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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
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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

Total costs
expected to be

incurred
Severance, stay bonuses, and other employee-related expenses $ 3,201 $ 2,799 $ 6,000
Professional services 4,294 671 4,965
Relocation and transition costs 2,425 11,696 14,121

Total $ 9,920 $ 15,166 $ 25,086

Liabilities and expenses related to exit activities for the nine months ended September 27, 2008, were as follows (in thousands):

Severance, stay
bonuses, and

other employee-
related expenses

Professional
services

Relocation
and

transition
costs

Other exit
costs Total

Accrued liabilities related to exit activities at December 31,
2007 $ �  $ �  $ �  $ �  $ �  
Expenses incurred for the six months ended June 28, 2008 3,172 3,194 1,321 227 7,914
Expenses incurred for the three months ended September 27,
2008 370 1,100 1,104 (4) 2,570

Expenses incurred for the nine months ended September 27,
2008 3,542 4,294 2,425 223 10,484
Less: Amounts paid for the nine months ended September 27,
2008 (429) (4,294) (2,425) (88) (7,236)

Accrued liabilities related to exit activities at September 27,
2008 $ 3,113 $ �  $ �  $ 135 $ 3,248

All current exit costs are included in operating expenses for the Specialty Printing Group.

Note 14 � Acquisition Integration Expenses

During 2008, Zebra began an integration project to combine our most recent acquisitions of WhereNet Corp., proveo AG, Navis, LLC, and
Multispectral Solutions, Inc., to form the Enterprise Solutions Group. As a result, Zebra incurred $1,734,000 in acquisition integration expenses,
primarily severance costs, which are included in operating expenses as a separate line item.

Note 15 � Contingencies

During January, 2007, Zebra acquired WhereNet Corp. As part of the closing of this acquisition, an escrow balance of approximately
$13,600,000 was established against the total purchase price. On January 24, 2008, Zebra made an indemnification claim against the sellers of
WhereNet for the entire escrow balance, alleging that Zebra was entitled to indemnification from the former shareholders of WhereNet as a
result of, among other things, breaches of the representations and warranties in the acquisition agreement and potential third party claims.
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Representatives of the former shareholders disputed the allegations and filed a declaratory action to obtain the escrowed funds. The dispute was
settled and the complaint was dismissed in September 2008. In accordance with the settlement agreement, Zebra received $7 million of the
escrowed funds, and the remainder was distributed to the former shareholders and vested option holders of WhereNet pursuant to the terms of
the acquisition agreement.
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After Zebra made its indemnification claim and before the settlement agreement was reached, Zebra agreed to make whole its current employees
that had been shareholders and vested option holders of WhereNet by paying them the amount that would have been due to them as former
shareholders or vested option holders under the acquisition agreement if Zebra was not paid any of the escrowed funds. In addition, Zebra agreed
to gross up those payments to cover the differential between what the employees would have owed in taxes had they received the payments
directly out of the escrow and the amount the employees would now owe as a result of receiving part of those funds from Zebra as ordinary
income. We recorded expense in the amount of $1,698,000 related to these payments. This expense was netted against the $7,000,000 received
from the escrow settlement and is shown on the consolidated statement of earnings on a separate line called claim settlement.

On January 31, 2003, a Writ of Summons was filed in the Nantes Commercial Court, Nantes, France, by Printherm, a French corporation, and
several of its shareholders (collectively, �Printherm�), against Zebra Technologies France (�ZTF�), a French corporation and wholly-owned
subsidiary of Zebra. Printherm seeks damages in the amount of �15,304,000 and additional unspecified damages in connection with ZTF�s
termination of negotiations in December 2000 respecting the proposed acquisition by Zebra of the capital stock of Printherm. The negotiation
was terminated based on unsatisfactory results of the ongoing due diligence. We believe that Printherm�s claims are without merit and that a loss
is not likely to occur. We will vigorously defend the action.

Printherm filed bankruptcy proceedings on August 30, 2004, and the Commercial Court ordered its liquidation on November 30, 2004. The case
was put on hold until the Court-appointed liquidator filed a submission in August 2005, which started the proceedings again. ZTF filed its
answer on November 19, 2005, in anticipation of a Court-ordered December 19, 2005, hearing date. In response to a request by Printherm�s
liquidator, the Court postponed the hearing date until March 27, 2008 to provide time for Printherm to respond to ZTF�s answer. The Printherm
liquidator filed its response to ZTF�s answer shortly before the March 27 hearing date. ZTF argued that the filing date provided ZTF with
insufficient time to prepare for the hearing, and the Court struck the case from the docket as a sanction against Printherm. Printherm�s liquidator
was required to reinstate the case before the Court. A final hearing to consider statute of limitations and substantive arguments is scheduled for
December 11, 2008.

On April 9, 2008, a complaint was filed in the U.S. District Court for the Northern District of Illinois by Barcode Informatica, Ltd. (�Barcode�), a
former Brazilian reseller, against Zebra. The complaint alleges that Zebra wrongfully terminated Barcode�s reseller status and tortiously
interfered with Barcode�s alleged bid for the sale of printers to Brazilian Post. Barcode�s claim seeks an unspecified amount of damages. We
believe that Barcode�s claims are without merit and we will vigorously defend the action.

Note 16 � Warranty. In general, Zebra provides warranty coverage of one year on printers against defects in material and workmanship.
Printheads are warranted for six months and batteries are warranted for three months. A provision for warranty expense is recorded at the time of
shipment and adjusted quarterly based on historical warranty experience. The following is a summary of Zebra�s accrued warranty obligation (in
thousands).

Nine Months Ended
September 27,

2008

Nine Months Ended
September 29,

2007
Balance at the beginning of the year $ 3,411 $ 2,250
Warranty expense year-to-date 3,999 4,863
Warranty payments made year-to-date (3,396) (4,025)

Balance at the end of the period $ 4,014 $ 3,088
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During 2005, Zebra began providing for environmental recycling reserves similar to warranty reserves. In the European Union, we have an
obligation in the future to recycle printers. This reserve is based on all new printers sold after August 13, 2005, and printers sold prior to that
date that are returned to us upon our sale of a new printer to a customer. The following is a summary of Zebra�s accrued recycling obligation (in
thousands).

Nine Months Ended
September 27,

2008

Nine Months Ended
September 29,

2007
Balance at the beginning of the year $ 3,706 $ 2,115
Recycling expense year-to-date (2,410) 1,357
Recycling payments made year-to-date (10) �  
Exchange rate impact (128) 94

Balance at the end of the period $ 1,158 $ 3,566

We reexamined the environmental recycling reserves based on our three years of experience of providing for such reserves and determined the
reserve to be higher than necessary. Therefore, we released $3,757,000 from the reserve during the second quarter of 2008.

Note 17 � Income Taxes

On January 1, 2007, we adopted Financial Accounting Standards Board (FASB) Interpretation (FIN) No. 48, Accounting for Uncertainty in
Income Taxes - an interpretation of FASB Statement No. 109. According to FIN No. 48, we identified, evaluated, and measured the amount of
income tax benefits to be recognized for all of our income tax positions. The net income tax assets recognized under FIN No. 48 did not differ
from the net assets recognized before adoption, and, therefore, we did not record an adjustment related to the adoption of FIN No. 48. Zebra did
not have any unrecognized tax benefits as of September 27, 2008. Zebra�s continuing practice is to recognize interest and/or penalties related to
income tax matters as part of income tax expense.

Zebra concluded U.S. federal income tax audits for years 2005 and 2006 during the 3rd quarter. The 2007 tax year remains open. As a result of
the audits, additional income tax expense in the amount of $758,949 was incurred. In addition, interest expense in the amount of $146,937, net
of tax benefits, was incurred. These amounts are included as part of current quarter income tax expense. The tax years 2004 through 2007 remain
open to examination by various state taxing jurisdictions.

The effective income tax rate for the third quarter of 2008 was 27.2% compared with 34.5% for the corresponding period in 2007. For the year
to-date, the effective income tax rate was 32.4% for 2008 and 34.6% for 2007. The 2008 rates were affected by the $7,000,000 payment we
received from the WhereNet escrow claim settlement discussed in Note 15, which is not taxable.

Note 18 � Sale Leaseback Accounting

In conjunction with our transition of printer manufacturing to a third-party manufacturer, we entered into a sale and leaseback transaction during
the third quarter of 2008 for our manufacturing facility located in Camarillo, California. Zebra received net proceeds of $14,796,000 against a
net book value of $10,669,000. Of the $4,127,000 gain, $3,006,000 was deferred and will be applied against future rental payments, and
$1,121,000 was a reduction to the general and administrative expenses.

Note 19 � Revolving Credit Agreement

On August 14, 2008, Zebra entered into a revolving credit agreement for a five-year $100 million revolving credit facility. This revolving credit
facility has a $100 million accordion feature that allows Zebra to increase the facility up to a total of $200 million subject to obtaining
commitments for the incremental capacity from existing or new lenders. The loans under this credit facility will be available for general
corporate purposes of Zebra and its subsidiaries in the ordinary course of business and other purposes permitted by the agreement.

This credit agreement is guaranteed by certain of Zebra�s domestic subsidiaries. Loans under the agreement shall bear interest at a rate equal to
the prime rate or a spread over the applicable LIBOR rate, as selected by Zebra. This spread for LIBOR-based loans is dependent on our ratio of
Total Debt to EBITDA, as defined in the agreement, and ranges from 0.50% to 1.25%. The spread in effect at closing for LIBOR-based loans
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The credit agreement includes customary representations, warranties, affirmative and negative covenants (including, among others, restrictions
on the payment of cash dividends) and events of default (and related remedies, including acceleration and increased
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interest rates following an event of default). It also contains financial covenants tied to Zebra�s leverage ratio and fixed charge coverage ratio. As
of September 27, 2008, we had established letters of credit amounting to $2,580,000, which reduce the funds available for borrowing under the
agreement.

Note 20 � New Accounting Pronouncements

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities � an amendment of FASB
Statement No. 133. This Statement requires enhanced disclosures about an entity�s derivative and hedging activities and thereby improves the
transparency of financial reporting. This Statement is effective for financial statements issued for fiscal years and interim periods beginning after
November 15, 2008, with early application encouraged. This Statement encourages, but does not require, comparative disclosures for earlier
periods at initial adoption.

In December 2007, the FASB issued SFAS No. 141(R), Business Combinations, to create greater consistency in the accounting and financial
reporting of business combinations. SFAS No. 141(R) establishes principles and requirements for how the acquirer in a business combination
(i) recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed, and any non-controlling interest,
(ii) recognizes and measures the goodwill acquired in the business combination or a gain from a bargain purchase, and (iii) determines what
information to disclose to enable users of the financial statements to evaluate the nature and financial effects of the business combination. This
statement applies to fiscal years beginning after December 15, 2008 and will generally affect accounting for acquisitions going forward.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
Consolidated Results of Operations

Net sales for the third quarter of 2008 increased 12.4% with growth in all regions, compared with the third quarter of 2007. Sales from recent
acquisitions supplemented continued sales growth of our established specialty printing lines. Gross profit margin for the third quarter of 2008
increased slightly from the same period a year ago as a result of higher margins of acquired companies offset by lower than normal margins in
our North American supplies business.

Higher operating expenses resulted from increases in payroll costs, advertising costs and market development costs, and travel and entertainment
expenses. Recent acquisitions contributed to the increases in operating expenses by increasing third quarter selling and marketing expenses by
$2,800,000, research and development expenses by $5,163,000, general and administrative expenses by $2,126,000, and amortization of
intangibles by $2,028,000. Operating expenses were decreased by income recorded as a result of the sale of our Camarillo facility in the amount
of $1,121,000 included in general and administrative expenses and the WhereNet escrow claim settlement in the amount of $5,302,000 included
on a separate line. We also incurred exit costs during the quarter of $2,570,000 related to the transfer of our printer manufacturing to a
third-party manufacturer and the closure of our Warwick, Rhode Island, supplies manufacturing facility and integration costs in our Enterprise
Solutions group of $1,734,000. For the third quarter of 2007, operating expenses included $3,979,000 in one-time charges to general and
administrative expenses related to the retirement of former CEO Ed Kaplan and Board of Director project activity related to the search and
hiring of a new chief executive officer.

For the year-to-date, exit costs were $10,484,000. The 2008 year-to-date increases related to recent acquisitions were $10,092,000 for selling
and marketing expenses, $15,059,000 for research and development expenses, $5,506,000 for general and administrative expenses, and
$5,805,000 for amortization of intangibles.

Three Months Ended

September 27,
2008

September 29,
2007

Percent
Change

Percent of
Total Sales - 2008

Percent of
Total Sales - 2007

Net sales $ 244,073 $ 217,218 12.4 100.0 100.0
Cost of sales 126,287 112,590 12.2 51.7 51.8

Gross profit 117,786 104,628 12.6 48.3 48.2
Operating expenses 77,106 67,606 14.1 31.6 31.2

Operating income 40,680 37,022 9.9 16.7 17.0
Other income (loss) (5,078) 4,140 NM (2.1) 1.9

Income before income taxes 35,602 41,162 (13.5) 14.6 18.9
Income taxes 9,832 14,201 (30.8) 4.0 6.5

Net income $ 25,770 $ 26,961 (4.4) 10.6 12.4

Diluted earnings per share $ 0.40 $ 0.39

Nine Months Ended

September 27,
2008

September 29,
2007

Percent
Change

Percent of
Total Sales - 2008

Percent of
Total Sales - 2007

Net sales $ 744,132 $ 634,706 17.2 100.0 100.0
Cost of sales 375,716 330,886 13.5 50.5 52.1

Gross profit 368,416 303,820 21.3 49.5 47.9
Operating expenses 251,413 197,497 27.3 33.8 31.1

Operating income 117,003 106,323 10.0 15.7 16.8
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Other income (loss) (225) 14,861 NM (0.0) 2.3

Income before income taxes 116,778 121,184 (3.6) 15.7 19.1
Income taxes 37,838 41,874 (9.6) 5.1 6.6

Net income $ 78,940 $ 79,310 (0.5) 10.6 12.5

Diluted earnings per share $ 1.20 $ 1.15
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Sales by product category, percent change, and percent of total sales for the three and nine months ended September 27, 2008, and
September 29, 2007, were (in thousands, except percentages):

Three Months Ended

Product Category
September 27,

2008
September 29,

2007
Percent
Change

Percent of
Total Sales - 2008

Percent of
Total Sales - 2007

Hardware $ 175,663 $ 164,756 6.6 72.0 75.8
Supplies 45,530 41,731 9.1 18.7 19.2
Service and software 26,260 9,728 169.9 10.8 4.5
Shipping and handling 1,710 1,708 0.1 0.6 0.8
Cash flow hedging activities (5,090) (705) NM (2.1) (0.3)

Total sales $ 244,073 $ 217,218 12.4 100.0 100.0

Nine Months Ended

Product Category

September
27,

2008

September
29,

2007
Percent
Change

Percent of
Total Sales - 2008

Percent of
Total Sales - 2007

Hardware $ 541,483 $ 482,640 12.2 72.8 76.1
Supplies 131,236 120,098 9.3 17.6 18.9
Service and software 78,955 28,681 175.3 10.6 4.5
Shipping and handling 5,344 5,082 5.2 0.7 0.8
Cash flow hedging activities (12,886) (1,795) NM (1.7) (0.3)

Total sales $ 744,132 $ 634,706 17.2 100.0 100.0

Sales to customers by geographic region, percent changes and percent of total sales for the three and nine months ended September 27, 2008,
and September 29, 2007, were (in thousands, except percentages):

Three Months Ended

Geographic Region
September 27,

2008
September 29,

2007
Percent
Change

Percent of
Total Sales - 2008

Percent of
Total Sales - 2007

Europe, Middle East and Africa $ 85,381 $ 74,200 15.1 35.0 34.2
Latin America 21,268 16,703 27.3 8.7 7.7
Asia-Pacific 26,560 21,221 25.2 10.9 9.8

Total International 133,209 112,124 18.8 54.6 51.7
North America 110,864 105,094 5.5 45.4 48.3

Total sales $ 244,073 $ 217,218 12.4 100.0 100.0

Nine Months Ended

Geographic Region

September
27,

2008

September
29,

2007
Percent
Change

Percent of
Total Sales - 2008

Percent of
Total Sales - 2007

Europe, Middle East and Africa $ 276,538 $ 226,330 22.2 37.2 35.7
Latin America 58,618 44,638 31.3 7.9 7.0
Asia-Pacific 76,694 55,771 37.5 10.3 8.8

Total International 411,850 326,739 26.0 55.4 51.5
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North America 332,282 307,967 7.9 44.6 48.5

Total sales $ 744,132 $ 634,706 17.2 100.0 100.0
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Zebra�s non-operating income and expense items are summarized in the following table (in thousands):

Three Months Ended Nine Months Ended
September 27,

2008
September 29,

2007
September 27,

2008
September 29,

2007
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 (loss) $ (5,078) $ 4,140 $ (225) $ 14,861

Rate of Return Analysis:
Average cash and marketable securities balances $ 258,503 $ 480,509 $ 264,018 $ 514,275
Annualized rate of return (8.0)% 3.7% 0.0% 4.0%
Cash and marketable securities balances and resulting investment income for the third quarter of 2008 have decreased substantially compared to
the third quarter of 2007 as a result of payments for recent acquisitions and for the repurchase of Zebra Class A common stock. During the third
quarter of 2008, Zebra recorded losses on an auction rate security in the amount of $4,374,000 and on a long-term equity investment which was
included in other assets in the amount of $2,897,000. See Note 2 to the Consolidated Financial Statements for further discussion of the valuation
of the auction rate securities. Excluding these two write-downs, Zebra�s annualized rate of return would have been 3.3% for the second quarter of
2008 and 3.7% for the year to-date in 2008.

Specialty Printing Group

Three Months Ended
September 27,

2008
September 29,

2007
Percent
Change

Percent of
Total Sales - 2008

Percent of
Total Sales - 2007

Net sales $ 218,452 $ 211,117 3.5 100.0 100.0
Cost of sales 114,999 108,939 5.6 52.6 51.6

Gross profit 103,453 102,178 1.2 47.4 48.4
Operating expenses 48,959 45,118 8.5 22.4 21.4

Operating income 54,494 57,060 (4.5) 25.0 27.0

Nine Months Ended
September

27,
2008

September
29,

2007
Percent
Change

Percent of
Total Sales - 2008

Percent of
Total Sales - 2007

Net sales $ 671,965 $ 615,806 9.1 100.0 100.0
Cost of sales 341,149 318,893 7.0 50.8 51.8

Gross profit 330,816 296,913 11.4 49.2 48.2
Operating expenses 155,153 137,063 13.2 23.1 22.3

Operating income 175,663 159,850 9.9 26.1 25.9

Net sales in our Specialty Printing Group (SPG) increased 3.5% during the third quarter of 2008 compared with the third quarter of 2007, with
strength in our Latin America and Asia Pacific geographic regions contributing to the growth. New printer products (defined as printers released
within 18 months prior to the end of the applicable fiscal period) accounted for 20.1% of printer sales in the third quarter of 2008, compared
with 5.9% of printer sales in the third quarter of 2007 and 18.8% for the second quarter of 2008. Year to-date new printer products accounted for
19.3% of printer sales in 2008, compared with 9.1% for the corresponding period of 2007.
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Our international sales are denominated in multiple currencies, primarily the dollar, pound and euro. This directly causes our reported sales to be
subject to fluctuations based on changes in currency rates. To partially protect Zebra against these currency rate fluctuations, we hedge a portion
of the anticipated euro-denominated sales. We estimate that foreign exchange movements of the euro and the pound versus the dollar had a
negative impact of $137,000 on sales, net of the hedging activities, during the third quarter of 2008. For the year to-date, there was a net positive
impact of the currency rate fluctuations and hedging activities of $12,126,000. See Note 11 to the Consolidated Financial Statements included in
this report for a more detailed discussion of our hedging program.
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Printer unit volumes and average selling price information is summarized below:

Three Months Ended Nine Months Ended
September 27,

2008
September 29,

2007
Percent
Change

September 27,
2008

September 29,
2007

Percent
Change

Total printers shipped 241,717 228,313 5.9 722,576 684,642 5.5
Average selling price of printers shipped $ 596 $ 585 1.9 $ 613 $ 575 6.6
For the third quarter of 2008, unit volumes increased in nearly all printer product lines compared to the third quarter of 2007 with particular
strength in mid-range, mobile and card printers.

Gross profit margin for SPG was affected by lower than normal margins in our North American supplies related to transferring lines to and
installing new equipment in our new facility in Atlanta. Foreign currency movements, net of hedging activities, had a minimal impact and
decreased third quarter gross profit by $15,000. Foreign currency movements, net of hedging activities, for the year to-date were a gain of
$10,742,000 on gross profit.

Operating expenses increased for SPG in 2008, compared to the same periods in 2007, in the following amounts:

Three Months Ended
September 27,

2008

Nine Months Ended
September 27,

2008
Payroll and benefit costs $ 2,226 $ 5,377
Professional services 1,100 1,313
Sales meeting expenses (325) 1,500
Exit costs 2,570 10,484
Gain on sale of assets (1,347) (1,393)
Facility relocation costs 89 1,083
Other changes (472) (274)

Total increases $ 3,841 $ 18,090
The payroll and benefit cost increase includes approximately $550,000 for severance not related to the exit activities. Exit costs relate to the
transfer of our printer manufacturing to a third-party manufacturer and the closure of our Warwick, Rhode Island supplies manufacturing
facility. Facility relocation costs relate to the move of our High Wycombe, UK location into a new facility.

During the third quarter of 2008, we completed a sale and leaseback transaction for our manufacturing facility located in Camarillo, California.
Zebra received net proceeds of $14,796,000 against a net book value of $10,669,000. Of the $4,127,000 gain, $3,006,000 was deferred and will
be applied against future rental payments, and $1,121,000 was recognized in general and administrative expenses.
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Enterprise Solutions Group

Three Months Ended
September 27,

2008
September 29,

2007
Percent
Change

Percent of
Total Sales - 2008

Percent of
Total Sales - 2007

Net sales $ 25,621 $ 6,101 319.9 100.0 100.0
Cost of sales 11,288 3,651 209.2 44.1 59.8

Gross profit 14,333 2,450 485.0 55.9 40.2
Operating expenses 15,970 6,153 159.5 62.3 100.9

Operating loss (1,637) (3,703) NM (6.4) (60.7)

Nine Months Ended
September 27,

2008
September 29,

2007
Percent
Change

Percent of
Total Sales - 2008

Percent of
Total Sales - 2007

Net sales $ 72,167 $ 18,900 281.8 100.0 100.0
Cost of sales 34,567 11,993 188.2 47.9 63.4

Gross profit 37,600 6,907 444.4 52.1 36.6
Operating expenses 53,940 17,160 214.3 74.7 90.8

Operating loss (16,340) (10,253) NM (22.6) (54.2)

During 2007 and 2008, Zebra acquired four companies which are being combined to make up our Enterprise Solutions Group (ESG). On
January 25, 2007, we acquired WhereNet Corp., a provider of active radio frequency identification (RFID) based wireless solutions used to track
and manage enterprise assets. On July 2, 2007, we acquired proveo AG, a provider of complete hardware and software systems for tracking
motorized vehicles using global positioning systems (GPS). On December 14, 2007, we acquired Navis Holdings, LLC., a provider of software
solutions to optimize the flow of goods through marine terminals and other operations managing cargo movement through ports and intermodal
facilities. On April 1, 2008, we acquired Multispectral Solutions Inc., a global provider of ultra wideband (UWB) real-time locating systems and
other UWB-based technology. Together, these companies give Zebra the ability to deliver more high-value applications that help our customers
identify, track and manage assets, transactions and people.

ESG operating expenses for the third quarter of 2008 reflect spending rates for all of the businesses acquired during 2007 and 2008 that
comprise ESG. The operating expenses for ESG for the third quarter of 2008 are not comparable to the operating expenses for the third quarter
of 2007 because the operating expenses for the third quarter of 2007 do not include the financial results for all of those businesses.

Included in ESG operating expenses for the third quarter is a $5,302,000 reduction of expenses related to a payment received from the WhereNet
escrow claim net settlement. See Note 15 of the Consolidated Financial Statements for further information. Operating expenses for ESG include
acquisition integration costs of $1,734,000 and amortization expense of $3,249,000 for the third quarter of 2008. Amortization expense for the
third quarter of 2007 was $1,516,000. For the year to-date, amortization expense for ESG was $9,535,000, compared to $3,679,000 for the
corresponding period in 2007. A charge for acquired in process technology of $1,853,000 was also included in year to-date expenses for 2007.

Liquidity and Capital Resources

As of September 27, 2008, Zebra had $246,857,000 in cash and investments and marketable securities, compared with $281,179,000 at
December 31, 2007. Factors affecting cash and investment balances during the first nine months of 2008 include (note that changes discussed
below include the impact of foreign currency):

� Operations provided cash in the amount of $80,506,000, primarily from net income.
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� Accounts receivable increased $29,654,000 because of higher sales. Days sales outstanding increased to 64 days in the third quarter
of 2008 compared to 59 days at the end of 2007, largely from longer business cycles of recently acquired businesses.

� Inventories increased $22,575,000 in support of our global supply chain initiatives, introduction of new products and key customer
requirements. Inventory turns decreased to 4.7 during the third quarter of 2008 compared to 5.6 at the end of 2007.

� Deferred tax assets increased $4,624,000 for temporary difference related to the write-down of an auction rate security instrument
and another long term investment since these items are not deductible for tax purposes until we sell or dispose of them.
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� Accounts payable increased $7,573,000, due to timing of vendor payments.

� Taxes payable increased $1,668,000 because of the timing of tax payments.

� Deferred revenue increased $13,279,000 due to longer term projects provided by recently acquired businesses.

� Purchases of property and equipment totaled $28,534,000.

� Proceeds from the sale of our Camarillo facility were $14,796,000.

� Purchase of Multispectral Solutions Inc., totaled $18,348,000.

� Net sales of investments totaled $63,767,000.

� Purchases of treasury shares totaled $107,504,000. Zebra made open market repurchases of our shares under authorizations of the
Board of Directors dated July 30, 2007 and February 25, 2008.

� Stock option exercises and purchases under the stock purchase plan contributed $4,343,000.
In February 2008, we announced that printer manufacturing is being transferred to a third-party manufacturer. This transition is expected to
occur over 18 to 24 months. See Note 13 to the Consolidated Financial Statements included in this report for further information.

On August 14, 2008, Zebra entered into a revolving credit agreement for a five-year $100 million revolving credit facility. This revolving credit
facility has a $100 million accordion feature that allows Zebra to increase the facility up to a total of $200 million subject to obtaining
commitments for the incremental capacity from existing or new lenders. The loans under this credit agreement will be available for general
corporate purposes of Zebra and its subsidiaries in the ordinary course of business and other purposes permitted by the agreement.

Management believes that existing capital resources and funds generated from operations are sufficient to finance anticipated capital
requirements.

Critical Accounting Policies and Estimates

Management prepared the consolidated financial statements of Zebra Technologies Corporation under accounting principles generally accepted
in the United States of America. These principles require the use of estimates, judgments and assumptions. We believe that the estimates,
judgments and assumptions we used are reasonable, based upon the information available.

Our estimates and assumptions affect the reported amounts in our financial statements. The following accounting policies comprise those that we
believe are the most critical in understanding and evaluating Zebra�s reported financial results.

Revenue Recognition

Product revenue is recognized once four criteria are met: (1) we have persuasive evidence that an arrangement exists; (2) delivery has occurred
and title has passed to the customer, which happens at the point of shipment provided that no significant obligations remain; (3) the price is fixed
and determinable; and (4) collectability is reasonably assured. Other items that affect our revenue recognition include:

Customer Returns
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Customers have the right to return products that do not function properly within a limited time after delivery. We monitor and track product
returns and record a provision for the estimated future returns based on historical experience and any notification received of pending returns.
Returns have historically been within expectations and the provisions established, but Zebra cannot guarantee that it will continue to experience
return rates consistent with historical patterns. Historically, our product returns have not been significant. However, if a significant issue should
arise, it could have a material impact on our financial statements.

Growth Rebates

Some of our channel program partners are offered incentive rebates based on the attainment of specific growth targets related to products they
purchase from us over a quarter or year. These rebates are recorded as a reduction to revenue. Each quarter, we estimate the amount of
outstanding growth rebates and establish a reserve for them based on shipment history. Historically, actual growth rebates have been in line with
our estimates.

Price Protection

Some of our customers are offered price protection by Zebra as an incentive to carry inventory of our product. These price protection plans
provide that if we lower prices, we will credit them for the price decrease on inventory they hold. We estimate future payments under price
protection programs quarterly and establish a reserve, which is charged against revenue. Our customers typically carry limited amounts of
inventory, and Zebra infrequently lowers prices on current products. As a result, the amounts paid under these plans have been minimal.
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Software Revenue

We sell four types of software and record revenue as follows:

� Our Enterprise Solutions Group has fixed fee software implementation projects, for which we use the percentage of
completion method for revenue recognition. Under this method of accounting, we recognize revenue based on the ratio of
costs incurred to total estimated costs. If increases in projected costs-to-complete are sufficient to create a loss contract, the
entire estimated loss is charged to operations in the period the loss first becomes known.

� Our printers contain embedded firmware, which is part of the hardware purchase. We consider the sale of this firmware to be
incidental to the sale of the printer and do not attribute any revenue to it.

� We sell a limited amount of prepackaged, or off-the-shelf, software for the creation of bar code labels using our printers.
There is no customization required to use this software, and we have no post-shipment obligations on the software. Revenue
is recognized at the time this prepackaged software is shipped.

� We sometimes provide custom software as part of a printer installation project. We bill custom software development services
separate from the related hardware. Revenue related to custom software is recognized once the custom software development
services have been completed and accepted by the customer.

Shipping and Handling

We charge our customers for shipping and handling services based upon our internal price list for these items. The amounts billed to customers
are recorded as revenue when the product ships. Any costs incurred related to these services are included in cost of sales.

From time to time, Zebra will enter into sales transactions that include more than one product type. This bundle of products might include
printers, current or future supplies, and services. When this type of transaction occurs, we allocate the purchase price to each product type based
on the fair value of the individual products. The revenue for each individual product is then recognized when the recognition criteria for that
product is fully met.

Investments and Marketable Securities

Investments and marketable securities at September 27, 2008, consisted of the following:

U.S. government securities 22.9%
State and municipal bonds 75.5%
Corporate bonds 1.5%
Other interests 0.1%

We classify our debt and marketable equity securities in one of three categories: trading, available-for-sale or held-to-maturity. Trading
securities are bought and held principally for the purpose of selling them in the near term. Held-to-maturity securities are those debt securities
that Zebra has the ability and intent to hold until maturity. All securities not included in trading or held-to-maturity are classified as
available-for-sale except for partnership interests described below.

Trading and available-for-sale securities are recorded at fair value. Held-to-maturity securities are recorded at amortized cost, adjusted for the
amortization or accretion of discounts or premiums. Unrealized holding gains and losses on trading securities are included in earnings.
Unrealized holding gains and losses, net of the related tax effect, on available-for-sale securities are excluded from earnings and are reported as a
separate component of stockholders� equity until realized. As of September 27, 2008, Zebra�s investments in marketable debt securities are
classified as available-for-sale. In addition, as of September 27, 2008, all of our investments in marketable debt securities with maturities greater
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than one year are classified as long-term in the balance sheet due to our ability and intent to hold them until maturity.

See Note 2 for the fair value discussion of auction rate security investment valuations.
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Accounts Receivable

We have standardized credit granting and review policies and procedures for all customer accounts, including:

� Credit reviews of all new customer accounts,

� Ongoing credit evaluations of current customers,

� Credit limits and payment terms based on available credit information,

� Adjustments to credit limits based upon payment history and the customer�s current credit worthiness, and

� An active collection effort by regional credit functions, reporting directly to the corporate financial officers.
We reserve for estimated credit losses based upon historical experience and specific customer collection issues. Over the last three years,
accounts receivable reserves varied from 0.6% to 3.5% of total accounts receivable. Accounts receivable reserves as of September 27, 2008,
were $4,592,000, or 2.6% of the balance due. We feel this reserve level is appropriate considering the quality of the portfolio as of
September 27, 2008. While credit losses have historically been within expectations and the provisions established, we cannot guarantee that our
credit loss experience will continue to be consistent with historical experience.

Inventories

We value our inventories at the lower of the actual cost to purchase or manufacture using the first-in, first-out (FIFO) method, or the current
estimated market value. We review inventory quantities on hand and record a provision for excess and obsolete inventory based on forecasts of
product demand and production requirements for the subsequent twelve months.

Over the last three years, our reserves for excess and obsolete inventories have ranged from 5.9% to 14.2% of gross inventory. As of
September 27, 2008, inventory reserves were $6,701,000, or 5.9% of gross inventory. We feel this reserve level is appropriate considering the
quantities and quality of the inventories as of September 27, 2008.

Valuation of Long-Lived and Intangible Assets and Goodwill

We test the impairment of goodwill each year or 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.

Goodwill of a reporting unit should be tested for impairment between annual tests if an event occurs or circumstances change that would more
likely than not reduce the fair value of a reporting unit below its carrying amount. Examples of such events or circumstances include:

� Significant adverse change in legal factors or in the business climate,

� Adverse action or assessment by a regulator,

� Unanticipated competition,
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� Loss of key personnel,

� More-likely-than-not expectation that a reporting unit or a significant portion of a reporting unit will be sold or otherwise disposed
of,

� Testing for recoverability under SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, of a significant
asset group within a reporting unit,

� Recognition of a goodwill impairment loss in the financial statement of a subsidiary that is a component of a reporting unit, or

� Allocation of a portion of goodwill to a business to be disposed of.
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

� Significant decline in market capitalization relative to net book value.
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If we believe that one or more of the above indicators of impairment have occurred and the undiscounted cash flow test is failed in the case of
amortizable assets, we measure impairment based on projected discounted cash flows using a discount rate that incorporates the risk inherent in
the cash flows.

Net intangible assets, long-lived assets and goodwill amounted to $449,962,000 as of September 27, 2008.

Income Taxes

On January 1, 2007, we adopted Financial Accounting Standards Board (FASB) Interpretation (FIN) No. 48, Accounting for Uncertainty in
Income Taxes - an interpretation of FASB Statement No. 109. According to FIN No. 48, we identified, evaluated, and measured the amount of
income tax benefits to be recognized for all of our income tax positions. The net income tax assets recognized under FIN No. 48 did not differ
from the net assets recognized before adoption, and, therefore, we did not record an adjustment related to the adoption of FIN No. 48. Zebra did
not have any unrecognized tax benefits as of September 27, 2008. Zebra�s continuing practice is to recognize interest and/or penalties related to
income tax matters as part of income tax expense.

Zebra concluded U.S. federal income tax audits for years 2005 and 2006 during the 3rd quarter. The 2007 tax year remains open. As a result of
the audits, additional income tax expense in the amount of $758,949 was incurred. In addition, interest expense in the amount of $146,937, net
of tax benefits was incurred. These amounts are included as part of current quarter income tax expense. The tax years 2004 through 2007 remain
open to examination by various state taxing jurisdictions.

Contingencies

We record estimated liabilities related to contingencies based on our estimates of the probable outcomes. Quarterly, we assess the potential
liability related to pending litigation, tax audits and other contingencies and confirm or revise estimates and reserves as appropriate.

For a discussion of open legal matters, see Note 15 to the Consolidated Financial Statements included in this report for further information.

Stock-based Compensation

As of September 27, 2008, Zebra had an active 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. See Note 3 to the Consolidated Financial Statements included in this report for further information.

Significant Customer

ScanSource, Inc. is our most significant customer. Our net sales to ScanSource, Inc., an international distributor of Zebra products, as a
percentage of total net sales, were as follows:

September 27, 2008 September 29, 2007
For the three months ended 15.2% 15.2%
For the nine months ended 15.1% 16.3%

No other customer accounted for 10% or more of total net sales during these time periods.

Safe Harbor

Forward-looking statements contained in this filing are subject to the safe harbor created by the Private Securities Litigation Reform Act of 1995
and are highly dependent upon a variety of important factors which could cause actual results to differ materially from those reflected in such
forward looking statements. These factors include:

�
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Market acceptance of Zebra�s printer and software products and competitors� product offerings and the potential effects of
technological changes,

� The effect of market conditions in North America and other geographic regions,

� Our ability to control manufacturing and operating costs, including the success of migrating final printer product assembly offshore
to a third-party manufacturer,

� Success of acquisitions and their integration,

� Interest rate and financial market conditions because of our large investment portfolio,

� Foreign exchange rates due to the large percentage of our international sales and operations, and
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� The outcome of litigation in which Zebra is involved, particularly litigation or claims related to infringement of third-party
intellectual property rights.

When used in this document and documents referenced, the words �anticipate,� �believe,� �estimate,� �will� and �expect� and similar expressions as they
relate to Zebra or its management are intended to identify such forward-looking statements. We encourage readers of this report to review
Item 1A, �Risk Factors� in our Annual Report on Form 10-K for the year ended December 31, 2007 and Part II, Item 1A, �Risk Factors� in this
Quarterly Report on Form 10-Q, for a further discussion of issues that could affect Zebra�s future results. Zebra undertakes no obligation to
publicly update or revise any forward-looking statements, whether as a result of new information, future events, changed circumstances or any
other reason after the date of this report.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk
Interest Rate Risk

Zebra is exposed to the impact of changes in interest rates because of our large investment portfolio. As stated in our written investment policy,
the investment portfolio is viewed as a strategic resource that will be managed to achieve above market rates of return in exchange for accepting
a prudent amount of incremental risk, which includes the risk of interest rate movements. Risk tolerance is constrained by an overriding
objective to preserve capital across each quarterly reporting cycle.

Zebra mitigates interest rate risk with an investment policy that requires the use of outside professional investment managers, investment
liquidity, and broad diversification across investment strategies, and which limits the types of investments that may be made. Moreover, the
policy requires due diligence of each investment manager both before employment and on an ongoing basis.

The following table sets forth the impact of a one-percentage point movement in interest rates on the value of Zebra�s investment portfolio (in
thousands, except per share data).

As of

Interest rate sensitive instruments
September 27,

2008
December 31,

2007
+1 percentage point movement
Effect on Pretax Income $ (2,429) $ (3,206)
Effect on Diluted EPS (after tax) $ (0.02) $ (0.03)
-1 percentage point movement
Effect on Pretax Income $ 2,429 $ 3,206
Effect on Diluted EPS (after tax) $ 0.02 $ 0.03
Because these securities are classified as available-for-sale under SFAS No. 115, Accounting for Certain Investments in Debt and Equity
Securities, the impact of a one-percentage point movement in interest rates occurs over an extended period of time as investments are sold and
the funds are subsequently reinvested.

Foreign Exchange Risk

We conduct business in approximately 100 countries throughout the world and, therefore, are exposed to risk based on movements in foreign
exchange rates. We generally invoice customers in their local currency and have a resulting foreign currency denominated revenue transaction
and accounts receivable. We also purchase certain raw materials and other items in foreign currencies. We manage these risks using derivative
financial instruments. See Note 11 of the Notes to the Consolidated Financial Statements for further discussions of hedging activities.

The following table sets forth the impact of a ten percent movement in the dollar/pound and dollar/euro rates measured as if Zebra did not
engage in the selective hedging practices described above and in Note 11. It is based on the dollar/euro and dollar/pound exchange rates and euro
and pound denominated assets and liabilities (in thousands, except per share data).

As of

Foreign exchange
September 27,

2008
December 31,

2007
Dollar/pound
Effect on Pretax Income $ 738 $ 599
Effect on Diluted EPS (after tax) $ 0.01 $ 0.01
Dollar/euro
Effect on Pretax Income $ 1,244 $ 2,195
Effect on Diluted EPS (after tax) $ 0.01 $ 0.02
Euro/pound
Effect on Pretax Income $ 4,274 $ 3,073
Effect on Diluted EPS (after tax) $ 0.04 $ 0.03
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Equity Price Risk

Zebra currently employs two investment managers. These investment funds use a variety of investment strategies, some of which involve the use
of equity securities. Zebra utilizes a Value-at-Risk (VaR) model to determine the maximum potential one-day loss in the fair value of its interest
rate, foreign exchange and equity price sensitive instruments.

The following table sets forth the impact of a ten percent change in the value of all equity positions held by Zebra�s investment managers (in
thousands, except per share data).

As of

Equity price sensitive instruments
September 27,

2008
December 31,

2007
+10 percent movement
Effect on Pretax Income $ 25 $ 1,170
Effect on Diluted EPS (after tax) $ 0.00 $ 0.01
-10 percent movement
Effect on Pretax Income $ (25) $ (1,170)
Effect on Diluted EPS (after tax) $ (0.00) $ (0.01)
From time to time, Zebra has taken direct equity positions in companies. These investments relate to potential acquisitions and other strategic
business opportunities. To the extent that it has a direct investment in the equity securities of another company, Zebra is exposed to the risks
associated with such investments.

34

Edgar Filing: ZEBRA TECHNOLOGIES CORP/DE - Form 10-Q

Table of Contents 55



Table of Contents

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

We conducted an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures (as defined in Rules
13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the �Exchange Act�)) as of the end of the period covered by this
Form 10-Q. The controls evaluation was conducted under the supervision of our Disclosure Committee, and with the participation of
management, including our Chief Executive Officer and Chief Financial Officer. Based on that evaluation, our Chief Executive Office and Chief
Financial Officer, have concluded that our disclosure controls and procedures were effective to provide reasonable assurance that (i) the
information required to be disclosed by us in this report on Form 10-Q was recorded, processed, summarized and reported within the time
periods specified in the SEC�s rules and forms, and (ii) information required to be disclosed by us in our reports that we file or submit under the
Exchange Act is accumulated and communicated to our management, including our principal executive and principal financial officers, or
persons performing similar functions, as appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting

Zebra completed acquisitions of WhereNet Corp., and Navis Holding, LLC during 2007. In our report on internal controls over financial
reporting included in our Form 10-K for the period ended December 31, 2007, we excluded these acquisitions from the scope. For our report on
internal controls over financial reporting to be included in Form 10-K for the period ended December 31, 2008, these acquisitions will be
included in the scope. Management is currently in the process of documenting and evaluating the internal controls for these acquisitions.

In January 2008, Zebra began a program to update substantially all of its key financial systems over a three year period. The requirements for
internal controls over financial reporting are a fundamental element of the design and implementation of these systems. As pieces of these
systems are implemented, we conduct appropriate levels of testing and monitoring of the systems and update our internal controls over financial
reporting with respect to the impacted areas. During the quarter ended September 27, 2008, we made additional changes to our controls and
procedures as part of our ongoing monitoring of our controls. However, none of these changes has materially affected, or is reasonably likely to
materially affect, and there were no other changes that materially affected, or are reasonably likely to materially affect, our internal control over
financial reporting.

Inherent Limitations on the Effectiveness of Controls

Our management, including our Chief Executive Office and Chief Financial Officer, does not expect that our disclosure controls and procedures
or our internal controls will prevent all errors and all fraud. A control system, no matter how well conceived and operated, can provide only
reasonable, not absolute, assurance that the objectives of the control system are met. Further, the design of a control system must reflect the fact
that there are resource constraints, and the benefits of controls must be considered relative to their costs. Because of the inherent limitations in
all control systems, no evaluation of controls can provide absolute assurance that all control issues and instances of fraud, if any, within Zebra
have been detected.

These inherent limitations include the realities that judgments in decision-making can be faulty and that breakdowns can occur because of simple
error or mistake. Controls can also be circumvented by the individual acts of some persons, by collusion of two or more people, or by
management override of the controls. The design of any system of controls is based in part on certain assumptions about the likelihood of future
events, and there can be no assurance that any design will succeed in achieving its stated goals under all potential future conditions. Projections
of any evaluation of controls effectiveness to future periods are subject to risks. Over time, controls may become inadequate because of changes
in conditions or deterioration in the degree of compliance with policies or procedures.
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PART II - OTHER INFORMATION

Item 1. Legal Proceedings
During January, 2007, Zebra acquired WhereNet Corp. As part of the closing of this acquisition, an escrow balance of approximately
$13,600,000 was established against the total purchase price. On January 24, 2008, Zebra made an indemnification claim against the sellers of
WhereNet for the entire escrow balance, alleging that Zebra was entitled to indemnification from the former shareholders of WhereNet as a
result of, among other things, breaches of the representations and warranties in the acquisition agreement and potential third party claims.

In July 2008, Daniel Doles and Crosspoint Venture Partners 1996, LLP, as the representatives of the former shareholders of WhereNet filed a
declaratory action against Zebra in the United States District Court for the Northern District of California. The complaint disputed Zebra�s right
to the escrow balance and sought declaratory relief regarding the WhereNet shareholders� and Zebra�s rights and obligations with respect to the
escrow balance. The dispute was settled and the complaint was dismissed in September 2008. In accordance with the settlement agreement,
Zebra received $7 million of the escrowed funds, and the remainder was distributed to the former shareholders and vested option holders of
WhereNet pursuant to the terms of the acquisition agreement.

See Note 15 to the Consolidated Financial Statements included in this report for additional information regarding other legal proceedings.

36

Edgar Filing: ZEBRA TECHNOLOGIES CORP/DE - Form 10-Q

Table of Contents 57



Table of Contents

Item 1A. Risk Factors
In addition to the other information included in this report, you should carefully consider the factors discussed in Part I, �Item 1A. Risk Factors� in
our Annual Report on Form 10-K for the year ended December 31, 2007, and the factors identified under �Safe Harbor� at the end of Item 2 of
Part I of this Quarterly Report on Form 10-Q, which could materially affect our business, financial condition or future results. The risks
described in our Annual Report on Form 10-K are not the only risks facing Zebra. Additional risks and uncertainties not currently known to us
or that we currently deem to be immaterial also may materially adversely affect our business, financial condition, and/or operating results.

Current economic conditions and market disruptions may adversely affect Zebra�s business and results of operations.

As widely reported, financial markets throughout the world have been experiencing extreme disruption in recent months, including, among other
things, extreme volatility in security prices, severely diminished liquidity and credit availability, rating downgrades of certain investments and
declining valuations of others, failure and potential failures of major financial institutions and unprecedented government support of financial
institutions. These developments and the related general economic downturn may adversely impact Zebra�s business and financial condition in a
number of ways, including impacts beyond those typically associated with other recent downturns in the U.S. and foreign economies. The
slowdown could lead to reduced information technology spending by end users, which could adversely affect Zebra�s product sales. If the
slowdown is severe enough, it could necessitate testing for impairment of goodwill, which could result in Zebra�s recognition of impairment
charges. The current tightening of credit in financial markets and the general economic downturn may adversely affect the ability of Zebra�s
customers, suppliers, outsource manufacturer and channel partners (e.g., distributors and resellers) to obtain financing for significant purchases
and operations and to perform their obligations under agreements with Zebra. The tightening could result in a decrease in or cancellation of
orders for Zebra�s products and services, could negatively impact Zebra�s ability to collect its accounts receivable on a timely basis, could result in
additional reserves for uncollectible accounts receivable being required, and in the event of the contraction in Zebra�s sales, could lead to dated
inventory and require additional reserves for obsolescence. Significant volatility and fluctuations in the rates of exchange for the U.S. dollar
against currencies such as the euro, the British pound and the Brazilian real could negatively impact Zebra�s customer pricing and adversely
affect Zebra�s results.

Zebra is unable to predict the duration and severity of the current economic downturn and disruption in financial markets or their effects on
Zebra�s business and results of operations, but the consequences may be materially adverse and more severe than other recent economic
slowdowns.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
Treasury Shares

During the third quarter of 2008, Zebra purchased 1,890,100 shares of Zebra�s Class A Common Stock as follows:

ISSUER PURCHASES OF EQUITY SECURITIES

Period

Total number
of shares

purchased

Average
price paid
per share

Total number of
shares purchased
as part of publicly

announced
program

Maximum
number of shares
that may yet be

purchased under
the program

July 2008 (June 29 � July 26) 11,400 $ 33.01 11,400 1,878,700
August 2008 (July 27 � August 23) 1,389,758 $ 30.78 1,389,758 488,942
September 2008 (August 24 � September 27) 488,942 $ 31.44 488,942 �  

Total 1,890,100 1,890,100

(1) On February 25, 2008, Zebra announced that the Board authorized the purchase of 3,000,000 shares of Zebra common stock at prices to be
determined at management�s discretion. All shares purchased during the third quarter of 2008 were purchased pursuant to the Board�s
February 2008 authorization. The authorization did not have an expiration date. All shares authorized for purchase pursuant to the
authorization have been purchased as of September 27, 2008.
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Item 6. Exhibits

10.1 Credit Agreement between Zebra Technologies Corporation and Northern Trust Company, as Syndication Agent, Bank of
America, N.A., as Documentation Agent, and JPMorgan Chase Bank, N.A., as Administrative Agent, dated as of August 14,
2008.

31.1 Rule 13a-14(a)/15d-14(a) Certification.

31.2 Rule 13a-14(a)/15d-14(a) Certification.

32.1 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

32.2 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

ZEBRA TECHNOLOGIES CORPORATION

Date: October 30, 2008 By: /s/ Anders Gustafsson
Anders Gustafsson
Chief Executive Officer

Date: October 30, 2008 By: /s/ Michael C. Smiley
Michael C. Smiley
Chief Financial Officer
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