executive or business
office the original or acopy of these By-Laws as amended or otherwise altered to date, which shall be open to inspection by the
shareholders at all reasonable times during office hours.

Section 12.6: Annual Reports. The making of annual reports to the shareholders is dispensed with and the requirement
that such annual reports be made to shareholders is expressly waived, except as may be directed from time to time by the Board of
Directors or the President.

Section 12.7: Fiscal Quarters. Each fiscal quarter of the Corporation shall be comprised of 13 weeks each of which shall
end at midnight on Saturday of such week, and the fiscal months in any one calendar quarter shall be comprised of at least four
consecutive calendar weeks with one week to be added, at management’ s discretion, to any one month during such fiscal year.

Section 12.8: Officer L oans and Guaranties. |If the corporation has outstanding shares held of record by 100 or more
persons on the date of approval by the Board of Directors, the corporation may make loans of money or property to, or guarantee the
obligations of, any officer of the corporation or its parent or subsidiaries, whether or not the officer is a director, upon the
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approval of the Board of Directors alone. Such approval by the Board of Directors must be determined by a vote of a magjority of the
disinterested directors, if it is determined that such aloan or guaranty may reasonably be expected to benefit the corporation. In no
event may an officer owning 2% or more of the outstanding common shares of the corporation be extended aloan under this
provision.

Section 12.9: Approval of Certain Transactions. In addition to Section 11.5. Quorum hereof, the affirmative vote of a
majority of the disinterested outside directors shall be required to (a) approve any merger or acquisition transaction for which the
approval of the Company’s shareholders is necessary for consummation of the transaction and (b) .approve or ratify any related party
transaction (or aggregation of similar transactions) involving a director of the Company and having an annualized value in excess of
$10,000.

Article XI11

CONSTRUCTION OF BY-LAWSWITH
REFERENCE TO PROVISIONS OF LAW

Section 13.1: By-Law Provisions Additional and Supplemental to Provisions of Law. All restrictions, limitations,
requirements and other provisions of these By-Laws shall be construed, insofar as possible, as supplemental and additional to al
provisions of law applicable to the subject matter thereof and shall be fully complied with in addition to the said provisions of law
unless such compliance shall beillegal.

Section 13.2; By-Law Provisions Contrary to or Inconsistent with Provisions of Law. Any article, section, subsection,
subdivision, sentence, clause or phrase of these By-Laws which, upon being construed in the manner provided in Section 13.1 hereof,
shall be contrary to or inconsistent with any applicable provision of law, shall not apply so long as said provisions of law shall remain
in effect, but such result shall not affect the validity or applicability of any other portions of these By-Laws, it being hereby declared
that these By-Laws, and each article, section, subsection, subdivision, sentence, clause, or phrase thereof, would have been adopted
irrespective of the fact that any one or more articles, sections, subsections, subdivisions, sentences, clauses or phrasesisor areillegal.

Article XIV

ADOPTION, AMENDMENT OR REPEAL OF BY-LAWS

Section 14.1: By Shareholders. By-Laws may be adopted, amended or repealed by the vote or written consent of holders
of amajority of the outstanding shares entitled to vote. By-Laws specifying or changing a fixed number of directors or the maximum
or minimum number or changing from afixed to a variable board or vice versa may only be adopted by the shareholders; provided,
however, that a By-Law or amendment of the Articles of Incorporation reducing the number or the minimum number of directorsto a
number |ess than five cannot be adopted if the votes cast against its adoption at a meeting or the shares not consenting in the case of
action by written consent are equal to more than 16-2/3% of the outstanding shares entitled to vote.

Section 14.2: By the Board of Directors. Subject to the right of shareholders to adopt, amend or repeal By-Laws, By-
Laws, other than a By-Law or amendment thereof specifying or changing a fixed number of directors or the maximum or minimum
number or changing from a fixed to a variable board or vice versa, may be adopted, amended or repealed by the Board of Directors. A
By-Law adopted by the shareholders may restrict or eliminate the power of the Board of Directors to adopt, amend or repeal By-Laws.
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Article XV
RESTRICTIONS ON TRANSFER OF STOCK

Section 15.1: Subsequent Agreement or By-Law. If (a) any two or more shareholders of this corporation shall enter into
any agreement abridging, limiting or restricting the rights of any one or more of them to sell, assign, transfer, mortgage, pledge,
hypothecate or transfer on the books of this corporation any or all of the shares of this corporation held by them, and if a copy of said
agreement shall be filed with this corporation, or if (b) shareholders entitled to vote shall adopt any By-Law provision abridging,
limiting or restricting the aforesaid rights of any shareholders, then, and in either of such events, all certificates of shares of stock
subject to such abridgments, limitations or restrictions shall have a reference thereto endorsed thereon by an officer of this corporation
and such certificates shall not thereafter be transferred on the books of this corporation except in accordance with the terms and
provisions of such agreement or ByL aw, as the case may be; provided, that no restriction shall be binding with respect to sharesissued
prior to adoption of the restriction unless the holders of such shares voted in favor of or consented in writing to the restriction.

Article XVI

INDEMNIFICATION OF DIRECTORS, OFFICERS,
EMPLOYEES, AND OTHER AGENTS

Section 16.1: Indemnification of Directors and Officers. The corporation shall, to the maximum extent and in the
manner permitted by the Code, indemnify each of its directors and officers against expenses (as defined in Section 317(a) of the
Code), judgments, fines, settlements, and other amounts actually and reasonably incurred in connection with any proceeding (as
defined in Section 317(a) of the Code), arising by reason of the fact that such person is or was an agent of the corporation. For
purposes of this Article XVI, a“director” or “officer” of the corporation includes any person (i) who is or was a director or officer of
the corporation, (ii) who is or was serving at the request of the corporation as a director or officer of another corporation, partnership,
joint venture, trust or other enterprise, or (iii) who was a director or officer of a corporation which was a predecessor corporation of
the corporation or of another enterprise at the request of such predecessor corporation.

Section 16.2: Indemnification of Others. The corporation shall have the power, to the extent and in the manner
permitted by the Code, to indemnify each of its employees and agents (other than directors and officers) against expenses (as defined
in Section 317(a) of the Code), judgments, fines, settlements, and other amounts actually and reasonably incurred in connection with
any proceeding (as defined in Section 317(a) of the Code), arising by reason of the fact that such person is or was an agent of the
corporation. For purposes of this Article XV1, an “employee” or “agent” of the corporation (other than a director or officer) includes
any person (i) who is or was an employee or agent of the corporation, (i) who is or was serving at the request of the corporation as an
employee or agent of another corporation, partnership, joint venture, trust or other enterprise, or (iii) who was an employee or agent of
a corporation which was a predecessor corporation of the corporation or of another enterprise at the request of such predecessor
corporation.

Section 16.3: Payment of Expensesin Advance. Expensesincurred in defending any civil or criminal action or
proceeding for which indemnification is required pursuant to Section 16.1 or for which indemnification is permitted pursuant to
Section 16.2 following authorization thereof by the Board of Directors, shall be paid by the corporation in advance of the final
disposition of such action or proceeding upon receipt of an undertaking by or on behalf of the indemnified party to repay such amount
if it shall ultimately be determined that the indemnified party is not entitled to be indemnified as authorized in this Article X V1.
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Section 16.4: Indemnity Not Exclusive. Theindemnification provided by this Article XV1 shall not be deemed
exclusive of any other rights to which those seeking indemnification may be entitled under any bylaw, agreement, vote of shareholders
or disinterested directors or otherwise, both as to action in an official capacity and as to action in another capacity while holding such
office, to the extent that such additional rights to indemnification are authorized in the Articles of Incorporation.

Section 16.5: Insurance Indemnification. The corporation shall have the power to purchase and maintain insurance on
behalf of any person who is or was an Agent of the corporation against any liability asserted against or incurred by such personin such
capacity or arising out of such person’s status as such, whether or not the corporation would have the power to indemnify him against
such liability under the provisions of this Article XV1.

Section 16.6: Conflicts. No indemnification or advance shall be made under this Article XV, except where such
indemnification or advance is mandated by law or the order, judgment or decree of any court of competent jurisdiction, in any
circumstance where it appears:

@ That it would be inconsistent with a provision of the Articles of Incorporation, these bylaws, a resolution of
the shareholders or an agreement in effect at the time of the accrual of the alleged cause of the action asserted in the proceeding in
which the expenses were incurred or other amounts were paid, which prohibits or otherwise limits indemnification; or

(b) That it would be inconsistent with any condition expressly imposed by a court in approving a settlement.
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CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER

PURSUANT TO
18 U.S.C. SECTION 1350,
ASADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Exhibit 99.1

I, Steven P. Jobs, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,
that the Quarterly Report of Apple Computer, Inc. on Form 10-Q for the period ended March 29, 2003 fully complies with the
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that information contained in such Form 10-Q
fairly presentsin all material respects the financial condition and results of operations of Apple Computer, Inc.

By: /s Steven P. Jobs
Steven P. Jobs
Chief Executive Officer

I, Fred D. Anderson, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, that the Quarterly Report of Apple Computer, Inc. on Form 10-Q for the period ended March 29, 2003 fully complies with the
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that information contained in such Form 10-Q
fairly presentsin all material respects the financial condition and results of operations of Apple Computer, Inc.

By: /s/ Fred D. Anderson
Fred D. Anderson
Executive Vice President and Chief Financial Officer




