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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

For the quarterly period ended September 30, 2006

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 1-12696 

Plantronics, Inc. 
(Exact name of registrant as specified in its charter)

Delaware 77-0207692
(State or other jurisdiction of incorporation or

organization) (I.R.S. Employer Identification Number)

345 Encinal Street
Santa Cruz, California   95060

(Address of principal executive offices)
(Zip Code)

(831) 426-5858
(Registrant's telephone number, including area code)

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 ¨
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer x Accelerated filer ¨ Non accelerated filer ¨

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 27, 2006, 47,589,893 shares of common stock were outstanding.
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Part I -- FINANCIAL INFORMATION
Item 1. Financial Statements.

PLANTRONICS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except per share data)
(Unaudited)

 March 31,
2006

September 30,
2006

ASSETS
Current assets:
Cash and cash equivalents $ 68,703 $ 51,013
Short-term investments 8,029 9,065
Total cash, cash equivalents, and short-term investments 76,732 60,078

Restricted cash -- 2,667
Accounts receivable, net 118,008 118,646
Inventory 105,882 139,426
Deferred income taxes 12,409 12,402
Other current assets 15,318 13,743
Total current assets 328,349 346,962

Property, plant and equipment, net 93,874 99,210
Intangibles, net 109,208 105,059
Goodwill 75,077 75,260
Other assets 5,741 5,648
Total assets $ 612,249 $ 632,139

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Line of credit $ 22,043 $ 10,020
Accounts payable 48,574 50,381
Accrued liabilities 43,081 49,254
Income taxes payable 13,231 13,673
Total current liabilities 126,929 123,328

Deferred income taxes 48,246 45,205
Long-term liabilities 1,453 1,127
Total liabilities 176,628 169,660

Stockholders' equity:
Preferred stock, $0.01 par value per share; 1,000 shares authorized, no
shares outstanding -- --
Common stock, $0.01 par value per share; 100,000 shares authorized,
66,270 and 66,330 shares issued at March, 31, 2006 and September 30,
2006, respectively 663 663
Additional paid-in capital 316,863 327,619
Accumulated other comprehensive income 3,934 3,006
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Retained earnings 509,563 529,628
831,023 860,916

Less: Treasury stock (common: 18,732 and 18,749 shares at March 31,
2006 and September 30, 2006, respectively) at cost (395,402) (398,437)
Total stockholders' equity 435,621 462,479

Total liabilities and stockholders' equity $ 612,249 $ 632,139

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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PLANTRONICS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS 

(in thousands, except per share data)
(Unaudited)

Three Months Ended
September 30,

Six Months Ended
September 30,

2005 2006 2005 2006
Net revenues $ 172,225 $ 194,934 $ 321,134 $ 390,003
Cost of revenues 98,223 117,548 173,983 236,642
Gross profit 74,002 77,386 147,151 153,361

Operating expenses:
Research, development and
engineering 16,122 16,805 29,888 35,404
Selling, general and administrative 37,823 44,558 67,715 89,447
Gain on sale of land - - - (2,637)
Total operating expenses 53,945 61,363 97,603 122,214

Operating income 20,057 16,023 49,548 31,147
Interest and other income (expense),
net 1,031 267 1,263 1,252
Income before income taxes 21,088 16,290 50,811 32,399

Income tax expense 7,381 3,765 15,406 7,583
Net income $ 13,707 $ 12,525 $ 35,405 $ 24,816

Net income per share - basic $ 0.29 $ 0.27 $ 0.75 $ 0.53
Shares used in basic per share
calculations 47,255 47,203 47,318 47,180

Net income per share - diluted $ 0.28 $ 0.26 $ 0.72 $ 0.52
Shares used in diluted per share
calculations 49,007 47,626 49,171 47,934

Cash dividends declared per common
share $ 0.05 $ 0.05 $ 0.05 $ 0.05

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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PLANTRONICS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
(Unaudited)

Six Months Ended
September 30,

2005 2006
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 35,405 $ 24,816
Adjustments to reconcile net income to net cash provided by operating
activities:
Depreciation and amortization 9,316 14,423
Stock-based compensation 246 8,376
Provision for doubtful accounts 326 442
Provision for excess and obsolete inventories 2,278 8,080
Deferred income taxes (357) (2,829)
Income tax benefit associated with stock option exercises 926 163
Excess tax benefits from stock-based compensation - (256)
Loss (gain) on sale or disposal of property, plant and equipment 28 (2,608)
Changes in assets and liabilities, net of effect of acquisitions:
Accounts receivable (11,982) (1,081)
Inventory (13,654) (41,490)
Other current assets (1,478) 971
Other assets 746 94
Accounts payable 20,296 1,807
Accrued liabilities (6,405) 4,156
Income taxes payable 2,349 443
Cash provided by operating activities 38,040 15,507

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from maturities of short-term investments 431,720 172,784
Purchase of short-term investments (297,396) (173,820)
Acquisitions of Altec Lansing and Octiv, net of cash acquired (164,967) -
Proceeds from the sale of land - 2,667
Restricted cash held in escrow - (2,667)
Capital expenditures and other assets (22,306) (15,679)
Cash used for investing activities (52,949) (16,715)

CASH FLOWS FROM FINANCING ACTIVITIES
Purchase of treasury stock (47,273) (4,021)
Proceeds from sale of treasury stock 2,143 2,404
Proceeds from exercise of stock options 6,681 797
Proceeds from line of credit 45,000 -
Repayment of line of credit (3,930) (12,023)
Payment of cash dividends (4,731) (4,751)
Excess tax benefits from stock-based compensation - 256
Cash used for financing activities (2,110) (17,338)
Effect of exchange rate changes on cash and cash equivalents (272) 856
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Net decrease in cash and cash equivalents (17,291) (17,690)
Cash and cash equivalents at beginning of period 78,398 68,703
Cash and cash equivalents at end of period $ 61,107 $ 51,013

SUPPLEMENTAL DISCLOSURES
Cash paid for:
Interest $ 287 $ 554
Income taxes $ 13,151 $ 9,690

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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PLANTRONICS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1. BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements of Plantronics, Inc. (“Plantronics”, the
“Company”, "we”, or "our") and its wholly owned subsidiaries have been prepared pursuant to the rules and regulations
of the Securities and Exchange Commission (“SEC”). All intercompany balances and transactions have been eliminated.

Plantronics has prepared these financial statements in conformity with generally accepted accounting principles in the
United States of America, consistent in all material respects with those applied in our Annual Report on Form 10-K
for the fiscal year ended April 1, 2006, except for the adoption of Statement of Financial Accounting Standards
No. 123 (revised 2004), “Share-Based Payment” (“SFAS 123(R)”), discussed in Note 3, “Stock-Based Compensation”. The
interim financial information is unaudited, but reflects all normal recurring adjustments which are, in the opinion of
management, necessary to provide a fair statement of results for the interim periods presented. Certain information
and footnote disclosures normally included in financial statements prepared in accordance with generally accepted
accounting principles have been condensed or omitted pursuant to the rules and regulations of the SEC. The interim
financial statements should be read in conjunction with the financial statements and notes thereto in our Annual
Report on Form 10-K for the fiscal year ended April 1, 2006. Interim results are not necessarily indicative of the
results to be expected for the full year, and no representation is made thereto.

Certain financial statement reclassifications have been made to prior period amounts to conform to the current period
presentation. These changes had no impact on stockholders' equity, previously reported net income, or the net change
in cash and cash equivalents.

The Company has two reportable segments as a result of the Company’s acquisition of Altec Lansing Technologies,
Inc. (”Altec Lansing”) in the second quarter of fiscal 2006. The Audio Communications Group (“ACG”) represents the
original Plantronics business as operated prior to the acquisition. The Audio Entertainment Group (“AEG”) includes the
Altec Lansing business.

The Company’s fiscal year ends on the Saturday closest to March 31. The current fiscal year ends on March 31, 2007
and the prior fiscal year ended on April 1, 2006. The Company’s current and prior fiscal years consist of 52 weeks. The
second quarter end of fiscal 2007 was on September 30, 2006, and the corresponding quarter end in fiscal 2006 was
on October 1, 2005. Both the current and corresponding fiscal quarter a year ago consist of 13 weeks.

For purposes of presentation, we have indicated our accounting year as ending on March 31 and our interim quarterly
periods as ending on the applicable month end.

2. RECENT ACCOUNTING PRONOUNCEMENTS

In July 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation No. 48 (“FIN 48”),
“Accounting for Uncertainty in Income Taxes”, which clarifies the accounting for uncertainty in tax positions. This
interpretation prescribes a recognition threshold and measurement process for recording in the financial statements
uncertain tax positions taken or expected to be taken in a tax return. Additionally, FIN 48 provides guidance on the
derecognition, classification, accounting in interim periods and disclosure requirements for uncertain tax positions.
The provisions of FIN 48 are effective as of the beginning of fiscal year 2008. The Company is currently evaluating
the impact of adopting the provisions of FIN 48 on its financial statements.   
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In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157 (“SFAS 157”), “Fair Value
Measurements”, which defines fair value, establishes guidelines for measuring fair value and expands disclosures
regarding fair value measurements. SFAS 157 does not require any new fair value measurements but rather eliminates
inconsistencies in guidance found in various prior accounting pronouncements. SFAS 157 is effective for fiscal years
beginning after November 15, 2007. Earlier adoption is permitted, provided the company has not yet issued financial
statements, including for interim periods, for that fiscal year. The Company is currently evaluating the impact of
adopting the provisions of SFAS 157 on its financial statements.
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In September 2006, the Staff of the SEC issued Staff Accounting Bulletin No. 108 (“SAB 108”), “Considering the Effects
of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements.” SAB 108
provides guidance on the consideration of the effects of prior year misstatements in quantifying current year
misstatements for the purpose of determining whether the current year’s financial statements are materially misstated.
SAB 108 is effective for fiscal years ending after November 15, 2006. The adoption of SAB 108 is not expected to
have an impact on the Company’s consolidated financial position, results of operations or cash flows.

3. STOCK-BASED COMPENSATION

Adoption of SFAS 123(R)

The Company has stock plans pursuant to which equity awards can be made to its employees and non-employee
directors, including stock options and restricted stock awards. The Company also has an employee stock purchase
plan (“ESPP”) pursuant to which employees can purchase the Company’s common stock.

Effective April 2, 2006, the first day of fiscal year 2007, the Company adopted SFAS 123(R), which requires the
measurement and recognition of compensation expense for all share-based payment awards made to employees and
non-employee directors based on estimated fair values. SFAS 123(R) replaced Statement of Financial Accounting
Standards No. 123 (“SFAS 123”), “Accounting for Stock-Based Compensation”, and supersedes the Company’s previous
accounting under the intrinsic value method prescribed by Accounting Principles Board Opinion No. 25, “Accounting
for Stock Issued to Employees” (“APB 25”). Under the intrinsic value method, with the exception of the Company’s
restricted stock awards, the Company generally recorded no stock-based compensation expense associated with its
stock option and ESPP awards.

The Company elected to apply the modified prospective transition adoption method as provided by SFAS 123(R), and
consequently, previously reported amounts have not been restated. Under this method, compensation expense for
share-based payments include: (a) compensation expense for all share-based payment awards granted prior to but not
yet vested as of April 2, 2006, based on the grant date fair value estimated in accordance with the original provisions
of SFAS 123, and (b) compensation expense for all share-based payment awards granted or modified on or after April
2, 2006, based on the grant date fair value estimated in accordance with the provisions of SFAS 123(R). The estimated
fair value of the Company’s stock-based awards is amortized over the vesting period of the awards on a straight line
basis. As compensation expense is recognized only for those awards that are expected to vest, such amounts have been
reduced by estimated forfeitures. Previously, under SFAS 123, the Company recorded forfeitures as they occurred.

7
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The following table shows the amount of stock-based compensation expense recorded under SFAS 123(R) included in
the condensed consolidated statement of operations:  

($ in thousands, except per share data)
Three Months Ended
September 30, 2006

Six Months Ended
September 30, 2006

Cost of revenues $ 692 $ 1,480

Research, development and engineering 881 1,908
Selling, general and administrative 2,367 4,988
Stock-based compensation expense included in operating
expenses 3,248 6,896

Total stock-based compensation (1) 3,940 8,376

Income tax benefit (1,284) (2,729)

Total stock-based compensation expense, net of tax $ 2,656 $ 5,647

Decrease in basic and diluted earnings per share $ 0.06 $ 0.12

(1)The three and six months ended September 30, 2006 include stock-based compensation expense associated with
restricted stock awards of $0.5 million and $1.0 million, respectively.

Prior to the adoption of SFAS 123(R), benefits of tax deductions in excess of recognized compensation costs were
reported as operating cash flows in our condensed consolidated statements of cash flows. SFAS 123(R) requires that
they be reported as a financing cash inflow rather than as an operating cash inflow. As a result of adopting
SFAS 123(R), excess tax benefits for the six months ended September 30, 2006 of $0.3 million have been classified as
financing cash inflows.

The Company continues to evaluate the transition methods for calculating the tax effects of stock-based compensation
pursuant to SFAS 123(R), including the establishment of the beginning balance of the additional paid-in capital pool
(“APIC pool”), and has until the end of fiscal 2007 to select a transition method. The Company is currently following
the alternative transition method discussed in FASB Staff Position No. 123(R)-3, “Transition Election Related to
Accounting for Tax Effects of Share-Based Payment Awards.”

Prior to the Adoption of SFAS 123(R)

Prior to the adoption of SFAS No. 123(R), the Company used the intrinsic value method as prescribed in APB 25, to
account for all stock-based employee compensation plans and had adopted the disclosure-only alternative of SFAS
123, as amended by SFAS No. 148, “Accounting for Stock-Based Compensation - Transition and Disclosure.”

8
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Consistent with the disclosure provisions of SFAS 148, the pro forma information for the three and six months ended
September 30, 2005 was as follows:

(in thousands, except per share data)
Three Months Ended
September 30, 2005

Six Months Ended
September 30, 2005

Net income - as reported $ 13,707 $ 35,405
Add stock-based employee compensation expense included in
net income, net of tax 125 246
Less stock-based compensation expense determined under
fair value-based method, net of tax (3,053) (6,192)
Net income - pro forma $ 10,779 $ 29,459

Basic net income per share - as reported $ 0.29 $ 0.75
Basic net income per share - pro forma $ 0.23 $ 0.62
Diluted net income per share - as reported $ 0.28 $ 0.72
Diluted net income per share - pro forma $ 0.22 $ 0.60

Valuation Assumptions

The Company estimates the fair value of stock options and ESPP shares using a Black-Scholes option valuation
model, consistent with the provisions of SFAS 123(R), SEC Staff Accounting Bulletin No. 107 (“SAB 107”) and the
Company’s prior period pro forma disclosures of net income under SFAS 123. The fair value of each option grant is
estimated on the date of grant using the straight-line attribution approach with the following assumptions:

Three Months Ended September
30, Six Months Ended September 30,

Stock Options 2005 2006 2005 2006
Expected volatility 55.4% 43.4% 55.4% 41.9%
Risk-free interest rate 4.1% 4.9% 4.0% 5.0%
Expected dividends 0.6% 1.3% 0.6% 1.1%
Expected life (in years) 5.0 4.2 5.0 4.2

Three Months Ended September
30, Six Months Ended September 30,

ESPP 2005 2006 2005 2006
Expected volatility 36.1% 52.8% 36.1% 52.8%
Risk-free interest rate 3.6% 5.2% 3.6% 5.2%
Expected dividends 0.7% 1.3% 0.7% 1.3%
Expected life (in years) 0.5 0.5 0.5 0.5

The ESPP purchase periods begin every six months on August 1 and February 1 of each year.

Prior to the adoption of SFAS 123(R), the Company used historical volatility in deriving its expected volatility
assumption. The expected stock price volatility for the three and six months ended September 30, 2006 was
determined based on an equally weighted average of historical and implied volatility. Implied volatility is based on the
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volatility of the Company’s publicly traded options on its common stock. The Company determined that a blend of
implied volatility and historical volatility is more reflective of market conditions and a better indicator of expected
volatility than using purely historical volatility. The expected life for the three and six months ended September 30,
2006 was determined based on historical experience of similar awards, giving consideration to the contractual terms of
the stock-based awards, vesting schedules and expectations of future employee behavior. The risk-free interest rate is
based on the U.S. Treasury yield curve in effect at the time of grant for periods corresponding with the expected life of
the option. The dividend yield assumption is based on our current dividend and the market price of our common stock
at the date of grant.
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The weighted average grant date fair value of options granted during the six months ended September 30, 2005 and
2006 was $17.42 and $8.27 per share, respectively. 

Stock Options and Restricted Stock Awards

Under the Company’s 2003 Stock Plan, Plantronics may grant equity awards to employees, directors and consultants of
the Company. Under the plan, the Company may grant incentive stock options, nonqualified stock options and
restricted stock awards. Options and restricted stock awards generally vest over a 4 to 5 year period, and generally
expire 7 years from the date of grant. At September 30, 2006, 2.3 million shares were available for future grant under
the 2003 Stock Plan.

The Company’s 1993 Stock Plan was terminated in September 2003. Options awarded under the 1993 Stock Plan
generally vested over a 4 to 5 year period, and generally expired 10 years from the date of grant. While shares are no
longer available for future grant under the 1993 Stock Plan, options previously granted under the 1993 Plan remain
outstanding.

The following is a summary of the Company’s stock option activity during the six months ended September 30, 2006:

Number of
Shares

Weighted
Average
Exercise

Price

Weighted
Average

Remaining
Contractual

Life

Aggregate
Intrinsic

Value
(in thousands) (in years) (in thousands)

Outstanding at March 31, 2006 8,277 $ 26.75
Options granted 114 $ 22.41
Options exercised (69) $ 12.26
Options forfeited or expired (233) $ 30.71
Outstanding at September 30, 2006 8,090 $ 26.70 4.98 $ 4,573
Vested and expected to vest at September
30, 2006 7,948 $ 26.68 4.96 $ 4,551
Exercisable at September 30, 2006 6,173 $ 26.72 4.58 $ 4,120

The aggregate intrinsic value is calculated as the difference between the exercise price of the underlying awards and
the Company’s closing stock price of $17.53 as of September 30, 2006 for options that were in-the-money as of that
date. The intrinsic value of options exercised during the six month period ended September 30, 2006 was $698,000.
The total cash received from employees as a result of employee stock option exercises during the six months ended
September 30, 2006 was $840,000.

Compensation expense recognized for stock options during the six months ended September 30, 2006 was $6.9
million. As of September 30, 2006, total unrecognized compensation cost related to unvested stock options was
$22.5 million which is expected to be recognized over a weighted average period of 2.4 years.

The Company settles employee stock option exercises with newly issued common shares approved by stockholders
for inclusion in the 1993 Stock Plan or the 2003 Stock Plan.

Restricted Stock Awards

Edgar Filing: PLANTRONICS INC /CA/ - Form 10-Q

15



Compensation expense recognized for restricted stock awards was $0.5 million and $1.0 million for the three and six
months ended September 30, 2006, respectively, and $0.1 million and $0.2 million for the three and six months ended
September 30, 2005, respectively.
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The following is a summary of the Company’s restricted stock award activity during the six months ended September
30, 2006:

Number of
Shares

Weighted
Average

Grant Date
Fair Value

(in thousands)
Non-vested at March 31, 2006 316 $ 29.09
Granted - -
Vested (17) $ 31.89
Forfeited (6) $ 27.15
Non-vested at September 30, 2006 293 $ 28.97

As of September 30, 2006, total unrecognized compensation cost related to non-vested restricted stock awards was
$6.5 million, which is expected to be recognized over a weighted average period of 4.0 years. The total fair value of
restricted stock awards vested during the six months ended September 30, 2006 was $0.5 million.

ESPP

Under the Employee Stock Purchase Plan, eligible employees may contribute a portion of their compensation to
purchase shares of the Company’s common stock at a purchase price per share equal to 85% of the lesser of the fair
market value of Plantronics’ common stock on the first or last day of each six month offering period.  At September
30, 2006, there were 261,000 shares reserved for future issuance under the ESPP.

Compensation expense recognized for the ESPP for the three and six months ended September 30, 2006 was $0.3
million and $0.5 million, respectively. As of September 30, 2006, there was $0.4 million of unrecognized
compensation cost related to the ESPP that is expected to be fully recognized during the next two fiscal quarters.

4. RESTRICTED CASH

During the first quarter of fiscal 2007, the Company sold a parcel of land in Maryland for net proceeds of $2.7
million, which the Company elected to deposit into an escrow account in order to potentially fund other real estate
acquisitions through a tax-deferred Internal Revenue Code Section 1031 exchange. The sale resulted in a pre-tax gain
of $2.6 million.

5. DETAILS OF CERTAIN BALANCE SHEET COMPONENTS

(in thousands)
March 31,

2006
September 30,

2006
Inventory, net:
Purchased parts $ 44,750 $ 52,493
Work in process 3,786 8,529
Finished goods 72,324 97,077
Less: allowance for excess and obsolete inventory (14,978) (18,674)

$ 105,882 $ 139,425

Edgar Filing: PLANTRONICS INC /CA/ - Form 10-Q

17



The Company records provisions for excess and obsolete inventory based on forecasts of future demand. While
management believes the estimates and assumptions underlying its current forecasts are reasonable, there is risk that
additional charges may be necessary if current forecasts are greater than actual demand.
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Accrued liabilities:
Employee compensation and benefits $ 19,670 $ 20,414
Accrued advertising and sales and marketing 5,084 2,464
Warranty accrual 6,276 6,564
Accrued losses on hedging instruments 318 2,015
Accrued other 11,733 17,797

$ 43,081 $ 49,254

6. PRODUCT WARRANTY OBLIGATIONS

Changes in our warranty obligation, which are included as a component of accrued liabilities on the condensed
consolidated balance sheets, are as follows:

(in thousands) 2005 2006
Warranty obligation at March 31 $ 5,970 $ 6,276
Warranty provision relating to product shipped during the quarter 3,060 3,833
Deductions for warranty claims processed (2,834) (3,605)
Warranty obligation at June 30 $ 6,196 $ 6,504

Warranty provision relating to product shipped during the quarter 4,242 3,654
Deductions for warranty claims processed (4,260) (3,594)
Warranty obligation at September 30 $ 6,178 $ 6,564

7. ACQUISITIONS

Octiv, Inc.

On April 4, 2005, Plantronics completed the acquisition of 100% of the outstanding shares of Octiv, Inc. (“Octiv”), a
privately held company, for up to $7.8 million in cash pursuant to the terms of an Agreement and Plan of Merger
dated March 28, 2005. Octiv was merged into the Company subsequent to the acquisition and its name was changed to
Volume Logic™, Inc. (“Volume Logic”).

Octiv was founded in 1999 by a group of audio professionals who developed a core audio technology to solve the
problem of inconsistent volume levels and sound quality common to many forms of audio delivery. A variety of
markets currently use Octiv’s Volume Logic technology, including home entertainment, digital music libraries,
professional broadcast and the hearing impaired. The Octiv acquisition provides core technology to improve audio
intelligibility in the Company’s products.

The results of operations of Volume Logic have been included in Plantronics’ consolidated results of operations since
April 4, 2005. Pro forma results of operations have not been presented because the effect of the acquisition was not
material to the results of prior periods presented.

12
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The accompanying condensed consolidated financial statements reflect the purchase price of $7.8 million, consisting
of cash, and other costs directly related to the acquisition as follows:

(in thousands)

Paid to Octiv $ 7,430
Direct acquisition costs 373
Total cash consideration $ 7,803

The fair values of the intangible assets acquired were estimated with the assistance of an independent valuation firm.
The following table presents an allocation of the purchase price based on the estimated fair values of the assets
acquired and liabilities assumed at the date of acquisition:

(in thousands)
Fair Value at
April 4, 2005

Total cash consideration $ 7,803
Less cash balance acquired 42

7,761
Allocated to:
Current assets, excluding cash acquired 103
Property, plant and equipment 72
Existing technologies 4,500
Deferred tax assets 3,300
Current liabilities assumed (332)
Deferred tax liability (1,710)
Goodwill $ 1,828

Acquired intangible assets are comprised of developed technologies, which are being amortized over their estimated
useful lives of ten years. Goodwill represents the excess of the purchase price over the fair value of tangible and
identified intangible assets acquired and arises as a result of, among other factors, future unidentified new products,
new technologies and new customers as well as the implicit value of future cost savings as a result of the combining of
entities. The goodwill arising from this acquisition is not deductible for tax purposes under Internal Revenue Code
Section 197.

Altec Lansing Technologies, Inc.

On August 18, 2005, Plantronics completed the acquisition of 100% of the outstanding shares of Altec Lansing
Technologies, Inc., a privately-held Pennsylvania corporation for a cash purchase price including acquisition costs of
approximately $165 million. The Company paid for the acquisition by drawing down $45.0 million on its credit
facility and the remainder was paid using its cash and cash equivalents and short-term investments. Altec Lansing,
headquartered in Milford, PA, has a manufacturing plant in Dongguan, China, and sales offices in the U.S.,
Europe, and Asia. Altec Lansing had approximately 1,400 employees at the date of acquisition.

The results of operations of Altec Lansing have been included in Plantronics’ consolidated results of operations
subsequent to the acquisition on August 18, 2005.
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The purchase price of approximately $165 million consists of cash and other costs directly related to the acquisition as
follows:

(in thousands)

Paid to Altec Lansing $ 154,273
Payment of Altec Lansing pre-existing debt 9,906
Direct acquisition costs 921
Total cash consideration $ 165,100

The fair values of the intangible assets acquired were estimated with the assistance of an independent valuation firm.
The following table presents an allocation of the purchase price based on the estimated fair values of the assets
acquired and liabilities assumed at the date of acquisition:

(in thousands)
Fair Value at

August 18, 2005

Total cash consideration $ 165,100
Less cash balance acquired 7,494

157,606
Allocated to:
Prepaid compensation 1,067
Inventory 29,778
Other current assets 18,370
Property, plant, and equipment, net 8,845

Identifiable intangible assets 108,300
Deferred tax assets 3,577
Current liabilities assumed (30,341)
Deferred tax liability (46,036)
Goodwill $ 64,046

Goodwill was recorded based on the residual purchase price after allocating the purchase price to the fair market value
of tangible and intangible assets acquired less liabilities assumed. Goodwill arises as a result of, among other factors,
future unidentified new products, new technologies and new customers as well as the implicit value of future cost
savings as a result of the combining of entities. The goodwill arising from this acquisition is not deductible for tax
purposes under Internal Revenue Code Section 197.

The fair values and estimated useful lives of identifiable intangible assets acquired are as follows:

(in thousands) Fair Value Amortization Period

Existing technology $ 25,000 6 years
OEM relationships 700 7 years
Customer relationships 17,600 8 years
Trade name - inMotion 5,000 8 years
Trade name - Altec Lansing 59,100 Not amortized
In-process technology 900 Fully expensed

in the second
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Total $ 108,300
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Existing technology represents audio products that had been introduced into the market, were generating revenue
and/or had reached technological feasibility as of the close of the transaction. The value was calculated based on the
present value of the future estimated cash flows derived from this technology applying a 10% discount rate. Existing
technology is estimated to have a useful life of six years and is being amortized on a straight-line basis to cost of
revenues.

The fair value of customer relationships with OEMs and non-OEMs, which includes major retailers and distributors,
was calculated based on the present value of the future estimated cash flows that can be attributed to the existing OEM
and non-OEM customer relationships applying a 19% discount rate. Based on historical attrition rates and
technological obsolescence, the useful life of the customer relationships was estimated to be seven years for OEM
customer relationships and eight years for non-OEM customer relationships and is being amortized on a straight-line
basis to selling, general and administrative expense.

The value of the trade name “inMotion,” was calculated based on the present value of the capitalized royalties saved on
the use of the inMotion trade name applying a 12% discount rate. The inMotion trade name is relatively new and
relates to specific niches of the portable audio market. Based on product life cycles, history relating to the category of
products for which the inMotion brand is utilized, and similar product trademarks within the retail industry, the
estimated remaining useful life was determined to be eight years and is being amortized on a straight-line basis to
selling, general, and administrative expense.

The value of the trade name, “Altec Lansing,” was also calculated based on the present value of the capitalized royalties
saved on the use of the Altec Lansing trade name applying a 12% discount rate. Considering the recognition of the
brand, its long history, and management’s intent to use the brand indefinitely, the remaining useful life of the Altec
Lansing name was determined to be indefinite and is being treated as an indefinite-lived asset in accordance with
SFAS 142.

In-process technology involves products which fall under the definitions of research and development as defined by
SFAS No. 2, “Accounting for Research and Development Costs.” Altec Lansing’s in-process technology products were
at a stage of development that required further research and development to reach technological feasibility and
commercial viability. The fair value was calculated based on the present value of the future estimated cash flows
applying a 15% discount rate, and adjusted for the estimated cost to complete. Because the in-process technology,
which has been valued at $0.9 million, was not yet complete, there was risk that the developments would not be
completed; therefore, this amount was immediately expensed at acquisition to research, development and engineering
expense.

8. GOODWILL

The changes in the carrying value of goodwill during the six months ended September 30, 2006 by segment were as
follows:

(in thousands)

Audio
Communications

Group

Audio
Entertainment

Group Consolidated

Balance at March 31, 2006 $ 11,214 $ 63,863 $ 75,077
Carrying value adjustments - 183 183
Balance at September 30, 2006 $ 11,214 $ 64,046 $ 75,260
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During the six months ended September 30, 2006, the Company adjusted the fair value of the property, plant and
equipment and inventory acquired, and wrote-off an accrual for direct acquisition costs relating to the purchase of
Altec Lansing. These adjustments resulted in additional goodwill of $0.2 million for the Audio Entertainment Group.

The Company reviews goodwill for impairment annually during the fourth quarter of the fiscal year or more
frequently if events or circumstances indicate that an impairment loss may have occurred. During the fourth quarter of
fiscal 2006, the Company completed the annual impairment test which indicated that there was no impairment. During
the six months ended September 30, 2006, no events or circumstances triggered an impairment review. However, due
to the recent performance of the Audio Entertainment Group, it is reasonably possible that an impairment review may
be triggered prior to the fourth fiscal quarter. It is not possible to determine whether, if an impairment review is
required, an impairment charge would result or if such charge would be material. 
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9. INTANGIBLES

The aggregate amortization expense relating to intangible assets for the three and six months ended September 30,
2005 was $2.1 million and $2.4 million, respectively. The aggregate amortization expense for the three and six months
ended September 30, 2006 was $1.8 million and $3.5 million, respectively. The following table presents information
on acquired intangible assets:

(in thousands) March 31, 2006

Intangible assets
Gross

Amount
Accumulated
Amortization

Net
Amount

Amortization
Period

Technology $ 31,500 $ (4,268) $ 27,232 6-10 years
State contracts 1,300 (789) 511 7 years
Patents 1,420 (674) 746 7 years
Customer relationships 17,600 (1,375) 16,225 8 years
Trademarks 300 (182) 118 7 years
Tradename - inMotion 5,000 (391) 4,609 8 years
Tradename - Altec Lansing 59,100 - 59,100 Indefinite
OEM relationships 700 (63) 637 7 years
Non-compete agreements 200 (170) 30 5 years
Total $ 117,120 $ (7,912) $ 109,208

(in thousands) September 30, 2006
Gross

Amount
Accumulated
Amortization

Net
Amount

Amortization
Period

Technology $ 31,500 $ (6,720) $ 24,780 6-10 years
State contracts 1,300 (882) 418 7 years
Patents 1,420 (775) 645 7 years
Customer relationships 17,600 (2,475) 15,125 8 years
Trademarks 300 (204) 96 7 years
Tradename - inMotion 5,000 (703) 4,297 8 years
Tradename - Altec Lansing 59,100 59,100 Indefinite
OEM relationships 700 (112) 588 7 years
Non-compete agreements 200 (190) 10 5 years
Total $ 117,120 $ (12,061) $ 105,059
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The estimated future amortization expense of purchased intangible assets as of September 30, 2006 is as follows (in
thousands):

Fiscal year ending March 31, Amount

Remainder of 2007 $ 4,139
2008 8,259
2009 8,105
2010 7,645
2011 7,602
Thereafter 10,209
Total $ 45,959

10. BANK LINE OF CREDIT

Plantronics has a $100 million revolving line of credit and a letter of credit sub-facility. Borrowings under the line of
credit are unsecured and bear interest at the London inter-bank offered rate (“LIBOR”) plus 0.75%. The line of credit
expires on August 1, 2010.

At March 31, 2006, $22.0 million was outstanding on this line of credit and $2.1 million committed under the letter of
credit sub-facility. At September 30, 2006, $10.0 million was outstanding on this line of credit and $1.2 million
committed under the letter of credit sub-facility.

Borrowings under the line are subject to certain financial covenants and restrictions that materially limit the
Company’s ability to incur additional debt and pay dividends, among other matters. Plantronics is currently in
compliance with the covenants under this agreement.

11. CASH DIVIDENDS

The Company’s Board of Directors declared a $0.05 per share cash dividend on July 25, 2006, which was paid in the
aggregate amount of $2.4 million on September 8, 2006.

The actual declaration of future dividends, and the establishment of record and payment dates, is subject to final
determination by the Audit Committee of the Board of Directors of Plantronics each quarter after its review of the
Company’s financial performance.

12. SHARE REPURCHASE

During the six months ended September 30, 2006, the Company repurchased 175,000 shares of common stock in the
open market at a total cost of $4.0 million and an average price of $22.98 per share under our repurchase program. As
of September 30, 2006, there were no remaining shares authorized for repurchase.

During the six months ended September 30, 2006, we reissued 158,104 treasury shares for proceeds of $2.4 million
through our employee benefit plans.

13. FOREIGN CURRENCY TRANSACTIONS

Fair Value Hedges
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As of September 30, 2006, we had foreign currency forward contracts of €17.0 million denominated in Euros. These
forward contracts hedge against a portion of our foreign currency-denominated receivables, payables and cash
balances.
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The following table summarizes the Company’s net fair value currency position, and approximate U.S. dollar
equivalent, at September 30, 2006 (local currency and dollar amounts in thousands):

Local
Currency

USD
Equivalent Position Maturity

EUR 17,000 $ 21,603
Sell
Euro 1 month

Foreign currency transactions, net of the effect of hedging activity on forward contracts, resulted in a net gain of $0.5
million and a net loss of loss of $1.0 million in the three and six months ended September 30, 2005, respectively, and
a net gain of $0.8 million in the six months ended September 30, 2006.

Cash Flow Hedges

As of September 30, 2006, the Company had foreign currency put and call option contracts of €53.2 million and £16.9
million. As of March 31, 2006, the Company had foreign currency put and call option contracts of €45.2 million and
£19.6 million. Collectively, the Company’s option contracts are collars to hedge against a portion of its forecasted
foreign denominated sales.

The following table summarizes Plantronics’ cash flow hedging positions:

(in thousands)

Balance Sheets
Accumulated Other

Comprehensive Income
(Loss)

Statements of Operations
Net Revenues

Three Months Ended
September 30,

Statements of Operations
Net Revenues

Six Months Ended
September 30,

March 31,
2006

September
30, 2006 2005 2006 2005 2006

Realized gain (loss) on
closed transactions $ -- $ - $ (121) $ (337)$ (537) $ (415)
Recognized but unrealized
gain (loss) on open
transactions 1,567 (677) - - - -

$ 1,567 $ (677)$ (121) $ (337)$ (537) $ (415)

14. INCOME TAXES

The effective tax rate for the three and six months ended September 30, 2006, was 23.1% and 23.4%, respectively,
compared to 35% and 30.3%, respectively, for the same periods a year ago. The effective tax rate is lower than
previous years due to lower U.S. net income which is taxed at higher rates than our foreign net income. The decline in
U.S. income is primarily due to the losses of the Audio Entertainment Group. Stock-based compensation expense is
also proportionately higher in the U.S. than overseas locations. Our effective tax rate differs from the statutory rate
due to the impact of foreign operations taxed at different statutory rates, income tax credits, state taxes, and other
factors. Our future quarterly tax rate could be impacted by a shift in the mix of domestic and foreign income; tax
treaties with foreign jurisdictions; changes in tax laws in the United States or internationally; a change in our estimates
of future taxable income which results in a valuation allowance being required; or a federal, state or foreign
jurisdiction’s view of tax returns which differs materially from what we originally provided. Currently, we are not able
to forecast the tax rate for the fiscal year for both AEG and ACG due to many factors including the product mix,
changing market conditions and AEG being a new business for Plantronics in the more volatile retail sector.
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15. COMPUTATION OF EARNINGS PER COMMON SHARE

Basic net income per share is computed by dividing the net income for the period by the weighted average number of
common shares outstanding during the period. Diluted net income per share is computed by dividing the net income
for the period by the weighted average number of shares of common stock and potentially dilutive common stock
outstanding during the period. Potentially dilutive common shares include outstanding stock options and unvested
restricted stock awards, which are reflected in diluted earnings per share by application of the treasury stock method.
Under the treasury stock method, the amount that the employee must pay for exercising stock options, the amount of
stock-based compensation cost for future services that the Company has not yet recognized, and the amount of tax
benefit that would be recorded in additional paid-in capital upon exercise are assumed to be used to repurchase
shares. 

The following table sets forth the computation of basic and diluted earnings per share:

(in thousands, except per share data)
Three Months Ended

September 30,
Six Months Ended

September 30,
2005 2006 2005 2006

Net income $ 13,707 $ 12,525 $ 35,405 $ 24,816

Weighted average shares-basic 47,255 47,203 47,318 47,180
Effect of unvested restricted stock
awards 16 - 18 6
Effect of dilutive securities 1,736 423 1,835 748
Weighted average shares-diluted 49,007 47,626 49,171 47,934

Earnings per share-basic $ 0.29 $ 0.27 $ 0.75 $ 0.53

Earnings per share-diluted $ 0.28 $ 0.26 $ 0.72 $ 0.52

Weighted average stock options and unvested restricted stock awards to purchase 2.4 million and 2.3 million shares of
Plantronics’ stock for the three and six months ended September 30, 2005, respectively, were excluded from the
computation of diluted earnings per share because their effect would have been anti-dilutive. Weighted average stock
options and unvested restricted stock awards to purchase 6.6 million and 5.2 million shares of Plantronics’ stock for the
three and six months ended September 30, 2006, respectively, were excluded from the computation of diluted earnings
per share because their effect would have been anti-dilutive.
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16. COMPREHENSIVE INCOME

Comprehensive income includes charges or credits to equity that are not the result of transactions with owners. The
components of comprehensive income are as follows:

(in thousands)
Three Months Ended

September 30
Six Months Ended

September 30
2005 2006 2005 2006

Net income $ 13,707 $ 12,525 $ 35,405 $ 24,816
Unrealized gain (loss) on cash flow
hedges, for the three and six months
ended September 30, 2005 and 2006,
net of tax 250 1,416 5,901 (2,244)
Foreign currency translation gain
(loss), for the three and six months
ended September 30, 2005 and 2006 (218) 68 (1,258) 1,316
Unrealized gain on investments, for the
three and six months ended September
30, 2005, net of tax 13 - 12 -
Comprehensive income $ 13,752 $ 14,009 $ 40,060 $ 23,888

17. SEGMENTS AND ENTERPRISE-WIDE DISCLOSURES

Audio Communications Group

The Audio Communications Group designs, manufactures, markets and sells headsets for business and consumer
applications, and other specialty products for the hearing impaired. With respect to headsets, we make products for
office and contact center use, use with mobile and cordless phones, and use with computers and gaming consoles.

The following table presents net revenues by product group within the Audio Communications Group:

(in thousands)
Three Months Ended

September 30,
Six Months Ended

September 30,
2005 2006 2005 2006

Net revenues from unaffiliated
customers:
Office and Contact Center $ 107,475 $ 115,813 $ 212,900 $ 230,080
Mobile 26,682 33,199 53,550 69,005
Gaming and Computer Audio 8,906 7,727 18,250 15,016
Other Specialty Products 7,237 6,295 14,509 12,669

$ 150,300 $ 163,034 $ 299,209 $ 326,770

Audio Entertainment Group

The Audio Entertainment Group, created as a result of the acquisition of Altec Lansing on August 18, 2005, is
engaged in the design, manufacture, sales, marketing and support of audio solutions and related technologies. It offers
computer and digital audio systems, digital radio frequency audio systems, and portable audio products as well as
headphones and microphones for personal digital media. Major product categories include portable audio, which is
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defined as all speakers whether AC or battery-powered that work with portable digital players, such as iPod or MP3
players; powered audio, which is defined as self-powered speaker systems used for computers and other multi-media
application systems; interactive audio (headsets); and personal audio (headphones). Currently, all the revenues in the
Audio Entertainment Group are derived from Altec Lansing products.
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The following table presents revenues by product group within the Audio Entertainment Group:

(in thousands)
Three Months Ended

September 30,
Six Months Ended

September 30,
2005 2006 2005 2006

Revenues from unaffiliated customers:
Portable audio $ 12,824 $ 18,348 $ 12,824 $ 40,439
Powered audio 9,618 16,171 9,618 30,157
Interactive audio 1,428 2,285 1,428 4,238
Personal audio and other 660 657 660 1,455
Less revenue reserves (2,605) (5,561) (2,605) (13,056)

$ 21,925 $ 31,900 $ 21,925 $ 63,233

The Audio Entertainment Group currently does not allocate revenue reserves by product category.

Segment Financial Data

Financial data for each reportable segment for the three and six months ended September 30, 2005 and 2006 is as
follows:

Revenues by Segment

Three Months Ended
September 30,

Six Months Ended
September 30,

(in thousands) 2005 2006 2005 2006
Audio Communications Group $ 150,300 $ 163,034 $ 299,209 $ 326,770
Audio Entertainment Group 21,925 31,900 21,925 63,233
Consolidated net revenues $ 172,225 $ 194,934 $ 321,134 $ 390,003

Gross Profit by Segment

Three Months Ended
September 30,

Six Months Ended
September 30,

(in thousands) 2005 2006 2005 2006
Audio Communications Group $ 68,441 $ 71,506 $ 141,590 $ 141,579
Audio Entertainment Group 5,561 5,880 5,561 11,782
Consolidated gross profit $ 74,002 $ 77,386 $ 147,151 $ 153,361

Operating Income (Loss) by Segment

Three Months Ended
September 30,

Six Months Ended
September 30,

(in thousands) 2005 2006 2005 2006

Audio Communications Group $ 20,386 $ 20,764 $ 49,877 $ 41,581
Audio Entertainment Group (329) (4,741) (329) (10,434)
Consolidated operating income $ 20,057 $ 16,023 $ 49,548 $ 31,147
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The reconciliation of segment information to our consolidated net income is as follows:

(in thousands) Three Months Ended Six Months Ended
September 30,

2005
September 30,

2006
September 30,

2005
September 30,

2006
Total operating income of segments $ 20,057 $ 16,023 $ 49,548 $ 31,147
Interest and other income (expense),
net 1,031 267 1,263 1,252
Income tax expense (7,381) (3,765) (15,406) (7,583)
Consolidated net income $ 13,707 $ 12,525 $ 35,405 $ 24,816

Major Customers

No customer accounted for 10% or more of total net revenues for the three and six months ended September 30, 2005
and 2006, nor did any one customer account for 10% or more of accounts receivable at March 31, 2006 and
September 30, 2006.

Assets by Segment

(in thousands)
March 31,

2006

September
30,

2006

Audio Communications Group $ 370,874 $ 387,117
Audio Entertainment Group 241,375 245,022
Consolidated assets $ 612,249 $ 632,139
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Geographic Information

For purposes of geographic reporting, revenues are attributed to the geographic location of the sales organization. The
following table presents net revenues and long-lived assets by geographic area:

(in thousands)
Three Months Ended

September 30,
Six Months Ended

September 30,
2005 2006 2005 2006

Net revenues from unaffiliated
customers:

United States $ 113,431 $ 122,782 $ 210,116 $ 249,682

Europe, Middle East and Africa 36,850 43,890 72,672 85,828
Asia Pacific and Latin America 16,489 19,131 28,338 38,173
Canada and other international 5,455 9,131 10,008 16,320
Total international 58,794 72,152 111,018 140,321

$ 172,225 $ 194,934 $ 321,134 $ 390,003

(in thousands)
March 31,

2006

September
30,

2006
Property, plant and equipment:
United States $ 41,972 $ 42,558
China 27,062 28,712
Mexico 11,314 13,252
Other countries 13,526 14,688

$ 93,874 $ 99,210

18. SUBSEQUENT EVENT

On October 24, 2006, we announced that our Board of Directors declared a quarterly cash dividend of $0.05 per share
of our common stock, payable on December 11, 2006 to stockholders of record on November 10, 2006. 

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

CERTAIN FORWARD-LOOKING INFORMATION:
This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 (the “Securities Act”) and Section 21E of the Securities Exchange Act of 1934 (the “Exchange
Act”). In addition, we may from time to time make forward-looking statements. These statements may generally be
identified by the use of such words as “expect,” “anticipate,” “believe,” “intend,” “plan,” “will,” or “shall” and similar expressions, or
the negative of these terms. Such forward-looking statements are based on current expectations and entail various
risks and uncertainties. Our actual results could differ materially from those anticipated in such forward-looking
statements as a result of a number of factors, including but not limited to the following: the office, contact center,
mobile, computer, residential, entertainment and other specialty product markets not developing as we expect, and the
failure to respond adequately to either changes in technology or customer preferences. For a discussion of such
factors, this Quarterly Report on Form 10-Q should be read in conjunction with the "Risk Factors" included herein.
The following discussions titled, “Results of Operations” and “Financial Condition,” should be read in conjunction with
those risk factors, the unaudited condensed consolidated financial statements and related notes included elsewhere
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OVERVIEW:

We are a leading worldwide designer, manufacturer, and marketer of lightweight communications headsets, telephone
headset systems, and accessories for the business and consumer markets under the Plantronics brand. We are also a
leading manufacturer and marketer of high quality computer and home entertainment sound systems, portable audio
products, and a line of headsets, headphones, and microphones for personal digital media under our Altec Lansing
brand. In addition, we manufacture and market under our Clarity brand specialty telephone products, such as
telephones for the hearing impaired, and other related products for people with special communication needs. We also
provide audio enhancement products to consumers, audio professionals and businesses under our Volume Logic
brand.

We ship a broad range of communications products to 70 countries through a worldwide network of distributors,
original equipment manufacturers (“OEM’s”), wireless carriers, retailers, and telephony service providers. We have
well-developed distribution channels in North America, Europe, Australia and New Zealand, where use of our
products is widespread. Our distribution channels in other regions of the world are less mature, and while we
primarily serve the headset contact center markets in those regions, we are expanding into the office, mobile and
entertainment, digital audio, and specialty telephone markets in additional international locations.

Our overall long-term strategy for the Audio Communications Group is to increase headset adoption in the enterprise
markets through the creation of new products that are appealing in functionality and design and combining these
products with marketing programs to increase awareness and interest. There is an emerging trend in which
communications and entertainment are converging in the wireless market. Through the acquisition of Altec Lansing
and the establishment of the Audio Entertainment Group, we moved closer to attaining our long-term goal of
positioning ourselves to produce products that will meet consumer needs in an increasing convergence trend of
communications and entertainment. The potential for future growth will depend on our efforts to expand customer
awareness and our ability to successfully launch new products.

Consolidated second quarter fiscal 2007 net revenues increased approximately 13%, from $172.2 million in the
second quarter of 2006 to $194.9 million in the second quarter of fiscal 2007. This growth was attributable to
increased sales of wireless products within the office product category and Bluetooth headsets for mobile consumer
applications, and incremental net revenues of $10 million from our Audio Entertainment Group, acquired in August
2005. Our gross profit as a percent of revenues and our operating income decreased from the second quarter of fiscal
2006, due to product mix, pricing pressures (especially in our consumer business), provision for excess and obsolete
inventory, increased warranty expenses, non-cash charges resulting from purchase accounting, stock compensation
charges related to Statement of Financial Accounting Standards 123 (revised) (“SFAS 123 (R)”), and higher expenses
across all functions, including manufacturing and operating expenses. Audio Communications Group segment net
revenues increased in the second quarter of fiscal 2007 compared to the same quarter a year ago, primarily driven by
sales of our Bluetooth mobile products and wireless office products. In both the mobile and office markets, the trend
towards wireless products contributed significantly to demand but was offset by a decrease of revenue from our
corded headsets and lower net revenues from our gaming products and Clarity products. We have experienced
substantial growth in our wireless and Bluetooth-enabled products compared to the same quarter a year ago, primarily
due to the Explorer, Discovery and Voyager suite of Bluetooth products. Wireless products continue to represent an
opportunity for high growth, both for the office market and for mobile applications. However, the gross margin
percentage for wireless products tends to be lower than for corded products. In the office market, the lower gross
margins are due to higher costs for the components required to enable wireless communication.  In the mobile market,
particularly for consumer applications, margins are lower due to the higher cost of the solutions relative to corded
products, the level of competition and pricing pressures, and the concentrated industry structure into which we sell. 
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Audio Entertainment Group segment results were dilutive to consolidated earnings in the second quarter of fiscal 2007
due to intense competition in the U.S. market for iPOD accessories which resulted in an increase in promotional
allowances and other pricing actions which reduced net revenues, reduced gross profit and contributed to an operating
loss by the unit in the second quarter. This market is becoming increasingly competitive, and we anticipate that these
market trends will continue into the next quarter.
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Going forward into the remainder of fiscal 2007, we are focused on the following key initiatives to improve our
financial performance and long-term growth:

·Bringing advanced technologies to market. We expect the trend in which the communications and entertainment
spaces are converging in the wireless market to result in a demand for technologies that are simple and intuitive,
utilize voice technology, control noise, and rely on miniaturization and power management. We intend to expand our
own core technology group and partner with other innovative companies to develop new technologies. Our Volume
Logic business provides us with broader technology expertise, expanding beyond voice communications DSP into
audio DSP. Our Altec Lansing business manufactures and markets high quality computer and home entertainment
sound systems and a line of headsets, headphones and microphones for personal digital media. We believe that
bringing our product concepts to market will be more effective if we have an audio brand to stand alongside our
voice communications brand, and that as a supplier to key channel partners, we will become a more important
supplier if we can satisfy a broader set of audio needs. We expect that the costs related to the expansion of our own
core technology group, including Volume Logic, will increase our research, development and engineering expenses
for the remainder of the fiscal year.

·Integration of Altec Lansing. The Altec Lansing business is complex, with significant overseas operations. We have
evaluated various options in our integration plan to preserve the strengths of the Altec Lansing business model and its
success in the retail markets while creating efficiencies and synergies in our combined company, and we are in the
process of implementing these plans. The integration effort represents a significant cost to the combined Company
both in terms of time commitment for the selling, general and administrative associates and current and anticipated
future costs for the Audio Entertainment Group for systems integration, infrastructure alignment, as well as costs
associated with being part of a publicly-traded company. As a new acquisition in fiscal 2006, Altec Lansing had been
exempt from many of the requirements associated with Sarbanes-Oxley compliance. However, the Altec Lansing
operations will be required to be in compliance with these requirements by the end of fiscal 2007. Our ability to
comply with these requirements will depend, in part, on our ability to successfully and timely integrate Altec
Lansing’s existing systems onto our systems. As of the beginning of the third quarter, we have completed the first
phase of our systems integration effort with Altec Lansing, and, while the systems integration is performing at this
time as we had anticipated, it is still too early to determine the success of this part of the overall integration project.

·Development and launch of new products. During fiscal 2006 and the first two quarters of fiscal 2007, the Audio
Communications Group launched and shipped several new models in our suite of Bluetooth products, which included
the Discovery 655 and the Explorer series 330, 340, and 350. These products have had strong market acceptance, and
we expect to see further growth from these new products in the remainder of the fiscal year. Going forward, we plan
to continue to develop and enhance functionality on these platforms. In the second quarter of fiscal 2007, the Audio
Entertainment Group launched two new portable products: the iM500, which is an ultra-thin portable speaker system
designed specifically for the iPod nano in both form and function and the M602, a stationary home dock for the iPod.
AEG also introduced a new powered audio system, the FX4021 designed to deliver deeper bass in half the usual
space.

·Improved efficiency in marketing programs. We believe that consumer marketing is highly relevant for both our
segments and leads to the adoption of our headsets and consumer awareness of our products. Therefore, we have
been increasing our marketing capability. In fiscal 2006, we expanded our marketing headcount and consumer
marketing in the Audio Communications Group, including hiring key personnel and highlighting key products in an
advertising program, which we believe strengthened our brand position for the consumer markets and helped
category adoption. We have seen a trend in which our installed base of wireless headset users has grown and matured
to the point that the rate of growth going forward will be slower than it has been in the past. Therefore, for the
remainder of fiscal 2007, we are shifting our marketing efforts to shorter cycle activities that we anticipate will yield
a better return on investment in the near term. We are targeting specific vertical markets, job categories and
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second quarter of fiscal 2007 was $2.8 million.
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·Building a consumer product manufacturing infrastructure and reducing manufacturing costs, particularly for
our Bluetooth products. The consumer products market is characterized by cost competitiveness resulting in a
predominantly China-based manufacturing infrastructure. We have achieved a low-cost manufacturing infrastructure
for our Audio Entertainment Group products which are either manufactured by our plant in Dongguan, China or
purchased from predominantly China-based vendors. For our Audio Communications Group products, in order to
gain more flexibility in our supply chain, to better manage inventories and reduce long term costs, we constructed a
manufacturing facility and design center in Suzhou, China which was completed and began commercial operations in
the fourth quarter of fiscal 2006. We have not yet achieved the full benefit associated with this facility. However,
through our expanded presence in China, we were able to negotiate lower component prices. In addition, we also
were able to achieve higher utilization at our plants in Suzhou, China, and Tijuana, Mexico. Going forward, we
believe that we have opportunities to decrease manufacturing costs by improving supply chain flexibility, taking
advantage of the low manufacturing costs in China, improving the efficiency of transforming raw materials into
finished goods, decreasing our logistics costs, improving our design process for product manufacturability, and
enhancing tools that support and enable decisions and execution in these areas.  We have initiatives underway to take
advantage of these opportunities; however, there is no assurance that we will be able to succeed in these initiatives.
Nonetheless, achieving competitive advantage by reducing our cost structure, particularly in the Bluetooth market,
is a critical objective for the remainder of fiscal 2007 and beyond.

·Development of a leading industrial design team and facilities. We recently expanded our design team and are now
adding a new design center at our corporate headquarters in Santa Cruz. Our strengthened industrial design team is
focused on enhancing the look of our Audio Communications Group products, which we believe is a key factor in the
customer’s decision to buy. We expect that the costs associated with staffing this design team will increase our
research, development and engineering expenses in the remainder of this fiscal year.

We intend for the following discussion of our financial condition and results of operations to provide information that
will assist in understanding our condensed consolidated financial statements. We acquired Altec Lansing on August
18, 2005 at which time we created the Audio Entertainment segment. Accordingly, the financial results for the Audio
Entertainment segment as of September 30, 2005, include only the results of operations from the acquisition date of
August 18, 2005 through September 30, 2005.

RESULTS OF OPERATIONS:

The following tables set forth, for the periods indicated, the consolidated statements of operations data and data by
segment. The financial information and the ensuing discussion should be read in conjunction with the accompanying
condensed consolidated financial statements and notes thereto.

($ in thousands) Three Months Ended Six Months Ended
September

30,
2005

September
30,

2006

September
30,

2005

September
30,

2006

Net revenues $ 172,225 100.0% $ 194,934 100.0% $ 321,134 100% $ 390,003 100.0%
Cost of revenues 98,223 57.0% 117,548 60.3% 173,983 54.2% 236,642 60.7%
Gross profit 74,002 43.0% 77,386 39.7% 147,151 45.8% 153,361 39.3%
Operating expense:
Research,
development and
engineering 16,122 9.4% 16,805 8.6% 29,888 9.3% 35,404 9.2%

37,823 22.0% 44,558 22.9% 67,715 21.1% 89,447 22.9%
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Selling, general and
administrative
Gain on sale of land - - 0.0% - (2,637)
 Total operating
expenses 53,945 31.3% 61,363 31.5% 97,603 30.4% 122,214 31.4%
Operating income 20,057 11.6% 16,023 8.2% 49,548 15.4% 31,147 8.0%
Interest and other
income (expense), net 1,031 0.6% 267 0.1% 1,263 0.4% 1,252 0.3%
Income before income
taxes 21,088 12.2% 16,290 8.4% 50,811 15.8% 32,399 8.3%
Income tax expense 7,381 4.3% 3,765 1.9% 15,406 4.8% 7,583 1.9%
Net income $ 13,707 8.0% $ 12,525 6.3% $ 35,405 11.1% $ 24,816 6.4%
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Stock-based compensation expense included in operating results is as follows:

($ in thousands) Three Months Ended Six Months Ended
September 30, September 30, September 30, September 30,

2005 2006 2005 2006

Cost of revenues $ 10 $ 692 $ 20 $ 1,480

Research, development and engineering - 881 - 1,908
Selling, general and administrative 115 2,367 226 4,988

Stock-based compensation expense
included in operating expenses 115 3,248 226 6,896
Total stock-based compensation
expense 125 3,940 246 8,376
Income tax benefit on stock-based
compensation - (1,284) - (2,729)
Total stock-based compensation
expense, net of tax $ 125 $ 2,656 $ 246 $ 5,647

Audio Communications Group

($ in thousands) Three Months Ended Six Months Ended
September

30,
2005

September
30,

2006

September
30,

2005

September
30,

2006

Net revenues $ 150,300 100.0% $ 163,034 100.0% $ 299,209 100.0% $ 326,770 100.0%
Cost of revenues 81,859 54.5% 91,528 56.1% 157,619 52.7% 185,191 56.7%
Gross profit 68,441 45.5% 71,506 43.9% 141,590 47.3% 141,579 43.3%
Operating expense:
Research,
development and
engineering 14,171 9.4% 14,543 8.9% 27,937 9.3% 30,560 9.4%
Selling, general and
administrative 33,884 22.5% 36,199 22.2% 63,776 21.3% 72,076 22.1%
Gain on sale of land - 0.0% - 0.0% - 0.0% (2,637) -0.8%
Total operating
expenses 48,055 32.0% 50,742 31.1% 91,713 30.7% 99,999 30.6%
Operating income $ 20,386 13.6% $ 20,764 12.7% $ 49,877 16.7% $ 41,580 12.7%

Stock-based compensation expense included in operating results is as follows:

($ in thousands) Three Months Ended Six Months Ended
September

30,
2005

September 30,
2006

September 30,
2005

September 30,
2006

Cost of revenues $ 10 $ 684 $ 20 $ 1,464
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Research, development and engineering - 862 - 1,861
Selling, general and administrative 82 2,202 164 4,720
Stock-based compensation expense
included in operating expenses 82 3,064 164 6,581
Total stock-based compensation
expense $ 92 $ 3,748 $ 184 $ 8,045
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Audio Entertainment Group

($ in thousands) Three Months Ended Six Months Ended
September

30,
2005

September
30,

2006

September
30,

2005

September
30,

2006

Net revenues $ 21,925 100.0% $ 31,900 100.0% $ 21,925 100.0% $ 63,233 100.0%
Cost of revenues 16,364 74.6% 26,020 81.6% 16,364 74.6% 51,451 81.4%
Gross profit 5,561 25.4% 5,880 18.4% 5,561 25.4% 11,782 18.6%

Operating expense:
Research, development
and engineering 1,951 8.9% 2,262 7.1% 1,951 8.9% 4,844 7.7%
Selling, general and
administrative 3,939 18.0% 8,359 26.2% 3,939 18.0% 17,372 27.5%
Total operating
expenses 5,890 26.9% 10,621 33.3% 5,890 26.9% 22,216 35.1%
Operating loss $ (329) -1.5% $ (4,741) -14.9% $ (329) -1.5% $ (10,434) -16.5%

Stock-based compensation expense included in operating results is as follows:

($ in thousands) Three Months Ended Six Months Ended
September 30, September 30, September 30, September 30,

2005 2006 2005 2006

Cost of revenues $ - $ 8 $ - $ 16

Research, development and engineering - 19 - 47
Selling, general and administrative 33 165 62 268
Stock-based compensation expense
included in operating expenses 33 184 62 315
Total stock-based compensation expense $ 33 $ 192 $ 62 $ 331

NET REVENUES

Audio Communications Group

Three Months Ended Six Months Ended

($ in thousands)

September
30,

2005

September
30,

2006
Increase

(Decrease)

September
30,

2005

September
30,

2006
Increase

(Decrease)
Audio Communications
Group
Net revenues from
unaffiliated customers:
Office and Contact
Center $ 107,475 $ 115,813 $ 8,338 7.8% $ 212,900 $ 230,080 $ 17,180 8.1%
Mobile 26,682 33,199 6,517 24.4% 53,550 69,005 15,455 28.9%
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Gaming and Computer
Audio 8,906 7,727 (1,179) -13.2% 18,250 15,016 (3,234) -17.7%
Other Specialty Products 7,237 6,295 (942) -13.0% 14,509 12,669 (1,840) -12.7%
Total segment net
revenues $ 150,300 $ 163,034 $ 12,734 8.5% $ 299,209 $ 326,770 $ 27,561 9.2%

The Audio Communications Group designs, manufactures, markets and sells headsets for business and consumer
applications, and other specialty products for select markets. We make products for use with office and contact center
phones, mobile and cordless phones, and computers and gaming consoles.
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Historically, the Office and Contact Center products have represented our largest source of revenues while the Mobile
products have represented our largest unit volumes. Revenues may vary due to the timing of the introduction of new
products, seasonality, discounts and other incentives and channel mix. There is a growing trend toward wireless
products and a corresponding shift away from our corded products. We have a “book and ship” business model,
whereby we ship most orders to our customers within 48 hours of receipt of those orders. Thus, we cannot rely on the
level of backlog to provide visibility into potential future revenues.

For the three and six months ended September 30, 2006, compared to the same periods a year ago, our growth in net
revenues was derived from our Office and Contact Center products as well as our Mobile products.

Office and Contact Center

For the three and six months ended September 30, 2006, compared to the same periods a year ago, our growth in
Office and Contact Center net revenues was primarily due to increased sales of the following major products:

· office wireless headsets, particularly our CS50, CS55 and the CS60 for office phones;
· the Plantronics Voyager 510S, a wireless headset using Bluetooth technology for use with office phones; and

·the CS70, a wireless headset which was launched in the first quarter of fiscal 2007 and the Supra Plus Wireless
headset, which was launched in the fourth quarter of fiscal 2006.  

Net revenues from our office wireless systems (CS50/60/70, Voyager 510s, and SupraPlus) increased over 35% in the
second quarter of fiscal 2007 compared to the prior year quarter, again reflecting the trend toward wireless products. 
Sales of professional grade corded headsets for office and contact center applications decreased 1.7% compared to the
same quarter a year ago. For the six months ended September 30, 2006, wireless office systems increased $28.8
million or 45.2% from $63.7 million to $92.4 million.

While we have been anticipating the trend toward wireless products, the rate at which customers are adopting wireless
headsets, which had been accelerating, appears to have slowed. We are targeting specific vertical markets and job
categories and intensifying our focus on existing corded headset users who could benefit by upgrading to wireless.

Mobile

For the three and six months ended September 30, 2006, compared to the same periods a year ago, Mobile net
revenues increased primarily due to net revenues from our Bluetooth products, which grew 82% or $12 million and
115% or $29.4 million, in the three and six month periods primarily due to the following:

· increased adoption of Bluetooth products in the market; and
· the introduction of our new suite of Bluetooth headsets in fiscal 2006 and 2007 including:

o Explorer 320, 330, 340, and 350;
o Discovery 640, 645, and 655;

o Voyager 510; and
o the Pulsar headset family.

The increase in net revenues from our Bluetooth products was partially offset by a decline in sales of corded products
of $5.4 million and $14 million in the three and six month periods, respectively. The Bluetooth market is characterized
by significant growth and represents our best opportunity for unit volume increases; however, this market is
characterized by intense price competition.
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Gaming and Computer Audio

For the three and six months ended September 30, 2006, compared to the same periods one year ago, Gaming and
Computer Audio net revenues decreased predominantly due to the end of life of an OEM headset in the second quarter
of fiscal 2006. Revenues were also down, particularly in Europe, as we transitioned from non-RoHS compliant
product and our older product lines, to RoHS compliant product and our new lineup of .Audio and DSP computer
headsets.

Other Specialty Products

For the three and six months ended September 30, 2006, compared to the same periods one year ago, Other Specialty
Products net revenues decreased primarily due to decreased sales of our Clarity products to two major retail
customers, who decreased the number of product models which they will carry. In addition, sales of Clarity products
to state programs were relatively flat.

Domestic and International

In the second quarter of fiscal 2007, compared to the same quarter one year ago, international revenues as a
percentage of total Audio Communications Group net revenues, increased from approximately 33% to 35%. We
experienced significant growth of approximately 20% in our Asia Pacific Latin America region (“APLA”), which was
broad based across all major product groups, but was particularly strong in wireless office and Bluetooth mobile
headsets.  Net revenues in our Europe, Middle East, and Africa (“EMEA”) region were up $1.4 million or 4% when
comparing the year over year quarters mostly due to strong demand for OCC corded and wireless office system
products. Domestic revenue increased $6.2 million or 6% as a result of increased sales of wireless office and
Bluetooth mobile headsets. International revenues as a percentage of total Audio Communications Group net revenues
for the six month period ended September 30, 2006, was 34%, flat with the same period a year ago.

Audio Entertainment Group

Three Months
Ended Six Months Ended

($ in thousands)

September
30,

2005

September
30,

2006
Increase

(Decrease)

September
30,

2005

September
30,

2006
Increase

(Decrease)
Audio Entertainment
Group
Revenues from
unaffiliated customers:
Portable audio $ 12,824 $ 18,348 $ 5,524 43.1% $ 12,824 $ 40,439 $ 27,615 215.3%
Powered audio 9,618 16,171 6,553 68.1% 9,618 30,157 20,539 213.5%
Interactive audio 1,428 2,285 857 60.0% 1,428 4,238 2,810 196.8%
Personal audio and other 660 657 (3) -0.5% 660 1,455 795 120.5%
Less revenue reserves (2,605) (5,561) (2,956) 113.5% (2,605) (13,056) (10,451) 401.2%
Total segment net
revenues $ 21,925 $ 31,900 $ 9,975 45.5% $ 21,925 $ 63,233 $ 41,308 188.4%

The Audio Entertainment Group is engaged in the design, manufacture, sales, marketing and support of audio
solutions and related technologies.  It offers computer and digital audio systems, digital radio frequency audio
systems, and portable audio products as well as headphones and microphones for personal digital media. Major
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product categories include portable audio, which is defined as all speakers whether AC or battery-powered that work
with portable digital players, such as iPod or MP3 players; powered audio, which is defined as self-powered speaker
systems used for computers and other multi-media application systems; and interactive audio (headsets) and personal
audio (headphones).  Currently, all the revenues in the Audio Entertainment Group are derived from Altec Lansing
products.

The increase in Audio Entertainment net revenues for the three and six months ended September 30, 2006, compared
to the same periods a year ago reflects the acquisition of Altec Lansing on August 18, 2005, resulting in only 45 days
of revenue in the comparative prior year periods. Net revenues for the three and six month periods ended September
30, 2006, also reflected increased price competition in the Portable category, particularly in the U.S. markets.
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For the three months ended September 30, 2006, Portable Audio and Powered Audio accounted for approximately
49% and 43.2%, respectively, of Audio Entertainment Group product revenues before revenue reserves (“product
revenues”), compared to 52.3% and 39.2%, respectively, for the second quarter of fiscal 2006.  The MP3 market
contributed heavily to sales of Altec Lansing speaker products in the Portable products category, which attach to MP3
players; however, there was intense competition for iPOD accessories in the U.S. market which resulted in an increase
in promotional allowances and credits which reduced net revenues. The MP3 market still represents a significant
opportunity for unit volume increases; however, this market is highly competitive and fast changing. For the six
months ended September 30, 2006, Portable Audio and Powered Audio accounted for approximately 53% and 40%,
respectively, of Audio Entertainment Group product revenues, compared to 52.3% and 39.2%, respectively, for the
same period one year ago.

For the three months ended September 30, 2006, international net revenues represented 49% of net revenues for the
Audio Entertainment Group, compared to 40% for the same period one year ago. For the six months ended September
30, 2006, international net revenues represented 45% of net revenues for the Audio Entertainment Group, compared to
40% for the same period one year ago.  

Because the Altec Lansing products are primarily consumer goods sold in the retail channel, sales are seasonal, with
the strongest sales typically occurring in the December quarter due to the holiday sales. The September quarter was
weaker than originally anticipated as Altec Lansing continued to lose some market share and the level of price
competition remained strong.

We anticipate that there will be some increase in net revenues for the December quarter however, intense competition
in the U.S. market for iPOD accessories which negatively impacted our September quarter results will continue into
the December quarter. We expect that we will continue to respond to the pricing pressures through promotional
allowances and credits, which will negatively impact net revenues.

Revenues may vary due to seasonality, timing of the introduction of new products, discounts and other incentives,
channel mix, and new competitors entering these markets.  Other trends which will also impact our Audio
Entertainment Group revenues include growth of the MP3 player market, and our ability to successfully attach to new
generations of MP3 players and to develop products which keep up with the rapidly-developing portable and personal
audio markets.

Consolidated

Three Months Ended Six Months Ended

($ in thousands)

September
30,

2005

September
30,

2006
Increase

(Decrease)

September
30,

2005

September
30,

2006
Increase

(Decrease)
Consolidated By
Geographic Region

United States $ 113,431 $ 122,782 $ 9,351 8.2% $ 210,116 $ 249,682 $ 39,566 18.8%

Europe, Middle East
and Africa 36,850 43,890 7,040 19.1% 72,672 85,828 13,156 18.1%
Asia Pacific and Latin
America 16,489 19,131 2,642 16.0% 28,338 38,173 9,835 34.7%
Canada and other
international 5,455 9,131 3,676 67.4% 10,008 16,320 6,312 63.1%
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Total international 58,794 72,152 13,358 22.7% 111,018 140,321 29,303 26.4%
Total consolidated net
revenues $ 172,225 $ 194,934 $ 22,709 13.2% $ 321,134 $ 390,003 $ 68,869 21.4%

In the three and six months ended September 30, 2006, compared to the same periods a year ago, the increase in the
consolidated net revenues is primarily attributable to growth in our Bluetooth and wireless Office and Contact Center
products and incremental net revenues of $10 million resulting from the acquisition of Altec Lansing on August 18,
2005. The increase was partially offset by a decrease in our corded product revenues and lower net revenues from our
gaming products. The wireless market, coupled with a trend toward the convergence of communications and
entertainment, continues to grow, with net revenues up in the three and six month periods of fiscal 2007 of
approximately 42% and 54%, respectively, compared to the same periods a year ago. In addition, our total net
revenues from wireless products for the three and six month periods of fiscal 2007 accounted for approximately 48%
and 49%, respectively, of our total Audio Communications Group net revenues compared to approximately 36% and
34%, respectively, a year ago.
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Consolidated net revenues from international sales, as a percentage of total net revenues were 37% and 36%,
respectively, for the three and six months ended September 30, 2006, compared to 34% and 35%, respectively, for the
same periods a year ago.

COST OF REVENUES AND GROSS PROFIT

Cost of revenues consists primarily of direct manufacturing and contract manufacturer costs, including material and
direct labor, our manufacturing organization, tooling, depreciation, warranty expense, reserves for excess and obsolete
inventory, freight expense, royalty payments and an allocation of overhead expenses, including facilities and IT costs.

Audio Communications Group

Three Months Ended
September 30, Increase

Six Months Ended
September 30, Increase

($ in thousands) 2005 2006 (Decrease) 2005 2006 (Decrease)

Audio
Communications
Group
Net revenues $ 150,300 $ 163,034 $ 12,734 8.5% $ 299,209 $ 326,770 $ 27,561 9.2%
Cost of revenues 81,859 91,528 9,669 11.8% 157,619 185,191 27,572 17.5%
Segment gross profit $ 68,441 $ 71,506 $ 3,065 4.5% $ 141,590 $ 141,579 $ (11) 0.0%
Segment gross profit
% 45.5% 43.9% (1.7) ppt. 47.3% 43.3% (4.0) ppt.

For the three and six months ended September 30, 2006, compared to the same periods a year ago, gross profit as a
percent of net revenues decreased 1.7 and 4.0 percentage points, respectively, primarily due to the following:

·a product mix shift toward consumer products, which have lower gross margins than many of our office products,
coupled with continued pricing pressure, especially on consumer Bluetooth headsets. However, compared to the year
ago periods, gross margins for Bluetooth products have improved.

·requirements for excess and obsolete inventory increased due to unanticipated shifts in demand, and the cost of our
warranty obligation was higher due in part to increases in sales and in part, to a mix shift toward consumer products
which have a higher rate of return under warranty.

·an increase in capacity in our production facilities in Suzhou, China and Tijuana, Mexico, in preparation for
anticipated future demand, especially for our Bluetooth products.  

·stock-based compensation charges for the three and six months ended September 30, 2006 of $0.7 million and $1.5
million, respectively.

These negative factors were partially offset by the favorable impact of better component pricing which we were able
to obtain through our expanded presence in China, better factory utilization at our plant in Tijuana, Mexico and
improvements in manufacturing yields.

Product mix has a significant impact on gross profit as there can be significant variances between our higher and our
lower margin products.  Therefore, small variations in product mix, which can be difficult to predict, can have a
significant impact on gross profit. We expect gross profit pressures from the factors mentioned above as well as from
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competitive pricing to continue for the near future. While we are focused on actions to improve our gross profit
through supply chain management, improvements in product launches, increasing the utilization of manufacturing
capacity, particularly in our new facility in China, and improving the effectiveness of our marketing programs, there
can be no assurance that these actions will be successful. 
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Audio Entertainment Group

Three Months
Ended

September 30, Increase
Six Months Ended

September 30, Increase
($ in thousands) 2005 2006 (Decrease) 2005 2006 (Decrease)

Audio
Entertainment
Group
Net revenues $ 21,925 $ 31,900 $ 9,975 45.5% $ 21,925 $ 63,233 $ 41,308 188.4%
Cost of revenues 16,364 26,020 9,656 59.0% 16,364 51,451 35,087 214.4%
Segment gross profit $ 5,561 $ 5,880 $ 319 5.7% $ 5,561 $ 11,782 $ 6,221 111.9%
Segment gross profit
% 25.4% 18.4% (6.9) ppt. 25.4% 18.6% (6.7) ppt.

For the three and six months ended September 30, 2006, compared to the same periods a year ago, gross profit
increased reflecting the acquisition of Altec Lansing on August 18, 2005, resulting in only 45 days of operations in the
comparative prior year periods. As a percentage of net revenues, gross profit decreased 6.9 and 6.7 percentage points,
respectively, primarily due to the following:

· Competitive pricing pressures which resulted in significant discounting and price protection programs. .

· Increased provisions for excess and obsolete inventory of $1.5 million and $2 million, respectively.

·A shift in product mix.  In the second quarter of fiscal 2007, we sold a higher proportion of Powered products than
in the same quarter of fiscal 2006.  Powered products carry lower gross margins than Portable products.

These decreases to gross profit in fiscal 2007 were partially offset by a charge of $2.3 million recorded in the second
quarter of fiscal 2006 related to the amortization of manufacturing profit capitalized to inventories acquired,
associated with the purchase of Altec Lansing.

Gross profit may vary depending on the product mix, competitive pricing pressures, amount of excess and obsolete
inventory charges, return rates, the amount of product sold for which royalties are required to be paid, the rate at
which royalties are calculated, and other factors.

Consolidated

Three Months Ended
September 30, Increase

Six Months Ended
September 30, Increase

($ in thousands) 2005 2006 (Decrease) 2005 2006 (Decrease)
Consolidated
Net revenues $ 172,225 $ 194,934 $ 22,709 13.2% $ 321,134 $ 390,003 $ 68,869 21.4%
Cost of revenues 98,223 117,548 19,325 19.7% 173,983 236,642 62,659 36.0%
Consolidated gross
profit $ 74,002 $ 77,386 $ 3,384 4.6% $ 147,151 $ 153,361 $ 6,210 4.2%
Consolidated gross
profit % 43.0% 39.7% (3.3) ppt. 45.8% 39.3% (6.5) ppt.
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For the three months ended September 30, 2006 the increase in consolidated gross profit was primarily attributable to
incremental gross profit from the Audio Communications Group as a result of higher sales. For the six months ended
September 30, 2006 the increase in consolidated gross profit is primarily the result of the inclusion of six months of
gross profit from the Audio Entertainment Group. As a percentage of revenues, gross profit decreased by 3.3 and 6.5
percentage points in the three and six month comparative periods, which is attributable to the following factors:

· product mix within both the Audio Communications Group and Audio Entertainment Group;

·segment mix, which is the ratio of the Audio Communication/Audio Entertainment Group’s gross profit compared to
consolidated gross profit. Altec Lansing’s gross profit as a percentage of revenues, including the impact of purchase
accounting, is lower than Plantronics’ core business gross profit as a percentage of revenues. Therefore, including
Altec Lansing’s results of operations subsequent to the purchase on August 18, 2005 has resulted in reduced gross
profit percentage on a consolidated basis; and

· the impact of stock-based compensation charges of $0.7 million and $1.5 million, respectively.

Our manufacturing facility in Suzhou, China began production in the fourth quarter fiscal 2006. As a result,
depreciation expense associated with the facility commenced in that quarter, which has caused and will continue to
cause, higher costs in the short run and will negatively affect our gross profits. Once our manufacturing facility in
Suzhou, China is running at full utilization, we expect that this facility, assuming other factors remain constant, will
reduce manufacturing costs and thus improve gross profit.

Gross profit margin may vary depending on the product mix, customer mix, channel mix, amount of excess and
obsolete inventory charges, changes in our warranty repair costs or return rates, royalty payments, competitive pricing
and discounts or customer incentives, and other factors.

RESEARCH, DEVELOPMENT AND ENGINEERING

Research, development and engineering costs are expensed as incurred and consist primarily of compensation costs,
outside services, including legal fees associated with protecting our intellectual property, expensed materials,
depreciation and an allocation of overhead expenses, including facilities, human resources, and information
technology costs.

Audio Communications Group

Three Months
Ended

September 30, Increase
Six Months Ended

September 30, Increase
($ in thousands) 2005 2006 (Decrease) 2005 2006 (Decrease)
Audio Communications
Group
Research, development
and engineering $ 14,171 $ 14,543 $ 372 2.6%$ 27,937 $ 30,560 $ 2,623 9.4%
% of total segment net
revenues 9.4% 8.9% (0.5) ppt. 9.3% 9.4% 0.0% ppt.

Research, development and engineering expense of the Audio Communications Group reflects our commitment to
developing new products for the markets we serve.
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For the three and six months ended September 30, 2006 compared to the same quarter a year ago, research,
development and engineering expenses were higher primarily due to the following:

· stock-based compensation charges of approximately $0.9 million and $1.9 million, respectively; and 

· incremental growth in our design centers in Mexico and China, at an incremental cost of $0.8 million and $1.5
million, respectively. The costs at these design centers are primarily associated with payroll and payroll-related costs
due to higher headcount.  Our strategy is to have project execution, build, and verification processes co-located with
the teams that are responsible for the manufacturing in order to improve execution, efficiency, and cost
effectiveness.  
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These increases were partially offset by decreased new product development spending on outside services, materials
and design verification tooling and lower compensation due to reduced headcount.
.
Audio Entertainment Group

Three Months
Ended

September 30, Increase
Six Months Ended

September 30, Increase
($ in thousands) 2005 2006 (Decrease) 2005 2006 (Decrease)
Audio Entertainment
Group
Research, development
and engineering $ 1,951 $ 2,262 $ 311 15.9% $ 1,951 $ 4,844 $ 2,893 148.3%
% of total segment net
revenues 8.9% 7.1% (1.8)   ppt. 8.9% 7.7% (1.2)   ppt.

For the three and six months ended September 30, 2006 compared to the same periods a year ago, the increase in
research, development and engineering expense primarily reflected the acquisition of Altec Lansing on August 18,
2005, resulting in only 45 days of operations in the prior year comparative periods. Research, development and
engineering also increased as a result of costs incurred for development of future product lines and to maintain current
technology. In the second quarter of fiscal 2007, the Audio Entertainment Group launched two new portable products:
the iM500, which is an ultra-thin portable speaker system designed specifically for the iPod nano in both form and
function and the M602, a stationary home dock for the iPod. AEG also introduced a new powered audio system, the
FX4021 designed to deliver deeper bass in half the usual space.

Consolidated

Three Months
Ended Six Months Ended

September 30, Increase September 30, Increase
($ in thousands) 2005 2006 (Decrease) 2005 2006 (Decrease)
Consolidated
Research, development
and engineering $ 16,122 $ 16,805 $ 683 4.2% $ 29,888 $ 35,404 $ 5,516 18.5%
% of total consolidated
net revenues 9.4% 8.6% (0.7)   ppt. 9.3% 9.2% (0.2)   ppt.

For the three and six months ended September 30, 2006 compared to the same periods a year ago, the increase in
research, development and engineering expenses was attributable to costs associated with our design centers in
Tijuana, Mexico and Suzhou, China, incremental expenses associated with the Audio Entertainment Group, and the
impact of the stock-based compensation charges.

We expect that our research, development and engineering expenses will increase in the remainder of fiscal 2007 in
the following areas:

·continued expenditure in the wireless office and wireless mobile markets, gaming products and the home and home
office markets;

· expansion of our industrial design center in Santa Cruz; and
· costs associated with technology developed through our Volume Logic business.
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SELLING, GENERAL AND ADMINISTRATIVE

Selling, general and administrative expense consists primarily of compensation costs, including commissions,
marketing costs, professional service fees, outside consultants, litigation costs, bad debt expense and allocation of
overhead expenses, including facilities, human resources and information technology costs.
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Audio Communications Group

Three Months
Ended

September 30, Increase
Six Months Ended

September 30, Increase
($ in thousands) 2005 2006 (Decrease) 2005 2006 (Decrease)
Audio Communications
Group
Selling, general and
administrative $ 33,884 $ 36,199 $ 2,315 6.8% $ 63,776 $ 72,076 $ 8,300 13.0%
% of total segment net
revenues 22.5% 22.2% (0.3) ppt. 21.3% 22.1% 0.8 ppt.

For the three and six months ended September 30, 2006 compared to the same quarter a year ago, selling, general and
administrative expenses increased due to the following:

· stock-based compensation charges of $2.2 million and $4.7 million, respectively;
· higher headcount in the marketing function;

·an increase in sales expenses attributable to a larger global sales presence and an increase in sales-related
compensation; and

·an increase in general and administrative expenses due to higher headcount, depreciation, and outside providers for
legal, accounting, and auditing services.

The increases in spending were partially offset by a decrease in marketing program and advertising expenses, because
we spent less on the fiscal 2007 wireless US office demand generation programs compared to the fiscal 2006 national
branding and advertising campaign. 

Audio Entertainment Group

Three Months
Ended

September 30, Increase
Six Months Ended

September 30, Increase
($ in thousands) 2005 2006 (Decrease) 2005 2006 (Decrease)
Audio Entertainment
Group
Selling, general and
administrative $ 3,939 $ 8,359 $ 4,420 112.2% $ 3,939 $ 17,372 $ 13,433 341.0%
% of total segment net
revenues 18.0% 26.2% 8.2    ppt. 18.0% 27.5% 9.5    ppt.

For the three and six months ended September 30, 2006 compared to the same periods a year ago, the increase in
selling, general and administrative expenses primarily reflected the acquisition of Altec Lansing on August 18, 2005
resulting in only 45 days of operations in the prior year comparative periods. Selling, general and administrative
expenses also increased due to the following:

· costs associated with the integration of Altec Lansing into Plantronics core business system;

· significant expenses for trade shows during fiscal 2007; and

Edgar Filing: PLANTRONICS INC /CA/ - Form 10-Q

61



· stock-based compensation charges.

36

Edgar Filing: PLANTRONICS INC /CA/ - Form 10-Q

62



Table of Contents

Consolidated

Three Months
Ended Six Months Ended

September 30, Increase September 30, Increase
($ in thousands) 2005 2006 (Decrease) 2005 2006 (Decrease)
Consolidated
Selling, general and
administrative $ 37,823 $ 44,558 $ 6,735 17.8% $ 67,715 $ 89,447 $ 21,732 32.1%
% of total consolidated
net revenues 22.0% 22.9% 0.9 ppt. 21.1% 22.9% 1.8 ppt.

For the three and six months ended September 30, 2006 compared to the same periods a year ago, the increase in
consolidated selling, general and administrative expenses can be attributed to the following:

· incremental costs associated with the acquisition of Altec Lansing of $4.4 million and $13.4 million, respectively;
· stock-based compensation charges of $2.4 million and $4.9 million, respectively; and

· higher compensation-related charges and costs associated with a larger global sales presence.

We anticipate our consolidated selling, general and administrative expenses will continue to increase for the
remainder of fiscal 2007. Due to the softening in demand growth, we are controlling discretionary spending and will
be monitoring the amounts spent on the office demand generation campaign based upon current and forecasted results
of operations.

GAIN ON SALE OF LAND

During the first quarter of fiscal 2007, we sold a parcel of land in Frederick, Maryland, for net proceeds of $2.7
million and recorded a gain of $2.6 million from the sale of this property.

TOTAL OPERATING EXPENSES AND OPERATING INCOME

Audio Communications Group

Three Months
Ended

September 30, Increase
Six Months Ended

September 30, Increase
($ in thousands) 2005 2006 (Decrease) 2005 2006 (Decrease)
Audio Communications
Group
Operating expense $ 48,055 $ 50,742 $ 2,687 5.6% $ 91,713 $ 99,999 $ 8,286 9.0%
% of total segment net
revenues 32.0% 31.1% (0.8) ppt. 30.7% 30.6% (0.0)    ppt.

Operating income $ 20,386 $ 20,764 $ 378 1.9% $ 49,877 $ 41,580 $ (8,297) -16.6%
% of total segment net
revenues 13.6% 12.7% (0.8) ppt. 16.7% 12.7% (4.0)    ppt.

For the three months ended September 30, 2006, compared to the same period one year ago, operating income
increased slightly in dollar terms, but decreased as a percentage of segment revenues. The decrease in operating
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income as a percentage of revenue reflected the reduced gross profit percentage and higher operating expenses,
primarily the result of stock-based compensation charges of $3.7 million recognized in the second quarter of fiscal
2007.

For the six months ended September 30, 2006, compared to the same period one year ago, the decrease in operating
income in both dollar and percentage terms reflected reduced gross profits and higher operating expenses, particularly
in the first quarter of fiscal 2007. The higher costs in fiscal 2007 also reflected stock-based compensation charges of
$8.0 million in the first half of fiscal 2007, partially offset by a $2.6 million pre-tax gain in the first quarter of fiscal
2007 due to a sale of land in Maryland.
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We believe that our operating margins will be impacted by the recent trends in our business and industry, including a
downward trend on revenues derived from professional grade corded headsets, the rapid growth of the Bluetooth
consumer market with continued intense price competition and other factors such as generally shorter product life
cycles.

Audio Entertainment Group

Three Months
Ended

September 30, Increase
Six Months Ended

September 30, Increase
($ in thousands) 2005 2006 (Decrease) 2005 2006 (Decrease)
Audio Entertainment
Group
Operating expense $ 5,890 $ 10,621 $ 4,731 80.3% $ 5,890 $ 22,216 $ 16,326 277.2%
% of total segment net
revenues 26.9% 33.3% 6.4 ppt. 26.9% 35.1% 8.3 ppt.

Operating loss $ (329) $ (4,741) $ (4,412) 1341.0% $ (329) $ (10,434) $ (10,105) 3071.4%
% of total segment net
revenues -1.5% -14.9% (13.4) ppt. -1.5% -16.5% (15.0) ppt.

In the three and six months ended September 30, 2006, the operating losses reflected reduced gross profit percentages
compared to the prior year and higher operating expenses both in dollar terms and as a percentage of revenues. Results
for fiscal 2006 include the period following the acquisition on August 18, 2005. The current year periods include $1.9
million of quarterly non-cash charges related to the amortization of acquired intangibles.. These charges include $1.0
million in cost of revenues relating to the amortization of acquired technology assets and $0.9 million recorded under
selling, general and administrative expense representing primarily the amortization of acquired intangibles, excluding
technology assets. These non-cash purchase accounting charges will continue for the next 7 to 9 years.

Consolidated

Three Months
Ended

September 30, Increase
Six Months Ended

September 30, Increase
($ in thousands) 2005 2006 (Decrease) 2005 2006 (Decrease)
Consolidated
Operating expense $ 53,945 $ 61,363 $ 7,418 13.8% $ 97,603 $ 122,214 $ 24,611 25.2%
% of total
consolidated net
revenues 31.3% 31.5% 0.2 ppt. 30.4% 31.4% 1.0 ppt.

Operating income $ 20,057 $ 16,023 $ (4,034) -20.1% $ 49,548 $ 31,147 $ (18,401) -37.1%
% of total
consolidated net
revenues 11.6% 8.2% (3.4) ppt. 15.4% 8.0% (7.5) ppt.

In the three and six months ended September 30, 2006, compared to the same periods a year ago, our operating
income decreased primarily due to lower gross profit percentages, the impact of stock compensation charges, and the
operating loss associated with the acquired Audio Entertainment business.
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We believe that our operating margins will be impacted by product mix shifts, stock-based compensation, and the
acquisition of Altec Lansing, including non-cash charges associated with purchase accounting, product life cycles, and
seasonality.
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INTEREST AND OTHER INCOME (EXPENSE), NET

Consolidated

Three Months
Ended

September 30, Increase
Six Months Ended

September 30, Increase
($ in thousands) 2005 2006 (Decrease) 2005 2006 (Decrease)
Interest and other income
(expense), net $ 1,031 $ 267 $ (764) -74.1%$ 1,263 $ 1,252 $ (11) -0.9%
% of total net revenues 0.6% 0.1% (0.5) ppt. 0.4% 0.3% (0.1) ppt.

For the three months ended September 30, 2006 compared to the same period one year ago, the decrease in interest
and other income primarily reflected a reduction in net interest income of $0.5 million as a result of lower cash and
short-term investment balances and lower net foreign exchange gains. For the six months ended September 30, 2006,
interest and other income was relatively flat, reflecting a reduction in net interest income of $1.7 million offset by net
foreign exchange gains of $0.8 million in the current period, compared to a $1.0 million loss one year ago.

INCOME TAX EXPENSE

Consolidated

Three Months Ended
September 30, Increase

Six Months Ended
September 30, Increase

($ in thousands) 2005 2006 (Decrease) 2005 2006 (Decrease)
Income before
income taxes $ 21,088 $ 16,290 $ (4,798) -22.8% $ 50,811 $ 32,399 $ (18,412) -36.2%
Income tax expense 7,381 3,765 (3,616) -49.0% 15,406 7,583 (7,823) -50.8%
Net income $ 13,707 $ 12,525 $ (1,182) -8.6% $ 35,405 $ 24,816 $ (10,589) -29.9%
Effective tax rate 35.0% 23.1% (11.9) ppt. 30.3% 23.4% (6.9) ppt.

For the three and six months ended September 30, 2006, compared to the same periods a year ago, income tax expense
declined as a result of lower U.S. net income which is taxed at higher rates than our foreign net income. The decline in
U.S. income is primarily due to the losses of the Audio Entertainment Group. Stock-based compensation expense is
also proportionately higher in the U.S. than overseas locations.

Overall, the rate decreased from 35.0% in the second quarter of fiscal 2006 to 23.1% in the second quarter of fiscal
2007 and from 30.3% for the six months ended September 30, 2006 to 23.4% for the six months ended September 30,
2006. Currently we are not able to forecast the tax rate for the full fiscal year for both the AEG and the ACG groups
due to many factors including stock-based compensation, the product mix, rapidly changing market conditions and
AEG being a new business for us in the volatile retail sector. Accordingly, the tax expense reflected for each quarterly
period has been computed on a discrete basis instead of using an annual effective tax rate. We also have significant
operations in multiple tax jurisdictions, currently, some of these operations are taxed at rates substantially lower than
U.S. tax rates. If our income in these lower tax jurisdictions no longer qualified for these lower tax rates or if the
applicable tax laws were rescinded or changed, our tax rate would be materially affected. The tax rate will also be
impacted by whether or not the federal research and development tax credit is reinstated in the current fiscal year.

39

Edgar Filing: PLANTRONICS INC /CA/ - Form 10-Q

67



Table of Contents

FINANCIAL CONDITION:

The table below provides selected condensed consolidated cash flow information for the periods presented:

Six Months Ended
September 30,

($ in thousands) 2005 2006
Cash provided by operating activities $ 38,040 $ 15,507

Cash used for capital expenditures (22,306) (15,679)
Cash used for acquisitions (164,967) -
Cash provided by (used for) other investing activities 134,324 (1,036)
Cash used for investing activities (52,949) (16,715)

Cash used for financing activities $ (2,110) $ (17,338)

Cash Flows From Operating Activities

Cash flows from operating activities are the principal source of cash for us.

In the six months ended September 30, 2006, compared to the same period a year ago, operating cash flow decreased
by $22.5 million. The major decreases include the following:

· increases in net inventory balances of $33.5 million, primarily related to raw material purchases for our
newly-introduced Bluetooth and wireless office products. Inventory increased due to anticipated future demand
which did not materialize and due to a conscious decision to increase safety stock. Average annual inventory turns
decreased from 4.0 in the second quarter of fiscal 2006 to 3.4 in the second quarter of fiscal 2007; and

·net income of $24.8 million for the six months ended September 30, 2006 compared to $35.4 million for the same
period last year.

These decreases to operating cash flow were partially offset by the following:

· an $8.4 million non-cash stock-based compensation charge was recorded under the provisions of SFAS 123(R);

·an increase of $4.2 million in accrued liabilities as a result of an increase in accruals for employee benefits,
increased audit and accounting fees, and increased accruals related to foreign exchange hedging activities; and

·an increase in non-cash charges for depreciation and amortization, which increased to $14.4 million in the six
months ended September 30, 2006 compared to $9.3 million in the same period last year. As a result of the
acquisition of Altec Lansing in August 2005, we acquired additional property, plant and equipment resulting in more
depreciation, and we acquired significant intangible assets resulting in more amortization. Finally, we placed
additional fixed assets into production in our new manufacturing plant in Suzhou, China and in our new research and
development center in Tijuana, Mexico, and completed certain building improvements in our Santa Cruz, California
headquarters facility.

We expect that cash provided by operating activities may fluctuate in future periods as a result of a number of factors
including fluctuations in our net revenues and operating results, collection of accounts receivable, changes to
inventory levels and timing of payments
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Cash Flows From Investing Activities

In the six months ended September 30, 2006, we used $16.7 million in cash for investing activities compared to $52.9
million of cash used in the same period a year ago.

Cash used in investing activities in the six months ended September 30, 2006 was primarily attributable to $15.7
million in capital expenditures including building improvements at our corporate headquarters, expansion of a
warehouse facility in Milford, Pennsylvania, and the purchase of machinery and equipment, tooling, computers, and
software. We also made net purchases of $1.0 million of short-term investments. During the first quarter of fiscal year
2007 we received $2.7 million in net proceeds from the sale of land in Frederick, Maryland; these proceeds are
classified as restricted cash as they are held in an escrow account in order to potentially fund other property
acquisitions through a tax-deferred Internal Revenue Code Section 1031 exchange.

Cash used in investing activities in the six months ended September 30, 2005 reflected the payment of $165 million to
purchase Altec Lansing and $22.3 million in capital expenditures, partially offset by net maturities of short-term
investments of $134 million.

We anticipate purchasing more short-term investments as interest rates continue to rise in order to obtain more
favorable yields. As our business grows, we may need additional facilities and capital expenditures to support our
growth. We plan to finish the building improvements at our Santa Cruz headquarters in calendar year 2007. We will
continue to evaluate new business opportunities and new markets. If we pursue new opportunities or markets in areas
in which we do not have existing facilities, we may need additional expenditures to support future expansion.

Cash Flows From Financing Activities

In the six months ended September 30, 2006, cash flows used for financing activities were approximately $17.3
million compared to $2.1 million used in the same period a year ago.

Cash used for financing activities for the six months ended September 30, 2006 included the repurchase of 175,000
shares of our common stock for $4.0 million. As of September 30, 2006, no shares remained authorized for
repurchase. We also paid cash dividends totaling $4.8 million and made aggregate payments of $12.0 million to
reduce the balance owed on our line of credit. Sources of cash included proceeds of $0.8 million from the exercise of
employee stock options and $2.4 million from the re-issuance of treasury stock under our employee stock purchase
plan.

Cash used for financing activities for the six months ended September 30, 2005 included the repurchase of 1.4 million
shares of our common stock for $47.3 million and the payment of cash dividends of $4.7 million. These cash outflows
were partially offset by net proceeds of $41 million from our line of credit, proceeds of $6.7 million from the exercise
of employee stock options and proceeds of $2.1 million from the re-issuance of treasury stock under our employee
stock purchase plan.

On October 24, 2006 we announced that our Board of Directors had declared a cash dividend of $0.05 per share of our
common stock, payable on December 11, 2006 to stockholders of record on November 10, 2006.  The plan approved
by the Board anticipates a total annualized dividend of $0.20 per common share. The actual declaration of future
dividends, and the establishment of record and payment dates, is subject to final determination by the Audit
Committee of the Board of Directors of Plantronics each quarter after its review of our financial condition and
financial performance.

Liquidity and Capital Resources
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Our primary discretionary cash requirements historically have been for capital expenditures, including tooling for new
products and leasehold improvements for facilities expansion. In fiscal 2006, we undertook several large projects
which included construction of our new manufacturing and design facility in Suzhou, China which has now been
substantially completed and is presently in operation. We spent $1.1 million on capital expenditures for Suzhou, China
in the six months ended September 30, 2006, compared to $10 million in the same period a year ago. We also began
construction of the new industrial design wing at the Santa Cruz headquarters building in fiscal 2006 and spent $0.6
million on capital expenditures for this project in each of the six month periods ended September 30, 2006 and 2005.
We have also made $1.4 million of capital expenditures to improve our manufacturing facility in Tijuana, Mexico in
the six month period ended September 30, 2006, compared to $1.9 million in the same period a year ago.
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For the remainder of fiscal 2007, we expect to spend approximately $11 million on capital expenditures, which
includes the expansion and improvement of our facilities at our Santa Cruz headquarters and industrial design center.

At September 30, 2006, we had working capital of $223.6 million, including $60.1 million of cash, cash equivalents
and short-term investments, (excluding restricted cash of $2.7 million), compared with working capital of $201.4
million, including $76.7 million of cash, cash equivalents and short-term investments at March 31, 2006.

We have a $100 million revolving line of credit and a letter of credit sub-facility. Borrowings under the line of credit
are unsecured and bear interest at the London inter-bank offered rate (“LIBOR”) plus 0.75%. The line of credit expires
on August 1, 2010. In the six months ended September 30, 2006, we made aggregate principal payments of $12.0
million against the outstanding balance. At September 30, 2006 our borrowings were $10.0 million under the credit
facility and our commitments under a letter of credit sub-facility were $1.2 million. The amounts outstanding under
the letter of credit sub-facility are principally associated with purchases of inventory. The terms of the credit facility
contain covenants that materially limit our ability to incur additional debt and pay dividends, among other matters. It
also requires us to maintain, in addition to a minimum annual net income, a maximum leverage ratio and a minimum
quick ratio. These covenants may adversely affect us to the extent we cannot comply with them. We are currently in
compliance with the covenants under our amended Credit Agreement. We anticipate paying off the remaining balance
on the credit facility by the end of the third quarter of fiscal 2007.

We enter into foreign currency forward-exchange contracts, which typically mature in one month, to hedge the
exposure to foreign currency fluctuations of foreign currency-denominated receivables, payables, and cash balances.
We record on the balance sheet at each reporting period the fair value of our forward-exchange contracts and record
any fair value adjustments in results of operations. Gains and losses associated with currency rate changes on
contracts are recorded as other income (expense), offsetting transaction gains and losses on the related assets and
liabilities.

We also have a hedging program to hedge a portion of forecasted revenues denominated in the Euro and Great British
Pound with put and call option contracts used as collars. At each reporting period, we record the net fair value of our
unrealized option contracts on the balance sheet with related unrealized gains and losses as a component of
accumulated other comprehensive income, a separate element of stockholders’ equity. Gains and losses associated with
realized option contracts are recorded within revenue.

Our liquidity, capital resources, and results of operations in any period could be affected by the exercise of
outstanding stock options, sale of restricted stock to employees, and the issuance of common stock under our
employee stock purchase plan. Further, the resulting increase in the number of outstanding shares could affect our per
share earnings. However, we cannot predict the timing or amount of proceeds from the sale or exercise of these
securities, or whether they will be exercised at all.

We believe that our current cash, cash equivalents and cash provided by operations, and our line of credit will be
sufficient to fund operations for at least the next twelve months. However, any projections of future financial needs
and sources of working capital are subject to uncertainty. See “Certain Forward-Looking Information” and “Risk Factors”
in this Quarterly Report on Form 10-Q for factors that could affect our estimates for future financial needs and sources
of working capital.

OFF BALANCE SHEET ARRANGEMENTS

We have not entered into any transactions with unconsolidated entities whereby we have financial guarantees,
subordinated retained interests, derivative instruments or other contingent arrangements that expose us to material
continuing risks, contingent liabilities, or any other obligation under a variable interest in an unconsolidated entity that
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CONTRACTUAL OBLIGATIONS

The following table summarizes the contractual obligations as of September 30, 2006, and the effect that such
obligations are expected to have on our liquidity and cash flows in future periods.

Payments Due by Period

($ in thousands) Total

Remainder
of

Fiscal 2007
Fiscal
2008

Fiscal
2009

Fiscal
2010

Fiscal
2011 Thereafter

Operating leases $ 14,246 $ 2,783 $ 3,772 $ 3,083 $ 1,756 $ 744 $ 2,108
Unconditional purchase
obligations 69,932 69,932
Total contractual cash
obligations $ 84,178 $ 72,715 $ 3,772 $ 3,083 $ 1,756 $ 744 $ 2,108

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

For a complete description of what we believe to be the critical accounting policies that affect our more significant
judgments and estimates used in the preparation of our condensed consolidated financial statements, refer to our
Annual Report on Form 10-K for the fiscal year ended April 1, 2006. We added the following critical accounting
policy during the first quarter of fiscal 2007.

Stock-based Compensation Expense

During the first quarter of fiscal 2007, we adopted the provisions of, and now account for stock-based compensation
in accordance with, Financial Accounting Standards Board’s (“FASB”) Statement of Financial Accounting Standards No.
123—revised 2004 (“SFAS 123(R)”), “Share-Based Payment” which replaced Statement of Financial Accounting Standards
No. 123 (“SFAS 123”), “Accounting for Stock-Based Compensation” and supersedes APB Opinion No. 25 (“APB 25”),
“Accounting for Stock Issued to Employees.” Under the fair value recognition provisions of this statement, our
stock-based compensation cost is measured at the grant date based on the fair value of the award and is recognized as
expense on a straight-line basis over the requisite service period, which is the vesting period. We elected the
modified-prospective adoption method, under which prior periods are not restated for comparative purposes. The
valuation provisions of SFAS 123(R) apply to new grants, to unvested grants that were outstanding as of the effective
date and to all outstanding awards subsequently modified. Estimated compensation for grants that were outstanding as
of the effective date will be recognized over the remaining service period using the compensation cost previously
estimated for the SFAS 123 pro forma disclosures. We make regular assessments of the adequacy of our tax credit
pool to determine if there are any deficiencies which require recognition in our condensed consolidated statements of
operations.

We calculate the fair value of restricted stock based on the fair market value of our stock on the date of grant. We
calculate the fair value of stock options and employee stock purchase plan shares using the Black-Scholes option
pricing model. The determination of the fair value of stock-based payment awards using an option-pricing model is
affected by our stock price as well as assumptions regarding a number of complex and subjective variables. These
variables include our expected stock price volatility over the term of the awards, actual and projected employee stock
option exercise behaviors, risk-free interest rate and expected dividends.

We estimate the volatility of our common stock based on an equally weighted average of historical and implied
volatility. Implied volatility is based on the volatility of our publicly traded options on our common stock. We
determined that a blend of historical and implied volatility is more reflective of market conditions and a better
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indicator of expected volatility than using purely historical volatility, which we had used for our pro forma disclosures
under SFAS 123 prior to fiscal 2007. We estimate the expected life of options granted based on historical experience
of similar awards, giving consideration to the contractual terms of the stock-based awards, vesting schedules and
expectations of future employee behavior. We base the risk-free interest rate on the U.S. Treasury yield curve in effect
at the time of grant for periods corresponding with the expected life of the option. We base the dividend yield
assumption on our current dividend and the market price of our common stock at the date of grant. SFAS 123(R)
requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual
forfeitures differ from those estimates. Forfeitures were estimated based on the Company’s historical experience.
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The guidance in SFAS 123(R) and SAB 107 is relatively new. The application of these principles may be subject to
further interpretation and refinement over time. There are significant differences among valuation models, and there is
a possibility that we will adopt different valuation models in the future. This may result in a lack of consistency in
future periods and could materially affect the fair value estimate of stock-based payments. It may also result in a lack
of comparability with other companies that use different models, methods and assumptions.

The adoption of SFAS 123(R) had a material impact on our condensed consolidated financial position and results of
operations. See Note 3, “Stock-Based Compensation”, for further information regarding our stock-based compensation
assumptions and expenses, including pro forma disclosures for prior periods as if we had recorded stock-based
compensation expense.

Recent Accounting Pronouncements

In July 2006, the FASB issued FASB Interpretation No. 48 (“FIN 48”), “Accounting for Uncertainty in Income Taxes”,
which clarifies the accounting for uncertainty in tax positions. This Interpretation prescribes a recognition threshold
and measurement process for recording in the financial statements uncertain tax positions taken or expected to be
taken in a tax return. Additionally, FIN 48 provides guidance on the derecognition, classification, accounting in
interim periods and disclosure requirements for uncertain tax positions. The provisions of FIN 48 are effective as of
the beginning of our 2008 fiscal year. We are currently evaluating the impact of adopting the provisions of FIN 48 on
our financial statements.     

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157 (“SFAS 157”), “Fair Value
Measurements”, which defines fair value, establishes guidelines for measuring fair value and expands disclosures
regarding fair value measurements. SFAS 157 does not require any new fair value measurements but rather eliminates
inconsistencies in guidance found in various prior accounting pronouncements. SFAS 157 is effective for fiscal years
beginning after November 15, 2007. Earlier adoption is permitted, provided the company has not yet issued financial
statements, including for interim periods, for that fiscal year. We are currently evaluating the impact of adopting the
provisions of SFAS 157 on our financial statements. 

In September 2006, the Staff of the SEC issued Staff Accounting Bulletin No. 108 (“SAB 108”), “Considering the Effects
of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements.” SAB 108
provides guidance on the consideration of the effects of prior year misstatements in quantifying current year
misstatements for the purpose of determining whether the current year’s financial statements are materially misstated.
SAB 108 is effective for fiscal years ending after November 15, 2006. The adoption of SAB 108 is not expected to
have an impact on our consolidated financial position, results of operations or cash flows.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

The following discusses our exposure to market risk related to changes in interest rates and foreign currency exchange
rates. This discussion contains forward-looking statements that are subject to risks and uncertainties. Actual results
could vary materially as a result of a number of factors including those set forth in "Risk Factors Affecting Future
Operating Results."

INTEREST RATE RISK

At September 30, 2006, we had cash and cash equivalents totaling $51.0 million (excluding restricted cash of $2.7
million) compared to $68.7 million at March 31, 2006. We had short-term investments of $9.1 million at September
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30, 2006 compared to $8.0 million at March 31, 2006.

We have applied modeling techniques to measure the hypothetical changes in fair values in our short-term
investments, excluding cash and cash equivalents, held at September 30, 2006 that are sensitive to changes in interest
rates. Based upon our analysis, the fair values did not change materially as our investments are of short duration and
the amount held at September 30, 2006 was not significant enough to result in a material change in fair value.
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As of October 28, 2006, we had borrowed $6.0 million under the revolving credit facility and $1.5 million committed
under the letter of credit sub-facility. If we choose to borrow additional amounts under this facility in the future and
market interest rates rise, then our interest payments would increase accordingly.

Our line of credit has a fixed borrowing rate of the then LIBOR plus 0.75%, which resulted in a weighted average rate
of approximately 5.72%. This rate is fixed through to the end of the third quarter of fiscal 2007 by which date we
expect to repay the entire outstanding amount. As a result, the underlying exposure of our line of credit is not sensitive
to changes in market rates.

FOREIGN CURRENCY EXCHANGE RATE RISK

We are engaged in a hedging strategy to diminish, and make more predictable, the effect of currency fluctuations. We
hedge our economic exposure by hedging a portion of forecasted Euro and Great British Pound denominated sales,
and Euro and Great British Pound accounts receivable and accounts payable. However, we can provide no assurance
that exchange rate fluctuations will not materially adversely affect our business in the future.

Fair Value Hedges

We hedge both our Euro and Great British Pound accounts receivable and accounts payable by entering into foreign
exchange forward contracts. The following table provides information about our financial instruments that are
sensitive to foreign currency exchange rates, including foreign currency forward-exchange contracts. At September
30, 2006, we had no Great British Pound forward contracts outstanding as our exposure was not significant. The table
below presents the impact of a hypothetical 10% appreciation and a 10% depreciation of the U.S. dollar against the
forward currency contracts.

September 30, 2006
(in millions)

Currency - forward contracts

USD Value
of Net FX
Contracts

FX
Gain (Loss)
From 10%

Appreciation
of USD

FX
Gain (Loss)
From 10%

Depreciation
of USD

Euro $ 21.6 $ (2.2) $ 2.2

Net position $ 21.6 $ (2.2) $ 2.2

Cash Flow Hedges

In the six months ended September 30, 2006, approximately 36% of revenue was derived from sales outside of the
United States, which were predominantly denominated in the Euro and the Great British Pound.

As of September 30, 2006, we had foreign currency call option contracts of approximately €53.2 million and £16.9
million denominated in Euros and Great British Pounds, respectively. As of September 30, 2006, we also had foreign
currency put option contracts of approximately €53.2 million and £16.9 million denominated in Euros and Great British
Pounds, respectively. Collectively, our option contracts hedge against a portion of our forecasted foreign denominated
sales. If these option contracts are subjected to either a 10% appreciation or 10% depreciation versus the U.S. dollar,
we could incur a gain of $9.1 million or a loss of $10.0 million, respectively.
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depreciation of the U.S. dollar against the indicated option contract type for cash flow hedges:

45

Edgar Filing: PLANTRONICS INC /CA/ - Form 10-Q

79



Table of Contents

September 30, 2006
(in millions)

Currency - option contracts

USD Value
of Net FX
Contracts

FX
Gain (Loss)
From 10%

Appreciation
of USD

FX
Gain (Loss)
From 10%

Depreciation
of USD

Call options $ (100.8) $ 2.9 $ (8.1)
Put options 95.2 6.2 (1.9)

Net position $ (5.6) $ 9.1 $ (10.0)

Item 4. Controls And Procedures.

(a) Evaluation of disclosure controls and procedures.

We maintain a set of disclosure controls and procedures that are designed to ensure that information relating to
Plantronics, Inc. required to be disclosed in periodic filings under Securities Exchange Act of 1934, or Exchange Act,
is accumulated and communicated to our management, including our principal executive and principal financial
officers, as appropriate to allow timely decisions regarding required disclosure, and that such information is recorded,
processed, summarized and reported within the time periods specified in Securities and Exchange Commissions rules
and forms.

In connection with the filing of Form 10-Q for the quarter ended September 30, 2006, our management, including the
Chief Executive Officer and Chief Financial Officer, conducted an evaluation of the effectiveness of our disclosure
controls and procedures. Based on this evaluation, our Chief Executive Officer and Chief Financial Officer concluded
that our disclosure controls and procedures were effective as of September 30, 2006.

(b) Changes in internal control over financial reporting

On August 18, 2005, we acquired Altec Lansing Technologies, Inc.  Our management has not yet completed an
evaluation of the effectiveness of internal control over financial reporting based on the framework in Internal
Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
for this recently acquired subsidiary.  We intend to disclose all material changes resulting from this acquisition within
or prior to the time of our first annual assessment of internal control over financial reporting that is required to include
this entity.  Other than changes from this acquisition, there were no changes in our internal control over financial
reporting that occurred during the period covered by this Quarterly Report on Form 10-Q that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II. -- OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS.

We are presently engaged in various legal actions arising in the normal course of our business. We believe that it is
unlikely that any of these actions will have a material adverse impact on our operating results. However, because of
the inherent uncertainties of litigation, the outcome of any of these actions could be unfavorable and could have a
material adverse effect on our financial condition, results of operations or cash flows.

Three class action lawsuits were recently filed against Plantronics alleging that our Bluetooth headsets may cause
noise-induced hearing loss. Lori Raines, et al. vs. Plantronics, Inc. was filed on October 20, 2006 in the United States
District Court, Central District of California. Kyle Edwards, et al vs. Plantronics, Inc. was filed on October 17, 2006
in the United States District Court, Middle District of Florida. Bruce Schiller, et al vs. Plantronics, Inc. was filed on
October 10, 2006 in the Superior Court of the State of California in and for the County of Los Angeles. None of the
complaints allege actual personal injury to any individual. All three complaints seek various remedies, including
injunctive relief requiring Plantronics to include certain additional warnings with its Bluetooth headsets and to
redesign the headsets to limit the volume produced, or, alternatively, to provide the user with the ability to determine
the level of sound emitted from the headset. Plaintiffs also seek unspecified general, special, and punitive damages, as
well as restitution. We do not believe that the allegations in these lawsuits have any merit, and Plantronics will
aggressively defend itself in these cases.

ITEM 1A. RISK FACTORS.

Investors or potential investors in our stock should carefully consider the risks described below. Our stock price will
reflect the performance of our business relative to, among other things, our competition, expectations of securities
analysts or investors, and general economic market conditions and industry conditions. One should carefully consider
the following factors in connection with any investment in our stock. Our business, financial condition and results of
operations could be materially adversely affected if any of the following risks occur. Should any or all of the
following risks materialize, the trading price of our stock could decline, and investors could lose all or part of their
investment.

Our operating results are difficult to predict and fluctuations may cause volatility in the trading price of our
common stock.

Given the nature of the markets in which we compete, our revenues and profitability are difficult to predict for many
reasons, including the following:

·Our operating results are highly dependent on the volume and timing of orders received during the quarter, which
are difficult to forecast. Customers generally order on an as-needed basis, and we typically do not obtain firm,
long-term purchase commitments from our customers. As a result, our revenues in any quarter depend primarily on
orders booked and shipped in that quarter;

·We must incur a large portion of our costs in advance of sales orders because we must plan research and production,
order components and enter into development, sales and marketing, and other operating commitments prior to
obtaining firm commitments from our customers. In the event we acquire too much inventory for certain products
the risk of future inventory write-downs increases. In the event we have inadequate inventory to meet the demand
for particular products we may miss significant revenue opportunities or may incur significant expenses such as air
freight, expediting shipments, and other negative variances in our manufacturing processes as we attempt to make up
for the shortfall. The foregoing difficulties are exacerbated in periods such as the present when a significant portion

Edgar Filing: PLANTRONICS INC /CA/ - Form 10-Q

81



of our revenue is derived from new products and the difficulties of forecasting appropriate volumes of production
are even more tenuous;
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·Our Audio Communications Group profitability depends, in part, on the mix of our Business-to-Business (“B2B”) and
Business-to-Consumer (“B2C”) as well as our product mix. Our prices and gross margins are generally lower for sales
to B2C customers compared to sales to our B2B customers. Our prices and gross margins can vary significantly by
product line as well as within product lines. The size and timing of opportunities in this market are difficult to
predict;

·A significant portion of our annual retail sales for our Audio Entertainment Group generally occur in the third fiscal
quarter, thereby increasing the difficulty of predicting revenues and profitability from quarter to quarter and in
managing inventory levels;

·Fluctuations in currency exchange rates impact our revenues and profitability because we report our financial
statements in U.S. dollars, whereas a significant portion of our sales to customers are transacted in other currencies,
particularly the Euro. Furthermore, fluctuations in foreign currencies impact our global pricing strategy resulting in
our lowering or raising selling prices in a currency in order to avoid disparity with U.S. dollar prices and to respond
to currency-driven competitive pricing actions; and

·Because we have significant manufacturing operations in Mexico and China, fluctuations in currency exchange rates
in those two countries can impact our gross profit and profitability.

Fluctuations in our operating results may cause volatility in the trading price of our common stock. For example, in
the second and fourth quarters of fiscal year 2006 and the first quarter of fiscal year 2007, our operating results either
did not meet our targets or the market’s expectations, which had a significant adverse effect on the trading price of our
common stock.

If we do not match production to demand, we may lose business or our gross margins could be materially adversely
affected.

Our industry is characterized by rapid technological change, frequent new product introductions, short-term customer
commitments and rapid changes in demand. We determine production levels based on our forecasts of demand for our
products. Actual demand for our products depends on many factors, which make it difficult to forecast. We have
experienced differences between our actual and our forecasted demand in the past and expect differences to arise in
the future. Significant unanticipated fluctuations in demand and the global trend towards consignment of products
could cause the following operating problems, among others:

·If forecasted demand does not develop, we could have excess inventory and excess capacity. Over-forecast of
demand could result in higher inventories of finished products, components and subassemblies. In addition, because
our retail customers have pronounced seasonality, we must build inventory well in advance of the December quarter
in order to stock up for the anticipated future demand. If we were unable to sell these inventories, we would have to
write off some or all of our inventories of excess products and unusable components and subassemblies. Excess
manufacturing capacity could lead to higher production costs and lower margins.

·If demand increases beyond that forecasted, we would have to rapidly increase production. We currently depend on
suppliers to provide additional volumes of components and sub-assemblies, and we are experiencing greater
dependence on single source suppliers. Therefore, we might not be able to increase production rapidly enough to
meet unexpected demand. This could cause us to fail to meet customer expectations. There could be short-term
losses of sales while we are trying to increase production. If customers turn to our competitors to meet their needs,
there could be a long-term impact on our revenues and profitability.

·
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Rapid increases in production levels to meet unanticipated demand could result in higher costs for components and
sub-assemblies, increased expenditures for freight to expedite delivery of required materials, and higher overtime
costs and other expenses. These higher expenditures could lower our profit margins. Further, if production is
increased rapidly, there may be decreased manufacturing yields, which may also lower our margins.
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·The introduction of Bluetooth and other wireless headsets presents many significant manufacturing, marketing and
other operational risks and uncertainties, including developing and marketing these wireless headset products;
unforeseen delays or difficulties in introducing and achieving volume production of such products, as occurred in
our second and third quarter of fiscal 2006; our dependence on third parties to supply key components, many of
which have long lead times; and our ability to forecast demand for this new product category for which relevant data
is incomplete or unavailable. We may have longer lead times with certain suppliers than commitments from some of
our customers. If we are unable to deliver product on time to meet the market window of our retail customers, we
will lose opportunities to increase revenues and profits. We may also be unable to sell these finished goods, which
would result in excess or obsolete inventory.

·Increasing production beyond planned capacity involves increasing tooling, test equipment and hiring and training
additional staff. Lead times to increase tooling and test equipment are typically several months, or more. Once such
additional capacity is in place, we incur increased depreciation and the resulting overhead. Should we fail to ramp
production once capacity is in place, we would not be able to absorb this incremental overhead, and this could lead
to lower gross margins.

·We are in the process of shifting some of our production from certain of our third party vendors and our plant in
Mexico to our plant in Suzhou, China. If we are not able to successfully transition production we may not be able to
meet demand or manufacture products at a cost which is competitive with historical costs.

Any of the foregoing problems could materially and adversely affect our business, financial condition and results of
operations.

Integration of Altec Lansing Technologies, Inc. may have an adverse effect on our business and financial
condition.

There are inherent risks associated with the acquisition of Altec Lansing that could materially adversely affect our
business, financial condition and results of operations. The risks faced in connection with this acquisition include
among others:

· Cultural differences in the conduct of the business;

·Difficulties in integration of the operations, technologies, and products of Altec Lansing. Our systems integration
plan for Altec Lansing includes transitioning Altec Lansing’s current ERP system to ours. We anticipate that there
will be significant business processes and internal controls which will change as a result of the integration. If we are
unable to complete the systems integration plan successfully or on a timely basis this could result either in delays to
our internal controls evaluation for Altec Lansing or in additional costs in the documentation and testing of these
controls;

· Diversion of management's attention from normal daily operations of the core business;

· The potential loss of key employees of Altec Lansing and Plantronics;

· Competition may increase in Altec Lansing’s markets more than expected; and

· Altec Lansing’s product sales and new product development may not evolve as anticipated.

Mergers and acquisitions, particularly those of technology companies, are inherently risky, and no assurance can be
given that this or any future acquisitions will be successful and will not materially adversely affect our business,
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operating results or financial condition. We must also manage any acquisition-related growth effectively. Failure to
manage growth effectively and successfully integrate this or any future acquisitions made by us could materially harm
our business and operating results. If the anticipated future results of operations of the combined Altec Lansing and
Plantronics’ businesses do not materialize as expected, goodwill and other intangible assets which were recorded as a
result of the acquisition could become impaired and could result in write-offs which would negatively impact our
operating results.

49

Edgar Filing: PLANTRONICS INC /CA/ - Form 10-Q

86



Table of Contents

Our business will be materially adversely affected if we are not able to develop, manufacture and market new
products in response to changing customer requirements and new technologies.

The market for our products is characterized by rapidly changing technology, evolving industry standards, short
product life cycles and frequent new product introductions. As a result, we must continually introduce new products
and technologies and enhance existing products in order to remain competitive.

The technology used in our products is evolving more rapidly now than it has historically, and we anticipate that this
trend may accelerate. Historically, the technology used in lightweight communications headsets and speakers has
evolved slowly. New products have primarily offered stylistic changes and quality improvements rather than
significant new technologies. Our increasing reliance and focus on the B2C market has resulted in a growing portion
of our products incorporating new technologies, experiencing shorter lifecycles and a need to offer deeper product
lines. We believe this is particularly true for our newer emerging technology products especially in the speaker,
mobile, computer, residential and certain parts of the office markets. In particular, we anticipate a trend towards more
integrated solutions that combine audio, video, and software functionality, while currently our focus is limited to
audio products.

We are also experiencing a trend away from corded headsets to cordless products. In general, our corded headsets
have had higher gross margins than our cordless products. In addition, we expect that office phones will begin to
incorporate Bluetooth functionality, which would open the market to consumer Bluetooth headsets and reduce the
demand for our traditional office telephony headsets and adapters as well as impacting potential revenues from our
own wireless headset systems, resulting in lost revenue and lower margins.

The success of our products depends on several factors, including our ability to:

· Anticipate technology and market trends;

· Develop innovative new products and enhancements on a timely basis;

· Distinguish our products from those of our competitors;

· Manufacture and deliver high-quality products in sufficient volumes; and

· Price our products competitively.

If we are unable to develop, manufacture, market and introduce enhanced or new products in a timely manner in
response to changing market conditions or customer requirements, including changing fashion trends and styles, it will
materially adversely affect our business, financial condition and results of operations. Furthermore, as we develop
new generations of products more quickly, we expect that the pace of product obsolescence will increase concurrently.
The disposition of inventories of excess or obsolete products may result in reductions to our operating margins and
materially adversely affect our earnings and results of operations.

The failure of our suppliers to provide quality components or services in a timely manner could adversely affect
our results.

Our growth and ability to meet customer demands depend in part on our ability to obtain timely deliveries of raw
materials, components, sub-assemblies and products from our suppliers. We buy raw materials, components and
sub-assemblies from a variety of suppliers and assemble them into finished products. We also have certain of our
products manufactured for us by third party suppliers. The cost, quality, and availability of such goods are essential to
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the successful production and sale of our products. Obtaining raw materials, components, sub-assemblies and finished
products entails various risks, including the following:

·We obtain certain raw materials, sub-assemblies, components and products from single suppliers and alternate
sources for these items are not readily available. To date, we have not experienced any significant interruptions in
the supply of these raw materials, sub-assemblies, components and products. Adverse economic conditions could
lead to a higher risk of failure of our suppliers to remain in business or to be able to purchase the raw materials,
subcomponents and parts required by them to produce and provide to us the parts we need. An interruption in supply
from any of our single source suppliers in the future would materially adversely affect our business, financial
condition and results of operations.
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·Prices of raw materials, components and sub-assemblies may rise. If this occurs and we are not able to pass these
increases on to our customers or to achieve operating efficiencies that would offset the increases, it would have a
material adverse effect on our business, financial condition and results of operations.

·Due to the lead times required to obtain certain raw materials, sub-assemblies, components and products from
certain foreign suppliers, we may not be able to react quickly to changes in demand, potentially resulting in either
excess inventories of such goods or shortages of the raw materials, sub-assemblies, components and products. Lead
times are particularly long on silicon-based components incorporating radio frequency and digital signal processing
technologies and such components are an increasingly important part of our product costs. In particular, many B2C
customer orders have shorter lead times than the component lead times, making it increasingly necessary to carry
more inventory in anticipation of those orders, which may not materialize. Failure in the future to match the timing
of purchases of raw materials, sub-assemblies, components and products to demand could increase our inventories
and/or decrease our revenues, consequently materially adversely affecting our business, financial condition and
results of operations.

·Most of our suppliers are not obligated to continue to provide us with raw materials, components and
sub-assemblies. Rather, we buy most raw materials, components and subassemblies on a purchase order basis. If our
suppliers experience increased demand or shortages, it could affect deliveries to us. In turn, this would affect our
ability to manufacture and sell products that are dependent on those raw materials, components and subassemblies.
For example, during the first quarter of fiscal 2005, we had lower shipments to one of our key wireless OEM carrier
partners, which resulted from a constraint in supply of a new part for a custom product. Such shortages would
materially adversely affect our business, financial condition and results of operations.

·Although we generally use standard raw materials, parts and components for our products, the high development
costs associated with emerging wireless technologies permits us to work with only a single source of silicon
chip-sets on any particular new product. We, or our chosen supplier of chip-sets, may experience challenges in
designing, developing and manufacturing components in these new technologies which could affect our ability to
meet market schedules. Due to our dependence on single suppliers for certain chip sets, we could experience higher
prices, a delay in development of the chip-set, and/or the inability to meet our customer demand for these new
products. Our business, operating results and financial condition could therefore be materially adversely affected as
a result of these factors.

We depend on original design manufacturers and contract manufacturers who may not have adequate capacity to
fulfill our needs or may not meet our quality and delivery objectives.

Original design manufacturers and contract manufacturers produce key portions of our product lines for us. Our
reliance on them involves significant risks, including reduced control over quality and logistics management, the
potential lack of adequate capacity and loss of services. Financial instability of our manufacturers or contractors could
result in our having to find new suppliers, which could increase our costs and delay our product deliveries. These
manufacturers and contractors may also choose to discontinue building our products for a variety of reasons.

Consequently, we may experience delays in the timeliness, quality and adequacy of product deliveries, any of which
could harm our business and operating results.

Demand for iPod products, which are produced by Apple Computer, Inc., affects demand for certain portable
products.
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Certain of our portable products under our Altec Lansing brand were developed for use with Apple Computer, Inc.’s
(“Apple”) iPod products.  We have a non-exclusive right to use the Apple interface with certain of our portable products,
and we are required to pay Apple a royalty for this right.  The risks faced in conjunction with our Apple related
products include, among others:

·If supply or demand for iPod products decreases, demand for certain of our portable products could be negatively
affected, as we experienced in the first quarter of fiscal 2007. MP3 integration with cell phones could take
significant market share from Apple’s iPod products;

·If Apple does not renew or cancels our licensing agreement, our products may not be compatible with iPods,
resulting in loss of revenues and excess inventories which would negatively impact our financial results;

·If Apple changes its iPod product design more frequently than we update certain of our portable products, certain of
our products may not be compatible with the changed design. Moreover, if Apple makes style changes to its
products more frequently than we update certain of our portable products, consumers may not like the look of our
products with the iPod. Both of these factors could result in decreased demand for our products and excess
inventories could result which would negatively impact our financial results; and

·Apple has recently introduced its own line of iPod speaker products, which compete with certain of our Altec
Lansing-branded speaker products. As the manufacturer of the iPod, Apple has unique advantages with regard to
product changes or introductions that we do not possess, which could negatively impact our ability to compete
effectively against Apple’s speaker products. Moreover, certain consumers may prefer to buy Apple’s iPod speakers
rather than other vendors’ speakers because Apple is the manufacturer. As a result, this could lead to decreased
demand for our products and excess inventories could result which would negatively impact our financial results.

We sell our products through various channels of distribution that can be volatile and failure to establish
successful relationships with our channel partners could materially adversely affect our business, financial
condition or results of operations.

We sell substantially all of our products through distributors, retailers, OEM customers and telephony service
providers. Our existing relationships with these parties are not exclusive and can be terminated by either party without
cause. Our channel partners also sell or can potentially sell products offered by our competitors. To the extent that our
competitors offer our channel partners more favorable terms, such partners may decline to carry, de-emphasize or
discontinue carrying our products. In the future, we may not be able to retain or attract a sufficient number of qualified
channel partners. Further, such partners may not recommend, or continue to recommend, our products. In the future,
our OEM customers or potential OEM customers may elect to manufacture their own products, similar to those we
currently sell to them. The inability to establish or maintain successful relationships with distributors, OEM
customers, retailers and telephony service providers or to expand our distribution channels could materially adversely
affect our business, financial condition or results of operations.

As a result of the growth of our B2C business, our customer mix is changing and certain retailers, OEM customers
and wireless carriers are becoming significant. This greater reliance on certain large customers could increase the
volatility of our revenues and earnings. In particular, we have several large customers whose order patterns are
difficult to predict. Offers and promotions by these customers may result in significant fluctuations of their purchasing
activities over time. If we are unable to anticipate the purchase requirements of these customers, our quarterly
revenues may be adversely affected and/or we may be exposed to large volumes of inventory that cannot be
immediately resold to other customers.
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The success of our business depends heavily on our ability to effectively market our products, and our business
could be materially adversely affected if markets do not develop as we expect.

We compete in the B2B market for the sale of our office and contact center products. We believe that our greatest
long-term opportunity for profit growth in the Audio Communications Group is in the office market, and our foremost
strategic objective for this segment is to increase headset adoption. To this end, we are investing in creating new
products that are more appealing in functionality and design as well as investing in a national advertising campaign to
increase awareness and interest. If these investments do not generate incremental revenue, our business could be
materially affected. We are also experiencing a more aggressive and competitive environment with respect to price in
our B2B markets, leading to increased order volatility which puts pressure on profitability and could result in a loss of
market share if we do not respond effectively.
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We also compete in the B2C market for the sale of our mobile, computer audio, gaming, Altec Lansing and Clarity
products. We believe that consumer marketing is highly relevant in the B2C market, which is dominated by large
brands that have significant consumer mindshare. We are investing in marketing initiatives to raise awareness and
consideration of the Plantronics brand. We believe this will help increase preference for Plantronics and promote
headset adoption overall. The B2C market is characterized by relatively rapid product obsolescence and we are at risk
if we do not have the right products at the right time to meet consumer needs. In addition, some of our competitors
have significant brand recognition and we are experiencing more competition in pricing actions, which can result in
significant losses and excess inventory.

If we are unable to stimulate growth in our B2B and B2C markets, if our costs to stimulate demand do not generate
incremental profit, or if we experience significant price competition, our business, financial condition, results of
operations and cash flows could suffer. In addition, failure to effectively market our products to customers in these
markets could lead to lower and more volatile revenue and earnings, excess inventory and the inability to recover the
associated development costs, any of which could also have a material adverse effect on our business, financial
condition, results of operations and cash flows.

Headset markets are also subject to general economic conditions and if there is a slowing of national or international
economic growth, these markets may not materialize to the levels we require to achieve our anticipated financial
results, which could in turn materially adversely affect the market price of our stock. In particular, we may accept
returns from our retailers of products that have failed to sell as expected and, in some instances, such products may be
returned to our inventory. Should product returns vary significantly from our estimate, then our estimated returns,
which net against revenue, may need to be revised.

We have significant intangible assets recorded on our balance sheet. If the carrying value of our intangible assets
is not recoverable, an impairment loss must be recognized, which would adversely affect our financial results.

As a result of the acquisition of Altec Lansing and Octiv in fiscal 2006, we have significant intangible assets recorded
on our balance sheet. Certain events or changes in circumstances would require us to assess the recoverability of the
carrying amount of our intangible assets.  To date, we have not recorded any impairment losses.  We will continue to
evaluate the recoverability of the carrying amount of our intangible assets, and we may incur substantial impairment
charges, which could adversely affect our financial results.

Our failure to effectively manage growth could harm our business.

We have rapidly and significantly expanded the number and types of products we sell, and we will endeavor to further
expand our product portfolio. We must continually introduce new products and technologies, enhance existing
products in order to remain competitive, and effectively stimulate customer demand for new products and upgraded
versions of our existing products.

This expansion of our products places a significant strain on our management, operations and engineering resources.
Specifically, the areas that are strained most by our growth include the following:

·New Product Launch. With the growth of our product portfolio, we experience increased complexity in coordinating
product development, manufacturing, and shipping. As this complexity increases, it places a strain on our ability to
accurately coordinate the commercial launch of our products with adequate supply to meet anticipated customer
demand and effective marketing to stimulate demand and market acceptance. If we are unable to scale and improve
our product launch coordination, we could frustrate our customers and lose retail shelf space and product sales.

·

Edgar Filing: PLANTRONICS INC /CA/ - Form 10-Q

92



Forecasting, Planning and Supply Chain Logistics. With the growth of our product portfolio, we also experience
increased complexity in forecasting customer demand and in planning for production, and transportation and
logistics management. If we are unable to scale and improve our forecasting, planning and logistics management, we
could frustrate our customers, lose product sales or accumulate excess inventory.
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·Support Processes. To manage the growth of our operations, we will need to continue to improve our transaction
processing, operational and financial systems, and procedures and controls to effectively manage the increased
complexity. If we are unable to scale and improve these areas, the consequences could include: delays in shipment
of product, degradation in levels of customer support, lost sales, decreased cash flows, and increased inventory.
These difficulties could harm or limit our ability to expand.

We have strong competitors and expect to face additional competition in the future. If we are unable to compete
effectively, our results of operations may be adversely affected.

Certain of our markets are intensely competitive. They are characterized by a trend of declining average selling prices,
continual performance enhancements and new features, as well as rapid adoption of technological and product
advancements by competitors in our retail market. Also, aggressive industry pricing practices have resulted in
downward pressure on margins from both our primary competitors as well as from less established brands.

Competitors in audio devices vary by product line. In the PC speaker business, competitors include Logitech and
Creative Labs. In the PC and office and contact center markets, a significant competitor is Sennheiser
Communications. In the PC and console headset, telephony and microphone business, our primary competitor is
Logitech. In the Audio Entertainment speaker business, competitors include Harmon Kardon, Bose, Logitech, Cyber
Acoustics and Creative Labs. Since our entry into the mobile phone headset business, we have been competing against
mobile phone and accessory companies such as Jabra, Motorola, Nokia, and Sony−Ericsson, some of whom have
substantially greater resources than we have, and each of whom has established market positions in this business.
Currently, our single largest competitor is GN Netcom, a subsidiary of GN Great Nordic Ltd., a Danish
telecommunications conglomerate. We are currently experiencing more price competition from GN Netcom in the
B2B markets than in the past. Motorola is a significant competitor in the consumer headset market, primarily in the
mobile Bluetooth market, and has a brand name that is very well known and supported with significant marketing
investments. Motorola also benefits from the ability to bundle other offerings with their headsets. We are also
experiencing additional competition from other consumer electronics companies that currently manufacture and sell
mobile phones or computer peripheral equipment. These competitors generally are larger, offer broader product lines,
bundle or integrate with other products communications headset tops and bases manufactured by them or others, offer
products containing bases that are incompatible with our headset tops and have substantially greater financial,
marketing and other resources than we do.

Our product markets are intensely competitive and market leadership changes frequently as a result of new products,
designs and pricing. The growing focus of telephony service providers on the resale and profit from headsets and other
accessories threatens the price structure of the industry, margins and market share. We also expect to face additional
competition from companies, principally located in the Far East, which offer very low cost headset products, including
products that are modeled on, or are direct copies of our products. These new competitors are likely to offer very low
cost products, which may result in pricing pressure in the market. If market prices are substantially reduced by such
new entrants into the headset market, our business, financial condition or results of operations could be materially
adversely affected.

Further, we expect to continue to experience increased competitive pressures in our retail business, particularly in the
terms and conditions that our competitors offer to our customers, which may be more favorable than our terms. For
example, some of our competitors are beginning to offer to consign products rather than sell them directly to their
customers. In order to compete effectively, we are offering similar terms to select customers within our Audio
Communications products space. Offering more products on a consignment basis could potentially delay the timing of
our revenue recognition, increase inventory balances as well as require changes in our systems to track inventory and
point of sale.
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If we do not continue to distinguish our products, particularly our retail products, through distinctive, technologically
advanced features, and design, as well as continue to build and strengthen our brand recognition, our business could
be harmed. In particular, Microsoft’s entry into the Universal Audio Architecture open access platform, provides more
value in software and as a result reduces the opportunities for us to provide distinctive, technologically advanced
features, further commoditizing headsets. If we do not otherwise compete effectively, demand for our products could
decline, our gross margins could decrease, we could lose market share, and our revenues and earnings could decline.
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While we believe we comply with environmental laws and regulations, we are still exposed to potential risks
associated with environmental regulations.

There are multiple initiatives in several jurisdictions regarding the removal of certain potential environmentally
sensitive materials from our products to comply with the European Union Directives on Restrictions on certain
Hazardous Substances on electrical and electronic equipment (“ROHS”) and on Waste Electrical and Electronic
Equipment (“WEEE”). In certain jurisdictions the ROHS legislation has already been enacted as of July 1, 2006.
However, other jurisdictions have delayed implementation. Some of our customers are requesting that we implement
these new compliance standards sooner than the legislation would require. While we believe that we will have the
resources and ability to fully meet our customers' requests, and spirit of the ROHS and WEEE directives, if unusual
occurrences arise or if we are wrong in our assessment of what it will take to fully comply, there is a risk that we will
not be able to meet the aggressive schedule set by our customers or comply with the legislation as passed by the EU
member states. If that were to happen, a material negative effect on our financial results may occur.

We are subject to various federal, state, local and foreign environmental laws and regulations, including those
governing the use, discharge and disposal of hazardous substances in the ordinary course of our manufacturing
process. We believe that our current manufacturing operations comply in all material respects with applicable
environmental laws and regulations. We have included reserves for environmental remediation in our financial
statements related to one of our discontinued businesses as well as for ground and soil contamination at our corporate
headquarters in Santa Cruz, California, based upon management’s assessment of exposure and the advice of outside
environmental consultants. We believe that these reserves will be sufficient to remediate the effects of the
contamination found in accordance with the requirements of federal, state and local authorities who have jurisdiction
over these sites. While no claims have been asserted against us in connection with these matters, there can be no
assurance that such claims will not be asserted in the future or that any resulting liability will not exceed the amount of
the reserve. Although we believe that our current manufacturing operations comply in all material respects with
applicable environmental laws and regulations, it is possible that future environmental legislation may be enacted or
current environmental legislation may be interpreted to create environmental liability with respect to our other
facilities, operations, or products. To the extent that we incur claims for environmental matters exceeding reserves or
insurance for environmental liability, our operating results could be negatively impacted.

Our products are subject to various regulatory requirements, and changes in such regulatory requirements may
adversely impact our gross margins as we comply with such changes or reduce our ability to generate revenues if
we are unable to comply.

Our products must meet the requirements set by regulatory authorities in the numerous jurisdictions in which we sell
them. As regulations and local laws change, we must modify our products to address those changes. Regulatory
restrictions may increase the costs to design and manufacture our products, resulting in a decrease in our margins or a
decrease in demand for our products if the costs are passed along. Compliance with regulatory restrictions may impact
the technical quality and capabilities of our products reducing their marketability.

Our stock price may be volatile and the value of your investment in Plantronics stock could be diminished.

The market price for our common stock may continue to be affected by a number of factors, including:

· Uncertain economic conditions and the decline in investor confidence in the market place;

· Changes in our published forecasts of future results of operations;

· Quarterly variations in our or our competitors' results of operations and changes in market share;
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· The announcement of new products or product enhancements by us or our competitors;

· The loss of services of one or more of our executive officers or other key employees;

· Changes in earnings estimates or recommendations by securities analysts;

· Developments in our industry;

55

Edgar Filing: PLANTRONICS INC /CA/ - Form 10-Q

97



Table of Contents

· Sales of substantial numbers of shares of our common stock in the public market;

· Integration of the Altec Lansing business or market reaction to future acquisitions;

· General market conditions; and

· Other factors unrelated to our operating performance or the operating performance of our competitors.

In addition, the stock market has experienced extreme price and volume fluctuations that have affected the market
price of many technology companies in particular, and that have often been unrelated to the operating performance of
these companies. Such factors and fluctuations, as well as general economic, political and market conditions, such as
recessions, could materially adversely affect the market price of our common stock.

Our corporate tax rate may increase, which could adversely impact our cash flow, financial condition and results
of operations.

We have significant operations in various tax jurisdictions throughout the world and a substantial portion of our
taxable income historically has been generated in these jurisdictions. Currently, some of our operations are taxed at
rates substantially lower than U.S. tax rates. If our income in these lower tax jurisdictions were no longer to qualify
for these lower tax rates, if the applicable tax laws were rescinded or changed, or if the mix of our earnings shifts from
lower rate jurisdictions to higher rate jurisdictions, our operating results could be materially adversely affected. Altec
Lansing’s historical tax rates are higher than those of Plantronics’ pre-acquisition tax rates and will negatively impact
our corporate tax rate for the combined entity. While we are looking at opportunities to reduce our combined tax rate,
there is no assurance that our tax planning strategies will be successful. In addition, many of these strategies will
require a period of time to implement. Moreover, if U.S. or other foreign tax authorities were to change applicable
foreign tax laws or successfully challenge the manner in which our profits are currently recognized, our overall taxes
could increase, and our business, cash flow, financial condition and results of operations could be materially adversely
affected.

We have significant foreign operations, and there are inherent risks in operating abroad.

During our second quarter of fiscal year 2007, approximately 36% of our net revenues were derived from customers
outside the United States. In addition, we conduct the majority of our Audio Communications Group headset
assembly operations in our manufacturing facility located in Tijuana, Mexico, and we obtain most of the components
and subassemblies used in our products from various foreign suppliers. We have just completed construction of a
factory and design center in Suzhou, China and are also purchasing a growing number of turnkey products directly
from Asia. If we are unable to effectively transition outsourced production into our new Suzhou facility, we may be
unable to meet demand for these products, and our margins on these products may decrease. There are risks in
operating the Suzhou factory and expanding our competency in a rapidly evolving economy because, among other
reasons, we may be unable to attract sufficient qualified personnel, intellectual property rights may not be enforced as
we expect, power may not be available as contemplated or the like.  Should any of these risks occur, we may be
unable to maximize the output from the facility and our financial results may decrease from our anticipated levels. 
Further, the majority of our Audio Entertainment products are manufactured either in our Dongguan, China,
manufacturing plant or manufactured by foreign vendors, primarily in China.  The inherent risks of international
operations, either in Mexico or in Asia, could materially adversely affect our business, financial condition and results
of operations. The types of risks faced in connection with international operations and sales include, among others:

· cultural differences in the conduct of business;
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· fluctuations in foreign exchange rates;

· greater difficulty in accounts receivable collection and longer collection periods;

· impact of recessions in economies outside of the United States;

· reduced protection for intellectual property rights in some countries;
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· unexpected changes in regulatory requirements;

· tariffs and other trade barriers;

· political conditions in each country;

· management and operation of an enterprise spread over various countries; and

· the burden and administrative costs of complying with a wide variety of foreign laws.

War, terrorism, public health issues or other business interruptions could disrupt supply, delivery or demand of
products, which could negatively affect our operations and performance.

War, terrorism, public health issues or other business interruptions whether in the United States or abroad, have
caused or could cause damage or disruption to international commerce by creating economic and political
uncertainties that may have a strong negative impact on the global economy, our company, and our suppliers or
customers. Our major business operations are subject to interruption by earthquake, flood or other natural disasters,
fire, power shortages, terrorist attacks, and other hostile acts, public health issues, and other events beyond our
control. Our corporate headquarters, information technology, certain research and development activities, and other
critical business operations, are located near major seismic faults. While we are partially insured for
earthquake-related losses, our operating results and financial condition could be materially affected in the event of a
major earthquake or other natural or manmade disaster.

Although it is impossible to predict the occurrences or consequences or any events, such as described above, such
events could significantly disrupt our operations. In addition, should major public health issues, including pandemics,
arise, we could be negatively impacted by the need for more stringent employee travel restrictions, limitations in the
availability of freight services, governmental actions limiting the movement of products between various regions,
delays in production ramps of new products, and disruptions in the operations of our manufacturing vendors and
component suppliers. Our operating results and financial condition could be adversely affected by these events.

We have intellectual property rights that could be infringed by others and we are potentially at risk of infringement
of the intellectual property rights of others.

Our success will depend in part on our ability to protect our copyrights, patents, trademarks, trade dress, trade secrets,
and other intellectual property, including our rights to certain domain names. We rely primarily on a combination of
nondisclosure agreements and other contractual provisions as well as patent, trademark, trade secret, and copyright
laws to protect our proprietary rights. Effective trademark, patent, copyright, and trade secret protection may not be
available in every country in which our products and media properties are distributed to customers. We currently hold
164 United States patents and additional foreign patents and will continue to seek patents on our inventions when we
believe it to be appropriate. The process of seeking intellectual property protection can be lengthy and expensive.
Intellectual property may not be issued in response to our applications, and intellectual property that is issued may be
invalidated, circumvented or challenged by others. If we are required to enforce our intellectual property or other
proprietary rights through litigation, the costs and diversion of management's attention could be substantial. In
addition, the rights granted under any intellectual property may not provide us competitive advantages or be adequate
to safeguard and maintain our proprietary rights. Moreover, the laws of certain countries do not protect our proprietary
rights to the same extent as do the laws of the United States. If we do not enforce and protect our intellectual property
rights, it could materially adversely affect our business, financial condition and results of operations.
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We are exposed to potential lawsuits alleging defects in our products and/or other claims related to the use of our
products.
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The use of our products exposes us to the risk of product liability and hearing loss claims. These claims have in the
past been, and are currently being, asserted against us. None of the previously resolved claims have materially affected
our business, financial condition or results of operations, nor do we believe that any of the pending claims will have
such an effect. Although we maintain product liability insurance, the coverage provided under our policies could be
unavailable or insufficient to cover the full amount of any such claim. Therefore, successful product liability or
hearing loss claims brought against us could have a material adverse effect upon our business, financial condition and
results of operations. In particular, three (3) lawsuits were recently filed against Plantronics in California and Florida
alleging that Bluetooth headsets manufactured by the Company have the potential to cause noise-induced hearing loss
and should contain a warning for consumers to this effect. We do not believe that the allegations of these lawsuits
have any merit. The Company intends to aggressively defend itself in these cases. In the event any or all of these
actions are determined unfavorably against us, the outcome could have a material adverse effect upon our business,
financial condition and results of operations.

Our mobile headsets are used with mobile telephones. There has been continuing public controversy over whether the
radio frequency emissions from mobile telephones are harmful to users of mobile phones. We believe that there is no
conclusive proof of any health hazard from the use of mobile telephones but that research in this area is incomplete.
We have tested our headsets through independent laboratories and have found that use of our corded headsets reduces
radio frequency emissions at the user's head to virtually zero. Our Bluetooth and other wireless headsets emit
significantly less powerful radio frequency emissions than mobile phones. However, if research establishes a health
hazard from the use of mobile telephones or public controversy grows even in the absence of conclusive research
findings, there could be an adverse impact on the demand for mobile phones, which reduces demand for headset
products. Likewise, should research establish a link between radio frequency emissions and wireless headsets and
public concern in this area grows, demand for our wireless headsets could be reduced creating a material adverse
effect on our financial results.

There is also continuing and increasing public controversy over the use of mobile telephones by operators of motor
vehicles. While we believe that our products enhance driver safety by permitting a motor vehicle operator to generally
be able to keep both hands free to operate the vehicle, there is no certainty that this is the case and we may be subject
to claims arising from allegations that use of a mobile telephone and headset contributed to a motor vehicle accident.
We maintain product liability insurance and general liability insurance that we believe would cover any such claims.
However, the coverage provided under our policies could be unavailable or insufficient to cover the full amount of
any such claim. Therefore, successful product liability claims brought against us could have a material adverse effect
upon our business, financial condition and results of operations.

Our business could be materially adversely affected if we lose the benefit of the services of key personnel.

Our success depends to a large extent upon the services of a limited number of executive officers and other key
employees. The unanticipated loss of the services of one or more of our executive officers or key employees could
have a material adverse effect upon our business, financial condition and results of operations.

We also believe that our future success will depend in large part upon our ability to attract and retain additional highly
skilled technical, management, sales and marketing personnel. Competition for such personnel is intense. We are
currently seeing employee departures at a rate greater than that historically experienced due in part to a number of
factors such as, a stronger more competitive labor environment, our weaker stock price, reduced bonuses and reduced
profit sharing. We may not be successful in attracting and retaining such personnel, and our failure to do so could
have a material adverse effect on our business, operating results or financial condition.

The adoption of voice-activated software may cause profits from our contact center products to decline.
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We are seeing a proliferation of speech-activated and voice interactive software in the market place. We have been
re-assessing long-term growth prospects for the contact center market given the growth rate and the advancement of
these new voice recognition-based technologies. Businesses that first embraced these technologies to resolve labor
shortages at the peak of the last economic up cycle are now increasing spending on these technologies in order to
reduce costs. We may experience a decline in our sales to the contact center market if businesses increase their
adoption of speech-activated and voice interactive software as an alternative to customer service agents. Such
adoption could cause a net reduction in contact center agents, and our revenues in this market could decline.
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A significant portion of our profits comes from the contact center market, and a decline in demand in that market
could materially adversely affect our results. While we believe that this market may grow in future periods, this
growth could be slow or revenues from this market could be flat or decline. Deterioration in general economic
conditions could result in a reduction in the establishment of new contact centers and in capital investments to expand
or upgrade existing centers, which could negatively affect our business. Because of our reliance on the contact center
market, we will be affected more by changes in the rate of contact center establishment and expansion and the
communications products used by contact center agents than would a company serving a broader market. Any
decrease in the demand for contact centers and related headset products could cause a decrease in the demand for our
products, which would materially adversely affect our business, financial condition and results of operations.

While we believe we currently have adequate internal control over financial reporting, we are required to evaluate
our internal control over financial reporting under Section 404 of the Sarbanes-Oxley Act of 2002 and any adverse
results from such evaluation could result in a loss of investor confidence in our financial reports and have an
adverse effect on our stock price.

Pursuant to Section 404 of the Sarbanes-Oxley Act of 2002 (Section 404), beginning with our Annual Report on Form
10-K for the fiscal year ended March 31, 2005, our management is required to report on, and our independent
registered public accounting firm to attest to, the effectiveness of our internal control over for financial reporting. We
have an ongoing program to perform the system and process evaluation and testing necessary to comply with these
requirements.

On August 18, 2005, we acquired Altec Lansing Technologies, Inc. Our management is required to complete an
evaluation of the effectiveness of internal control over financial reporting based on the framework in Internal
Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
for the consolidated company, including this recently acquired business, for the fiscal year ended March 31, 2007. 
We intend to disclose all material changes to our internal controls over financial reporting resulting from the
acquisition of Altec Lansing within or prior to the time of our first annual assessment of internal control over financial
reporting that is required to include this business or are reasonably likely to materially affect, our internal control over
financial reporting.  We are currently in the process of but have not yet completed our review of the controls of Altec
Lansing.  Therefore, we may have risk associated with controls at this business.

We have and will continue to incur significant expenses and management resources for Section 404 compliance on an
ongoing basis, and anticipate significant expenditures associated with Section 404 compliance for the Altec Lansing
acquisition. In the event that our chief executive officer, chief financial officer or independent registered public
accounting firm determine in the future that our internal control over financial reporting is not effective as defined
under Section 404, investor perceptions may be adversely affected and could cause a decline in the market price of our
stock.

Provisions in our charter documents and Delaware law and our adoption of a stockholder rights plan may delay or
prevent a third party from acquiring us, which could decrease the value of our stock.

Our board of directors has the authority to issue preferred stock and to determine the price, rights, preferences,
privileges and restrictions, including voting and conversion rights, of those shares without any further vote or action
by the stockholders. The issuance of our preferred stock could have the effect of making it more difficult for a third
party to acquire us. In addition, we are subject to the anti-takeover provisions of Section 203 of the Delaware General
Corporation Law, which could also have the effect of delaying or preventing our acquisition by a third party. Further,
certain provisions of our Certificate of Incorporation and bylaws could delay or make more difficult a merger, tender
offer or proxy contest, which could adversely affect the market price of our common stock.
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In 2002, our board of directors adopted a stockholder rights plan, pursuant to which we distributed one right for each
outstanding share of common stock held by stockholders of record as of April 12, 2002. Because the rights may
substantially dilute the stock ownership of a person or group attempting to take us over without the approval of our
board of directors, the plan could make it more difficult for a third party to acquire us, or a significant percentage of
our outstanding capital stock, without first negotiating with our board of directors regarding such acquisition.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.

We have a credit agreement with a major bank containing covenants which limit our ability to pay cash dividends on
shares of our common stock except under certain conditions. We believe that we will continue in the near future to
meet the conditions that make the payment of cash dividends permissible pursuant to the credit agreement.

ITEM 6. EXHIBITS.

We have filed, or incorporated by reference into this Report, the exhibits listed on the accompanying Index toExhibits
immediately following the signature page of this Form 10-Q.
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SIGNATURE 

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.

PLANTRONICS, INC.

 Date: November 9, 2006 By: /s/ Barbara V. Scherer
Barbara V. Scherer

Senior Vice President - Finance and Administration and Chief
Financial Officer

(Principal Financial Officer and Duly Authorized Officer of the
Registrant)
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Exhibits

The following exhibits are filed as part of this Quarterly Report on Form 10-Q:

Exhibit
Number Description of Document

2.1 Agreement and Plan of Merger by and among Plantronics, Inc., Sonic Acquisition Corporation, Altec
Lansing Technologies, Inc. and the other parties named herein, dated July 11, 2005 (incorporated
herein by reference from Exhibit 2.1 of the Registrant’s Form 8-K (File 001-12696), filed on August
19, 2005).

3.1.1 Amended and Restated By-Laws of the Registrant (incorporated herein by reference from Exhibit
(3.1) to the Registrant’s Annual Report on Form 10-K (File No. 001-12696), filed on June 21, 2002).

3.1.2 Certificate of Amendment to Amended and Restated Bylaws of Plantronics, Inc. (incorporated herein
by reference from Exhibit (3.1.2) of the Registrant's Current Report on Form 10-K (File No.
001-12696), filed on May 31, 2005).

3.2.1 Restated Certificate of Incorporation of the Registrant filed with the Secretary of State of Delaware
on January 19, 1994 (incorporated herein by reference from Exhibit (3.1) to the Registrant’s Quarterly
Report on Form 10-Q (File No. 001-12696), filed on March 4, 1994).

3.2.2 Certificate of Retirement and Elimination of Preferred Stock and Common stock of the Registrant
filed with the Secretary of State of Delaware on January 11, 1996 (incorporated herein by reference
from Exhibit (3.3) of the Registrant’s Annual Report on Form 10-K (File No. 001-12696), filed on
June 27, 1996).

.2.3 Certificate of Amendment of Restated Certificate of Incorporation of the Registrant filed with the
Secretary of State of Delaware on August 5, 1997 (incorporated herein by reference from Exhibit
(3.1) to the Registrant’s Quarterly Report on Form 10-Q (File No. 001-12696), filed on August 12,
1997).

3.2.4 Certificate of Amendment of Restated Certificate of Incorporation of the Registrant filed with the
Secretary of State of Delaware on May 23, 2000 (incorporated herein by reference from Exhibit (4.2)
to the Registrant’s Registration Statement on Form S-8 (File No. 333-42664), filed on July 31, 2000).

3.3 Registrant’s Certificate of Designation of Rights, Preferences and Privileges of Series A Participating
Preferred Stock filed with the Secretary of State of the State of Delaware on April 1, 2002
(incorporated herein by reference from Exhibit (3.6) to the Registrant’s Form 8-A (File No.
001-12696), filed on March 29, 2002).

4.1 Preferred Stock Rights Agreement, dated as of March 13, 2002 between the Registrant and Equiserve
Trust Company, N.A., including the Certificate of Designation, the form of Rights Certificate and the
Summary of Rights attached thereto as Exhibits A, B, and C, respectively (incorporated herein by
reference from Exhibit (4.1) to the Registrant’s Form 8-A (File No. 001-12696), filed on March 29,
2002).

10.1*
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Plantronics, Inc. Non-EMEA Quarterly Profit Sharing Plan (incorporated herein by reference from
Exhibit (10.1) to the Registrant’s Report on Form 10-K (File No. 001-12696), filed on June 1, 2001).

10.2* Form of Indemnification Agreement between the Registrant and certain directors and executives.
(incorporated herein by reference from Exhibit (10.2) to the Registrant’s Report on Form 10-K (File
No. 001-12696), filed on May 31, 2005).

10.3.1* Regular and Supplemental Bonus Plan (incorporated herein by reference from Exhibit (10.4(a)) to the
Registrant’s Report on Form 10-K (File No. 001-12696), filed on June 1, 2001).

10.3.2* Overachievement Bonus Plan (incorporated herein by reference from Exhibit (10.4(b)) to the
Registrant’s Report on Form 10-K (File No. 001-12696), filed on June 1, 2001).
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10.4.1 Lease Agreement dated May 2004 between Finsa Portafolios, S.A. DE C.V.and Plamex, S.A. de
C.V., a subsidiary of the Registrant, for premises located in Tijuana, Mexico (translation from
Spanish original) (incorporated herein by reference from Exhibit (10.5.1) of the Registrant's Quarterly
Report on Form 10-Q (File No. 001-12696), filed on August 6, 2004).

10.4.2 Lease Agreement dated May 2004 between Finsa Portafolios, S.A. DE C.V.and Plamex, S.A. de
C.V., a subsidiary of the Registrant, for premises located in Tijuana, Mexico (translation from
Spanish original) (incorporated herein by reference from Exhibit (10.5.2) of the Registrant's Quarterly
Report on Form 10-Q (File No. 001-12696), filed on August 6, 2004).

10.4.3 Lease Agreement dated May 2004 between Finsa Portafolios, S.A. DE C.V.and Plamex, S.A. de
C.V., a subsidiary of the Registrant, for premises located in Tijuana, Mexico (translation from
Spanish original) (incorporated herein by reference from Exhibit (10.5.3) of the Registrant's Quarterly
Report on Form 10-Q (File No. 001-12696), filed on August 6, 2004).

10.4.4 Lease Agreement dated October 2004 between Finsa Portafolios, S.A. DE C.V.and Plamex, S.A. de
C.V., a subsidiary of the Registrant, for premises located in Tijuana, Mexico (translation from
Spanish original) (incorporated herein by reference from Exhibit (10.5.4) of the Registrant's Quarterly
Report on Form 10-Q (File No. 001-12696), filed on August 6, 2004).

10.5 Lease dated December 7, 1990 between Canyge Bicknell Limited and Plantronics Limited, a
subsidiary of the Registrant, for premises located in Wootton Bassett, The United Kingdom
(incorporated herein by reference from Exhibit (10.32) to the Registrant’s Registration Statement on
Form S-1 (as amended) (File No.33-70744), filed on October 20, 1993).

10.6* Amended and Restated 2003 Stock Plan (incorporated herein by reference from the Registrant's
Definitive Proxy Statement on Form 14-A (File No. 001-12696), filed on May 26, 2004).

10.7* 1993 Stock Option Plan (incorporated herein by reference from Exhibit (10.8) to the Registrant's
Annual Report on Form 10-K (File No. 001-12696), filed on June 21, 2002).

10.8 1* 1993 Director Stock Option Plan (incorporated herein by reference from Exhibit (10.29) to the
Registrant's Registration Statement on Form S-1 (as amended) (File No. 33-70744), filed on October
20, 1993).

10.8.2* Amendment to the 1993 Director Stock Option Plan (incorporated herein by reference from Exhibit
(4.4) to the Registrant's Registration Statement on Form S-8 (File No. 333-14833), filed on October
25, 1996).

10.8.3* Amendment No. 2 to the 1993 Director Stock Option Plan (incorporated herein by reference from
Exhibit (10.9(a)) to the Registrant's Report on Form 10-K (File No. 001-12696), filed on June 1,
2001).

10.8.4 * Amendment No. 3 to the 1993 Director Stock Option Plan (incorporated herein by reference from
Exhibit (10.9(b)) to the Registrant's Report on Form 10-K (File No. 001-12696), filed on June 1,
2001).

10.8.5* Amendment No. 4 to the 1993 Director Stock Option Plan (incorporated herein by reference from
Exhibit (10.9.5) to the Registrant's Annual Report on Form 10-K (File No. 001-12696), filed on June

Edgar Filing: PLANTRONICS INC /CA/ - Form 10-Q

110



21, 2002).

10.9.1* 2002 Employee Stock Purchase Plan (incorporated herein by reference from the Registrant's
Definitive Proxy Statement on Form 14-A (File No. 001-12696), filed on June 3, 2005).

10.9.1 Trust Agreement Establishing the Plantronics, Inc. Annual Profit Sharing/Individual Savings Plan
Trust (incorporated herein by reference from Exhibit (4.3) to the Registrant's Registration Statement
on Form S-8 (File No. 333-19351), filed on January 7, 1997).

10.9.2* Plantronics, Inc. 401(k) Plan, effective as of April 2, 2000 (incorporated herein by reference from
Exhibit (10.11) to the Registrant's Report on Form 10-K (File No. 001-12696), filed on June 1, 2001).
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10.10* Resolutions of the Board of Directors of Plantronics, Inc. Concerning Executive Stock Purchase Plan
(incorporated herein by reference from Exhibit (4.4) to the Registrant's Registration Statement on
Form S-8 (as amended) (File No. 333-19351), filed on March 25, 1997).

10.11.1* Plantronics, Inc. Basic Deferred Compensation Plan, as amended August 8, 1996 (incorporated herein
by reference from Exhibit (4.5) to the Registrant's Registration Statement on Form S-8 (as amended)
(File No. 333-19351), filed on March 25, 1997).

10.11.2 Trust Agreement Under the Plantronics, Inc. Basic Deferred Stock Compensation Plan (incorporated
herein by reference from Exhibit (4.6) to the Registrant's Registration Statement on Form S-8 (as
amended) (File No. 333-19351), filed on March 25, 1997).

10.11.3 Plantronics, Inc. Basic Deferred Compensation Plan Participant Election (incorporated herein by
reference from Exhibit (4.7) to the Registrant's Registration Statement on Form S-8 (as amended)
(File No. 333-19351), filed on March 25, 1997).

10.12.1* Employment Agreement dated as of July 4, 1999 between Registrant and Ken Kannappan
(incorporated herein by reference from Exhibit (10.15) to the Registrant's Annual Report on Form
10-K405 (File No. 001-12696), filed on June 1, 2000).

10.12.2* Employment Agreement dated as of November 1996 between Registrant and Don Houston
(incorporated herein by reference from Exhibit (10.14.2) to the Registrant's Annual Report on Form
10-K (File No. 001-12696), filed on June 2, 2003).

10.12.3* Employment Agreement dated as of April 1997 between Registrant and Barbara Scherer
(incorporated herein by reference from Exhibit (10.14.4) to the Registrant's Annual Report on Form
10-K (File No. 001-12696), filed on June 2, 2003).

10.12.4* Employment Agreement dated as of June 2003 between Registrant and Philip Vanhoutte
(incorporated herein by reference from Exhibit (10.12.4) to the Registrant's Annual Report on Form
10-K (File No. 001-12696), filed on May 31, 2005).

10.12.5* Employment Agreement dated as of May 2001 between Registrant and Joyce Shimizu (incorporated
herein by reference from Exhibit (10.14.5) to the Registrant's Annual Report on Form 10-K (File No.
001-12696), filed on June 2, 2003).

10.13.1 Credit Agreement dated as of July 31, 2003 between Registrant and Wells Fargo Bank N.A.
(incorporated herein by reference from Exhibit (10.1) of the Registrant's Quarterly Report on Form
10-Q (File No. 001-12696), filed on November 7, 2003).

10.13.2 Credit Agreement Amendment No. 1 dated as of August, 1, 2004, between Registrant and Wells
Fargo Bank N.A. (incorporated herein by reference from Exhibit (10.15.2) to the Registrant’s
Quarterly Report on Form 10-Q (File No. 001- 12696), filed on November 5, 2004).

10.13.3 Credit Agreement Amendment No.2 dated as of July 11, 2005, between Registrant and Wells Fargo
Bank National Association (incorporated herein by reference from Exhibit (10.15.1) to the
Registrants Form 8-K (File No. 001-12696), filed on July 15, 2005).

10.13.4
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Credit Agreement Amendment No.3 dated as of August 11, 2005, between Registrant and Wells
Fargo Bank National Association (incorporated herein by reference from Exhibit (10.2) to the
Registrants Form 8-K (File No. 001-12696), filed on November 23, 2005).

10.13.5 Credit Agreement Amendment No.4 dated as of November 17, 2005, between Registrant and Wells
Fargo Bank National Association (incorporated herein by reference from Exhibit (10.1) to the
Registrants Form 8-K (File No. 001-12696), filed on November 23, 2005).
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10.14* Restricted Stock Award Agreement dated as of October 12, 2004, between Registrant and certain of
its executive officers (incorporated herein by reference from Exhibit (10.1) of the Registrant's Current
Report on Form 8-K (File No. 001-12696), filed on October 14, 2004).

14 Worldwide Code of Business Conduct and Ethics (incorporated herein by reference from Exhibit (14)
of the Registrant's Current Report on Form 10-K (File No. 001-12696), filed on May 31, 2005).

31.1 CEO’s Certification Pursuant to Rule 13a-14(a)/15d-14(a)

31.2 CFO’s Certification Pursuant to Rule 13a-14(a)/15d-14(a)

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

* Indicates a management contract or compensatory plan, contract or arrangement in which any
Director or any Executive Officer participates.
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