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SEC Comment letters
1712 'XWI22 NINNA) NINYN

DION9A YIN'X NY2 AYyOWAn NT'NA NITN X777 o'wnTan o™ian Nn

"We note the adoption of ASU 2009-13 and 2009-14 did not have a material impact on
your consolidated financial statements. Regardless of materiality, it appears that you
still have certain disclosure requirements. Please confirm that you will include the
disclosures required by ASC 605- 25-50-1 and 50-2 in future filings...”

BESP -n nyrap [9IX NITIX OIONI '9'¥90 '17'2 |[Nn? nwnT

"Your expanded disclosures in the Form 10-Q for the quarter ended June 30, 2010 note
that ESP is established considering multiple factors including internal costs, gross
margin objectives and pricing practices. However they do not include the methods used
to determine ESP as required by ASC 605-25-50-2. Please further expand your
disclosures, either here or in the critical accounting policies, to include a discussion on
the methods used, such as using the list price less a discount or the cost plus a margin...”

January 2012
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"Describe the significant factors, inputs, assumptions, and methods used to determine
third-party evidence of selling price (“TPE”) for the significant deliverables in your

multiple deliverable arrangements. Please update your disclosure in future filings
accordingly. Refer to ASC 605-25-50-2(e).”

(nMIwx? yim'xn mawa wam) NiIagiy NISIPNA DN9XA NYOYAN 1ATA N7 |n? awnT

"Please clarify whether you expect the adoption of the new guidance will have a
material effect on periods subsequent to the period of adoption and tell us how you

considered disclosing the impact on future periods pursuant to the guidance in ASC
605-25-65(c)(4).”
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“You indicate that your subscription services have standalone value as such services "are
often sold separately”, however, you use estimated selling price ("ESP")... as you do not

have VSOE for such services. Considering such services are often sold separately, explain
further why you are unable to establish VSOE...”

NI'NN NN NI

"We note that for arrangements with multiple deliverables consisting of both software
and hardware products, when determining the selling price of your significant
deliverables you use a variation of vendor-specific-objective-evidence (VSOE) of fair
value and third party evidence (TPE) taking into consideration the actual price charged
by the company when sold separately and the wholesale prices of the same or similar
products. Please clarify how these inputs are used in determining the amount to allocate
to each element and why you believe using this variation of VSOE is appropriate.”

January 2012
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"We note that due to the adoption of FASB ASU 2009-13 and the subsequent material
modification of the License, Development and Supply Agreements ... you will recognize
revenue and expenses earlier and over shorter periods than would otherwise have
occurred. Please tell us the nature of the material modification, what evidence you used

to determine the separate deliverables and how you allocated revenue to each unit of
accounting”

January 2012
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SEC Comment letters
DIV [9IX 227 NINN22 NIYN

BESP -n nyrap |9IX

"We note that ... you determined the estimated selling price (“ESP”) for unspecified

upgrades and features for the iPhone and Apple TV to be $25 and $10, respectively.

Please provide us with further detail behind the considerations you disclosed in

determining ESP and confirm it represents your best estimate of the price at which you

would transact if the undelivered elements were sold regularly on a standalone basis.

In this regard, please elaborate on the following:

» What offerings you considered to be similar to unspecified upgrades and features

provided for these products and their respective pricing;

* If you considered the pricing of Apple Care for these products;

 The nature of your historical pricing practices;

» How you determined the percentage of ESP in comparison to the total selling price of
the product was representative of fair value;

* Why ESP was established at one rate when multiple versions of the product exist;

» How you weighted all of the available information, and

» Any other quantitative or qualitative information that had a significant impact on
ESP.”
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“Tell us the amount of revenues recognized during fiscal years 2010 and 2009 from...
multiple- element arrangements that did not qualify for separation... To the extent the
revenues... were significant to total revenues, please clarify whether you now account
for revenues from similar-type arrangements, entered into or materially modified after
July 1, 2010, as separate units of accounting. If so, explain further why the adoption of
ASU 2009-13 did not have a material impact on your financial statements. If you
continue to account for such arrangements as a single unit of accounting, explain
further why these arrangements did not qualify for separation under the new
guidance;”
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APPLE INC. (Form 10-K) — 2011 (Accounting Policy Note)

Revenue Recognition for Arrangements with Multiple Deliverables

For multi-element arrangements that include hardware products containing software essential to the
hardware product’s functionality, undelivered software elements that relate to the hardware product’s
essential software, and undelivered non-software services, the Company allocates revenue to all
deliverables based on their relative selling prices. In such circumstances, the Company uses a hierarchy
to determine the selling price to be used for allocating revenue to deliverables: (i) vendor-specific objective
evidence of fair value (“VSOE?”), (ii) third-party evidence of selling price (“TPE”), and (iii) best estimate of
the selling price (“ESP”). VSOE generally exists only when the Company sells the deliverable separately
and is the price actually charged by the Company for that deliverable. ESPs reflect the Company’s best
estimates of what the selling prices of elements would be if they were sold regularly on a stand-alone basis.

....The Company has identified up to three deliverables in arrangements involving the sale of these
devices. The first deliverable is the hardware and software essential to the functionality of the hardware
device delivered at the time of sale. The second deliverable is the embedded right included with the
purchase of iOS devices, Mac and Apple TV to receive on a when-and-if-available basis, future unspecified
software upgrades and features relating to the product’s essential software.

The third deliverable is the non-software services to be provided to qualifying versions of iOS devices and
Mac. The Company allocates revenue between these deliverables using the relative selling price method.
Because the Company has neither VSOE nor TPE for these deliverables, the allocation of revenue
has been based on the Company’s ESPs. Amounts allocated to the delivered hardware and the related
essential software are recognized at the time of sale provided the other conditions for revenue recognition
have been met. Amounts allocated to the embedded unspecified software upgrade rights and the non-
software services are deferred and recognized on a straight-line basis over the estimated lives of each of

these devices, which range from 24 to 48 months.

January 2012
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| APPLE INC. (Form 10-K) — 2011 (Accounting Policy Note) - Cont

Cost of sales related to delivered hardware and related essential software, including estimated warranty
costs, are recognized at the time of sale. Costs incurred to provide non-software services are recognized
as cost of sales as incurred, and engineering and sales and marketing costs are recognized as operating
expenses as incurred.

The Company’s process for determining its ESP for deliverables without VSOE or TPE considers
multiple factors that may vary depending upon the unique facts and circumstances related to
each deliverabile..... Key factors considered by the Company in developing the ESPs for software
upgrade rights include prices charged by the Company for similar offerings, market trends for pricing
of Mac and iOS compatible software, the Company’s historical pricing practices, the nature of the
upgrade rights (e.g., unspecified and when-and-if-available), and the relative ESP of the upgrade
rights as compared to the total selling price of the product. The Company may also consider, when
appropriate, the impact of other products and services, including advertising services, on selling price
assumptions when developing and reviewing its ESPs for software upgrade rights and related
deliverables. The Company may also consider additional factors as appropriate, including the pricing of
competitive alternatives if they exist and product-specific business objectives. When relevant, the
same factors are considered by the Company in developing ESPs for offerings such as the non-software
services; however, the primary consideration in developing ESPs for the non-software services is the
estimated cost to provide such services over the estimated life of the related devices, including
consideration for a reasonable profit margin.

Beginning with the Company’s June 2011 announcement of the upcoming release of the non-software
services and Mac OS X Lion, the Company’s combined ESP for the unspecified software upgrade rights
and the right to receive the non-software services are as follows: $16 for iPhone and iPad, $11 for iPod
touch, and $22 for Mac....

January 2012
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APPLE INC. (Form 10-K) — 2011 (Accounting Policy Note) - Cont

The Company’s ESP for the embedded unspecified software upgrade right included with each Apple TV is
$5 for 2011 and $10 for fiscal years prior to 2011. Amounts allocated to the embedded unspecified software
upgrade rights and the non-software services associated with iOS devices and Apple TV are recognized on
a straight-line basis over 24 months, and amounts allocated to the embedded unspecified software upgrade
rights and the non-software services associated with Macs are recognized on a straight-line basis over 48
months.

The Company’s ESP for the software upgrade right included with each iPhone sold beginning with the
introduction of iPhone in June 2007 through the Company’s second quarter of 2010 was $25. Beginning in
April 2010 in conjunction with the Company’s announcement of iOS 4 for iPhone, the Company lowered its
ESP for the software upgrade right included with each iPhone to $10. Beginning with initial sales of iPad in
April 2010, the Company’s ESP for the embedded software upgrade right included with the sale of each
iPad is $10, and the Company’s ESP for the embedded software upgrade right included with each iPod
touch sold beginning in June 2010 is $5.

The Company accounts for multiple element arrangements that consist only of software or software-related
products, including the sale of upgrades to previously sold software, in accordance with industry specific
software accounting guidance. For such transactions, revenue on arrangements that include multiple
elements is allocated to each element based on the relative fair value of each element, and fair value is
determined by VSOE. If the Company cannot objectively determine the fair value of any undelivered
element included in such multiple-element arrangements, the Company defers revenue until all elements
are delivered and services have been performed, or until fair value can objectively be determined for any
remaining undelivered elements.... the Company does not have VSOE....the Company defers all revenue
from the sale of upgrades .... and recognizes it ratably over 36 months.
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PEREGRINE PHARMACEUTICALS INC - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Adoption of Recent Accounting Pronouncements

On May 1, 2011, we elected to adopt on a prospective basis Financial Accounting Standards Board’s
(“FASB”) Accounting Standards Update (“ASU”) No. 2010-17, Revenue Recognition (Topic 605):
Milestone Method of Revenue Recognition (“Milestone Method”) . Under the Milestone Method
contingent consideration received from the achievement of a substantive milestone is recognized in its
entirety in the period in which the milestone is achieved, which we believe is more consistent with the
substance of our performance under our various licensing agreements. A milestone is defined as an
event (i) that can only be achieved based in whole or in part on either the entity’s performance or on
the occurrence of a specific outcome resulting from the entity’s performance, (ii) for which there is
substantive uncertainty at the date the arrangement is entered into that the event will be achieved,
and (iii) that would result in additional payments being due to the entity. A milestone is considered
substantive when it meets all of the following criteria: (i) the consideration earned from the
achievement of the milestone is commensurate with either the entity’s performance to achieve the
milestone or the enhancement of the value of the delivered item(s) as a result of a specific outcome
resulting from the entity’s performance to achieve the milestone, (ii) the consideration relates solely to
past performance, and (iii) the consideration is reasonable relative to all of the other deliverables and
payments within the arrangement. Our license agreements with Affitech A/S provide for payments to
us upon the achievement of development milestones, such as the completion of clinical trials or
regulatory approval for drug candidates. As of May 1, 2011, potential future payments to us upon the
achievement of all development milestones totaled approximately $16.5 million under our agreements
with Affitech A/S. Given the challenges inherent in developing and obtaining approval for
pharmaceutical products, there was substantial uncertainty whether any such milestones would be
achieved at the time these licensing agreements were entered into. In addition, we evaluated whether
the development milestones met the remaining criteria to be January 2012
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Adoption of Recent Accounting Pronouncements (cont.)

considered substantive. As a result of our analysis, we consider our development milestones to be
substantive and, accordingly, we expect to recognize as revenue these future potential milestone
payments as each milestone is achieved. The election to adopt the Milestone Method did not
impact the accompanying interim unaudited condensed consolidated financial statements.
However, this policy election may result in revenue recognition patterns for future milestones that
are materially different from those recognized for milestones received prior to adoption.

Milestone payments received prior to May 1, 2011 from arrangements where we have continuing
performance obligations have been deferred and are recognized as revenue on a straight-line basis
over the performance obligation period. We will continue to recognize milestones payments
received prior to May 1, 2011 in this manner. As of October 31, 2011, we have deferred revenue of
$431,000 from milestone payments received prior to May 1, 2011 that we are recognizing on a
straight-line basis through July 2013.

January 2012
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