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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

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

For the quarterly period ended June 25, 2011
or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number: 000-10030

APPLE INC.

(Exact name of Registrant as specified in its chagt)

California 94-240411C
(State or other jurisdiction (I.R.S. Employer Identification No.)
of incorporation or organization)

1 Infinite Loop
Cupertino, California 95014

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code(408) 996-1010

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Secti8 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirefilécsuch reports), and (2) has been su
to such filing requirements for the past 90 days.

Yes No O

Indicate by check mark whether the registrant hemnitted electronically and posted on its corpok&feb site, if any, every Interactive D
File required to be submitted and posted pursuaRule 405 of Regulation $8232.405 of this chapter) during the precedi@grionths (c
for such shorter period that the registrant wasired to submit and post such files).

Yes No O

Indicate by check mark whether the registrant large accelerated filer, an accelerated filer, a-axcelerated filer, or a smaller report
company. See the definitions of “large accelerdiled,” “accelerated filer” and “smaller reportingpmpany” in Rule 12t2 of the Exchanc
Act.

Large accelerated file Accelerated filel O
Non-accelerated file O (Do not check if a smaller reporting compa Smaller reporting compar O

Indicate by check mark whether the registrantsbel company (as defined in Rule 12b-2 of the Exgje Act).
Yes O No
927,090,886 shares of common stock issued andcaodisg as of July 8, 2011




PART I|. FINANCIAL INFORMATION
Item 1. Financial Statements

APPLE INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (Un audited)
(in millions, except share amounts which are redldén thousands and per share amounts)

Net sales
Cost of sales
Gross margin

Operating expense
Research and developm

Selling, general and administrative
Total operating expenses

Operating incom
Other income and expense

Income before provision for income tay

Provision for income taxes
Net income

Earnings per common sha
Basic
Diluted

Shares used in computing earnings per st

Basic
Diluted

Three Months Ended

Nine Months Ended

June 25, June 26, June 25, June 26,

2011 2010 2011 2010
$ 28,571 $ 15,70 $ 79,97¢ % 44,88:
16,64¢ 9,564 47,54 26,71(
11,927 6,13¢ 32,43¢ 18,17
62€ 464 1,78¢ 1,28¢
1,91¢F 1,43¢ 5,574 3,94¢
2,547 1,90z 7,35¢ 5,23¢
9,37¢ 4,23¢ 25,08( 12,93¢
172 58 334 141
9,551 4,29: 25,41« 13,07¢
2,247 1,03¢ 6,11F 3,37¢
$ 7,30¢ 3,25. $ 19,29¢ $ 9,70t
$ 7.8¢ 357 $ 2091 $ 10.6¢
$ 7.7¢ 351 % 20.6: % 10.51
926,10¢ 912,19° 922,91° 907,76:
937,81( 927,36 935,68t 923,34:

See accompanying Notes to Condensed Consolidateaid¢tal Statements.
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APPLE INC.

CONDENSED CONSOLIDATED BALANCE SHEETS (Unaudited)
(in millions, except share amounts)

ASSETS:

Current asset:

Cash and cash equivalel

Shor-term marketable securiti

Accounts receivable, less allowances of $55 in e&ctod

Inventories

Deferred tax asse

Vendor noi-trade receivable

Other current asse

Total current asse

Long-term marketable securitis
Property, plant and equipment, |
Goodwill

Acquired intangible assets, r
Other assets

Total assets

LIABILITIES AND SHAREHOLDERS ' EQUITY:
Current liabilities:
Accounts payabl
Accrued expense
Deferred revenu

Total current liabilities

Deferred revenu- nor-current
Other nor-current liabilities

Total liabilities

Commitments and contingenci

Shareholder equity:
Common stock, no par value; 1,800,000,000 shartmared; 926,903,779 ar
915,970,050 shares issued and outstanding, resgk
Retained earning
Accumulated other comprehensive income/(lt

Total shareholde’ equity

Total liabilities and shareholders’ equity

See accompanying Notes to Condensed Consolidateaid¢tal Statements.
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June 25, September 25
2011 2010
$ 12,09. $ 11,26:

16,30¢ 14,35¢
6,102 5,51(
88¢ 1,051
1,892 1,63¢
5,36¢ 4,41¢
4,251 3,44
46,89¢ 41,67¢
47,76 25,39:
6,74¢ 4,76¢
741 741
1,16¢ 34z
3,44( 2,26:
$ 106,75¢ $ 75,18:
$ 15,27C $ 12,01t
7,597 5,72:
3,997 2,98¢
26,85¢ 20,722
1,407 1,13¢
9,14¢ 5,531
37,41t 27,39:
12,71¢ 10,66¢
56,23¢ 37,16¢
38¢ (46)
69,34 47,79:
$ 106,75¢ $ 75,18




APPLE INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

(in millions)

Cash and cash equivalents, beginning of the period
Operating activities
Net income
Adjustments to reconcile net income to cash geadray operating activitie!
Depreciation, amortization and accret
Stock-based compensation expel
Deferred income tax expen
Changes in operating assets and liabilit
Accounts receivable, n
Inventories
Vendor nor-trade receivable
Other current and n-current assel
Accounts payabl
Deferred revenu
Other current and non-current liabilities
Cash generated by operating activities
Investing activities
Purchases of marketable securi
Proceeds from maturities of marketable secur
Proceeds from sales of marketable secur
Payments made in connection with business acapiisitinet of cash acquir
Payments for acquisition of property, plant andigepent
Payments for acquisition of intangible as:
Other
Cash used in investing activiti
Financing activities
Proceeds from issuance of common si
Excess tax benefits from equity awa
Taxes paid related to net share settlement of yquitirds
Cash generated by financing activit

Increase in cash and cash equivalents
Cash and cash equivalents, end of the period

Supplemental cash flow disclosu
Cash paid for income taxes, 1

See accompanying Notes to Condensed Consolidateaid¢tal Statements.
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Nine Months Ended

June 25, June 26,
2011 2010

$ 11,26. $ 5,26%
19,29¢ 9,70t
1,271 69¢

87C 65E

2,232 1,29¢

(592) (79)

162 (487)

(95E) (1,25¢)

(1,551) (1,007
2,48( 2,812

1,27¢ 80¢

2,60¢ (239)
27,10( 12,917
(75,139 (41,319
16,39¢ 19,75¢
34,30: 14,04¢
0 (615)
(2,61 (1,245
(26€) (63)
34 (36)
(27,289 (9,479

577 73¢

91t 652
(479) (384)

1,01: 1,001

83C 4.44;

$ 12,09 $ 9,70¢
$ 2,56 $ 2,657



Apple Inc.
Notes to Condensed Consolidated Financial StatementUnaudited)

Note 1 — Summary of Significant Accounting Policies

Apple Inc. and its wholly-owned subsidiaries (colieely “Apple” or the “Company”)designs, manufactures, and markets m
communication and media devices, personal compuded portable digital music players, and sellsagety of related software, servic
peripherals, networking solutions, and thparty digital content and applications. The Compsaels its products worldwide through its re
stores, online stores, and direct sales force, @t ag through third-party cellular network carsiewholesalers, retailers and vakde
resellers. In addition, the Company sells a var@tyhird-party iPhone, iPad, Macintosh (“Mac’gnd iPod compatible products includ
application software, printers, storage devicegakprs, headphones, and various other accessadesuaplies through its online and re
stores. The Company sells to consumers, small ateized businesses, education, enterprise andgoeat customers.

Basis of Presentation and Preparation

The accompanying condensed consolidated finantzEigdraents include the accounts of the Companyrdomtepany accounts and transact

have been eliminated. The preparation of these eswg&tl consolidated financial statements in contgrwith U.S. generally accept

accounting principles (“GAAP”Jequires management to make estimates and assmsiptiat affect the amounts reported in these caw

consolidated financial statements and accompangyotgs. Actual results could differ materially fraimse estimates. Certain prior pe

amounts in the condensed consolidated financidersants and notes thereto have been reclassifiezbrtorm to the current pericgl’
presentation.

These condensed consolidated financial statemerdsaacompanying notes should be read in conjunctith the Companys annue
consolidated financial statements and the notegtihéor the fiscal year ended September 25, 2ibityded in its Annual Report on Form 10-
K (the “2010 Form 10-K”). Unless otherwise stategferences to particular years or quarters refehéoCompanys fiscal years ended
September and the associated quarters of thos yisars.

During the first quarter of 2011, the Company addpthe Financial Accounting Standard Board’s (“FASBew accounting standard
consolidation of variable interest entities. Theswnaccounting standard eliminates the mandatorytgative approach in determining con
for evaluating whether variable interest entitiesedh to be consolidated in favor of a qualitativealgsis, and requires an ongo
reassessment of control over such entities. Thetaoof this new accounting standard did not inighe Companys condensed consolida
financial statements.

Revenue Recognition
Revenue Recognition for Arrangements with Multipddiverables

For multi-element arrangements that include tamgimoducts containing software that is essentiaht tangible produdt’ functionality
undelivered software elements relating to the talegproduct’'s essential software, and undelivered-software services, the Comp:i
allocates revenue to all deliverables based om thkitive selling prices. In such circumstanche, Company uses a hierarchy to determin
selling price to be used for allocating revenuedétiverables: (i) vendor-specific objective evideraf fair value (“VSOE”), (ii) thirdparty
evidence of selling price (“TPE”), and (iii) bedtienate of the selling price (“"ESP™Y.SOE generally exists only when the Company sék
deliverable separately and is the price actualprgéd by the Company for that deliverable. ESHeaethe Company best estimates of wl
the selling prices of elements would be if theyeveold regularly on a stand-alone basis.
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For sales of iPhone, iPad, Apple TV, for salesRafd touch beginning in June 2010, and for salédaaf beginning in June 2011, the Comg
has indicated it may from time-tome provide future unspecified software upgrades features free of charge to customers. In Juié ,2b¢
Company announced it would provide various nonveafe services (“the online servicedt) owners of qualifying versions of iPhone, iF
iPod touch and Mac. The Company has identified aughtee deliverables in arrangements involving shée of these devices. The 1
deliverable is the hardware and software essetdighe functionality of the hardware device delaerat the time of sale. The sec
deliverable is the embedded right included with pluechase of iPhone, iPad, iPod touch, Mac and &M to receive on a when-and-if-
available basis, future unspecified software upgsaahd features relating to the prodsiessential software. The third deliverable isahkne
services to be provided to qualifying versionsRtfiéne, iPad, iPod touch and Mac. The Company aleaavenue between these delivere
using the relative selling price method. Becauge@bmpany has neither VSOE nor TPE for these delbles, the allocation of revenue
been based on the CompasESPs. Amounts allocated to the delivered hardamagdethe related essential software are recogrizéte time ¢
sale provided the other conditions for revenue gaitmn have been met. Amounts allocated to theezidbd unspecified software upgr
rights and the online services are deferred andgrdzed on a straighithe basis over the estimated lives of each ofdhldevices, which ran
from 24 to 48 months. Cost of sales related tovdedid hardware and related essential softwareydity estimated warranty costs,
recognized at the time of sale. Costs incurredrewide nonsoftware services are recognized as cost of saléscarred, and engineering
sales and marketing costs are recognized as apgetpenses as incurred.

The Companys process for determining its ESP for deliverablébout VSOE or TPE considers multiple factors timgty vary depending up
the unique facts and circumstances related to deliverable. The Company believes its customemtigogarly consumers, would be reluct
to buy the types of unspecified software upgradatsi embedded with iPhone, iPad, iPod touch, MatcAgwple TV. This view is primaril
based on the fact that unspecified upgrade righteat obligate the Company to provide upgrades paréicular time or at all, and do |
specify to customers which upgrades or featurek beil delivered. The Company also believes its custs would be unwilling to pay
significant amount for access to the online sewiobecause other companies offer similar servicdistiator no cost to users. Therefore,
Company has concluded that if it were to sell uggreghts or access to the online services onralatane basis, including those rights
services attached to iPhone, iPad, iPod touch, &at Apple TV, the selling price would be relativébw. Key factors considered by -
Company in developing the ESPs for the upgradegigttiude prices charged by the Company for sintféerings, market trends for prici
of Mac and iOS software, the Company’s historicdtipg practices, the nature of the upgrade rigletg., unspecified and when-and-if-
available), and the relative ESP of the upgradbtsigas compared to the total selling price of thmdpct. The Company may also consi
when appropriate, the impact of other products serdices, including advertising services, on sgllimice assumptions when developing
reviewing its ESPs for software upgrade rights asldted deliverables. The Company may also considelitional factors as approprie
including the pricing of competitive alternativefstiiey exist and produdpecific business objectives. When relevant, thmeséactors al
considered by the Company in developing ESPs foricee offerings such as the online services; howetlee primary consideration
developing ESPs for the online services is thereggd cost to provide such services over the fith@related devices, including considera
for a reasonable profit margin.

Beginning with the Company’s June 2011 announcerokttie upcoming release of the online servicesad OS X Lion, the Company’
combined ESP for the unspecified software upgragtes and the right to receive the online serviaesas follows: $16 for iPhone and iF

$11 for iPod touch, and $22 for Mac. The ComparSP for the embedded unspecified software upgrghieincluded with each Apple TV

$5 for 2011. Amounts allocated to the embedded erifpd software upgrade rights and the onlineisesrassociated with iPhone, iPad, i

touch and Apple TV are recognized on a stralgtg-basis over 24 months, and amounts allocatethéoembedded unspecified softw

upgrade rights and the online services associaitbdvhac are recognized on a straight-line basig @@months.

The Company recognizes revenue in accordance wdihsiry specific software accounting guidance &des of software upgrades. Theref
beginning in July 2011 the Company will defer aVenue from the sale of upgrades to the Mac OSlafedsoftware and recognize it rata
over 36 months.

Earnings Per Common Share

Basic earnings per common share is computed bgidiyincome available to common shareholders bywbightedaverage number of sha
of common stock outstanding during the period. iduearnings per common share is computed by diyiticome available to comm
shareholders by the weightesterage number of shares of common stock outstgrdlining the period increased to include the nundi
additional shares of common stock that would hasenboutstanding if the potentially dilutive sedesthad been issued. Potentially dilu
securities include outstanding options, sharesetqlirchased under the employee stock purchase at@hunvested restricted stock u
(“RSUs"). The dilutive effect of potentially dilutive secueis is reflected in diluted earnings per commorresiiy application of the treast
stock method. Under the treasury stock methodparease in the fair market value of the Comparsgdmmon stock can result in a gre
dilutive effect from potentially dilutive securise



The following table summarizes the computation a$ib and diluted earnings per common share fothtee- and nineaonth periods end:
June 25, 2011 and June 26, 2010 (in thousandspemeeincome in millions and per share amounts):

Three Months Ended Nine Months Ended
June 25, June 26, June 25, June 26,
2011 2010 2011 2010
Numerator:
Net income $ 7,306 $ 3,25 % 19,29¢ $ 9,70¢
Denominator
Weightec-average shares outstand 926,10t 912,19° 922,91 907,76
Effect of dilutive securities 11,702 15,16« 12,77 15,57¢
Weighted-average diluted shares 937,81( 927,36: 935,68t 923,34:
Basic earnings per common sh $ 7.8 $ 357 $ 20.91 $ 10.6¢
Diluted earnings per common shi $ 7.7¢ % 351 $ 20.6: $ 10.51

Potentially dilutive securities representing apjmwately 2,000 shares and 220,000 shares of comtook ®r the three months ended June
2011 and June 26, 2010, respectively, and 206,88fes and 498,000 shares of common stock for tie mionths ended June 25, 2011
June 26, 2010, respectively, were excluded fromcthraputation of diluted earnings per common sharglese periods because their e
would have been antidilutive.

Fair Value Measurements

Fair value is the price that would be received freafling an asset or paid to transfer a liabilityan orderly transaction between ma
participants at the measurement date. Fair valestimated by applying the following hierarchy, ehniprioritizes the inputs used to mea:
fair value into three levels and bases the categtioin within the hierarchy upon the lowest leveinput that is available and significant to
fair value measurement:

Level 1- Quoted prices in active markets for identicabéssr liabilities.
Level 2— Observable inputs other than quoted prices in aatiarkets for identical assets and liabilities, tgdgorices for identical or simil

assets or liabilities in inactive markets, or otimguts that are observable or can be corroboitayenbservable market data for substantially
full term of the assets or liabilities.

Level 3— Inputs that are generally unobservable and tiipicaflect managemenrd’estimate of assumptions that market participaotsd us:
in pricing the asset or liability.



Note 2 — Financial Instruments
Cash, Cash Equivalents and Marketable Securities

All highly liquid investments with maturities of ide months or less at the date of purchase arsifet@sas cash equivalents. The Company’
marketable debt and equity securities have beessifiled and accounted for as availablegate. Management determines the approj
classification of its investments at the time ofghase and reevaluates the availablesle designations as of each balance sheet dad
Company classifies its marketable debt securitiesither short-term or long-term based on eachunsgnt’s underlying contractual matur
date. Marketable debt securities with maturitied®fmonths or less are classified as skemta and marketable debt securities with matu
greater than 12 months are classified as lkengr. The Company classifies its marketable egsgtyurities, including mutual funds, as ei
short-term or long-term based on the nature of sachrity and its availability for use in curreipiesations.

The following tables summarize the Company’s awdédor-sale securitiesadjusted cost, gross unrealized gains, gross umeddbsses at
fair value by significant investment category rel as cash and cash equivalents or short-terrongrtérm marketable securities as
June 25, 2011 and September 25, 2010 (in millions):

June 25, 2011

Cash and Short-Term Long-Term
Adjusted Unrealized Unrealized Fair Cash Marketable Marketable
Cost Gains Losses Value Equivalents Securities Securities
Cash $ 2,76¢ $ 0 % 0% 2,76¢ $ 2,76¢ $ 0% 0
Level 1:
Money market fund 1,41 0 0 1,41 1,414 0 0
Mutual funds 15C 0 0 15C 0 15C 0
Subtotal 1,56¢ 0 0 1,56 1,414 15C 0
Level 2:
U.S. Treasury securitie 10,73¢ 51 0 10,78 1,13¢ 1,87¢ 7,772
U.S. agency securitie 9,98¢ 17 (@D} 10,00: 391 1,98( 7,631
Non-U.S. government securitit 6,127 18 (D) 6,14« 427 1,952 3,76¢
Certificates of deposit and time
deposits 4,53¢ 4 0 4,54; 893 1,231 2,41¢
Commercial pape 6,32¢ 0 0 6,32¢ 4,971 1,34¢ 0
Corporate securitie 30,44 167 9 30,59¢ 81 7,24z 23,27¢
Municipal securitie: 3,38¢ 35 (1) 3,42 0 524 2,89¢
Subtotal 71,54 292 (12 71,820 7,90¢ 16,15¢ 47,76
Total $ 75,87¢ $ 29z $ (12) $ 76,15¢ $ 12,09 $ 16,30¢ $ 47,76




September 25, 2010

Cash and Short-Term Long-Term
Adjusted Unrealized Unrealized Fair Cash Marketable Marketable
Cost Gains Losses Value Equivalents Securities Securities
Cash $ 1,69C $ 0 $ 0% 1,69C $ 1,69C $ 0 $ 0
Level 1:
Money market fund 2,75 0 0 2,75: 2,75 0 0
Level 2:
U.S. Treasury securitie 9,87: 42 0 9,91« 2,571 2,13 5,21:
U.S. agency securitie 8,71 1C 0 8,72 1,91¢ 4,33¢ 2,47
Non-U.S. government securitis 2,64¢ 13 0 2,661 10 86& 1,78¢
Certificates of deposit and time
deposits 2,73¢ 5 (1) 2,73¢ 374 85C 1,51¢
Commercial pape 3,16¢ 0 0 3,16¢ 1,88¢ 1,27¢ 0
Corporate securitie 17,34¢ 10z (9) 17,44: 58 4,52z 12,86:
Municipal securitie! 1,89¢ 19 (D 1,917 0 374 1,543
Subtotal 46,38¢ 191 (1) 46,56¢ 6,81¢ 14,35¢ 25,39!
Total $ 50,83 $ 191 $ (11 $ 51,017 $ 11,267 $ 14,35¢ $ 25,39

The net unrealized gains as of June 25, 2011 apte@ber 25, 2010 related primarily to lotegm marketable securities. The Company

sell certain of its marketable securities priortheir stated maturities for strategic reasons iidlg, but not limited to, anticipation of cre
deterioration and duration management. The Comparggnized net realized gains of $14 million an@ #illion during the three- and nine-
month periods ended June 25, 2011, respectively.Gdmpany recognized no significant net realizédggar losses during the three- and nine-
month periods ended June 26, 2010. The maturifitdhkeoCompany’s longerm marketable securities generally range from yeer to five
years.

As of June 25, 2011 and September 25, 2010, gmreslized losses related to individual securitfes had been in a continuous loss pos
for 12 months or longer were not significant.

The Company considers the declines in market valits marketable securities investment portfobdoe temporary in nature. The Comp
typically invests in highly-rated securities, and policy generally limits the amount of credit espre to any one issuer. The Company’
investment policy requires investments to genefadlynvestment grade, primarily rated singler better, with the objective of minimizing 1
potential risk of principal loss. Fair values wetetermined for each individual security in the istveent portfolio. When evaluating -
investments for other-thaemporary impairment, the Company reviews factaichsas the length of time and extent to which Yailue ha
been below cost basis, the financial conditiorhefissuer and any changes thereto, and the Congpiutgnt to sell, or whether it is more lik
than not it will be required to sell, the investrhéefore recovery of the investment’'s amortizedt ¢@sis. During the three- and nimesntt
periods ended June 25, 2011 and June 26, 201@Gdhmpany did not recognize any significant impairtnegmarges. As of June 25, 2011,
Company does not consider any of its investmenketother-than-temporarily impaired.

Derivative Financial Instruments

The Company uses derivatives to partially offsebitisiness exposure to foreign currency exchasgge The Company may enter into fore
currency forward and option contracts to offset sarhthe foreign exchange risk on expected futaghdlows on certain forecasted reve
and cost of sales, on net investments in certawidgo subsidiaries, and on certain existing assedtsliabilities. To help protect gross mart
from fluctuations in foreign currency exchange satertain of the Compars/subsidiaries whose functional currency is the. ddlar hedge
portion of forecasted foreign currency revenue. Tmnpanys subsidiaries whose functional currency is notWh®. dollar and who sell
local currencies may hedge a portion of forecasteeintory purchases not denominated in the subi&didunctional currencies. The Compi
typically hedges portions of its forecasted foredginrency exposure associated with revenue andhiomepurchases for three to six months
help protect the net investment in a foreign openatrom adverse changes in foreign currency exgbamates, the Company may enter
foreign currency forward and option contracts tfseff the changes in the carrying amounts of thesestments due to fluctuations in fore
currency exchange rates. The Company may also iemdefioreign currency forward and option contractpartially offset the foreign currer
exchange gains and losses generated by the re-rapssut of certain assets and liabilities denomuohatenonfunctional currencies. Howev
the Company may choose not to hedge certain foreigrency exchange exposures for a variety of masocluding, but not limited t
materiality, accounting considerations and the imitiie economic cost of hedging particular expesurThere can be no assurance the h
will offset more than a portion of the financialpact resulting from movements in foreign currenggt@nge rates.
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The Company’s accounting policies for these instnote are based on whether the instruments are ndast) as hedge or ndwedge
instruments. The Company records all derivativeshenCondensed Consolidated Balance Sheets ateflnie. The effective portions of ci
flow hedges are recorded in other comprehensivenirec until the hedged item is recognized in earnifije effective portions of r
investment hedges are recorded in other compreleimsiome as a part of the cumulative translatidjusiment. The ineffective portions
cash flow hedges and net investment hedges aredestdn other income and expense. Derivatives #nat not designated as hedc
instruments are adjusted to fair value throughiagmin the financial statement line item the datiie relates to.

The Company had a net deferred gain associatedoagh flow hedges of approximately $21 million andet deferred loss associated
cash flow hedges of approximately $252 million, aktaxes, recorded in other comprehensive incosnefadune 25, 2011 and Septembe
2010, respectively. Deferred gains and losses ededowith cash flow hedges of foreign currencyerave are recognized as a component
sales in the same period as the related revenmaeagnized, and deferred gains and losses relatedsh flow hedges of inventory purchs
are recognized as a component of cost of saldgisame period as the related costs are recogi8ebdtantially all of the Comparsyhedge
transactions as of June 25, 2011 are expecteccto agthin six months.

Derivative instruments designated as cash flow éedgust be ddesignated as hedges when it is probable the fetextdnedged transact
will not occur in the initially identified time p&d or within a subsequent twoenth time period. Deferred gains and losses iret
comprehensive income associated with such deriatistruments are reclassified immediately intomigays through other income and expe
Any subsequent changes in fair value of such deévivdnstruments are reflected in other income axpense unless they aredesignated
hedges of other transactions. The Company did emignize any significant net gains or losses rel&tethe loss of hedge designatior
discontinued cash flow hedges during the three-rame-month periods ended June 25, 2011 and Juriz026.

The Companys unrealized net gains and losses on net investimesges, included in the cumulative translatiorustiiient account
accumulated other comprehensive income (“AOCWgre not significant as of June 25, 2011 and Semter®5, 2010, respectively. T
ineffective portions and amounts excluded fromeffectiveness test of net investment hedges ateded in other income and expense.

The Company recognized in earnings a net loss wigio currency forward and option contracts notigiested as hedging instruments of
million and $100 million during the three- and nim@nth periods ended June 25, 2011, respectivetiyaaret gain on foreign currency forw
and option contracts not designated as hedginguimsints of $25 million and $15 million during therée- and nineronth periods end
June 26, 2010, respectively. These amounts, reddndether income and expense, represent the mebgdoss on the derivative contracts
do not include changes in the related exposureghvgenerally offset a portion of the gain or lossthe derivative contracts.
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The following table summarizes the notional prirdipmounts of the Comparsyoutstanding derivative instruments and credit asount
associated with outstanding or unsettled derivatisguments as of June 25, 2011 and Septemb&028, (in millions):

June 25, 2011 September 25, 2010
Notional Credit Risk Notional Credit Risk
Principal Amounts Principal Amounts
Instruments qualifying as accounting hed
Foreign exchange contrac $ 12,28: $ 126 $ 13950 $ 62
Instruments other than accounting hed
Foreign exchange contrau $ 6,41t $ 14 $ 10,720 $ 45

The notional principal amounts for outstanding dative instruments provide one measure of the &etitn volume outstanding and do
represent the amount of the Company’s exposureetditcor market loss. The credit risk amounts repné the Compang’gross exposure
potential accounting loss on derivative instrumehés are outstanding or unsettled if all counteiga failed to perform according to the te
of the contract, based on then-current currencha&xge rates at each respective date. The Conpgnyss exposure on these transactions
be further mitigated by collateral received fronmtam counterparties. The Compasyexposure to credit loss and market risk will vawg!
time as a function of currency exchange rates.cdigih the table above reflects the notional princima credit risk amounts of the Company’
foreign exchange instruments, it does not reflaetdains or losses associated with the exposuekdransactions that the foreign exche
instruments are intended to hedge. The amountsatitiy realized upon settlement of these finanaistruments, together with the gains
losses on the underlying exposures, will dependataal market conditions during the remaining tiféhe instruments.

The Company generally enters into master nettinangements, which reduce credit risk by permittieg settlement of transactions with
same counterparty. To further limit credit riske tBompany generally enters into collateral secaitangements that provide for collater:
be received or posted when the net fair value dhoefinancial instruments fluctuates from contadly established thresholds. The Comg
presents its derivative assets and derivativeliii@si at their gross fair values. As of June 2812, the Company received cash collateral re
to the derivative instruments under its collatesmdurity arrangements of $8 million, which it reed as accrued expenses in the Condt
Consolidated Balance Sheet. As of September 25),20& Company posted cash collateral related ¢odgrivative instruments under
collateral security arrangements of $445 millioieh it recorded as other current assets in thed€ased Consolidated Balance Sheet.
Company did not have any derivative instrument$ witditrisk related contingent features that would reqitite post additional collateral
of June 25, 2011 or September 25, 2010.
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The following tables summarize the gross fair vatliehe Companys derivative instruments as reflected in the CoaddnConsolidate

Balance Sheets as of June 25, 2011 and Septemb20 X5 (in millions):

June 25, 2011

Fair Value of
Fair Value of Derivatives
Derivatives Not Designatec
Designated
as Hedge as Hedge Total
Instruments Instruments Fair Value
Derivative assets (a
Foreign exchange contrac $ 128 $ 14 $ 13¢
Derivative liabilities (b):
Foreign exchange contrau $ 64 $ 6 $ 70
September 25, 2011
Fair Value of
Fair Value of Derivatives
Derivatives Not Designatec
Designated
as Hedge as Hedge Total
Instruments Instruments Fair Value
Derivative assets (a
Foreign exchange contrac $ 62 $ 45 $ 107
Derivative liabilities (b):
Foreign exchange contrac $ 48t % 11€ $ 60€
(@) The fair value of derivative assets is measuredgukevel 2 fair value inputs and is recorded a®otiurrent assets in the Conder
Consolidated Balance Shee
(b) The fair value of derivative liabilities is measdrasing Level 2 fair value inputs and is recordscaecrued expenses in the Conde

Consolidated Balance Shee

The following table summarizes the pre-tax effddhe Companys derivative instruments designated as cash flahngb investment hedges
the Condensed Consolidated Statements of Operatiwnghe three- and nineonth periods ended June 25, 2011 and June 26, @6

millions):

Three Month Periods

Gains/(Losses’

Recognized —
Ineffective
Gains/(Losses Portion and
Gains/(Losses Reclassified Amount
Recognized in from AOCI Excluded
OCl - into Income - from
Effective Effective Effectiveness
Portion (e) Portion (e) Testing
June 25, June 26, June 25, June 26, June 25, June 26,
2011 2010 2011 (a) 2010 (b) Location 2011 2010
Cash flow hedges
Foreign exchange contracts Other incom
$ 12 $ 83 $ (162) $ 67 and expens $ 15 $ (50)
Net investment hedge
Foreign exchange contrac Other incom
(7 (18) 0 0 and expens 1 0
Total $ 5 $ 65 $ (162) $ 67 $ 16 $ (50)
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Nine Month Periods

Gains/(Losses’

Recognized —
Ineffective
Gains/(Losses Portion and
Gains/(Losses Reclassified Amount
Recognized in from AOCI Excluded
OClI - into Income - from
Effective Effective Effectiveness
Portion (e) Portion (e) Testing
June 25, June 26, June 25, June 26, June 25, June 26,
2011 2010 2011 (c) 2010 (d) Location 2011 2010
Cash flow hedges
Foreign exchange contracts Other incom
$ (270 $ 145 (701) $ 80 and expens $ (104) $ (88)
Net investment hedge
Foreign exchange contrac Other incom
(21) (16) 0 0 and expens 1 0
Total $ (291) $ 12¢ $ (701) $ 80 $ (103 $ (88)

(@)

(b)

()

(d)

(€)

Includes gains/(losses) reclassified from AOCI iimtoome for the effective portion of cash flow hedgof which $(101) million at
$(61) million were recognized within net sales aodt of sales, respectively, within the CondensedsBlidated Statement of Operati
for the three months ended June 25, 2011. There neramounts reclassified from AOCI into income tloe effective portion of n
investment hedges for the three months ended Jurz021.

Includes gains/(losses) reclassified from AOCI imoome for the effective portion of cash flow hedgof which $78 million and $(1
million were recognized within net sales and cdssales, respectively, within the Condensed Codatdid Statement of Operations
the three months ended June 26, 2010. There wer@muunts reclassified from AOCI into income for thective portion of ni
investment hedges for the three months ended Jyrz020.

Includes gains/(losses) reclassified from AOCI iimtoome for the effective portion of cash flow hedgof which $(382) million at
$(319) million were recognized within net sales asubt of sales, respectively, within the CondenSehsolidated Statement
Operations for the nine months ended June 25, ZlHdre were no amounts reclassified from AOCI intlome for the effective porti
of net investment hedges for the nine months edded 25, 2011

Includes gains/(losses) reclassified from AOCI iimtcome for the effective portion of cash flow hedgof which $109 million and $(Z
million were recognized within net sales and cdssales, respectively, within the Condensed Codatdid Statement of Operations
the nine months ended June 26, 2010. There werammunts reclassified from AOCI into income for tbffective portion of ne
investment hedges for the nine months ended Jun2026.

Refer to Note 5, “Shareholders’ Equity and &tBased Compensation” of this Form @Q-which summarizes the activity in AC
related to derivative:

Accounts Receivable

The Company has considerable trade receivablesaadiag with its third-party cellular network canrs, wholesalers, retailers, valadde:
resellers, small and mid-sized businesses, andaédoc enterprise and government customers thahatrecovered by collateral, thighrty
financing arrangements or credit insurance. AuokXR5, 2011, trade receivables from one custoowaumted for 12% of the Compasytota
trade receivables. Trade receivables from two ef @ompanys customers accounted for 15% and 12% of totaletnateivables as
September 25, 2010. The Companyellular network carriers accounted for 60% ad&o6of trade receivables as of June 25, 2011
September 25, 2010, respectively.

Additionally, the Company has non-trade receivalfles) certain of its manufacturing vendors. Vendon+rade receivables from two of |
Company’s vendors accounted for 56% and 22% of tata-trade receivables as of June 25, 2011 andoremntrade receivables from two
the Company’s vendors accounted for 57% and 24#ataf non-trade receivables as of September 25).201
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Note 3 — Condensed Consolidated Financial Statemebetails

The following tables summarize the Company’s cosddrconsolidated financial statement details akiné 25, 2011 and September 25, :
(in millions):

Property, Plant and Equipment

June 25, 201! September 25, 2011
Land and building: $ 2,02¢ % 1,471
Machinery, equipment and inter-use softwart 5,78¢ 3,58¢
Office furniture and equipmel 172 144
Leasehold improvemen 2,35¢ 2,03(
Gross property, plant and equipm 10,34¢ 7,23¢
Accumulated depreciation and amortization (3,599 (2,466
Net property, plant and equipment $ 6,74¢ $ 4,76¢
Accrued Expenses
June 25, 2011 September 25, 2011
Accrued warranty and related co $ 1,19C $ 761
Deferred margin on component sa 1,36z 663
Accrued taxe: 1,13(C 524
Accrued compensation and employee ben 54¢ 43€
Accrued marketing and selling expen 48¢ 39€
Other current liabilitie: 2,881 2,94:
Total accrued expens $ 7,597 $ 5,72:
Non-Current Liabilities
June 25, 2011 September 25, 2010
Deferred tax liabilities $ 7,331 % 4,30(
Other nor-current liabilities 1,81¢ 1,231
Total other no-current liabilities $ 9,14¢ 5,631

Note 4 — Income Taxes

As of June 25, 2011, the Company recorded grosscagnized tax benefits of $1.2 billion, of which3#million, if recognized, would affe
the Companys effective tax rate. As of September 25, 2010,ttha&l amount of gross unrecognized tax benefits $@43 million, of whic
$404 million, if recognized, would affect the Compés effective tax rate. The Compasytotal gross unrecognized tax benefits are clagsi:
other noneurrent liabilities in the Condensed ConsolidatedaBce Sheets. The Company had $266 million and #284ion of gross intere
and penalties accrued as of June 25, 2011 and rBeete5, 2010, respectively, which are classifiedother norcurrent liabilities in th
Condensed Consolidated Balance Sheets.

Management believes that an adequate provisionbbas made for any adjustments that may result fiedmexaminations. However, 1
outcome of tax audits cannot be predicted withabety. If any issues addressed in the Compangk audits are resolved in a mannel
consistent with managemesitexpectations, the Company could be required jissads provision for income tax in the period Buesolutiol
occurs. Although timing of the resolution and/oostire of audits is not certain, the Company doédalieve it is reasonably possible tha
unrecognized tax benefits would materially chamgthé next 12 months.
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Note 5 — Shareholders’ Equity and Stock-Based Compseation
Preferred Stock

The Company has five million shares of authorizesfgrred stock, none of which is issued or outstamdJnder the terms of the Compasy
Restated Articles of Incorporation, the Board ofdators is authorized to determine or alter thategpreferences, privileges and restrictior
the Company’s authorized but unissued shares éfnpeel stock.

Comprehensive Income

Comprehensive income consists of two components,jmeme and other comprehensive income. Other cehgmsive income refers
revenue, expenses, gains, and losses that undeP@Aé\recorded as an element of shareholeersty but are excluded from net income.
Companys other comprehensive income consists of foreigreaay translation adjustments from those subsesarot using the U.S. dollar
their functional currency, unrealized gains andésson marketable securities categorized as alsilabsale, and net deferred gains and Ic
on certain derivative instruments accounted forash flow hedges.

The following table summarizes the components tdltoomprehensive income, net of taxes, duringtlinee- and nineaonth periods end:
June 25, 2011 and June 26, 2010 (in millions):

Three Months Ended Nine Months Ended
June 25, June 26, June 25, June 26,
2011 2010 2011 2010
Net income $ 7,30¢ $ 3,25 % 19,29¢ $ 9,70t
Other comprehensive incorr
Change in unrecognized gains/losses on derivatsteuments 112 13 273 41
Change in foreign currency translati 11 (54) 101 (43)
Change in unrealized gains/losses on marketablgites 14C 24 61 33
Total comprehensive income $ 7571 $ 323¢ $§ 19,73¢ $ 9,73¢

The following table summarizes activity in othemgarehensive income related to derivatives, neagés, held by the Company during
three- and nine-month periods ended June 25, 20d Jene 26, 2010 (in millions):

Three Months Ended Nine Months Ended
June 25, June 26, June 25, June 26,
2011 2010 2011 2010
Change in fair value of derivatives $ 8 % 55 % ave) $ 91
Adjustment for net gains/losses realized and irexdLich income 104 (42) 44¢ (50)
Change in unrecognized gains/losses on derivatisteuments $ 112 $ 13 $ 27 $ 41

The following table summarizes the components ofZAMet of taxes, as of June 25, 2011 and Septe2Hhe2010 (in millions):

June 25, 2011 September 25, 2010

Net unrealized gains/losses on marketable sea! $ 23z % 171
Net unrecognized gains/losses on derivative instnts 21 (252)
Cumulative foreign currency translation 13€ 35
Accumulated other comprehensive income/(loss) $ 38 $ (46)
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Equity Awards

A summary of the Company’RSU activity and related information for the nmenths ended June 25, 2011, is as follows (ingaonds, exce
per share amounts):

Weighted-
Average Aggregate
Number of Grant Date Intrinsic
Shares Fair Value Value
Balance at September 25, 2( 13,03: $ 165.6:
RSUs grante: 523: $  296.0¢
RSUs veste: (4,224 $  166.4¢
RSUs cancelled (609) $ 183.5:
Balance at June 25, 2011 13,437 $ 215.3t $ 4,383,92.

RSUs that vested during the three- and mivaath periods ended June 25, 2011 had a fair \adl$637 million and $1.4 billion, respectively,
of the vesting dates. RSUs that vested duringhheet and nineronth periods ended June 26, 2010 had a fair \a&l$853 million and $9¢
million, respectively, as of the vesting dates.

A summary of the Company’stock option activity and related information foe nine months ended June 25, 2011, is as fol{fowthousand:
except per share amounts and contractual termarsye

Weighted-
Weighted- Average
Average Remaining Aggregate
Number Exercise Contractual Intrinsic
of Shares Price Term Value
Balance at September 25, 2010 21,72 $ 90.4¢
Options grante 1 $ 342.6:
Options cancelle 149 $ 124.7:
Options exercised (7,827) $ 63.2(
Balance at June 25, 20 13,755 $ 105.6; 25/ $ 3,036,12
Exercisable at June 25, 20 12,437 % 99.5¢ 24: $ 2,818,84!
Expected to vest after June 25, 2! 132¢ $  162.2¢ 357 $ 217,28

Aggregate intrinsic value represents the valuehef@ompanys closing stock price on the last trading day e&f fiscal period in excess of 1
weightedaverage exercise price multiplied by the numbeomtfons outstanding or exercisable. The aggregdtssic value excludes stc
options that have a zero or negative intrinsic @althe total intrinsic value of options at the tinfeexercise was $248 million and $2.1 bill
for the three- and nine-month periods ended Jun@@BL, respectively, and $559 million and $1.6dil for the three- and nineonth period
ended June 26, 2010, respectively.

The Company had approximately 53.6 million shares&2.7 million shares reserved for future issuammder the Compang’stock plans as
June 25, 2011 and September 25, 2010, respectR8ls granted are deducted from the shares awailabgrant under the Compasystocl
plans utilizing a factor of two times the numberR$Us granted. Similarly, RSUs cancelled are adumtk to the shares available for g
under the Company’s stock plans utilizing a factotwo times the number of RSUs cancelled.
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Stock-Based Compensation

Stock-based compensation cost for RSUs is measwaseld on the closing fair market value of the Camifsacommon stock on the date
grant. Stock-based compensation cost for stoclonptand employee stock purchase plan rights (“spackhase rights”)s estimated at tl
grant date and offering date, respectively, basethe fair-value as calculated using the Black-S&hderton (“BSM”) optionpricing model
The BSM optionpricing model incorporates various assumptionsuiticly expected volatility, expected life and instreates. The expect
volatility is based on the historical volatility ¢fie Companys common stock over the most recent period commateswith the expected li
of the Company’s stock options and other relevaotdrs including implied volatility in market tradleoptions on the Comparg/’commo
stock. The Company bases its expected life assampti its historical experience and on the ternts@mditions of the stock awards it gre
to employees. The Company recognizes stock-basagemsation cost as expense on a straight-line basisthe requisite service period.

The Company did not grant any stock options duthegthreemonth periods ended June 25, 2011 and June 26, Z0&80Company grant
1,370 stock options with a weightedterage grant date fair value of $181.13 per stiarig the nine months ended June 25, 2011 andey
approximately 34,000 stock options with a weightwedrage grant date fair value of $108.58 per staring the nine months ended June
2010.

The Company did not assume any stock options dutiagthree- and nine-month periods ended June@Bl.During the three- and nine-
month periods ended June 26, 2010, the CompanynassB81,000 and 98,000 stock options, respectivelgpnjunction with certain busine
combinations. The weighted-average fair value otlstoptions assumed during the three- and nioeth periods ended June 26, 2010
$256.63 and $216.82, respectively.

The weighted-average fair value of stock purchéglets per share was $72.63 and $67.70 during treethand ninenonth periods end
June 25, 2011, respectively, and was $46.82 an®84iLiring the three- and nine-month periods erdded 26, 2010, respectively.

The following table summarizes the stdeksed compensation expense included in the Condlé&@sesolidated Statements of Operation:
the three- and nine-month periods ended June 23, 26d June 26, 2010 (in millions):

Three Months Ended Nine Months Ended
June 25, June 26, June 25, June 26,
2011 2010 2011 2010
Cost of sale: $ 52 $ 38 3 158 $ 112
Research and developmt 11¢ 8C 33€ 24C
Selling, general and administrative 112 101 37¢ 303
Total stock-based compensation expense $ 284 $ 21¢ $ 87C $ 65E

The income tax benefit related to stock-based cosgigoon expense was $113 million and $349 millionthe three- and nineonth period
ended June 25, 2011, respectively, and $77 millizch $238 million for the three- and ninesnth periods ended June 26, 2010, respective
of June 25, 2011, the total unrecognized compesrsabst related to outstanding stock options and$Bas $2.3 billion, which the Compe
expects to recognize over a weighted-average pefi@® years.

Employee Benefit Plans
Rule 10b-1 Trading Plans

During the third quarter of 2011, executive offeerimothy D. Cook, Peter Oppenheimer, D. Bruce Seard Jeffrey E. Williams, ar
directors William V. Campbell and Arthur D. Levinstad trading plans pursuant to Rule 10i§611) of the Securities Exchange Act of 1¢
as amended (the “Exchange Act”). A trading plam igritten document that pestablishes the amounts, prices and dates (ormaufarfo
determining the amounts, prices and dates) of dupurchases or sales of the Comparstock, including the exercise and sale of emg
stock options and shares acquired pursuant to dingp@ny’s employee stock purchase plan and upomgest RSUs.
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Note 6 — Commitments and Contingencies
Accrued Warranty and Indemnifications

The following table summarizes changes in the Camisaaccrued warranties and related costs for liheet and ninenonth periods end
June 25, 2011 and June 26, 2010 (in millions):

Three Months Ended Nine Months Ended
June 25, June 26, June 25, June 26,
2011 2010 2011 2010
Beginning accrued warranty and related c $ 1,10 $ 58t $ 761 $ 571
Cost of warranty claim (28¢) (15%) (790) (427
Accruals for product warranty 37E 157 1,21¢ 44(
Ending accrued warranty and related costs $ 1,19C $ 59C $ 1,19C $ 59(C

The Company generally does not indemnify eisdss of its operating system and application sowagainst legal claims that the softv
infringes thirdparty intellectual property rights. Other agreersesritered into by the Company sometimes includenmidfication provision
under which the Company could be subject to cost¥om damages in the event of an infringement clamainst the Company or
indemnified thirdparty. However, the Company has not been requobadake any significant payments resulting from sanhinfringemer
claim asserted against it or an indemnified tigedty. In the opinion of management, there wasahtgast a reasonable possibility the Com,
may have incurred a material loss with respeahdeinnification of endisers of its operating system or application saftwar infringement ¢
third-party intellectual property rights. The Company diat record a liability for infringement costs reld to indemnification as of eitt
June 25, 2011 or September 25, 2010.

The Company has entered into indemnification agesgsnwith its directors and executive officers. Einthese agreements, the Company
agreed to indemnify such individuals to the fullestent permitted by law against liabilities thasa by reason of their status as directo
officers and to advance expenses incurred by sudiiduals in connection with related legal prodegd. It is not possible to determine
maximum potential amount of payments the Companydcbe required to make under these agreementgodthe limited history of pric
indemnification claims and the unique facts anduwinstances involved in each claim. However, the Gamg maintains directors and offic
liability insurance coverage to reduce its expogorsuch obligations, and payments made under thgsgements historically have not b
material.

Concentrations in the Available Sources of Supplyfdvaterials and Product

Although most components essential to the Comabysiness are generally available from multiplerses, certain key components incluc
but not limited to microprocessors, enclosuresairetiquid crystal displays (“LCDs"), certain opél drives and applicatiospecific integrate
circuits (“ASICs”) are currently obtained by the Company from singlénoited sources, which subjects the Company gaificant supply an
pricing risks. Many of these and other key compdsehat are available from multiple sources inahgdbut not limited to NAND flas
memory, dynamic random access memory (“DRAM”") amgltain LCDs, are subject at times to industiige shortages and significi
commodity pricing fluctuations. In addition, the i@pany has entered into certain agreements forupplyg of key components including, |
not limited to, microprocessors, NAND flash memdpRAM and LCDs with favorable pricing, but therendae no guarantee that the Comg
will be able to extend or renew these agreementsirailar favorable terms, or at all, upon expiratiar otherwise obtain favorable pricing
the future. Therefore, the Company remains subgestgnificant risks of supply shortages and/oc@rincreases that can materially advel
affect its financial condition and operating result

The Company and other participants in the mobilaroanication and media device, and personal compndeistries also compete for varis
components with other industries that have expeéérnincreased demand for their products. In addittbe Company uses some cus
components that are not common to the rest of timekestries, and new products introduced by the @amy often utilize custom compone
available from only one source. When a componemtroduct uses new technologies, initial capacityst@ints may exist until the suppliers’
yields have matured or manufacturing capacity haseased. If the Compa’s supply of a key singlseurced component for a new or exis
product were delayed or constrained, if such coraptmwere available only at significantly higheicps, or if a key outsourcing part
delayed shipments of completed products to the Gompthe Companyg’ financial condition and operating results could rhateriall
adversely affected. The Compasybusiness and financial performance could alsadersely affected depending on the time requio
obtain sufficient quantities from the original soey or to identify and obtain sufficient quantiti'em an alternative source. Contini
availability of these components at acceptableegrior at all, may be affected if those suppliersidied to concentrate on the productio
common components instead of components custontizeeet the Company’s requirements.
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Substantially all of the Compars/iPhones, iPads, Macs, iPods, logic boards aner @tssembled products are manufactured by outsg
partners, primarily in various parts of Asia. Ariiicant concentration of this outsourced manufantyis currently performed by only a fi
outsourcing partners of the Company, often in singtations. Certain of these outsourcing partaegshe solesourced supplier of compone
and manufacturing outsourcing for many of the Comyp@key products including but not limited to finasambly of substantially all of t
Company’s hardware products. Although the Compaaskeiclosely with its outsourcing partners on mawtidring schedules, the Company’
operating results could be adversely affectedsifoititsourcing partners were unable to meet theidymtion commitments. The Compasy’
purchase commitments typically cover its requiretséor periods ranging from 30 to 150 days.

Long-Term Supply Agreements

The Company has entered into lolegm agreements to secure the supply of certaienitory components. These agreements generallye
between 2011 and 2022. As of June 25, 2011, thep@oynhad a total of $2.4 billion of inventory compgat prepayments outstanding
which $701 million are classified as other currassets and $1.7 billion are classified as othestass the Condensed Consolidated Bal
Sheets. The Company had a total of $956 milliomeéntory component prepayments outstanding aspfesber 25, 2010. The Company’
outstanding prepayments will be applied to certauentory component purchases made during the tdreach respective agreement. A
June 25, 2011, the Company had off-balance sheatn@tments under longerm supply agreements totaling approximately ®1llibn to make
additional inventory component prepayments andctpuiie capital equipment in 2011 and beyond.

Other Off-Balance Sheet Commitments

The Company leases various equipment and facjlitietuding retail space, under noncancelable djpeydease arrangements. The Comy
does not currently utilize any other dfédance sheet financing arrangements. The majditfdeases are typically for terms not exceeditg
years and generally provide renewal options fangenot exceeding five additional years. Leasesdiail space are for terms ranging from

to 20 years, the majority of which are for 10 yeansd often contain multi-year renewal options. cAslune 25, 2011, the Compasytota
future minimum lease payments under noncancelgi#eating leases were $2.7 billion, of which $2Idni related to leases for retail space.

Additionally, as of June 25, 2011, the Company batstanding offealance sheet commitments for outsourced manufagtand compone
purchases of $11.0 billion. Other outstanding dilmns were $1.6 billion as of June 25, 2011, ardevcomprised mainly of commitment:
acquire product tooling and manufacturing procegsmment and commitments related to advertisinggaech and development, Internet
telecommunications services and other obligatidhese commitments exclude the off-balance sheetritiments under the longrm suppl
agreements described above.

Contingencies

The Company is subject to various legal proceedamgs claims that have arisen in the ordinary coofseusiness and have not been 1
adjudicated, which are discussed in Part Il, Iteof this Form 10-Q under the heading “Legal Progegsl and in Part Il Item 1A under t
heading “Risk Factorsth the opinion of management, there was not at asasonable possibility the Company may haveried a materii
loss, or a material loss in excess of a recordeduat; with respect to loss contingencies. Howeteg, outcome of litigation is inheren
uncertain. Therefore, although management consttierbkelihood of such an outcome to be remoteni or more of these legal matters v
resolved against the Company in the same repop@rgd for amounts in excess of management's eagfiens, the Compang’condense
consolidated financial statements of a particudg@orting period could be materially adversely affelc
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On March 14, 2008, Mirror Worlds, LLC filed an ami against the Company alleging that certain opitsducts infringed on three pate
covering technology used to display files. On Oetab, 2010, a jury returned a verdict against ten@any, and awarded damages of ¢
million per patent for each of the three patentseged. On April 4, 2011, the Judge overturneduvrelict in the Companyg’ favor. Mirro
Worlds has appealed the ruling. The Company hadauotrded a loss contingency for this action.

Production and marketing of products in certairtesteand countries may subject the Company to emviemtal, product safety and ot
regulations including, in some instances, the meguént to provide customers the ability to returmdpict at the end of its useful life, and pl
responsibility for environmentally safe disposal recycling with the Company. Such laws and regofeti have been passed in se\
jurisdictions in which the Company operates, inalgdvarious countries within Europe and Asia andaie states and provinces within Nc
America. Although the Company does not anticipaite material adverse effects in the future basethemature of its operations and the tr
of such laws, there can be no assurance that susting laws or future laws will not materially aghgely affect the Comparg/financia
condition or operating results.

Note 7 — Segment Information and Geographic Data

The Company reports segment information based erirttanagementapproach. The management approach designatesténeainreportin
used by management for making decisions and asggssiformance as the source of the Company’s tagersegments.

The Company manages its business primarily on argebic basis. Accordingly, the Company determiitsdoperating and reporti
segments, which are generally based on the nahddogation of its customers, to be the Americasole, Japan, AsiBacific and Rete
operations. The Americas, Europe, Japan and Radific reportable segment results do not incledilts of the Retail segment. The Amer
segment includes both North and South America. Hin®pe segment includes European countries, asawéle Middle East and Africa. 1
Asia-Pacific segment includes Australia and Asia, buigsdoot include Japan. The Retail segment opergipteAetail stores in 11 countri
including the U.S. Each reportable operating sedrpeovides similar hardware and software productd similar services. The account
policies of the various segments are the sameoae tthescribed in Note 1, “Summary of Significanté@unting Policies” of this Form 1Q-anc
in the Notes to Consolidated Financial Statementeé Company’s 2010 Form 10-K.

The Company evaluates the performance of its opgraegments based on net sales and operating éddet sales for geographic segm
are generally based on the location of customehnfigviRetail segment net sales are based on salestire Company retail stores. Operati
income for each segment includes net sales to fiartles, related cost of sales and operating esqeedirectly attributable to the segm
Advertising expenses are generally included inghegraphic segment in which the advertising ocoOrerating income for each segn
excludes other income and expense and certain sgpananaged outside the operating segments. Cadtsled from segment operat
income include various corporate expenses suchaasifiacturing costs and variances not includedandsrd costs, research and developr
corporate marketing expenses, stbelsed compensation expense, income taxes, var@mugaurring charges, and other separately mai
general and administrative costs. The Company doesclude intercompany transfers between segnfent®anagement reporting purpo:
Segment assets exclude corporate assets, suclstgsceah equivalents, short-term and ltemga investments, manufacturing and corpc
facilities, miscellaneous corporate infrastructugmodwill and other acquired intangible assets. dpkcfor the Retail segment, cap
expenditures for long-lived assets are not repddedanagement by segment.

The Company has certain retail stores that have tdesigned and built to serve as hjghbfile venues to promote brand awareness and se
vehicles for corporate sales and marketing acatisitiBecause of their unique design elements, tatand size, these stores rec
substantially more investment than the Compamyore typical retail stores. The Company allocagtain operating expenses associated
its high-profile stores to corporate expense ttectfthe estimated Compamyide benefit. The allocation of these operatingt€ds corporai
expense is based on the amount incurred for a pigfile store in excess of that incurred by a mtyfg@ical Company retail location. T
Company had opened a total of 16 hjgbfile stores as of June 25, 2011. Amounts alktéad corporate expense resulting from the opers
of high-profile stores were $26 million and $75 lioit during the three- and nimeenth periods ended June 25, 2011, respectivety $af
million and $54 million during the three- and nimmnth periods ended June 26, 2010, respectively.
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Summary information by operating segment for theedh and ninenonth periods ended June 25, 2011 and June 26, i2049 follows (i
millions):

Three Months Ended Nine Months Ended
June 25, June 26, June 25, June 26,
2011 2010 2011 2010

Americas:

Net sales $ 10,12¢ $ 6,227 $ 28,667 $ 17,312

Operating incomi $ 3,59¢ $ 1,997 $ 10,25( $ 5,48:
Europe:

Net sales $ 7,09¢ $ 4,16C $ 20,38 $ 13,23¢

Operating incomi $ 3,107 $ 1,631 $ 8,41 $ 5,457
Japan

Net sales $ 1,51C $ 91C $ 4.32¢ $ 2,58(

Operating incomi $ 73t 3 39C $ 1,99 $ 1,18¢
Asia-Pacific:

Net sales $ 6,332 $ 1,82 $ 16,06: $ 5,52¢

Operating incom $ 2,782 $ 841 $ 6,86¢ $ 2,565
Retail:

Net sales $ 3,508 $ 257¢ $ 10,54 $ 6,232

Operating incomt $ 82¢6 $ 59 $ 2,665 $ 1,447

A reconciliation of the Company’s segment operaiimgpme to the condensed consolidated financiéistants for the three- and ningntt
periods ended June 25, 2011 and June 26, 201Gddiags (in millions):

Three Months Ended Nine Months Ended
June 25, June 26, June 25, June 26,
2011 2010 2011 2010
Segment operating incon $ 11,04t $ 545 $ 30,19« $ 16,12«
Stoclk-based compensation expel (284) (219) (870) (65%)
Other corporate expenses, net (1,385) (999 (4,244 (2,53))
Total operating incom $ 9,37¢ $ 423 $ 2508 $ 12,93¢

(@) Other corporate expenses include research and apgmeht, corporate marketing expenses, manufactwosgs and variances |
included in standard costs, and other separatelyaged general and administrative expenses, in@udértain corporate expen
associated with support of the Retail segm

Note 8 — Related Party Transactions and Certain Otér Transactions

In 2001, the Company entered into a Reimbursemgmednent with its CEO, Steve Jobs, for the reimiment of expenses incurred
Mr. Jobs in the operation of his private plane wiised for Apple business. The Company did not neieegany expenses pursuant to
Reimbursement Agreement during the three month&dkrddine 25, 2011 and recognized a total of $15i008xpenses pursuant to

Reimbursement Agreement during the nine monthsdeddee 25, 2011. The Company recognized a totdl®f000 and $155,000 in exper
pursuant to the Reimbursement Agreement duringhte- and nineaonth periods ended June 26, 2010, respectivelyexplenses recogniz
pursuant to the Reimbursement Agreement have leduded in selling, general and administrative &sges in the Condensed Consolid
Statements of Operations.
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ltem 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

This section and other parts of this Form 10-Q eomtforward-looking statements that involve risksdauncertainties. Forwardboking
statements can be identified by words such as ¢gdtes,” “expects,” “believes,” “plans,” “predicts” and similar terms. Forwardeoking
statements are not guarantees of future performameckethe Compang’actual results may differ significantly from thessults discussed in t
forward-looking statements. Factors that might cause sliffarences include, but are not limited to, thdéscussed in Part I, Item 1ARisk
Factors” which are incorporated herein by reference. Thdldwing discussion should be read in conjunctioithwhe Company Annua
Report on Form 1-K for the year ended September 25, 2010 (the “Z0dGn 10-K”) filed with the U.S. Securities and Exchange Corion
(“SEC”) and the condensed consolidated financiatsinents and notes thereto included elsewhere ign Rhrm 10Q. All informatior
presented herein is based on the Com’s fiscal calendar. Unless otherwise stated, refeesnin this report to particular years or quart
refer to the Company’fiscal years ended in September and the assdaipiarters of those fiscal years. The Company assuro obligation 1
revise or update any forward-looking statementsafoy reason, except as required by law.

Available Information

The Company’s Annual Report on Form 10-K, Quart&gports on Form 10-Q, Current Reports on Foriq) 8hd amendments to reports fi
pursuant to Sections 13(a) and 15(d) of the Séesifiixchange Act of 1934, as amended (“Exchang Aace filed with the SEC. Such repc
and other information filed by the Company with BIEC are available on the Company’s website at/httpw.apple.com/investowhen suc
reports are available on the SEC website. The pubdly read and copy any materials filed by the Camgpwith the SEC at the SECPublic
Reference Room at 100 F Street, NE, Room 1580, iwgisim, DC 20549. The public may obtain informatimm the operation of the Put
Reference Room by calling the SEC at 1-800-%B30. The SEC maintains an Internet site that dasiteeports, proxy, and informati
statements and other information regarding isstiesfile electronically with the SEC at http://wwsgc.gov. The contents of these webs
are not incorporated into this filing. Further, tBempanys references to the URLs for these websites aendieid to be inactive texti
references only.

Executive Overview

The Company designs, manufactures, and marketsge k& mobile communication and media devices,qmaiscomputers, and portable dig
music players, and sells a variety of related safyservices, peripherals, networking solutions, thirdparty digital content and applicatio
The Company'’s products and services include iPlqriBad® , Mac® , iPo@ , Apple T¥ a portfolio of consumer and professional soft
applications, the iOS and Mac @S X operating systd@loud® ,and a variety of related accessories, servicessapgort offerings. Tt
Company also sells and delivers third-party digiahtent and applications through the iTunes StqorApp StoresM | iBookstoréM, and Ma
App StoresM . The Company sells its products worlaatitrough its retail stores, online stores, andafisales force, as well as through third-
party cellular network carriers, wholesalers, fetai and value-added resellers. In addition, tbengany sells a variety of thindarty iPhone
iPad, Mac and iPod compatible products, includipgligation software, printers, storage devicesakpes, headphones, and various ¢
accessories and peripherals through its onlineratadl stores. The Company sells to consumers, |sandl midsized businesses, educat
enterprise and government customers.

The Company is committed to bringing the best es@erience to its customers through its innovataelware, software, peripherals, servi
and Internet offerings. The Compasyjusiness strategy leverages its unique abilieign and develop its own operating systems weae
application software, and services to provide iistemers new products and solutions with supergse®fuse, seamless integration,
innovative industrial design. The Company beliegestinual investment in research and developmentritgcal to the development a
enhancement of innovative products and technolodire€onjunction with its strategy, the Company thames to build and host a rob
platform for the discovery and delivery of thiparty digital content and applications through ihenes Store. Within the iTunes Store,
Company has expanded its offerings through the Bigoe and iBookstore, which allow customers to ls®wsearch for, and purchase third-
party applications and books through either a Ma@/mdowsbased computer or by wirelessly downloading diyetttlan iPhone, iPad or iP
touch® . In January 2011, the Company opened the ApgcStore allowing customers to easily find, dowad and install Appléranded an
third-party applications for their Macs. The Comypaaiso works to support a community for the develept of thirdparty software ar
hardware products and digital content that complerttee Company’s offerings. Additionally, the Compgss strategy includes expanding
distribution network to effectively reach more @mmers and provide them with a high-quality saled postsales support experience. -
Company is therefore uniquely positioned to ofigoerior and well-integrated digital lifestyle anaguctivity solutions.
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The Company participates in several highly competimarkets, including mobile communications andliaalevices with its iPhone, iPad i
iPod product families; personal computers withNtac computers; and distribution of thiparty digital content and applications through
iTunes Store, App Store, iBookstore, and Mac Appré&tWhile the Company is widely recognized asaaileg innovator in the markets wh
it competes, these markets are highly competitheesabject to aggressive pricing. To remain contigetithe Company believes that incree
investment in research and development and magketid advertising is necessary to maintain or expenposition in the markets wher
competes. The Comparsyresearch and development spending is focusedvesting in new hardware and software products,iarfdrthel
developing its existing products, including iPhoifead, Mac, and iPod hardware; iOS and Mac OS Xaipg systems; and a variety
application software and online services. The Caowiso believes increased investment in markedimd) advertising programs is critica
increasing product and brand awareness.

The Company utilizes a variety of direct and indirdistribution channels, including its retail ®sy online stores, and direct sales force
third-party cellular network carriers, wholesalemstailers, and valuadded resellers. The Company believes that salés afnovative an
differentiated products are enhanced by knowledgeahlespersons who can convey the value of théwzae, software, and periphe
integration, demonstrate the unique digital liféstgolutions that are available on its productsl damonstrate the compatibility of the N
with the Windowsbased platform and networks. The Company furthdieves providing direct contact with its targetedstomers is ¢
effective way to demonstrate the advantages opriéglucts over those of its competitors and progdinhigh-quality sales and aftesle:
support experience is critical to attracting newd agtaining existing customers. To ensure a lggality buying experience for its product:
which service and education are emphasized, thep@oyncontinues to expand and improve its distrdsuttapabilities by expanding 1
number of its own retail stores worldwide. Additidly, the Company has invested in programs to ecdnasseller sales by placing high qué
Apple fixtures, merchandising materials and otlesources within selected thipdty reseller locations. Through the Apple Premireselle
Program, certain thirgarty resellers focus on the Apple platform by padovg a high level of integration and support seeg, and produ
expertise.

Products

The Company offers a range of mobile communicasiod media devices, personal computing productspanble digital music players,
well as a variety of related software, servicesjpberals, networking solutions and various thpaty hardware and software products
addition, the Company offers its own software paiduincluding iOS, the Comparsyproprietary mobile operating system; Mac OS %
Companys proprietary operating system software for its Mamputers; server software; and application safviar consumer, education,
business customers.

In June 2011, the Company introduced iCloud, it nud service, which stores music, photos, appstacts, calendars, and documents
wirelessly pushes them to multiple iOS devices, $1and PCs. iCloud includes iTunes in the Cloud,t®&tream, Documents in the Clo
Contacts, Calendar, Mail, Automatic downloads anccpase history for apps and books, and BackupsUs#l be able to sign up for fr
access to iCloud using an iOS device running iQ8 & Mac running Mac O8 X Lion (“Mac OS X Lion'iCloud is expected to be availa
in the fall of 2011.

In June 2011, the Company previewed iOS 5, thetatrsion of its mobile operating system. iOS @udes new features such as Notifica
Center, a way to view and manage notificationsria place; iMessage, a messaging service that allsars to send text messages, photo
videos between iOS devices; and Newsstand, a wayrnthase and organize newspaper and magazinerigtioss. iOS 5 is expected to
available in the fall of 2011.

In June 2011, the Company announced Mac OS X ltlmn eighth major release of the Companiac operating system. Mac OS X L
includes support for new Multi-Touch™ gestures;tegswide support for full screen applications; MissiGontrol, a way to view everythii
running on a user’s Mac; the Mac App Store; Lauach@a new home for a userapplications; and a redesigned Mail applicatidac OS >
Lion was made available in July 2011.

A detailed discussion of the Company’s other priéslagay be found in Part I, Item 1, “Business,”lté Company’s 2010 Form 10-K.
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Japan Earthquake and Tsunami

On March 11, 2011, the northeast coast of Japarrexged a severe earthquake followed by a tsunaithi, continuing aftershocks. The
geological events have caused significant damagdeeimegion, including severe damage to nucleargpgants, and have impacted Japan’
power and other infrastructure as well as its enondCertain of the Company/’'suppliers are located in Japan, and certairs atiter supplie
integrate components or use materials manufactarédpan in the production of its products. Toegktent that component production has |
affected, the Company has generally obtained altem sources of supply or implemented other messurhe Company does not curre
believe these events will have a material impaciteroperations in the fourth quarter of 2011 uslesnditions worsen, including, but
limited to, power outages and expansion of evacnaones around the nuclear power plants.

Beyond the fourth quarter of 2011, uncertainty &sxigith respect to the availability of electricalvger, the damage to nuclear power plants
the impact to other infrastructure. Thus, thera sk that the Company could in the future experéedelays or other constraints in obtail
key components and products and/or price increaslased to such components and products that comaterially adversely affect t
Company'’s financial condition and operating results

Critical Accounting Policies and Estimates

The preparation of financial statements and reldiedosures in conformity with U.S. generally gutesl accounting principles (“GAAP3nc
the Company’s discussion and analysis of its firdreondition and operating results require the @any’'s management to make judgme
assumptions, and estimates that affect the amoeptsted in its condensed consolidated financatkestents and accompanying notes. Nc
“Summary of Significant Accounting Policies” of ghiForm 10-Q and in the Notes to Consolidated FilsduStatements in the Compagsy201(
Form 10-K describes the significant accountinggiedi and methods used in the preparation of thep@oys condensed consolidated finan
statements. Management bases its estimates omi¢astexperience and on various other assumptibbglieves to be reasonable undet
circumstances, the results of which form the bfmisnaking judgments about the carrying valuesssess and liabilities. Actual results n
differ from these estimates and such differenceg Ipeamaterial.

Management believes the Compancritical accounting policies and estimates armesehrelated to revenue recognition, valuation
impairment of marketable securities, inventory aéilbn and inventory purchase commitments, warraasfs, income taxes, and legal and ¢
contingencies. Management considers these polmiéisal because they are both important to thetrpgal of the Company’ financia
condition and operating results, and they requienagement to make judgments and estimates aboetemtty uncertain matters. T
Companys senior management has reviewed these criticalatiag policies and related disclosures with thelifand Finance Committee
the Company’s Board of Directors.

Revenue Recognitic

Net sales consist primarily of revenue from thes sdlhardware, software, digital content and ajgpiins, peripherals, and service and suj
contracts. The Company recognizes revenue whengsve evidence of an arrangement exists, deliwasyoccurred, the sales price is fixe
determinable, and collection is probable. Prodsicoinsidered delivered to the customer once ibkas shipped and title and risk of loss |
been transferred. For most of the Compangioduct sales, these criteria are met at the thmeproduct is shipped. For online sale
individuals, for some sales to education custoritethe U.S., and for certain other sales, the Comptefers recognition of revenue until
customer receives the product because the Comptains a portion of the risk of loss on these sdlging transit. The Company recogni
revenue from the sale of hardware products (€2@omes, iPads, Macs, iPods and peripherals), seftaundled with hardware that is esse
to the functionality of the hardware, and thpdrty digital content sold on the iTunes Store ¢gocadance with general revenue recogn
accounting guidance. The Company recognizes revenaecordance with industry specific software astmg guidance for the followir
types of sales transactions: (i) standalone sdlesoftware products, (i) sales of software upgmdead (iii) sales of software bundled v
hardware not essential to the functionality of hlaedware.
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For multi-element arrangements that include tamgisbducts containing software essential to thgibda product’s functionality, undelivered
software elements relating to the tangible produessential software, and undelivered non-softsareices, the Company allocates revenue to
all deliverables based on their relative selliniggs. In such circumstances, the Company usegartiy to determine the selling price to be
used for allocating revenue to deliverables: (ndar-specific objective evidence of fair value (‘8E"), (ii) third-party evidence of selling

price (“TPE”) and (iii) best estimate of the saljiprice (“ESP"). VSOE generally exists only whee tbompany sells the deliverable separately
and is the price actually charged by the Companyhfat deliverable. ESPs reflect the Company’s bsinates of what the selling prices of
elements would be if they were sold regularly @teand-alone basis.

For sales of iPhone, iPad, Apple TV, for salesRafd touch beginning in June 2010, and for salédaaf beginning in June 2011, the Comg
has indicated it may from time-tome provide future unspecified software upgrades features free of charge to customers. In Juié 2t¢
Company announced it would provide various nonveafe services (“the online servicedt) owners of qualifying versions of iPhone, iF
iPod touch and Mac. Because the Company has n&®@E nor TPE for embedded unspecified softwareaggrights or the online servic
revenue is allocated to these rights and serviesgd on the Compars/ESPs. Amounts allocated to the embedded unspecsfiftwar
upgrade rights and online services are deferredracmpnized on a straighite basis over the estimated lives of each ofdhimvices, whic
range from 24 to 48 months. The Company’s procasddtermining ESPs involves management’s judgmidrea. Companys process conside
multiple factors that may vary over time dependipgpn the unique facts and circumstances relategath deliverable. If the facts ¢
circumstances underlying the factors considerechgheor should future facts and circumstances lbadGompany to consider additio
factors, the Compang’ESP for software upgrades and online servicesetto future sales of these devices could chdhtee estimated lif
of one or more of the hardware products should gbathe future rate of amortization of the reveallecated to the software upgrade ri¢
would also change.

The Company records reductions to revenue for estidhcommitments related to price protection andcisstomer incentive prograr
including reseller and end-user rebates, and athless programs and volumbesed incentives. For transactions involving ppoatection, th
Company recognizes revenue net of the estimatediatno be refunded, provided the refund amountlEreasonably and reliably estime
and the other conditions for revenue recognitiomehlaeen met. The Compasypolicy requires that, if refunds cannot be rdjiagstimatec
revenue is not recognized until reliable estimatasbe made or the price protection lapses. Fdomes incentive programs, the estimated
of these programs is recognized at the later ofitite at which the Company has sold the produttedate at which the program is offe
The Company also records reductions to revenuexpected future product returns based on the Coyipdristorical experience. Futi
market conditions and product transitions may nexjtiie Company to increase customer incentive progrand incur incremental pr
protection obligations that could result in additibreductions to revenue at the time such prog@mm®offered. Additionally, certain custor
incentive programs require management to estinm@entimber of customers who will actually redeemitioentive. Managemerst’estimate
are based on historical experience and the speeifics and conditions of particular incentive peogs. If a greater than estimated propo
of customers redeem such incentives, the Compamnydwae required to record additional reductionseteenue, which would have a nega
impact on the Company’s results of operations.

Valuation and Impairment of Marketable Securities

The Company’s investments in available-$ale securities are reported at fair value. Urzedligains and losses related to changes in tt
value of investments are included in accumulatdaerotcomprehensive income, net of tax, as reponedhé Companyg Condense
Consolidated Balance Sheets. Changes in the fhiea investments impact the Compasyiet income only when such investments are
or an other-thatemporary impairment is recognized. Realized gaitlosses on the sale of securities are deternbypagecific identificatio
of each security’s cost basis. The Company regulaiiews its investment portfolio to determineaify investment is other-thaamporarily
impaired due to changes in credit risk or otheeptél valuation concerns, which would require @@npany to record an impairment charg
the period any such determination is made. In ntpkiiis judgment, the Company evaluates, among dttiegs, the duration and exten
which the fair value of an investment is less thamost, the financial condition of the issuer @amg changes thereto, and the Compsuiiryten
to sell, or whether it is more likely than not itivbe required to sell, the investment before ke of the investmerd’ amortized cost bas
The Company’s assessment on whether an investraeathéer-thartemporarily impaired or not, could change in théufa due to ne
developments or changes in assumptions relateaytpaticular investment.
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Inventory Valuation and Inventory Purchase Committs

The Company must order components for its prodaictsbuild inventory in advance of product shipmemtee Company records a wridewr
for inventories of components and products, inclgdihirdparty products held for resale, which have becolsolete or are in excess
anticipated demand or net realizable value. The @2y performs a detailed review of inventory edshall quarter that considers multi
factors including demand forecasts, product lifeleystatus, product development plans, currensdaleels, and component cost trends.
industries in which the Company competes are stibjea rapid and unpredictable pace of product @rponent obsolescence and den
changes. If future demand or market conditionsttier Companys products are less favorable than forecasted wnfdreseen technologi
changes negatively impact the utility of componiementory, the Company may be required to recorditemhal write-downs, which woul
negatively affect its results of operations in fiegiod when the write-downs were recorded.

The Company records accruals for estimated catioslldees related to component orders that have laacelled or are expected tc
cancelled. Consistent with industry practice, thenpany acquires components through a combinatigguathase orders, supplier contre
and open orders based on projected demand infamathese commitments typically cover the Compamggquirements for periods rang
from 30 to 150 days. If there is an abrupt and sultgl decline in demand for one or more of thenPany's products or an unanticipa
change in technological requirements for any of @@npanys products, the Company may be required to recdditianal accruals ft
cancellation fees that would negatively affectré@sults of operations in the period when the cdatieh fees are identified and recorded.

Warranty Costs

The Company provides for the estimated cost of vaard and software warranties at the time the reélagwenue is recognized basec
historical and projected warranty claim rates,drisal and projected cost-pelaim, and knowledge of specific product failurkattare outsic
of the Companys typical experience. Each quarter, the Companyaigeates its estimates to assess the adequacg ofédorded warran
liabilities considering the size of the installedsk of products subject to warranty protection atidists the amounts as necessary. If @
product failure rates or repair costs differ frostimates, revisions to the estimated warranty litgbivould be required and could materi:
affect the Company’s results of operations.

The Company periodically provides updates to itpliaptions and operating system software to mainthe softwares compliance wit
specifications. The estimated cost to develop symates is accounted for as warranty cost thagdsgnized at the time related softw
revenue is recognized. Factors considered in d@terghappropriate accruals related to such updatdade the number of units delivered,
number of updates expected to occur, and the iataost and estimated future cost of the res@uneeessary to develop these updates.

Income Taxe

The Company records a tax provision for the arigif tax consequences of the reported resultseshtipns. The provision for income ta
is computed using the asset and liability methatjen which deferred tax assets and liabilities reignized for the expected future
consequences of temporary differences betweeninhadial reporting and tax bases of assets anditied, and for operating losses and
credit carryforwards. Deferred tax assets andlitsds are measured using the currently enactedates that apply to taxable income in ef
for the years in which those tax assets are exgeotbe realized or settled. The Company recongslization allowance to reduce deferred
assets to the amount that is believed more likedy ot to be realized.

The Company recognizes tax benefits from uncetinpositions only if it is more likely than notaththe tax position will be sustained
examination by the taxing authorities, based ontdlslnical merits of the position. The tax beneféisognized in the financial statements f
such positions are then measured based on thestdrgeefit that has a greater than 50% likelihofdoleing realized upon ultimate settlement.

Management believes it is more likely than not ftbag¢casted income, including income that may heegated as a result of certain tax plan
strategies, together with future reversals of éxgstaxable temporary differences, will be suffiti¢o fully recover the deferred tax asset:
the event that the Company determines all or plath® net deferred tax assets are not realizabkhenfuture, the Company will make
adjustment to the valuation allowance that woulalb@rged to earnings in the period such deterninas made. In addition, the calculatior
tax liabilities involves significant judgment in tesating the impact of uncertainties in the applima of GAAP and complex tax lav
Resolution of these uncertainties in a manner isisbent with management’s expectations could haweaterial impact on the Company’
financial condition and operating results.
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Legal and Other Contingenci

As discussed in Part I, Item 1 of this Form 10-Q@ler the heading “Legal Proceedings” and in Not&Cemmitments and Contingencies
Notes to Condensed Consolidated Financial Statesnigrg Company is subject to various legal procegdand claims that arise in the ordir
course of business. The Company records a liahilltgn it is probable that a loss has been incuaretithe amount is reasonably estimi
There is significant judgment required in both grebability determination and as to whether an eyp® can be reasonably estimated. It
opinion of management, there was not at least soredle possibility the Company may have incurredagerial loss, or a material loss
excess of a recorded accrual, with respect to dosgingencies. However, the outcome of legal prditegs and claims brought against
Company are subject to significant uncertainty. réf@e, although management considers the liketihafosuch an outcome to be remot
one or more of these legal matters were resolvadhaggthe Company in the same reporting periodafopunts in excess of management’
expectations, the Company’s condensed consolidistaacial statements of a particular reporting pércould be materially adversely affected.
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Net Sales

The following table summarizes net sales by opegategment and net sales and unit sales by prdducig the three- and nimeenth period
ended June 25, 2011 and June 26, 2010 (in millexsept unit sales in thousands and per unit amsunt

Three Months Ended Nine Months Ended
June 25, June 26, June 25, June 26,
2011 2010 Change 2011 2010 Change
Net Sales by Operating Segmer:
Americas net sale $ 10,12¢ $ 6,22% 63% $ 28,667 $ 17,31: 66%
Europe net sale 7,09¢ 4,16( 71% 20,38! 13,23« 54%
Japan net sale 1,51( 91C 66% 4,32¢ 2,58( 68%
Asia-Pacific net sale 6,337 1,82¢ 247% 16,06: 5,52¢ 191%
Retail net sale 3,50¢ 2,57¢ 36% 10,54: 6,23 69%
Total net sale $ 28,57. $ 15,70( 82% $ 79,97¢ $ 44,88 78%
Net Sales by Produc:
Desktops (a $ 1580 $ 1,301 21% $ 4,752 $ 4,52¢ 5%
Portables (b) 3,62t 3,09¢ 14% 10,75¢ 8,08¢ 33%
Total Mac net sale 5,10¢ 4,39¢ 16% 15,511 12,60¢ 23%
iPod 1,32¢ 1,54¢ (14)% 6,35( 6,79 (7%
Other music related products and service! 1,571 1,214 29% 4,63€ 3,70¢ 25%
iPhone and related products and service: 13,31 5,33¢ 150% 36,071 16,35: 121%
iPad and related products and service! 6,04¢ 2,16¢ 179% 13,49( 2,16¢ 523%
Peripherals and other hardware 517 39¢€ 31% 1,69( 1,337 26%
Software, service and other sales 69€ 64¢€ 8% 2,22k 1,911 16%
Total net sale $ 28,57, $ 15,70( 820 $ 79,97¢ $ 44,88 78%
Unit Sales by Product:
Desktops (a 1,15¢ 1,004 15% 3,391 3,38t 0%
Portables (b 2,792 2,46¢ 13% 8,45( 6,392 32%
Total Mac unit sale 3,947 3,472 14% 11,84 9,77 21%
iPod unit sale: 7,53¢ 9,40¢ (20)% 35,99¢ 41,26. (13)%
iPhone unit sale 20,33¢ 8,39¢ 142% 55,22( 25,88 113%

iPad unit sale 9,24¢ 3,27(C 183% 21,27 3,27( 550%

(@) Includes iMac, Mac mini, Mac Pro and Xserve prodins.
(b) Includes MacBook, MacBook Air and MacBook Pro prodiines.

(¢) Includes sales from the iTunes Store, App Stangl iBookstore in addition to sales of iPod se¥giand Apple-branded and thiperty
iPod accessorie

(d) Includes revenue recognized from iPhone salesgcagreements, services, and A-branded and thi-party iPhone accessorie
(e) Includes revenue recognized from iPad sales, sssvand Appl-branded and thi-party iPad accessorie
(f Includes sales of displays, wireless connectivityt aetworking solutions, and other hardware access

(@) Includes sales from the Mac App Store in additio sales of other Apple-branded and thgedty Mac software and Mac and Intel
services
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Net sales during the third quarter of 2011 and fitet nine months of 2011 increased $12.9 billian82%, and $35.1 billion or 78!
respectively, compared to the same periods in 2B&0eral factors contributed positively to thisreese, including the following:

Net sales of iPhone and related products and ssrviere $13.3 billion and $36.1 billion in the ¢hquarter of 2011 and first ni
months of 2011, respectively, representing increa$el 50% and 121% over the same periods in 2(Pbrie handset unit sz
totaled 20.3 million and 55.2 million during tharthquarter of 2011 and first nine months of 20dspectively. iPhone unit sa
increased 11.9 million or 142% during the third gelaof 2011 and 29.3 million or 113% during thestfinine months of 20:
compared to the same periods in 2010. iPhone yeamrear net sales growth reflected strong demandFhome 4 in all of tt
Companys operating segments. The expanded U.S. distributiaPhone to the Verizon Wireless network begignin Februar
2011 and continued expansion and growth of distidbuwith existing carriers and resellers also dbnted to the year-overea
growth of iPhone. As of June 25, 2011, the Compdistributed iPhone in 105 countries through 228iees. Net sales of iPho
and related products and services accounted forav@#5% of the Comparsg/total net sales for the third quarter of 2011 farst
nine months of 2011, respective

Net sales of iPad and related products and serwidaish the Company introduced in the third quacie2010, were $6.0 billion
the third quarter of 2011, an increase of 179% dlversame period in 2010. Net sales of iPad dutiedirst nine months of 20
totaled $13.5 billion. Unit sales of iPad were gi#lion and 21.3 million during the third quartef 2011 and first nine months
2011, respectively. The year-over-year unit groasid net sales growth were driven by strong iPadathehin all the Company’
operating segments. The Company distributes iPadigih its direct channels, certain cellular netweakriers’distribution channe
and certain thirgparty resellers. The Company distributed iPad incédntries as of June 25, 2011. Net sales of ifadrelate
products and services accounted for 21% and 17¥eoc€ompanyg total net sales for the third quarter of 2011 fstl nine month
of 2011, respectively

Mac net sales increased by $706 million or 16% $2@ billion or 23% in the third quarter of 2011dafirst nine months of 201
respectively, compared to the same periods in 28H2. unit sales increased by 475,000 or 14% andn#llibn or 21% in the thir
quarter of 2011 and first nine months of 2011, eeipely, compared to the same periods in 2010. yide-overyear growth i
Mac net sales and unit sales was due primarilyigher demand for MacBook Air and MacBook Pro, whigbre updated
October 2010 and February 2011, respectively, apéréenced significant growth in all of the Compangperating segments. |
sales of the Company’s Macs accounted for 18% &#6l af the Company' total net sales for the third quarter of 2011 st nine
months of 2011, respectivel

Net sales of other music related products and eesvincreased $357 million or 29% and $931 milllwn25% during the thii
quarter of 2011 and first nine months of 2011, eetipely, compared to the same periods in 2010.imMtases were due prima
to increased net sales from the iTunes Store, whigderienced growth in all of the Compasigeographic segments. During
third quarter of 2011 and the first nine month2011, the combined net sales for the iTunes Sfgp, Store and iBookstore we
$1.4 billion and $3.9 billion, respectively. Ther@pany believes this continued growth is the restilieightened consumer intel
in downloading thirdearty digital content, continued growth in its ameer base of iPhone, iPad and iPod customers, siqao
third-party audio and video content available for sal @mt via the iTunes Store, and continued intdreand growth of the Ag
Store. Net sales of other music related produatissanvices accounted for 5% and 6% of the Compatogal net sales for the th
guarter of 2011 and first nine months of 2011, eetipely.

Partially offsetting the positive factors contrilmgf to the overall increase in net sales was asdser in net sales of iPod of $220 million or :
during the third quarter of 2011 and a decreasg4df7 million or 7% during the first nine months 211 compared to the same perioc
2010. Similarly, iPod unit sales decreased by 26% 3% in the third quarter of 2011 and first ninenths of 2011, respectively, compare
the same periods in 2010. However, net sales pmat ifit sold increased during the third quarte2011 and the first nine months of 2I
compared to the same periods in 2010 due primarily shift in iPod product mix toward iPod touctetisales of iPod accounted for 5%
8% of the Company’s total net sales for the thiwdrter of 2011 and first nine months of 2011, retipely.
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Segment Operating Performance

The Company manages its business primarily on grgebic basis. The Compasy’eportable operating and reporting segments soakthe
Americas, Europe, Japan, Asia-Pacific and Retaraions. The Americas, Europe, Japan and Raigfic reportable segment results do
include the results of the Retail segment. The Arasrsegment includes both North and South Ameridee Europe segment inclue
European countries as well as the Middle East afiitad The AsiaPacific segment includes Australia and Asia, bugsdoot include Jape
The Retail segment operates Apple retail stordslinountries, including the U.S. Each reportablerafing segment provides similar hardv
and software products and similar services. Fuitifermation regarding the Company’s operating segts may be found in Note 7Sé&gmer
Information and Geographic Data” in Notes to corsehconsolidated financial statements of this FDORQ.

Americas

Net sales in the Americas segment during the thirarter of 2011 increased $3.9 billion or 63% coragao the same period in 2010.
increase in net sales during the third quarter@ifl2was attributable to increased iPhone reveniverdby expanded U.S. distribution on
Verizon Wireless network beginning in February 2@titl continued growth from existing carriers, thiedduction of iPad 2 in March 20:
higher sales of thirgharty digital content and applications from ther€a Store and App Store, and increased sales of,adially offset by
decrease in iPod net sales. The Americas segmemsented 36% and 40% of the Compartgtal net sales in the third quarters of 2011
2010, respectively.

During the first nine months of 2011, net saleshima Americas segment increased $11.4 billion or @%¥pared to the same period in 2!
The primary contributors to the growth in net sadesing the first nine months of 2011 were a sigaifit year-ovefrear increase in iPho
revenue from carrier expansion, strong sales obtfggnal iPad and iPad 2, and increased salesaifsMpatrtially offset by a decrease in i
net sales. Higher sales of thipasty digital content and applications from then€a Store and App Store also drove higher salesdltlre firs
nine months of 2011. The Americas segment repredepproximately 36% and 39% of the Comparigtal net sales for the first nine mot
of 2011 and 2010, respectively.

Europe

Net sales in the Europe segment increased $2i8rbdr 71% during the third quarter of 2011 complai@the same period of 2010. The grc
in net sales was mainly due to an increase in iPhemenue attributable to country and carrier egjmam the introduction of iPad 2 in Ma
2011, higher sales of thingarty digital content and applications from then€s Store and App Store, and strength in the EndoBaitist
Pound relative to the U.S. dollar. The Europe sedmepresented 25% and 26% of the Compautgtal net sales in the third quarter of 2
and 2010, respectively.

For the first nine months of 2011, net sales in Hueope segment increased $7.1 billion or 54%, @egto the same period in 2010.

increase in net sales during the first nine month2011 was attributable primarily to the continueghr-overyear increase in iPhone rever
strong sales of both the original iPad and iPad@geased sales of Macs, and higher sales of garty digital content and applications from
iTunes Store and App Store, partially offset byeardase in iPod net sales. The Europe segmentespeel 26% and 29% of total net sale:
the first nine months in 2011 and 2010, respedtivel

Japan

Japans net sales increased $600 million or 66% durimgthiird quarter of 2011 and increased $1.7 bilbor68% during the first nine mon
of 2011 compared to the same periods in 2010. Hyeckntributors to Japasnhet sales growth for the third quarter and fiise months ¢
2011 were increased iPhone revenue, strong salastiothe original iPad and iPad 2, increased s#l&acs, and strength in the Japanese
relative to the U.S. dollar. The Japan segmentesgpited 5% of total net sales in the third quate2011 compared to 6% in the year
quarter, and 5% of total net sales in the firsemmonths of 2011 compared to 6% in the first nirmatis of 2010.

The recent earthquakes and tsunami that struckdhtbeast coast of Japan have created uncertaghrding general economic and ma
conditions in Japan. Any significant impact of thesents on consumer demand could negatively inthac€ompanys net sales in Japan
the future. The Company does not currently belighag the impact of these events will have a mdtedaerse effect on the Company ol
results of operations.
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Asie-Pacific

Net sales in the Asia Pacific segment increases $iflion or 247% during the third quarter of 2044d increased $10.5 billion or 191% du
the first nine months of 2011 compared to the sperods in 2010. The Company experienced partiultrong year-oveyear net sale
growth in China, Hong Kong, Korea, and Australiaidg the third quarter of 2011 and first nine mandi 2011. Higher net sales in the /
Pacific segment were due mainly to the increasié’irone revenue primarily attributable to new carf&inches, strong sales of both
original iPad and iPad 2, and increased sales alsMEBhe Asia Pacific segment represented 22% afig dfZotal net sales in the third qua
of 2011 and 2010, respectively, and 20% and 12%taf net sales in the first nine months of 201d 2610, respectively.

Retail

Retail segment net sales increased $927 millioB666 during the third quarter of 2011 compared ®shme period of 2010. The increas
net sales was driven primarily by strong demandPad, a significant year-ovgear increase in iPhone sales, and higher sal&%ao$. Th
Company opened four new retail stores during tird tuarter of 2011, all of which were internatibetores, ending the quarter with 327 st
open compared to 293 stores at the end of the diadter of 2010. With an average of 325 storesZ&Ydstores open during the third quarte
2011 and 2010, respectively, average revenue per sicreased 20% to $10.8 million in the third deiaof 2011 compared to the third qus
of 2010. The Retail segment represented 12% anddf@étal net sales in the third quarter of 2014 2610, respectively.

Retail net sales grew $4.3 billion or 69% during fhist nine months of 2011 compared to the sami®gén 2010 driven primarily by stro
sales of both the original iPad and iPad 2, a St year-overyear increase in iPhone sales, and higher salbtao$§. Average revenue |
store increased 48% to $32.6 million for the fingte months of 2011 compared to the same peri®Di®. The Retail segment represe
13% and 14% of total net sales for the first nirenths of 2011 and 2010, respectively.

The Retail segment reported operating income oB$8#lion and $593 million during the third quartef 2011 and the third quarter of 20
respectively. The Retail segment reported operatingme of $2.7 billion during the first nine moatbf 2011 compared to $1.4 billion dur
the first nine months of 2010. The year-oyerr increase in Retail operating income was piilgnattributable to higher overall net sales a
more favorable sales mix toward products with higi@ss margin, which resulted in significantly inéy average revenue per store during
third quarter and first nine months of 2011 comgdrethe same periods in 2010.

Expansion of the Retail segment has required afidcautinue to require a substantial investmenfixed assets and related infrastruct
operating lease commitments, personnel, and otperating expenses. Capital asset purchases assbeidth the Retail segment sii
inception totaled $2.5 billion through the thirdagier of 2011. As of June 25, 2011, the Retail sagnhad approximately 30,600 fdiftne
equivalent employees and had outstanding lease d¢omnts associated with retail space and relateilitfas of $2.2 billion. The Compal
would incur substantial costs if it were to closeltiple retail stores and such costs could advgmtéct the Companyg'financial condition ar
operating results.

Gross Margin

Gross margin for the three- and nimenth periods ended June 25, 2011 and June 26,284 &s follows (in millions, except gross ma
percentages):

Three Months Ended Nine Months Ended
June 25, June 26, June 25, June 26,
2011 2010 2011 2010
Net sales $ 2857 $ 15,70C $ 79,97¢ $ 44,88:
Cost of sale! 16,64¢ 9,564 47,54 26,71(
Gross margir $ 1192 $ 6,13¢ $ 32,43t $§ 18,17:
Gross margin percenta 41.7% 39.1% 40.6% 40.5%

The gross margin percentage in the third quarte20dfl was 41.7%, compared to 39.1% in the thirdtquaf 2010. This year-overeal
increase in gross margin is largely driven by aerfavorable sales mix towards products with higiress margins, primarily iPhone, a wee
U.S. dollar and lower commodity and other manufacgicosts. The gross margin percentage for trs¢ fine months of 2011 was relativ
flat at 40.6% compared to 40.5% for the first ninenths of 2010.
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The Company expects to experience decreases @gno$s margin percentage in future periods, as coedp@ levels achieved during the f
nine months of 2011, largely due to a higher mnefv and innovative products that have higher stisictures and deliver greater valu
customers, and expected and potential future coemaost and other cost increases.

The foregoing statements regarding the Companyfeeed gross margin percentage are forvi@oting and could differ from anticipat
levels because of several factors including, butlindited to certain of those set forth below inrfPH, Item 1A, “Risk Factorsunder th:
subheading “Future operating results depend upon the Compargbility to obtain key components including butt tinited tc
microprocessors, NAND flash memory, DRAM and LCDfaweorable prices and in sufficient quantiti€swhich is incorporated herein
reference. In general, gross margins and marging;diridual products will remain under downward gsere due to a variety of factc
including continued industry wide global producicprg pressures, increased competition, comprepsadict life cycles, product transitic
and potential and expected increases in the cdegyotomponents including but not limited to miarmgessors, NAND flash memory, DR/
and LCDs, as well as potential increases in thésaafsoutside manufacturing services and a potesttid in the Company sales mix towar:
products with lower gross margins. In responseh&sé competitive pressures, the Company expeutil itontinue to take product pricil
actions, which would adversely affect gross marg@i®ss margins could also be affected by the Coyipaability to manage product qua
and warranty costs effectively and to stimulate dednhfor certain of its products. Due to the Compasygnificant internationabperations
financial results can be significantly affectedhie short-term by fluctuations in exchange rates.

Operating Expenses

Operating expenses for the three- and mimeith periods ended June 25, 2011 and June 26, 284@ as follows (in millions, except
percentages):

Three Months Ended Nine Months Ended
June 25, June 26, June 25, June 26,
2011 2010 2011 2010
Research and development $ 62 $ 464 $ 1,78 $ 1,28¢
Percentage of net sal 2% 3% 2% 3%
Selling, general and administrati $ 191t $ 143¢ $ 557/ $ 3,94¢
Percentage of net sal 7% 9% 7% 9%

Research and Development Exper‘R&D”)

R&D expense increased $164 million or 35% to $62Bian during the third quarter of 2011 comparedth® same period of 2010, ¢
increased $496 million or 39% to $1.8 billion dwrithe first nine months of 2011 compared to theesgariod in 2010. These increases \
due primarily to an increase in headcount andedlakpenses to support expanded R&D activities.

Although total R&D expense increased 35% and 39%nduhe third quarter of 2011 and first nine mantdf 2011, compared to the s
periods in 2010, respectively, it declined slighdly a percentage of net sales, due to the 82%8&%dy@ar-over-year growth in the Company’
net sales during the third quarter and first ninenths of 2011, respectively. The Company contirtoeBelieve that focused investment:
R&D are critical to its future growth and competétiposition in the marketplace and are directlatesl to timely development of new
enhanced products that are central to the Compamoye business strategy. As such, the Companycexpmemake further investments in R
to remain competitive.

Selling, General and Administrative Expense (“SG&A”

SG&A expense increased $477 million or 33% to $ilBon during the third quarter of 2011 comparedthe same period of 2010,
increased $1.6 billion or 41% to $5.6 billion dyithe first nine months of 2011 compared to theespariod in 2010. These increases were
primarily to the Companyg’ continued expansion of its Retail segment, irm@daheadcount, higher spending on marketing anérasing
programs, and increased variable costs associatedhe overall growth of the Company’s net sales.
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Other Income and Expense

Total other income and expense increased $114omidr 197% to $172 million during the third quardé2011 compared to the same peric
2010, due primarily to lower premium expense orifpm exchange option contracts and higher inténesime on larger cash, cash equival
and marketable securities balances. Total oth@niiecand expense increased $193 million or 1379834 $nillion during the first nine mont
of 2011 compared to the same period in 2010, dumapity to higher interest income and net realiggihs on sales of marketable securi
The weightedaverage interest rate earned by the Company aadls, cash equivalents and marketable securitisslataat 0.76% during tl
third quarters of 2011 and 2010.

Provision for Income Taxes

The Company’s effective tax rate for the three- amdeimonth periods ended June 25, 2011 was approxim&éts, compared
approximately 24% and 26% for the three- and nirevim periods ended June 26, 2010, respectively.Gdrapanys effective rates for bo
periods differ from the statutory federal income tate of 35% due primarily to certain undistribiifereign earnings for which no U.S. ta
are provided because such earnings are intendee itadefinitely reinvested outside the U.S. Thedowffective tax rate during the first n
months of 2011 compared to the same period in 20He primarily to a higher proportion of foreigarnings and the recognition of a
benefit as a result of legislation enacted durlrgfirst quarter of 2011 retroactively reinstatthg research and development tax credit.

The Internal Revenue Service (the “IRS”) has comaglets field audit of the Comparg/federal income tax returns for the years 200dutti
2006 and proposed certain adjustments. The Compasycontested certain of these adjustments thrtw@hRS Appeals Office. The IRS
currently examining the years 2007 through 2009.1RS audit issues for years prior to 2004 havenbesolved. In addition, the Compan
subject to audits by state, local, and foreignaathorities. Management believes that adequatdgioovhas been made for any adjustments
may result from tax examinations. However, the onote of tax audits cannot be predicted with cenailft any issues addressed in
Company’s tax audits are resolved in a manner aosistent with managemestexpectations, the Company could be required jostds
provision for income taxes in the period such neoh occurs.

Liquidity and Capital Resources
The following table summarizes selected financi&bimation and statistics as of June 25, 2011 apde®nber 25, 2010 (in millions):

June 25, 2011 September 25, 201

Cash, cash equivalents and marketable securities $ 76,15¢ $ 51,011
Accounts receivable, n $ 6,102 $ 5,51(
Inventory $ 88¢ $ 1,051
Working capital $ 20,03¢ $ 20,95¢

As of June 25, 2011, the Company had $76.2 billiocash, cash equivalents and marketable secuyréiesncrease of $25.1 billion frc
September 25, 2010. The principal component of kisincrease was the cash generated by operattivitias of $27.1 billion, which we
partially offset by payments for acquisition of pesty, plant and equipment of $2.6 billion and pawnts for acquisition of intangible asset
$266 million. The Company believes its existingdmales of cash, cash equivalents and marketableitscwill be sufficient to satisfy i
working capital needs, capital asset purchasestanding commitments and other liquidity requiretaeassociated with its existing operati
over the next 12 months.

The Companys marketable securities investment portfolio isested primarily in highly rated securities andptdicy generally limits th
amount of credit exposure to any one issuer. Thagamy's investment policy requires investments to geheba investment grade, primai
rated singleA or better with the objective of minimizing thetpatial risk of principal loss. As of June 25, 20Hrid September 25, 2010, $£
billion and $30.8 billion, respectively, of the Cpany’s cash, cash equivalents and marketable secusiéies held by foreign subsidiaries i
are generally based in U.S. dollar-denominatedihgtd
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Capital Assets

The Companys capital expenditures were $3.1 billion during fingt nine months of 2011 consisting of approxietat$316 million for reta
store facilities and $2.8 billion for other capitdpenditures, including product tooling and mantifeing process equipment, real estate fo
future development of the Company’s second corpotampus, and other corporate facilities and itrinature. The Compang’actual cas
payments for capital expenditures during the firse months of 2011 were $2.6 billion, of which $3tiillion relates to retail store facilities.

The Company anticipates utilizing approximatelyGbillion for capital expenditures during 2011, luding approximately $650 million f
retail store facilities and approximately $4.35libil for product tooling and manufacturing procesglipment, and corporate facilities .
infrastructure, including information systems haadey software and enhancements.

Historically the Company has opened between 2558ndew retail stores per year. During 2011, the Gamy expects to open about 40 |
retail stores, with about 70% expected to be latatgside of the U.S.

Off-Balance Sheet Arrangements and Contractual Obgations

The Company has not entered into any transactigtis uaconsolidated entities whereby the Companyfimscial guarantees, subording
retained interests, derivative instruments or ottwrtingent arrangements that expose the Compamyaterial continuing risks, contingt
liabilities, or any other obligation under a vat@interest in an unconsolidated entity that presifinancing, liquidity, market risk or credit r
support to the Company.

Lease Commitmen

The Companys major facility leases are typically for terms rextceeding 10 years and generally provide reneytibms for terms ni
exceeding five additional years. Leases for resfpilce are for terms ranging from five to 20 yetlms,majority of which are for 10 years, i
often contain multi-year renewal options. As of d@%, 2011, the Comparsy/'total future minimum lease payments under norelabt
operating leases were $2.7 billion, of which $ZIRdm related to leases for retail space.

Purchase Commitments with Outsourcing Partners@achponent Suppliel

The Company utilizes several outsourcing partnemhanufacture sub-assemblies for the Compmapyoducts and to perform final assen
and test of finished products. These outsourcimtnpes acquire components and build product basedemand information supplied by
Company, which typically covers periods rangingnir80 to 150 days. The Company also obtains indalidamponents for its products fror
wide variety of individual suppliers. Consistenttlwindustry practice, the Company acquires comptngmough a combination of purch
orders, supplier contracts, and open orders basgor@jected demand information. As of June 25, 2@hé Company had outstanding off-
balance sheet third-party manufacturing commitmantscomponent purchase commitments of $11.0 billio

The Company has also entered into lo@ign agreements to secure the supply of certaianitory components. These agreements gen
expire between 2011 and 2022. As of June 25, 26l Company had off-balance sheet commitments uloderterm supply agreemel
totaling approximately $1.7 billion to make addité inventory component prepayments and to acepaipial equipment in 2011 and beyond.

Other Obligations

Other outstanding obligations were $1.6 billionodgune 25, 2011, and were comprised mainly of cdments to acquire product tooling ¢
manufacturing process equipment, in addition te tieed above under lortgrm supply agreements, and commitments relatedivertising
research and development, Internet and telecommations services and other obligations.

The Company’s other nocurrent liabilities in the Condensed ConsolidatedaBce Sheets consist primarily of deferred takilliees, gros
unrecognized tax benefits and the related grossdst and penalties. As of June 25, 2011, the Coynpad noncurrent deferred tax liabiliti
of $7.3 billion. Additionally, as of June 25, 20lthe Company had gross unrecognized tax benefi®&ldf billion and an additional $2
million for gross interest and penalties classifesdnoneurrent liabilities. At this time, the Company isable to make a reasonably reli
estimate of the timing of payments in individuahygdue to uncertainties in the timing of tax aodiicomes.

On June 27, 2011, the Company, as part of a cansgrparticipated in the acquisition of Nortepatent portfolio for an overall purchase
of $4.5 billion, of which the Company’contribution will be approximately $2.6 billiomhis asset acquisition is subject to approval byova
regulatory agencies.
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Indemnifications

The Company generally does not indemnify esdrs of its operating system and application sofwagainst legal claims that the softv
infringes thirdparty intellectual property rights. Other agreersesritered into by the Company sometimes includenmidfication provision
under which the Company could be subject to cost¥om damages in the event of an infringement clamainst the Company or
indemnified thirdparty. However, the Company has not been requedake any significant payments resulting from saohinfringemer
claim asserted against it or an indemnified tigedty. In the opinion of management, there wasahtgast a reasonable possibility the Com|
may have incurred a material loss with respeahdeinnification of endisers of its operating system or application saftwar infringement ¢
third-party intellectual property rights. The Company dit record a liability for infringement costs neld to indemnification as of eitt
June 25, 2011 or September 25, 2010.

The Company has entered into indemnification agegsgsmwith its directors and executive officers. BInthese agreements, the Compan)
agreed to indemnify such individuals to the fullestent permitted by law against liabilities thasa by reason of their status as directo
officers and to advance expenses incurred by sudiiduals in connection with related legal prodegd. It is not possible to determine
maximum potential amount of payments the Companydcbe required to make under these agreementdadtiee limited history of pric
indemnification claims and the unique facts anduwinstances involved in each claim. However, the amg maintains directors and offic
liability insurance coverage to reduce its expogoreuch obligations, and payments made under thgeements historically have not b
material.

Item 3. Quantitative and Qualitative Disclosures About Market Risk
The Company’s market risk profile has not chandgdificantly during the first nine months of 2011.

Interest Rate and Foreign Currency Risk Manager

The Company regularly reviews its foreign exchafmgvard and option positions, both on a staahe basis and in conjunction with
underlying foreign currency and interest rate edlaéxposures. However, given the effective horizohthe Companys risk manageme
activities and the anticipatory nature of the expes, there can be no assurance the hedges vg#tafiore than a portion of the finan
impact resulting from movements in either foreigieleange or interest rates. In addition, the tinofighe accounting for recognition of ga
and losses related to mark#tmarket instruments for any given period may noncie with the timing of gains and losses relatedht
underlying economic exposures and, therefore, rdagraely affect the Company’s financial conditio@perating results.

Interest Rate Ris

While the Company is exposed to interest rate flatibons in many of the world’s leading industrializcountries, the Comparyinteres
income and expense is most sensitive to fluctuatiorthe general level of U.S. interest rates. échs changes in U.S. interest rates affec
interest earned on the Compasycash, cash equivalents and marketable securitiesfair value of those investments, as well asts
associated with foreign currency hedges.

The Companys investment policy and strategy are focused osgpvation of capital and supporting the liquidiégguirements of the Compa
A portion of the Company’s cash is managed by es&lemanagers within the guidelines of the Compsaiipvestment policy and to object
market benchmarks. The Company’s internal portfislibenchmarked against external manager perforenanc

The Company’s exposure to market risk for changeisiterest rates relates primarily to the Comparigivestment portfolio. The Compe
typically invests in highly rated securities and ftolicy generally limits the amount of credit egpce to any one issuer. The Company’
investment policy requires investments to genetadlyinvestment grade, primarily rated singl®r better with the objective of minimizing 1
potential risk of principal loss. All highly liquithvestments with initial maturities of three mosittr less at the date of purchase are classif
cash equivalents. The Company’s marketable debt emdty securities have been classified and aceduribr as available-fosale
Management determines the appropriate classifitatib its investments at the time of purchase arevakiates the available-fegle
designations as of each balance sheet date. The&yntlassifies its marketable debt securitiestagreshort-term or longerm based on ea
instrument’s underlying contractual maturity dd#arketable debt securities with maturities 12 menth less are classified as shiatm ani
marketable debt securities with maturities gre#ttean 12 months are classified as Idagn. The Company classifies its marketable e
securities, including mutual funds, as either siemin or longterm based on the nature of each security ands@#aility for use in currel
operations. The Company may sell certain of itsket@ble securities prior to their stated maturifi@sstrategic reasons including, but
limited to anticipation of credit deterioration addration management.
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Foreign Currency Ris

In general, the Company is a net receiver of caiemnother than the U.S. dollar. Accordingly, chesiin exchange rates, and in particu
strengthening of the U.S. dollar, will negativelfeat the Company net sales and gross margins as expressed irdall&s. There is alsc
risk that the Company will have to adjust localreacy product pricing due to competitive pressuvben there has been significant volat
in foreign currency exchange rates.

The Company may enter into foreign currency forwand option contracts with financial institutiomsrotect against foreign exchange r
associated with certain existing assets and liasli certain firmly committed transactions, forstea future cash flows, and net investmen
foreign subsidiaries. Generally, the Compangtactice is to hedge a majority of its matertabfgn exchange exposures, typically for thre
six months. However, the Company may choose ndtettge certain foreign exchange exposures for @tyaof reasons, including but |
limited to immateriality, accounting consideraticargd the prohibitive economic cost of hedging patér exposures.

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedu

Based on an evaluation under the supervision atid theé participation of the Company’s managemerg, Companys principal executiv
officer and principal financial officer have condkd that the Company’s disclosure controls andguhoes as defined in Rules 1Ba(e) an
15d-15(e) under the Securities Exchange Act of 194 amended (“Exchange Actijere effective as of June 25, 2011 to ensure
information required to be disclosed by the Companyeports that it files or submits under the Exoye Act is (i) recorded, process
summarized and reported within the time periodgifipd in the Securities and Exchange Commissidesrand forms and (ii) accumulated
communicated to the Compasymanagement, including its principal executivaceff and principal financial officer, as appropeiad allow
timely decisions regarding required disclosure.

Changes in Internal Control Over Financial Repogdin

There were no changes in the Companyternal control over financial reporting duritite third quarter of 2011, which were identifie(
connection with management’s evaluation requireghénagraph (d) of Rules 13a-15 and I&dunder the Exchange Act, that have mate
affected, or are reasonably likely to materiallieaf, the Company’s internal control over finangigborting.

PART Il. OTHER INFORMATION
Item 1. Legal Proceedings

As of June 25, 2011, the end of the quarterly gecimvered by this report, the Company was subjettié various legal proceedings and cl:
discussed below, as well as certain other legatgadings and claims that have not been fully resblnd that have arisen in the ordii
course of business. In the opinion of managembkatetwas not least a reasonable possibility thepgaommay have incurred a material los:
a material loss in excess of a recorded accru#h, mespect to loss contingencies. However, theamaécof legal proceedings and claims bro
against the Company are subject to significant tacgy. Therefore, although management considerdikelihood of such an outcome to
remote, if one or more of these legal matters wesnlved against the Company in the same repopgergpd for amounts in excess
management’s expectations, the Compsargondensed consolidated financial statements préicular reporting period could be materi
adversely affected. See the risk factofBhe Companyg future results could be materially adversely &#d if it is found to have infringed
intellectual property rights” and “ Unfavorable results of legal proceedings could miatly adversely affect the Company.in Part Il
Item 1A of this Quarterly Report on Form 10-Q untler heading “Risk FactorsThe Company settled certain matters during thel thirarte
of 2011 that did not individually or in the aggrégaave a material impact on the Company’s findr@adition and results of operations.
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In re Apple & ATTM Antitrust Litigation (brought ohehalf of named plaintiffs Kliegerman, Holman, éliv, Smith, Lee, Macasadi
Morikawa, Scotti and Sess

This is a purported class action filed against@oenpany and AT&T Mobility in the United States Dist Court for the Northern District
California. The Consolidated Complaint alleges tthet Company and AT&T Mobility violated the federatitrust laws by monopolizil
and/or attempting to monopolize the “aftermarket yoice and data servicesdr the iPhone and that the Company monopolizedca
attempted to monopolize the “aftermarket for sofevapplications for iPhonesPlaintiffs are seeking unspecified compensatory punaitive
damages for the class, treble damages, injunctiief and attorneys fees. On July 8, 2010 the Cgramited in part plaintiffsmotion for clas
certification. Following a favorable Supreme Couwting for AT&T Mobility in its case against Concign, defendants have filed Motions
Compel Arbitration and to Decertify the Class.

The Apple iPod iTunes Antitrust Litigation (forme@haroensak v. Apple Computer, Inc. and Tucké&pple Computer, Inc.); Somers v. Ap
Inc.

These related cases have been filed on JanuaQ08, 2uly 21, 2006 and December 31, 2007 in theednbtates District Court for t
Northern District of California on behalf of a poned class of direct and indirect purchasers ofifPand iTunes Store content, alleging val
claims including alleged unlawful tying of musicdawideo purchased on the iTunes Store with thehase of iPods and unlawful acquisil
or maintenance of monopoly market power and unlbadquisition or maintenance of monopoly market pownder 881 and 2 of the Shertr
Act, the Cartwright Act, California Business & Pegkions Code 817200 (unfair competition), the Galifi Consumer Legal Remedies Act
California monopolization law. Plaintiffs are semgtiunspecified compensatory and punitive damagethéclass, treble damages, injunc
relief, disgorgement of revenues and/or profits antdrneys fees. Plaintiffs are also seeking digigdnts management (“DRM"ree versions «
any songs downloaded from iTunes or an order remuithe Company to license its DRM to all competimgsic players. The cases
currently pending.

ltem 1A. Risk Factors

Because of the following factors, as well as otfamtors affecting the Comparsyfinancial condition and operating results, pasarfcia
performance should not be considered to be a feliaticator of future performance, and investdrsudd not use historical trends to anticij
results or trends in future periods.

Economic conditions could materially adversely eftbe Company

The Companys operations and performance depend significantlyworldwide economic conditions. Uncertainty abautrrent globe
economic conditions poses a risk as consumers asiddsses may continue to postpone spending iomespo tighter credit, unemployme
negative financial news and/or declines in incomasset values, which could have a material negaffect on demand for the Company’
products and services. Demand also could differeridly from the Companyg’ expectations since the Company generally raisesspor
goods and services sold outside the U.S. to offseteffect of a strengthening of the U.S. dollathéd factors that could influence dem
include increases in fuel and other energy costsditions in the real estate and mortgage markater and healthcare costs, access to ¢
consumer confidence, and other macroeconomic faffecting consumer spending behavior. These ahdr aconomic factors cot
materially adversely affect demand for the Compamybducts and services and the Company’s finanoiadition and operating results.

In the event of renewed financial turmoil affectithgg banking system and financial markets, addifi@onsolidation of the financial servii
industry, or significant financial service institut failures, there could be a new or incremeritditening in the credit markets, low liquidi
and extreme volatility in fixed income, credit, cemcy, and equity markets. In addition, the rigkas that there could be a number of follow-
on effects from the credit crisis on the Comparyusiness, including the insolvency of key outsimgy partners or suppliers or their inability
obtain credit to finance development and/or martufacproducts resulting in product delays; inapitif customers, including channel partn
to obtain credit to finance purchases of the Comimamproducts and/or customer, including channel partmsolvencies; and failure
derivative counterparties and other financial tnsibns negatively impacting the Compasitteasury operations. Other income and exy
also could vary materially from expectations depegan gains or losses realized on the sale orangh of financial instruments; impairm
charges resulting from revaluations of debt andtgeecurities and other investments; interestsiatash balances; and changes in fair val
derivative instruments. Increased volatility in tfieancial markets and overall economic uncertaiwtyuld increase the risk of the act
amounts realized in the future on the Companyarfaial instruments differing significantly from tfesir values currently assigned to them.
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Uncertainty about current global economic condgicould also continue to increase the volatilityhaf Company’s stock price.

Global markets for the Company’s products and sexwiare highly competitive and subject to rapidtedogical change. If the Company is
unable to compete effectively in these market§ingscial condition and operating results couldaterially adversely affected.

The Company competes in highly competitive globakrkets characterized by aggressive price cuttinth mesulting downward pressure
gross margins, frequent introduction of new produshort product life cycles, evolving industryrstards, continual improvement in proc
price/performance characteristics, rapid adoptibtrechnological and product advancements by congustiand price sensitivity on the par
consumers.

The Companyg ability to compete successfully depends heavilyt® ability to ensure a continuing and timelyraduction of innovative ne
products and technologies to the marketplace. Tdragany believes it is unique in that it designs dedelops nearly the entire solution fo
products, including the hardware, operating systammerous software applications, and related sesvids a result, the Company must n
significant investments in research and developraedtas such, the Company currently holds a s@amifinumber of patents and copyri
and has registered and/or has applied to registarerous patents, trademarks and service marks.oByrast, many of the Compasy’
competitors seek to compete primarily through aggjue pricing and very low cost structures. If @@mpany is unable to continue to dew
and sell innovative new products with attractivergives or if other companies infringe on the Comparytellectual property, the Compamsy’
ability to maintain a competitive advantage coutdregatively affected and its financial conditioxdaperating results could be materi
adversely affected.

The Company currently markets certain mobile comication and media devices, and thpdrty digital content and applications. -
Company faces substantial competition from compattiat have significant technical, marketing, distiion and other resources, as we
established hardware, software and digital conseipiplier relationships. Additionally, the Compargcés significant price competition
competitors reduce their selling prices and attetnpgiitate the Compang’product features and applications within theingwoducts o
alternatively, collaborate with each other to ofeaiutions that are more competitive than those therently offer. The Company a
competes with illegitimate ways to obtain thjpdrty digital content and applications. The Comphay entered the mobile communications
media device markets, and many of its competitorthese markets have significantly greater expeeeproduct breadth and distribut
channels than the Company. Because some currenp@edtial competitors have substantial resourceloa experience and a lower ¢
structure, they may be able to provide such pradact services at little or no profit or even &iss. The Company also expects competitic
intensify as competitors attempt to imitate the @any’s approach to providing these components seamlesglin their individual offering
or work collaboratively to offer integrated solut®

The Company currently receives subsidies from #giers providing cellular network service for i@ There is no assurance that :
subsidies will be continued at all or in the sameants upon renewal of the Compahggreements with these carriers or in agreembe
Company enters into with new carriers.

In the market for personal computers and periphethe Company faces a significant number of coitgesf many of which have broat
product lines, lower priced products, and largestéited customer bases. Consolidation in this madnks resulted in larger and potenti
stronger competitors. Price competition has beerticpdarly intense as competitors selling Windobased personal computers h
aggressively cut prices and lowered product margiie Company also faces increased competitionei karket segments, includ
consumer, SMB, education, enterprise, governmedt @eative markets. An increasing number of Intemhevices that include softw:
applications and are smaller and simpler thanticadil personal computers compete for market siitrethe Company’s existing products.

38



The Company is currently the only authorized maKenardware using the Mac OS. The Mac OS has anitynmarket share in the perso
computer market, which is dominated by computer engkusing competing operating systems, most not#éilydows. The Company’
financial condition and operating results depenistantially on the Company’ability to continually improve the Mac platforra taintait
functional and design advantages. Use of unautbdriopies of the Mac OS on other companiestdware products may result in decre.
demand for the Company’s hardware products, anttlcoaterially adversely affect the Company’s finahcondition and operating results.

There can be no assurance the Company will betalgientinue to provide products and services tbatpete effectively.

To remain competitive and stimulate customer demtnedCompany must successfully manage frequedtiptantroductions and transitions.

Due to the highly volatile and competitive natufettee industries in which the Company competes,Gbenpany must continually introdt
new products, services and technologies, enhanistinex products and services, and effectively states customer demand for new .
upgraded products. The success of new productdinttions depends on a number of factors includimgnbt limited to timely and success
product development, market acceptance, the Compatjlity to manage the risks associated with nevdypcts and production ramp isst
the availability of application software for newoplucts, the effective management of purchase camenits and inventory levels in line w
anticipated product demand, the availability ofdarcts in appropriate quantities and costs to mettipated demand, and the risk that
products may have quality or other defects in tadyestages of introduction. Accordingly, the Compacannot determine in advance
ultimate effect of new product introductions arahsitions on its financial condition and operatiagults.

The Company faces substantial inventory and othsetarisk in addition to purchase commitment cdatieh risk.

The Company records a writlwn for product and component inventories thatehbgcome obsolete or exceed anticipated demane!
realizable value and accrues necessary cancellig@neserves for orders of excess products angaoemts. The Company also review:
longived assets for impairment whenever events or ghdrtircumstances indicate the carrying amounnhasset may not be recoverabli
the Company determines that impairment has occuitredcords a writelown equal to the amount by which the carrying gadfi the asse
exceeds its fair market value. Although the Compheljeves its provisions related to inventory, otassets and purchase commitment:
currently adequate, no assurance can be giveth&@ompany will not incur additional related cteggiven the rapid and unpredictable |
of product obsolescence in the industries in whied Company competes. Such charges could mategdigrsely affect the Company’
financial condition and operating results.

The Company must order components for its prodaetsbuild inventory in advance of product annoureetisiand shipments. Consistent
industry practice, components are normally acquttedugh a combination of purchase orders, suppidetracts, open orders and, wt
appropriate, inventory component prepayments, @h €ase based on projected demand. Such purchaseittoents typically cover forecas
component and manufacturing requirements for psriadging from 30 to 150 days. Because the Compangrkets are volatile, competit
and subject to rapid technology and price chantiesxe is a risk the Company will forecast incorse@nd order or produce excess
insufficient amounts of components or products,not fully utilize firm purchase commitments. The i@eany’s financial condition ar
operating results have been in the past and cauld the future materially adversely affected by @ompanys ability to manage its inventc
levels and respond to short-term shifts in custodeenand patterns.

Future operating results depend upon the Com’s ability to obtain key components including butlimited to microprocessors, NAND fle
memory, DRAM and LCDs at favorable prices and ffidant quantities.

Because the Company currently obtains certain keyponents including but not limited to microproaess enclosures, certain LCDs, cer
optical drives, and ASICs, from single or limitealsces, the Company is subject to significant spppld pricing risks. Many of these and o
key components that are available from multiplersesi including but not limited to NAND flash mempi®yRAM and certain LCDs, a
subject at times to industryide shortages and significant commaodity pricingfuations. The Company has entered into certaigeagents fc
the supply of key components including but not fedito microprocessors, NAND flash memory, DRAM &@Ds with favorable pricing, b
there can be no guarantee that the Company withlide to extend or renew these agreements on sifal@rable terms, or at all, up
expiration or otherwise obtain favorable pricingtire future. The follow-on effects from the creditsis on the Compang’key supplier:
referred to in “Economic conditions could materially adversely éfftne Company’above, which is incorporated herein by referentsg
could affect the Company’s ability to obtain keynqmonents Therefore, the Company remains subject to significsks of supply shortag
and/or price increases that could materially adbtgraffect the Companyg’financial condition and operating results. Thenpany expects

experience decreases in its gross margin percemafygure periods, as compared to levels achiedadng the first nine months of 20
largely due to a higher mix of new and innovativeducts that have higher cost structures and dedjkeater value to customers, and expe
and potential future component cost and other icmseases. For additional information refer to Raltem 2, “Managemend’ Discussion ar
Analysis of Financial Condition and Results of Ggiems,” under the subheading “Gross Margin,” whgmcorporated herein by reference.
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The Company and other participants in the mobilemanication and media device, and personal compntkrstries compete for varic
components with other industries that have expeédnncreased demand for their products. The Coypnpaes some custom components
are not common to the rest of these industries. Gtmpanys new products often utilize custom componentslabi@ from only one sourc
When a component or product uses new technologil capacity constraints may exist until theppliers’ yields have matured
manufacturing capacity has increased. Continuedadility of these components at acceptable pria@sat all, may be affected if thc
suppliers decided to concentrate on the productibrtommon components instead of components custminia meet the Comparsy’
requirements. If the supply of a key singledrced component for a new or existing producewsslayed or constrained, if such compor
were available only at significantly higher prices,if a key manufacturing vendor delayed shipmeftsompleted products to the Compz
the Company'’s financial condition and operatingitisscould be materially adversely affected.

Please also refer to the discussion of risks rélabethe March 11, 2011, Japan earthquake and rtguimaPart |, Item 2, “Managemenst’
Discussion and Analysis of Financial Condition d&ekults of Operations,” under the subheading “Jdfathquake and Tsunamivhich i<
incorporated herein by reference.

The Company depends on component and product nwatfg and logistical services provided by thirdrpes, many of whom are loca
outside of the U.S.

Substantially all of the Compars/manufacturing is performed in whole or in partd&yew outsourcing partners. The Company has
outsourced much of its transportation and logisticsnagement. While these arrangements may loweatipg costs, they also reduce
Companys direct control over production and distributidhis uncertain what effect such diminished contnall have on the quality «
qguantity of products or services, or the Companflexibility to respond to changing conditions.t#dugh arrangements with si
manufacturers or individual component suppliers mantain provisions for warranty expense reimbuesginthe Company may rem
responsible to the consumer for warranty servidiénevent of product defects. In addition, the @any relies on thirgharty manufacturers
adhere to the Comparsysupplier code of conduct. Any unanticipated pobdiefect or warranty liability, whether pursuaatarrangemen
with outsourcing partners or otherwise, or materialations of the supplier code of conduct, conlidterially adversely affect the Compasy’
reputation, financial condition and operating résul

The supply and manufacture of many critical compbsés performed by sole-sourced third-party veeadoithe U.S., Asia and Europe. Single-
sourced third-party vendors in Asia perform finasembly of substantially all of the Compasyiardware products. If manufacturing
logistics in these locations is disrupted for aagson including, but not limited to, natural diséest information technology system failu
military actions or economic, business, labor, emvnental, public health, or political issues, @@mpanys financial condition and operati
results could be materially adversely affected.

Please also refer to the discussion of risks réladethe March 11, 2011, Japan earthquake and rsuimaPart I, Item 2, “Management’
Discussion and Analysis of Financial Condition d&ekults of Operations,” under the subheading “Jdfathquake and Tsunamiyhich i<
incorporated herein by reference.
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The Company relies on third-party intellectual peoy and digital content, which may not be avaiéatd the Company on commercially
reasonable terms or at all.

Many of the Company’s products are designed taudtelthirdparty intellectual property, and in the future tbempany may need to seel
renew licenses relating to various aspects of ritglycts and business. Although the Company beliéivas based on past experience
industry practice, such licenses generally couldbb&ined on reasonable terms, there is no as®ithiat the necessary licenses woul
available on acceptable terms or at all. If the @any is unable to obtain or renew critical licensesreasonable terms, the Company’
financial condition and operating results may beemally adversely affected.

The Company also contracts with certain third partio offer their digital content through the Comga iTunes Store. The Compasy’
licensing arrangements with these third parties <martterm and do not guarantee the continuation or rah@# these arrangements
reasonable terms, if at all. Some thpary content providers currently or in the futunay offer competing products and services, andd
take action to make it more difficult or impossitite the Company to license their content in theufe. Other content owners, provider:
distributors may seek to limit the Compas@ccess to, or increase the total cost of, suctenb If the Company is unable to continue to rof
wide variety of content at reasonable prices witbeptable usage rules, or continue to expand iigrgphic reach, the Compasyfinancia
condition and operating results may be materiallyeasely affected.

Many thirdparty content providers require that the Comparyipe certain DRM and other security solutionsthiése requirements char
the Company may have to develop or license newntdoby to provide these solutions. There is no i@sgte the Company will be able
develop or license such solutions at a reasonatsé and in a timely manner. In addition, certaiurdoies have passed or may prof
legislation that would force the Company to liceitsddRM, which could lessen the protection of @mttand subject it to piracy and also ct
affect arrangements with the Company’s contentigers.

The Company'’s future results could be materiallyeadely affected if it is found to have infringedintellectual property rights.

Technology companies, including many of the Compangompetitors, frequently enter into litigation édson allegations of pate
infringement or other violations of intellectualoperty rights. In addition, patent holding compangeek to monetize patents they t
purchased or otherwise obtained. As the Companyi@sn, the intellectual property rights claims iagait have increased and may conti
to increase as it develops new products and teobied. In particular, with the introduction of iRteand 3G enabled iPads, the Com,
began to compete with mobile communication and meldivice companies that hold significant patentfplws, and the number of pat
claims against the Company in that technologicatsephas increased. The Company is vigorously dafgndfringement actions in courts il
number of U.S. jurisdictions and before the U.$erdnational Trade Commission, as well as intermatiy in Europe and Asia. The plaintiffs
these actions frequently seek injunctions and sulisi damages.

The Company’s products and technologies may natlibe to withstand these or any other thpatty claims regardless of the merits of
claim.

Regardless of the scope or validity of such patentbe merits of any patent claims by potentiahotual litigants, the Company may hav
engage in protracted litigation, enter into expeadicense agreements or settlements, pay signtfidamage awards, and/or modify or €
discontinue one or more of its products or techgie®. Any of these events could have a materiatadvimpact on the Compasyfinancia
condition and operating results.

In certain cases, the Company may consider theaddlity of entering into licensing agreementshaligh no assurance can be given that
licenses can be obtained on acceptable terms otlitilgation will not occur. These licenses mayaakignificantly increase the Compasy’
operating expenses. If the Company is found tonfringing one or more patents, it may be requi@gay substantial damages. If there
temporary or permanent injunction prohibiting thenthbany from marketing or selling certain produatsaacsuccessful claim of infringem:
against the Company requires it to pay royaltiea third party, the Comparg/financial condition and operating results couddrbateriall
adversely affected, regardless of whether it camld@ non-infringing technology.

In managemend’ opinion there was not at least a reasonable hglitgsthe Company may have incurred a materiak)as a material loss
excess of a recorded accrual, with respect todostingencies. However, the outcome of litigatisrinherently uncertain. Therefore, altho
management considers the likelihood of such anooutcto be remote, if one or more of these legatermtvere resolved against the Comy
in the same reporting period for amounts in excéseanagement’s expectations, the Compsamyndensed consolidated financial staten
of a particular reporting period could be mateyiativersely affected.
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The Company’s future performance depends on sujeont third-party software developers. If third-pasoftware applications and services
cease to be developed and maintained for the Coy'ppanoducts, customers may choose not to buy tmep@ny’s products.

The Company believes decisions by customers tohasecits hardware products, including its iPhoiteels, Macs and iPods, are often b
to a certain extent on the availability of thijpdsty software applications, and services, inclgdimline services. There is no assurance
third-party developers will continue to develop andintain applications and services for the Compapyoducts on a timely basis or at all,
discontinuance or delay of these applications amdices could materially adversely affect the Conypa financial condition and operati
results.

With respect to its Mac products, the Company bebethe availability of thirgparty software applications and services depengsuinon th
developers’ perception and analysis of the reldtimeefits of developing, maintaining, and upgradingh software for the Compasyproduct
compared to Windowbased products. This analysis may be based onr$astich as the perceived strength of the Compadyitamproducts
the anticipated revenue that may be generatedinc@uat acceptance by customers of Mac OS X, anddhkts of developing such applicati
and services. If the Company’s minority share &f gfobal personal computer market causes develdpansestion the Compars/prospect
developers could be less inclined to develop oraghg software for the Compasyproducts and more inclined to devote their recesiit
developing and upgrading software for the largendBivs market. The Comparsytevelopment of its own software applications selice
may also negatively affect the decisions of thpedty developers, such as Microsoft, Adobe and Godg develop, maintain, and upgr
similar or competitive software and services fa @ompany’s products.

With respect to iPhone, iPad and iPod touch, then@my relies on the continued availability and demeent of compelling and innovati
software applications. Unlike thirgarty software applications for Mac products, tbétvgare applications for the iPhone, iPad and iRt
platforms are distributed through a single disttitau channel, the App Store. The absence of meliiltribution channels, which are avail
for competing platforms, may limit the availabilignd acceptance of third-party applications by Gmenpanys customers, thereby caus
developers to curtail significantly, or stop, degrhent for the Company’platforms. In addition, iPhone, iPad and iPoctkoare subject
rapid technological change, and, if third-party elepers are unable to keep up with this pace ohgbathirdparty applications might n
successfully operate and may result in dissatisfiestomers. Further, if the Company develops ita eaftware applications and services, ¢
development may negatively affect the decisionthimfl-party developers to develop, maintain, and upgsatidar or competitive applicatio
for the iPhone, iPad and iPod touch platforms. Ath applications for the Comparg/Mac products, the availability and developmenthef:
applications also depend on developers’ perceptimasanalysis of the relative benefits of develgpsoftware for the Compars/’product
rather than its competitorgroducts, including devices that use competingfqiats. If developers focus their efforts on thesenpetin(
platforms, the availability and quality of applicats for the Company’s devices may suffer.

The Company’s future operating performance dependfe performance of distributors, carriers antetresellers.

The Company distributes its products through wtaléss, resellers, national and regional retaileaije-added resellers, and cataloguers, r
of whom distribute products from competing manuiaets. The Company also sells many of its prodants$ resells thirgrarty products i
most of its major markets directly to customerstaie education customers, cellular network castidistribution channels and certain rese
through its online and retail stores.

Many resellers operate on narrow operating margishave been negatively affected in the past lakweeonomic conditions. Some rese
have perceived the expansion of the Compamitect sales as conflicting with their businesteriests as distributors and resellers o
Company’s products. Such a perception could disgmiresellers from investing resources in the idigion and sale of the Compasy’
products or lead them to limit or cease distributmf those products. The Compasyfinancial condition and operating results coué
materially adversely affected if the financial cdiwh of these resellers weakens, if resellers gadpdistributing the Comparg/products, or
uncertainty regarding demand for the Company’s pectsl caused resellers to reduce their orderingnaaudeting of the Company’product:
The Company has invested and will continue to inwegrograms to enhance reseller sales, includiaffing selected resellerstores witl
Company employees and contractors and improvingymtoplacement displays. These programs could regusubstantial investment wt
providing no assurance of return or incrementatnese.
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The Company Retail business has required and will continuestjuire a substantial investment and commitmemn¢sdurces and is subject
numerous risks and uncertainties.

The Companys retail stores have required substantial fixedestment in equipment and leasehold improvemenfsrnmation system
inventory and personnel. The Company also hasezhiato substantial operating lease commitmentsdtail space, with terms ranging fr
five to 20 years, the majority of which are for y€ars. Certain stores have been designed andtdstirve as higprofile venues to promc
brand awareness and serve as vehicles for corpsambte and marketing activities. Because of theique design elements, locations and
these stores require substantially more investriem the Compang’ more typical retail stores. Due to the high fixedt structure associa
with the Retail segment, a decline in sales ordbeure or poor performance of individual or mudigtores could result in significant le
termination costs, writeffs of equipment and leasehold improvements, aenerance costs that could materially adverselycaffae
Company'’s financial condition and operating results

Many factors unique to retail operations, some biclv are beyond the Compasytontrol, pose risks and uncertainties that coudderially
adversely affect the Company’s financial conditaord operating results. These risks and uncertaiimigude, but are not limited to, macro-
economic factors that could have a negative efiaageneral retail activity, as well as the Comparngability to manage costs associated
store construction and operation, inability to ¢klfd-party products at adequate margins, failure to manmalationships with existing ret
channel partners, more challenging environmentamaxging retail operations outside the U.S., casde@ated with unanticipated fluctuati

in the value of retail inventory, and inability ¢btain and renew leases in quality retail locatiaha reasonable cost.

Investment in new business strategies and inigatoould disrupt the Compeé’s ongoing business and present risks not originall
contemplated.

The Company has invested, and in the future magsity\in new business strategies or acquisitionsh 8ndeavors may involve significant ri
and uncertainties, including distraction of managetrfrom current operations, insufficient revenoeffset liabilities assumed and expel
associated with the strategy, inadequate retugapital, and unidentified issues not discoverethexCompanys due diligence. Because th
new ventures are inherently risky, no assurancebeagiven that such strategies and initiatives Wl successful and will not materiz
adversely affect the Company’s financial conditzom operating results.

The Company'’s products and services experiencatgyabblems from time to time that can result acceased sales and operating margin.

The Company sells highly complex hardware and sofwproducts and services that can contain defecdesign and manufactu
Sophisticated operating system software and apjgita such as those sold by the Company, oftenagoribugs”that can unexpectec
interfere with the software’intended operation. Defects may also occur inpmorants and products the Company purchases frathphities
There can be no assurance the Company will betaldetect and fix all defects in the hardware,gafe and services it sells. Failure to d
could result in lost revenue, harm to reputatiard aignificant warranty and other expenses, anddcloave a material adverse impact on
Company'’s financial condition and operating results
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The Company is subject to risks associated witls laegulations and industiyaposed standards related to mobile communicat&rs medi
devices.

Laws and regulations related to mobile communicatiand media devices in the many jurisdictions hictv the Company operates
extensive and subject to change. Such changeshwbidd include but are not limited to restricticors production, manufacture, distributi
and use of the device, locking the device to ai@dsrnetwork, or mandating the use of the devinenwre than one carriarnetwork, coul
materially adversely affect the Company’s financiahdition and operating results.

Mobile communication and media devices, such asnPs and 3G enabled iPads, are subject to cetiiicand regulation by governmer
and standardization bodies, as well as by celldgwork carriers for use on their networks. Thessiftcation processes are extensive and
consuming, and could result in additional testieguirements, product modifications or delays indpict shipment dates, which co
materially adversely affect the Company’s financiahdition and operating results.

The Company'’s success depends largely on the ceatiservice and availability of key personnel.

Much of the Company future success depends on the continued avéiadnild service of key personnel, including its GHS executive tea
and highly skilled employees in technical, markgtand staff positions. Experienced personnel int¢isnology industry are in high dem:
and competition for their talents is intense, eilgcin the Silicon Valley, where most of the Coamy’s key personnel are located. -
Companys CEO has taken a medical leave of absence andavitinue to be involved in major strategic decisialuring his leave. There «
be no assurance that the Company will continuéttact and retain key personnel.

Political events, war, terrorism, public healthugs, natural disasters and other circumstancesccmaterially adversely affect the Compa

War, terrorism, geopolitical uncertainties, pubkiealth issues, and other business interruption® ltawused and could cause damag
disruption to international commerce and the glob@dnomy, and thus could have a strong negativectefin the Company, its supplit
logistics providers, manufacturing vendors and awsrs, including channel partners. The Comparyisiness operations are subjec
interruption by natural disasters, fire, power shges, nuclear power plant accidents, terrorisickf, and other hostile acts, labor disp
public health issues, and other events beyondoitéral. Such events could decrease demand for gdmp@nys products, make it difficult
impossible for the Company to make and deliver petsl to its customers, including channel partnersto receive components from
suppliers, and create delays and inefficiencighénCompanys supply chain. Should major public health issireduding pandemics, arise, -
Company could be negatively affected by more sénmigemployee travel restrictions, additional lifidas in freight services, governmel
actions limiting the movement of products betwesgions, delays in production ramps of new produwatg, disruptions in the operations of
Company’s manufacturing vendors and component grsplThe majority of the Comparsyfesearch and development activities, its corp
headquarters, information technology systems, dheraritical business operations, including ceriamponent suppliers and manufactu
vendors, are in locations that could be affecteshdtyiral disasters. In the event of a natural thsaksses and significant recovery time ¢
be required to resume operations and the Compdingiscial condition and operating results couldterially adversely affected.

Please also refer to the discussion of risks réladethe March 11, 2011, Japan earthquake and rsuimaPart I, Item 2, “Management’
Discussion and Analysis of Financial Condition @ebsults of Operations,” under the subheading “Jd&fsthquake and Tsunamiwhich is
incorporated herein by reference.

The Company may be subject to information techiyosygtem failures or network disruptions that caddanage the Company’s reputation,
business operations, and financial conditions.

The Company may be subject to information technplggstem failures and network disruptions. Thesg b caused by natural disast
accidents, power disruptions, telecommunicatioflaris, acts of terrorism or war, computer viruggsysical or electronic bredks, or simila
events or disruptions. System redundancy may Héetave or inadequate, and the Companglisaster recovery planning may not be suffi
for all eventualities. Such failures or disruptioosuld prevent access to the Companghline stores and services, preclude retail
transactions, compromise Company or customer @aid,result in delayed or cancelled orders. Systilarés and disruptions could a
impede the manufacturing and shipping of producasisactions processing and financial reporting.
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The Company may be subject to breaches of itsnrgtion technology systems, which could damage ¢mep@ny’s reputation, business
partner and customer relationships, and accesatme stores and services. Such breaches coulesuttje Company to significa
reputational, financial, legal, and operational @eguences.

The Company’s business requires it to use and st®mer, employee, and business partner pergddelitifiable information (“PlII”).This
may include names, addresses, phone numbers, aohdiesses, contact preferences, tax identificatiombers, and payment accc
information. Although malicious attacks to gain @ss to PIlI affect many companies across varioussinigés, the Company may be
relatively greater risk of being targeted becaudesdigh profile and the amount of Pll managed.

The Company requires user names and passwordden toraccess its information technology systerhe Company also uses encryption
authentication technologies to secure the transomsand storage of data. These security measurgsbm@ompromised as a result of third-
party security breaches, employee error, malfeasafaulty password management, or other irregyladnd result in persons obtain
unauthorized access to Company data or accounitsl férties may attempt to fraudulently induce emgpkes or customers into disclosing |
names, passwords or other sensitive information¢hwinay in turn be used to access the Commamfbrmation technology systems. To t
protect customers and the Company, the Companytarsrdccounts and systems for unusual activityraag freeze accounts under suspic
circumstances, which may result in the delay os lfscustomer orders.

The Company devotes significant resources to nétwecurity, data encryption, and other security suess to protect its systems and dats
these security measures cannot provide absolutgigecrThe Company may experience a breach ofyistesns and may be unable to prc
sensitive data. Moreover, if a computer securitgabh affects the Compasy'systems or results in the unauthorized releasBlipfthe
Company’s reputation and brand could be materiddignaged and use of the Compangiroducts and services could decrease. The Cot
would also be exposed to a risk of loss or litigatand possible liability, which could result inreaterial adverse effect on the Company’
business, results of operations and financial ¢adi

The Company'’s business is subject to a variety.8f bind international laws, rules, policies andestbbligations regarding data protection.

The Company is subject to federal, state and iaternal laws relating to the collection, use, rétam security and transfer of PIl. In me
cases, these laws apply not only to tipatty transactions, but also to transfers of infation between the Company and its subsidiaries
among the Company, its subsidiaries and othergsavtith which the Company has commercial relati®everal jurisdictions have passed
laws in this area, and other jurisdictions are aering imposing additional restrictions. These damontinue to develop and may
inconsistent from jurisdiction to jurisdiction. Cpiging with emerging and changing internationaluiegments may cause the Compan
incur substantial costs or require the Companyht@ange its business practices. Noncompliance caddltrin penalties or significant le
liability.

The Companys privacy policies and practices concerning thearskdisclosure of data are posted on its web&itg.failure by the Compan
its suppliers or other parties with whom the Conypeoes business to comply with its posted privaglcies or with other federal, state
international privacyelated or data protection laws and regulationdccmsult in proceedings against the Company byeguwmental entities
others, which could have a material adverse effedhe Company’s business, results of operatioddiaancial condition.

The Company is also subject to payment card agsmtieules and obligations under its contracts whgtyment card processors. Under tl
rules and obligations, if information is comprontis¢he Company could be liable to payment cardeisséor the cost of associated expe
and penalties. In addition, if the Company failsfedlow payment card industry security standardgereif no customer information
compromised, the Company could incur significané§i or experience a significant increase in payrogmt transaction costs.
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The Company expects its quarterly revenue and éipgreesults to fluctuate for a variety of reasons.

The Company’s profit margins vary among its produatd its distribution channels. The Compangoftware, accessories, and service
support contracts generally have higher gross martian certain of the Company’s other productes&margins on the Compasyiardwar
products vary across product lines and can chamvge time as a result of product transitions, pdciand configuration changes,
component, warranty, and other cost fluctuatiorlee Tompanys direct sales generally have higher associatessgrargins than its indire
sales through its channel partners. In additioa,Gompanys gross margin and operating margin percentagesethsas overall profitability
may be materially adversely impacted as a resuli ehift in product, geographic or channel mix, nawducts, component cost increa
strengthening U.S. dollar, or price competitioneT®ompany has typically experienced greater nessal the first and fourth fiscal quart
compared to the second and third fiscal quarteestduseasonal demand related to the holiday seastrihe beginning of the school y:
respectively. Furthermore, the Company sells mooglycts from time-tdime during the third month of a quarter than iesl@uring either 1
the first two months. Developments late in a quarseich as lower-than-anticipated demand for then@my’s products, issues with n
product introductions, an internal systems failuwe failure of one of the Compars/’key logistics, components supply, or manufacy
partners, could have a material adverse impadi@@bmpany’s financial condition and operating ftssu

The Company’s stock price continues to be volatile.

The Companys stock has at times experienced substantial potaility due to a number of factors including,tinot limited to variatior
between its actual and anticipated financial res@hnouncements by the Company and its competaacs uncertainty about current glc
economic conditions. The stock market as a whale hhs experienced extreme price and volume fltiohgthat have affected the ma
price of many technology companies in ways that rhaye been unrelated to these companip&rating performance. Furthermore,
Company believes its stock price reflects high feitgrowth and profitability expectations. If the rGpany fails to meet these expectation
stock price may significantly decline, which coblave a material adverse impact on investor conéidemd employee retention.

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

The Company derives a significant portion of itgareue and earnings from its international operati@ompliance with U.S. and foreign le
and regulations that apply to the Company’s intéonal operations, including without limitation o and export requirements, anti-
corruption laws, tax laws (including U.S. taxesforeign subsidiaries), foreign exchange controld eash repatriation restrictions, data pri\
requirements, labor laws, and aatimpetition regulations, increases the costs ofigldiusiness in foreign jurisdictions, and any sochts
which may rise in the future as a result of chanigethese laws and regulations or in their intetggien. Furthermore, the Company
implemented policies and procedures designed tarensompliance with these laws and regulations,thete can be no assurance tha
Company’s employees, contractors, or agents willvimate such laws and regulations or the Compsamylicies. Any such violations col
individually or in the aggregate materially advéysafect the Company’s financial condition or ogkng results.

The Companys financial condition and operating results alsalddbe significantly affected by other risks asateil with internation
activities including, but not limited to, econongind labor conditions, increased duties, taxes #met @osts, political instability, and change
the value of the U.S. dollar versus local curresicidargins on sales of the Companyroducts in foreign countries, and on sales oflpet:
that include components obtained from foreign sigpgl could be materially adversely affected byefgn currency exchange rate fluctuati
and by international trade regulations, includindies, tariffs and antidumping penalties. Additibywathe Company is exposed to credit
collectability risk on its trade receivables withstomers in certain international markets. There lwa no assurance it can effectively limi
credit risk and avoid losses, which could mateyriallversely affect the Company’s financial conditand operating results.

The Company’s primary exposure to movements inigoreurrency exchange rates relate to kb8- dollar denominated sales in Eur
Japan, Australia, Canada and certain parts of Asiayell as notd.S. dollar denominated operating expenses incutrexighout the worls
Weakening of foreign currencies relative to the .UdSllar will adversely affect the U.S. dollar valwf the Company’s foreign currency-
denominated sales and earnings, and generallylegatl the Company to raise international pricingteptially reducing demand for t
Companys products. In some circumstances, due to competiti other reasons, the Company may decide n@tite local prices to the f
extent of the dollar’s strengthening, or at alljethwould adversely affect the U.S. dollar valughef Companys foreign currency denomina
sales and earnings. Conversely, a strengthenifgefn currencies, while generally beneficiallhe Company’s foreign currenaenominate
sales and earnings, could cause the Company t@eddternational pricing and incur losses on iteiign currency derivative instrumer
thereby limiting the benefit. Additionally, stretgning of foreign currencies may also increaseGbenpanys cost of product compone
denominated in those currencies, thus adversedgtitify gross margins.

The Company has used derivative instruments, ssidbraign currency forward and option contractdhédge certain exposures to fluctuat
in foreign currency exchange rates. The use of seclying activities may not offset any or more thgportion of the adverse financial effe
of unfavorable movements in foreign exchange rates the limited time the hedges are in place.
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The Company is exposed to credit risk and flucturegtin the market values of its investment podfoli

Although the Company has not recognized any sicgnifi losses to date on its cash, cash equivaledtsnarketable securities, any signific
future declines in their market values could matgriadversely affect the Compasyfinancial condition and operating results. Gitles globa
nature of its business, the Company has investnietisdomestically and internationally. Credit mg and pricing of these investments ca
negatively impacted by liquidity, credit deteriocat or losses, financial results, economic andtigali risk, or other factors. As a result,
value or liquidity of the Compang’cash, cash equivalents and marketable secwiigld decline and result in a material impairmevtijch
could materially adversely affect the Company’sfinial condition and operating results.

The Company is exposed to credit risk on its trac®unts receivable, vendor non-trade receivabtes@epayments related to long-term
supply agreements. This risk is heightened durigripps when economic conditions worsen.

The Company distributes its products through tipiagty cellular network carriers, wholesalers, tetaiand valuedded resellers. A substan
majority of the Company’s outstanding trade redeliea are not covered by collateral or credit insoea The Compang’exposure to credit a
collectability risk on its trade receivables areregmased in certain international markets and itbtyalbo mitigate such risks may be limite
Cellular network carriers accounted for a significaortion of the Compang’trade receivables as of June 25, 2011. The Comgian ha
unsecured vendor ndmade receivables resulting from purchases of corapts by outsourcing partners and other vendottsntaaufactur
sub-assemblies or assemble final products for thegany. Two vendors accounted for a significantiporof the Company’s notrade
receivables as of June 25, 2011. In addition, then@any has made prepayments associated withterngsupply agreements to secure su

of certain inventory components. While the Comphag procedures to monitor and limit exposure talitrésk on its trade and vendor non-
trade receivables as well as lomgm prepayments, there can be no assurance sackdures will effectively limit its credit risk araloic
losses, which could materially adversely affect@mmpany’s financial condition and operating result

Unfavorable results of legal proceedings could miatly adversely affect the Company.

The Company is subject to various legal proceedarys claims that have arisen out of the ordinamydaet of its business and are not
resolved and additional claims may arise in therfit Results of legal proceedings cannot be predliotith certainty. Regardless of me
litigation may be both time-consuming and disruptio the Compang’ operations and cause significant expense andsibveof manageme
attention. In recognition of these consideratioti,e Company may enter into material settlementshodlgh management considers
likelihood of such an outcome to be remote, sholdCompany fail to prevail in certain mattersfoorie or more of these legal matters v
resolved against the Company in the same repopargd for amounts in excess of management’s eatiens, the Compang’condense
consolidated financial statements of a particuégoorting period could be materially adversely a#dc In such circumstances, the Comy
may be faced with significant compensatory, pueitor trebled monetary damages, disgorgement ohtegor profits, remedial corpor
measures or injunctive relief against it that wonldterially adversely affect a portion of its buesa.
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The Company is subject to risks associated witls lamd regulations related to health, safety andrenwmental protection.

The Companys products and services, and the production artdkdison of those goods and services, are sulifeet variety of laws ar
regulations. These may require the Company to affistomers the ability to return a product at the ef its useful life and place responsib
for environmentally safe disposal or recycling witle Company. Such laws and regulations have bassed in several jurisdictions in wh
the Company operates, including various countrigisisvEurope and Asia and certain states and poaarwithin North America. Although t
Company does not anticipate any material advefsetsfbased on the nature of its operations anébthes of such laws, there is no assur.
such existing laws or future laws will not matdsiaidversely affect the Company’s financial coratitand operating results.

Changes in the Company’s tax rates, the adoptioreaf U.S. or international tax legislation or exposto additional tax liabilities could
affect its future results.

The Company is subject to taxes in the United Stated numerous foreign jurisdictions. The Compariyture effective tax rates could
affected by changes in the mix of earnings in coestwith differing statutory tax rates, changedhie valuation of deferred tax assets
liabilities, or changes in tax laws or their intefation. In addition, the current administratiodaCongress have announced proposals fo
U.S. tax legislation that, if adopted, could adesraffect the Compang’tax rate. Any of these changes could have a rabsetverse effect ¢
the Companys profitability. The Company is also subject to toatinual examination of its income tax returnstty Internal Revenue Serv
and other tax authorities. The Company regulardesses the likelihood of adverse outcomes resutimg these examinations to determine
adequacy of its provision for taxes. There candassurance that the outcomes from these examisatitl not materially adversely affect
Company'’s financial condition and operating results

The Company is subject to risks associated wittatladability and coverage of insurance.

For certain risks, the Company does not maintaguriance coverage because of cost and/or avaijaliditcause the Company retains s
portion of its insurable risks, and in some cas#d&issures completely, unforeseen or catastrophicekss excess of insured limits co
materially adversely affect the Company’s financiahdition and operating results.

ltem 2. Unregistered Sales of Equity Securities and Use Bfoceeds
None.

ltem 3. Defaults Upon Senior Securitiet

None.

Item 5. Other Information

None.
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Iltem 6.

Exhibits

(a) Index to Exhibits

Incorporated by
Reference

Filing Date/
Exhibit Period End
Number Exhibit Description Form  Date
3.1 Restated Articles of Incorporation, filed with t8ecretary of State of the State of California oy 10, 2009. 10-Q 6/27/09
3.2 Bylaws of the Registrant, as amended through Afrjl2011 10-Q 3/26/11
4.1 Form of Stock Certificate of the Registra 10-Q 12/30/06
10.1* Employee Stock Purchase Plan, as amended througthNa2010 16-Q 3/27/10
10.2* Form of Indemnification Agreement between the Riegig and each director and executive officer e
Registrant 10-Q 6/27/09
10.3* 1997 Director Stock Plan, as amended through Feps 2010 8-K  3/1/10
10.4* 2003 Employee Stock Plan, as amended through Feti26a2010 8-K  3/1/10
10.5% Reimbursement Agreement dated as of May 25, 20GinHdybetween the Registrant and Steven P. 10-Q 6/29/02
10.6* Form of Option Agreemen 1C-K  9/24/05
10.7* Form of Restricted Stock Unit Award Agreement effexas of August 28, 200 10-K  9/29/07
10.8* Form of Restricted Stock Unit Award Agreement efifecas of November 11, 200 16-Q 12/27/08
10.9* Form of Restricted Stock Unit Award Agreement efifezas of November 16, 201 10-Q 12/25/10
14.1 Business Conduct Policy of the Registrant dateg 2010. 10-K  9/25/10
31.1* Rule 13i-14(a) / 15~14(a) Certification of Chief Executive Office
31.2%* Rule 13i-14(a) / 15-14(a) Certification of Chief Financial Office
32.1***  Section 1350 Certifications of Chief Executive ©&i and Chief Financial Office
101.INS XBRL Instance Documer
101.SCF  XBRL Taxonomy Extension Schema Docum
101.CAL XBRL Taxonomy Extension Calculation Linkbase Docutr
101.DEF  XBRL Taxonomy Extension Definition Linkbase Docun
101.LAB XBRL Taxonomy Extension Label Linkbase Docum
101.PRE  XBRL Taxonomy Extension Presentation Linkbase Doeunt
* Indicates management contract or compensatorygslarrangemen

*x Filed herewith

ok Furnished herewitt
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SIGNATURE

Pursuant to the requirements of the Securities &xgb Act of 1934, the Registrant has duly causisdd¢iport to be signed on its behalf by
undersigned, thereunto duly authorized.

July 20, 2011 APPLE INC.

By: /s/ Peter Oppenheim
Peter Oppenheimi
Senior Vice President,
Chief Financial Office
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Exhibit 31.1
CERTIFICATIONS

I, Steven P. Jobs, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of Apple Inc.;

Based on my knowledge, this report does not corgainuntrue statement of a material fact or omigtede a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, ntgadisg with respect to the per
covered by this repor

Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep

The registrar's other certifying officer(s) and | are responsifde establishing and maintaining disclosure cdstend procedures {
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repogtifas defined in Exchange Act Rt
13&15(f) and 15-15(f)) for the registrant and hay

(a) Designed such disclosure controls and procedumesawased such disclosure controls and procedurdze tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known tc
by others within those entities, particularly dgyithe period in which this report is being prepa

(b) Designed such internal control over financial réipgr; or caused such internal control over finahiggorting to be designed un
our supervision, to provide reasonable assurangardang the reliability of financial reporting antle preparation of financ
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtiis report our conclusions ab
the effectiveness of the disclosure controls amsteuiures, as of the end of the period covered ks rdport based on st
evaluation; ant

(d) Disclosed in this report any change in the segnt’s internal control over financial reportitigat occurred during the registrant’
most recent fiscal quarter (the registranburth fiscal quarter in the case of an annupbrg that has materially affected, o
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrob over financie
reporting, to the registrant’s auditors and theitacoimmittee of the registrast’board of directors (or persons performing theiveden:
functions):

(&) All significant deficiencies and material weaknesgethe design or operation of internal controtiofinancial reporting which a
reasonably likely to adversely affect the regid’s ability to record, process, summarize, and refpmahcial information; an

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sa@mifrole in the registrarst’
internal control over financial reportin

Date: July 20, 2011

By: /s/ Steven P. Jol
Steven P. Jok
Chief Executive Office




Exhibit 31.2
CERTIFICATIONS

I, Peter Oppenheimer, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of Apple Inc.;

Based on my knowledge, this report does not corgainuntrue statement of a material fact or omigtede a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, ntgadisg with respect to the per
covered by this repor

Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep

The registrar's other certifying officer(s) and | are responsifde establishing and maintaining disclosure cdstend procedures {
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repogtifas defined in Exchange Act Rt
13&15(f) and 15-15(f)) for the registrant and hay

(a) Designed such disclosure controls and procedumesawased such disclosure controls and procedurdze tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known tc
by others within those entities, particularly dgyithe period in which this report is being prepa

(b) Designed such internal control over financial réipgr; or caused such internal control over finahiggorting to be designed un
our supervision, to provide reasonable assurangardang the reliability of financial reporting antle preparation of financ
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtiis report our conclusions ab
the effectiveness of the disclosure controls amsteuiures, as of the end of the period covered ks rdport based on st
evaluation; ant

(d) Disclosed in this report any change in the segnt’s internal control over financial reportitigat occurred during the registrant’
most recent fiscal quarter (the registranburth fiscal quarter in the case of an annupbrg that has materially affected, o
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrob over financie
reporting, to the registrant’s auditors and theitacoimmittee of the registrast’board of directors (or persons performing theiveden:
functions):

(&) All significant deficiencies and material weaknesgethe design or operation of internal controtiofinancial reporting which a
reasonably likely to adversely affect the regid’s ability to record, process, summarize, and refpmahcial information; an

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sa@mifrole in the registrarst’
internal control over financial reportin

Date: July 20, 2011

By: /s/ Peter Oppenheim
Peter Oppenheimt
Senior Vice Presiden
Chief Financial Office




Exhibit 32.1

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

I, Steven P. Jobs, certify, pursuant to 18 U.S&tiBn 1350, as adopted pursuant to Section 90BeoBarbane®xley Act of 2002, that t
Quarterly Report of Apple Inc. on Form Tfor the period ended June 25, 2011 fully compliéh the requirements of Section 13(a) or 1
of the Securities Exchange Act of 1934 and thatrimftion contained in such Form @Dfairly presents in all material respects the ricial
condition and results of operations of Apple Inc.

Date: July 20, 2011

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

I, Peter Oppenheimer, certify, pursuant to 18 U.&€xction 1350, as adopted pursuant to Sectioro®@te Sarbane®xley Act of 2002, th:
the Quarterly Report of Apple Inc. on Form 10-Q tloe period ended June 25, 2011 fully complies Withrequirements of Section 13(a) or 15
(d) of the Securities Exchange Act of 1934 and thiarmation contained in such Form {Pfairly presents in all material respects theriirial
condition and results of operations of Apple Inc.

Date: July 20, 2011

By: /s/ Peter Oppenheim
Peter Oppenheim
Senior Vice Presiden
Chief Financial Office

A signed original of this written statement reqdifgy Section 906 has been provided to Apple Ind.will be retained by Apple Inc. a
furnished to the Securities and Exchange Commissidts staff upon reques



