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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D. C. 20549

FORM 10-Q

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

For the quarterly period ended September 27, 2008

OR

¨ 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: 000-19406

Zebra Technologies Corporation
(Exact name of registrant as specified in its charter)
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Delaware 36-2675536
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)
333 Corporate Woods Parkway, Vernon Hills, IL 60061

(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code: (847) 634-6700

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.  Yes  x    No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definition of �large accelerated filer�, �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer  x Accelerated filer  ¨
Non-accelerated filer  ¨ (Do not check if smaller reporting company) Smaller reporting company  ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act.  Yes  ¨    No  x

As of October 24, 2008, there were the following shares outstanding:

Class A Common Stock, $.01 par value 63,389,519
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PART I - FINANCIAL INFORMATION

Item 1. Consolidated Financial Statements
ZEBRA TECHNOLOGIES CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(Amounts in thousands)

September 27,
2008

December 31,
2007

(Unaudited)
ASSETS

Current assets:
Cash and cash equivalents $ 46,877 $ 38,211
Restricted cash 1,763 2,497
Investments and marketable securities 81,646 98,438
Accounts receivable, net 171,928 150,775
Inventories, net 106,261 85,038
Deferred income taxes 14,953 14,772
Prepaid expenses and other current assets 12,910 31,101

Total current assets 436,338 420,832

Property and equipment at cost, less accumulated depreciation and amortization 70,700 67,686
Long-term deferred income taxes 29,688 28,407
Goodwill 264,647 246,510
Other intangibles, net 114,615 119,424
Long-term investments and marketable securities 116,571 142,033
Other assets 5,269 9,386

Total assets $ 1,037,828 $ 1,034,278

LIABILITIES AND STOCKHOLDERS� EQUITY
Current liabilities:
Accounts payable $ 46,744 $ 42,351
Accrued liabilities 63,064 69,437
Deferred revenue 21,906 9,633
Income taxes payable 2,594 751

Total current liabilities 134,308 122,172
Deferred rent 5,143 961
Other long-term liabilities 9,251 8,452

Total liabilities 148,702 131,585

Stockholders� equity:
Preferred Stock �  �  
Class A Common Stock 722 722
Additional paid-in capital 143,727 141,522
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Treasury stock (299,757) (205,058)
Retained earnings 1,039,452 960,512
Accumulated other comprehensive income 4,982 4,995

Total stockholders� equity 889,126 902,693

Total liabilities and stockholders� equity $ 1,037,828 $ 1,034,278

See accompanying notes to consolidated financial statements.
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ZEBRA TECHNOLOGIES CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EARNINGS

(Amounts in thousands, except per share data)

(Unaudited)

Three Months Ended Nine Months Ended
September 27,

2008
September 29,

2007
September 27,

2008
September 29,

2007
Net sales $ 244,073 $ 217,218 $ 744,132 $ 634,706
Cost of sales 126,287 112,590 375,716 330,886

Gross profit 117,786 104,628 368,416 303,820

Operating expenses (income):
Selling and marketing 33,148 29,080 98,331 86,313
Research and development 21,711 13,904 64,467 41,958
General and administrative 18,534 21,694 67,795 59,502
Amortization of intangible assets 4,711 2,928 13,904 7,871
Claim settlement (5,302) �  (5,302) �  
Exit costs 2,570 �  10,484 �  
Acquisition integration expenses 1,734 �  1,734 �  
Acquired in-process research and development �  �  �  1,853

Total operating expenses 77,106 67,606 251,413 197,497

Operating income 40,680 37,022 117,003 106,323

Other income (expense):
Investment income (loss) (5,140) 4,393 (14) 15,421
Foreign exchange loss 247 (23) 878 (30)
Other, net (185) (230) (1,089) (530)

Total other income (expense) (5,078) 4,140 (225) 14,861

Income before income taxes 35,602 41,162 116,778 121,184
Income taxes 9,832 14,201 37,838 41,874

Net income $ 25,770 $ 26,961 $ 78,940 $ 79,310

Basic earnings per share $ 0.40 $ 0.39 $ 1.21 $ 1.15
Diluted earnings per share $ 0.40 $ 0.39 $ 1.20 $ 1.15

Basic weighted average shares outstanding 64,328 68,580 65,190 68,814
Diluted weighted average and equivalent shares outstanding 64,653 69,005 65,550 69,259
See accompanying notes to consolidated financial statements.
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ZEBRA TECHNOLOGIES CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Amounts in thousands)

(Unaudited)

Three Months Ended Nine Months Ended

September 27,
2008

September 29,
2007

September 27,
2008

September 29,
2007

Net income $ 25,770 $ 26,961 $ 78,940 $ 79,310

Other comprehensive income (loss):
Foreign currency translation adjustment (6,242) 1,132 (4,670) 2,578
Changes in unrealized gains/(losses) on hedging transactions, net of tax
(benefit) 5,710 (3,217) 5,070 (3,102)
Changes in unrealized gains/(losses) on investments, net of tax benefit (257) 1,144 (413) 729

Comprehensive income $ 24,981 $ 26,020 $ 78,927 $ 79,515

See accompanying notes to consolidated financial statements.
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ZEBRA TECHNOLOGIES CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in thousands)

(Unaudited)

Nine Months Ended
September 27,

2008
September 29,

2007
Cash flows from operating activities:
Net income $ 78,940 $ 79,310
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 28,418 19,184
Stock-based compensation 10,780 11,333
Excess tax benefit from share-based compensation (187) (797)
Gain on sale of asset (1,121) �  
Acquired in-process research and development �  1,853
Deferred income taxes (4,624) (4,862)
Changes in assets and liabilities, net of effects of acquisitions:
Accounts receivable, net (29,654) (1,050)
Inventories (22,575) 257
Other assets 930 111
Accounts payable 7,573 (6,016)
Accrued liabilities (6,009) 12,190
Deferred revenue 13,279 1,788
Income taxes payable 2,295 (1,614)
Other operating activities 2,461 (2,001)

Net cash provided by operating activities 80,506 109,686

Cash flows from investing activities:
Purchases of property and equipment (28,534) (15,702)
Proceeds from sale of assets 14,796 �  
Acquisition of businesses acquired, net of cash acquired (18,570) (141,277)
Acquisition of intangible assets (1,100) (2,800)
Purchases of investments and marketable securities (502,699) (645,843)
Maturities of investments and marketable securities 388,362 538,025
Sales of investments and marketable securities 178,104 190,393

Net cash provided by (used in) investing activities 30,359 (77,204)

Cash flows from financing activities:
Purchase of treasury stock (107,504) (48,913)
Proceeds from exercise of stock options and stock purchase plan purchases 4,343 7,593
Excess tax benefit from share-based compensation 187 797

Net cash used in financing activities (102,974) (40,523)

Effect of exchange rate changes on cash 775 (79)

Net increase (decrease) in cash and cash equivalents 8,666 (8,120)
Cash and cash equivalents at beginning of period 38,211 39,648
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Cash and cash equivalents at end of period $ 46,877 $ 31,528

Supplemental disclosures of cash flow information:
Income taxes paid 40,682 30,101
See accompanying notes to consolidated financial statements.
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ZEBRA TECHNOLOGIES CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Note 1 � Basis of Presentation

Management prepared these unaudited interim consolidated financial statements for Zebra Technologies Corporation and subsidiaries (Zebra)
according to the rules and regulations of the Securities and Exchange Commission (SEC) for interim financial information. Accordingly, they do
not include all of the information and footnotes required by United States generally accepted accounting principles (GAAP) for complete
financial statements. Therefore, these consolidated financial statements should be read in conjunction with the consolidated financial statements
and notes included in Zebra�s Annual Report on Form 10-K for the fiscal year ended December 31, 2007.

The consolidated balance sheet as of December 31, 2007, in this Form 10-Q is taken from the audited consolidated balance sheet in our Form
10-K. These interim financial statements include all adjustments (of a normal, recurring nature) necessary to present fairly Zebra�s consolidated
financial position as of September 27, 2008, the consolidated results of operations for the three and nine months ended September 27, 2008 and
September 29, 2007, and cash flows for the nine months ended September 27, 2008 and September 29, 2007. These results, however, are not
necessarily indicative of results for the full year.

Note 2 � Fair Value Measurements

In February 2007, the Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting Standards (�SFAS�) No. 159, The
Fair Value Option for Financial Assets and Financial Liabilities � Including an amendment of FASB Statement No. 115. SFAS No. 159 permits
entities to elect to measure many financial instruments and certain other items at fair value. Unrealized gains and losses on items for which the
fair value option has been elected will be recognized in earnings at each subsequent reporting date. SFAS No. 159 was effective for Zebra on
January 1, 2008. We have currently chosen not to elect the fair value option for any items that are not already required to be measured at fair
value in accordance with accounting principles generally accepted in the United States. The adoption of SFAS No. 159 did not have a material
impact on our consolidated financial statements.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which defines fair value, establishes a framework for measuring
fair value, and expands disclosures about fair value measurements. SFAS No. 157 was effective for our Company on January 1, 2008. However,
in February 2008, the FASB released FASB Staff Position (FSP FAS 157-2 � Effective Date of FASB Statement No. 157), which delayed the
effective date of SFAS No. 157 for all nonfinancial assets and nonfinancial liabilities, except those that are recognized or disclosed at fair value
in the financial statements on a recurring basis (at least annually). The adoption of SFAS No. 157 for our financial assets and liabilities did not
have a material impact on our consolidated financial statements. We do not believe the adoption of SFAS No. 157 for our non-financial assets
and liabilities, effective January 1, 2009, will have a material impact on our consolidated financial statements.

As defined in SFAS No. 157, fair value is based on the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. In order to increase consistency and comparability in fair value measurements,
SFAS No. 157 establishes a fair value hierarchy that prioritizes observable and unobservable inputs used to measure fair value into three broad
levels, which are described below:

Level 1: Quoted prices (unadjusted) in active markets that are accessible at the measurement date for assets or liabilities. The fair
value hierarchy gives the highest priority to Level 1 inputs.

Level 2: Observable prices that are based on inputs not quoted on active markets, but corroborated by market data.

Level 3: Unobservable inputs are used when little or no market data is available. The fair value hierarchy gives the lowest priority
to Level 3 inputs.

In determining fair value, we utilize valuation techniques that maximize the use of observable inputs and minimize the use of unobservable
inputs to the extent possible as well as consider counterparty credit risk in the assessment of fair value.
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Included in our investment portfolio are four auction rate security instruments, which are classified as available for sale securities and are
reflected at fair value. However, due to recent events in credit markets, the auction events for the instruments held by Zebra as of September 27,
2008, have failed. Therefore, the fair values of these securities are estimated utilizing broker quotations, discounted cash flow analysis or other
types of valuation adjustment methodologies as of September 27, 2008. These analyses consider, among other items, the collateralization
underlying the security instruments, the credit worthiness of the counterparty, the timing of expected future cash flows, estimates of the next
time the security is expected to have a successful auction, and Zebra�s intent and ability to hold such securities until credit markets improve.
These securities were also compared, when possible, to other securities with similar characteristics.

Of the four auction rate security instruments, Zebra deemed one item to be other than temporarily impaired. Therefore, we have recorded the
market value decline in the amount of $4,374,000 for that security as an investment loss in the income statement. The decline in the market
value of the other securities is considered temporary and was recorded in accumulated other comprehensive income (loss) on the balance sheet.
Since Zebra believes we will hold these securities until they are sold at auction, redeemed at carrying value or reach maturity, we have classified
them as long term investments in the balance sheet.

Financial assets and liabilities carried at fair value as of September 27, 2008 are classified in the table below in one of the three categories
described above (in thousands):

Level 1 Level 2 Level 3 Total
Assets:
Restricted cash $ 1,763 $ �  $ �  $ 1,763
Available-for-sale securities 190,546 �  7,671 198,217
Money market investments related to the deferred compensation plan 3,961 �  �  3,961

Total assets at fair value $ 196,270 $ �  $ 7,671 $ 203,941

Liabilities:
Forward contracts (1) $ (541) $ 846 $ �  $ 305
Liabilities related to the deferred compensation plan 3,859 �  �  3,859

Total liabilities at fair value $ 3,318 $ 846 $ �  $ 4,164

1) The fair value of forward contracts are calculated as follows:
a. Fair value of forward collar contract associated with forecasted sales hedges are calculated using the midpoint of ask and bid rates for

similar contracts.
b. Fair value of regular forward contracts associated with forecasted sales hedges are calculated using the month-end exchange rate

adjusted for the discount rate (3 month LIBOR rate).
c. Fair value of balance sheet hedges are calculated at the month end exchange rate adjusted for current forward points unless the hedge

has been traded but not settled at month end. If this is the case, the fair value is calculated at the rate at which the hedge is being
settled.

Based on changed conditions in the credit markets, Zebra changed our valuation methodology for auction rate security instruments as noted
above during the third quarter of 2008. Accordingly, these securities changed from Level 1 to Level 3 within SFAS No. 157�s hierarchy since
Zebra�s initial adoption of SFAS No. 157 at January 1, 2008.
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The following table presents Zebra�s activity for assets measured at fair value on a recurring basis using significant unobservable inputs (Level 3)
as defined in SFAS No. 157, for the nine months ended September 27, 2008 (in thousands):

Auction Rate
Securities

Balance at December 31, 2007 $ �  
Transfers to Level 3 12,350
Total losses (realized or unrealized):
Included in earnings (4,374)
Included in other comprehensive income (loss) (305)
Purchases and settlements (net) �  

Balance at September 27, 2008 $ 7,671

Total gains and (losses) for the period included in earnings attributable to the change in
unrealized losses relating to assets still held at September 27, 2008 $ �  

Note 3 � Stock-Based Compensation

As of September 27, 2008, Zebra had a stock option plan and a stock purchase plan available for future grants. We accounted for these plans in
accordance with SFAS No. 123(R), Share-Based Payments. Zebra recognizes compensation costs over the vesting period of 1 month to 5 years.

The compensation expense and the related tax benefit for share-based payments were included in the Consolidated Statement of Earnings as
follows (in thousands):

Three Months Ended Nine Months Ended
September 27,

2008
September 29,

2007
September 27,

2008
September 29,

2007
Cost of sales $ 311 $ 385 $ 896 $ 1,228
Selling and marketing 731 732 2,087 1,847
Research and development 622 510 1,636 1,701
General and administrative 2,182 3,149 5,763 6,557
Acquisition integration expenses 398 �  398 �  

Total compensation 4,244 4,776 10,780 11,333

Income tax benefit $ 1,464 $ 1,648 $ 3,719 $ 3,910
SFAS No. 123(R) requires the cash flows resulting from the tax benefits from tax deductions in excess of the compensation cost recognized
(excess tax benefits) to be classified as financing cash flows in the statement of cash flows. As a result, $187,000 of excess tax benefits for the
nine months ended September 27, 2008, have been classified as financing cash flows. The excess tax benefits for the nine months ended
September 29, 2007 was $797,000.

9
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For purposes of calculating the compensation cost consistent with SFAS No. 123(R), the fair value is estimated on the date of grant using a
binomial model. Volatility is based on an average of the implied volatility in the open market and the annualized volatility of Zebra�s stock prices
over our entire stock history. The following table shows the weighted-average assumptions used for stock option grants as well as the fair value
of the options granted based on those assumptions:

Nine Months Ended
September 27,

2008
September 29,

2007
Expected dividend yield 0% 0%
Forfeiture rate 8.99% 7.69%
Volatility 37.79% 34.73%
Risk free interest rate 3.17% 4.55%
- Range of interest rates 0.81% - 3.87% 4.55% - 5.03%
Expected weighted-average life 5.09 years 4.88 years
Fair value of options granted $ 7,465,000 $ 8,859,000
Weighted-average grant date fair value of options granted $ 13.50 $ 13.97

The fair value of the purchase rights of all Zebra employees issued under the Stock Purchase Plan is estimated using the following
weighted-average assumptions for purchase rights granted. Expected lives of three months to one year have been used along with these
assumptions.

Nine Months Ended
September 27,

2008
September 29,

2007
Fair market value $ 27.85 $ 36.49
Option price $ 23.67 $ 31.02
Expected dividend yield 0% 0%
Expected volatility 38% 25%
Risk free interest rate 1.87% 4.83%

Stock option activity for the nine-month period ended September 27, 2008, was as follows:

2008

Fixed Options Shares
Weighted-Average

Exercise Price
Outstanding at beginning of year 3,024,956 $ 34.70
Granted 553,054 36.18
Exercised (168,316) 17.27
Forfeited (170,918) 36.62
Expired (22,042) 43.98

Outstanding at end of period 3,216,734 $ 35.70
Options exercisable at end of period 1,727,472 $ 33.03
Intrinsic value of options exercised $ 2,899,000

10
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The following table summarizes information about fixed stock options outstanding at September 27, 2008:

Options Outstanding Options Exercisable

Range of Exercise Prices
Number
of Shares

Weighted-Average
Remaining Contractual Life

Weighted-Average
Exercise

Price
Number
of Shares

Weighted-Average
Exercise

Price
$ 1.29-$21.62 563,516 3.79 years $ 17.94 495,160 $ 18.26
$ 21.62-$35.75 651,336 5.15 years 29.55 449,310 27.40
$ 35.75-$41.25 922,998 8.92 years 38.44 137,158 40.13
$ 41.25-$46.18 638,775 7.27 years 44.27 356,827 44.90
$ 46.18-$53.92 440,109 5.54 years 49.40 289,017 49.04

3,216,734 1,727,472

Options Outstanding Options Exercisable
Aggregate intrinsic value $ 7,377,000 $ 6,433,000
Weighted-average remaining contractual term 6.5 years 4.7 years
As of September 27, 2008, there was $24,806,000 of unearned compensation cost related to stock options granted under the plans. That cost is
expected to be recognized over a weighted-average period of 2.8 years.

Note 4 � Inventories

The components of inventories are as follows (in thousands):

September 27,
2008

December 31,
2007

Raw materials $ 52,989 $ 46,572
Work in process 1,498 1,103
Deferred costs of long-term contracts 4,762 1,469
Finished goods 47,012 35,894

Total inventories $ 106,261 $ 85,038

Note 5 � Business Combinations

Multispectral Solutions Inc. On April 1, 2008, Zebra acquired all of the outstanding stock of Multispectral Solutions Inc. (MSSI) for
$18,348,000, which is net of cash acquired and includes transaction costs. Headquartered in Germantown, Maryland, MSSI is a global provider
of ultra wideband (UWB) real-time locating systems and other UWB-based wireless technology. Zebra acquired this company to further extend
our range of solutions to help our customers identify, track and manage a broader range of assets. The consolidated statements of earnings reflect
the results of operations of MSSI since the effective date of the purchase. The pro forma impact of this acquisition was not significant.

The following table (in thousands) summarizes the estimated fair values of the assets acquired and the liabilities assumed at the date of
acquisition.

At December 14, 2007
Current assets $ 1,424
Property and equipment 70
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Intangible assets 8,000
Goodwill 12,805

Total assets acquired $ 22,299

Deferred tax liability (3,011)
Current liabilities (940)

Net assets acquired $ 18,348
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On a preliminary basis pending the receipt of final valuations, the purchase price was allocated to identifiable tangible and intangible assets
acquired and liabilities assumed based on their estimated fair values resulting in goodwill of $12,805,000. The intangible assets of $8,000,000
consist of the following (in thousands):

Amount Useful life
Customer relationships 1,000 10 years
Developed technology 7,000 8 years

The goodwill is not deductible for tax purposes.

Navis, LLC. On December 14, 2007, Zebra acquired all of the outstanding stock of Navis Holdings, LLC (Navis) for $144,067,000, which is net
of cash acquired and includes transaction costs. Headquartered in Oakland, California, Navis provides solutions to optimize the flow of goods
through marine terminals and other operations managing cargo in the supply chain. Zebra acquired this company to further extend our range of
solutions to help our customers identify, track and manage a broader range of assets. The consolidated statements of earnings reflect the results
of operations of Navis since the effective date of the purchase. The pro forma impact of this acquisition was not significant.

The following table (in thousands) summarizes the estimated fair values of the assets acquired and the liabilities assumed at the date of
acquisition.

At December 14, 2007
Current assets $ 26,253
Property and equipment 2,601
Intangible assets 58,400
Goodwill 76,340

Total assets acquired $ 163,594

Current liabilities (19,527)

Net assets acquired $ 144,067

On a preliminary basis pending the receipt of final valuations, the purchase price was allocated to identifiable tangible and intangible assets
acquired and liabilities assumed based on their estimated fair values resulting in goodwill of $76,340,000. Of this amount, $1,531,000 was added
to goodwill as a result of purchase accounting adjustments during 2008. The intangible assets of $58,400,000 consist of the following (in
thousands):

Amount Useful life
Trade names $ 2,300 2 years
Customer relationships 39,000 15 years
Developed technology 17,100 6 years

The goodwill is deductible for tax purposes.

proveo AG. On July 2, 2007, Zebra acquired all of the outstanding stock of proveo AG for approximately $15,000,000, which is net of cash
acquired and transaction costs. This transaction called for potential payments of $5,100,000 in addition to the initial purchase price payment.
These payments were contingent upon gross profit of specific products shipped for the first eighteen months after the acquisition. During the
third quarter of 2008, the first of these payments was made for $3,738,000 and added to Zebra�s goodwill. One additional and final payment may
be made in the fourth quarter of 2008 and would be added to goodwill at that time.

Note 6 � Investments and Marketable Securities
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We classify our investments in marketable debt securities as available-for-sale in accordance with the classifications defined in SFAS No. 115,
Accounting for Certain Investments in Debt and Equity Securities. As of September 27, 2008, all of our investments in marketable debt
securities with maturities greater than one year are classified as long-term investments on the balance sheet due to our ability and intent to hold
them until maturity.

SFAS No. 115 requires that changes in the market value of available-for-sale securities are reflected in the accumulated other comprehensive
income caption of stockholders� equity in the balance sheet, until we dispose of the securities. Once these securities are disposed of, either by sale
or maturity, the accumulated changes in market value are transferred to investment income. On the cash flow statements, changes in the balances
of available-for-sale securities are shown as purchases, sales and maturities of investments and marketable securities under investing activities.
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Changes in market value of trading securities would be recorded in investment income as they occur, and the related cash flow statement would
include changes in the balances of trading securities as operating cash flows.

Change in unrealized gains and losses on available-for-sale securities are included in these financial statements as follows (in thousands):

Three Months Ended Nine Months Ended
September 27,

2008
September 29,

2007
September 27,

2008
September 29,

2007
Changes in unrealized gains and losses on available- for-sale securities,
net of tax, recorded in accumulated other comprehensive income $ (257) $ 1,144 $ (413) $ 729

During the third quarter of 2008, Zebra recorded losses on an auction rate security instrument in the amount of $4,374,000 and on a separate
long-term equity investment which was included in other assets in the amount of $2,897,000. These losses were included in investment income.
See Note 2 for further information regarding the auction rate security valuations.

Note 7 � Stockholders� Equity

Share count and par value data related to stockholders� equity are as follows:

September 27,
2008

December 31,
2007

Preferred Stock
Par value per share $ 0.01 $ 0.01
Shares authorized 10,000,000 10,000,000
Shares outstanding �  �  
Common Stock - Class A
Par value per share $ 0.01 $ 0.01
Shares authorized 150,000,000 150,000,000
Shares issued 72,151,857 72,151,857
Shares outstanding 63,336,069 66,370,248
Treasury stock
Shares held 8,815,788 5,781,609

During the nine months ended September 27, 2008, Zebra purchased 3,380,700 shares of Zebra Class A Common Stock for $107,504,000. We
reissued 346,521 treasury shares upon exercise of stock options and purchases under the stock purchase plan during the first nine months of
2008.

Note 8 � Other Comprehensive Income (Loss)

Stockholders� equity includes certain items classified as accumulated other comprehensive income, including:

� Foreign currency translation adjustment relates to our non-U.S. subsidiary companies that have designated a functional currency
other than the U.S. dollar. We are required to translate the subsidiary functional currency financial statements to dollars using a
combination of historical, month-end, and average foreign exchange rates. This combination of rates creates the foreign currency
translation adjustment component of other comprehensive income.

� Unrealized gains (losses) on foreign currency hedging activities relate to derivative instruments used to hedge the currency
exchange rates for forecasted euro sales. These hedges are designated as cash flow hedges, and we have deferred income statement
recognition of gains and losses until the hedged transaction occurs. See Note 11 for more details.
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� Unrealized gains (losses) on investments classified as available-for-sale are deferred from income statement recognition until the
gains or losses are realized. See Note 6 above for more details.
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The components of other comprehensive income included in the Consolidated Statements of Comprehensive Income are as follows (in
thousands):

Three Months Ended Nine Months Ended
September 27,

2008
September 29,

2007
September 27,

2008
September 29,

2007
Foreign currency translation adjustments $ (6,242) $ 1,132 $ (4,670) $ 2,578

Changes in unrealized gains and losses on foreign currency hedging
activities:
Gross $ 9,157 $ (5,159) $ 8,130 $ (4,974)
Income tax (benefit) 3,447 (1,942) 3,060 (1,872)

Net $ 5,710 $ (3,217) $ 5,070 $ (3,102)

Changes in unrealized gains and losses on investments classified as
available-for-sale:
Gross $ (412) $ 1,835 $ (662) $ 1,169
Income tax (benefit) (155) 691 (249) 440

Net $ (257) $ 1,144 $ (413) $ 729

The components of accumulated other comprehensive income (loss) included in the Consolidated Balance Sheets are as follows (in thousands):

As of
September 27,

2008
December 31,

2007
Foreign currency translation adjustments $ 6,007 $ 10,677

Unrealized losses on foreign currency hedging activities:
Gross $ (1,122) $ (9,252)
Income tax benefit (422) (3,482)

Net $ (700) $ (5,770)

Unrealized gains and losses on investments classified as available-for-sale:
Gross $ (521) $ 141
Income tax (benefit) (196) 53

Net $ (325) $ 88

14
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Note 9 � Earnings Per Share

Earnings per share were computed as follows (in thousands, except per share amounts):

Three Months Ended Nine Months Ended
September 27,

2008
September 29,

2007
September 27,

2008
September 29,

2007
Basic earnings per share:
Net income $ 25,770 $ 26,961 $ 78,940 $ 79,310

Weighted average common shares outstanding 64,328 68,580 65,190 68,814

Per share amount $ 0.40 $ 0.39 $ 1.21 $ 1.15

Diluted earnings per share:
Net income $ 25,770 $ 26,961 $ 78,940 $ 79,310

Weighted average common shares outstanding 64,328 68,580 65,190 68,814
Add: Effect of dilutive securities � stock options 325 425 360 445

Diluted weighted average and equivalent shares outstanding 64,653 69,005 65,550 69,259

Per share amount $ 0.40 $ 0.39 $ 1.20 $ 1.15
Potentially dilutive securities that were excluded from the earnings per share calculation consist of stock options with an exercise price greater
than the average market closing price of the Class A common stock. These options were as follows:

Three Months Ended Nine Months Ended
September 27,

2008
September 29,

2007
September 27,

2008
September 29,

2007
Potentially dilutive shares 2,268,000 1,614,000 2,251,000 1,608,000
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Note 10 � Goodwill and Other Intangible Asset Data

Intangible asset data are as follows (in thousands):

September 27, 2008 December 31, 2007
Gross

Carrying
Amount

Accumulated
Amortization

Gross
Carrying
Amount

Accumulated
Amortization

Amortized intangible assets
Current technology $ 58,655 $ (19,289) $ 51,700 $ (13,526)
Patent and patent rights 32,526 (9,592) 31,697 (6,468)
Customer relationships 61,944 (9,629) 60,685 (4,664)

Total $ 153,125 $ (38,510) $ 144,082 $ (24,658)

Unamortized intangible assets
Goodwill $ 264,647 $ 246,510

Aggregate amortization expense
For the year ended December 31, 2007 $ 11,128
For the three months ended September 27, 2008 $ 4,711
For the nine months ended September 27, 2008 13,904

Estimated amortization expense
For the year ended December 31, 2008 18,553
For the year ended December 31, 2009 18,520
For the year ended December 31, 2010 16,550
For the year ended December 31, 2011 16,170
For the year ended December 31, 2012 15,280
Thereafter 43,446
We test the impairment of goodwill each year or between annual impairment dates whenever events or changes in circumstances indicate that
the carrying value may not be recoverable. We completed our last assessment during June 2008. At that time, no adjustment to goodwill was
necessary due to impairment.

We evaluate the impairment of identifiable intangibles and other long-lived assets whenever events or changes in circumstances indicate that the
carrying value may not be recoverable.

Factors considered that may trigger an impairment review consist of:

� Significant underperformance relative to expected historical or projected future operating results,

� Significant changes in the manner of use of the acquired assets or the strategy for the overall business,

� Significant negative industry or economic trends,

� Significant decline in Zebra�s stock price for a sustained period, and
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� Significant decline in market capitalization relative to net book value.
If we believe that one or more of the above indicators of impairment have occurred, we compare the carrying value to the undiscounted cash
flows of the asset to determine if the carrying value is recoverable. If the carrying value is not determined to be recoverable, we measure
impairment based on a projected discounted cash flow using a discount rate that incorporates the risk inherent in the cash flows.
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Note 11 � Derivative Instruments

In the normal course of business, portions of Zebra�s operations are subject to fluctuations in currency values. We manage these risks using
derivative financial instruments.

Hedging of Net Assets

We use forward contracts and options to manage exposure related to our pound and euro denominated net assets. We record gains and losses on
these contracts and options in income each quarter along with the transaction gains and losses related to our net euro asset position, which would
ordinarily offset each other. Summary financial information related to these activities follows (in thousands):

Three Months Ended Nine Months Ended
September 27,

2008
September 29,

2007
September 27,

2008
September 29,

2007
Change in gains and losses from foreign exchange derivatives $ 114 $ (1,770) $ (3,813) $ (1,877)
Gain on net foreign currency assets 133 1,747 4,691 1,847

Net foreign exchange gain/(loss) $ 247 $ (23) $ 878 $ (30)

As of
September 27,

2008
December 31,

2007
Notional balance of outstanding contracts:
Pound/US dollar £ 4,000 £ 3,000
Euro/US dollar � 7,000 � 14,000
Euro/Pound �23,000 � 20,500
Net fair value of outstanding contracts $ (494) $ (104)
Hedging of Anticipated Sales

We manage the exchange rate risk of anticipated euro denominated sales using forward contracts and option collars. We designate these
contracts as cash flow hedges. Gains and losses on these contracts are deferred in other comprehensive income until the contracts are settled and
the hedged sales are realized, at which time the deferred gains or losses will be reported as an increase or decrease to sales. Summary financial
information related to the cash flow hedges of future revenues follows (in thousands, except percentages):

As of
September 27,

2008
December 31,

2007
Net unrealized losses deferred in other comprehensive income:
Gross $ (1,122) $ (9,252)
Income tax benefit (422) (3,482)

Net $ (700) $ (5,770)

Notional balance of outstanding contracts � 24,000 � 108,500
Hedge effectiveness 100% 100%

September 27,
2008

September 29,
2007

Net losses included in revenue for the:
Three months ended $ (5,090) $ (705)
Nine months ended (12,886) (1,795)
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The duration of our forecasted sales hedge contracts is less than three months.
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Note 12 � Segment Information

As a result of the acquisitions of WhereNet Corp., proveo AG, Navis Holdings, LLC, and Multispectral Solutions Inc., Zebra now has two
reportable segments: Specialty Printing Group (SPG) and Enterprise Solutions Group (ESG).

SPG includes direct thermal and thermal transfer label and receipt printers, passive radio frequency identification (RFID) printer/encoders, dye
sublimation card printers and digital photo printers. Also included in this group is a comprehensive range of specialty supplies consisting of
self-adhesive labels, thermal transfer ribbons, thermal printheads, batteries and other accessories, including software for label design and printer
network management.

ESG has evolved since the beginning of 2007 with the acquisitions of WhereNet Corp., proveo AG, Navis Holdings, LLC, and Multispectral
Solutions Inc. The solutions that these companies provide are sold on a contract basis and are typically installed over several quarters. These
contracts cover a range of services, including design, installation and ongoing maintenance services.

Segment information is as follows (in thousands):

Three Months Ended Nine Months Ended
September 27,

2008
September 29,

2007
September 27,

2008
September 29,

2007
Net sales:
SPG $ 218,452 $ 211,117 $ 671,965 $ 615,806
ESG 25,621 6,101 72,167 18,900

Total $ 244,073 $ 217,218 $ 744,132 $ 634,706

Operating income (loss):
SPG $ 54,494 $ 57,060 $ 175,663 $ 159,850
ESG (1,637) (3,703) (16,340) (10,253)
Corporate and other (12,177) (16,335) (42,320) (43,274)

Total $ 40,680 $ 37,022 $ 117,003 $ 106,323

September 27,
2008

December 31,
2007

Identifiable assets:
SPG $ 405,279 $ 370,786
ESG 345,624 320,689
Corporate and other 286,925 342,803

Total $ 1,037,828 $ 1,034,278

Corporate and other includes corporate administration costs or assets that support both reporting segments.

Prior period amounts have been restated to conform to requirements of SFAS No. 131, Disclosures about Segments of and Enterprise and
Related Information.

Note 13 � Costs associated with Exit or Disposal Activities

During the first quarter of 2008, we initiated two different plans to close facilities. These plans are being accounted for under SFAS No. 146,
Accounting for Cost Associated with Exit or Disposal Activities. All exit costs associated with these activities are identified on a separate line of
our Consolidated Statement of Earnings, as part of operating expenses. These plans are intended to reduce costs and improve manufacturing
efficiency.
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In January 2008, we initiated a plan to close our supplies manufacturing plant in Warwick, Rhode Island. This plant�s operations were transferred
to a new facility in Flowery Branch, Georgia, which is now our East Coast supplies manufacturing facility. This transition was completed during
the second quarter. We do not expect to incur any further costs associated with this plan. Costs incurred through September 27, 2008 were (in
thousands):

Type of Cost
Severance, stay bonuses, and other employee-related expenses $ 341
Other exit costs 223

Total $ 564
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In February 2008, we announced plans to establish regional distribution and configuration centers, consolidate our supplier base, and transfer
final assembly of thermal printers to Jabil Circuit, Inc., a global third-party electronics manufacturer. These actions are intended to optimize our
global printer product supply chain by improving responsiveness to customer needs and increasing Zebra�s flexibility to meet emerging business
opportunities. As a result, all printer manufacturing in our Vernon Hills, Illinois and Camarillo, California will be transferred to Jabil�s facility in
Guangzhou, China. This transition is expected to take 18 to 24 months to complete. As of September 27, 2008, we expect to incur the following
exit costs (in thousands):

Type of Cost

Cost
incurred

as of
September 27,

2008
Additional cost

expected
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