EDGAROnline

APPLE INC

FORM 10-K

(Annual Report)

Filed 12/19/96 for the Period Ending 09/27/96

Address ONE INFINITE LOOP
CUPERTINO, CA 95014
Telephone  (408) 996-1010
CIK 0000320193
Symbol AAPL
SIC Code 3571 - Electronic Computers
Industry  Computer Hardware
Sector Technology
Fiscal Year 09/30
powered 8y EDD(GA ROnline

http://www.edgar-online.com
© Copyright 2011, EDGAR Online, Inc. All Rights Reserved.

Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.



http://www.edgar-online.com

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D. C. 20549
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SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
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[1 TRANSITION REPORT PURSUANT TO
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Securities registered pursuant to Section 12(g) tfie Act:
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subject to such filing requirements for the pastags.
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Form 10-K or any amendment to this Form 10-K. [ ]

The aggregate market value of voting stock helddmyaffiliates of the Registrant was approximate?yo#1,155,709 as of November 29,
1996, based upon the closing price on the Nasd#gidé Market reported for such date. Shares of @om Stock held by each executive
officer and director and by each person who beizdfffoowns more than 5% of the outstanding CommtutiShave been excluded in that
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necessarily a conclusive determination for otheppses.

124,552,511 shares of Common Stock Issued anddddisg as of November 29, 1996
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Portions of the definitive Proxy Statement dateddheber 1996 (the "Proxy Statement"), to be deliyéoeshareholders in connection with
the Annual Meeting of Shareholders to be held Fatyr6, 1997, are incorporated by reference intésRaand III.



PART I
Iltem 1. Business
General

Apple Computer, Inc. ("Apple" or the "Company") wiasorporated under the laws of the State of Califoon January 3, 1977. The
Company's principal executive offices are locatetl mfinite Loop, Cupertino, California, 95014 aitsltelephone number is (408) 996-1010.

The Company designs, manufactures and markets pnaressor-based personal computers and relategnaéiomputing and
communicating solutions for sale primarily to ediimna home, business and government customerst&uitasly all of the Company's net
sales to date have been derived from the salerebpal computers from its Apple Macintosh(registearademark) line of computers and
related software and peripherals. The Company tggema one principal industry segment across ggdgeally diverse marketplaces.

During 1996, the Company began to implement cerestructuring actions aimed at reducing its ctsiciure, improving its competitivene
and restoring sustained profitibility. The Companystructuring actions have included the termomatif employees, as well as the sale of the
Company's Fountain, Colorado, manufacturing facilit SCI Systems, Inc. ("SCI"). As part of the teraf this sale, the Company is
committed to purchase product manufactured by 8@ie future. Further information regarding thexabmay be found in Part Il, Item 7 of
this Annual Report on Form 10-K (the "Form 10-K¥Hder the subheadings "Restructuring of Operatiang*Inventory and Supply"

included under the heading "Factors That May Affadiure Results and Financial Condition," and irt Raltem 8 on this Form 10-K in the
Notes to Consolidated Financial Statements undehéading "Restructuring of Operations,” understhigheading "Concentrations in i
Available Sources of Supply of Materials and Prdtlincluded under the heading "Concentrations gkRiand under the subheading
"Purchase Commitment" included under the headirmmi@itments and Contingencies," which informatiohéseby incorporated by
reference.

Principal products

Apple Macintosh personal computers were first idticed in 1984, and are characterized by theirtiseuease of use, innovative applications
base, and built-in networking, graphics and multimeapabilities.

The Company offers a wide range of personal comguyiroducts, including personal computers, relptxipherals, software, and network
and connectivity products.

All of the Company's Macintosh products include BreaverPC(trademark) RISC-based microprocessorChmepany also offers computer
products capable of running application softwargigieed for the MS-DOS or Windows operating systél@soss Platform Products”). These
products include the RISC-based PowerPC micropsocesnd either include the Pentium or 586-classapiocessor or can accommodate an
add-on card containing a Pentium or 586-class mioaessor. These products enable users to run gendy applications that require the
Mac OS, MS-DOS, Windows 3.1, or Windows 95 opeatystems.

Power Macintosh

The Power Macintosh high-performance family of pae computers is targeted at business, academiprafessional users and is designed
to meet the speed, expansion and networking nddtie mmost demanding Macintosh user. These Poweirttesh products not only support
virtually all existing Macintosh applications, bedn also run MS-DOS and Windows applications whenguSoftWindows(trademark)
software from Insignia Solutions.



Macintosh Performa

The Performa family of personal computers is desigio appeal primarily to first-time personal cotggwsers. These products feature all-in-
one box computing solutions, including software haddware chosen specifically with home users indni

Macintosh PowerBook

The PowerBook family of portable computer produstspecifically designed for mobile computing needls PowerBook personal
computers include software designed to enhancelenobinputing.

Peripheral Products

The Company sells associated computer periphénalsding the ImageWriter(registered trademarkyl&u/riter(registered trademark),
Color StyleWriter and LaserWriter(registered tradek) printer families, CD-ROM and magnetic diskvés, scanners, a range of color
monitors, and the QuickTake(registered trademabk)digital camera.

MessagePad and Related Products

The Apple MessagePad(registered trademark) 130 cmncations assistant integrates Newton(registesetetark) technology in a hand-
held mobile computer that intelligently assiststiser in capturing, organizing and communicatirfgrimation. The Apple MessagePad 2000
includes additional built-in applications and atéagprocessor as compared to the Apple Message®ad ie Apple eMate 300 integrates
Newton technology in a mobile computer and incluolgi#t-in applications. The product allows students tdgren preliminary work on the
eMate 300 and enhance it on either an existing ®&or Windows software-based desktop computer.eMmte 300 allows students to enter
data by keyboard or stylus and also share datdilasdvith each other, send and receiveai, and access the Internet. The Company ple
begin selling the Apple MessagePad 2000 and thdefgidate 300 in early calendar 1997.

Operating System Software and Application Software

The Company's operating system software, its petgny Macintosh system software called Mac OS, ides/Apple computers with an easy,
consistent user interface and built-in networkiagability based on its AppleTalk networking stamlas well as other industry networking
standards, and ensures integration of hardwaraaftdare. The Company also develops and distribeteansions to the Macintosh system
software, such as utilities, languages, developast and educational software. Claris Corporat@gowholly-owned subsidiary of the
Company, develops, publishes, and distributes egpdin software in a variety of established perspnaductivity categories, such as
database management and graphics, for Macintoskvamdbwsbased systems. Claris(registered trademark) preduetdistributed primari
through independent software resellers.

Servers

The Workgroup and Network Server families of praduarovide file, print, Internet, and applicatieenégces, to varying size workgroups.
These products also provide Apple system connégtiwilocal area networks, and interoperabilityhwather computers and computing
environments.

Internet Products

Apple's Internet strategy is focused on delivesegmless integration with and access to the Inténneughout the Company's product line
and developing and supporting "open" standardthtnternet. The Company has a number of Intgrratucts currently available. The
Apple Internet Connection Kit is a collection of glp and third-party software which enables the tseonnect directly to the Internet. The
Company has recently introduced Cyberdog(registeesimark), a set of tools which enables the wseustomize the way they access and
view Internet content. The Apple Internet ServeluBon consists of a workgroup server and both Apmoid thirdparty software which enat
the users to establish a presence on the World Wigle.

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



Markets and Distribution

The Company's customers are primarily in the edmcahome, business and government markets. Cagagtomers are attracted to the
Macintosh for a variety of reasons, including theikability of a wide variety of certain applicatiGoftware, the reduced amount of training
resulting from the Macintosh's intuitive ease of,uand the ability of the Macintosh to network aodchmunicate with other computer systems
and environments.

Apple personal computers were first introduceddoocation customers in the late 1970s. In the Urfitiedes, the Company is one of the m
suppliers of personal computers for both elemerdagysecondary school customers, as well as feegmhnd university customers. The
Company is also a substantial supplier to instingiof higher education outside of the United State

Presently, the Americas represent the Companygssageographic marketplace. The Apple Americaarargtion focuses on the Company's
sales, marketing, and support efforts in North &odth America. Products sold in these regions anegpily manufactured in the Company's
facilities in California and Singapore, and in ®€l facility in Colorado, and are distributed frénhe Company's facility in California and
from a third-party facility in lllinois.

Approximately 46% to 52% of the Company's reverinegecent years has come from its internationatafens. The Company's internatio
sales and marketing divisions consist of: Apple Aioas; Apple Europe, Middle East and Africa ("ApEMEA"); Apple Japan; and Apple
Asia Pacific (which does not include Japan). Theketing divisions focus on opportunities in theigions. Products sold by Apple EMEA
are manufactured primarily in the Company's facilit Cork, Ireland. Products sold by Apple AmericApple Japan, and Apple Asia Pacific
are manufactured primarily in the Company's faesiin California and Singapore, and in the SCilitggn Colorado.

The Company distributes its products through tipiagty computer resellers, and is also continuis@xpansion into various consumer
channels, such as mass merchandise stores, conslatteonics outlets and computer superstoregspanse to changing industry practices
and customer preferences. The Company's produetold primarily to business and government custsitiieough independent resellers,
value- added resellers and systems integratorgnee customers through independent resellers amlioter channels; and to education
customers through direct sales and independeritaessén order to provide products and servicégandependent resellers on a timely basis,
the Company distributes its products through a rermolh Apple and third- party distribution and suppzenters.

A summary of the Company's Industry Segment andy@gdbic Information may be found in Part Il, Itenofthis Form 10-K under Notes to
Consolidated Financial Statements under the hedttidgstry Segment and Geographic Information,"akhinformation is hereby
incorporated by reference.

Raw materials

Although certain components essential to the Colyipdiusiness are generally available from multjgerces, key components and proce
currently obtained from single sources includeaiarbf the Company's displays, microprocessors, saaievices, keyboards, disk drives,
printers and printer components, application-speaitegrated circuits ("ASICs") and other custohips, and certain processes relating to
construction of the plastic housing for the Compsiepmputers. Any availability limitations, inteption in supplies, or price increases
relative to these and other components could adleasfect the Company's business and financiallt®sn addition, new products
introduced by the Company often initially utilizastom components obtained from only one sourcd, thetCompany has evaluated whether
there is a need for an additional supplier. Inagittns where a component or product utilizes nehrielogies, there may be initial capacity
constraints until such time as the suppliers' wdldve matured. Components are normally acquiredigh purchase orders, as is common in
the industry, typically covering the Company's tiegqments for periods from 90 to 180 days. Howetrex, Company continues to evaluate the
need for a supply contract in each situation.

If the supply of a key single-sourced componenthtéoCompany were to be delayed or curtailed, thmg@amy's ability to ship the related
product utilizing that component in desired quaesitand in a timely manner could be adversely &dtecThe Company's business and
financial performance could also be adversely &iscdepending on the time required to obtain sieffit quantities from the original source,
or to identify and obtain sufficient quantitiesrit@an alternate source. The Company believes teatiutppliers whose loss to the Company
could have a material adverse effect upon the Cagipdusiness and financial position include, & th
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time: Canon, Inc., General Electric Co., IBM, Matlar, Inc., Sharp Corporation, Sony Corporation,debkstruments, Inc., and/or their
United States affiliates VLSI Technology, Inc., @teComputer, Inc., Quantum Corporation, and S@lweler, the Company helps mitigate
these potential risks by working closely with thesel other key suppliers on product introducticamp| strategic inventories, coordinated
product introductions, and manufacturing schedateslevels. The Company believes that most ofritgls-source suppliers, including most
of the foregoing companies, are reliable multinaiacorporations. Most of these suppliers manufactie relevant components in multiple
plants. The Company further believes that its Istagiding business relationships with these and &thesuppliers are strong and mutually
beneficial in nature.

The Company has also from time to time experiersigwificant price increases and limited availapitf certain components that are
available from multiple sources. Any similar ocamnces in the future could have an adverse affett@@ompany's operating results.

The Company is obligated to purchase certain p&ages of its total annual volumes of CPUs and lbgiards from SCI over each of the n
three years (see Exhibit 10.B.14 hereto). In aoldjtthe Company has a supply agreement with Maiptot. (see Exhibit 10.B.12 hereto).
The agreement with Motorola continues for five wefaom January 31, 1992 unless otherwise mutugliged in writing by the parties. The
Company single-sources certain microprocessors Matorola. The supply agreement does not obligateGompany to make minimum
purchase commitments; however, the agreement dwesit the vendor to supply the Company's requirdmehthe particular items for the
duration of the agreement.

Further discussion relating to availability and glypf components and product may be found underiRdtem 7 of this Form 10-K under
the subheading "Inventory and Supply" included urtde heading "Factors That May Affect Future Ressahd Financial Condition," and in
Part Il, Item 8 on this Form 10-K in the Notes torSolidated Financial Statements under the subhgd@ioncentrations in the Available
Sources of Supply of Materials and Product” inctuidader the heading "Concentrations of Risk," amdien the subheading "Purchase
Commitment" included under the heading "Commitmamis Contingencies," which information is herebgoirporated by reference.

Patents, trademarks, copyrights and licenses

The Company currently holds rights to patents aqydghts relating to certain aspects of its corapand peripheral systems. In addition,
Company has registered, and/or has applied toteegisademarks in the United States and a numidereign countries for "Apple", the

Apple silhouette logo, the Apple color logo, "Maitish", Newton, the Newton Lightbulb logo, Clariddamumerous other product trademarks.
In 1986, the Company acquired ownership of theamaark "Macintosh” for use in connection with congryiroducts. Although the Compe
believes that the ownership of such patents, cghtsj and trademarks is an important factor ibitsiness and that its success does depend i
part on the ownership thereof, the Company reli@aarily on the innovative skills, technical compete, and marketing abilities of its
personnel.

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

in the accompanying financial statements. Howesdepending on the amount and timing of an unfaverassolution of any such claims of
infringement, it is possible that the Company'sifetresults of operations or cash flow could beemaity affected in a particular period. The
Company has from time to time entered into crossAlsing agreements with other companies.

Seasonal business

Although the Company does not consider its busitebg highly seasonal, it has historically expseedl increased sales in its first and fourth
fiscal quarters, compared to other quarters ifigtal year, due to holiday demand for and caleyear-end buying of some of its products.
However, past performance should not be consideretlable indicator of the Company's future revenufinancial performance.
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Warranty

The Company offers a parts and labor limited wayran its products. The warranty period is one ye&n the date of purchase by the end
user. The Company also offers a 90-day warrantAfiple service parts used to repair Apple hardwpaoglucts. In addition, consumers may
purchase extended service coverage on all Appkaae products.

Significant Customers
No customer accounted for more than 10% of the @Gmyp net sales in 1996, 1995, and 1¢
Backlog

In general, the Company's resellers purchase ptedncan as-needed basis. Resellers frequenthgeldedivery schedules and order rates
depending on changing market conditions. Unfilledeos (backlog) can be, and often are, canceledlaiThe Company attempts to fill
orders on the requested delivery schedules. Howpveducts may be in relatively short supply fromet to time until production volumes
have reached a level sufficient to meet demanéiather production or fulfillment constraints exi¥he Company's backlog of unfilled orders
decreased to approximately $563 million at Noven#8r1996 from $618 million at December 1, 1995 Tompany's backlog at Noveml
29, 1996 consisted primarily of the Company's P&wsek products, as well as higher-end Power Macmfmsducts. The Company expects
that substantially all of its orders in backlog\mvember 29, 1996 will be either shipped or cardelaring fiscal 1997.

In the Company's experience, the actual amountaafyzt backlog at any particular time is not a niegfiul indication of its future business
prospects. In particular, backlog often increaseamiticipation of or immediately following introdtimn of new products because of
overordering by dealers anticipating shortageskBgooften is reduced once dealers and customdiesbehey can obtain sufficient supply.
Because of the foregoing, as well as other faaffesting the Company's backlog, backlog shouldogotonsidered a reliable indicator of the
Company's future revenue or financial performafcether information regarding the Company's backiay be found under Part I, Item 7
of this Annual Report on Form 10-K under the suldlireg"Net Sales” included under the heading "RenfliOperations,” and under the
subheading "Product Introductions and Transitionsluded under the heading "Factors That May Affadiure Results and Financial
Condition," which information is hereby incorporatey reference.

Competition

The market for the design, manufacture and sapeedfonal computers, MessagePad and related propduadtselated software and peripheral
products is highly competitive. It continues todbaracterized by rapid technological advances th bardware and software development
that have substantially increased the capabilitfesapplications of these products, and has resuitithe frequent introduction of new
products. The principal competitive factors in timarket are relative price/performance, productityuand reliability, availability of

software, product features, marketing and distidoutapability, service and support, availabilihardware peripherals, and corporate
reputation.

Further discussion relating to the competitive dtos of the personal computing industry and tlenPany's competitive position in the
market place may be found under Part I, Item thisf Form 10-K under the subheading "Competitiam¢tuded under the heading "Factors
That May Affect Future Results and Financial Coindit' and in Part I, Item 8 on this Form 10-K hetNotes to Consolidated Financial
Statements under the subheading "Reserves Agawesttories" under the heading "Accounting Estimatekich information is hereby
incorporated by reference.



Research and development

Because the personal computer industry is charaeteby rapid technological advances, the Compabjlgy to compete successfully is
heavily dependent upon its ability to ensure aiooirtig and timely flow of competitive products teetmarketplace. The Company continues
to develop new products and technologies and tarehexisting products in the areas of hardwarepanigherals, system software,
networking and communications, and the Internee Tbhmpany's research and development expenditteded $604 million, $614 million,
and $564 million in fiscal years 1996, 1995, an84.3espectively.

Further information regarding the Company's R&Denglitures for fiscal year 1996 is set forth in Partem 7 of this Form 10-K under the
heading "Operating Expenses," which informatiohdgseby incorporated by reference.

Environmental laws

Compliance with United States federal, state, awdlllaws enacted for the protection of the envitent has to date had no material effect
upon the Company's capital expenditures, earnorgsympetitive position. Although the Company doesanticipate any material adverse
effects in the future based on the nature of ierajons and the thrust of such laws, no assureatde given that such laws, or any future
laws enacted for the protection of the environmesilt,not have a material adverse effect on the @any.

Employees

At September 27, 1996, Apple and its subsidiarieddwide had 10,896 regular employees, and aniaddit2,502 temporary or part-time
contractors and employees.

Foreign and domestic operations and geographic data

Information regarding financial data by geograpdriea and the risks associated with internationatatfons is set forth under Part Il, Item 8
of this Form 10-K under the heading "Industry Segtead Geographic Information," and under Paitéim 7 of this Form 10-K under the
subheading "Global Market Risks," included underhtleading "Factors That May Affect Future Resutid Binancial Condition," which
information is hereby incorporated by reference.

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

Item 2. Properties

The Company's headquarters are located in Cupef@i@dornia. The Company has manufacturing faetiin Sacramento, California, Cork,
Ireland, and Singapore. As of September 27, 1$@86Company leased approximately 4.1 million sqéeeeof space, primarily in the United
States, and to a lesser extent, in Europe andatiéd® Leases are generally for terms of fivedn years, and usually provide renewal options
for terms of up to five additional years.

The Company owns its manufacturing facilities ink;dreland, and Singapore, which total approxirya#1,000 square feet. The Company
also owns a 725,000 square-foot facility in SacraimeCalifornia, which is used as a manufacturgagyice and support center. In addition,
the Company owns the research and developmeritydoitated in Cupertino, California, which apprmdtes 856,000 square feet. Outside
the United States, the Company owns a facility pjrelloorn, Netherlands, which is used primarilydatribution, totaling approximately
265,000 square feet, and certain other interndtfacdities, totaling approximately 460,000 squéeet.
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Certain facilities in Sacramento, California; Apatdn, Netherlands and in the United Kingdom areentty being held for sale as part of the
Company's restructuring plan, which includes insiegithe proportion of the Company's products mactufed and distributed under
outsourcing arrangements. Further information riggrthe Company's restructuring plan, may be faarfélart Il, Item 7 of this Form 10-K
under the subheadings "Restructuring of Operatiand™Inventory and Supply" included under the lgdFactors That May Affect Future
Results and Financial Condition," and in Parttdm 8 on this Form 168-in the Notes to Consolidated Financial Statemantier the headir
"Restructuring of Operations," under the subheatitwncentrations in the Available Sources of SumliMaterials and Product" included
under the heading "Concentrations of Risk," andeuatide subheading "Purchase Commitment" includeuthe heading "Commitments ¢
Contingencies," which information is hereby incalgted by reference.

The Company believes that its existing facilitiesl quipment are well maintained and in good opegatondition. The Company has
invested in additional internal capacity and exaépartnerships, and therefore believes it haswateqnanufacturing capacity for the
foreseeable future even after the sale of the tanggfacilities. The Company continues to make gtrreents in capital equipment as neede
meet anticipated demand for its products.

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

Item 3. Legal Proceedings

Information regarding legal proceedings is setfamtPart Il, Item 8 of this Form 10-K under théobaading "Litigation," included under the
heading "Commitments and Contingencies," whichrmfation is hereby incorporated by reference.

Item 4. Submission of Matters to a Vote of Securityolders

No matters were submitted to a vote of securitgéd during the fourth quarter of the Companytsaliyear ended September 27, 1¢
Executive Officers of the Registrant

The following sets forth certain information regaglthe executive officers of the Company as oféeleer 5, 1996:

Gilbert F. Amelio*, Chairman and Chief Executivefioér (age 53). Dr. Amelio joined the Company's Bbaf Directors in November 1994
and was elected Chairman of the Board and Chiefltke Officer in February 1996. From 1991 to Fetoyul996, Dr. Amelio was President
and Chief Executive Officer of National SemiconduBmrporation, a manufacturer of semiconductorsvidusly, he served as president of
Rockwell Communications Systems, a subsidiary aflieIl International. He is currently a directorRdicific Telesis Group, a
communications and information services company.

Fred D. Anderson*, Executive Vice President ande€Rinancial Officer (age 52). Mr. Anderson joirtbé Company in April 1996 as
Executive Vice President and Chief Financial Offiderior to joining the Company, Mr. Anderson wasrfidrate Vice President and Chief
Financial Officer of Automatic Data Processing,.I{@&DP"), a computing services company, from Augl@92 to March 1996. Prior to
joining ADP, Mr. Anderson held several domestic @mtdrnational executive positions at MAI Basic Fduc., including President and Ch
Operating Officer.

Ellen M. Hancock, Executive Vice President and €fiechnology Officer (age 53). Ms. Hancock joined Company in July 1996 as
Executive Vice President, Research and DeveloparehiChief Technology Officer. From September 120blay 1996, she was Executive
Vice President, Chief Operating Officer of Natiosgmiconductor Corporation, a manufacturer of sendactors. Prior to her employment
with National Semiconductor, she was Senior Viceskient and Group Executive of the Networking Handby Networking Software, and
Software Solutions divisions at International Besi& Machines ("IBM") from 1993-1995.
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Marco Landi*, Executive Vice President and Chiefe@giing Officer (age 53). Mr. Landi joined the Camy in March 1995, as Senior Vice
President and President of Apple Europe to assesponsibility for all of Apple's business operasiehroughout Europe, Africa and the
Middle East, and in June 1996 was promoted to Biex¥ice President and Chief Operating OfficeiioPto joining the Company, Mr.
Landi was employed by Texas Instruments ("TI") Eras President of Tl Europe, Middle East, andcafriesponsible for all of TI's
business operations in those regions. Prior toabsignment, Mr. Landi served for two years asiéees of Tl Asia.

George M. Scalise*, Executive Vice President anteChdministrative Officer (age 61). Mr. Scalisérjed the Company in March 1996 as
Executive Vice President and Chief Administrativifi€2r. Prior to joining the Company, Mr. ScalisasvExecutive Vice President and Chief
Administrative Officer at National Semiconductorr@oration.

Robert M. Calderoni, Senior Vice President, Finasuoe Operations Controller (age 37). Mr. Caldejoimied the Company in July 1996 in
his present position. Previously, from February8l.89July 1996, he was Vice President, FinanceStorage Systems at IBM, and from 1¢
to February 1995 was a Director of Finance at IB¥or to 1993 he held various finance positiond3a.

Satjiv Chabhil, Senior Vice President, Worldwide ganate Marketing (age 46). Mr. Chahil joined ther@any as Director of Marketing for
Apple Pacific in 1988. He subsequently served ae Wresident , New Media and Vice President, Eaitertent Industry. In January 1996
Mr. Chahil was named Senior Vice President, Corgokéarketing.

Therese Kreig Crane, Senior Vice President, Stimtdgrket Segments (age 46). Dr. Crane joined thm@any in 1985 as a business
development manager. She served in a variety dfetiag positions until 1994, when she was namee Vesident of K-12 Education Sales
for the Apple USA division. In 1995 she was pronabte Senior Vice President, Education Market Diuisfor Apple Americas. Dr. Crane
was named Senior Vice President, Strategic Markgtrients in June 1996.

Guerrino De Luca, Senior Vice President, Apple Cotap Inc. and President, Claris Corporation (af)e Mir. DeLuca, who joined the
Company in 1989, was promoted to Vice Presidentkbting, for Apple Europe in 1992. He served ase\ieesident and General Manager
of the Personal Interactive Electronics Group fppke Europe in 1993, and as Vice President of Margeand Sales for the Company's
software division in 1994. In 1995 he was namedident of Claris Corporation, a subsidiary of tr@mmpany that develops, manufactures
and markets software applications. Mr. De Luca masle a Senior Vice President of the Company in 1996

Michael L. Dionne, Senior Vice President and Gelhldlanager, Apple Assist (age 47). Mr. Dionne, whim¢gd the Company in 1983, was
promoted to Senior Vice President of U.S. Salekilg 1990. He was named Vice President of Marke@ipgrations for the Apple USA
division in May 1993 and in June 1994, he was nakied President of Worldwide Communications and ké&ting Services. Mr. Dionne w
promoted to Senior Vice President, Business MarRatision, Apple Americas in January 1996, and wamed Senior Vice President and
General Manager, Apple Assist in July 1996.

John Floisand*, Senior Vice President, WorldwidéeSdage 52). Mr. Floisand joined the Company iryNIi86, as Director of Sales, Apple
Computer, Ltd., United Kingdom. In October 1988,. Mioisand was named Director of Sales Developn@mstomer Services and
Operations, Apple Pacific Division, and in FebruaBp2 was promoted to Vice President, Sales Dewatop, Customer Services and
Operations, Apple Pacific Division. Mr. Floisand suaamed Vice President and President, Apple Paniffaigust 1992. In October 1994,
Mr. Floisand was promoted to Senior Vice Presidertt President, Apple Pacific, and in June 1996neased Senior Vice President,
Worldwide Sales.

G. Frederick Forsyth, Senior Vice President andegarMianager, Power Macintosh Products Group (2)eNsr. Forsyth joined the

Company in June 1989, as Vice President, WorldWMdaufacturing, Apple Products Division. Mr. Forsytias named Senior Vice Presidt
Worldwide Manufacturing in November 1990, and inrih@991 he was promoted to Senior Vice Presidedt@eneral Manager, Macintosh
Systems Division. From June 1993 to June 1996 Rdrsyth served as Senior Vice President, Worldw@gerations. He assumed his present
position in June 1996.



James R. Groff, Senior Vice President and Geneeaddger, Information Appliance Products Divisiongdd). Mr. Groff joined the
Company in 1988 when Apple acquired Network Innimvet Corporation, a networking software compangddéounded in 1984. After the
acquisition, Mr. Groff remained President of thatnpany. From 1993 to 1995 he was Vice PresidenGerteral Manager of the Apple
Business Systems division. In 1995 he was nameed Riesident of Worldwide Education for the Worldevidarketing and Customer
Solutions division. After leaving the Company fobréef period in 1996, he returned in June 1996esior Vice President and General
Manager, Information Appliance Products Division.

Howard F. Lee, Senior Vice President and Generalddar, Servers and Alternate Platform Productssitivi (age 44). Mr. Lee joined the
Company in September 1994, as Vice President, MahirSystems, and was named to his present positime 1996. From 1991 to 1994,
Mr. Lee served as Vice President of Engineerindd B Technology, at Sun Microsystems, Inc., a degg@lpmanufacturer and marketer of
computer workstations.

Jane A. Risser, Vice President and Treasurer (&gevis. Risser, who joined the Company in 1986, nesied to her present position in May
1996. From 1991 to May 1996, she held the positidRirector of Corporate Finance. She was previptist Director of Investor Relations.

Douglas S. Solomon, Vice President, Strategic Ptanand Vice President, Corporate Development &&eDr. Solomon, who joined the
Company in 1983, was named Director, Corporate Deweent, in May 1992. In December 1995, he was ptethto Vice President,
Corporate Development, and in July 1996 to thetamidil position of Vice President, Strategic Planni

Patricia Sharp, Senior Vice President, Human Ressufage 52). Ms. Sharp was promoted to her pressitton in December 1996. From
July 1996 to December 1996, she served as VicederasHuman Resources, for the Advanced Technomgyp and from April 1995 to
July 1996, she was Senior Director, Human Resouressarch and development. Prior to that assighrake held various managerial
positions within the Human Resources organization.

*Information regarding employment agreements betwetain executive officers and the Company isatt in the section entitled
"Information About Apple Computer, Inc. - Changedontrol Arrangements" and "Information About Ap@emputer, Inc. - Arrangements
with Executive Officers" of the Company's Proxyt8taent, which information is hereby incorporateddigrence.
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PART Il
Item 5. Market for the Registrant's Common Equity and Related Stockholder Matters

The Company's common stock is traded on the ovecdhnter market and is quoted on the Nasdaq NatMasgket under the symbol AAP
on the Tokyo Stock Exchange under the symbol APRInH,on the Frankfurt Stock Exchange under the sy/BCD. Options are traded on
the Chicago Board Options Exchange and the Amefstack Exchange. Information regarding the Comsahigh and low reported closing
prices for its common stock and the number of dt@ders of record is set forth in Part Il, Iltemf&hus Form 10-K under the heading
"Selected Quarterly Financial Information (Unaud)te which information is hereby incorporated bference.

Item 6. Selected Financial Data

The following selected financial information hashealerived from the audited Consolidated Finargfatements. The information set forth
below is not necessarily indicative of resultsutfife operations, and should be read in conjunatitimn "Management's Discussion and
Analysis of Financial Condition and Results of Cyiiems" and the consolidated financial statememtsralated notes thereto included
elsewhere in this Form 10-K.

(Dollars in millions, except per share amounts)
ANNUAL

Five fiscal years
ended September

27,1996 1996 1995 1994 199 3 1992
Net sales $9,833 $11,062 $9,189%$7 ,977 $ 7,086
Net income (loss) $(816) $ 424$ 310% 87 % 530

Earnings (loss)per
common and common

equivalent share $(6.59)$% 3.45% 261 % 0.73% 4.33
Cash dividends declared
per common share $0.12 $0.48% 0.48% 0.48% 0.48

Common and common

equivalent shares used

in the calculations of

earnings(loss)per share

(in thousands) 123,734 123,047 118,735 119 ,125 122,490
Cash, cash equivalents,

and short-term

investments $1,745 $ 952%$1,258 % 892 $ 1,436
Total assets $5,364 $6,231$5,303%$5 171 $ 4,224
Long-term debt $ 949 $ 303% 305% 7% 18
Deferred tax

liabilities $ 354 3% 702% 671% 630% 611
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Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion should be read in conjiorctvith the consolidated financial statements aots thereto. All information is based
on the Company's fiscal calendar.

(Tabular information: Dollars in millions, excepgpshare amounts)

Results of

Operations 1996 Change 1995 Change 199 4
Net sales $9,833 (11%) $11,062 20% $9, 189
Gross margin  $ 968 (66%) $2,858 22% $2, 343
Percentage of

net sales 9.8% 25.8% 25 .5%
Research and

development $ 604 (2%) $ 614 9% $ 564
Percentage of

net sales 6.1% 5.6% 6 1%
Selling, general and

administrative $1,568 (1%) $ 1,583 14% $1, 384
Percentage of

net sales 15.9% 14.3% 15 1%
Restructuring

costs $ 179 NM $ (23) NM $( 127)
Percentage of

net sales 1.8% (0.2%) (1 .4%)
Interest and other

income(expense),

net $ 8 NM $ (10) 55% $ (22)
Net income

(loss) $(816)(292%) $ 424 37% $ 310
Earnings (loss)

per share $(6.59)(291%) $3.45 32% $2 .61

NM: Not Meaningful
Overview

During the last nine months of 1996, the Comparpeeenced a significant decline in net sales, wtiipped, and share of the personal
computer market. This decline in demand and thaltiag losses, coupled with intense price compmtithroughout the industry, led to the
Company's decision to implement a new strategiection intended to improve the Company's competitdss and restore its profitability.
The Company has initiated programs to develop azaket products and services more selectively tathit education, home, and business
segments. In moving in this new strategic directtbe Company expects to reduce the number of medupt introductions and the number
of products in certain categories within its cutneroduct portfolio.

Net Sale:

Net sales trended downward beginning in the seqoiadter of 1996, decreasing $1,229 million, or 1$%545 million, or 19%; and $6¢
million, or 23%; during the twelve, nine, and thraenths ended September 27, 1996, respectivelypamd with the same periods in 1995,
due to a decrease in net sales of Macintosh(regiteademark) computers and of peripheral prodsatt as displays and printers. Total
Macintosh computer unit sales trended downwardriregg in the second quarter of 1996, decreasing, 1'P%, and 26% during the twelve,
nine, and three months ended September 27, 199&:atvely, compared with the same periods in 198 decline in unit sales was a re
of a decline or lack of growth in worldwide demdnd all product families, which the Company belisweas due principally to customer
concerns regarding the Company's strategic dingcfiosancial condition, and future prospects, and tb delays in the shipment of certain
PowerBook(registered trademark) products as atresglality problems. In addition, unit sales efipheral products trended downward
beginning in the second quarter of 1996, decred®™g, 24%, and 30% during the twelve, nine andetimenths ended September 27, 1996,
respectively, compared with the same periods irb18% the reasons noted above. The average adgreneenue per Macintosh unit
increased slightly during the twelve and three mesmnded September 27, 1996, and decreased slilyinthg the nine months ended
September 27, 1996, compared with the same peandd395, primarily due to a continued shift in puatlmix toward the Company's newer
products and products with multimedia configurasionffset to varying degrees by pricing action®asrall product lines in order to
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stimulate demand. The average aggregate revenyeppheral product was flat during the twelve eniand three months ended September
27, 1996 compared with the same periods in 19986.aMerage revenue per Macintosh and per peripteitalvill remain under significant
downward pressure due to a variety of factorsuiticlg industrywide pricing pressures and increasadpetition.

International net sales represented 52% of nes $al€996 compared with 48% of net sales in 198&rhational net sales trended downward
beginning in the second quarter of 1996, decrea&#gl1% and 13% during the twelve, nine, and thmeaths ended September 27, 1996,
respectively, compared with the same periods irb18&t sales in European markets trended downwegihbing in the second quarter of
1996, decreasing during the twelve, nine, and threeths ended September 27, 1996 compared witbetine periods in 1995, as a result of a
decrease in Macintosh and peripheral unit saletigpg offset by an increase in the average agategevenue per Macintosh and per
peripheral unit, primarily during the first part thfe year. Net sales in Japan trended downwarahbiegj in the second quarter of 1996,
decreasing during the twelve, nine, and three nweatided September 27, 1996 compared with the sanwalp in 1995. An increase in
Macintosh unit sales during these periods was riname offset by a decrease in the average aggregataue per Macintosh and per
peripheral unit and a decrease in peripheral @aéiss Domestic net sales trended downward begirinititge second quarter of 1996,
decreasing by 18%, 26%, and 30% for the twelveg,rand three months ended September 27, 1996 cteghy, compared with the
corresponding periods in 1995, resulting from dide®r lack of growth in demand for all producirfiies.

According to an industry source, in the fourth gemof 1996 compared with the fourth quarter of3,98e Company's share of the worldw
and U.S. personal computer markets declined to 5:dfb 8.7%, and to 7.3% from 13.2%, respectively.

Net sales increased $1,873 million, or 20%, in 18@&r 1994, primarily due to a combination of wgmbdwth, higher average selling pric

and changes in currency exchange rates. Total Mestircomputer unit sales increased approximately @®er the prior year. This unit sales
growth resulted principally from strong sales a&f thompany's Power Macintosh(registered trademaddugts, which accounted for more
than 70% of total unit shipments during the fouqtiarter of 1995, compared with 26% in the comparakeliod of 1994, and from sales of
newer product offerings within the Performa(registetrademark) family of desktop personal computenss unit growth was partially offset
by declining unit sales of certain of the Compamyter product offerings. The average aggregaterma® per Macintosh unit increased 12%
in 1995 compared with 1994, primarily due to atshifproduct mix toward the Company's newer proslaetd products with multimedia
configurations.

International net sales represented 48% of nes $al&€995 compared with 46% of net sales in 198 rhational net sales grew 25% in 1995
from 1994, primarily reflecting strong net saleswth in the Pacific region, particularly Japan. Bestic net sales increased 16% in 1995 |
1994.

In general, the Company's resellers purchase ptedncan as-needed basis. Resellers frequenthgeldedivery schedules and order rates
depending on changing market conditions. Unfilledeos (‘backlog’) can be, and often are, cancdledlaThe Company attempts to fill
orders on the requested delivery schedules. Howpveducts may be in relatively short supply fromet to time until production volumes
have reached a level sufficient to meet demanéiather production or fulfillment constraints exi¥he Company's backlog was
approximately $563 million at November 29, 1996] aonsisted primarily of the Company's PowerBoaddprcts, as well as higher-end
Power Macintosh products.

In the Company's experience, the actual amountazfyzt backlog at any particular time is not a niregfiul indication of its future business
prospects. In particular, backlog often increasemniicipation of or immediately following introdtien of new products because of
overordering by dealers anticipating shortagesk®gooften is reduced once dealers and customdiessbehey can obtain sufficient supply.
Because of the foregoing, as well as other faaffesting the Company's backlog, backlog shouldogotonsidered a reliable indicator of the
Company's future revenue or financial performance.

The Company believes that net sales will remaiowehe level of the prior year's comparable perithdsugh at least the first quarter of
1997, if not later. In addition, there can be nsuaance that the Company will be able to achielesdavels in the first quarter of 1997
comparable to the levels achieved in the fourthrtiguaf 1996.
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Gross Margin

Gross margin represents the difference betweeGdnepany's net sales and its cost of goods soldammint of revenue generated by the
sale of products is influenced principally by thiee set by the Company for its products relativedmpetitive products. The cost of goods
sold is based primarily on the cost of components to a lesser extent, direct labor costs. The g cost of components included in
particular configurations of the Company's prodistsch as memory and disk drives) are often direethted to the need to market products
in configurations competitive with those of otheamufacturers.

Competition in the personal computer industry temse, and in the short term, frequent changesdimg and product configuration are often
necessary in order to remain competitive. Accorgingross margin as a percentage of net saleseaighificantly influenced in the short
term by actions undertaken by the Company in resptm industrywide competitive pressures.

Gross margin decreased to 9.8% in 1996 compardd2kiB% in 1995. This decrease is primarily theliexf a $616 million charge in the
second quarter of 1996 for the write-down of certaventory, as well as the costs to cancel excesgponent orders, necessitated by
significantly lower than expected demand for mahthe Company's products, primarily its entry-legedducts. Also, the Company
separately incurred approximately $145 million irarges during the last nine months of 1996 to jpiedr the estimated costs to correct
certain quality problems in certain entry-levelffBama, PowerBook and peripheral products, coveboth goods held in inventory and
shipped goods. The Company also incurred greataamnty expenses per unit sold during 1996 compaitd1995. In addition, this decree
in gross margins is due to the Company's respanggtieme competitive actions by other companiesmiting to gain market share,
including the Company's pricing actions in the EdiStates, Japan and Europe across most prodest litnich were partially offset by a
decrease in the cost of certain product componénthe first quarter of 1997, the Company toold #me Company expects that it will
continue to take, similar pricing actions with respto a number of product lines.

The decrease in gross margin levels was slightsebby hedging gains, net of the effects of angjen U.S. dollar relative to certain foreign
currencies. The Company's operating and pricirajegies take into account changes in exchangeoagzdime; however, the Company's
results of operations can be significantly affedtethe short term by fluctuations in foreign cumcg exchange rates.

Gross margin increased both in amount and as ammge of net sales in 1995 compared with 1994 ifidrease in gross margin as a
percentage of net sales was primarily a results#fith in product mix toward the Company's newéghkmargin products, which included
strong sales of certain products within the ComfsmaRgpwer Macintosh family of personal computers ismtfacintosh Performa family. The
increase in gross margin levels was affected falgtiay changes in foreign currency exchange rades r@sult of a weaker U.S. dollar rela
to certain foreign currencies in 1995 compared WRBB4.

Although gross margin for 1996 was 9.8%, it imprbte 22.0% during the fourth quarter, primarilyaasesult of lower component costs,
sales of fully reserved product, and a shift indua mix toward the Company's newer products andysts with multimedia configurations,
which tend to have higher margins. There can bassarance that the Company will be able to sutaigross margin level achieved in the
fourth quarter. Gross margins will remain undengigant downward pressure due to a variety ofdegtincluding continued industrywide
pricing pressures, increased competition, and cessad product life cycles. Gross margins could ladsaffected by the Company's ability to
effectively manage quality problems and warrantstgoand to stimulate demand for certain of itsipods.

Research and Development 1996 Change 199 5 Change 1994
Research and development $604 (2%) $61 4 9% $564
Percentage of net sales 6.1% 5.6 % 6.1%

Research and development expenditures decreaghtlysin 1996 when compared with 1995, primarilyeda the termination of certain third-
party joint development efforts. The increase psr@entage of net sales resulted from a decredhe isvel of net sales. The increase in
research and development expenditures during 18®fpared with 1994 reflected higher project- anddbeant-related spending. The
decrease as a percentage of net sales was theafesyenue growth in 1995 over 1994,

14



The Company believes that continued investmentssaarch and development are critical to its fugmosvth and competitive position in the
marketplace and are directly related to contintietely development of new and enhanced products.démpany believes that research and
development expenditures in 1997 will be compar&bkbose in 1996.

Selling, General and

Administrative 1996 Change 199 5 Change 1994

Selling, general

and administrative $1,568 (1%) $1,58 3 14% $1,384
Percentage of net sales 15.9% 14.3 % 15.1%

Selling, general and administrative expenses resdaielatively flat, but increased as a percentdigeisales, in 1996 compared with 1995.
The increase as a percentage of net sales in 1886 eompared with 1995 was the result of reducédaies. In 1995, selling, general and
administrative expenses increased as a resultodased advertising and channel marketing prograhesdecrease as a percentage of net
sales was primarily the result of the sales grawtt995 over 1994.

As a result of its restructuring plan, the Comparpects that selling, general and administratiyeeagitures in 1997 will decrease compared
with 1996 levels.

Restructuring Costs
For information regarding the Company's restruatyactions, refer to page 39 of the Notes to Cauastad Financial Statements.

Interest and Other
Income(Expense), Net 1996 Change 1995 Cha nge 1994

Interest and other
income(expense), net $88 NM $(10) 55 % $(22)

Interest and other income (expense), net, incre@s®88 million in income in 1996 from $10 million expense in 1995. This $98 million
favorable change is primarily composed of a favieraiariance of $78 million related to net realizedl unrealized foreign exchange hedging
gains, and lower foreign exchange hedging cosiis\guily as a result of lower market and option Witsg, higher U.S. interest rates compa
with rates abroad, and reduced foreign currencl iaws; an increase of $73 million related to read gains on the sale of most of the
Company's available-for-sale and other equity seesirduring 1996; offset by a $52 million unfavblavariance related to interest income
(expense), as a result of higher average debt teedaand lower average cash balances during theamehan overall decline in average
interest rate yields. In addition, the Company'st o funds has increased as a result of the dawdiyy from January 1996 through May 1!

of its short-term debt to NP and C by Moody's InweServices and Standard and Poor's Rating Ageaspectively, and of its long-term
debt to B1 and B+ by Moody's Investor Services &tahdard and Poor's Rating Agency, respectively.

In 1995, interest and other income (expense) deeteased to $10 million in expense from $22 nmiliio expense in 1994. This $12 million
favorable change was primarily composed of $49%anilin interest income (expense) attributable ghkr average cash balances, higher
interest rates, and interest rate hedging gaifsetoih part by a $36 million unfavorable variamekated to realized and unrealized foreign
exchange hedging losses and foreign exchange rgedaats. Market volatility and higher foreign cumeg balances accounted for the
increased hedging costs.

For a summary of the Company's interest and otteamie (expense), net, refer to page 37 of the Not€snsolidated Financial Statements.
For more information regarding the Company's stratend accounting for financial instruments, rééepages 33 - 36 of the Notes to
Consolidated Financial Statements. For more inftionaegarding the Company's notes payable to bankidong-term debt, refer to pages
36 - 37 of the Notes to Consolidated Financialestesnts.
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Provision (Benefit)

for Income Taxes 1996 Change 1995 Cha nge 1994
Provision (benefit)

for income taxes  $(479) NM $250 32 % $190
Effective tax rate  37% 37% 38%

At September 27, 1996, the Company had deferredgsets arising from deductible temporary diffeesntax losses, and tax credits of $487
million before being offset against certain defdrtax liabilities for presentation on the Compardtance sheet. A substantial portion of this
asset is realizable based on the ability to offgétting deferred tax liabilities. Realization gfmoximately $85 million of the asset is
dependent on the Company's ability to generatecappately $245 million of future U.S. taxable incenManagement believes that it is ir
likely than not that the asset will be realizeddshen forecasted U.S. income. However, there carolassurance that the Company will meet
its expectations of future U.S. income. As a reshlt amount of the deferred tax assets consideadidable could be reduced in the near and
long term if estimates of future taxable U.S. ineoane reduced. Such an occurrence could mateaidiigrsely affect the Company's financial
results and condition. The Company will continuewaluate the realizability of the deferred taxetssgjuarterly by assessing the need for a
valuation allowance. For additional information aedjng income taxes, refer to pages 40 - 41 of\ibtes to Consolidated Financial
Statements.

Factors That May Affect Future Results and Financid Condition

The Company's future operating results and findwadiadition are dependent on the Company's atiityuccessfully develop, manufacture,
and market technologically innovative productsiides to meet dynamic customer demand patternsrénhe this process are a number of
factors that the Company must successfully mamageder to achieve favorable future operating tssamd financial condition. Potential
risks and uncertainties that could affect the Camfsafuture operating results and financial cooditinclude, without limitation, continued
competitive pressures in the marketplace and tieetedf any reaction by the Company to such cortigetpressures, including pricing
actions by the Company; the ability of the Comptmgnake timely delivery to the marketplace of ssstel technological innovations; the
effects of significant adverse publicity; the Comya ability to supply products in certain categeriand uncertainties concerning the
Company's ability to successfully implement its retrategic direction and restructuring actions.

The Company expects that it will not return to airstd profitability until at least the second gaawf 1997, if not later.
Restructuring of Operations

During 1996, the Company began to implement cerestructuring actions aimed at reducing its ctsiciure, improving its competitivene
and restoring sustained profitability. There aneesal risks inherent in the Company's efforts émsition to a new cost structure. These
include the risk that the Company will not be aleeduce expenditures quickly enough to restoséasued profitability and the risk that cost-
cutting initiatives will impair the Company's abylito innovate and remain competitive in the corepiridustry.

As part of its restructuring effort, the Company i@gun to implement a new business model. Impl&atien of the new business model
involves several risks, including the risk thatdimplifying its product line the Company will in@ge its dependence on fewer products,
potentially reduce overall sales, and increaseeltance on unproven products and technology. Aeratisk of the new business model is that
by increasing the proportion of the Company's potglto be manufactured under outsourcing arrangtsmene Company could lose control
of the quality or quantity of the products manutaet, or lose the flexibility to make timely chasge production schedules in order to
respond to changing market conditions. In additibe,new business model could adversely affect @pael morale, thereby damaging the
Company's ability to retain and motivate employéddso, because the new business model contempltaethe Company will rely to a
greater extent on collaboration and licensing areaments with third parties, the Company will haagsldirect control over certain of its
research and development efforts, and its abiityréate innovative new products may be reducedlliyj even if the new business model is
successfully implemented, there can be no assuthaté will effectively resolve the various issueurrently facing the Company. In
addition, although the Company believes that th®ias it is taking under its restructuring plan glibohelp restore marketplace confidence in
the Macintosh platform, there can be no assurdmatestich actions will be successful.
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For the foregoing reasons there can be no assutlaaicéhe current restructuring actions will aclei¢keir goals or that similar actions will not
be required in the future. The Company's futureatoey results and financial condition could be erdely affected should it encounter
difficulty in effectively managing the transition the new business model and cost structure.

For more information regarding the Company's restiing actions initiated in the second quartet @86, refer to page 39 of the Notes to
Consolidated Financial Statements.

Product Introductions and Transitions

Due to the highly volatile nature of the persor@hputer industry, which is characterized by dynaotistomer demand patterns and rapid
technological advances, the Company frequentlpéhtces new products and product enhancements.uthess of new product
introductions is dependent on a number of faciaduding market acceptance, the Company's aliditpanage the risks associated with
product transitions, the availability of applicatisoftware for new products, the effective managgroginventory levels in line with
anticipated product demand, the availability ofdarcts in appropriate quantities to meet anticipaietand, and the risk that new products
may have quality or other defects in the earlyesagf introduction. Accordingly, the Company candetermine the ultimate effect that new
products will have on its sales or results of opfens. In addition, although the number of new prddntroductions may decrease under the
Company's new business model, the risks and umtietaassociated with new product introductiony inarease as the Company refocuses
its product offerings on key growth segments.

The rate of product shipments immediately followinggoduction of a new product is not necessanilyiralication of the future rate of
shipments for that product, which depends on mantofs, some of which are not under the contréhefCompany. These factors may
include initial large purchases by a small segnoétite user population that tends to purchase eetvlogy prior to its acceptance by the
majority of users ("early adopters"); purchasesatisfaction of pent-up demand by users who artieipp new technology and, as a result,
deferred purchases of other products; and overiogley dealers who anticipate shortages due tafthrementioned factors. These factors
may be offset by others, such as the deferral afffases by many users until new technology is dedegs "proven™ and for which commo
used software products are available; and the tiestuof orders by dealers once they believe theyat#tain sufficient supply of products
previously in backlog.

Backlog is often volatile after new product intretions due to the aforementioned demand factotsnafcreasing coincident with
introduction, and then decreasing once dealersasibmers believe they can obtain sufficient suppiye new products.

The measurement of demand for newly introducedymtsds further complicated by the availabilitydifferent product configurations, whi
may include various types of built-in peripheratsl @oftware. Configurations may also require caracalization (such as language) for
various markets and, as a result, demand in diffagyeographic areas may be a function of the ahilitiaof third-party software in those
localized versions. For example, the availabilitfaropean-language versions of software produetsufactured by U.S. producers may lag
behind the availability of U.S. versions by a qaadr more. This may result in lower initial demdodthe Company's new products outside
the United States, even though localized versiéniseoCompany's products may be available.

The increasing integration of functions and comityeaf operations of the Company's products alsodase the risk that latent defects or
other faults could be discovered by customers drwesers after volumes of products have been pradoicehipped. If such defects were
significant, the Company could incur material réeald replacement costs under product warranties.
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Competition

The personal computer industry is highly competitind is characterized by aggressive pricing pestidownward pressure on gross
margins, frequent introduction of new products,rspooduct life cycles, continual improvement iroguct price/performance characteristics,
price sensitivity on the part of consumers, anargd number of competitors. During 1996, the Comjsaresults of operations and financial
condition were, and in the future may continueepdrversely affected by industrywide pricing puess and downward pressures on gross
margins. The industry has also been characterigedgid technological advances in software fundlity and hardware performance and
features based on existing or emerging industrydstals. Many of the Company's competitors havetgréiaancial, marketing,
manufacturing, and technological resources; bropdmtuct lines; and larger installed customer bésas those of the Company.

The Company's future operating results and findwaiadition may be affected by overall demand fersonal computers and general
customer preferences for one platform over anaihene set of product features over another.

The Company is currently the primary maker of habahat uses the Macintosh operating system (“tdgistered trademark) OS"). The
Mac OS has a minority market share in the persocoalputer market, which is dominated by makers ofijpaters that run the MS-DOS and
Microsoft Windows operating systems. The Compariiebes that the Mac OS, with its perceived advaegagver MS-DOS and Windows,
has been a driving force behind sales of the Cogipgersonal computer hardware for the past seyesak. Recent innovations in the
Windows platform, including those introduced by \dmvs 95, have added features to the Windows ptat&imilar to those offered by the
Mac OS. The Company is currently taking and witthoue to take steps to respond to the competitressures being placed on its personal
computer sales as a result of the recent innovatiothe Windows platform. The Company's futurerapeg results and financial condition
may be affected by its ability to maintain and @ese the installed base for the Macintosh platfdime. Company recently announced a new
strategy with respect to updating its operatindesyswhile redesigning its plan for a next- generatperating system. To extend the life of
its current operating system, the Company inteadssue periodic releases consisting of discreéeaiimg system components. The Comg
expects that this will enable it to introduce samegv functionality for the current operating systemoner than it would be able to introduce a
completely new operating system. Concurrently Gbenpany will continue development of its next-getien operating system, focusing on
increased functionality at the possible expenssofe backward compatibility. Diminished backwardhpatibility in its new operating
system could result in a loss of existing customiebility to introduce a next- generation opeargtsystem on a timely basis, or to gain
developer support and market accepatance for it,lrage an adverse impact on the Company's openasuits and financial condition.

As part of its efforts to increase the installedééor the Macintosh platform, the Company annodrbe licensing of the Mac OS to other
personal computer vendors in January 1995, asaselh additional licensing initiative in 1996. Sadeendors currently sell products that
utilize the Macintosh operating system. The Compaglieves that licensing the operating system n@gult in a broader installed base on
which software vendors can develop and providertieelhinnovations for the Macintosh platform. Howepthere can be no assurance the
installed base will be broadened by the licensifilp® operating system or that licensing will résalan increase in the number of application
software titles or the rate at which vendors wilhg to market application software based on the K2&. In addition, as a result of licensing
its operating system, the Company is forced to aimpith other companies producing Mac OS-basedpoten systems. The benefits to the
Company from licensing the Mac OS to third partiesy be more than offset by the disadvantages offbeiquired to compete with them.

As a supplemental means of addressing the congrefitm MS-DOS and Windows, the Company has devsbbdtantial resources toward
developing personal computer products capablerofing application software designed for the MS-D&d$Vindows operating systems
("Cross-Platform Products"). These products inclindeRISC-based PowerPC(trademark) microprocesgbeither include the Pentium or
586-class microprocessor or can accommodate aomddrd containing a Pentium or 586-class microgssor. These products enable users
to run concurrently applications that require thac\DS, MS-DOS, Windows 3.1, or Windows 95 operasiygtems.

Depending on customer demand, the Company maysapptomers who purchase Cross-Platform Produdts\Windows operating system
software under licensing agreements with Microddéiwever, in order to do so, the Company will nezdnter into one or more agreements
with certain Microsoft distributors.
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The Company, International Business Machines Catpmr ("IBM") and Motorola, Inc. have agreed upamannounced the availability of
specifications for a PowerPC microprocessor-basedware reference platform. These specificatiofime@ "unified” personal computer
architecture that gives access to both the Poweiritssh platform and the PC environment. The Comisaiture operating results and
financial condition may be affected by its abilitycontinue to implement this agreement and to meaniae risk associated with the transition
to this new hardware reference platform.

Decisions by customers to purchase the Compansssmpa computers, as opposed to MS-DOS or Windoaged systems, are often base
the availability of third-party software for patiar applications. The Company believes that theélalvility of third-party application softwa
for the Company's hardware products depends inopattiird-party developers' perception and analgkthe relative benefits of developing,
maintaining, and upgrading such software for thenany's products versus software for the largerDE and Windows market. This
analysis is based on factors such as the percstvength of the Company and its products, the @atied potential revenue that may be
generated, and the costs of developing such satpraducts. To the extent the Company's recemdiailosses and declining demand for
the Company's product have caused software devslopeuestion the Company's position in the pexsoomputer market, developers co
be less inclined to develop new application sofen@rupgrade existing software for the Companyoslpets and more inclined to devote tf
resources to developing and upgrading softwar¢ghitarger MSBOS and Windows market. Microsoft Corporation israportant develope
of application software for the Company's produdtscordingly, Microsoft's interest in producing dipption software for the Company's
products may be influenced by Microsoft's percaptibits interests as the vendor of the Windowsafieg systems.

The Company's ability to produce and market cortigetproducts is also dependent on the abilityBiland Motorola, Inc., the suppliers of
the PowerPC RISC microprocessor for certain ofGbmpany's products, to supply to the Company imaae numbers microprocessors
produce superior price/performance results compaittdthose supplied to the Company's competitgrinbel Corporation, the developer
and producer of the microprocessors used by masbpal computers using the MS- DOS and Windowsaijpey systems. IBM produces
personal computers based on Intel microprocessonsehl as workstations based on the PowerPC mioogssor, and is also the developer of
0S/2, a competing operating system to the CompanhgtsOS. Accordingly, IBM's interest in supplyirfgetCompany with microprocessors
for the Company's products may be influenced by 'Bpérception of its interests as a competing naatufer of personal computers and |
competing operating system vendor.

Several competitors of the Company, including Cogpp@M, and Microsoft, have either targeted or aimmzed their intention to target cert
of the Company's key market segments, includingaiifon and publishing. Many of these companies lgggater financial, marketing,
manufacturing, and technological resources thaiCtirapany.

The Company is integrating Internet capabilitigs iits new and existing hardware and software ptats. There can be no assurance that the
Company will be able to continue to do so succdlgsfm addition, the Internet market is rapidlyadving and is characterized by an
increasing number of market entrants who havediitred or developed products addressing accessthmrang for, or communication over,
the Internet. Many of these competitors have aifsogimt lead over the Company in developing proddot the Internet, have significantly
greater financial, marketing, manufacturing, araghitelogical resources than the Company, or both.

The Company's future operating results and findwaiadition may also be affected by the Companiyitato successfully expand and
capitalize on its investments in other marketshsaasthe markets for MessagePad (registered trallparad related products.
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Global Market Risks

A large portion of the Company's revenue is derifveth its international operations. As a resule @ompany's operations and financial
results could be significantly affected by intefaaal factors, such as changes in foreign currexcjpange rates or weak economic condit

in the foreign markets in which the Company disttés its products. When the U.S. dollar strengtlagrasnst other currencies, the U.S. dollar
value of non-U.S. dollar-based sales decreasesn\tiecU.S. dollar weakens, the U.S. dollar valuaai-U.S. dollar-based sales increases.
Correspondingly, the U.S. dollar value of non-UWl8llar-based costs increases when the U.S. doakens and decreases when the U.S.
dollar strengthens. Overall, the Company is a @etiver of currencies other than the U.S. dollal as such, benefits from a weaker dollar
and is adversely affected by a stronger dollatikeldo major currencies worldwide. Accordingly attyes in exchange rates, and in particular
a strengthening of the U.S. dollar, may negatiedfgct the Company's consolidated sales and grasgins (as expressed in U.S. dollars).

To mitigate the short-term impact of fluctuatingremcy exchange rates on the Company's non-U.fardumdsed sales, product procurement,
and operating expenses, the Company regularly lseétggron-U.S. dollar- based exposures. Specifictile Company enters into foreign
exchange forward and option contracts to hedgdyfiommmitted transactions. Currently, hedges afhfir committed transactions do not
extend beyond one year. The Company also purclfiasign exchange option contracts to hedge cediar probable but not firmly
committed transactions. Hedges of probable bufimoty committed transactions currently do not exdébeyond one year. To reduce the
costs associated with these ongoing foreign exaherdging programs, the Company also regularlg fsieign exchange option contracts
and enters into certain other foreign exchangestretions. All foreign exchange forward and optionteacts not accounted for as hedges,
including all transactions intended to reduce th&tT associated with the Company's foreign exchbagdging programs, are carried at fair
value and are adjusted on each balance sheetadatieanges in exchange rates.

While the Company is exposed with respect to flatituns in the interest rates of many of the wollkeksling industrialized countries, the
Company's interest income and expense is mosttisensi fluctuations in the general level of U.Steirest rates. In this regard, changes in
U.S. interest rates affect the interest earnedherCompany's cash, cash equivalents, and shortiteesatments as well as interest paid on its
notes payable to banks and long-term debt. To atgithe impact of fluctuations in U.S. intereseésathe Company has entered into interest
rate swap, collar, and floor transactions. Certdithese transactions are intended to better ntatciCompany's floating-rate interest income
on its cash, cash equivalents, and short-term imagts with the fixed-rate interest expense ofoitg-term debt. The Company also enters
into these transactions in order to diversify aiparof the Company's exposure away from fluctustio short-term U.S. interest rates. These
instruments may extend the Company's cash investnegizon up to a maximum duration of three years.

To ensure the adequacy and effectiveness of thep@ayis foreign exchange and interest rate hedgaques as well as to monitor the risks
and opportunities of the nonhedge portfolios, teken@any continually monitors its foreign exchangeviard and option positions, and its
interest rate swap, option and floor positions lmitta stand-alone basis and in conjunction withiitderlying foreign currency- and interest
rate-related exposures, respectively, from botha@ounting and an economic perspective. Howeveenghe effective horizons of the
Company's risk management activities, there camobessurance that the aforementioned program®figkt more than a portion of the
adverse financial impact resulting from unfavorablevements in either foreign exchange or intergstst In addition, the timing of the
accounting for recognition of gains and lossegedla mark-to-market instruments for any giveriggemay not coincide with the timing of
gains and losses related to the underlying econergosures and, therefore, may adversely affedCtmepany's operating results and
financial position. The Company generally doeserajage in leveraged hedging.

The Company's current financial condition may hanémpact on the costs of its hedging transactiassyell as the willingness of its
financial counter-parties to enter into hedgingsactions with the Company.

Inventory and Supply

In line with the Company's efforts to redesigrnbitsiness model, the Company is taking steps tarstiee its product portfolios in its key
usage areas in education, business, and the hdnseplanned simplification of product lines hasulesr] in inventory reserves. Cancelation
fees related to custom component inventory purchémmeanticipated product introductions that haeerbcanceled have also been paid or
accrued. The Company has also separately provatetié estimated cost to correct certain qualibbfems in certain entry-level, Performa,
PowerBook, and peripheral products. Although thenfany believes its inventory and related reservesdequate, no assurance can be
given that the Company will not incur additionatémtory and related charges.
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The Company must order components for its prodaretisbuild inventory well in advance of product shgnts. Because the Company's
markets are volatile and subject to rapid technpkmd price changes, there is a risk that the Cosnpéll forecast incorrectly and produce
excess or insufficient inventories of particulanghucts. The Company's operating results and fiahoondition have been and may in the
future be materially adversely affected by the Canys ability to manage its inventory levels anspmd to short-term shifts in customer
demand patterns.

Certain of the Company's products are manufacturadole or in part by third-party manufacturerigher pursuant to design specifications
of the Company or otherwise. As a result of the @any's restructuring actions, which include the sdithe Company's Fountain, Colorado,
manufacturing facility to SCI Systems, Inc. ("SCdihd a related manufacturing outsourcing agreemightSCI, the proportion of the
Company's products produced and distributed ungisioarcing arrangements will increase. While outsiog arrangements may lower the
fixed cost of operations, they will also reduce divect control the Company has over productiors itncertain what effect such diminished
control will have on the quality or quantity of theoducts manufactured, or the flexibility of ther@pany to respond to changing market
conditions. Furthermore, any efforts by the Compianmanage its inventory under outsourcing arrareggmcould subject the Company to
liquidated damages or cancelation of the arrangémen

Moreover, although arrangements with such manufactumay contain provisions for warranty expengalsarsement, the Company reme
at least initially responsible to the ultimate comer for warranty service. Accordingly, in the evehproduct defects or warranty liability, 1
Company may remain primarily liable. Any unantidgxh product defect or warranty liability, whetherguant to arrangements with contract
manufacturers or otherwise, could adversely atfeetCompany's future operating results and findeciadition.

The Company's ability to satisfy demand for itsdarcts may be limited by the availability of key qooments. The Company has experienced
some limitations in supply of certain microprocessa the first quarter of 1996. The Company bel&that the availability from suppliers to
the personal computer industry of microprocessndsASICs presents the most significant potentiatfmstraining the Company's ability to
produce products. Specific microprocessors manufadtby IBM and Motorola, Inc. are currently avalEonly from single sources, while
some advanced microprocessors are currently indHg stages of ramp-up for production and thuseHiwited availability. The Company
and other producers in the personal computer inglaggo compete for other semiconductor productk wther industries that have
experienced increased demand for such productdpckither increased consumer demand or increasedfisemiconductors in their
products (such as the cellular phone and automaottlgstries). Finally, the Company uses some compisithat are not common to the rest
of the personal computer industry (including certaicroprocessors and ASICs). Continued availgbilftthese components may be affected
if producers were to decide to concentrate on thdyction of common components instead of companeugtomized to meet the Compal
requirements. Such product supply constraints anesponding increased costs could decrease th@&wons net sales and adversely affect
the Company's operating results and financial demdi

Marketing and Distribution

A number of uncertainties may affect the marketing distribution of the Company's products. Cuiyetihe Company's primary means of
distribution is through third-party computer resedl Such resellers include consumer channelsaioiass-merchandise stores, consumer
electronics outlets, and computer superstores Cidmpany's business and financial results coulddieraely affected if the financial
condition of these resellers weakened or if reselidthin consumer channels were to decide nobtdicue to distribute the Company's
products.

Uncertainty over demand for the Company's produnetg cause resellers to reduce their ordering antietiag of the Company's products.
Under the Company's arrangements with its resellesgllers have the option to reduce or eliminatédled orders previously placed, in most
instances without financial penalty. Resellers &laee the option to return products to the Compaitiyout penalty within certain limits,
beyond which they may be assessed fees. The Confyamgcently experienced a reduction in ordetiagnfhistorical levels by resellers due
to uncertainty concerning the Company's conditioth prospects.

Other Factors

The majority of the Company's research and devedmpractivities, its corporate headquarters, andrathitical business operations, includ
certain major vendors, are located near major seifaults. The Company's operating results andififel condition could be materially
adversely affected in the event of a major earthgua
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Production and marketing of products in certaitestand countries may subject the Company to emviemtal and other regulations which
include, in some instances, the requirement traCibmpany provide consumers with the ability tometo the Company product at the end
of its useful life, and leave responsibility forvmonmentally safe disposal or recycling with then@pany. It is unclear what effect such
regulation will have on the Company's future oparatesults and financial condition.

The Company is currently in the process of repdis existing transaction systems (which includ#eo management, product procurement,
distribution, and finance) with a single integratgdtem as part of its ongoing effort to incregserational efficiency. The Company's future
operating results and financial condition couldadeersely affected if the Company is unable to en@Ent and effectively manage the
transition to this new integrated system.

As part of the Company's restructuring plan, thenBany sold its Napa, California, data center to Mgstemhouse ("MCI"), and entered i
a data processing outsourcing agreement with M@Ilil&\this outsourcing agreement may lower the Comijsafixed costs of operations, it
will also reduce the direct control the Company tneer its data processing. It is uncertain whatatfsuch diminished control will have on
Company's data processing.

Because of the foregoing factors, as well as ddctors affecting the Company's operating resultsfanancial condition, past financial
performance should not be considered to be a teliaicator of future performance, and investdrsudd not use historical trends to
anticipate results or trends in future periodsaddition, the Company's participation in a highjyndmic industry often results in significant
volatility of the Company's common stock price.

Liquidity and Capital Resources

The Company's financial position with respect tehgaash equivalents, and shiamm investments, net of notes payable to bankseased t
$1,559 million at September 27, 1996, from $491ionlat September 29, 1995. The Company's finapwaltion with respect to cash, cash
equivalents, and short-term investments increas&d 745 million at September 27, 1996, from $9%ilan at September 29, 1995. The
Company's cash and cash equivalent balance atrfSlegt®7, 1996, includes $177 million pledged atateral to support letters of credit
primarily associated with the Company's purchasersitments under the terms of the sale of the Coryipdtountain, Colorado,
manufacturing facility to SCI. The Company's cast eash equivalent balance at September 29, 18€5des $90 million pledged as
collateral to support notes payable to banks.

Cash generated by operations during 1996 total&8 $tllion. Cash generated by operations was pilyntire result of decreases in
inventories and accounts receivable, partiallyeiffsy decreases in accounts payable and defendidibéities. As part of the Company's
restructuring plan and in order to meet certainitigy requirements during 1996, the Company geeer&145 million of cash from the sale
of certain equity investments, and the sale ofRtxentain, Colorado, manufacturing facility to S@Hdahe Napa, California, data center to
MCI. The Company expects that cash generated fnensdle of equity investments and property, pladteguipment will be significantly le
in 1997 compared with 1996. Net cash used for threlase of property, plant, and equipment tota&dillion in 1996, and consisted
primarily of increases in manufacturing machinemg @quipment. The Company expects that the levehpital expenditures in 1997 will be
comparable to 1996.

Notes payable to banks at September 27, 1996, apgn®ximately $275 million lower than at SeptemP@r1995. During 1996, ¢
outstanding loan to Apple Computer B.V., a subsida the Company, was repaid in full. At Septembeér 1996, Apple Japan, Inc., a
subsidiary of the Company, held $186 million ofewpayable to several banks, with maturity dateging from the end of December 199!
May 1997. The majority of these loans are guarahbgethe Company.

The Company's balance of long-term debt increaseidgl 1996 due to the issuance of $661 million aggte principal amount of 6%
unsecured convertible subordinated notes to ceqiatified parties in a private placement. Thesesavere sold at 100% of par. These notes
pay interest semi-annually and mature on June1.2bhe remainder of long-term borrowings consi$t$300 million aggregate principal
amount of 6.5% unsecured notes issued under arbosshelf registration statement filed with theBities and Exchange Commission in
1994. The notes were sold at 99.925% of par, fafactive yield to maturity of 6.51%. The notey paterest semi-annually and mature on
February 15, 2004. For more information regardimg@ompany's long-term debt, refer to pages XX-X¥1e Notes to Consolidated
Financial Statements.
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The Internal Revenue Service has proposed federairie tax deficiencies for the years 1984 througfilland the Company has made
certain prepayments thereon. The Company contéstepgroposed deficiencies for the years 1984 thrdil@88, and most of the issues in
dispute for these years have been resolved. On2lrk995, the IRS issued a notice of deficien@ppsing increases to the amount of the
Company's federal income taxes for the years 18@@gh 1991. The Company has filed a petition with United States Tax Court to con
these alleged tax deficiencies. Management belithatsadequate provision has been made for angtadgunts that may result from these tax
examinations.

The Company's cost of funds has increased as bk oé$lie downgrading from January 1996 through M896 of its short-term debt to NP
and C by Moody's Investor Services and StandardPad's Rating Agency, respectively, and of itgglkderm debt to B1 and B+ by Moody's
Investor Services and Standard and Poor's Ratimméyg respectively. In addition, the Company mayedupiired to pledge additional
collateral with respect to certain of its borrowsrand letters of credit and to agree to more strihgovenants than in the past. The Company
believes that its balances of cash and cash eguitgshnd short-term investments, together withisoat short-term borrowings from banks,
will be sufficient to meet its operating and otleash requirements, including the impact of plamestiucturing actions, on a short- and long-
term basis. No assurance can be given that shantbierrowings from banks can be continued, or #mgtadditional required financing could
be obtained should the restructuring plan takedomg implement than anticipated or be unsucceséfiie Company is unable to obtain such
financing, its liquidity, results of operations,dafinancial condition could be materially adversaffected.
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS
The Shareholders and Board of Directors of Apple Cmputer, Inc.

We have audited the accompanying consolidated balsineets of Apple Computer, Inc. as of Septembet 296 and September 29, 1995,
and the related consolidated statements of opemtshareholders' equity, and cash flows for e&thecthree years in the period ended
September 27, 1996. Our audits also include trenfiial statement schedule listed in the Index @oQbnsolidated Financial Statements.
These financial statements and schedule are thensthility of the Company's management. Our resiiility is to express an opinion on
these financial statements and schedule basedraudis.

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

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenégpects, the consolidated financial posi
of Apple Computer, Inc. at September 27, 1996 asqteSnber 29, 1995, and the consolidated results operations and its cash flows for
each of the three years in the period ended SegteP) 1996, in conformity with generally accepéedounting principles. Also, in our
opinion, the related financial statement schedulen considered in relation to the basic finansiatements taken as a whole, present fairly
in all material respects the information set fattérein.

/sl Ernst & Young LLP
Ernst & Young LLP

San Jose, California
Cct ober 14, 1996
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Consolidated Balance Sheets

(Dollars in millions)

See accompanying notes.

September 27, 1996, and September 29, 1995

1996
Assets:
Current assets:
Cash and cash equivalents $1,552
Short-term investments 193

Accounts receivable, net of allowance
for doubtful accounts of $91($87 in 1995)1,496
Inventories:

Purchased parts 213
Work in process 43
Finished goods 406
662
Deferred tax assets 342
Other current assets 270
Total current assets 4,515
Property, plant, and equipment:
Land and buildings 480
Machinery and equipment 544
Office furniture and equipment 136
Leasehold improvements 188
1,348
Accumulated depreciation and
amortization (750)
Net property, plant, and equipment 598
Other assets 251
$5,364

Liabilities and Shareholders' Equity:
Current liabilities:

Notes payable to banks $ 186
Accounts payable 791
Accrued compensation and employee benefits 120
Accrued marketing and distribution 257
Accrued warranty and related 181
Accrued restructuring costs 117
Other current liabilities 351

Total current liabilities 2,003
Long-term debt 949
Deferred tax liabilities 354

Commitments and contingencies
Shareholders' equity:

Common stock, no par value;
320,000,000 shares authorized;
124,496,972 shares issued and
outstanding in 1996

(122,921,601 shares in 1995) 439
Retained earnings 1,634
Other (15)
Total shareholders' equity 2,058
$5,364

26

1995

$ 756
196

1,931

841
291
643
1,775
251
315
5,224

504
638
145
205
1,492

(781)
711
296

$6,231

$ 461
1,165
131
206
85
277
2,325
303
702

398
2,464

2,901
$6,231



Consolidated Statements of Operations

(Dollars in millions, except per share amounts)

See accompanying notes.

Three fiscal years ended September 27, 1996 199

Net sales $9,83

Costs and expenses:

Cost of sales 8,86

Research and development 60

Selling, general and administrative 1,56

Restructuring costs 17
11,21

Operating income (loss) (1,383

Interest and other income (expense), net 8

Income (loss) before provision (benefit)

for income taxes (1,295

Provision (benefit) for income taxes (479

Net income (loss) $ (816

Earnings (loss) per common and

common equivalent share $(6.59

Common and common equivalent shares used in
the calculations of earnings(loss) per share
(in thousands) 123,73
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6 1995 1994
3$11,062 $9,189
5 8,204 6,846
4 614 564
8 1,583 1,384
9 (23) (127)
6 10,378 8,667
) 684 522
8 (10) (22)
) 674 500
) 250 190
)$ 424% 310
)$ 3.45% 2.61

4 123,047 118,735



Consolidated Statements of Shareholders' Equity
(Dollars in millions, except per share amounts)

Common Stock Total

Shares

(in thousands) Amount Earnings

Balance at
September 24,

1993 116,147
Common stock
issued under

stock option

and purchase plans,
including related

tax benefits 3,396
Cash dividends

of $0.48 per
common share --
Accumulated
translation
adjustment --
Net income --
Balance at
September 30,

1994 119,543
Common stock
issued under

stock option and
purchase plans,
including related

tax benefits 3,379
Cash dividends of
$0.48 per common
share --
Accumulated
translation
adjustment --
Change in
unrealized gains
(losses) on
available-for-sale
securities --
Net income --
Other --
Balance at
September 29,

1995 122,922
Common stock
issued under

stock option and
purchase plans,
including related

tax benefits 1,575
Cash dividends of
$0.12 per common
share --
Accumulated
translation
adjustment -
Change in
unrealized gains
(losses) on
available-for-sale
securities --
Net loss --
Balance at
September 27,

1996 124,497

See accompanying notes.

Retained

$204 $1,843

298 2,096

398 2,464

(816)

$439 $1,634

Shareholders'
Other Equity

$(20) $2,027

- (67

-- 310

(11) 2,383

-- 100

- (59)

44 44
~ 424

39 2,901

~  (14)
(12) (12
(42)  (42)

-~ (816)

$(15) $2,058



Consolidated Statements of Cash Flows
(Dollars in millions)

Three fiscal years ended September 27, 1996
Cash and cash equivalents, beginning of the period
Operating:

Net income (loss)

Adjustments to reconcile net income (loss) to cash
generated by (used for) operations:
Depreciation and amortization
Net book value of property, plant, and equipmen
retirements

Changes in assets and liabilities:

Accounts receivable

Inventories

Deferred tax assets

Other current assets

Accounts payable

Accrued restructuring costs

Other current liabilities

Deferred tax liabilities
Cash generated by (used for) operating
activities

Investing:
Purchase of short-term investments
Proceeds from sale of short-term investments
Purchase of property, plant, and equipment
Other

Cash used for investing activities

Financing:
Increase (decrease) in notes payable to banks
Increase (decrease) in long-term borrowings
Increases in common stock, net of related tax benef
Cash dividends
Cash generated by (used for) financing
activities

Total cash generated (used)
Cash and cash equivalents, end of the period

Supplemental cash flow disclosures:
Cash paid during the year for:
Interest
Income taxes, net

Noncash transaction: tax benefit from stock options

See accompanying notes.
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1996 1995 1994
$ 756 $1,203 $676

(816) 424 310

156 127 168
70 6 11

435 (350) (199)
1,113 (687) 418
(91) 42 (25)
45 (59) 34
(374) 283 139
117 (47) (250)
212 (10) 90
(348) 31 41

519 (240) 737

(437) (1,672) (312)
440 1,531 474
(67) (159) (160)
(55) (102) (4)
(119) (402) (2)

(275) 169 (531)
646 (2) 297
its 39 86 82
(14) (58) (56)

396 195 (208)

796 (447) 527
$1,552 $756 $1,203

$ 49 $49 % 34
$ 33 $188 $ 46

$ 2 $158% 12



Notes to Consolidated Financial Statements
Nature of Operations

Apple Computer (the "Company") designs, manufasturad markets microprocessor-based personal censpartd related personal
computing products for sale primarily to educatioome, business, and government customers.

Basis of Presentation

The consolidated financial statements include tw@ants of Apple Computer, Inc. and its subsidiaftee Company). Intercompany accot
and transactions have been eliminated. The Compéisgal year-end is the last Friday in September.

Accounting Estimates

General

The preparation of these consolidated financiaéstants in conformity with generally accepted actimg principles requires managemen
make estimates and assumptions that affect the roeported in these consolidated financial statémand accompanying notes. Actual
results could differ materially from those estinsate

Significant Accounting Estimates

Reserves Against Inventories

The Company's reserves against inventories arellmasthe Company's best estimates of product pailess and customer demand patterns,
and/or its plans to transition its products. Howetlee Company participates in a highly competitivdustry that is characterized by
aggressive pricing practices, downward pressurag@ss margins, frequent introductions of new potsiushort product life cycles, rapid
technological advances, continual improvement adpct price/performance characteristics, and méesitivity and changing demand
patterns on the part of consumers. As a resuliefridustry's ever-changing and dynamic natuis &t least reasonably possible that the
estimates used by the Company to determine itsues@gainst inventories will be materially diffetérom the actual amounts or results.
These differences could result in materially higthein expected inventory reserve costs, which cbaleé a materially adverse effect on the
Company's results of operations and financial domdin the near term.

Warranty and Related Accruals

The Company's warranty and related accruals aed@s the Company's best estimates of productéaites and unit costs to repair.
However, the Company is continually releasing ned ever-more complex and technologically advanceduycts. As a result, it is at least
reasonably possible that product could be releadtidcertain unknown quality and/or design proble®isch an occurrence could result in
materially higher than expected warranty and rdlatests, which could have a materially adversecetia the Company's results of operat
and financial condition in the near term.

Deferred Tax Assets

Realization of approximately $85 million of theabtleferred tax assets is dependent on the Congpabiity to generate approximately $245
million of future U.S. taxable income. Managemeelidves that it is more likely than not that theetswill be realized based on forecasted
U.S. income. However, there can be no assurantéh&ompany will meet its expectations of futur&. income. As a result, the amoun
the deferred tax assets considered realizable ¢@mutdduced in the near and long term if estimatésture taxable U.S. income are reduced.
Such an occurrence could materially adversely affec Company's results of operations and finare@abition. The Company will continue
to evaluate the realizability of the deferred tagsets quarterly by assessing the need for a vatualiowance.
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Summary of Significant Accounting Policies

Financial Instruments

Investments

All highly liquid investments with a maturity of he months or less at the date of purchase arédeoed to be cash equivalents; investments
with maturities between three and twelve monthscarssidered to be shoterm investments. There are no investments witturitizs greate
than twelve months. The Company's cash equivagemsist primarily of U.S. Government securitiesrd=dollar deposits, and commercial
paper. Short-term investments consist principalliZaro-dollar deposits and commercial paper. Then@any's cash equivalents and short-
term investments are generally held until matufilye Company's marketable equity securities con$iseécurities issued by U.S.
corporations and are included in "Other assetsheraccompanying balance sheets.

Management determines the appropriate classificatidgts debt and marketable equity securitiehattime of purchase and reevaluates such
designation as of each balance sheet date. The &ogrsplebt and marketable equity securities hagea blassified and accounted for as
available-for-sale. These securities are carriddiavalue, with the unrealized gains and losges of taxes, reported as a component of
shareholders' equity. These unrealized gains setomclude any unrealized losses and gains oregtteate contracts accounted for as hedges
against the available-for-sale securities. Equityusities that are not considered marketable asatbfire carried at cost. Realized gains and
losses on the sale of securities are includedt@rést and other income (expense), net. The cagafrities sold is based on the specific
identification method.

Financial Instruments with Off-Balance-Sheet RiskHe ordinary course of business and as parto€thmpany's asset and liability
management, the Company enters into various typarsactions that involve contracts and finaniriatruments with off- balance-sheet
risk. These instruments are entered into in omenanage financial market risk, primarily intereste and foreign exchange risk. The
Company enters into these financial instrumenth wigjor international financial institutions utitiy over-the-counter as opposed to
exchange traded instruments. The Company doesoftbbhtransact in financial instruments for purp@sther than risk management.

Gains and losses on accounting hedges of exisssetsor liabilities are recorded currently in imeoor shareholder's equity against the Ic
and gains on the hedged transactions. Gains asedaslated to qualifying accounting hedges oflfiroommitted or probable but not firmly
committed transactions are deferred until the aene of the hedged transactions. Gains and lossiggerest rate and foreign exchange
contracts that do not qualify as accounting he@gesecorded currently in income.

The Company monitors its interest rate and forexgghange positions daily based on applicable anthamnly used pricing models. The
correlation between the changes in the fair vafugedging instruments and the changes in the uyidgrhedged items is assessed
periodically over the life of the hedged instruméntthe event that it is determined that a heddgaeffective, the Company recognizes in
income the change in market value of the instrurbeginning on the date it was no longer an effedtgdge.

Interest Rate Derivatives

The Company enters into interest rate derivati@adactions, including interest rate swaps, colkrd, floors, with financial institutions in
order to better match the Company's floating-materest income on its cash equivalents and short-tevestments with the fixed-rate interest
expense of its long-term debt, and/or to diveraifyortion of the Company's exposure away from dlatbns in short-term U.S. interest rates.
The Company may also enter into interest rate aotgrthat are intended to reduce the cost of tieeeist rate risk management program.

In addition, the Company enters into foreign exgjeaforward contracts to hedge certain intercompeay transactions. These forward
contracts effectively change certain foreign cucsedenominated debt into U.S. dollar denominatdat,dehich better matches against the
Company's U.S. dollar denominated cash equivabmdsshort-term investments.
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Foreign Currency Instruments

The Company enters into foreign exchange forwataption contracts with financial institutions penly to protect against currency
exchange risks associated with certain firmly cottediand certain other probable but not firmly catted transactions. The Company's
foreign exchange risk management policy requires litedge a majority of its existing material fgreiexchange transaction exposures.
However, the Company may not hedge certain foreigihange transaction exposures that are immadttier in terms of their minimal U.S.
dollar value or in terms of their historically higbrrelation with the U.S. dollar.

Probable but not firmly committed transactions casgsales of the Company's products in curreratiesr than the U.S. dollar. A majority
of these non-U.S. dollar-based sales are madeghrine Company's subsidiaries in Europe, Asia i(pdarly Japan), Canada, and Australia.
The Company also purchases foreign exchange opbintnacts to hedge certain other probable butimatyf committed transactions. The
Company also sells foreign exchange option cordrattorder to partially finance the purchase oéign exchange option contracts used to
hedge both firmly committed and certain other plidddut not firmly committed transactions. In aduit the Company enters into other
foreign exchange transactions, which are intendedduce the costs associated with its foreign @xgé risk management programs. The
duration of foreign exchange hedging instrumentsetiver for firmly committed transactions or for pable but not firmly committed
transactions, currently does not exceed one year.

For further information regarding the Company'soatting treatment of its financial instrumentserab pages 33 - 36 of the Notes to
Consolidated Financial Statements.

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

Property, Plant, and Equipment
Property, plant, and equipment is stated at compr&riation and amortization is computed by ust@feclining balance and straight-line
methods over the estimated useful lives of thetasse

Long-Lived Assets

Effective September 30, 1995, the Company adopiteghEial Accounting Standard No. 121 ("FAS 121A¢tounting for the Impairment of
Long- Lived Assets and for Long-Lived Assets tohsposed Of." In accordance with FAS 121, priorigefinancial statements have not
been restated to reflect this change in accoumtimgiple and the cumulative effect of this chamges not material.

Stock-Based Compensation

The Company has not elected early adoption of EimaAccounting Standard No. 123 ("FAS 123"), "Aooting for Stock-Based
Compensation." FAS 123 becomes effective for the@any in 1997, and will have no impact on the Camyfsaresults of operations and
financial condition as the Company has electedttinue measuring compensation expense for itkdiased employee compensation plans
using the intrinsic value method prescribed by ABf#nion No. 25, "Accounting for Stock Issued to Hayees." However, the Company v
provide pro forma disclosures of net income andiegs per share as if the fair value-based metheskcpbed by FAS 123 had been applied
in measuring compensation expense.

Foreign Currency Translation

The Company translates the assets and liabilifiés oreign sales subsidiaries at year-end exghaates. Gains and losses from these
translations are credited or charged to "accumdlatmslation adjustment” included in shareholdegsity. The foreign manufacturing and
certain other entities use the U.S. dollar as timetional currency and translate monetary assetdiailities at year-end exchange rates, and
inventories, property, and non-monetary assetdiahitities at historical rates. Gains and lossesT these translations are included in the
results of operations and are immaterial.
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Revenue Recognition

The Company recognizes revenue at the time prodwetshipped. Provisions are made currently fomesed product returns and price
protection that may occur under Company progranetoHcally, actual amounts recorded for produttimes and price protection have not
varied significantly from estimated amounts.

Warranty Expense
The Company provides currently for the estimatest twat may be incurred under product warrantiesrwtroducts are shipped.

Advertising Costs
Advertising costs are charged to expense thetiing the advertising takes place.

Earnings (Loss) per Share

Earnings (loss) per share is computed using thghteil average number of common shares outstandth¢ra1995 and 1994 only) the
dilutive effect of common stock options using theasury stock method. Common stock options, theentible subordinated notes, and
certain common shares issued pending shareholgen\ag were not included in the computation of Ipes share in 1996 as their effect was
antidilutive.

Reclassifications
Certain prior year amounts in the Industry Segraet Geographic Information footnote have been ssdlad to conform to the current
year's presentatio

Financial Instruments

Investments
The following table summarizes the Company's alségldor-sale securities as of September 27, 1996:

(In millions)
Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
U.S. Treasury securities
and obligations of U.S.
government agencies $ 86 $ - $ - $ 86
U.S. corporate debt
securities 330 - -- 330
Foreign government
securities 1,098 -- -- 1,098
Total included in
cash and cash
equivalents $1,514 $ - $ - $1,514
U.S. corporate debt
securities $ - $ - $ - $ -
Foreign government
securities 193 - -- 193
Total included in
short-term
investments $ 193 $ - $ - $ 193
Equity securities $ - $ 2 $ - $ 2
Total included in
other assets $ - $ 2 $ - $ 2
Total $1,707 $ 2 $ - $1,709
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The following table summarizes the Company's alségldor-sale securities as of September 29, 1995:

(In millions)
Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value

U.S. Treasury securities
and obligations of U.S.
government agencies  $ 232 $ - $ - $ 232
U.S. corporate debt
securities 140 - -- 140
Foreign government
securities 456 2 -- 458

Total included in cash

and cash equivalents $ 828 $ 2 $ - $ 830
U.S. corporate
debt securities $ 48 $ - $ - $ 48
Foreign government
securities 146 - -- 146

Total included in

short-term investments$ 194 $ - $ - $ 194
Equity securities $ 1 $ 42 $ - $ 43

Total included in

other assets $ 1 $ 42 $ - $ 43
Total $1,023 $ 44 $ - $1,067

The gross realized gains recorded to earningsles savailable-for-sale securities, as well &srédated cash proceeds from those sales,
were $15 million and $1 million in 1996 and 199%spectively. There were no gross realized lossesded to earnings on sales of available-
for-sale securities in 1996 or 1995.

The Company's cash and cash equivalent balanapstr8ber 27, 1996, includes $177 million pledgecharily as collateral to support
letters of credit, and at September 29, 1995, dedu$90 million pledged as collateral to suppotes@ayable to banks.

Interest Rate Derivatives and Foreign Currencyrimsénts The table on page 35 shows the notionatipal, fair value, and credit risk
amounts of the Company's interest rate derivatigefareign currency instruments as of Septembed 296, and September 29, 1995. The
notional principal amounts for off-balance-shestimments provide one measure of the transactibrmaoutstanding as of year end, and do
not represent the amount of the Company's expasumedit or market loss. The credit risk amourdveh in the table below represents the
Company's gross exposure to potential accountisg)do these transactions if all counterpartiesdatib perform according to the terms of the
contract, based on then-current currency exchandénéerest rates at each respective date. The Buwyigpexposure to credit loss and market
risk will vary over time as a function of intereates and currency exchange rates.

The estimates of fair value are based on applicatdecommonly used pricing models using prevaifingncial market information as of
September 27, 1996, and September 29, 1995. laicénstances where judgment is required in esiilgdair value, price quotes were
obtained from several of the Company's counterdarancial institutions. Although the table belogflects the notional principal, fair value,
and credit risk amounts of the Company's intergst and foreign exchange instruments, it doesatlatat the gains or losses associated with
the exposures and transactions that the interesairal foreign exchange instruments are intendbéédge. The amounts ultimately realized
upon settlement of these financial instrumentsetiogr with the gains and losses on the underlyspgsures, will depend on actual market
conditions during the remaining life of the instrembs.
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(In millions)

1996 1995

Credit Credit
Notional Fair Risk Not ional Fair Risk
Principal Value Amount  Pri ncipal Value Amount
Transactions
Qualifying as
Accounting
Hedges

Interest rate

instruments

Swaps $315 $(13)% - $ 450 $ (7)$ 2
Interest

ratecollars$ 80 $ - $ - $ 1005 $ - $ -
Purchased

floors $475 $ 1% 1 $ - $ -3 -

Sold options$ -- $ - $ - $ 150 $ - $ -

Foreign exchange

instruments

Spot/Forward

contracts $2,035 $ 9 $ 16 %1, 211 $ 16 $ 23
Purchased

options $1,475 $ 9% 9 81, 41 $ 32 % 32

Transactions
Other Than
Accounting
Hedges

Interest rate
instruments
Swaps $ - $-% - 3 10 $ --% -
Sold options$ - $ - $ - $ 100 ¢ (1)$ --

Foreign

exchange

instruments

Spot/Forward

contracts $ 182 $ --$ -- $ - % - $ -
Purchased

optons $606 $ 8% 8 $3, 046 $ 134 $ 134
Sold options $ 506 $ (6)$ -- $6, 082 $ (83)% --

The interest rate swaps generally require the Comnfrapay a floating interest rate based on theethor six-month U.S. dollar LIBOR and
receive a fixed rate of interest without exchangfethe underlying notional amounts. As a resuktséhswaps effectively convert the
Company's fixed-rate ten-year debt to floating-bt and generally qualify for hedge accountiegtiment. Maturity dates for these swaps
currently range from one to seven years. At Septergd, 1996, and September 29, 1995, interestvedps classified as receive-fixed swaps
had weighted average receive rates of 6.04% ar®¥g.Bspectively. Weighted average pay rates asetheaps were 5.82% and 5.88% at
September 27, 1996, and September 29, 1995, resgdgcThe unrealized gains and losses on thespsare generally deferred and
recognized in income in the same period as thedwttgnsaction. Deferred losses on such contraiztied approximately $13 million and $9
million at September 27, 1996, and September 295 li@spectively.

Interest rate collars limit the Company's exposaructuations in short- term interest rates bgking in a range of interest rates. An interest
rate collar is a no-cost structure that consis@ pfirchased option and a sold option. The Compaagives a payment when the three-month
LIBOR falls below predetermined levels, and makgsygment when the three- month LIBOR rises aboedgtermined levels. The entire
structure generally qualifies as an accounting beBgrchased floors limit the Company's exposufelling interest rates on its cash
equivalents and short-term investments by locking minimum interest rate. The Company receivesyanent when interest rates fall below
a predetermined level. A purchased floor genegllglifies for hedge accounting treatment and ismeol on the balance sheet at its premium
cost, which is amortized over the life of the flobhe interest rate collars and purchased floaganerally designated and effective as he
against interest rate risk on the Company's dehtriges classified as available-for-sale and ameied at fair value as an adjustment to the
basis of the underlying security. The related ulimed gains and losses,net of taxes, are repog@dcamponent of shareholders' equity and
are recognized in income in the same period abeldged transaction. Unrealized gains and lossesicimcontracts were immaterial at
September 27, 1996, and September 29, 1995.
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Interest rate option contracts require the Compangake payments should certain interest ratesrefidil below or rise above predetermined
levels. These contracts are generally not accodnteas hedges and are carried at fair value wathgyand losses recorded currently in
income as a component of interest and other inqexpense), net.

The foreign exchange forward contracts not accaliftteas hedges are carried at fair value with gaimd losses recorded currently in ince

as a component of interest and other income (ex)enst. The foreign exchange forward contractsahadesignated and effective as hedges
are also carried at fair value with gains and Issseorded currently in income as a componenttefést and other income (expense), net,
against the losses and gains on the hedged traoreadAll foreign exchange forward contracts expitithin one year.

The premium costs of purchased foreign exchangeropbntracts that are designated and effectiveedges are amortized over the life of
option. If the option contract is designated arfdctive as a hedge of a firmly committed transawgtmr a probable but not firmly committed
transaction, then any gain or loss is deferred theioccurrence of the hedged transaction. Delageéns and losses on such contracts were
immaterial at September 27, 1996, and September9®5,. If the option contract is used to hedgesmetor liability, then the hedge is car

at fair value with gains or losses recorded culyantincome as a component of interest and otheorme (expense), net, against the losses or
gains on the hedged transaction. As of Septemhet®6, maturity dates for purchased foreign exgbaption contracts ranged from one to
twelve months.

The purchased and sold foreign exchange optiorractstnot accounted for as hedges are carriedr atafae with gains and losses recorded
currently in income as a component of interestathér income (expense), net. As of September 296,18 aturity dates for sold option
contracts ranged from one to six months.

The Company monitors its interest rate and forexghange positions daily based on applicable anthwanly used pricing models. The
correlation between the changes in the fair vafugedging instruments and the changes in the uyidgrhedged items is assessed
periodically over the life of the hedged instruméntthe event that it is determined that a heddgaéffective, the Company recognizes in
income the change in market value of the instrurbegtnning on the date it was no longer an effedtigdge.

Notes Payable to Banks

The weighted average interest rates for Japanesdgmominated notes payable to banks at Septerihb&096, and September 29, 1995,
were approximately 1.3% and 2.2%, respectively. Thepany had no U.S. dollar-denominated notes payalibanks at September 27,
1996. The weighted average interest rate for Uoaddenominated notes payable to banks at Semtefth 1995, was approximately 6.2%.

The carrying amount of notes payable to banks agypittes their fair value due to their short-termtumigies.
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Long-Term Debt

During 1996, the Company issued $661 million aggtegrincipal amount of 6% unsecured convertibleostdinated notes (the "Notes") to
certain qualified parties in a private placemethte Notes were sold at 100% of par. The Notes paydst semi-annually and mature on June
1, 2001. The Notes are convertible by their hol@¢@ny time after September 5, 1996 at a convemice of $29.205 per share subject to
adjustments as defined in the Note agreement. TiesNare redeemable by the Company at 102.4% gfrtheipal amount, plus accrued
interest, for the twelve-month period beginningegddn1999, and at 101.2% of the principal amounk pccrued interest, for the twelve-
month period beginning June 1, 2000. The Noteswaperdinated to all present and future senior itetiriess of the Company as defined in
the Note agreement. In addition, the Company irclapproximately $15 million of costs associatethwhe issuance of the Notes. These
costs are accounted for as a deduction from theedawount of the Notes and are being amortized theelife of the Notes. In October 1996,
the Company registered with the Securities and &xgh Commission $569 million of the aggregate fpadcamount of the Notes, including
the related common shares issuable upon convesitiese Notes.

During 1994, the Company issued $300 million aggtegrincipal amount of 6.5% unsecured notes inkdipoffering registered with the
Securities and Exchange Commission. The notes sgddeat 99.925% of par, for an effective yield tatarity of 6.51%. The notes pay
interest semi-annually and mature on February @642

The carrying amounts and estimated fair values®Qompany's long- term debt are as follows:

(In millions)
1996 1995

Carrying Fair Carrying Fair

Amount Value Amount Value
Ten-year unsecured
notes $300 $259 $300 $289
Convertible
subordinated notes (1) $661 $656 $-- $--
Other $3 $ 3 $3 $ 3

(1) The carrying amount of the convertible suboatial note is prior to consideration of the relassdance costs.

The fair value of the ten-year unsecured noteaset) on their listed market value as of Septembet@6. The fair value of the convertible
subordinated notes is based on estimates fromaldirancial institutions.

Interest and Other Income (Expense), Net

Interest and other income (expense), net, consfiste following:

(In millions)

1996 1995 1994
Interest income $60 $100 $43
Interest expense (60) (48) (40)
Foreign currency gain (loss) 30 (15) 9
Net premiums and discounts earned (paid) on foreign
exchange instruments (13) (46) (34)
Realized gains on the sale of available-for-sale an d
other securities 74 1
Other income (expense), net @ @ -

$88 $(10) $(22)
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Concentrations of Risk
Concentrations of Credit Risk

The Company distributes its products principallyotigh third-party computer resellers and variouscatlon and consumer channels.
Concentrations of credit risk with respect to tragleeivables are limited because of flooring areamgnts for selected customers with third-
party financing companies and because the Compamgtemer base consists of large numbers of gebigadly diverse customers dispersed
across several industries. As such, the Compangrgtyrdoes not require collateral from its custesne

The counterparties to the agreements relatingeg@ttmpany's investments and foreign exchange aeckgt rate instruments consist of a
number of major international financial institut®rmo date, no such counterparty has failed to ieé&hancial obligations to the Company.
The Company does not believe that there is sigmificisk of nonperformance by these counterpabiesuse the Company continually
monitors its positions and the credit ratings aftsaounterparties, and limits the financial expesamd the number of agreements and
contracts it enters into with any one party. Thenpany generally does not require collateral fromnterparties, except for margin
agreements associated with the ten-year interessveaps on the Company's ten-year unsecured fiatesitigate the credit risk associated
with these ten-year swap transactions, the Compatered into margining agreements with its thirdypbank counterparties. Margining
under these agreements does not start until 198tdfrmore, these agreements would require the @oynpr the counterparty to post mar
only if certain credit risk thresholds were excekde

Concentrations in the Available Sources of SupplyfdMaterials and Product

Although certain components essential to the Colyipdiusiness are generally available from multjglerces, other key components
(including microprocessors and application-spediftegrated circuits, or "ASICs") are currently aioied by the Company from single
sources. If the supply of a key single-sourced comept to the Company were to be delayed or cudiaitee Company's ability to ship the
related product utilizing such component in desgaentities and in a timely manner could be advemsiéected, depending on the time
required to obtain sufficient quantities from thr@gmal source, or to identify and obtain suffidiguantities from an alternate source. In
addition, the Company uses some components thaoa@mmmon to the rest of the personal computirsgtry. Continued availability of
these components may be affected if producers wwadecide to concentrate on the production of compamponents instead of components
customized to meet the Company's requirementsllfiaasignificant portion of the Company's CPUsl dogic boards are now manufactured
by SCI Systems, Inc. ("SCI"). Although the Compavrks closely with SCI on manufacturing scheduled evels, the Company's operat
results could be adversely affected if SCI wereblméo meet its production obligations.

Significant Customers

No customer accounted for more than 10% of the Gmyip net sales in 1996, 1995, or 1¢

Advertising Costs

Advertising expense was $183 million, $205 milliand $158 million for 1996, 1995, and 1994, respebt.
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Restructuring of Operations

In the second quarter of 1996, the Company annaliacd began to implement a restructuring plan aiatedducing costs and restoring
profitability to the Company's operations. The mesturing plan was necessitated by decreased defoa@bmpany products and the
Company's adoption of a new strategic directiore Tompany's restructuring actions consist primarilierminating approximately 1,500
full-time employees (down from an initial plannedrination of approximately 2,800), approximatedp®f whom have been terminated
through September 27, 1996, excluding employeeswsére hired by SCI Systems, Inc. and MCI Systemépile purchasers of the
Company's Fountain, Colorado, manufacturing facditd the Napa, California, data center faciliggpectively);canceling or vacating cert
facility leases as a result of these employee tatiuns; writing down certain land, buildings argpigpment to be sold as a result of
downsizing operations and outsourcing various djmral functions; and canceling contracts as alre$uerminating eWorld, Apple's olire
service. These actions resulted in an initial chay$207 million. The charge was adjusted downvigr28 million in the fourth quarter of
1996, primarily as a result of greater than expketduntary terminations, which led to fewer thdanmed involuntary terminations, as wel
lower than expected costs to cancel or vacateinddaility leases, partially offset by greater thexpected costs to cancel certain contracts
and to write down certain operating assets sotd be sold. The restructuring actions have resuitadsh expenditures of $55 million and
noncash asset write-downs of $7 million throughtSmjper 27, 1996. The Company expects that the rénge$117 million accrued balance
at September 27, 1996, will result in cash expenelit of approximately $60 million over the next lweemonths and approximately $10
million thereafter. The Company expects that méshe contemplated restructuring actions will benpteted within the next six months and
will be financed through current working capitatiazontinued short-term borrowings.

The following table depicts the restructuring aityithrough September 27, 1996:

(In millions)
Total Adjustments: Balance at
Restructuring Increase/  September 27,
Category Charge Spending (Decrease) 1996
Payments to employees
involuntarily
terminated (C) $115 $(48) $(34) $33

Payments on canceled
or vacated facility

leases (C) 26 (4) (@) 15

Write-down of operating

assets to be sold (N) 48 ) 6 47

Payments on canceled

contracts (C) 18 3) 7 22
$207 $(62) $(28) $117

(C): Cash; (N): Noncash.

In the third quarter of 1993, the Company initiatedlan to restructure its operations worldwiderider to address the competitive conditions
in the personal computer industry. In connectiotihis plan, the Company recorded a $321 millibarge to operating expenses. In 1995
and 1994, the Company lowered its estimate ofdted tosts associated with this restructuring aedred an adjustment that increased
income by $23 million and $127 million, respectizeThese adjustments primarily reflected the maeifon or cancelation of certain
elements of the Company's original restructurirangecause of changing business and economic mnwdihat made certain elements of the
restructuring plan financially less attractive tlaiginally anticipated. In addition, some actiamsre completed at a lower cost than origin
estimated.
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Income Taxes

The provision (benefit) for income taxes consigtthe following: (In millions)

1996 19 95 1994
Federal:
Current $(125) $ 26 $ 61
Deferred (279) 1 13 20
(404) 1 39 81
State:
Current 2) 1 6
Deferred (71) 15 20
(73) 16 26
Foreign:
Current Q) 89 71
Deferred 1) 6 12
) 95 83

Provision (benefit) for
income taxes $(479) $2 50 $ 190

The foreign provision (benefit) for income taxebased on foreign pretax earnings (loss) of apprately $(141) million, $572 million, and
$474 million in 1996, 1995, and 1994, respectivAl\substantial portion of the Company's cash, eaglivalents, and short-term investments
is held by foreign subsidiaries and is generallydobin U.S. dollar-denominated holdings. Amountd bg foreign subsidiaries would be
subject to U.S. income taxation on repatriatiothioUnited States. The Company's financial statésrfely provide for any related tax
liability on amounts that may be repatriated, asiden undistributed earnings of certain of the Camys foreign subsidiaries that are
intended to be indefinitely reinvested in operationtside the United States. U.S. income taxes hal/been provided on a cumulative total
of $395 million of such earnings. It is not praatite to determine the income tax liability that htige incurred if these earnings were to be
distributed. Except for such indefinitely reinvabstarnings, the Company provides for federal aat shcome taxes currently on
undistributed earnings of foreign subsidiaries.
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Deferred tax assets and liabilities reflect thenfetincome tax effects of temporary differencesvieen the financial statement carrying
amounts of existing assets and liabilities and tlesipective tax bases and are measured usingedrtagtrates that apply to taxable income in
the years in which those temporary differencesapected to be recovered or settled.

At September 27, 1996, and September 29, 1995jdhdicant components of the Company's deferrgchtsets and liabilities were:

(In millions)
September 27, 1996 September 29, 1995

Deferred tax assets:

Accounts receivable and

inventory reserves $105 $ 87

Accrued liabilities and other

reserves 139 85

Basis of capital assets and

investments 82 82

Tax losses and credits 175 -

Total deferred tax assets 501 254
Less: Valuation allowance 14 14
Net deferred tax assets 487 240
Deferred tax liabilities:

Unremitted earnings of

subsidiaries 467 648

Other 11 27
Total deferred tax liabilities 478 675
Net deferred tax asset (liability) $ 9 $(435)

At September 27, 1996, the Company had operatsgydarryforwards for tax purposes of approxima$2y3 million, which expire
principally in 2011. Substantially all of the remiig benefits from tax losses and credits do nptrex

The net change in the total valuation allowance meggigible in 1996 and an increase of $3 milliarlp95.

A reconciliation of the provision (benefit) for iome taxes, with the amount computed by applyingsthtutory federal income tax rate (35%
in 1996, 1995, and 1994) to income (loss) befoowigion (benefit) for income taxes, is as follows:

(In millions)

1996 1995 1994
Computed expected tax $(453) $236 $175
State taxes, net of federal benefit (48) 10 17
Research and development tax credit - @O @
Indefinitely invested earnings of foreign
subsidiaries - (21) (49
Valuation allowance - 3 9
Other individually immaterial items 22 23 39
Provision (benefit) for income taxes $(479) $250 $190
Effective tax rate 37% 37% 38%

The Internal Revenue Service ("IRS") has proposdeéiral income tax deficiencies for the years 188dugh 1991, and the Company has
made certain prepayments thereon. The Companystedtthe proposed deficiencies for the years 19@ugh 1988, and most of the issues
in dispute for these years have been resolvedu@a 29, 1995, the IRS issued a notice of deficigamroposing increases to the amount of the
Company's federal income taxes for the years 18&@igh 1991. The Company has filed a petition with United States Tax Court to con
these alleged tax deficiencies. Management belithatsadequate provision has been made for angtadgunts that may result from these tax
examinations.
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Common Stock
Shareholder Rights Plan

In May 1989, the Company adopted a shareholdetsriglan and distributed a dividend of one righptmchase one share of common stock (a
"Right") for each outstanding share of common stoicthe Company. The Rights become exercisableiitain limited circumstances
involving a potential business combination transacbf the Company and are initially exercisabla atrice of $200 per share. Following
certain other events after the Rights have becomeisable, each Right entitles its holder to pasehfor $200 an amount of common stock
of the Company, or, in certain circumstances, seesirof the acquiror, having a then- current maxkdue of two times the exercise price of
the Right. The Rights are redeemable and may badedeat the Company's option before they becomeigable. Until a Right is exercise
the holder of a Right, as such, has no rightssteseholder of the Company. The Rights expire onl Ap, 1999.

Stock Option Plans

The Company has in effect a 1990 Stock Option Rtz "1990 Plan"). The 1981 Stock Option Plan teated in October 1990 and the 1987
Executive Long Term Stock Option Plan (the "1983nP) terminated in July 1995. Options granted betbose plan termination dates ren
outstanding in accordance with their terms. Optimay be granted under the 1990 Plan to employeelsiding officers and directors who ¢
employees, at not less than the fair market vatuthe date of grant. These options generally beaoreecisable over a period of three years,
based on continued employment, and generally exgirgears after the grant date. The 1990 Planifethe granting of incentive stock
options, nonstatutory stock options, and stock egption rights.

In December 1996, the Board of Directors adoptedraandment to the 1990 Plan to increase the nuailsdrares reserved for issuance by 1
million, subject to shareholder approval at the @any's Annual Meeting of Shareholders scheduleééruary 1997. In July 1995, the
Board of Directors adopted an amendment to the P30 to increase the number of shares reservadsiaance by 8.6 million. In December
1995, the Board of Directors adopted a new amenttoerduce this increase to 4.2 million sharess fiew amendment was approved by
the Company's shareholders in January 1996. Aldalin1995, the Board of Directors resolved to ieate the 1987 Plan and transfer all
unused shares remaining under the 1987 Plan tb9@@ Plan. This resolution was approved by the Gomis shareholders in January 1996.

In March 1996, the Board of Directors approvediiseance of options to purchase 1 million shareoofmon stock to the Chief Executive
Officer of the Company, subject to shareholder apgpirat the Company's Annual Meeting of Sharehsldeheduled for February 1997.
These options will have an exercise price of $2@&5share and will become exercisable over fiayeAs the issuance of these options is
pending shareholder approval, they are not inclededutstanding in the table below.

On May 14, 1996, the Board of Directors adoptedsalution allowing employees up to and including lgvel of Vice President to exchange
1.25 options at their existing option price for héw options having an exercise price of $26.3%=pare, the fair market value of the
Company's common stock at May 29, 1996. Optionsived under this program are subject to one yeadditional vesting such that the n
vesting date for each vesting portion will be tatef of May 29, 1997, and the original vesting gairs one year. Approximately 2.9 million
options were exchanged under this program.
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Summarized information regarding the Company'skstqtion plans as of September 27, 1996, is asvisi]

(In thousands, except per share amounts)

Number of S hares Price per Share
Outstanding at September 29, 1995 13, 877 $ 7.50- $68.00
Granted 8, 873
Exercised ( 450) $ 7.50- $37.00
Expired or canceled (8, 188)
Outstanding at September 27, 1996 14, 112 $14.83- $68.00
Exercisable 4, 284
Reserved for issuance 20, 598
Available for future grant 6, 486

Restricted Stock Plan

On April 1, 1993, the Company's Board of Directapproved a Restricted Stock Plan for officers ef@ompany (the "RSP"), which became
effective July 1, 1993. The RSP was subsequenilehby the shareholders on January 26, 1994.R®BE is designed to provide an
incentive for officers to continue to own shareshef Company's common stock acquired upon exeo€isptions under any of the Compar
stock option plans, thus more closely aligninga#fs' financial interests with those of the shaladrs. The RSP provides that officers who
exercise stock options and continue to hold theotsed shares for at least three years will recefvé three awards of shares of restricted
stock. Each such award is for one-third the nunobshares held for the requisite retention pertatch restricted stock award granted
pursuant to the plan becomes fully vested threesyafter the grant date, provided that the offioaintains continuous employment with the
Company and that other vesting requirements are met

Employee Stock Purchase Plan

The Company has an employee stock purchase plariftirchase Plan") under which substantially albbleyees may purchase common
stock through payroll deductions at a price eqo®3% of the lower of the fair market values athefbeginning and end of the offering
period. Stock purchases under the Purchase Pldimeted to 10% of an employee's compensation,oug tnaximum of $25,000 in any
calendar year. As of September 27, 1996, approrimd00,000 shares were reserved for future issuander the Purchase Plan. In
December 1996, the Board of Directors adopted aandment to the Purchase Plan to increase the nurhbbares reserved for issuance by
3.5 million, subject to shareholder approval at@mnpany's Annual Meeting of Shareholders schedwoleBebruary 1997. In July 1995, the
Board of Directors adopted an amendment to theHageePlan to increase the number of shares resivisgduance by 3 million. In
December 1995, the Board of Directors adopted aaraendment to reduce this increase to 1.5 milllares. This new amendment was
approved by the Company's shareholders in Jan@@§. 1

Chief Executive Officer Performance Shares

In February of 1996, the Board of Directors appurbthree issuance of up to 1 million shares of comstock (the "Performance Shares") to
Chief Executive Officer of the Company, subjecst@areholder approval at the Company's Annual MgetfrShareholders scheduled for
February 1997. The Company may issue up to 20(R@dformance Shares for each full fiscal year dutiiregfive-year term of the Chief
Executive Officer's employment agreement, whichamegn February 2, 1996. For each partial fiscat geaing the term of this agreement,
the number of shares that may be issued shalldyatpd to reflect that partial year. The issuarfadb® Performance Shares is subject to the
achievement of certain performance goals estaldiblyehe Board of Directors at the beginning of ¢éhgployment agreement and at the
beginning of each subsequent fiscal year durindefma of the employment agreement. As these Pedocm Shares are pending shareholder
approval, they are not included as outstandingheratcompanying balance sheet. However, the retstédated compensation expense is
included in the 1996 results of operations andnimaterial. The Performance Shares for years a®@8 Wwill become part of the Senior
Officers Restricted Performance Share Plan (refeligcussion below) upon approval of the Senioid®f§ Restricted Performance Share
by the Company's shareholders at the Annual Meetif®@hareholders scheduled for February 1997.
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Senior Officers Restricted Performance Share Plan

In December 1996, the Company's Board of Direcprroved a Senior Officers Restricted PerformaraeSPlan (the "Performance Share
Plan") for which officers of the Company at thedkwaf Senior Vice President and above, and othgrekeployees as recommended by
management and designated by the Compensation Gtmarof the Board, will be eligible. The Performar&hare Plan provides for a grant
of shares to each eligible participant, with anruggiting conditioned on the achievement of perforceegoals established in advance by the
Compensation Committee and subject to such othmistas may be determined by the Committee. Th@meaihce Share Plan is intended to
provide an incentive for superior performance,ranpote the maintenance of substantial stock owiefsiiels by officers of the Corporatic
and to enable the Corporation to attract and rétigjhly qualified executive officers. The Compargtard of Directors has reserved 2 mill
shares for issuance under the provisions of thiofPeance Share Plan. The Performance Share Psabjsct to shareholder approval at the
Annual Meeting of Shareholders scheduled for Fetyr@97.

Stock Repurchase Programs

In November 1992, the Board of Directors authoritedpurchase of up to 10 million shares of the Gamy's common stock in the open
market. Approximately 6.6 million shares remainhauized for repurchase. No shares were repurchaseel this authorization in 1996,
1995, or 1994.

Employee Savings Plan

The Company has an employee savings plan (theri§aW®lan") that qualifies as a deferred salaryngement under Section 401(k) of the
Internal Revenue Code. Under the Savings Planicjgating U.S. employees may defer a portion ofrtheetax earnings, up to the Internal
Revenue Service annual contribution limit ($9,560dalendar year 1996). Effective October 1, 1988,Company matches 50% to 100% of
each employee's contributions, depending on leofgslervice, up to a maximum 6% of the employee’sirgs. Prior to October 1, 1995, the
Company matched 30% to 70% of each employee'sibotitms, depending on length of service, up toaximum 6% of the employee's
earnings. The Company's matching contributiontiéoSavings Plan were approximately $22 million, $fifion, and $11 million in 1996,
1995, and 1994, respectively.

Commitments and Contingencies
Lease Commitments

The Company leases various facilities and equipmedér noncancelable operating lease arrangenlgrgsnajor facilities leases are for
terms of five to ten years and generally provideermal options for terms of up to five additionaby® Rent expense under all operating le
was approximately $129 million, $127 million, ant® million in 1996, 1995, and 1994, respectivélyture minimum lease payments under
these noncancelable operating leases having ramyaigims in excess of one year as of Septembdr9®B, are as follows:

(In millions)
1997 $ 47
1998 44
1999 32
2000 24
2001 16
Later years 25

Total minimum lease payments $188

Purchase Commitment

In connection with the sale of its Fountain, Cottiramanufacturing facility to SCI Systems, Inc.€19, the Company is obligated to
purchase certain percentages of its total anndaimes of CPUs and logic boards from SCI over ed¢henext three years. The Company
has met these obligations through September 28, B98I believes it will meet them in the future.
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Litigation

Abraham and Evelyn Kostick Trust v. Peter Crisplet

In January 1996, a purported shareholder classragtas filed in the California Superior Court farfa Clara County naming the Company
and its directors as defendants. The complainttsiaanginctive relief and damages and alleged thts af mismanagement resulted in a
depressed price for the Company. In February 19@6complaint was amended to add a former direxd@ defendant and to add purported
class and derivative claims based on theories asititeach of fiduciary duty, misrepresentation, iasitler trading. In July 1996, the Court
sustained defendants' demurrer and dismissed teedad complaint on a variety of grounds and graplzidtiffs leave to amend the
complaint. In October 1996, the plaintiffs filedacond amended complaint naming the Company'staiissand certain former directors as
defendants and again alleging purported class andative claims, seeking injunctive relief and dayas (compensatory and punitive) based
on theories such as breach of fiduciary duty, miseentation, and insider trading. In November 1896 Company filed a demurrer seeking
dismissal of the second amended complaint.

Derek Pritchard v. Michael Spindler et al.

In March 1996, a purported shareholder class agtamfiled in the California Superior Court for $aClara County naming certain current
and former directors of the Company as defendaits.complaint sought damages and alleged thatefesdants breached their fiduciary
duty by allegedly rejecting an offer from a compuwtempany (not named in the complaint) to acquiee@ompany at a price in excess of $50
per share. In August 1996, the Court sustainedhdefats' demurrer and dismissed the complaint ariaty of grounds, and granted plaintiff
leave to amend the complaint. In October 1996 pthmtiff filed his first amended complaint in wiidie asserted the same purported cause o
action as the original complaint, alleged additldaats purportedly in support thereof, and addeddl@ompany as a defendant. The Company
intends to file a demurrer seeking dismissal offitet amended complaint.

LS Men's Clothing Defined Benefit Pension Fund vcivhel Spindler et al. In May 1996, an action wkeifin the California Superior Court

for Alameda County naming as defendants the Compadycertain of its current and former officers dirdctors. The complaint seeks
compensatory and punitive damages and generadlgedithat the defendants misrepresented or omniig¢erial facts about the Company's
operations and financial results, which plaintiffhtends artificially inflated the price of the Coamy's stock. The case has been transferred tc
the California Superior Court for Santa Clara Cguhtone of the defendants has yet responded todimplaint.

"Repetitive Stress Injury" Litigation

The Company is named in numerous lawsuits (fewar #00) alleging that the plaintiff incurred soledl"repetitive stress injury” to the
upper extremities as a result of using keyboardgommouse input devices sold by the Company. Owlé&c 4, 1996, in a trial of one of tht
cases (Dorsey v. Apple) in the United States Ris@iourt for the Eastern District of New York, tluey rendered a verdict in favor of the
Company, and final judgement in favor of the Complaas been entered. The other cases are in vatiagss of pretrial activity. These suits
are similar to those filed against other major sigpp of personal computers. Ultimate resolutionhef litigation against the Company may
depend on progress in resolving this type of lit@ain the industry overall.
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Monitor-Size Litigation

In August 1995, the Company was named, along witbther entities, including computer manufactuserd computer monitor vendors, in a
putative nationwide class action filed in the Gatifia Superior Court for Orange County, styled Keibng et al. v. AAmazing Technologies
Corp. et al. The complaint alleges that each ofi#ffendants engaged in false or misleading adiregtisith respect to the size of computer
monitor screens. Also in August 1995, the Compaag named as the sole defendant in a purportedaidsies alleging similar claims filed
the New Jersey Superior Court for Camden Countytlesh Mahendri Shah v. Apple Computer, Inc. Sulsaqly, in November 1995, the
Company, along with 26 other entities, was nametipurported class action alleging similar claiftedfin the New Jersey Superior Court
Essex County, entitled Maizes & Maizes v. Apple Qaiter, Inc. et al. Similar putative class actioasébeen filed in other California
counties in which the Company was not named agemndant. The complaints in all of these cases sestkution in the form of refunds or
product exchange, damages, punitive damages, tondeyts fees. In December 1995, the CaliforniaclabdCouncil ordered all of the
California actions, including Long, coordinated farposes of pretrial proceedings and trial befosingle judge, the Honorable William
Cahill, sitting in the County of San Francisco. 8flthe California actions were subsequently comtiid under the name In re Computer
Monitor Litigation and a master consolidated cormiléiled superseding all of the individual compits in those actions. On July 3, 1996,
Judge Cabhill ordered all of the California casesnissed without leave to amend as to plaintiff&lieg in California on the ground that a
stipulated judgment entered in September 1995pirca action brought by the California Attorney &eal alleging the same cause of action
was res judicata as to the plaintiffs in the comlstéd California class action suits. This ordeyrba subject to appellate review at a later
stage of the proceedings. Both the New Jersey eambthe consolidated California cases are atlarpnary stage, with no discovery having
taken place.

The Company has various claims, lawsuits, dispatasthird parties, investigations, and pendingaw involving allegations of false or
misleading advertising, product defects, discrirtiorg infringement of intellectual property rightmd breach of contract and other matters
against the Company and its subsidiaries incidetite¢ operation of its business. The liabilityaify, associated with these matters is not
determinable.

The Company believes the resolution of the foregaictions will not have a material adverse efferit® financial condition. However,
depending on the amount and timing of any unfaveredsolution of these lawsuits, it is possible the Company's results of operations
could be materially affected in a particular period
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Industry Segment and Geographic Information

The Company operates in one principal industry ssgnthe design, manufacture, and sale of persamaputing products. The Company's
products are sold primarily to the business, edosahome, and government markets.

Geographic financial information is as follows:

(In millions)

Net sales to unaffiliated customers:
Americas
EMEA
Japan
Asia Pacific
Total net sales

Transfers between geographic areas (eliminated in
consolidation):
Americas
EMEA
Japan
Asia Pacific
Total transfers

Operating income (loss):

Americas

EMEA

Japan

Asia Pacific

Eliminations

Corporate income (expense), net
Income (loss) before income taxes

Identifiable assets:

Americas

EMEA

Japan

Asia Pacific

Eliminations

Corporate assets
Total assets

1996 1995 1994

$ 5,256 $ 6,356 $5,440
2,222 2,365 2,096
1,792 1,822 1,234
563 519 419
$ 9,833 $11,062 $9,189

$ 517$% 511% 409
121 178 234
3,035 3,619 2,618
$3,673 $ 4,308 $3,261

$(1,198)$ (26) $ (27)
(186) 245 27

(4 47 47
3 388 245
2 30 (19)

88 (10) (22)
$(1,295)$ 674 $ 500

$2,106 $ 3,112 $2,393
648 927 824
559 686 522
312 581 364
(26) (34) (67)
1,765 959 1,267
$5,364 $ 6,231 $5,303

"Americas" comprises North and South America. "EMERAan abbreviation for Europe, the Middle East] &frica. "Asia Pacific" does not
include Japan. Prior year amounts have been rddtatmnform to the current year's presentatioret'$dles to unaffiliated customers" is
based on the location of the customers. Transfeigden geographic areas are recorded at amourdgsafjgrabove cost and in accordance
with the rules and regulations of the respectiveegaing tax authorities. Operating income (losspgbggraphic area consists of total net sales
less operating expenses, and does not includdaatibn of general corporate expenses. The rasiing charges recorded in 1996, and the
adjustments recorded in 1995 and 1994 to the rating charges recorded in 1993, are includetiéncalculation of operating income (loss)
for each geographic area. Identifiable assets ofjigphic areas are those assets used in the Colmpgeyations in each area. Corporate
assets include cash and cash equivalents, shortiteestments, equity securities, and joint ventnvestments.
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A large portion of the Company's revenue is deriiveth its international operations, and a majootyhe products sold internationally are
manufactured in the Company's facilities in Corkldnd; and Singapore. As a result, the Compasyhgect to risks associated with foreign

operations, such as obtaining governmental pemmitsapprovals, currency exchange fluctuationsgoay restrictions, political instability,
labor problems, trade restrictions, and changéariff and freight charges.
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Selected Quarterly Financial Information (Unaudited)

(Tabular amounts in millions, except per share artsj)u

Fourth Third Sec ond First
Quarter Quarter Qua rter Quarter
1996
Net sales $2,321 $2,179 $2, 185 $3,148
Gross margin = $ 511 $ 403 $( 421) $ 475
Net income(loss)$ 25 $ (32) $( 740) $ (69)

Earnings (loss)

per common and

common equivalent

share $0.20 $(0.26) $(5 .99) $(0.56)
Cash dividends

declared per

common share $ --- $ - $ - $0.12
Price range per

common share $25.00 -$16.00 $28.88 -$19.63 $35 .50 -$23.00 $42.50 -$31.44
1995

Net sales $3,003 $2,575 $2, 652 $2,832
Gross margin  $ 621 $ 728 $ 695 $ 814
Netincome $ 60 $ 103 $ 73 $ 188
Earnings per

common and

common equivalent

share $0.48 $0.84 $0 .59 $1.55

Cash dividends
declared per

common share $0.12 $0.12 $0 12 $0.12
Price range per
common share $49.88-$ 34.69 $50.13-$ 33.63 $48 .00 -$ 33.88 $43.75-$ 32.50

At September 27, 1996, there were 30,008 sharetsotdeecord.

The Company began declaring quarterly cash divid@mdits common stock in April 1987. The divideraligy is determined by the Board of
Directors and is dependent on the Company's eanaagpital requirements financial condition anceotfactors. The Company suspended
paying dividends on its common stock beginninghim $econd quarter of 1996. The Company anticightgsfor the foreseeable future, it v
retain any earnings for use in the operation dpitsiness.

The price range per common share represents thedtignd lowest prices for the Company's commarksio the Nasdaqg National Market
during each quarter.

Net income for the fourth quarter of 1996 includesadjustment to the 1996 restructuring chargeiticatased income by $28 million. N
loss for the second quarter of 1996 includes a $6illon charge for the writelown of certain inventory and related actions, a8 as a $20°
million restructuring charge. Net income for thedrand first quarters of 1995 includes adjustmémthe 1993 restructuring charge that
increased income by $6 million and $17 million prestively.
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Item 9. Changes in and Disagreements with Accountémon Accounting and Financial Disclosure
Not applicable
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PART IlI
Item 10. Directors and Executive Officers of the Rgistrant

Information regarding directors of the Registransét forth in the Proxy Statement under the hegiliformation About Apple Computer,
Inc. - Directors" and under the heading "Electié®oectors”, which information is hereby incorpted by reference. Information regarding
executive officers of the Company found under thgtion "Executive Officers of the Registrant" inrfPlahereof is also incorporated by
reference into this Item 10.

Item 11. Executive Compensation

Information regarding executive compensation isfaeh in the Proxy Statement under the headingptmation About Apple Computer, Inc.
- Change in Control Arrangements”, "Information Abépple Computer, Inc. - Director Compensationhférmation About Apple
Computer, Inc. - Arrangements with Executive Offi€e "Report of the Compensation Committee of tloarf8l of Directors on Executive
Compensation”, and "Information Regarding Execu@eenpensation”, which information is hereby incogted by reference.

Item 12. Security Ownership of Certain Beneficial @vners and Management

Information regarding security ownership of certaéneficial owners and management is set forthérProxy Statement under the heading
"Information About Apple Computer, Inc. - Secur®wnership of Certain Beneficial Owners and Managafh&vhich information is hereby
incorporated by reference.

Item 13. Certain Relationships and Related Transa@ns

Information regarding certain relationships anated transactions is set forth in the Proxy Statémeder the heading "Information About
Apple Computer, Inc. - Director Compensation " foimation About Apple Computer, Inc. - Arrangemewtth Executive Officers"”, and
"Report of the Compensation Committee of the BadrBirectors on Executive Compensation - Compeansafiommittee Interlocks and
Insider Participation”, which information is hereimgorporated by reference.
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PART IV
Item 14. Exhibits, Financial Statement Schedulesna Reports on Form 8-K
(a) Items Filed as Part of Report:

1. Financial Statements The financial statemente@fCompany as set forth in the Index to Const#di&inancial Statements under Part I,
Item 8 of this Form 10-K are hereby incorporateddfgrence.

2. Financial Statement Schedule The financial state schedule of the Company as set forth in tdexro Consolidated Financial
Statements under Part Il, Item 8 of this Form 1&-Kereby incorporated by reference.

3. Exhibits

The exhibits listed under Item 14(c) are filed asgt jpf this Form 10-K.

(b) Reports on Form 8-K

No Current Reports on Forn-K were filed by Apple with the Securities and Eaolge Commission during the fourth quarter of fisk306.

(c) Exhibits

Exhibit
Number Notes* Description

3.1 88-S3 Restated Articles of
Incorporation, filed with the
Secretary of State of the State of
California on January 27, 1988.

3.2 90/2Q Amendment to Restated Articles
of Incorporation, filed with the
Secretary of State of the State of
California on February 5, 1990.

3.3 95/1Q By-Laws of the Company, as
amended through November 2,1994.

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

4.1.1 96-S3/A Indenture, dated as of June 1,
1996, between the Company
and Marine Midland Bank, as
Trustee, relating to the 6% Convert ible
Subordinated Notes due June 1, 2001 .

4.2 94/2Q Indenture dated as of February 1,
1994, between the Company
and Morgan Guaranty Trust

Company of New York (the "Indenture ).
4.2.1 96-S3/A Form of 6% Convertible Subordinated Notes
due June 1, 2001 included in Exhibi t4.1.1.

4.3 94/2Q Supplemental Indenture dated as
of February 1, 1994, among the
Company, Morgan Guaranty
Trust Company of New York,
as resigning trustee, and
Citibank, N.A., as successor truste e.

4.3.1 96-S3/A Specimen Certificate of
Common Stock of Apple
Computer, Inc. (Incorporated by
reference to Exhibit 4.5 to the
Company's Registration
Statement on Form S-3 (file no.
33-62310) filed with the
Securities and Exchange
Commission on May 6, 1993).



4.4 94/2Q Officers' Certificate, without
exhibits, pursuant to Section
301 of the Indenture,
establishing the terms of the
Company's 6 1/2% Notes due 2004.

* Footnotes appear on page 56.
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(c) Exhibits (continued)

Exhibit
Number Notes* Description

4.5 94/2Q Form of the Company's 6 1/2
Notes due 2004.

4.8 96-S3/A Registration Rights Agreeme
dated June 7, 1996 among th
Company and Goldman, Sachs
& Co. and Morgan Stanley &
Co. Incorporated.

10.A.1 93/3Q** 1981 Stock Option Plan, as

10.A.2 91K** 1987 Executive Long Term
Stock Option Plan.

10.A.3 91K** Apple Computer, Inc. Saving
and Investment Plan, as
amended and restated effect
of October 1, 1990.

10.A.3-1 92K** Amendment of Apple
Computer, Inc. Savings and
Investment Plan dated March
1992.

10.A.4 88K** Form of Director Warrant.

10.A5 ** 1990 Stock Option Plan, as
amended through September 9
1996.

10.A.6 ** Apple Computer, Inc.

Employee Stock Purchase Pla
as amended through Septembe
9, 1996.

10.A.7 96/1Q** 1996 Senior / Executive
Incentive Bonus Plan.

10.A.8 91K** Form of Indemnification
Agreement between the
Registrant and each officer
the Registrant.

10.A.15-1 93K-10.A.15** 1993 Executive Restricted S
Plan

10.A.19 96/1Q** Executive Severance Plan as
amended and restated effect
of January 15, 1996

10.A.19-1 95/3Q** Supplement to the Executive
Severance Plan effective as
June 9, 1995.

10.A.21 95/3Q** Form of Senior Executive
Retention Agreement dated J
9, 1995.

10.A.23 96/1Q** Separation Agreement dated
December 1, 1995, between
Registrant and Daniel Eiler

10.A.24 96/1Q** Separation Agreement dated
October 31, 1995, between
Registrant and Joseph A.
Graziano.

10.A.25 96/1Q** Summary of Principal Terms
Employment between Registra
Gilbert F. Amelio.

10.A.26 96/2Q** Employment Agreement dated
February 28, 1996, between
Registrant and Gilbert F.
Amelio.

10.A.27 96/2Q** Employment Agreement dated

%

nt,

amended.

ive as

of

tock

ive as

of

une

of
nt and



February 26, 1996, between
Registrant and George M.
Scalise.

* Footnotes appear on page 56. ** Represents a gesnent contract or compensatory plan or arrangement
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(c) Exhibits (continued)

Exhibit
Number Notes* Descriptio

10.A.28 96/2Q** Employment Agreement dated Marclii 996, between
Registrant and Fred D.
Anderson, Jr.

10.A.29 96/2Q** Retention Agreement dated Marchi 996, between
Registrant and Fred D.
Anderson, Jr.

10.A.30 96/2Q** Employment Agreement dated Aprill®96, between
Registrant and John Floisand.

10.A.31 96/2Q** Employment Agreement dated Aprill®96, between Apple Japan, Inc. and John Floisand.

10.A.32 96/3Q** Employment Agreement dated JunelB®6, between
Registrant and Robert M. Calderoni.

10.A.33 96/3Q** Employment Agreement dated Junel®®6, between
Registrant and Ellen M.
Hancock.

10.A.34 96/3Q** Retention Agreement dated Junel2®6, between Registrant and Ellen M. Hancock.
10.A.35 96/3Q** Retention Agreement dated Junel®Bg6, between Registrant and George M. Scalise.

10.A.36 96/3Q** Airplane Use Agreement dated Jurigl®96, among
Registrant, Gilbert F. Amelio and Aero Ventures.

10.A.37 96/3Q** Letter Agreement dated May 1, 1986tween Registrant and Jeanne Seeley.

10.A.38 96/3Q** Separation Agreement effective Mag8, 1996, between
Registrant and Michael H. Spindler.

10.A.39 96/3Q** Letter Agreement effective June

3, 1996, between Registrant and
James J. Buckley.

10.A.40**  Employment Agreement
effective June 3, 1996, between
Registrant and G. Frederick
Forsyth.

10.B.1 88K-10.1 Master OEM Agreement dated
as of January 26, 1988 between
the Company and Tokyo
Electric Co. Ltd.

10.B.7 91-8K-7 Know-how and Copyright
License Agreement (Power PC
Architecture) dated as of
September 30, 1991 between
IBM and the Registrant.

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

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



10.B.11 91K  Agreement dated October 9,
1991 between Apple Corps
Limited and the Registrant.

* Footnotes appear on page 56. ** Represents a gean@nt contract or compensatory plan or arrangement
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(c) Exhibits (continued)

* Footnotes appear on page 56.

Exhibit
Number Notes* Description

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

10.B.13 96/2Q Restructuring Agreement dated
December 14, 1995, among
Registrant, Taligent, Inc. and
International Business Machines
Corporation.

10.B.14 96/2Q Stock Purchase Agreement dated
April 4, 1996 between
Registrant and SCI Systems,
Inc.

10.B.16 96/3Q Fountain Manufacturing
Agreement dated May 31, 1996
between Registrant and SCI
Systems, Inc.

11 Computation of earnings (loss)
per common share.

21 Subsidiaries of the Company.

23 Consent of Independent
Auditors.

24 Power of Attorney.

27 Financial Data Schedule.

55



NOTES

88K Incorporated by reference to Exhibi
Annual Report on Form 10-K for the
30, 1988(the "1988 Form 10-K").

88-S3 Incorporated by reference to Exhibi
Registration Statement on Form S-3
July 27, 1988.

88K-10.1 Incorporated by reference to Exhibi
10-K. Confidential treatment as to
agreements has been granted.

89-8A Incorporated by reference to Exhibi
Registration Statement on Form 8-A
and Exchange Commission on May 26,

90/2Q Incorporated by reference to Exhibi
Quarterly Report on Form 10-Q for t
1990.

91K Incorporated by reference to the ex

Company's Annual Report on Form 10-
September 27, 1991 (the "1991 Form

91-8K-7 Incorporated by reference to Exhibi
Form 8-K.
91-8K-8 Incorporated by reference to Exhibi

October 1991 Form 8-K.

91-8K-9 Incorporated by reference to Exhibi
October 1991 Form 8-K.

92K Incorporated by reference to the ex
the Company's Annual Report on Form
ended September 25, 1992 (the "1992

93K-10.A.15 Incorporated by reference to Exhibi
the 1993 Form 10-K.

93/3Q Incorporated by reference to Exhibi
Quarterly Report on Form 10-Q for t
1993.

94/2Q Incorporated by reference to the ex

the Company's Quarterly Report on F
ended April 1, 1994.

95/1Q Incorporated by reference to the ex
number in the Company's Quarterly R
Form 10-Q for the quarter ended Dec

95/3Q Incorporated by reference to the ex
number in the Company's Quarterly R
Form 10-Q for the quarter ended Jun

96/1Q Incorporated by reference to the ex
number in the Company's Quarterly R
Form 10-Q for the quarter ended Dec

96/2Q Incorporated by reference to the ex
number in the Company's Quarterly R
Form 10-Q for the quarter ended Mar

96/3Q Incorporated by reference to the ex
number in the Company's Quarterly R
Form 10-Q for the quarter ended Jun

96-S3/A-4.1.1,
--4.2.1,-4.3.1,

- -4.8 Incorporated by reference to exhibits 4.2, 4.3, and 4.8, respectively, in the Companygifeation Statement on Form3A (file no.

333-10961) filed October 30, 1996.

(d) Financial Statement Schedule See Item 14(af(®)is Form 10-K.
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(Exhibit 23)
CONSENT OF INDEPENDENT AUDITORS

We consent to the incorporation by reference inRbgistration Statements (Form S-8 Nos. 2-70448,563, 2-85095, 33-00866, 33- 23650,
33-31075, 33-40877, 33-47596, 33-57092 33-5708G38¥ 3, 33-53879, 33-53895, 33-60279,33-60281,3@3d07437) pertaining to the
1981 and 1990 Stock Option Plans, the EmployeekStacchase Plan, the 1980 Key Employee Stock PsecRian, the 1986 Employee
Incentive Stock Option Plan, the 1987 Executived.@erm Stock Option Plan, the 1993 Executive Retsiti Stock Plan, and the Form of
Director Warrant of Apple Computer, Inc. and Form 8lo. 33-62310 and Form S-3/A No. 333-10961 inrtHated Prospectuses of our
report dated October 14, 1996 with respect to tmsalidated financial statements and schedule pléA@omputer, Inc. included in this
Annual Report (Form 10-K) for the year ended Sepen27, 1996.

/sl Ernst & Young LLP
Ernst & Young LLP

San Jose, California
Decenber 18, 1996
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SIGNATURES

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

APPLE COMPUTER, INC.
(Registrant)

By: /s/Glbert F. Anelio

G LBERT F. AMELIO
Chai rman and Chi ef Executive O ficer
Decenber 18, 1996

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signature appears below constitutes amalrgpGilbert F. Amelio
and George M. Scalise, jointly and severally, liger attorneys-in-fact, each with the power ofstitistion, for him or her in any and all
capacities, to sign any amendments to this RepoRasm 10-K, and to file the same, with exhibiteréto and other documents in connection
therewith, with the Securities and Exchange Comianis$ereby ratifying and confirming all that eagftsaid attorneys-in-fact, or his
substitute or substitutes, may do or cause to he 89 virtue hereof.

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

/sl Glbert F. Anelio /'s/ Fred D. Anderson

G LBERT F. AMELIO FRED D. ANDERSON

Chai rman and Executive Vice President, and
Chi ef Executive Oficer Chi ef Financial Oficer
(Principal Executive Oficer), (Principal Financial Oficer)
and Director Decenber 18, 1996

Decenber 18, 1996

/sl A. C. Markkula, Jr. /sl Delano E. Lew s

A. C. MARKKULA, JR DELANO E. LEWS

Director Di rector

Decenber 18, 1996 Decenber 18, 1996

/sl Bernard Col dstein /'s/ Edgar S. Wbol ard, Jr.
BERNARD GOLDSTEI N EDGAR S. WOOLARD, JR
Director Director

Decenber 18, 1996 Decenber 18, 1996

/sl B. Jurgen Hintz /sl Gareth C. C. Chang

B. JURGEN HI NTZ GARETH C. C. CHANG

Director Di rector

Decenber 18, 1996 Decenber 18, 1996

/'s/ Kat herine M Hudson
KATHERI NE M HUDSON
Director

Decenber 18, 1996

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Regiisthas duly caused this report to be
signed on its behalf by the undersigned, thereduatyp authorized.
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SCHEDULE I
APPLE COMPUTER, INC.

VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

(In millions)
Charged to

Allowance for Beginning Costs and Ending
Doubtful Accounts: Balance Expenses Deductions (1) Balance

Year Ended

September 27,1996 $87 $28 $24 $91

Year Ended

September 29,1995 $91 $17 $21 $87

Year Ended

September 30,1994 $84 $25 $18 $91

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

Exhibit
Index
Number Notes Description

3.1 (1) Restated Articles of Incorporation,
Secretary of State of the State of
January 27, 1988.

3.2 (1) Amendmentto Restated Articles of
Incorporation, filed with the Secre
the State of California on February

3.2 (1) By-Laws of the Company, as amended
April 20, 1994.

41 (1) Common Shares Rights Agreement date
May 15, 1989 between the Company an
First National Bank of Boston, as R

411 (1) Indenture, dated as of June 1, 1996
Company and Marine Midland Bank, as
relating to the 6% Convertible Subo
due June 1, 2001.

4.2 (1) Indenture dated as of February 1, 1
the Company and Morgan Guaranty Tru
Company of New York (the "Indenture

4.2.1 (1) Form of the 6% Convertible Subordin
due June 1, 2001 included in Exhibi

43 (1) Supplemental Indenture dated as of
1994, among the Company, Morgan Gua
Trust Company of New York, as resig
trustee, and Citibank, N.A., as suc

4.3.1 (1) Specimen Certificate of Common Stoc
Apple Computer, Inc. (Incorporated
to Exhibit 4.5 to the Company's Reg
Statement on Form S-3 (file no. 33-
with the Securities and Exchange Co
on May 6, 1993.).

4.4 (1) Officers' Certificate, without exhi

to Section 301 of the Indenture, es

terms of the Company's 6 1/2% Notes
45 (1) Form of the Company's 6 1/2% Notes
4.8 (1) Registration Rights Agreement, date

1996 among the Company and Goldman,

& Co. and Morgan Stanley & Co. Inco
10.A.1 (1) 1981 Stock Option Plan, as amended.
10.A.2 (1) 1987 Executive Long Term Stock Opti
10.A.3 (1) Apple Computer, Inc. Savings and In

Plan, as amended and restated effec

October 1, 1990.

10.A.3.1(1) Amendment of Apple Computer, Inc. S
and Investment Plan dated March 1,

10.A.4 (1) Form of Director Warrant.

10.A.5 1990 Stock Option Plan, as amended
September 9, 1996.

10.A.6 Apple Computer, Inc. Employee Stock
Plan, as amended through September

(1) Incorporated by reference at page indicated.
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INDEX TO EXHIBITS (Continued)

Exhibit
Index
Number Notes Description Page
10.A.7 (1) 1996 Senior / Executive Incentive B onus Plan. 53
10.A.8 (1) Form of Indemnification Agreement b etween the

Registrant and each officer of the Registrant. 53
10.A.15.1(1) 1993 Executive Restricted Stock Pla n. 53
10.A.19 (1) Executive Severance Plan as amended and restated

effective as of January 15, 1996. 53
10.A.19.1(1) Supplement to the Executive Severan ce Plan

effective as of June 9, 1995. 53
10.A.21 (1) Form of Senior Executive Retention Agreement

dated June 9, 1995. 53
10.A.23 (1) Separation Agreement dated December 1, 1995,

between Registrant and Daniel Eiler S. 53
10.A.24 (1) Separation Agreement dated October 31, 1995,

between Registrant and Joseph A. Gr aziano. 53
10.A.25 (1) Summary of Principal Terms of Emplo yment

between Registrant and Gilbert F. A melio. 53
10.A.26 (1) Employment Agreement dated Februar y 28,

1996, between Registrant and Gilber t F. Amelio. 53
10.A.27 (1) Employment Agreement dated Februar y 26,

1996, between Registrant and George M.

Scalise. 53
10.A.28 (1) Employment Agreement dated March 4 , 1996,

between Registrant and Fred D. Ande rson, Jr. 54
10.A.29 (1) Retention Agreement dated March 4, 1996,

between Registrant and Fred D. Ande rson, Jr. 54
10.A.30 (1) Employment Agreement dated April 2 , 1996,

between Registrant and John Floisan d. 54
10.A.31 (1) Employment Agreement dated April 3 , 1996,

between Apple Japan, Inc. and John Floisand. 54
10.A.32 (1) Employment Agreement dated June 13 , 1996,

between Registrant and Robert M. Ca Ideroni. 54
10.A.33 (1) Employment Agreement dated June 25 , 1996,

between Registrant and Ellen M. Han cock. 54
10.A.34 (1) Retention Agreement dated June 25, 1996,

between Registrant and Ellen M. Han cock. 54

(1) Incorporated by reference at page indicated.
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INDEX TO EXHIBITS (Continued)

Exhibit
Index
Number Notes Description Page
10.A.35 (1) Retention Agreement dated June 27, 1996,

between Registrant and George M. Sc alise. 54
10.A.36 (1) Airplane Use Agreement dated June 2 7, 1996,

among Registrant, Gilbert F. Amelio and

Aero Ventures. 54
10.A.37 (1) Letter Agreement dated May 1, 1996, between

Registrant and Jeanne Seeley. 54
10.A.38 (1) Separation Agreement effective Marc h 28,

1996, between Registrant and Michae I H.

Spindler. 54
10.A.39 (1) Letter Agreement effective June 3, 1996,

between Registrant and James J. Buc kley. 54
10.A.40 Employment Agreement effective June 3,

1996, between Registrant and G. Fre derick

Forsyth. 75
10.B.1 (1) Master OEM Agreement dated as of Ja nuary

26, 1988 between the Company and To kyo

Electric Co. Ltd. 54
10.B.7 (1) Know-how and Copyright License Agre ement

(Power PC Architecture) dated as of September

30, 1991 between IBM and the Regist rant. 54
10.B.8 (1) Participation in the Customer Desig n Center

by the Registrant dated as of Septe mber 30,

1991 between IBM and the Registrant . 54
10.B.9 (1) Agreement for Purchase of IBM Produ cts

(Criginal Equipment Manufacturer) d ated as of

September 30, 1991 between IBM and the

Registrant. 54
10.B.11 (1) Agreement dated October 9, 1991 bet ween

Apple Corps Limited and the Registr ant. 54
10.B.12 (1) Microprocessor Requirements Agreeme nt dated

January 31, 1992 between the Regist rant and

Motorola, Inc. 55
10.B.13 (1) Restructuring Agreement dated Decem ber 14,

1995, among Registrant, Taligent, Inc. and

International Business Machines Cor poration. 55
10.B.14 (1) Stock Purchase Agreement dated Apri 14,1996

between Registrant and SCI Systems , Inc. 55
10.B.16 (1) Fountain Manufacturing Agreement da ted May

31, 1996 between Registrant and SCI

Systems, Inc. 55
11 Computation of earnings (loss) per common

share. 78
21 Subsidiaries of the Company. 79
23 Consent of Independent Auditors. 57
24 Power of Attorney. 58
27 Financial Data Schedule. 80

(1) Incorporated by reference at page indicated.
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EXHIBIT 10.A.5

APPLE COMPUTER, INC.
1990 STOCK OPTION PLAN
(as amended through 9/9/96)

1. Purposes of the Plan. The purposes of this 888€k Option Plan are to attract and retain higiliupersonnel for positions of substantial
responsibility, to provide additional incentiveEmployees of the Company, its Subsidiaries andffisated Companies and to promote the
success of the Company's business. This Plan sicteand replaces the Company's 1981 Stock Optanm Options granted under the Plan
may be incentive stock options (as defined undeti®@e422 of the Code) or non-statutory stock apgicas determined by the Administrator
at the time of grant of an option and subject ®dpplicable provisions of

Section 422 of the Code, and the regulations prgatatl thereunder. Stock appreciation rights ("SAR®gy be granted under the Plan in
connection with Options or independently of Options

2. Definitions. As used herein, the following déifions shall apply:

(a) "Administrator" means the Board or any of itsn@nittees, as shall be administering the Plan fiiore to time pursuant to Section 4 of
Plan.

(b) "Affiliated Company" means a corporation whismot a Subsidiary but with respect to which tlwrpany owns, directly or indirectly
through one or more Subsidiaries, at least 20%ftdtal voting power, unless the Administratoredetines in its discretion that such
corporation is not an Affiliated Company.

(c) "Board" means the Board of Directors of the @amy.

(d) "Common Stock" means the Common Stock, no phrey of the Company.

(e) "Company" means Apple Computer, Inc., a Catifoicorporation, or its successor.

(f) "Committee" means a Committee, if any, appairitg the Board in accordance with paragraph (&eaftion 4 of the Plan.
(9) "Code" means the Internal Revenue Code of 188@&mended from time to time, and any successogtth

(h) "Continuous Status as an Employee" means tbenale of any interruption or termination of the mpment relationship with the
Company or any Subsidiary or Affiliated Companyn@ouous Status as an Employee shall not be camesldeterrupted in the case of: (i)
medical leave, provided that such leave is forréopgeof not more than four months; (ii) militaryalee; (i) family leave, provided that such
leave is for a period of not more than four mon{hg;any other leave of absence approved by theiAistrator, provided that such leave is
for a period of not more than four months, unlessmployment upon the expiration of such leave & anteed by contract or statute, or ur
provided otherwise pursuant to formal policy adddiem time to time by the Company and issued andiplgated to Employees in writing;
or (V) in the case of transfers between locatidrti@ Company or between the Company, its Subsédits successor or its Affiliated
Companies.

(i) "Director" means a member of the Board.

()) "Employee" means any person, including Officansl Directors, employed by and on the payrolhef €Company, any Subsidiary or any
Affiliated Company. The payment of Directors' fdgsthe Company shall not be sufficient to constittemployment” by the Company.

(k) "Exchange Act" means the Securities Exchangeof@934, as amended.
() "Fair Market Value" means the value of Commdack determined as follows:

(i) If the Common Stock is listed on any establis®ck exchange or a national market system (@iguwithout limitation the National
Market System of the National Association of Sd@siDealers, Inc. Automated Quotation ("NASDAQYs&m), its Fair Market Value sh
be the closing sales price for such stock or thsicyy bid if no sales were reported, as quoteduch system or exchange (or the exchange
with the greatest volume of trading in Common Sjdok the last market trading day prior to the tiofeletermination, as reported in the W
Street Journal or such other source as the Admanistdeems reliable.
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(i) If the Common Stock is regularly quoted on thASDAQ System (but not on the National Market $ys) or quoted by a recognized
securities dealer but selling prices are not requbiits Fair Market Value shall be the mean betvtkerhigh and low asked prices for the
Common Stock for the last day on which there aepliprices prior to the time of determination.

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

(m) "Officer" means an officer of the Company witlthe meaning of Section 16 of the Exchange Actthadules and regulations
promulgated thereunder.

(n) "Nonstatutory Stock Option" means an Optiort thanot an Incentive Stock Option.

(0) "Incentive Stock Option" means an Option tteitsfies the provisions of Section 422 of the Cadd is expressly designated by the
Administrator at the time of grant as an incenst@ck option.

(p) "Option" means an Option granted pursuant ¢oRtan.
(q) "Optioned Stock" means the Common Stock sultgeah Option or SAR.
(r) "Optionee" means an Employee who receives a@®pr SAR.

(s) "Parent" corporation shall have the meaningndefin
Section 424(e) of the Code.

(t) "Plan" means this 1990 Stock Option Plan.
(u) "SAR" means a stock appreciation right graqersuant to Section 9 below.
(v) "Share" means a share of the Common Stockgjastad in accordance with Section 12 of the Plan.

(w) "Subsidiary" corporation has the meaning defiire
Section 424(f) of the Code.

In addition, the terms "Rule 16b-3" and "Applicablews”, the term "Insiders”, the term "Tax Datetldhe terms "Change in Control" and
"Change in Control Price", shall have the meansejdorth, respectively, in Sections 4, 9, 10 ahdbdlow.

3. Stock Subject to the Plan. Subject to the promssof

Section 12 of the Plan, the maximum aggregate nuwit®8hares which may be optioned and sold undePthn or for which SARs may be
granted and exercised is 51,200,000 Shares (imgusihares issued under the 1981 Stock Option flavhich this Plan is a successor). The
Shares may be authorized but unissued or reacqiwetnon Stock.

In the discretion of the Administrator, any or @flithe Shares authorized under the Plan may besulnj SARs issued pursuant to the Plan.

If an Option or SAR issued under this Plan or uniderCompany's 1981 Stock Option Plan should expiflgecome unexercisable for any
reason without having been exercised in full, thpurchased Shares which were subject thereto simddiss this Plan shall have been
terminated, become available for other OptionsAiRS under this Plan. However, should the Compaagqeire Shares which were issued
pursuant to the exercise of an Option or SAR, sitéres shall not become available for future gnader the Plan.

4. Administration of the Plan.
(a) Composition of Administrator.

(1) Multiple Administrative Bodies. If permitted Byule 16b-3 promulgated under the Exchange Achgrsaiccessor rule thereto, as in effect
at the time that discretion is being exercised wépect to the Plan ("Rule 1@b}, and by the legal requirements relating toatministratiol

of stock plans such as the Plan, if any, of appleaecurities laws, California corporate law amel Code (collectively, "Applicable Laws"),
the Plan may (but need not) be administered bewdfft administrative bodies with respect to (A)ddtors who are not Employees, (B)
Directors who are Employees, (C) Officers who aseDirectors and (D) Employees who are neither @oes nor Officers.
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(2) Administration with respect to Directors andi€drs. With respect to grants and awards to Engseywho are also Officers or Director
the Company, the Plan may be administered by (&Bard, if the Board may administer the Plan impliance with Rule 1613-as it applie
to grants to Officers and Directors, or (B) a Cortes designated by the Board to administer the, ¥aich Committee shall be constituted
() in such a manner as to permit the Plan andtgramd awards thereunder to comply with Rule 16&s & applies to grants to Officers and
Directors and (Il) in such a manner as to satisé/Applicable Laws.

(3) Administration with respect to Other PersondthivWespect to grants and awards to Employees whaeither Directors nor Officers of t
Company, the Plan may be administered by (A) ther8or (B) a Committee designated by the Boardclv@iommittee shall be constituted
in such a manner as to satisfy the Applicable Laws.

(4) General. Once a Committee has been appointestigt to subsection (2) or (3) of this Section,4ach Committee shall continue to
serve in its designated capacity until otherwiseaed by the Board. From time to time the Board marease the size of any Committee
appoint additional members thereof, remove memfpéth or without cause) and appoint new membemsuipstitution therefor, fill vacancies
(however caused) and remove all members of a Cdesraind thereafter directly administer the Pldritpahe extent permitted by the
Applicable Laws and, in the case of a Committeeoagipd under subsection (2) to the extent permitte®ule 16b-3 as it applies to grants to
Officers and Directors.

(b) Powers of the Administrator. Subject to thevsimns of the Plan and, in the case of a Committebject to the specific duties delegated
by the Board to such Committee, the Administrat@lishave the authority, in its discretion: (i)determine the Fair Market Value of the
Common Stock in accordance with Section 2(l) ofRten; (ii) to determine, in accordance with Set®ga) of the Plan, the exercise price
Share of Options and SARs to be granted; (iii)g¢tedmine the Employees to whom, and the time cegiat which, Options and SARs shall
be granted and the number of Shares to be repegsbpteach Option or SAR (including without limitat whether or not a corporation shall
be excluded from the definition of Affiliated Compaunder Section 2(b)); (iv) to interpret the Plén);to determine the terms and conditic
not inconsistent with the terms of the Plan, of @ption or SAR granted hereunder (including, butlimited to, any restriction or limitation,
or any vesting acceleration or waiver of forfeituestrictions regarding any Option or SAR and/er 8hares relating thereto, based in each
case on such factors as the Administrator shadirdene, in its sole discretion); (vi) to approvens of agreement for use under the Plan;
to prescribe, amend and rescind rules and regokatielating to the Plan; (viii) to modify or amesach Option or SAR (with the consent of
the Optionee) or accelerate the exercise dateyoOgtion or SAR; (ix) to reduce the exercise pat¢any Option or SAR to the then current
Fair Market Value if the Fair Market Value of thei@mon Stock covered by such Option or SAR shalehdeclined since the date the Op
or SAR was granted; (x) to authorize any persoexerute on behalf of the Company any instrumentired to effectuate the grant of an
Option or SAR previously granted by the Administragnd

(xi) to make all other determinations deemed nexrgss advisable for the administration of the Plan

(c) Effect of Decisions by the Administrator. Akdsions, determinations and interpretations ofAtiministrator shall be final and binding
on all Optionees and any other holders of any @ptio

5. Eligibility. Options and SARs may be grantedyord Employees. An Employee who has been grantedmion or SAR may, if he or she
otherwise eligible, be granted an additional Opto®©ptions, SAR or SARs. Each Option shall be enabd by a written Option agreement,
which shall expressly identify the Options as IntoenStock Options or as Nonstatutory Stock Opti@ml which shall be in such form and
contain such provisions as the Administrator stiath time to time deem appropriate. However, ndigtinding such designation, to the
extent that the aggregate Fair Market Value ofShares with respect to which Options designatddaentive Stock Options and options
granted under other plans of the Company or angrif@ar Subsidiary that are designated as incestivek options are exercisable for the first
time by an Optionee during any calendar year exx8&00,000, such excess Options shall be treatddmstatutory Stock Options. For
purposes of the preceding sentence, (i) Optioni Ishdaken into account in the order in which tiegre granted, and (ii) the Fair Market
Value of the Shares shall be determined as ofitte the Option or other incentive stock option wigspect to such Shares is granted.
Without limiting the foregoing, the Administratoray, at any time, or from time to time, authorize ompany, with the consent of the
respective recipients, to issue new Options ord@dgtin exchange for the surrender and cancellafi@my or all outstanding Options, other
options, SARs or other stock appreciation rights.

Neither the Plan nor any Option or SAR agreemeali sbnfer upon any Optionee any right with resgeatontinuation of employment by 1
Company (or any Parent, Subsidiary or Affiliatedh@any), nor shall it interfere in any way with t@gtionee's right or the right of the
Company (or any Parent, Subsidiary or Affiliatech@any) to terminate the Optionee's employment wtiame or for any reason.

6. Term of Plan. The Plan shall become effectiventigs adoption by the Board or its approval byevot the holders of a majority of the
outstanding Shares of the Company entitled to eotthe adoption of the Plan, whichever is earlteshall continue in effect for a term of ten
(10) years unless sooner terminated under Sectiaf the Plan.

7. Term of Option. The term of each Option shaltdre
(10) years from the date of grant thereof or surter term as may be provided in the Option agesgnHowever, in the case of an Incen
Stock Option granted to an Optionee who, at the tine Incentive
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Stock Option is granted, owns stock representingertttan ten percent (10%) of the voting power b€lalsses of stock of the Company or
any Parent or Subsidiary, the term of the Opticadld¥e five (5) years from the date of grant thémosuch shorter time as may be provide
the Option agreement.

8. Exercise Price and Consideration.

(a) Exercise Price. The per Share exercise pricthéoShares issuable pursuant to an Option shalbh price as is determined by the
Administrator, but shall in no event be less th@A% of the Fair Market Value of Common Stock, deieed as of the date of grant of the
Option. In the event that the Administrator shalluce the exercise price, the exercise price beallo less than 100% of the Fair Market
Value as of the date of that reduction. In no ewiatl the per Share exercise price be less th@#1df the Fair Market Value per Share as of
the date of grant in the case of an Incentive S@jgtion granted to an Optionee who, immediatelytethe grant of such Option, owns
Shares representing more than 10% of the votingepowvalue of all classes of stock of the Compangny Parent or Subsidiary.

(b) Method of Payment. The consideration to be faidhe Shares to be issued upon exercise of @w®Qpncluding the method of payment,
shall be determined by the Administrator (and him ¢ase of an Incentive Stock Option, shall berdeted at the time of grant) and may
consist of (i) cash, (ii) check, (iii) promissorgte, (iv) other Shares which have a Fair Marketi¢ain the date of surrender equal to the
aggregate exercise price of the Shares as to vehichOption shall be exercised, (v) delivery of@perly executed exercise notice together
with irrevocable instructions to a broker to prompmteliver to the Company the amount of sale onlpeoceeds required to pay the exercise
price, or

(vi) any combination of the foregoing methods ofp&nt and/or any other consideration or methodaghent as shall be permitted under
applicable corporate law.

9. Stock Appreciation Rights.

(a) Granted in Connection with Options. At the sdikxretion of the Administrator, SARs may be gegin connection with all or any part of
an Option, either concurrently with the grant af tption or at any time thereafter during the tefrthe Option. The following provisions
apply to SARs that are granted in connection wigi@ns:

() The SAR shall entitle the Optionee to exerdfse SAR by surrendering to the Company unexerasgartion of the related Option. The
Optionee shall receive in exchange from the Comgangmount equal to the excess of (x) the Fair Blavialue on the date of exercise of
SAR of the Common Stock covered by the surrendeogtion of the related Option over (y) the exergsiee of the Common Stock covered
by the surrendered portion of the related Optiontwithstanding the foregoing, the Administrator npdgce limits on the amount that may be
paid upon exercise of an SAR; provided, howevet such limit shall not restrict the exercisabilifythe related Option.

(i) When an SAR is exercised, the related Opttorthe extent surrendered, shall no longer be esabie.

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

(iv) An SAR may only be exercised at a time when Fair Market Value of the Common Stock coveredhayrelated Option exceeds the
exercise price of the Common Stock covered by etaed Option.

(b) Independent SARs. At the sole discretion ofAdeninistrator, SARs may be granted without relafgations. The following provisions
apply to SARs that are not granted in connectich Wiptions:

(i) The SAR shall entitle the Optionee, by exeruisihe SAR, to receive from the Company an amoguékto the excess of (x) the Fair
Market Value of the Common Stock covered by exertjgortion of the SAR, as of the date of such @gerover (y) the Fair Market Value
the Common Stock covered by the exercised portidheoSAR, as of the date on which the SAR wastgdrprovided, however, that the
Administrator may place limits on the amount thatynbe paid upon exercise of an SAR.

(i) SARs shall be exercisable, in whole or in pattsuch times as the Administrator shall spdcifhe Optionee's SAR agreement.
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(c) Form of Payment. The Company's obligation agsipon the exercise of an SAR may be paid in Com8tock or in cash, or in any
combination of Common Stock and cash, as the Adsmatbr, in its sole discretion, may determine.r8hassued upon the exercise of an
SAR shall be valued at their Fair Market Value fithe date of exercise.

(d) Rule 16b-3. SARs granted to persons who aresutn Section 16 of the Exchange Act ("Insidesdidll contain such additional
restrictions as may be required to be containgldrplan or SAR agreement in order for the SARualify for the maximum exemption
provided by Rule 16b-3.

10. Method of Exercise.

(a) Procedure for Exercise; Rights as a Sharehotder Option or SAR granted hereunder shall be @gable at such times and under such
conditions as determined by the Administrator asig@lall be permissible under the terms of the Plan.

An Option or SAR shall be deemed to be exerciseenmaritten notice of such exercise has been giwehe Company in accordance with
terms of the Option or SAR by the person entitledxercise the Option or SAR and full payment Fer hares with respect to which the
Option is exercised has been received by the Companil payment may, as authorized by the Admiatstr (and, in the case of an Incentive
Stock Option, determined at the time of grant) paednitted by the Option agreement, consist of amsileration and method of payment
allowable under Section 8(b) of the Plan. Until &uance (as evidenced by the appropriate enttlgaohooks of the Company or of a duly
authorized transfer agent of the Company) of thekstertificate evidencing such Shares, no rightai@ or receive dividends or any other
rights as a shareholder shall exist with respetiieédOptioned Stock, notwithstanding the exercish® Option. No adjustment will be made
for a dividend or other right for which the recafate is prior to the date the stock certificatisssied, except as provided in Section 12 of the
Plan. An Option or SAR may not be exercised wipeet to a fraction of a Share.

Exercise of an Option in any manner shall result decrease in the number of Shares which theresdifédl be available, both for purposes of
the Plan and for sale under the Option, by the rerrobShares as to which the Option is exercisedrdise of an SAR in any manner shal
the extent the SAR is exercised, result in a deer@athe number of Shares which thereafter sleadiviailable for purposes of the Plan, and
the SAR shall cease to be exercisable to the eitthats been exercised.

(b) Rule 16b-3. Options and SARs granted to Insidenst comply with Rule 16b-3 and shall contairhsadditional conditions or restrictions
as may be required thereunder to be containectiRldn or the agreement to qualify for the maximaxamption from
Section 16 of the Exchange Act with respect to Rlansactions.

(c) Termination of Continuous Employment. Upon teration of an Optionee's Continuous Status as Eyegldother than termination by
reason of the Optionee's death), the Optionee maygnly within ninety (90) days after the datesath termination, exercise his or her
Option or SAR to the extent that it was exercisatblthe date of such termination. Notwithstandimg foregoing, however, an Option or SAR
may not be exercised after the date the OptionAdt &ould otherwise expire by its terms due to thegage of time from the date of grant.

(d) Death of Optionee. In the event of the deataAroOptionee:

(1) Who is at the time of death an Employee and slfadl have been in Continuous Status as an Emplsipee the date of grant of the
Option, the Option or SAR may be exercised at &ang within six (6) months (or such other periodiofe not exceeding twelve (12) months
as determined by the Administrator) following theelof death by the Optionee's estate or by a pevko acquired the right to exercise the
Option by bequest or inheritance, but only to tkieet of the right to exercise that would have aedrhad the Optionee continued living and
terminated his or her employment six (6) monthss(arh other period of time not exceeding twelve

(12) months as determined by the Administratogratie date of death; or

(2) Within ninety (90) days after the terminationGontinuous Status as an Employee, the OptionAdt Biay be exercised, at any time wit
six (6) months (or such other period of time nateeding twelve (12) months as determined by the iAdtnator) following the date of death
by the Optionee's estate or by a person who adjtlieeright to exercise the Option by bequest beiitance, but only to the extent of the
right to exercise that had accrued at the daterafihation.

Notwithstanding the foregoing, however, an OptiotfsAR may not be exercised after the date the @micSAR would otherwise expire |
its terms due to the passage of time from the offageant.

(e) Stock Withholding to Satisfy Withholding Tax l@ations. When an Optionee incurs tax liabilitydgonnection with the exercise of an
Option or SAR, which tax liability is subject totaithholding under applicable tax laws, and thei@yee is obligated to pay the Company
an amount required to be withheld under applictédbtdaws, the Optionee may satisfy the withholdimg obligation (including, at the electi
of the Optionee, any additional amount which théi@e desires to have withheld in order to satfisfyrhole or in part the Optionee's full
estimated tax in connection with the exercise) legteng to have the Company withhold from the Shaeoebe issued
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upon exercise of the Option, or the Shares to siees upon exercise of the SAR, if any, that nunalb&hares having a Fair Market Value
equal to the amount required to be withheld (andaafditional amount desired to be withheld, asedaid). The Fair Market Value of the
Shares to be withheld shall be determined on theettiat the amount of tax to be withheld is to bednined (the "Tax Date").

All elections by an Optionee to have Shares witthifiet this purpose shall be made in writing in arfaacceptable to the Administrator and
shall be subject to the following restrictions:

(i) the election must be made on or prior to theliapble Tax Date; and
(i) all elections shall be subject to the consandisapproval of the Administrator.

In the event the election to have Shares withreefdade by an Optionee and the Tax Date is defemddr Section 83 of the Code because no
election is filed under Section 83(b) of the Cathe, Optionee shall receive the full number of Skavith respect to which the Option or SAR
is exercised but such Optionee shall be unconditipiobligated to tender back to the Company thaper number of Shares on the Tax Date.

11. Non-Transferability of Options. Options and SAfRay not be sold, pledged, assigned, hypothedatedferred or disposed of in any
manner other than by will or by the laws of dese®rdistribution or pursuant to a qualified domesélations order as defined by the Code or
Title | of the Employee Retirement Income Secu#ity, or the rules thereunder, provided, howevet the Adminstrator may grant non-
qualified stock options that are freely transfegafilhe designation of a beneficiary by an Optiomeleolder of an SAR does not constitute a
transfer. An Option or an SAR may be exercisedinduthe lifetime of the Optionee or SAR holder,yhl the Optionee or SAR holder or by
a transferee permitted by this Section 11.

12. Adjustments Upon Changes in Capitalization erdér.

(a) Changes in Capitalization. Subject to any negliaction by the shareholders of the Companyntimber of Shares covered by each
outstanding Option and SAR, and the number of Shalech have been authorized for issuance unddrldrebut as to which no Options or
SARSs have yet been granted or which have beemeztup the Plan upon cancellation or expiratioaroOption or SAR, as well as the price
per Share covered by each such outstanding Opti8AR, shall be proportionately adjusted for argrémse or decrease in the number of
issued Shares resulting from a stock split, revstsek split, stock dividend, combination or resléisation of the Common Stock, or any
other increase or decrease in the aggregate nwhissued Shares effected without receipt of carsition by the Company; provided,
however, that conversion of any convertible semsgiof the Company shall not be deemed to have 'leffacted without receipt of
consideration." Such adjustment shall be made éyAttministrator, whose determination in that re¢geall be final, binding and conclusi
Except as expressly provided herein, no issuanteebompany of shares of stock of any class, @rgtees convertible into shares of stock
of any class, shall affect, and no adjustment bgoa thereof shall be made with respect to, thebeumr price of Shares subject to an Option
or SAR.

(b) Dissolution or Liquidation. In the event of theposed dissolution or liquidation of the Compaalloutstanding Options and SARs will
terminate immediately prior to the consummatioswth proposed action, unless otherwise providettidydministrator. The Administrator
may, in the exercise of its sole discretion in sindtances, declare that any Option or SAR shatiteate as of a date fixed by the
Administrator and give each Optionee the rightiereise his or her Option or SAR as to all or aayt pf the Optioned Stock or SAR,
including Shares as to which the Option or SAR Wt otherwise be exercisable.

(c) Sale of Assets or Merger. Subject to the piiows of paragraph (d) hereof, in the event of psed sale of all or substantially all of the
assets of the Company, or the merger of the Compé@hyor into another corporation, each outstanddpgion and SAR shall be assumed or
an equivalent option or stock appreciation righalishe substituted by such successor corporati@nparent or subsidiary of such successor
corporation, unless the Administrator determineshé exercise of its sole discretion and in liesuch assumption or substitution, that the
Optionee shall have the right to exercise the @pdioSAR as to all of the Optioned Stock, includBliares as to which the Option or SAR
would not otherwise be exercisable. If the Admiiir makes an Option or SAR fully exercisableéu lof assumption or substitution in the
event of a merger or sale of assets, the Compaalyratify the Optionee that the Option or SAR s$ial fully exercisable for a period of
thirty (30) days from the date of such notice, #relOption or SAR will terminate upon the expiratiaf such period. For purposes of this
paragraph, an Option granted under the Plan skalelemed to be assumed if, following the sale £dtaor merger, the Option confers the
right to purchase, for each Share of Optioned SsodHect to the Option immediately prior to theesall assets or merger, the consideration
(whether stock, cash or other securities or prgpeeceived in the sale of assets or merger bydreldf Common Stock for each Share held
on the effective date of the transaction (and dhshiolders were offered a choice of consideratios type of consideration chosen by the
holders of a majority of the outstanding Shares)yiged, however, that if such consideration reediin the sale of assets or merger was not
solely Common Stock of the successor corporatiatsqrarent, the Administrator may, with the conisarthe successor corporation and the
participant, provide for the per share considerat®dbe received upon exercise of the Option tedbely
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Common Stock of the successor corporation or itsrgaqual in Fair Market Value to the per shamsateration received by holders of
Common Stock in the sale of assets or merger.

(d) Change in Control. In the event of a "Chang€dmtrol" of the Company, as defined in paragragtb€low, unless otherwise determined
by the Administrator prior to the occurrence offs@hange in Control, the following acceleration aatliation provisions shall apply:

(1) Any Options and SARs outstanding as of the datdh Change in Control is determined to have aeduhat are not yet exercisable and
vested on such date shall become fully exercisatdevested; and

(2) The value of all outstanding Options and SARalIsunless otherwise determined by the Adminietrat or after grant, be cashedt. The
amount at which such Options and SARs shall beethshit shall be equal to the excess of (x) the @&am Control Price (as defined below)
over (y) the exercise price of the Common Stockecegdt by the Option or SAR. The cash-out proceedt s paid to the Optionee or, in the
event of death of an Optionee prior to paymenthéoestate of the Optionee or to a person who esdjtiie right to exercise the Option or
SAR by bequest or inheritance.

(e) Definition of "Change in Control". For purpos&ghis Section 12, a "Change in Control" mearsttappening of any of the following:

(1) When any "person", as such term is used uoti&es 13(d) and 14(d) of the Exchange Act (othantthe Company, a Subsidiary or a
Company employee benefit plan, including any trestesuch plan acting as trustee) is or become%#reeficial owner" (as defined in Rule
13d-3 under the Exchange Act), directly or indiladf securities of the Company representing figgrcent (50%) or more of the combined
voting power of the Company's then outstanding isg&es; or

(i) The occurrence of a transaction requiring shaitder approval, and involving the sale of alsobstantially all of the assets of the
Company or the merger of the Company with or imtotaer corporation.

(f) Change in Control Price. For purposes of this

Section 12, "Change in Control Price" shall bedetermined by the Administrator, (i) the highesir Market Value at any time within the 60-
day period immediately preceding the date of deiaition of the Change in Control Price by the Adistiator (the "60-Day Period"), or (ii)
the highest price paid or offered, as determinethbyAdministrator, in any bona fide transactiorbona fide offer related to the Change in
Control of the Company, at any time within the 6@yPeriod.

13. Time of Granting Options and SARs. The datgraht of an Option or SAR shall, for all purpodes the date on which the Administrator
makes the determination granting such Option or 4@ice of the determination shall be given toreBmployee to whom an Option or
SAR is so granted within a reasonable time afterdite of such grant.

14. Amendment and Termination of the Plan.

(a) Amendment and Termination. The Board may atteng amend, alter, suspend or terminate the Rkit,may deem advisable; provided
that, to the extent necessary and desirable to lyowith Applicable Laws, regulatons or rules, thend@pany shall obtain shareholder approval
of any Plan amendment in such a manner and toadelgree as is required.

(b) Effect of Amendment or Termination. Any sucheardment, alteration, suspension or terminatiom@fRlan shall not impair the rights of
any Optionee or SAR holder under any grant theoe¢ofnade without his or her consent. Such OptioisSARs shall remain in full force
and effect as if this Plan had not been amendéerminated.

15. Conditions Upon Issuance of Shares. Sharekradtade issued with respect to an Option or SARsmthe exercise of such Option or
SAR and the issuance and delivery of such Sharssignt thereto shall comply with all relevant psiens of law, including, without
limitation, the Securities Act of 1933, as amendbd,Exchange Act, the rules and regulations prgatat thereunder, and the requirements
of any stock exchange or quotation system uponiwthie Shares may then be listed or quoted, antitsh&lirther subject to the approval of
counsel for the Company with respect to such campk.

As a condition to the exercise of an Option or S#Rhe issuance of Shares upon exercise of an OptiSAR, the Company may require
person exercising such Option or SAR to represedtvaarrant at the time of any such exercise trattares are being purchased only for
investment and without any present intention tbaetlistribute such Shares if, in the opinion ofinsel for the Company, such a
representation is required by any of the aforemesti relevant provisions of law.
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Inability of the Company to obtain authority fromyaregulatory body having jurisdiction, which autityis deemed by the Company's
counsel to be necessary to the lawful issuancesaledof any Shares hereunder, shall relieve thep@aagnof any liability in respect of the
non-issuance or sale of such Shares as to whidhrsqgaisite authority shall not have been obtained.

16. Reservation of Shares. The Company, duringettme of this Plan, will at all times reserve an@fx@vailable such number of Shares as
shall be sufficient to satisfy the requirementshef Plan.
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EXHIBIT 10.A.6
APPLE COMPUTER, INC.
EMPLOYEE STOCK PURCHASE PLAN
(as amended through September 9, 1996)

The following constitute the provisions of the Exmy#e Stock Purchase Plan (herein called the "PtaEr&pple Computer, Inc. (herein called
the "Company").

1. Purpose. The purpose of the Plan is to providgl@yees of the Company and its subsidiaries witb@portunity to purchase Common
Stock of the Company through payroll deductionss the intention of the Company to have the Plaalify as an "Employee Stock Purchase
Plan" under Section 423 of the Internal RevenueeGddL986. The provisions of the Plan shall, acemlg, be construed so as to extend and
limit participation in a manner consistent with tleguirements of that section of the Code.

2. Definitions.

(a) "Board" shall mean the Board of Directors & @ompany.

(b) "Common Stock" shall mean the Common Stockpamovalue, of the Company.
(c) "Company" shall mean Apple Computer, Inc., $if@aia corporation.

(d) "Compensation" shall mean all regular stratght earnings, payments for overtime, shift premitmoentive compensation, incentive
payments, bonuses and commissions (except to thatdakat the exclusion of any such items is spe=dify directed by the Board or its
committee).

(e) "Designated Subsidiaries" shall mean the Sidrséd which have been designated by the Board fior to time in its sole discretion as
eligible to participate in the Plan.

(f) "Employee" means any person, including an effiavho is customarily employed for at least twe2)) hours per week and more than
five (5) months in a calendar year by the Compamyne of its Designated Subsidiaries.

(9) "Plan" shall mean this Employee Stock Purclitlaa.

(h) "Section 16 Person" shall mean any persongdaating in the Plan who has been designated btlaed of Directors as having authority
to carry out policy-making functions such that flegson is subject to the reporting and short-s\pindit regulations of
Section 16 of the Securities Exchange Act of 1934.

(i) "Subsidiary" shall mean a corporation, domestiéoreign, of which not less than 50% of the mgtshares are held by the Company or a
Subsidiary, whether or not such corporation novetsxar is hereafter organized or acquired by th@@my or a Subsidiary.

(j) "1934 Act Section 16" shall mean Section 1@h#& Securities Exchange Act of 1934 and the rulelsragulations promulgated thereunder.
3. Eligibility.

(a) Any Employee as defined in Section 2 who sbalemployed by the Company or one of its Design&tessidiaries on the date his or her
participation in the Plan is effective shall begédle to participate in the Plan, subject to timeitations imposed by Section 423(b) of the
Internal Revenue Code of 1986, as amended.
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(b) Any provisions of the Plan to the contrary nittsstanding, no Employee shall be granted an opiimer the Plan (i) if, immediately after
the grant, such Employee would own shares andidrdwdstanding options to purchase stock possessiagercent (5%) or more of the tc
combined voting power or value of all classes @reh of the Company or of any Subsidiary of the @amy, or (ii) which permits his or her
rights to purchase shares under all employee stoathase plans of the Company and its Subsiditniascrue at a rate which exceeds
Twenty-Five Thousand Dollars ($25,000) of the faarket value of the shares (determined at the $nel option is granted) for each
calendar year in which such stock option is outiitagnat any time.

4. Offering Dates. The Plan shall be implementedtwy offering during each six-month period of th&n>commencing on or about January
1, 1981 and continuing thereafter until terminatedccordance with Section 19 hereof. The BoarDicéctors of the Company shall have the
power to change the duration of offering periodghwespect to future offerings without shareholagproval if such change is announced at
least fifteen (15) days prior to the scheduled teigig of the first offering period to be affected.

5. Participation.

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

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

6. Payroll Deductions.

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

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

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

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

7. Grant of Option.

(a) At the beginning of each six-month offeringipdr each eligible Employee participating in tharPshall be granted an option to purchase
(at the per share option price) up to a numbehafes of the Company's Common Stock determinedviginy the Employee's accumulated
payroll deductions (not to exceed an amount equedr percent (10%) of his or her Compensationndutiie applicable offering period) by
the lower of (i)eighty-five percent (85%) of therfenarket value of a share of the Company's Com8tock on the date of the
commencement of said offering period, or (ii)eigfitie percent (85%) of the fair market value of arghof the Company's Common Stock
the date of the expiration of the offering perisdbject to the limitations set forth in Sectionb)3{nd 12 hereof, and subject to the following
limitation: The number of shares of the Companys@ion Stock subject to any option granted to anlgyee pursuant to this Plan shall |
exceed two hundred percent (200%) of the numbehafes of the Company's Common Stock determinetividing an amount equal to ten
percent (10%) of the Employee's semi-annual Congimsas of the date of the commencement of thécate offering period by eighty-
five percent (85%) of the fair market value of arghof the Company's Common Stock on the dateeofdimmencement of said offering
period. Fair market value of a share of the Com[sa@gmmon Stock shall be determined as provid&ggtion 7(b) herein.
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(b) The option price per share of such shares beathe lower of: (i) 85% of the fair market valfea share of the Common Stock of the
Company at the commencement of the six-month offigpieriod; or (ii) 85% of the fair market valueaoghare of the Common Stock of the
Company at the time the option is exercised ate¢hmination of the six-month offering period. Ttaérfmarket value of the Company's
Common Stock on a given date shall be the medmeofetported bid and asked prices for that dati tke Common Stock is listed on an
exchange or quoted on the Nasdaqg National Markefclbsing sale price on such exchange or quotatistem for that date.

8. Exercise of Option. Unless a participant witlwdsdrom the Plan as provided in Section 10, hikaroption for the purchase of shares will
be exercised automatically at the end of the affgperiod, and the maximum number of full shardgesi to option will be purchased for ¢
or her at the applicable option price with the acalated payroll deductions in his or her accountiiy his or her lifetime, a participant's
option to purchase shares hereunder is exercisabjeoy him or her.

9. Delivery; Roll-Over of Fractional Share Integest

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

10. Withdrawal; Termination of Employment.

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

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

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

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

11. No Interest. No interest shall accrue on thgglbdeductions of a participant in the Plan.
12. Stock.

(&) The maximum number of shares of the Companytar@on Stock which shall be made available for satder the Plan shall be eleven
million five hundred thousand (11,500,000) shasebject to adjustment upon changes in capitalizaitiche Company as provided in Sec
18. The shares to be sold to participants undePkue may, at the election of the Company, be etteasury shares or shares authorized but
unissued. If at the termination of any offeringipdrthe total number of shares which would otheewis subject to options granted pursuant
to Section 7(a) hereof exceeds the number of shiaegsavailable under the Plan (after deductioallaghare for which options have been
exercised or are then outstanding), the Company miwenptly notify the participants, and shall,ita sole discretion
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(i) make a pro rata allocation of the shares reingiavailable for option grant in as uniform a manas shall be practicable and as it shall
determine to be equitable, (ii) terminate the affgperiod without issuance of any shares or @iijain shareholder approval of an increase in
the number of shares authorized under the Plantbatlall options could be exercised in full. Then@pany may delay determining which of
(),

(i) or (iii) above it shall decide to effect, anthy accordingly delay issuances of any shares thddPlan, for such time as is necessary to
attempt to obtain shareholder approval of any @eean shares authorized under the Plan. The Congteati promptly notify participants of
its determination to effect (i), (ii) or (iii) abewpon making such decision. A participant may it all but not less than all the payroll
deductions credited to his or her account undePtha at any time prior to such notification frone tCompany. In the event the Company
determines to effect (i) or (i) above, it shalbpiptly upon such determination return to each gigdit all payroll deductions not applied
towards the purchase of shares.

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

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

13. Administration. The Plan shall be administdogé committee of members of the Board of Directatsich committee shall be appointed
by the Board. The administration, interpretatiormapplication of the Plan by such committee shallifi@, conclusive and binding upon all
participants. Members of the committee shall nopdenitted to participate in the Plan.

14. Designation of Beneficiary.

(a) A participant may indicate in his or her suiton agreement, or may file a written designatidieneficiary with respect to, a person
who is to receive any shares and cash, if any, franparticipant's account under the Plan in theneef such participant's death subseque
the end of the offering period but prior to deliwéo him or her of such shares and cash. In addiigparticipant may file a written
designation of a beneficiary who is to receive eagh from the participant's account under the iPldine event of such participant's death
prior to the end of the offering period.

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

15. Transferability. Neither payroll deductionsdited to a participant's account nor any righthwétgard to the exercise of an option or to
receive shares under the Plan may be assignedfdreed, pledged or otherwise disposed of in any (ether than by will, the laws of desc
and distribution or as provided in Section 14 h8rbg the participant. Any such attempt at assigntngansfer, pledge or other disposition
shall be without effect, except that the Company mneat such act as an election to withdraw fundsccordance with Section 10.

16. Use of Funds. All payroll deductions receivedheld by the Company under the Plan may be usedeoompany for any corporate
purpose, and the Company shall not be obligatsggoegate such payroll deductions.

17. Reports. Individual accounts will be maintaifi@deach participant in the Plan. Statements obanot will be given to participating
Employees semi-annually within a reasonable pesfdine following the stock purchase date, whicitesinents will set forth the amounts of
payroll deductions, the per share purchase ptigentimber of shares purchased, the amount of olistl bver into the next offering period
and the remaining cash balance, if any.

18. Adjustments Upon Changes in Capitalization.j&itlio any required action by the shareholdeth®Company, the number of shares of
Common Stock covered by each option under the Whach has not yet been exercised and the numhbshiaoes of Common Stock which
have been authorized for issuance under the Planawe not yet been placed under option (colleltjtbe "Reserves"), as well as the price
per share of Common Stock covered by each optiderutme Plan which has not yet been exercised, lsbaroportionately adjusted for any
increase or decrease in the number of issued sbha@smmon Stock resulting from a stock split a¢ fmayment of a stock dividend (but only
on the Common Stock) or any other increase or dsergn the number of shares of Common Stock
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effected without receipt of consideration by thex@any; provided, however, that conversion of anyveatible securities of the Company
shall not be deemed to have been "effected witremdipt of consideration”. Such adjustment shalinagle by the Board, whose
determination in that respect shall be final, birgdaind conclusive. Except as expressly providediheno issue by the Company of shares of
stock of any class, or securities convertible mt@xercisable for shares of stock of any clasal] slffect, and no adjustment by reason thereof
shall be made with respect to, the number or pichares of Common Stock subject to an Option.

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

19. Amendment and Termination of the Plan.

(a) Amendment and Termination. The Board may attang amend, alter, suspend or discontinue the, Blatmo amendment, alteration,
suspension or discontinuation shall be made whighl@vimpair the rights of any participant under apyion theretofore granted without his
or her consent.

(b) Shareholder Approval. The Company shall obshi@reholder approval of any Plan amendment toxtemenecessary and desirable to
comply with Rule 16b-3 promulgated under the Séi@sriExchange Act of 1934, as amended, or withi@edR23 of the Internal Revenue
Code of 1986, as amended (or any successor stattée or other applicable law, rule or regulajisguch shareholder approval to be
obtained in such a manner and to such a degreerequired by the applicable law, rule or regutatio

(c) Effect of Amendment or Termination. Any sucheardment or termination of the Plan shall not aftgations already granted hereunder
and such options shall remain in full force aneeffas if this Plan had not been amended or tetedna

20. Notices. All notices or other communicationsayyarticipant to the Company under or in connectiith the Plan shall be deemed to h
been duly given when received in the form specifigdhe Company at the location, or by the perdesignated by the Company for the
receipt thereof. All notices or other communicasidéa a participant by the Company shall be deemédte been duly given when sent by
Company by regular mail to the address of the gpgtiht on the human resources records of the Coynmawhen posted on AppleLink or
any substitute general electronic messaging ardtluboard system utilized by the Company.

21. Conditions Upon Issuance of Shares. Sharebrsitdde issued with respect to an option unlessttercise of such option and the issui
and delivery of such shares pursuant thereto sbalply with all applicable provisions of law, dortier foreign, including, without
limitation, the Securities Act of 1933, as amendbd,Securities Exchange Act of 1934, as amentedules and regulations promulgated
thereunder, and the requirements of any stock exgghar automated quotation system upon which theeshmay then be listed or quoted,
and shall be further subject to the approval oinselifor the Company with respect to such compéanc

As a condition to the exercise of an option, thenBany may require the person exercising such optisapresent and warrant at the time of
any such exercise that the shares are being padttasy for investment and without any presentritite to sell or distribute such shares if,
in the opinion of counsel for the Company, sucb@esentation is required by any of the aforemasticapplicable provisions of law.
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EXHIBIT 10.A.40
August 19, 1996

Mr. Gerald F. Forsyth
120 Teresita Way
Los Gatos, CA 95032

Employment Agreement
Dear Fred:

The following sets forth our agreement regardirgtédrms and provisions of your employment as aice@fand employee of Apple Comput
Inc. (the" Company"). Capitalized words which act otherwise defined herein shall have the mearasgigned to such words in
Section 5 of this Agreement.

1. Commencement of Employment. Your
employment under this Agreement commenced on July 1 , 1996 (the
"Effective Date").

2. Position. You shall be employed as Senior ViasEent, General Manager of the Macintosh Prod@otsip and shall report directly to t
Chief Operating Officer of the Company, and youtiekiand responsibilities to the Company shalldigsistent in all respects with such
position. You shall devote substantially all of ytmusiness time, attention, skills and efforts asgidely to the business and affairs of the
Company, other than de minimis amounts of time tkxlby you to the management of your personal fieamr to engaging in charitable or
community services. Your principal place of empl@nhshall be the executive offices of the Compan@upertino, California, although you
understand and agree that you will be requiredateet from time to time for business purposes.

3. Compensation.

(a) Base Salary. As compensation to you for allises rendered to the Company and its subsidiahiesCompany will pay you a base salary
at the rate of not less than four hundred forty#amd dollars ($440,000) per annum as of the Efee@ate. Your base salary will be paid to
you in accordance with the Company's regular papraktices applicable to its executive employ:

(b) Bonus. You shall be eligible to participatetie annual Senior Executive Bonus Plan (domesgpiehsored by the Company or any
successor plan thereto. Such bonus program shadtiafou the opportunity to earn an annual bonué&xh fiscal year of the Company
during your employment. During the Company's Fistzdr 1996 only, your target annual bonus will lxeeé hundred thirty thousand dollars
($330,000). The amount of your target annual baheseafter shall be reviewed annually by the ComipBach annual bonus shall be paid to
you in accordance with the terms and conditionhefbonus plan then in effer

(c) Stock Options. In consideration of this Agreemeve will recommend to the Apple Computer, IncaBd of Directors a stock option grant
of 150,000 shares of Apple Computer, Inc. commonkstEach grant vests over a three year perio8%tiBcrements beginning one year
from the grant date and shall at all times be sligethe terms and conditions of the Apple Compute. 1990 Stock Option Plan, as
amended, and any successor plans thereto ("19@R Btan").

(d) Benefits. You shall be eligible to participateall employee benefit plans and arrangementsttiea€ompany provides to its executive
employees in accordance with the terms of suchspdal arrangements, which shall be no less fawtabtou, in the aggregate, than the
terms and provisions available to other executimpleyees of the Company.

4. Termination.

(a) Termination for Cause. If your employment isrtmated by the Company for Cause, the Company gaglyou the full amount of the
accrued but unpaid base salary you have earnedghthe date of your termination, plus a cash payr{ealculated on the basis of your base
salary then in effect) for all unused accrued viacain addition, you shall be entitled to benefiteder the employee plans and arrangements
described in Section 3(d) above in accordance teitins and provisions of such plans and arrangements

75



(b) Termination Other than for Cause. During thedh(3) year period following the Effective Datdygnif your employment is terminated by
the Company for reasons other than for Cause, timep@ny shall pay you the full amount of the accrimetunpaid base salary you have
earned through the date of your termination, plaash payment (calculated on the basis of your salsey then in effect) for all unused
accrued vacation. In addition, the Company shallym a lump sum amount and benefits as follows:

Lump Sum Payout

Termination Date Amount
During 3-year period 100% of annual base salary
following Effective Date ($440,000)

Additional Benefits
Continued Company-paid medical and dental insurdeoefits for a maximum of 12 months after emplogtitermination date.
Outplacement assistance by a vendor of the Compahgosing and/or administrative assistance, thsad which shall not exceed $15,000.
The computer and printer in your office.
There shall be no other payments or benefits anitetion.
5. Definitions. For purposes of this Agreement, ftillowing capitalized words shall have the measisgt forth below:

"Cause" shall mean a termination of your employnwérith is a result of (i) your felony convictioni) (your willful disclosure of material
trade secrets or other material confidential infation related to the business of the Company anslibsidiaries or (i) your willful and
continued failure substantially to perform youridatwith the Company (other than any such failesilting from your incapacity due to
physical or mental illness or any such actual dicgrated failure resulting from a resignation byuy after a written demand for substantial
performance is delivered to you by the CompanyiefGkdministrative Officer, which demand specifilgaidentifies the manner in which the
Company believes that you have not substantialifopeed your duties, and which performance is mtssantially corrected by you within
10 days of receipt of such demand. For purposésegbrevious sentence, no act or failure to agtaum part shall be deemed "willful" unless
done, or omitted to be done, by you not in goothfand without reasonable belief that your actippraission was in the best interest of the
Company.

6. Notice. For the purpose of this Agreement, mstiand all other communications provided for is thijreement shall be in writing and shall
be deemed to have been duly given when deliveredaded by United States registered mail, retuoeim requested, postage prepaid,
addressed to the Apple Computer, Inc., 1 Infinibeph, MS 75- 8A, Cupertino, California 95014, Atteorge Scalise, Chief Administrative
Officer, with a copy to the General Counsel of @@mpany, or to you at the address set forth offitsigpage of this Agreement or to such
other address as either party may have furnish#uktother in writing in accordance herewith, exdbpt notice of change of address shall be
effective only upon receipt.

7. Miscellaneous.

(a) Amendments, Waivers, Retention Agreement, [Etcprovision of this Agreement may be modified, veml or discharged unless such
waiver, modification or discharge is agreed to nitimg. No waiver by either party hereto at anydiaf any breach by the other party hereto
of, or compliance with, any condition or provisiohthis Agreement to be performed by such othetypgtrall be deemed a waiver of similar
or dissimilar provisions or conditions at the samat any prior or subsequent time. No agreemantspresentations, oral or otherwise,
express or implied, with respect to the subjectendtereof have been made by either party whiclmarexpressly set forth in this Agreem
and this Agreement shall supersede all prior ageeésn negotiations, correspondence, undertakings@ammunications of the parties, ora
written, with respect to the subject matter herpodyvided, however, that the Retention Agreemetwéen you and the Company shall
supersede this Agreement in its entirety upon the@n@e in Control Date as specified in the Retentigreement.

(b) Validity. The invalidity or unenforceability @fny provision of this Agreement shall not afféw validity or enforceability of any other
provision of this Agreement, which shall remairfuii force and effect.
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(c) Counterparts. This Agreement may be executsgweral counterparts, each of which shall be ddembe an original but all of which
together will constitute one and the same instrumen

(d) Withholding. Amounts paid to you hereunder khalsubject to all applicable federal, state amal withholding taxes.

(e) Source of Payments. All payments provided utitisrAgreement, other than payments made purgaanplan which provides otherwise,
shall be paid in cash from the general funds ofGbmpany, and no special or separate fund shastablished, and no other segregation of
assets made, to assure payment. You will havegh, title or interest whatsoever in or to any istmeents which the Company may make to
aid it in meeting its obligations hereunder. To éixéent that any person acquires a right to regeayenents from the Company hereunder,
such right shall be no greater than the right ofilasecured creditor of the Company.

(f) Headings. The headings contained in this Agre@nare intended solely for convenience of refezearad shall not affect the rights of the
parties to this Agreement.

(g) Governing Law. The validity, interpretation,nmstruction, and performance of this Agreement di@ljjoverned by the laws of the State of
California applicable to contracts entered into padormed in such State.

* % % %

If this letter sets forth our agreement on the scibjnatter hereof, kindly sign and return to thenpany the enclosed copy of this letter which
will then constitute our agreement on this subject.

Sincerely,
APPLE COMPUTER, INC.

By

Marco Landi
Executive Vice President and
Chief Operating Officer

Agreed to as of this day of August, 1996.

Gerald F. Forsyth
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EXHIBIT 11
APPLE COMPUTER, INC.
COMPUTATION OF EARNINGS (LOSS) PER

(Dollars in millions, except per sh

Fiscal Years Ended
September 27, September 2
1996 1995
Primary Earnings
(Loss) Per Share

Net income(loss) ($816) $424

Shares

Weighted average

number of common

shares

outstanding

(in thousands) 123,734 121,192

Adjustment for

dilutive effect

of outstanding

stock options

(in thousands) - 1,855

Weighted average

number of

common and

common

equivalent

shares used

for primary

earnings(loss)

per share (in

thousands) 123,734 123,047

Primary earnings

(loss) per

common and

common

equivalent

share ($6.59) $3.45

Fully Diluted
Earnings(Loss)
Per Share

Net income (loss) ($816) $424

Shares

Weighted averages

number of common

shares

outstanding

(in thousands) 123,734 121,192

Adjustment for

dilutive

effect of

outstanding

stock options

(in thousands)  -- 2,076

Weighted average

number of common

and common

equivalent shares

used for fully

diluted earninngs

(loss) per share

(in thousands) 123,734 123,268

Fully diluted
earnings(loss)
per common and
common

COMMON SHARE

are amounts)

9, September 30,
1994

$310

117,808

927

118,735

$2.61

$310

118,735

1,002

118,810



equivalent share ($6.59) $3.44 $2.61
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EXHIBIT 21
SUBSIDIARIES OF APPLE COMPUTER, INC*

Name Jurisdiction of
Incorporation

Apple Computer B.V. Netherlands
Apple Computer, Inc. Limited Ireland
Apple Computer Limited Ireland
Apple Japan, Inc. Japan

*Pursuant to Item 601(b)(21)(ii) of RegulatiorkSthe names of other subsidiaries of Apple Compuite. are omitted because, considere
the aggregate, they would not constitute a sigaificubsidiary as of the end of the year covereithisyreport.
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ARTICLE 5

MULTIPLIER: 1,000,000
PERIOD TYPE: YEAR
FISCAL YEAR END: SEP 27 1996
PERIOD END: SEP 27 1996
CASH: 1,552

SECURITIES: 193
RECEIVABLES: 1,587
ALLOWANCES: 91
INVENTORY: 662

CURRENT ASSETS: 4,515
PP&E: 1,348
DEPRECIATION: 750

TOTAL ASSETS: 5,364
CURRENT LIABILITIES: 2,003
BONDS: 949

COMMON: 439

PREFERRED MANDATORY: 0
PREFERRED: 0

OTHER SE: 1,619

TOTAL LIABILITY AND EQUITY: 6,234
SALES: 9,833

TOTAL REVENUES: 9,833
CGS: 8,865

TOTAL COSTS: 8,865
OTHER EXPENSES: 2,321
LOSS PROVISION: 0
INTEREST EXPENSE: 60
INCOME PRETAX: (1,295)
INCOME TAX: (479)

INCOME CONTINUING: (816)
DISCONTINUED: 0
EXTRAORDINARY: 0
CHANGES: 0

NET INCOME: (816)

EPS PRIMARY: (6.59)

EPS DILUTED: (6.59)

End of Filing
Powerad By EDGAR
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