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INTRODUCTORY STATEMENT

References made in this Annual Report on Form 106-Kdaptec,” the "Company," or the "Registranfere¢o Adaptec, Inc. and its wholly
owned subsidiaries. Adaptec, the Adaptec logo, E&ISand SCSiselect are trademarks of Adaptec, Wwidch may be registered in some
jurisdictions. All other trademarks used are owhgdheir respective owner
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PART |
ITEM 1. BUSINESS
GENERAL

Adaptec is a leading supplier of bandwidth managdémselutions that significantly enhance total sgsggerformance by increasing the data
transfer rates between personal computers ("P&atyers, peripherals, and networks. The Compangtiupts include host adapters, which
are primarily based on the small computer systdaerface ("SCSI") standard, peripheral technolodutemns, consisting primarily of
application specific integrated circuit ("ASIC")mtollers for hard disk and CD-ROM drives, and rativproducts, which include
asynchronous transfer mode ("ATM") and Fast Etheadapters. Adaptec provides its customers withpteta solutions, consisting of
hardware, software, and firmware, which are incompad into the products of substantially all of thajor Intel-based PC and server
manufacturers worldwide.

INDUSTRY BACKGROUND

A number of trends are driving the need to incredfextive input/output ("1/0") bandwidth betwee&®, servers, peripherals and networks:
(i) the introduction of increasingly powerful cesitprocessing units ("CPUs"), which require mongidly accessed and intelligently managed
data to function at their optimal performance le{@l new advanced operating systems, such as ®isdNT and Windows 95 that allow for
faster 1/0 and multitasking, (iii) the growth oftdeintensive software applications, such as grapéind video, which require significantly
more bandwidth, (iv) the proliferation of client’ger networks, the Internet and corporate intranelksch is in turn driving growth in the
number and processing power of servers, and (wythrom high-performance peripherals, such as higpacity hard disk drives, scanners,
CD-ROMs, and new CD-R and DVD drives. These fadbange created a rapid increase in the transfeataf lbetween desktop PCs, servers,
peripherals, and networks, resulting in substaht@iand network bottlenecks.

Industry standards have been developed to endbl® lkeep up with these trends, of which the mmgtartant for high-performance
applications is SCSI. SCSI has become the indgsarydard 1/O bus specification for high-performasgstems. SCSI allows the "intelligent”
transfer of data between computers, peripheratspatworks by enabling multitasking and by offlogglthe system CPU from I/O
management.

SCSI solutions include a proprietary ASIC and firamevand software for operating system drivers pperial drivers, and 1/O utilities. Nearly
all servers utilize SCSI, and as many as 10% dftdpsPCs now incorporate SCSI, with this percentgeected to increase as
microprocessors become more powerful and as monplea, data-intensive applications are performetherdesktop.

The increase in the usage of data is also credéntand for increasing amounts of data storage hssvaew high-capacity peripheral
devices. Virtually every microcomputer is shippeithwnass storage peripherals such as hard diskslegnd CD-ROMs. Each peripheral
requires an ASIC controller to manage the operatadrihat peripheral and to interface with the eysbus. Recently, new peripherals, suc
CD-ROMs and removable storage devices, have beesasingly used alongside hard disks to providétiadd! storage capacity. Such
devices frequently have SCSI interfaces. In addlitibe increasing need for mass storage is alsimdrthe need for controller solutions that
can support multi-gigabyte drives in both desktog server systems.

Another I/O-related market that is benefiting fréme need for increased bandwidth is the marketétwork interface cards that reside on
servers and PCs and use such standards as ATMaah&thernet. Server bandwidth is moving to theffont of concern of information
system organizations as more Internet and intrseweers are rapidly coming on line. The Companth i$ networking solutions, provides
both the bandwidth to and from the server as wedugmenting the server's resiliency to unexpestedts, such as network infrastructure
failures and disk drive crashes, through innovasioftware features.

In addition to SCSI, other high-performance, stadsidased host adapter solutions, such as 1394iFérand Fibre Channel, are emerging in
support of new applications. 1394/Firewire is atfuistry standard interface used in both personapectens and consumer electronics
equipment. In 1997,



1394/FireWire interface will be incorporated in gucts such as PCs for desktop publishing and \ediing, still image cameras, printers,
scanners, optical drives, and as many as 50% dfgilhl camcorders. The popularity of 1394/Fire®\is expected to grow due to its high
speed and easy-to-use cabling. Fibre Channelus éechnology targeted for applications with veighihcapacity 1/0 demands, which offers
unique capabilities in the clustering and high emdti-processor server environments.

PRODUCTS

The Company's products are designed and manufdatisieg a core set of technologies and resourdesCbmpany's semiconductor
technology design centers develop products famalkets the Company serves. The Company continugdize a process called concurrent
engineering, in which manufacturing, marketing, andineering work together early in the developnognte to meet the demands of
emerging technologies as well as decrease the tirmelume" of product shipments. The Company nzdirst an Internet Web site to provide
its customers with detailed company and produdrinftion.

Board-based I/O Solutions

The Company's board-based 1/O solutions, whichuohelSCSI host adapters, ATM and Fast Ethernet mketinterface cards, and related
firmware and software, meet the demanding 1/0O amthectivity requirements of enterprise servershigrformance desktop and portable
computers, and technical workstations across gdbiant microprocessor-based platforms.

The Company's board-based 1/O products, which paate the Company's proprietary single chip aechitres and an extensive array of
related software products, provide customers thet mamprehensive board-based 1/O solutions availabthe markets it serves. The
Company provides bus mastering, SCSI host adafhtatrsnanage all I/O processing activity, therelggfing the CPU to perform other
operations. The Company offers these host adapteoss all ranges of bus architectures including B2, EISA, and PCMCIA. The
Company also provides non-bus mastering host adaihtat provide standardized SCSI connectivity leetwthe CPU and its peripherals.
Additionally, demand is increasing for the Comparboard-based 1/O solutions where SCSI is utilinenkarly all servers. To expand further
the market for its products, the Company contirtoegevelop and market /0O solutions meeting specifiginal equipment manufacturer
("OEM") requirements and turnkey kits for the distitor channels. These kits include a SCSI hosptedand related software that enable
end-users to more readily connect SCSI periphésalseir microcomputer.

The Company has undertaken numerous initiativésctease the accessibility, ease of use, and véysaf the SCSI standard. Advanced
SCSI programming interface ("ASPI"), an industrgretard developed by the Company, enables usenteggrate high-performance SCSI
peripherals with microcomputers using popular ofiegesystems, such as Windows 95, Windows NT, NeBMaS/2, and UNIX. In additio
the Company is engaged in strategic relationshifis leading operating system vendors, such as IBlMrosoft, and Novell, resulting in

joint development projects to embed the Comparoftsvare within their operating systems. The Complaay several software utilities st

as Adaptec EZ-SCSI and SCSiselect products, wiepliy connecting a SCSI host adapter and periglseio a microcomputer system. The
Company has developed and continues to developupt®tbr emerging standards such as 1394/FireWideFibre Channel.

The proliferation of client server architecturéee tnternet, and corporate intranets have causidthe expansion and upgrading of corporate
networks, thereby creating demand for more powdrdmdwidth management solutions for networked emvirents. The Company offers its
family of ATM network interface cards ("NICs"), wdh provide a robust solution for managing mixedadgpes such as graphics, video, and
voice. As a result of the acquisition of Cogenfigcal 1997, the Company has expanded its proditestings to include a family of Fast
Ethernet NICs, which provide a high-performancaioh to the installed base of servers used inrGttenetworks.
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Integrated Circuits

The Company develops proprietary integrated ciso{iliCs") for use in microcomputer systems, masgagfe devices, various other
peripherals, and for use in its own board-basedl 86§ adapters and NICs. Adaptec's proprietarypi@side innovative solutions for
managing complex 1/O functions in higherformance microcomputer and storage applicatdfking closely with customers, the Comp.
provides complete solutions that include sophigigdCs, firmware, and software that optimize ollexabsystem design.

The Company's current IC products include SCSlearithnced integrated device electronic ("EIDE") paogmable storage controllers,
single-chip SCSI host adapters, and single-chipnddnt array of inexpensive disks ("RAID")-on-thethrerboard solutions. All of the
Company's IC products are developed using advaskesidn technologies to meet market requirementiiffirer levels of physical
integration, increased functionality, and perforcearrhe Company's programmable SCSI and EIDE staragtrollers are typically
configured to address specific customer requiremienthe mass storage market and are used prinatiigh-capacity hard disk drives as
well as non-hard disk drives. The Company's SCSt adapter ICs incorporate similar technology amdused by system manufacturers to
embed SCSI on the system motherboard. The CompRAyi3-on-the-motherboard solutions provide a cdfaive array solution that
maintains motherboard designs and protects thesimant in embedded SCSI.

RESEARCH AND DEVELOPMENT

The Company believes research and developmemdafoental to its success, especially in integraitedit design, software development,
and 1/0O solutions that encompass emerging techiedoghe development of proprietary integratedutiscthat support multiple architectures
and peripheral devices requires a combination gineering disciplines. In addition, extensive knedde of computer and subsystem
architectures, expertise in the design of high-dpkegital ICs circuits, and knowledge of operatgygtem software is essential. The
Company's research and development efforts contmteeus on the development of complete solutibas include proprietary ASICs,
firmware, and software that support multiple aretiitires and peripheral devices. These I/O solufaxibtate high-speed data transfer rates,
which are essential to the enhanced performancheott/server networking environments, applicatioeguiring high-performance 1/0, and
the adoption of various peripheral devices.

The Company continues to leverage its technicageige and product innovation capabilities to adslfléO solutions across a broad range of
users and platforms. The Company also continues/&st significant resources to develop its copcts as well as newer hardware and
software solutions including CD-R, 1394/FireWiréyie Channel, and optical technologies.

Approximately 28% of the Company's employees agagead in research and development, of which apmately 50% are engaged in
software development. In fiscal 1997, 1996, and518% Company spent approximately $129 milliorgldf net revenues), $88 million
(13% of net revenues), and $61 million (13% ofmeeenues), respectively, for research and developme

MARKETING AND CUSTOMERS

The Company believes it has successfully positiotsedf as a leading supplier of a full range @ Bolutions providing bandwidth
management. The Company sells its products thraudjtect sales force to substantially all majoveeand PC manufacturers, as well as
most of the major electronic distributors worldwidéne Company works closely with its OEM custonmarshe design of current and next
generation products to meet the specific requiresnehsystem integrators and end-users. The Compiawdes its OEM customers with
extensive applications and system design suppba.dompany also sells board-based products to sad-through major computer product
distributors and provides technical support t@itstomers worldwide.

The Company's OEM customers include Acer, Compéagjtdd Equipment Corporation, Dell Computer Corgara, Fujitsu, Gateway 2000,
Hewlett-Packard Company, IBM Corporation, Intel fanation,



lomega, Maxtor Corporation, NEC Technologies, Sargs@iemens Nixdorf, and Toshiba America. The Camggsamajor distributors inclu
Actebis, Computer 2000, Gates/Arrow, Ingram Midvierisel, Nissho, and Tech Data. In fiscal 1997 24885, no customer accounted for
more than 10% of the Company's net revenues. ¢alftl996, sales to one distributor represented aD#te Company's net revenues.

The Company emphasizes solution-oriented custoopgyast as a key element of its marketing strategyraaintains technical applications
groups in the field as well as at the Company'siearters. Support provided by these groups insladsisting current and prospective
customers in the use of the Company's productsingrpplication notes, and conducting seminarsystem designers. The systems-level
expertise and software experience of the Compamgseering staff are also available to custométts particularly difficult I/O design
problems. A high level of customer support is atsintained through technical support hotlines, tebmic bulletin boards, and dial-in-fax
capability.

International net revenues accounted for approxina@l %, 56%, and 62% of net revenues in fiscal719996, and 1995, respectively. Sales
of the Company's products internationally are stthije certain risks common to all export activitisach as governmental regulation and the
risk of imposition of tariffs or other trade banse Sales to customers are primarily denominatedl $1 dollars.

COMPETITION

In the host adapter market, the Company competissaniumber of smaller host adapter manufactuférs.Company's competitive strategy
is to continue to leverage its technical leadersinigh concentrate on the most technolaoggnsive solutions. To address the competitivene
of the business the Company designs advanced ésatto its products, with particular emphasis atadransfer rates, software-defined
features, and compatibility with major operatingteyns and most peripherals. The Company belieeegrthcipal competitive factors in this
market are performance, a comprehensive arraylatios ranging from connectivity products for ghersonal computing market to high-
performance products for the enterprise-wide compguand networked environments, product featuremdawareness, financial resources,
and technical and administrative support. The Comyieelieves that it presently competes favorabljn\éspect to each of these factors.

The Company's principal competitors in the massag market are captive suppliers and Cirrus Ldgiz, The Company believes that its
competitive strengths in the mass storage markéide its systems level expertise, integrated #tidesign capability, and substantial
experience in 1/O applications. The Company beBabe principal competitive factors in achievingide wins are performance, product
features, price, quality, and technical and adrtriaiive support. The Company believes that it prdgeompetes favorably with respect to
each of these factors.

The markets for the Company's products are highigpetitive and are characterized by rapid technoéd@dvances, frequent new product
introductions, evolving industry standards, and petitive price pressures. The Company's competionsinue to introduce products with
improved performance characteristics, and its ensts continue to develop new applications. As thm@any has continued to broaden its
bandwidth management product offerings into théigs server, and networking environments, it hgseéenced, and expects to experience
in the future, significantly increased competitlmsth from existing competitors and from additiocaimpanies that may enter its markets.
Some of these companies have greater technicaketivag, manufacturing, and financial resources th@Company. The Company will he

to continue to develop and market appropriate prtsdio remain competitive. The Company believesadrtbe significant factors in its
competitive success is its continued commitmersigrificant resources to research and development.

BACKLOG

The Company's backlog was approximately $154 miliad $111 million at March 31, 1997 and March1396, respectively. These back
figures include only orders scheduled for shipnweittiin six months, of which the majority are schiedufor delivery within 90 days. The
Company's customers may cancel or delay purchasesofor a variety of reasons, including reschedutif new product introductions
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and changes in inventory policies and forecastadathel. Accordingly, the Company's backlog as of genyicular date may not be indicative
of the Company's actual sales for any succeedsoglfperiod.

MANUFACTURING

The Company's Singapore manufacturing facility pie@s and tests high volume host adapter produlsesSingapore facility has earned 1ISO
9001 certification, a stringent quality standardtthas become a requirement for doing businesalljol®ince establishing this facility in
Singapore in 1988, the Company has experienced loagts, shorter manufacturing cycle times, andavgd service to customers. The
Company's products make extensive use of standgit] printed circuit boards, and random access ongiinom several outside suppliers in
addition to the Company's custom designed intedreiteuits. Additionally, during fiscal 1997, to sure availability of low cost
manufacturing capacity for certain product linég €Company's Singapore plant expanded its reldtipngith major local subcontracting
manufacturers by consigning certain production gaeint to the subcontractors.

All semiconductor wafers used in manufacturing@umpany's products are processed to its specditatly outside suppliers and internally
tested by the Company. The Company believes thauitrent wafer volume and manufacturing technolegyirements are best met with
foundry relationships. In fiscal 1996, the Comparygured capacity through an agreement with Taiveani®@nductor Manufacturing Co.,
Ltd. ("TSMC") that ensures availability of a poriof the Company's wafer capacity for both cureand future technologies for which the
Company made advance payments totaling $66 milBahsequent to March 31, 1997, the Company enteteén agreement with TSMC
whereby the Company will make advance paymentsingt&35 million to secure additional wafer capgdir future technology through
2001. The Company signed a promissory note forr®on for the advance payments, which becomesidueo equal installments on
January 31, 1998 and June 30, 1998.

PATENTS AND LICENSES

The Company believes that patents are of lessfwignce in its industry than such factors as intiereaskills, technological expertise, and
marketing abilities. However, the Company encousdtgeengineers to document patentable inventiodshas applied for and continues to
apply for patents both in the United States anfiieign countries when it deems it to be advantagé¢o do so. There can be no assurance
that patents will be issued or that any patentedswill provide significant protection or could baccessfully defended.

As is the case with many companies in the eleatmimdustry, it may be desirable in the futuretfe Company to obtain technology licenses
from other companies. The Company has occasioredlgived notices of claimed infringement of intelleal property rights and may receive
additional such claims in the future. The Compavslgates all such claims and, if necessary, wadks® obtain appropriate licenses. There
can be no assurance that any such licenses, ifeelqwill be available on acceptable terms.

EMPLOYEES

At March 31, 1997, the Company had 2,794 employieekiding 773 in engineering, 1,184 in manufactgr{including 1,077 at its Singapc
facility), 130 in customer technical support, 284marketing, 206 in sales, and 297 in finance amdimistration. The Company's continued
success will depend in large measure on its altdigttract and retain highly skilled employees wane in great demand. None of the
Company's employees are represented by a laban.unio

FOREIGN AND DOMESTIC OPERATIONS

See "Segment Information” on page F-15.



CERTAIN FACTORS BEARING ON FUTURE RESULTS

This report contains forward-looking statements theolve risks and uncertainties. The statemeatgained in this document that are not
purely historical are forward-looking statementshivi the meaning of Section 27A of the Securities & 1933 and Section 21E of the
Securities Exchange Act of 1934, including withbitation statements regarding the Company's etgbens, beliefs, intentions or strateg
regarding the future. All forward-looking statemeiricluded in this document are based on informadiailable to the Company on the date
hereof, and the Company assumes no obligationdatemny such forward-looking statements. The Caryipactual results could differ
materially from those anticipated in these forwhooking statements as a result of certain facioduding those set forth in the following
risk factors and elsewhere in this document. Iduatang the Company's business, prospective investoould consider carefully the
following factors in addition to the other inforn@t set forth in this document.

Future Operating Results Subject to Fluctuatiore Thmpany's operating results may fluctuate irfuhee as a result of a number of factors,
including cancellations or postponements of ordgmgts in the mix of the Company's products arldssahannels, changes in pricing policies
by the Company's suppliers, interruption in thepdypf custom integrated circuits, the market ataepe of new and enhanced versions ¢
Company's products, and the timing of acquisitioihsther business products and technologies andssgciated charges to earnings. The
volume and timing of orders received during a cgraate difficult to forecast. The Company's custaieom time to time encounter uncert
and changing demand for their products. Customemngiglly order based on their forecasts. If denfaltglbelow such forecasts or if
customers do not control inventories effectiveheyt may cancel or reschedule shipments previouslgred from the Company. Additional
the Company has historically operated with a reddyi small backlog, especially relating to ordefg®boardbased I/O solutions. Further,
Company's expense levels are based in part on ttjpes of future revenues, and the Company has &igaificantly increasing and intends
to continue to increase operating expendituresntiing capital balances as it expands its opamatids a result of the difficulty of
forecasting revenues and the Company's plannedtigiovgpending, operating expenses could be digptiopately high for a given quatrter,
and the Company's operating results for that quaatel potentially future quarters, would be adglraffected. Operating results in any
particular quarter which do not meet the expeatatiof securities analysts could cause volatilitshia price of the Company's Common St¢

Dependence on the High-Performance Microcomputak&taThe Company's board-based I/O solutions see primarily in high
performance computer systems designed to suppodilidth-intensive applications and operating systdristorically, the Company's
growth has been supported by increasing demarsgl/ftems that support client/server and Interneafirgt applications, computer-aided
engineering, desktop publishing, multimedia, ardkwi Should the growth of demand for such systdowg she Company's business or
operating results could be materially adverselga#d by a decline in demand for the Company'syatsd

Certain Risks Associated with the Computer Periglsdviarket. As a supplier of controller circuitsn@anufacturers of computer peripherals
such as disk drives and other storage devicesitmpof the Company's business is dependent oovbeall market for computer peripherals.
This market, which itself is dependent on the miafteepersonal computers, has historically beenattarized by periods of rapid growth
followed by periods of oversupply and contractids.a result, suppliers to the computer peripheralastry from time to time experience
large and sudden fluctuations in demand for theidpcts as their customers adjust to changing tiondiin their markets. If these
fluctuations are not accurately anticipated, sugip8ers, including the Company, could produce sgixe or insufficient inventories of
various components which could materially and askigraffect the Company's business and operatswjtse The computer peripherals
industry is also characterized by intense pricefoetition, which in turn creates pricing pressuregh® suppliers to that industry. If the
Company is unable to correspondingly decreasearsufiacturing or component costs, such pricing presscould have a material adverse
effect on the Company's business or operatingtesul



Reliance on Industry Standards, Technological Ceabgpendence on New Products. The computer indisstharacterized by various
standards and protocols that evolve with time. Thenpany's current products are designed to conforrertain industry standards and
protocols such as SCSI, UltraSCSI, PCI, RAID, ATavid Fast Ethernet. In particular, a majority of @@mmpany's revenues are currently
derived from products based on the SCSI standaconsumer acceptance of these standards was lioaawr if they were replaced with ne
standards, and if the Company did not anticipatedtchanges and develop new products, the Comgmarsjfess or operating results couls
materially adversely affected.

The markets for the Company's products are chaiaeteby rapidly changing technology, frequent r@raduct introductions, and declining
average selling prices over product life cyclese Ttompany's future success is therefore highly miigre upon the timely completion and
introduction of new products at competitive priegfprmance levels. The success of new productdottions is dependent on several
factors, including proper new product definitiompguct costs, timely completion and introductiomefv product designs, quality of new
products, differentiation of new products from thad the Company's competitors, and market acceptahthe Company's and its custom
products. As a result, the Company believes thatirmeed significant expenditures for research aaektbpment will be required in the futu
There can be no assurance that the Company witesstully identify new product opportunities andelep and bring new products to
market in a timely manner, that products or tecbgigls developed by others will not render the Camgsaproducts or technologies obsolete
or noncompetitive, or that the Company's produdlishe selected for design into the products otaigeted customers. The failure of any of
the Company's new product development efforts chaide a material adverse effect on the Companginéss or operating results. In
addition, the Company's revenues and operatindtsesauld be adversely impacted if its customerteshtheir demand to a significant ext
away from board-based I/O solutions to applicagpecific ICs.

Dependence on Wafer Suppliers and Other Subcoatsa&ll of the finished silicon wafers used foetGompany's products are currently
manufactured to the Company's specifications bgpetdent foundries. The Company currently purchasegstantial majority of its wafers
through a supply agreement with TSMC. The Compdsy purchases wafers from SGS-Thomson Microeleixtscend Seiko Epson. The
manufacture of semiconductor devices is sensitiveewide variety of factors, including the availapiof raw materials, the level of
contaminants in the manufacturing environment, inti@s in the materials used, and the performarigeesonnel and equipment. While the
quality, yield, and timeliness of wafer delivertesdate have been acceptable, there can be naassuhat manufacturing yield problems-
not occur in the future. In addition, although @@mpany has various supply agreements with itslgrppa shortage of raw materials or
production capacity could lead any of the Compawgfer suppliers to allocate available capacitgustomers other than the Company, or to
internal uses. Any prolonged inability to obtainfera with competitive performance and cost attlsudequate yields, or timely deliveries
from its foundries would delay production and pradshipments and could have a material adverseteffethe Company's business or
operating results. The Company expects that itiwithe future seek to convert its fabrication msgarrangements to smaller geometries and
to more advanced process technologies. Such caomemntail inherent technological risks that cHadt yields and delivery times. If for al
reason the Company's current suppliers were umahlawilling to satisfy the Company's wafer nedtls, Company would be required to
identify and qualify additional foundries. Therendze no assurance that any additional wafer foeadriould become available, that such
foundries would be successfully qualified, or thiath foundries would be able to satisfy the Com|zsamguirements on a timely basis.

The Company's future growth will depend in larget pa increasing its wafer capacity allocation fromrent foundries, adding additional
foundries, and gaining access to advanced proeekadlogies. There can be no assurance that th@&ugnwill be able to satisfy its future
wafer needs from current or alternative sourcey. iAorease in general demand for wafers withinitioeistry or any reduction of existing
wafer supply from any of the Company's foundry sear could materially adversely affect the Compahuysiness, financial condition, or
operating results.

In order to secure wafer capacity, the Company ftiome to time has entered into "take or pay" cartrghat committed the Company to
purchase specified wafer quantities over exten@eibgs, and has



made prepayments to foundries. In the future, thie@any may enter into similar transactions or othersactions, including, without
limitation, non-refundable deposits with or loaaddundries, or equity investments in, joint veetiwith or other partnership relationships
with foundries. Any such transaction could reqtire Company to seek additional equity or debt faiagnto fund such activities. There can
be no assurance that the Company will be able tairobny required financing on terms acceptabtbéoCompany.

Additionally, the Company relies on subcontracforshe assembly and packaging of the ICs includéts products. The Company has no
long-term agreements with its assembly and packegjibcontractors. There can be no assurance ttfassbcontractors will continue to be
able and willing to meet the Company's requiremémtsuch components or services. Any significastuption in supplies from, or
degradation in the quality of components or ses/&gpplied by, such subcontractors could delaynséipis and result in the loss of customers
or revenues or otherwise have a material advefsetafn the Company's business or operating results

Certain Risks Associated With Acquisitions. Sinlge beginning of fiscal 1996, the Company has aequéteven complementary companies
and businesses. As part of its overall strategyQbmpany plans to continue to acquire or invesbmplementary companies, products, or
technologies and to enter into joint ventures arategic alliances with other companies. Risks camignencountered in such transactions
include the difficulty of assimilating the operat®and personnel of the combined companies, ttenfiak disruption of the Company's
ongoing business, the inability to retain key techhand managerial personnel, the inability of ageament to maximize the financial and
strategic position of the Company through the ss&ité integration of acquired businesses, additierpenses associated with amortization
of acquired intangible assets, dilution of existeagyity holders, the maintenance of uniform stasislazontrols, procedures, and policies, and
the impairment of relationships with employees enstomers as a result of any integration of newsgrarel. There can be no assurance that
the Company would be successful in overcoming thiske or any other problems encountered in comoreetith such business
combinations, investments, or joint ventures, at guch transactions will not materially adversafgct the Company's business, financial
condition, or operating results.

Certain Risks Associated with Implementation of Nefermation Systems. The Company is in the prooé¢amiplementing new information
systems to enhance its current and future buspresesses worldwide. The Company will implemenséhgystems during fiscal 1998. There
can be no assurance that the Company will sucdbssfplement this new system efficiently and itimely manner. Any significant period
of delay to this project could have a material ageeffect on the Company's business or operagisigts.

Competition. The markets for the Company's prodamsntensely competitive and are characterizegpig technological advances,
frequent new product introductions, evolving indystandards, and price erosion. In the host adapaeket, the Company competes with a
number of smaller host adapter manufacturers. Tdragany's principal competitors in the mass storageket are captive suppliers and
Cirrus Logic, Inc. As the Company has continuetnmaden its bandwidth management product offeriimigsthe desktop, server, and
networking environments, it has experienced, anmbets to experience in the future, significantigreased competition both from existing
competitors and from additional companies that eragr its markets. Some of these companies haategrtechnical, marketing,
manufacturing, and financial resources than the @2om. There can be no assurance that the Compdriyevéble to make timely
introduction of new leading-edge solutions in resgoto competitive threats, that the Company wlable to compete successfully in the
future against existing or potential competitorshat the Company's business or operating resiiltaat be materially adversely affected by
price competition.

Certain Issues Related to Distributors. The Comisagtigtributors generally offer a diverse arrayprfducts from several different
manufacturers. Accordingly, there is a risk thaseadistributors may give higher priority to sejliproducts from other suppliers, thus
reducing their efforts to sell the Company's pragud reduction in sales efforts by the Companyisent distributors could have a materially
adverse effect on its business or operating resttits Company's distributors may on occasion Huoiléntories in
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anticipation of substantial growth in sales, ansLi€h growth does not occur as rapidly as antietghadistributors may decrease the amount of
product ordered from the Company in subsequentepsarSuch a slowdown in orders could reduce thagamy's revenues in any given
quarter and give rise to fluctuation in the Compsumperating results.

Dependence on Key Personnel. The Company's futiweess depends in large part on the continuedcseoviits key technical, marketing,
and management personnel, and on its ability téimea to attract and retain qualified employeesti@alarly those highly skilled design,
process, and test engineers involved in the maturiaof existing products and the development of peoducts and processes. The
competition for such personnel is intense, anddbe of key employees could have a material adwfset on the Company's business or
operating results.

Certain Risks Associated with International Operati The Company's manufacturing facility and wasisubcontractors it utilizes from time
to time are located primarily in Asia. Additiongliyre Company has various sales offices and cussotheughout Europe, Japan, and other
countries. The Company's international operationssales are subject to political and economicsrigicluding political instability, currency
controls, exchange rate fluctuations, and changesport/export regulations, tariffs, and freightes. In addition, because the Company's
principal wafer supplier, TSMC, is located in Taiwshe Company is subject to the risk of politicedtability in Taiwan, including the
potential for conflict between Taiwan and the PetspRepublic of China.

Intellectual Property Protection and Disputes. Tloenpany has historically devoted significant researto research and development and
believes that the intellectual property derivedrfreuch research and development is a valuable thsgdtas been and will continue to be
important to the success of the Company's busiddgmugh the Company actively maintains and deeitslintellectual property rights, no
assurance can be given that the steps taken liyatmpany will be adequate to protect its proprietagiits. In addition, the laws of certain
territories in which the Company's products arenay be developed, manufactured, or sold, incluédisigq and Europe, may not protect the
Company's products and intellectual property rightdhe same extent as the laws of the United Statee Company has from time to time
discovered counterfeit copies of its products benanufactured or sold by others. Although the Camgpaaintains an active program to
detect and deter the counterfeiting of its prodwstteuld counterfeit products become availabl&éérharket to any significant degree it could
materially adversely affect the business or opegatésults of the Company.

From time to time, third parties may assert exeligatent, copyright, and other intellectual propeghts to technologies that are important
to the Company. There can be no assurance thdtgities will not assert infringement claims agathe Company in the future, that
assertions by third parties will not result in ¢pditigation or that the Company would prevailsoch litigation or be able to license any valid
and infringed patents from third parties on comnadiscreasonable terms. Litigation, regardlesst®biutcome, could result in substantial cost
and diversion of resources of the Company. AnyingiEment claim or other litigation against or bg thiompany could materially adversely
affect the Company's business or operating results.

Need for Interoperability. The Company's productshibe designed to interoperate effectively witlagety of hardware and softwe
products supplied by other manufacturers, includimicroprocessors, peripherals, and operating systétware. The Company depends on
significant cooperation with these manufacturersriter to achieve its design objectives and progwoducts that interoperate successfully.
While the Company believes that it generally hasdgeelationships with leading system, periphenad] microprocessor suppliers, there can
be no assurance that such suppliers will not fiiame to time make it more difficult for the Compatwydesign its products for successful
interoperability or decide to compete with the Camy

Volatility of Stock Price. The stock market in gesle and the market for shares of technology corgsain particular, have from time to time
experienced extreme price fluctuations, which haften been unrelated to the operating performahteecaffected companies. In addition,
factors such as technological innovations or nevdpct introductions by the Company, its competjtorsts customers may have a
significant impact on the market price of the Comps Common Stock. Furthermore, quarter-to-
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quarter fluctuations in the Company's results arafions caused by changes in customer demandgehamthe microcomputer and
peripherals markets, or other factors, may havgrdfiant impact on the market price of the ComygarCommon Stock. These conditions
well as factors that generally affect the marketstocks of high technology companies, could cdlisgrice of the Company's Common
Stock to fluctuate substantially over short periods

ITEM 2. PROPERTIES

The Company owns six buildings (approximately 306,6quare feet) in Milpitas, California, which @mémarily used by the Company for
corporate offices, research, manufacturing, mangetind sales, and one building (approximately @@ square feet) in Longmont, Colora
for research, technical support, marketing, saled,administrative support. The Company leasedivildings (approximately 63,000 square
feet) in Milpitas, California, which are mainly aggied to support administrative and sales functiand other facilities in Irvine, California
(82,000 square feet); Bellevue, Washington (9,@futare feet); Friday Harbor, Washington (85,000 sgjfeet); and Nashua, New Hampshire
(17,000 square feet) to support technical desitprtsfand sales.

Adaptec Manufacturing Singapore is located in teaskd facilities (approximately 150,000 square) fadte two buildings are used by the
Company for research, manufacturing, and sales Cidmepany also leases eleven sales offices in tliied)8tates, and one sales office each
in Waterloo, Belgium; Munich, Germany; Bretonnebrance; Camberley, England; Singapore; Seoul, Kadrapei, Taiwan; and Tokyo,
Japan. The Tokyo office also provides technicalgiesfforts and technical support with the Brusséfice providing technical support to
Europe. The Company believes its existing facgitmd equipment are well maintained and in goodadipg) condition and believes its
manufacturing facilities, together with the userafependent manufacturers where required or ddsjrafil be sufficient to meet its
anticipated manufacturing needs through fiscal 1998

During fiscal 1996, the Company acquired a part&md in Fremont, California, for approximatelyZtnillion cash to support anticipated
future growth. The Company's future facilities regments will depend upon the Company's businestsitee Company believes additional
space, if required, may be obtained on reasonabiest

ITEM 3. LEGAL PROCEEDINGS

From time to time, the Company is involved in legedceedings incidental to the conduct of its besin The Company believes that the
litigation, individually or in the aggregate, to igh it is currently a party is not likely to havereaterial adverse effect on the Company's
results of operations or financial condition.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not applicable

12



PART Il
ITEM 5.MARKET FOR REGISTRANT'S COMMON STOCK AND REL ATED SHAREHOLDER MATTERS

The Company's common stock is traded publicly @NASDAQ Stock market under the symbol ADPT. ThHiofeing table sets forth the
range of the high and low prices by quarter asntegdoy NASDAQ National Market System.

1997 1996
HIGH LOW HIGH LOW
First quarter...........coccceveeen. $30 3/4 $2215/16 $19 15/16 $145/8
Second quarter...........ccccvveees 29 13/16 171/2 23 5/8 17 1/4
Third quarter............ 41 1/8 285/8 243/16 17 /16

Fourth quarter 46 7/8 321/8 283/16 17/16

At May 31, 1997, there were 818 holders of recdrthe Company's common stock. The Company hasaidtgash dividends on its comm
stock and does not currently plan to pay cash divid to its shareholders in the near future.

ITEM 6. SELECTED FINANCIAL DATA

1997 1996 1995 1994 1993
(In thousands, except per share amounts)
STATEMENT OF OPERATIONS DATA
YEAR ENDED MARCH 31

Net revenues.........c.c.co...... $ 933,868 $659,347 $466,194 $372,245 $311,339
Cost of revenues................. 388,969 275,939 205,596 189,526 174,179
Gross profit........ccceeeeene 544,899 383,408 260,598 182,719 137,160
Operating expenses
Research and development...... 128,530 87,628 60,848 39,993 26,324
Selling, marketing and
administrative.............. 162,979 117,332 81,966 65,591 48,093

Write-off of acquired
in-process technology and

other......ccoceviieenne. 92,162 52,313 - - -
383,671 257,273 142,814 105,584 74,417
Net income..........ccccoeveenee. $ 107,561* $103,375* $93,402 $58,950 $49,390
NET INCOME PER SHARE
Net income per share............. $ .93* $ 95+ $ 88 $ 55 $ .48
Weighted average shares
outstanding................... 115,062 109,138 106,714 107,204 103,304
BALANCE SHEET DATA AS OF MARCH 31
Working capital.................. $ 693,629 $334,989 $294,058 $243,451 $191,693
Total assets.......cccceeeueee. 1,043,494 646,486 435,708 358,475 282,896
Long-term obligations............ 230,850 4,250 7,650 11,050 14,450
Shareholders' equity............. 688,325 511,945 371,644 297,616 225,155

* Includes the after-tax effect of write-offs aswded with acquired in-process technology.
ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
RESULTS OF OPERATIONS

The Company continued its worldwide growth as peenues increased 42% to $934 million in fiscal7L88d 41% to $659 million in fiscal
1996. The increase in net revenues has been dsiuaarily by industry dynamics, including the pfeliation of client/server networks, the
Internet and corporate intranets,
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the growth of data intensive software applicatisnsh as graphics and video, the ongoing deploywiesuphisticated operating systems such
as Windows NT, and the adoption of various higtgrerance peripherals such as high capacity haxeslriscanners, and optical drives
including CD-ROM and CD-R. These trends, combinétth the Company's market leadership in providingsSéblutions, resulted in
increased host adapter net revenues in both the @iMlistributor channels worldwide. Over the taat years net revenues from sales of
Company's application specific ICs have also insedaprimarily as a result of design wins with m&&Ms for higher capacity disk drives
that are required for advanced applications.

Gross margin in fiscal 1997 was 58% compared to 88%#56% in the 1996 and 1995 fiscal years, res@dygt Over the last two years the
Company's focus on designing its application spebifs to improve yield has led to increased eéingy in the manufacturing process. Gross
margin in fiscal 1997 remained unchanged from fi$€86 due to decreased costs of purchased comfsothet were offset by the mix of
products shipped.

In fiscal 1997 and 1996, the Company maintaineceggarch and development commitment to invessiodre products as well as newer
hardware and software solutions including 1394XKire, Fibre Channel, and optical technologies. Reseand development expenditures in
fiscal 1997 increased slightly as a percentagewdnmues to 14% compared with 13% in both the 19861895 fiscal years. Spending for the
three fiscal years was $129 million, $88 milliondeB61 million, respectively. The Company beliethesse expenditures, consisting primarily
of increased staffing levels, have allowed it tdnten its position in technical leadership andduret innovation. Because of the industry
dynamics driving the need for increased system watill, the Company believes it is essential to icu@ its investment in research and
development and anticipates that actual spendifigdal 1998 will increase.

Selling, marketing, and administrative expensedtsital 1997 decreased slightly as a percentageveinues to 17% compared with 18% in
both the 1996 and 1995 fiscal years. Spendingthree fiscal years was $163 million, $117 milliand $82 million, respectively. These
increases in actual spending were primarily a tefiddvertising and promotional programs aimekdatraging the Company's brand image
and generating demand for its products. Additignalie Company increased staffing levels to supip®worldwide growth. The Company
believes it will increase these expenditures iodid998 primarily due to expanded worldwide marigetctivities.

During fiscal years 1997 and 1996, the Company isedwarious complementary businesses and techieslogcorded under the purchase
method of accounting, resulting in write-offs ofjacred in-process technology of $90 million and $&fion, respectively. Excluding the
write-offs, the Company's results of operationsfigzal years 1997 and 1996 were not materiallgaéd by these acquisitions. Additionally,
the Company acquired one business, Cogent Datandkies (Cogent), recorded under the pooling-térests method of accounting. The
Company incurred $2 million in professional feeg@mnection with this acquisition, which have beesuded in "write-off of acquired in-
process technology and other." Cogent's histodpatations, net assets, and cash flows were netrialaio the Company's consolidated
financial statements and, therefore, have not beflected in the Company's consolidated finan@alits prior to the acquisition. Beginning
at the date of acquisition, the book value of tbguired assets and assumed liabilities as weli@sesults of Cogent's operations and cash
flows, all of which are not material to the Compdrayve been combined with those of the Company.

Interest income, net of interest expense for fid€&8l7, decreased from the prior fiscal year primathile to lower cash and investment
balances in the first half of the year and inteeagtense incurred in connection with $230 millidrConvertible Subordinated Notes that the
Company issued in February 1997. The interestasgeciated with these notes is 4 3/4%. Interestigg net of interest expense, for both the
1997 and 1996 fiscal years is higher than fisc8518ue to higher average cash and investment edanc

The Company's effective tax rate for fiscal yed87, 1996, and 1995 was 37%, 25%, and 25%, respéctiThe higher fiscal 1997 rate
resulted from write-offs of acquired in-processhtealogy for which the Company will receive no capending tax benefit. Excluding the
effect of the write-offs of acquired in-
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process technology in fiscal 1997, the Companyéctte tax rate was 25%. The accounting for woiks-of acquired in-process technology
changed in fiscal 1997 due to an interpretatioSAS 109 that the Company adopted upon its issuémdiscal 1996, the Company was
allowed to gross-up the acquired in-process tedyyoand record a dollar-for-dollar credit agaitsttax provision, allowing the Company to
maintain its 25% effective rate. The differencenmstn the Company's 25% effective tax rate and tie sfatutory rate is primarily due to
income earned in Singapore where the Company jeciib a significantly lower effective tax ratesuiting from a tax holiday relating to
certain of its products. The terms of the tax halighrovide that profits derived from certain progueill be exempt from tax through 2006,
subject to certain conditions. In addition, profieyived from the Company's remaining products béltaxed at a rate of 15%, which is lower
than the Singapore statutory rate of 26%, througgaf 1998.

While the Company has experienced significant gnawtrevenues and profitability, various factorsilicbadversely affect its results of
operations in the future including its dependent¢he high-performance microcomputer, server, argpperals markets, changes in product
mix, competitive pricing pressures, changes intettgical standards, dependence on wafer supglietother subcontractors, changes in
product costs, certain risks associated with adgpris of other companies or businesses that thef@oy may make from time to time, iss
related to distributors, dependence on key perdprisks associated with international operatiaisks associated with implementation of
new systems, and risks associated with intelleqit@derty or general economic downturns.

LIQUIDITY AND CAPITAL RESOURCES

Operating Activities. Net cash generated from ofregeactivities during fiscal 1997 was $223 millioampared to the $106 million generated
in fiscal 1996. The increase in fiscal 1997 isaettd in the increase in the Company's net incomiei@ding non-cash charges compared to the
prior year. The increase in cash generated fromatipas from fiscal 1996 was primarily a resultloé overall growth of the Company's
operations. Offsetting favorable operating castv$lin fiscal 1997 was an increase in accounts vab& of $42 million reflecting the
Company's growth.

Investing Activities. The Company made payment$Xd7 million, net of cash acquired, in connectiathwhe acquisitions of Western
Digital's Connectivity Solutions Group (CSG), CD&Redable (CDR) software technology from Corel, Inc., Data Kise#nc. (DKI), Sigma:
Technologies, Inc. (Sigmax), Toast CD-R technolfogythe Macintosh platform, and certain assetskipSone, Inc. (Skipstone).
Additionally, the Company acquired Cogent in a $igstion accounted for as a pooling of interestughothe issuance of 2.6 million shares of
its common stock. During fiscal 1996, the Compalsyp acquired various complementary businessesemmhologies resulting in a $31
million cash payout.

In fiscal 1997, the Company continued to invesguipment for product development and manufactuorgupport increased demand for its
products and future business requirements. Aldaded in the $88 million invested in property amgigment during the current fiscal year
was an investment of $13 million toward a new facfior one of the Company's research and developmenters located in Boulder,
Colorado, and an investment of $15 million towdrel implementation of new information systems fea @ompany. The Company will beg
utilizing the facility in Boulder during the firgfuarter of fiscal 1998 and its new information syss$ in the second quarter of fiscal 1998.
During the 1998 fiscal year, the Company anticipdtevill invest approximately $90 million in propg and equipment, primarily consisting
of equipment for future product innovation as vealifacilities to support its growth.

During fiscal years 1997, 1996, and 1995 the Compantinued to invest significant amounts of fuimdsarketable securities consisting
mostly of highly rated municipal instruments.

During fiscal year 1997, the Company entered imagreement with Lucent Technologies, Inc. ("Luetat sell $21 million of equipment
that it had previously purchased in connection @ideparate agreement that ensured availabilitgrdin levels of wafer capacity from
Lucent. This new agreement cancels the initial citypagreement and requires Lucent to purchasedb@ément from the Company, payable
in two installments in fiscal 1998.
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Financing Activities. In February 1997, the Comp#&sued $230 million of 4 3/4% Convertible Suboeded Notes due February 1, 2004,
which the Company received net proceeds of $22HomilThe notes provide for serainual interest payments each February 1 and Adg
commencing on August 1, 1997. The holders of thewill be entitled at any time on or after Mayl997 through maturity to convert the
notes into common stock at a conversion price af@5per share. The notes are redeemable, in whdahepart, at the option of the
Company, at any time on or after February 3, 2Q@falining premiums to par. Debt issuance cosidamg amortized ratably over the term
of the notes.

In June 1996, the Company paid a $46 million skenra note issued to TSMC in connection with an egrent to ensure increased wafer
capacity through the year 2001. Subsequent to Mat¢ch997, the Company entered into an agreemehtM@MC whereby the Company
will make advance payments totaling $35 milliorsézure additional wafer capacity for future tecbgglthrough 2001. The Company sigt
a promissory note for $35 million for the advanegments, which become due in two equal installmentdanuary 31, 1998 and June 30,
1998.

During fiscal years 1997, 1996, and 1995, the Campaceived proceeds from the issuance of comnuamk stnder its Stock Option and
Employee Stock Purchase Plans totaling $50 milg&7, million, and $17 million, respectively. Durifigcal 1997, the Company's Board of
Directors terminated the Company's stock repurchesgram.

The Company has an unsecured $17 million revollimgyof credit under which there were no outstagdinrrowings as of March 31, 1997.
The Company's liquidity is affected by various éast some based on continuing operations of thiness and others related to the industry
and global economies. Although the Company's cashipn will fluctuate based on the timing of théaetors, the Company believes that
existing working capital combined with expectedicgenerated from operations and available sourcleark and equipment financing will
be sufficient to meet its cash requirements througfiscal 1998.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

See the index appearing under Item 14(a)(1) on pader the consolidated financial statements ohptdc, Inc. at March 31, 1997 and 1996
and for each of the three years in the period eMieth 31, 1997 and the independent accountaipitsire

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
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PART 1lI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

Information with respect to directors of Adaptednisorporated by reference from the informationemitie captions "Election of Directors --
Nominees" and "Compliance with Section 16(a) of $leeurities Exchange Act of 1934" in the Compadgfinitive Proxy Statement for tt
annual meeting of shareholders to be held, Auglis1297 (the "Proxy Statement").

The following sets forth certain information witbspect to the executive officers of the Compang,tarir ages, as of March 31, 1997.

NAME AGE POSITION

John G. Adler 60  Chairman of the Board of Directors

F. Grant Saviers 52  President and Ch ief Executive Officer

Robert N. Stephens 51  Chief Operating Officer

Andrew J. Brown 37  Vice President, Corporate Controller and Principal
Accounting Offic er

Richard J. Clayton 56  Vice President a nd General Manager

Michael G. Fisher 38  Vice President a nd General Manager

Richard S. Gourley 44 Vice President, Worldwide Sales

Paul G. Hansen 49  Vice President o f Finance, Chief Financial Officer and
Assistant Secret ary

Drew S. Hoffman 40  Vice President a nd General Manager

E.J. Tim Harris 49  Vice President o f Administration

Sam Kazarian 54  Vice President o f Operations

Christopher G. O'Meara 39  Vice President a nd Treasurer

Subramanian Sundaresh 40  Vice President a nd General Manager

Henry P. Massey, Jr. 57  Secretary

Executive officers serve at the pleasure of ther@of Directors of the Company. There are no faméhationships between any directors or
executive officers of the Company.

MR. ADLER served as President of Adaptec from M8g3.to August 1992, as Chief Executive Officer frbecember 1986 to July 1995,
a director since February 1986, and as ChairmameoBoard of Directors since May 1990.

MR. SAVIERS has served as President and Chief BxecOfficer of Adaptec since August 1992 and JL®@5, respectively, and was Chief
Operating Officer from August 1992 to July 19950Pto joining Adaptec, Mr. Saviers was employedhigital Equipment Corporation fi
more than five years, last serving as Vice Presideits personal computer systems and periphegdsation.

MR. STEPHENS has served as Chief Operating Officeze November 1995. From 1993 to 1995, he foumaheldserved as Chairman for
Power 1/0O Corporation. From 1990 to 1993, Mr. Staphheld the position of President and CEO of ErmGlerporation.

MR. BROWN has served as Vice President since Noeerh®96, and as Corporate Controller and Prindygabunting Officer since May
1994. From July 1988 to April 1994 he served inaas financial roles with the Company.

MR. CLAYTON has served as Vice President and Géméamager since May 1996. From October 1995 urgbiriaary 1996 he served as
Vice President of AVID Technology Corp. and fronmdary 1984 until February 1996 he served as ViesiBent of Thinking Machines
Corp.

MR. FISHER has served as Vice President and GeNemahger since November 1994. Between May 19940xtdber 1994 he held the
position of General Manager, Mass Storage EleateoRroduct
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Group. Before then, Mr. Fisher held the positioatctor of Hard Disk Drive Products at Exar Caigteon from November 1990 until April
1994.

MR. GOURLEY has served as Vice President, Worldv8dées since April 1996. From September 1994 tal APB6 he was a Senior
Director at Oracle Corporation. From January 1@82ugust 1994, Mr. Gourley served in a number tdsand marketing management
positions at IBM Corporation.

MR. HANSEN, a certified public accountant, has seras Vice President of Finance and Chief Finazffiter since January 1988. From
March 1984 to December 1987 he served in varioanfial roles with the Company.

MR. HARRIS has served as Vice President of Admiat&in since December 1996. From January 1984 tehber 1996, he served in
various positions at Novell, Inc. most recenthySasior Vice President, Human Resources.

MR. HOFFMAN has served as Vice President and GéMaaager since August 1995. Mr. Hoffman serve¥iag President, Engineering
Echelon Systems Corp. from 1991 to 1995.

MR. KAZARIAN has served as Vice President of Opierat since May 1990.
MR. O'MEARA has served as Vice President since 1@82 and as Treasurer since April 1989.

MR. SUNDARESH has served as Vice President and @EN&nager since February 1994. From March 1998 demuary 1994 he served
as Director of Marketing. From 1991 to 1993 he edras Director of PC Marketing at Hyundai Electesmimerica.

MR. MASSEY has served as Secretary since Novent9.1For more than the last five years, Mr. Mads®ybeen a practicing lawyer an
member of Wilson, Sonsini, Goodrich & Rosati, Pesienal Corporation, a law firm and general outsidgnsel to the Company.

ITEM 11. EXECUTIVE COMPENSATION

Incorporated by reference from the information urttie caption "Executive Compensation and Othertdisit and "Election of Directors,
Certain Relationships and Related TransactionfienrCompany's Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

Incorporated by reference from the information urttie caption: "Election of Directors -- Securityw@ership of Management" in the
Company's Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

Incorporated by reference from the information urttie caption: "Election of Directors, Certain R&aships and Related Transactions" in
the Company's Proxy Statement.
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PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 8-K

The following Consolidated Financial Statement&déptec, Inc. and the Report of Independent Pulitmountants, as listed under (a)(1)

below, are included in this document.

(a)(1) FINANCIAL STATEMENTS:

Consolidated Statements of Operations -- Fiscal Yea
1997, 1996, and 1995.........cccccvvveirirnnnn.

Consolidated Balance Sheets at March 31, 1997 and 1

Consolidated Statements of Cash Flows -- Fiscal Yea
1997, 1996, and 1995.........cccccvvveirinnnnn.

Consolidated Statements of Shareholders' Equity --
March 31, 1997, 1996, and 1995...................

Notes to Consolidated Financial Statements.........

Report of Management..........cccccceeeeveviinnne

Report of Independent Accountants..................

(2) All schedules are omitted because they ar@pplicable or the required information is showthie consolidated financial statements or

notes thereto.

(3) Exhibits included herein (numbered in accor@anith Item 601 of Regulation S-K):

EXHIBIT

NUMBER DESCRIPTIO

2.1(a) Stock Purchase Agreement by and among Ada
Corporation, Jack A. Allweiss, Patricia A
Shareholders of Future Domain Corporation

2.1(b) Stock Purchase Agreement by and between A
Shareholders of Future Domain Corporation

2.2 Agreement and Plan of Reorganization by a
Systems Software USA, Inc., ISS Acquisiti
Shareholders of Incat Systems Software US

2.3 Agreement for Purchase and Sale of Stock
Corporation, Western Digital CSG Corporat
April 9, 1996.......cceevviiiiiienne

2.4  Agreement and Plan of Reorganization by a
Data Technologies, Inc., CDT Acquisition
of Cogent Data Technologies, Inc. dated M

2.5 Agreement and Plan of Reorganization by a
Acquisition Corporation, and Data Kinesis

3.1 Eighth Amended and Restated Articles of |
with California Secretary of State on Nov

3.2  Bylaws of Registrant, as restated on Febr

3.3 Certificate of determination of rights, p
Series A participating preferred stock fi
of State on December 31, 1996............

4.1  First Amended and Restated Common Shares
1992, between Registrant and Chemical Tru
Rights Agents..........coccoeeeiiinnen.

4.2 Indenture dated as of February 3, 1997 be
Bank and Trust Company...................
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EXHIBIT

NUMBER DESCRIPTIO

10.1  Registrant's 1986 Employee Stock Purchase

10.2  Technology License Agreement dated Januar
and International Business Machines Corpo

10.3 Registrant's Savings and Retirement Plan.

10.4 1990 Stock Plan, as amended..............

10.5 Forms of Stock Option Agreement, Tandem S

10.6
10.7

10.8

10.9*

10.10*

10.11

10.12

10.13

10.14

10.15*

10.16

10.17

10.18

12.1
21.1
23.1
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Restricted Stock Purchase Agreement, Stoc
and Incentive Stock Rights Agreement for
Stock Plan, as amended...................

1990 Directors' Option Plan and forms of

Revolving Loan Agreement dated June 3, 19
Bank of Commerce (incorporated by referen
Registrant's Annual Report on form 10-K f
1992) and Amendment Number Three to the R
dated April 29, 1994 between the Registra
Bank -- California (formerly Plaza Bank o

Amendments Four, Five and Six to the Revo
April 29, 1994 between the Registrant and
expiring August 31, 1997.................

Option Agreement | Between Adaptec Manufa
Semiconductor Manufacturing Co., Ltd. dat

Option Agreement Il Between Adaptec Manuf
Semiconductor Manufacturing Co., Ltd. dat
Consignment Agreement between Adaptec, In

Letter Agreement between Adaptec, Inc. an
January 1, 1997........ccccveiiinnnnnns

Form of Indemnification Agreement entered
of the Company.........cccceeeevunennn.

Term Loan Agreement dated June 24, 1992 b
Bank of Commerce expiring June 30, 1988..

Deposit and Supply Agreement between Taiw
Co., Ltd. and Adaptec Manufacturing Pte.

Industrial Lease Agreement between the Re
Town Corporation, as Lessor..............

Amendments Seven, Eight, and Nine to the
dated April 29, 1994 between the Registra
Bank -- California expiring August 31, 19

Amendments One, Two, Three, and Four to t
24, 1992 between the Registrant and Comer
the Plaza Bank of Commerce) expiring June

Computation of Ratio of Earnings to Fixed

Subsidiaries of Registrant...............

Consent of Independent Accountants, Price

Power of Attorney. (See Pages 23).
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30, 1998......cciiiiiiieene

Charges..
................................. (14)
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EXHIBIT

NUMBER DESCRIPTIO N NOTES

25.1  Statement of Eligibility and Qualificatio n Under the Trust Indenture Act (1)
of 1939 of a Corporation designated to ac t as Trustee on Form T-1.........

27.1 Financial Data Schedule for the year ende d March 31, 1997.

(1) Incorporated by reference to exhibits filedwiRegistrant's Registration Statement Number 3E524n Form S-1 on April 4, 1997.
(2) Incorporated by reference to exhibits filediRegistrant's Annual Report on Form 10-K for tearyended March 31, 1996.

(3) Incorporated by reference to exhibits filediRegistrant's Quarterly Report on Form 10-Q ferdharter ended June 28, 1996.

(4) Incorporated by reference to exhibits filedhwiRegistrant's Quarterly Report on Form 10-Q ferdbarter ended September 27, 1996.
(5) Incorporated by reference to exhibits filedhwiRegistrant's Quarterly Report on Form 10-Q ferdharter ended December 27, 1996.
(6) Incorporated by reference to exhibits filediRegistrant's Annual Report on Form 10-K for tearyended March 31, 1995.

(7) Incorporated by reference to exhibits filedhwRegistrant's Annual Report on Form 10-K for tkearyended March 31, 1994.

(8) Incorporated by reference to exhibits filediRegistrant's Annual Report on Form 10-K for tearyended March 31, 1993.

(9) Incorporated by reference to Exhibit A filedtivRegistrant's Registration Statement Number G£1%h Form 8-A on May 11, 1989 and
to Exhibit 1.1 to Form 8 Amendments No. 1, No. & &o. 3 thereto as filed June 5, 1990; April 8,2;98nd July 20, 1992, respectively.

(10) Incorporated by reference to exhibits filedhARegistrant's Annual Report on Form 10-K forfiseal year ended March 31, 1987.

(11) Incorporated by reference to Exhibit 10.18diin response to Iltem 16(a) "Exhibits," of Registis Registration Statement on Form S-1
and Amendment No. 1 and Amendment No. 2 therel® Nfo. 33-5519), which became effective on Junel®86.

(12) Incorporated by reference to exhibits filedhaRegistrant's Annual Report on Form 10-K forfikeal year ended March 31, 1992.
(13) Incorporated by reference to Exhibit 4.2 torR&-8 as filed February 7, 1996.

(14) Incorporated by reference from the informatimer the caption "Corporate Information” includedhe Annual Report to Shareholders
for the fiscal year ended March 31, 1996.

* Confidential treatment has been granted for posiof this agreement.
(b) REPORTS ON FORM 8-K.
No reports on Form-K were filed during the fourth quarter.
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CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-8 (Ne0D3339, No. 33-00779, No. 33-85652)
and Form S-1 (No. 333-24557) of Adaptec, Inc. afreport dated April 25, 1997 appearing on page Bflthis Form 10-K.

PRICE WATERHOUSE LLP

San Jose, California
June 18, 1997
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigsthas duly caused this Report to be
signed on its behalf by the undersigned, theredatp authorized.

ADAPTEC, INC.

Date: June 18, 1997 /sl F. CGRANT SAVI ERS

F. Grant Saviers
Presi dent and Chief Executive Oficer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signature appears below constitutes anairgpg-. Grant Saviers
and Paul G. Hansen, jointly and severally, hisragigs-in-fact, each with the power of substitutifam,him in any and all capacities, to sign
any amendments to this Report on Form 10-K, arfdetthe same, with exhibits thereto and other doents in connection therewith with the
Securities and Exchange Commission, hereby ratjfgimd confirming all that each of said attorneydaitt, or his substitute or substitutes
may do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities &xgh Act of 1934, this Report has been signed bblpthe following persons in the
capacities and on the dates indicated.

SIGNATURE TITLE DATE
Is/ JOHN G. ADLER Chairman of the Board of June 18, 1997
Directors

(John G. Adler)

/sl F. GRANT SAVIERS Pr esident and Chief Executive  June 18, 1997
Officer
(F. Grant Saviers)
/s/ ROBERT N. STEPHENS Chief Operating Officer June 18, 1997
(Robert N. Stephens)
/sl PAUL G. HANSEN Vic e President of Finance, Chief June 18, 1997
Fin ancial Officer and Assistant
(Paul G. Hansen) Secretary
/sl ANDREW J. BROWN Vice President, Corporate June 18, 1997
Controller and Principal
(Andrew J. Brown) Accounting Officer
/s/ LAURENCE B. BOUCHER Director June 18, 1997

(Laurence B. Boucher)

/s/ CARL J. CONTI Director June 18, 1997

(Carl J. Conti)

/s/ JOHN C. EAST Director June 18, 1997

(John C. East)
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SIGNATURE

/sl ROBERT J. LOARIE

(Robert J. Loarie)

/s/ B. J. MOORE

(B. J. Moore)

/sl W. FERRELL SANDERS

(W. Ferrell Sanders)

/s/ PHILLIP E. WHITE

(Phillip E. White)
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CONSOLIDATED STATEMENTS OF OPERATIONS

YEAR ENDED MARCH 31

Net revenues........cccceeevveeeeeeveeeeiiiinnn,
Cost of revenues

Gross Profite......ccceeeieiiieeeniiienenn.
Operating expenses
Research and development.............cccccec.....

Selling, marketing and administrative............
Write-off of acquired in-process technology and o

Income from operations............ccccceeeuveen.

Interest iNCOMe........ccccvvvveveeeeeeeeeninins
INterest eXPense.........coevvvvvevviiiiieneeennens

Income before income taxes...............oee.
Provision for income taxes...........c.cccccec.....

NetinCome.........cccoevviiiiiiiicis
Net income per share...........ccccceeevviieeenne

Weighted average number of common and common equiva
shares outstanding..........ccccccvveveeeeennnn.

See accompanying notes.

1997 1996 1995
(IN THOUSANDS, EXCEPT PER SHARE
AMOUNTS)
........ $933,868 $659,347 $466,194
........ 388,969 275,939 205,596
........ 544,899 383,408 260,598
........ 128,530 87,628 60,848
........ 162,979 117,332 81,966
ther.... 92,162 52,313 -
383,671 257,273 142,814
........ 161,228 126,135 117,784
........ 13,297 12,694 7,932
........ (2,744) (840) (1,179)
10,553 11,854 6,753
........ 171,781 137,989 124,537
........ 64,220 34,614 31,135
........ $107,561 $103,375 $93,402
........ $ .93 95 $ .88
lent
........ 115,062 109,138 106,714
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CONSOLIDATED BALANCE SHEETS

Current assets
Cash and cash equivalents..............c.........
Marketable securities..........cccccceeeeeeenn.

Accounts receivable, net of allowance for doubtfu

$5,098 in 1997 and $4,220 in 1996.............
INVentories........ccoovvvevciiiiiie e
Prepaid expenses and other.......................

Total current assets............ccc.....
Property and equipment, net.............ccccceeees
Other assets........ccccovceveeiiiiiieieeiien.

LIABILITIES AND SHAREH
Current liabilities
Current portion of long-term debt................
Note payable........cccccoviiiiiiiiiienes
Accounts payable...........cccccoiiiiiinnns
Accrued liabilities.............ccoveerinnnenn.

Total current liabilities................
Long-term debt, net of current portion.............
Convertible subordinated notes.....................

Commitments (Note 7)
Shareholders' equity
Preferred stock; $.001 par value
Authorized shares, 1,000
Outstanding shares, none......................
Common Stock; $.001 par value
Authorized shares, 400,000

Outstanding shares, 111,540 in 1997 and 106,04

Retained earnings.......c.ccccceveeeveviniinnns

Total shareholders' equity...............

See accompanying notes.

ASSETS

AS OF MARCH 31

(IN THOUSANDS, EXCEPT
PER SHARE AMOUNTS)

.................. $ 318,075 $91,211
.................. 230,366 204,283

89,487
55,028
25,271

$1,043,494 $646,486

OLDERS' EQUITY

.................. $ 3,400 $ 3,400
-- 46,200

52,400 23,974
.................. 68,519 56,717

.................. 850 4,250
.................. 230,000 --
0in 1996......... 251,834 182,932

.................. 436,491 329,013

$1,043,494

$646,486




CONSOLIDATED STATEMENTS OF CASH FLOWS

YEAR ENDED MARCH 31

1997 1996 1995
(IN THOUSANDS)
CASH FLOWS FROM OPERATING ACTIVITIES:
NetinCOMe....ccoviiiieiiiiic e $107,561 $103,375 $93,402
Adjustments to reconcile net income to net cash pro vided
by operating activities:
Write-off of acquired in-process technology, net of
L2 0= PO 88,691 39,686 --
Depreciation and amortization.................... . . 28,611 17,593 15,662
Provision for doubtful accounts..........cc...... .~ .. 1,000 250 150
Changes in assets and liabilities, net of the eff ect of
acquisitions:
Accounts receivable..........cccoocvveeeeee. L (41,688) (30,727) (1,311)
INVENONIES. v 11,998 (20,516) 7,228
Prepaid expenses......cccccocvevvvvccccvneee L (13,070) (8,973) 460
Other assetS.....covcveveviiiiieeeeicees 3,329 (16,952) (3,327)
Accounts payable.........ccoccevviiic. L 25,968 (167) 2,354
Accrued liabilities..........ccooovvveeeeee. L 10,948 21,969 4,251
NET CASH PROVIDED BY OPERATING ACTIVITIES......... ... 223,348 105,538 118,869
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of certain net assets in connection with
acquisitions accounted for under the purchase met hod of
ACCOUNLING.c.vvieie it eeeeeeees (107,214) (31,177) -
Investments in property and equipment............... ... (87,959) (41,907) (32,356)
Investments in marketable securities, net.......... ... (26,083) (24,372) (32,291)
NET CASH USED FOR INVESTING ACTIVITIES............. . ... (221,256) (97,456) (64,647)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of convertible subordinated
NOES..coi e 223,905 - --
Payment of short-term note.........cccccceeeeeeee. L (46,200) -- --
Proceeds from issuance of common stock............. ... 50,467 27,459 17,174
Repurchase of common stock........cccccevvvce. L - (7,765) (36,548)
Principal payments ondebt.........ccoocevveeeeee. L (3,400) (3,400) (3,400)
NET CASH PROVIDED BY (USED FOR) FINANCING ACTIVITIE ~ S...... 224,772 16,294  (22,774)
NET INCREASE IN CASH AND CASH EQUIVALENTS......... . ... 226,864 24,376 31,448
CASH AND CASH EQUIVALENTS AT BEGINNING OF
YEAR ..o 91,211 66,835 35,387
CASH AND CASH EQUIVALENTS AT END OF YEAR. ... $318,075 $91,211 $66,835

See accompanying notes.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

BALANCE, MARCH 31, 1994........cccccovenurennen.

Sale of common stock under employee purchase and
option plans...........ccoccvviiiiieeennennn.

Income tax benefit of employees' stock
transactions..........coccvveeeiiiieieennns

Repurchases of common stock......................

Net inCoOMe........ccvveiiiiiiic s

BALANCE, MARCH 31, 1995........ccccceiireinnen.

Sale of common stock under employee purchase and
option plans..........ccccecviiiiiieeennennn.

Issuance of common stock in connection with
aCqUISItIoON.......ccovviiiiiiiieeeeeee

Income tax benefit of employees' stock
transactions...........occvveeeiiiieieennns

Repurchases of common stock......................

Net inCoOMe........ccvveiiiiiiiceeeeees

BALANCE, MARCH 31, 1996........cccccecvvenneen.

Sale of common stock under employee purchase and
option plans..........cccoccvvviiiieeennennn.

Issuance of common stock in connection with
ACUISILIONS.....eeveiiiiieeeeiiiee s

Income tax benefit of employees' stock
transSactions...........occeveeeeniveneennnns

Net iNCOME.......ccuveiiiiiiieeeeieee s

BALANCE, MARCH 31, 1997........ccceviiiinn.

See accompanying notes.

COMMON STOCK
-------------------- RETAINED
SHARES  AMOUNT EARNINGS TOTAL

(IN THOUSANDS)
104,582 $138,317 $159,299 $297,616

2,852 11,245 -- 11,245
-- 5,929 - 5,929

(4,080) (15,300) (21,248) (36,548)
- ~ 93402 93402

103,354 140,191 231,453 371,644

2,436 16,512 -- 16,512
770 17,232 - 17,232
-- 10,947 - 10,947

(520) (1,950) (5,815) (7,765)
- - 103,375 103,375

106,040 182,932 329,013 511,945

2,814 28,323 -~ 28323
2,686 18,435 (83) 18,352
~ 22,144 —- 22144

-- - 107,561 107,561

111,540 $251,834 $436,491 $688,325
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The consolidated financial statements include to®ants of the Company and its wholly owned subsi€ls after elimination of
intercompany transactions and balances. Certaim pear amounts have been reclassified to conforthe current year presentation. The
preparation of financial statements in conformiiytwgenerally accepted accounting principles resgiinanagement to make estimates and
assumptions that affect the reported amounts eftassd liabilities and disclosure of contingersieds and liabilities at the date of the
financial statements and the reported amountsvefmges and expenses during the reporting periodiahcesults could differ from those
estimates. In November 1996, the Company effectea&or-one split of its common stock. The accomypag consolidated financial
statements have been retroactively restated tectetfhis stock split.

Foreign Currency Translation

The Company uses the U.S. dollar as its functionalency. Foreign currency transaction gains asdds are included in income as they
occur. The effect of foreign currency exchange flatetuations on cash and cash equivalents dendedria foreign currencies was not
material.

Fair Value of Financial Instruments

The Company measures its financial assets anditie®in accordance with generally accepted actingrprinciples. The estimated fair val
of the Company's convertible subordinated notes$2&8 million at March 31, 1997. The estimated ¥ailue of all other debt and financial
instruments at March 31, 1997 and 1996 was notnma#yedifferent from the values presented in tlomsolidated balance sheets.

Cash and Cash Equivalents

Cash and cash equivalents consist of funds in éhgaccounts, money market funds, and marketalglgrisies with original maturities of
three months or less.

Marketable Securities

At March 31, 1997, the Company's marketable saearére classified as available for sale and grerted at fair market value which
approximates cost. Marketable securities with nitésrafter one through three years totaled $14lfamiwith all remaining securities
maturing less than one year. Realized gains arsg$oare based on the book value of the specifigites sold and have been immaterial.

Concentration of Credit Risk

Financial instruments that potentially subject @mmpany to significant concentrations of credik gensist principally of cash and cash
equivalents, marketable securities, and trade aatsoaceivable. The Company places its marketadargies primarily in municipal
securities. The Company, by policy, limits the amioaf credit exposure through diversification anddstment in highly rated securities.
Sales to customers are primarily denominated in do8ars. As a result, the Company believes itsifm currency risk is minimal.

The Company sells its products to original equiptmeanufacturers and distributors throughout theldvdrhe Company performs ongoing
credit evaluations of its customers' financial déod and, generally, requires no collateral framdustomers. The Company maintains an
allowance for uncollectible accounts receivablesbasgpon the expected collectibility of all accour@seivable. There were no significant
amounts charged to this allowance during the ppasetyears.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
Product Development Costs

The Company's policy is to capitalize internal waifte development costs incurred after technolodéasibility has been demonstrated. Such
internal software development costs have not bepitatized to date since they were immaterial.

Inventories
Inventories are stated at the lower of cost (finsfirst-out) or market.
Property and Equipment

Property and equipment are stated at cost and defd or amortized using the straight-line metbeer the estimated useful lives of the
assets. The Company capitalizes substantiallyoatisarelated to the purchase and implementati@oftfvare projects used for internal
business operations. Capitalized internal-use soéwosts primarily include license fees, consglfaes, and any associated direct labor and
are amortized over the estimated useful life offff@ect, typically a three to five year period.eT@ompany's property and equipment as of
March 31, 1997 and 1996 included $22 million andlion, respectively, of capitalized software taet of amortization. Software
amortization totaling $3 million, $1 million, and $nillion was included in the Company's consolidatatements of operations during 1997,
1996, and 1995, respectively.

Other Assets

The Company's other assets as of March 31, 199799@l included $23 million and $6 million, respeety, of goodwill, net of amortizatiol
Goodwill amortization totaling $8 million and $2 liran was included in the Company's consolidatedeshents of operations during 1997

and 1996, respectively. The Company assesses giagriment of other assets including goodwill basedh® future estimated cash flows of
the acquired technology.

Revenue Recognition

The Company recognizes revenue generally at thee dinshipment or upon satisfaction of contractumigations. The Company records
provisions for estimated returns at the time oésal

Stock-Based Compensation

The Company accounts for stock-based compensatiog the intrinsic value method prescribed in Actdmg Principles Board Opinion No.
25, "Accounting for Stock Issued to Employees." Tmnpany's policy is to grant options with an eigr@rice equal to the quoted market
price of the Company's stock on the grant dateofdingly, no compensation cost has been recognizéte Company's consolidated
statements of operations. The Company has prowddddional pro forma disclosures as required uiglatement of Financial Accounting
Standards No. 123 (SFAS 123), "Accounting for StBelsed Compensation."”

Net Income Per Share

Net income per share is computed under the treasack method using the weighted average numbeorfnon and common equivale
shares from dilutive options outstanding duringridspective periods.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 2. SUPPLEMENTAL FINANCIAL INFORMATION

Inventories
1997 1996
(IN THOUSANDS)
Raw materials........ccccoovvvevvveviieeiieeeees $12,958 $23,415
WOrk-in-proCess....ccccccceevevviviicciiiiieees 14,370 12,865
Finished goods......ccccccovviiiinniiiiaeaneee L 25,856 18,748

$53,184  $55,028

Property and Equipment

LIFE 1997 1996
(IN THOUSANDS)

Land.......cocoeeiieiiieeieese - $29,698 $25,154
Buildings and improvements.............. 5-40y ears 26,142 20,328
Machinery and equipment................. 35y ears 79,386 58,789
Furniture and fixtures.................. 3-8y ears 31,763 22,944
Leasehold improvements.................. Life of | ease 6,583 5,245
Construction in progress................ -- 25,976 2,727

199,548 135,187
Accumulated depreciation and
amortization..........ccccceeeeeennn. (57,949) (40,183)

$141,599 $ 95,004

Accrued Liabilities

1997 1996
(IN THOUSANDS)
Accrued compensation and related taxes............ . ... $25,514  $22,440
Acquisition related........cccccocvvvvveveenee. L 12,751 2,597
Sales and marketing related...........cccocceeee. L 12,464 7,443
Taxrelated......coooovveeeiiiiieieeeeeee L 8,038 16,218
Other. i 9,752 8,019
$68,519 $56,717
Supplemental Disclosures of Cash Flows
19 97 1996 1995
(IN THOUSANDS)
Interest paid...........cccoeeeveeecieeenen. $ 641 $ 764 $1,125
Income taxes paid............ccoecvvvrenenns 67 , 118 32,869 29,411

NOTE 3. LINE OF CREDIT

The Company has available an unsecured $17 miwalving line of credit, that expires on DecemBgr 1998. Of the total line of credit
available, $7 million has been issued as an irrablecstandby letter of credit to guarantee comppperchases from a supplier (see Note
a fee of 3/4% per annum. As of March 31, 1997, oxwdwings were outstanding under this line of aretiie Company may select its own
method of interest payment on borrowings based tipetank's CD rate plus 1%, Eurodollar rate phs dr prime lending rate. A
commitment fee of 1/4% per annum is payable onuthesed line of credit. Under the arrangement, the@any is restricted from paying
dividends in excess of 25% of the prior fiscal y&aet income, and the Company is required to ramirtertain financial ratios among other
restrictive covenants. The Company was in compéamith all such covenants as of March 31, 1997.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
NOTE 4. LONG-TERM DEBT AND CONVERTIBLE SUBORDINATED NOTES

The Company entered into a $17 million term loareament in June 1992 bearing interest at 7.65%, pvihcipal and interest payable in
quarterly installments of $850,000. All outstandpréncipal and accrued but unpaid interest is chebgayable in June 1998. Under the
arrangement, the Company is restricted from pagliaiglends in excess of 25% of the prior fiscal y®aet income, and the Company is
required to maintain certain financial ratios amatiger restrictive covenants. The Company was mg@nce with all such covenants as of
March 31, 1997.

In February 1997, the Company issued $230 millio# 8/4% convertible subordinated notes due on daalrl, 2004. The Company recei
net proceeds of $224 million. The notes providestmi-annual interest payments each February agdst 1, commencing on August 1,
1997. The holders of the notes will be entitledrat time on or after May 5, 1997 through FebruarD4 to convert the notes into common
stock at a conversion price of $51.66 per share.ridtes are redeemable, in whole or in part, abpitien of the Company, at any time on or
after February 3, 2000 at declining premiums to Pabt issuance costs are being amortized oveetheof the notes.

NOTE 5. ACQUISITIONS

During fiscal 1997, the Company acquired compleagnibusinesses and technologies consisting of \WeBligital's Connectivity Solutions
Group, CD-R software technology from Corel, Incat®Kinesis, Inc., Sigmax Technology, Inc., ToaBtR technology, and certain assets
from Skipstone, Inc. for $109 million and $15 nahi in cash and stock, respectively. These compaleigign and develop silicon solutions
the SCSI disk drive market, CD creator for the CBeRware market, software for improving systenmf@anance in file management and
RAID applications, CD-ROM controllers for ATAPI CROM drivers, CD-R technology for Macintosh platf@nand 1394/FireWire
products. During fiscal 1996, the Company acquakdf the outstanding capital stock of Future Dam@orporation, Power I/O, Inc.,
Trillium Research, Inc., and Incat Systems Softwd®a, Inc. for $35 million and $17 million in casimd stock, respectively.

The Company accounted for these acquisitions ukiegurchase method of accounting, and excludieg@tgregate $90 million and $52
million write-offs of acquired in-process technojodigom these acquisitions for fiscal 1997 and 19@6pectively, the aggregate impact on the
Company's consolidated statements of operatioms fn@ acquisition date was not material. The actogtior the write-off changed in fiscal
1997 due to an interpretation of SFAS 109 thaiGbmpany adopted upon its issuance. In fiscal 18@6Company was allowed to gross-up
the acquired in-process technology and record lardfar-dollar credit through its tax provision.

The allocation of the Company's aggregate purcpase to the tangible and identifiable intangibésets acquired and liabilities assumed was
based primarily on independent appraisals and astsof fair value and is summarized as follows:

1997 1996

(IN THOUSANDS)
Tangible assets.....cccccocvvivveniveiiceeneee L $10,979 $8,108
In-process technology......ccccccovvvvveeevvceeees L 90,457 52,313
GOOAWill...oviiiiiicii e 22,855 8,200
Assets acquired.......oocoeveevicieeieniccees L 124,291 68,621
Accounts payable and accrued liabilities.......... ... -- 3,125
Deferred tax liability......ccccocceveeeeeeees L -- 12,627
Liabilities assumed........ccocoovvevvcceneeees L - 15,752
Net assets acquired........cccccoevveevvveeeveeeee L $124,291 $52,869
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

The tangible assets acquired were primarily coregris inventory and fixed assets. Acquired in-psscechnology was written off in the
periods in which the acquisitions were completed, the goodwill is being amortized over respecheeaefit periods ranging from two to five
years.

On August 12, 1996, the Company completed its aitipri of Cogent Data Technologies, Inc. (Cogehtle Company acquired all of the
outstanding capital stock of Cogent in exchangeférmillion shares of its common stock. Additidgathe Company incurred $1.7 million
professional fees related to this acquisition, Whiave been included in "write-off of acquired imgess technology and other." The
Company has recorded this acquisition using théipgof interests method of accounting. Cogentdrical operations, net assets, and cash
flows were not material to the Company's consodiddinancial statements and, therefore, have rer beflected in the Company's
consolidated financial results prior to the acdigai Beginning at the date of acquisition, the lbwalue of the acquired assets and assumed
liabilities as well as the results of Cogent's atiens and cash flows, all of which are not mateédahe Company, have been combined with
those of the Company.

NOTE 6. STOCK PLANS
1986 Employee Stock Purchase Plan

The Company has authorized 5,600,000 shares of consiock for issuance under the 1986 Employee SRockhase Plan (1986 Plan).
Qualified employees may elect to have a certaingrgage (not to exceed 10%) of their salary witthipeirsuant to the 1986 Plan. The salary
withheld is then used to purchase shares of thep@agis common stock at a price equal to 85% ofrtagket value of the stock at the
beginning or ending of a three-month offering périehichever is lower. Under this Plan, 285,336 278,550 shares were issued during
fiscal 1997 and 1996 respectively, representing@pmately $6.9 million and $4.6 million in emplogeontributions.

1990 Stock Plan

The Company's 1990 Stock Plan allows the Boardifdibrs to grant to employees, officers, and ctiasts options to purchase common
stock or other stock rights at exercise pricedess than 50% of the fair market value of the ulyitey common stock on the date of grant.
The expiration of options or other stock rightsdd to exceed ten years after the date of grandale, the Company has issued substantially
all incentive and nomtatutory stock options under this Plan at exengigges of 100% of fair market value of the undedycommon stock o
the respective dates of grant. Generally, optiast and become exercisable over a four-year pariddn some cases over a three-year
period.
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Option activity under the 1990 Stock Plan is atofes:

OPTIONS AVAILA BLE
OPTIONS OUTSTANDING
WEIGHTED
AVERAGE
SHARES EXERCISE PRICE
Balance, March 31, 1994............ 5,547,148 8,796,754 $5.34
Authorized...... 5,000,000 - $ -
Granted....... (3,829,000 ) 3,829,000 $10.09
Exercised.... - (1,861,148) $3.71
Terminated............ccvvveees 1,198,106 (1,198,106) $6.55
Balance, March 31, 1995............ 7,916,254 9,566,500 $7.41
Authorized..........c..ccoe...... 4,387,800 - $ -
Granted.............coeeeeenne (4,589,500 ) 4,589,500 $22.28
Exercised.........cceeueennnen. - (2,034,262) $5.80
Terminated...........ccccvvveees 482,076 (482,076) $12.78
Balance, March 31, 1996............ 8,196,630 11,639,662 $13.32
Authorized...................... 9,833,906 -- $ -
Granted....... (7,296,738 ) 7,296,738 $24.69
Exercised.... - (2,414,728) $8.58
Terminated............ccvvveees 1,555,300 (1,555,300) $19.33
Balance, March 31, 1997............ 12,289,098 14,966,372 $19.05

Options exercisable at:
March 31, 1995
March 31, 1996....
March 31, 1997

3,117,772 $5.21
3,913,534 $7.90
5,397,068 $12.97

The following table summarizes information abou®Q%tock Plan at March 31, 1997:

OPTIONS OUTSTAN DING OPTIONS EXERCISABLE

NUMBER WEIGHTED AVERAG E WEIGHTED NUMBER WEIGHT ED

RANGE OF OUTSTANDING REMAINING AVERAGE EXERCISABLE AVERA GE
EXERCISE PRICES AT 3/31/97 CONTRACTUAL LIF E EXERCISE PRICE AT 3/31/97 EXERCISE PRICE

$ .37-$10.00 4,943,829 6.7 years $ 711 3,298,858 $ 6. 99

$10.01 - $20.00 551,814 7.8 $ 14.55 283,803 $ 14. 07

$20.01 - $25.00 7,670,260 8.9 $23.78 1,698,273 $23. 36

$25.01 - $41.88 1,800,469 8.8 $33.08 116,134 $ 28. 29

14,966,372 8.1 $19.05 5,397,068 $12. 97

1990 Directors' Option Plan

The 1990 Directors' Option Plan provides for thtoematic grant to non-employee directors of nonestay stock options to purchase
common stock at the fair market value of the unyegl common stock on the date of grant, which isggally the last day of each fiscal year
except for the first grant to any newly electeatdior. Each current director receives an optidgh@end of each fiscal year for 10,000 shares,
which vests quarterly and over a one year perigmhrijoining the board, each new non-employee diraeiceives an option for 40,000
shares, which vests over four years. Prior to M&1h1997, annual grants vested over a four-ye@mgheAll options granted prior to March
31, 1997 expire five years after the date of grahereas all subsequent grants expire ten yeansthé date of grant.
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Option activity under the 1990 Directors' OptiomPls as follows:

OPTIONS AVAIL ABLE
OPTIONS OUTSTANDING
WEIGHTED
AVERAGE
SHARES EXERCISE PRICE
Balance, March 31, 1994............. 980,000 405,000 $5.87
Granted...... (100,000 ) 100,000 $16.50
Exercised - (42,500) $4.81
Balance, March 31, 1995............. 880,000 462,500 $8.26
Granted...... (300,000 ) 300,000 $23.12
Exercised - (110,000) $4.10
Balance, March 31, 1996............. 580,000 652,500 $15.80
Authorized...........cccceeenee 800,000
Granted......... (70,000 ) 70,000 $37.25
Exercised - (113,750) $6.73
Balance, March 31, 1997............. 1,310,000 608,750 $19.96
Options exercisable at:
March 31, 1995..........ccccvvvenes 187,500 $4.68
March 31, 1996...........ccvvveees 187,500 $752
March 31, 1997........ccccvvvvenen 248,750 $14.10

The following table summarizes information abou®Q®irectors' Option Plan at March 31, 1997:

OPTIONS OUTSTAN DING OPTIONS EXERCISABLE

NUMBER WEIGHTED AVERAG E WEIGHTED NUMBER WEIGHT ED

RANGE OF OUTSTANDING REMAINING AVERAGE EXERCISABLE AVERA GE
EXERCISE PRICES AT 3/31/97 CONTRACTUAL LIF E EXERCISE PRICE AT 3/31/97 EXERCISE PRICE

$3.84 - $10.00 152,500 1.5 years $ 7.93 127,500 $ 7. 69

$10.01 - $20.00 91,250 3.0 $16.50 41,250 $ 16. 50

$20.01 - $37.25 365,000 4.9 $25.85 80,000 $23. 07

608,750 3.8 $19.96 248,750 $14. 10

Pro Forma Information

Pro forma information regarding net income and is@sper share is required to be determined &&itompany had accounted for its
Employee Purchase Plan, 1990 Stock Plan, and 1886tBrs’ Option Plan, collectively called "optidnsider the fair value method of SFAS
No. 123. The fair value of options granted in flsSt@96 and fiscal 1997 reported below has beemeas#id at the date of grant using a B-
Scholes option pricing model with the following wgbted average assumptions:

1990 DIRECTORS'

EMPLOYEE STOC K OPTION

PURCHASE PLA N 1990 STOCK PLAN PLAN

1997 19 96 1997 1996 1997 1996
Expected life (in years) 2 5 4 4 4.12 4.12
Risk-free interest rate 5. 5% 60% 59% 60% 59%
Volatility......cccceevveeeene 4% 44% 44% 44% 44%

Dividend yield.................... - - - - - - -

The Black-Scholes option valuation model was dgyediofor use in estimating the fair value of tradetions that have no vesting restrictions
and are fully transferable. In addition, optionuation models require the input of highly subjegtassumptions, including the expected stock
price volatility. Because the
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Company's options have characteristics signifigathfferent from those of traded options, and beeathanges in the subjective input
assumptions can materially affect the fair valueregte, in the opinion of management, the existmaglels do not necessarily provide a
reliable single measure of fair value of its optiolihe weighted average estimated fair value afeshiasued under the Employee Stock
Purchase Plan granted during 1997 and 1996 wa$ $6® $4.46 per share, respectively. The weightedage estimated fair value of optic
granted under the 1990 Stock Plan during 1997 886 Was $12.24 and $8.95, respectively. The weihaverage estimated fair value of
options granted under the 1990 Directors' PlamgutR97 and 1996 was $14.80 and $9.81, respectively

For purposes of pro forma disclosures, the estidnfatie value of the options is amortized to expemser the options' vesting periods. The
Company's pro forma information follows (in thoudarexcept for earnings per share information):

1997 1996
Pro forma netincome.......cccccoevveenvcenee. L $83,305 $97,956
Pro forma earnings per share.......c...cccocceeeee. L $ 73 $ 91

The above pro forma disclosures are not likelydadpresentative of pro forma disclosures of fupaars, since it is applicable only to
options granted subsequent to March 31, 1995. Ttnéopma effect of SFAS No. 123 will not be fullgftected until fiscal 2001.

Rights Plan

The Company has reserved 250,000 shares of Sefesférred Stock for issuance under the 1996 Rigpteement which was amended and
restated as of December 5, 1996. Under this plarebolders have received one Preferred Stock BsedRight ("Right") for each
outstanding share of the Company's common stoath Right will entitle shareholders to buy one oheusandth of a share of Series A
Preferred Stock at an exercise price of $180.0@igkt. The Rights trade automatically with shaséthe Company's common stock. The
Rights are not exercisable until ten days afteer@aqn or group announces acquisition of 20% or rabtke Company's outstanding common
stock or the commencement of a tender offer thatldveesult in ownership by a person or group of 28%mnore of the then outstanding
common stock.

The Company is entitled to redeem the Rights &t &l Right anytime on or before the tenth dayofeihg such an acquisition or tender
offer. This redemption period may be extended leyGompany in some cases. If, prior to such redempthe Company is acquired in a
merger or other business combination, a party aeg@0% or more of the Company's common stock% @tareholder engages in certain
self-dealing transactions, or the Company sells 80%hore of its assets, each right will entitle tiwdder to purchase from the surviving
corporation, for $180.00 per share, common stoeknlgaa then current market value of $360.00 peresha

At March 31, 1997, the Company has reserved theviolg shares of authorized but unissued commaotksto

1986 Employee Stock Purchase Plan...........ccc.... . ... 1,453,038
1990 Stock Plan........c..ccvveevennen. o 27,255,470
1990 Directors' Option Plan........ccccccoeeeeeee. L 1,918,750
Conversion of subordinated long-term debt.......... ... 4,452,187

35,079,445
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NOTE 7. COMMITMENTS

The Company leases certain office facilities, vigsicand certain equipment under operating leasseawents that expire at various dates
through fiscal 2009. As of March 31, 1997, the minim future payments on existing leases totaled4d$dinllion. Rent expense was
approximately $5.7 million, $3.7 million, and $2wllion during fiscal 1997, 1996, and 1995, respesy.

During fiscal 1996, the Company signed an agreemvéhtTSMC to ensure availability of a portion diet Company's silicon wafer
requirement for both current and future technolsgighe agreement runs through 2001 providing thagamy with a guarantee of increased
capacity for wafer fabrication in return for advarayments totaling $66 million. The advance paymare classified in prepaid expenses,
and other assets and will be realized by the Cosnpaiepecified amounts over the agreement period.

In addition to this agreement, the Company hasétieg deposit and supply agreement with TSMCetouse supply of silicon wafers. Unc
the deposit and supply agreement, the Company hde aeposits aggregating $14.7 million which apayable at the expiration of the
agreement in June 1997. The supplier has providedevocable standby letter of credit to the Compim an equal amount to guarantee the
repayment of deposits made by the Company. Thenagdgpayment is included in current assets inifoalf 1997 consolidated balance sk

Subsequent to March 31, 1997, the Company entatedn agreement with TSMC whereby the Companymélke advance payments
totaling $35 million to secure additional wafer aajty for future technology through 2001. The Compsigned a promissory note for $35
million for the advance payments, which becomesidieo equal installments on January 31, 1998 ame 30, 1998.

During fiscal 1997, the Company entered into areagrent with Lucent Technologies Inc. ("Lucent"s&dl $21 million of equipment that it
had previously purchased in connection with a sgpaagreement that ensured availability of cefirls of wafer capacity from Lucent.
This new agreement cancels the initial capacitgaaent and requires Lucent to purchase the equignoeam the Company payable in two
installments in fiscal 1998.

NOTE 8. INCOME TAXES

The components of income before income taxes fy#ars ended March 31 are as follows:

1997 1996 1995
(IN THOUSANDS)
DOMESHC......ecvvieeiieecee e $74,8 66 $57,882 $74,397
Foreign......ccccevevevieiciiiiiiieees 96,9 15 80,107 50,140
Income before income taxes................. $171,7 81 $137,989 $124,537

The split of domestic and foreign income was imedcahainly by the acquisition-related write-offsimfprocess technology and other, which
reduced domestic income by $92 million for 1997 $68 million for 1996.
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The components of the provision for income taxegte years ended March 31 are as follows:

19
Federal
CUIMTeNt ..o, $ 45
Deferred........cccovvviveeveiiinenennnnn. (10
35
Foreign
Current...... 21
Deferred (1
19
State
(101 ¢ 1T o | 11
Deferred.......ccccovvviieeeeiinineennnn, (1
9
Provision for income taxes................... $64

97 1996 1995

(IN THOUSANDS)

363 $22,066 $26,455
,025) (4,263)  (311)

,338 17,803 26,144

,335 3,611 3,177
,910) (383) 708

425 3,228 3,885

Significant components of the Company's deferrgditsets, included in prepaid expenses in the guaioying consolidated balance sheet

of March 31 are as follows:

Non-deductible reserves..............cccceeernnns
State taxes.......ccceeeeervveeenn. .
Compensatory accruals.........cccccveeeveereeennn.
Various expense accruals..........c.ccoccveeeenne
Capitalized technology...........ccccecuuveeennes
Other, Net.......coocvvveiiieeeeee

Net deferred tax assets.........ccccvvevveveeennn.

1997 1996

(IN THOUSANDS)
...... $10,601 $5,327

...... 1,922 1,323
...... 7,815 5,001
...... 6,363 5,581
...... 5,700 -
...... (419) 764

...... $31,982 $18,086

The provision for income taxes differs from the amibcomputed by applying the federal statutoryrtag income before taxes for the years

ended March 31 as follows:

Federal statutory rate...........cccoccuveeeennns
State taxes, net of federal benefit................
Foreign subsidiary income at other than the U.S.

1997 1996 1995
. 350% 35.0% 35.0%
2.7 2.7 2.2

. (11.9) (11.8) (9.9)
@2 (21 @
124 -~ -

04 13 (0.6)

. 374% 251% 25.0%

The Company's effective tax rate for fiscal 1998 ®8#% compared to 25% for fiscal 1996 and 1995.0tmpany's fiscal 1997 effective tax
rate was 25% exclusive of the effect of the booiteaoffs of in-process technology, which are nadwitible for tax purposes. In prior years,
the tax effect of similar book write-offs was indkd in the cost of the purchased technology.

The Company's manufacturing subsidiary in Singapocairrently operating under a tax holiday. Iftaér conditions are met, the tax holiday
provides that profits derived from certain produstt be exempt from Singapore tax through fisc@08&. In addition, profits derived from the

Company's remaining products
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will be taxed at a rate of 15%, which is lower tlthe Singapore statutory rate of 26%, through fi$688. As of March 31, 1997, the
Company had not accrued income taxes on $279 mififaccumulated undistributed earnings of its 8paye subsidiary, as these earnings
will be reinvested indefinitely.

NOTE 9. SEGMENT INFORMATION

Adaptec operates predominantly in one industry sgrand provides solutions that enhance bandwieltlvden servers, PCs, peripherals,
networks. The Company focuses its worldwide mankgeéfforts on major OEM customers through its disades force located in the United
States, Europe, and Far East and also sells thrdisgibutors and sales representatives in eathese geographic areas.

Income from operations consists of net revenuesdest of revenues and operating expenses incurgpporting the revenues of each
geographic area. The Company's write-offs of aegliin-process technology are included in the catgoncome from operations. All of the
Company's identifiable assets are used to supp®@perations in each geographic area. Corporagsaisiclude cash and cash equivalents,
marketable securities, deferred tax assets, angic@ther assets. Intercompany sales are madeatlangth prices, and revenues for the
European subsidiaries consist mainly of commissaaraed in connection with obtaining foreign orders

SINGAPORE , ADJUSTMENTS
UNITED FAR EAST, AND CONSOLI DATED
STATES OTHER EUROPE CORPORATE ELIMINATIONS TOTA L
(IN THOUSANDS)

FISCAL 1997
Revenues
Sales to customers........ $782,622 $ 150,395 $ 81 $ - % - $ 93 3,868
Intercompany sales between

geographic areas....... 4,261 546,678 11,188 -- (562,127) --
Net revenues.............. $786,883 $ 697,073 $12,039 $ - $(562,127) $ 93 3,868
Income from operations...... 157,936 95,473 (19) (92,162) -- 16 1,228
Identifiable assets......... 352,312 295,333 3,242 589,716 (197,109) 1,04 3,494
FISCAL 1996
Revenues
Sales to customers........ $609,060 $ 49,211 $1076 $ - $ - $ 65 9,347
Intercompany sales between

geographic areas....... 7,205 399,036 6,175 - (412,416) -
Net revenues.............. $616,265 $ 448,247 $7251 $ - $(412,416) $ 65 9,347
Income from operations...... 100,838 76,942 668  (52,313) - 12 6,135
Identifiable assets......... 201,128 259,179 2,644 322,910 (139,375) 64 6,486
FISCAL 1995
Revenues
Sales to customers.......... $464,707 $ 1,487 $ - $ - 3 - $ 46 6,194
Intercompany sales between

geographic areas....... 10,401 191,360 3,905 - (205,666) -
Net revenues.............. $475,108 $ 192,847 $3905 $ - $(205,666) $ 46 6,194
Income from operations...... 68,594 48,847 343 -- - 11 7,784
Identifiable assets......... 122,097 123,044 1,070 262,383 (72,886) 43 5,708
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Export Revenues
The following table represents export revenuesdnggaphic region as a percentage of total revenues:

1997 1996 1995

Singapore, Far East, Other..........ccoeeeeeveeeee. L 39% 32% 37%
o] oS 22 24 25

61% 56% 62%

Major Customers

In fiscal 1997 and 1995, no customer accountednfare than 10% of net revenues. In fiscal 1996 ssal@ne distributor represented 10% of
net revenues.

NOTE 10. PRO FORMA NET INCOME PER SHARE

In March 1997, the Financial Accounting Standardaf8 issued Statement of Financial Accounting StedglNo. 128, "Earnings Per Share,"
which changes the manner in which the Company coesparnings per share beginning in the third quaitfiscal 1998. The statement
requires retroactive presentation of all earningsghare amounts. Pro Forma basic and dilutedregripier share are presented below as if the
Company had adopted this standard as of March@®[7.1

FOR THE YEAR ENDED
MARCH 31,

1997 1996 1995

Pro forma basic earnings per share................. ... $98 $99 $91
Pro forma diluted earnings per share............... ... $93 $95 $.88

NOTE 11. COMPARATIVE QUARTERLY FINANCIAL DATA (UNAU DITED)

Summarized quarterly financial data is as follows:

QUARTERS
FIRS T SECOND THIRD FOURTH YEAR
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

FISCAL 1997
Net revenues........ccevveeeereeeeeane. $202, 014 $215,043 $251,703 $265,108 $933,868
Gross profit.......cccccceeveeeninennne. 115, 968 122,493 148,564 157,874 544,899
Net inCome*........cccoeviiiiiieeiiienns 17, 914 1,237 41,584 46,826 107,561
Net income per share*....................... $ 16 $ 01 $ 36 $ .40 $ .93
Weighted average shares outstanding......... 111, 342 113,640 116,786 117,665 115,062
FISCAL 1996
Net revenues.........cccoeeeeeieeennnenne $138, 025 $149,110 $176,187 $196,025 $659,347
Gross profit.......ccccceeereverineennn. 81, 359 86,451 101,986 113,612 383,408
Netincome*.........ccccccovvvvveennnnnnn. 31, 163 557 30,587 41,068 103,375
Net income per share*............c.cc...... $ 29 $ 01 $ 28 3% 37 $ .95
Weighted average shares outstanding......... 107, 884 108,922 109,584 110,122 109,138

* All quarters of fiscal 1997 include write-offs atquired in-process technology, net of taxeslitgt&25 million, $42 million, $12 million,
and $11 million, respectively. The second and thirdrters of fiscal 1996 include write-offs of azgd in-process technology, net of taxes,
totaling $33 million and $7 million, respectively.
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REPORT OF MANAGEMENT

Management is responsible for the preparation atedjiity of the consolidated financial statememts ather financial information presented
in the annual report. The accompanying financialeshents were prepared in conformity with generatiyepted accounting principles and as
such include some amounts based on managemertjadgiments and estimates. Financial informatiothnannual report is consistent with
that in the financial statements.

Management is responsible for maintaining a systemternal business controls and procedures taigeareasonable assurance that assets
are safeguarded and that transactions are auttprezeorded, and reported properly. The internatrob system is continuously monitored by
management review, written policies and guidelimes] careful selection and training of qualifiedsoanel who are provided with and
expected to adhere to the Company's standardssofdas conduct. Management believes the Compantgi®al controls provide reasonable
assurance that assets are safeguarded againsiairiats from unauthorized use or disposition dredftnancial records are reliable for
preparing financial statements and other data aaidtaining accountability for assets.

The Audit Committee of the Board of Directors meaasiodically with the independent accountants mathagement to discuss internal
business controls, auditing, and financial repgrtimtters. The Committee also reviews with the preaelent accountants the scope and re
of the audit effort.

The independent accountants, Price Waterhouse &leRengaged to audit the consolidated financigédstants of the Company and conduct
such tests and related procedures as they deerssaggén accordance with generally accepted aggdiandards. The opinion of the
independent accountants, based upon their autlieafonsolidated financial statements, is containehlis annual report.

F. Grant Saviers
President and Chief Executive Officer

Christopher G. O'Meara

Vice President and Treasurer

Paul G. Hansen Vice President, Finance and Chiefrigial Officer Andrew J. Brown Vice President, @anate Controller, and Principal
Accounting Officer



REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Shareholders of Adapc, Inc.

In our opinion, the consolidated financial statetadisted in the index appearing under Item 14{a)(lpage 19 present fairly, in all material
respects, the financial position of Adaptec, Imd &s subsidiaries at March 31, 1997 and 1996 thadesults of their operations and their
cash flows for each of the three years in the peginded March 31, 1997, in conformity with gengraltcepted accounting principles. These
financial statements are the responsibility of@menpany's management; our responsibility is to @an opinion on these financial
statements based on our audits. We conducted dits ad these statements in accordance with gdyeratepted auditing standards which
require that we plan and perform the audit to ebtagsonable assurance about whether the finastaiaiments are free of material
misstatement. An audit includes examining, on tldasis, evidence supporting the amounts and disis in the financial statements,
assessing the accounting principles used and &ignifestimates made by management, and evaluagngverall financial statement
presentation. We believe our audits provide a megsie basis for the opinion expressed above.

Price Waterhouse LLP
San Jose, California
April 25, 1997

F-18



EXHIBIT

NUMBER

2.1(a) Stock Purchase Agreement by and among Ada

2.1(b) Stock Purchase Agreement by and between A

2.2

2.3

2.4

2.5

3.1

3.2

3.3

4.1

4.2

10.1
10.2

10.3

10.4
10.5

10.6
10.7

10.8

DESCRIPTIO

Corporation, Jack A. Allweiss, Patricia A
Shareholders of Future Domain Corporation

Shareholders of Future Domain Corporation
Agreement and Plan of Reorganization by a
Systems Software USA, Inc., ISS Acquisiti
Shareholders of Incat Systems Software US
Agreement for Purchase and Sale of Stock
Corporation, Western Digital CSG Corporat
April 9, 1996.......ccceeiiriiireen.
Agreement and Plan of Reorganization by a
Data Technologies, Inc., CDT Acquisition
of Cogent Data Technologies, Inc. dated M
Agreement and Plan of Reorganization by a
Acquisition Corporation, and Data Kinesis
Eighth Amended and Restated Articles of |
with California Secretary of State on Nov
Bylaws of Registrant, as restated on Febr
Certificate of determination of rights, p
Series A participating preferred stock fi
Secretary of State on December 31, 1996..
First Amended and Restated Common Shares
1992, between Registrant and Chemical Tru
Rights Agents.......cccccceeveviiicnnnne
Indenture dated as of February 3, 1997 be
Street Bank and Trust Company............
Registrant's 1986 Employee Stock Purchase
Technology License Agreement dated Januar
and International Business Machines Corpo
Registrant's Savings and Retirement Plan.
1990 Stock Plan, as amended..............
Forms of Stock Option Agreement, Tandem S
Restricted Stock Purchase Agreement, Stoc
and Incentive Stock Rights Agreement for
Stock Plan, as amended...................
1990 Directors' Option Plan and forms of
Revolving Loan Agreement dated June 3, 19
Bank of Commerce (incorporated by referen
Registrant's Annual Report on form 10-K f
1992) and Amendment Number Three to the R
dated April 29, 1994 between the Registra
Bank -- California (formerly Plaza Bank o

Amendments Four, Five and Six to the Revo
dated April 29, 1994 between the Registra
Bank -- California expiring August 31, 19

INDEX TO EXHIBITS

SEQUENTIALL
NUMBERED
N NOTES PAGE
ptec, Inc., Future Domain (6)

. Allweiss and Certain

dated July 13, 1995............

daptec, Inc. and Certain (6)
dated July 13, 1995............

nd among Adaptec, Inc., Incat )
on Corporation and Certain

A, Inc. dated August 23, 1995...

by and among Western Digital )
ion, and Adaptec, Inc. dated

nd among Adaptec, Inc., Cogent  (4)
Corp., and Certain Shareholders

ay 31, 1996.......cccceeeenn..

nd among Adaptec, Inc., Adaptec  (4)
, Inc. dated August 6, 1996.....
ncorporation of Registrant filed (5)
ember 1, 1996
uary 9, 1996.......ccccceenns )
references and privileges of (5)
led with the California

Rights Agreement dated June 30, (9)
st Company of California as

tween Registrant and State 1)

]
y 1, 1985 between the Registrant (11)
ration.......ccoceveveeninns

tock Option/SAR Agreement, (8)
k Appreciation Rights Agreement,

use in connection with the 1990

Stock Option Agreement.......... ©)
92 between Registrant and Plaza  (7)
ce to Exhibit 10.26 filed with

or fiscal year ended March 31,
evolving Credit Loan Agreement

nt and Comerica

f Commerce) expiring August 31,
Ilving Credit Loan Agreement (7)
nt and Comerica



EXHIBIT

NUMBER DESCRIPTIO

10.9* Option Agreement | Between Adaptec Manufa
Semiconductor Manufacturing Co., Ltd. dat

10.10* Option Agreement Il Between Adaptec Manuf
Taiwan Semiconductor Manufacturing Co., L

10.11 Consignment Agreement between Adaptec, In

10.12  Letter Agreement between Adaptec, Inc. an
dated January 1, 1997.........cccceeeeen.

10.13  Form of Indemnification Agreement entered
officers of the Company..................

10.14 Term Loan Agreement dated June 24, 1992 b
Bank of Commerce expiring June 30, 1988..

SEQUENTIALL
NUMBERED
N NOTES PAGE

cturing (S) Pte. Ltd. and Taiwan (2)
ed October 23, 1995.............

acturing (S) Pte. Ltd. and 2)

td. dated October 23, 1995......

c. and AT&T Corp. dated January  (2)

into with directors and (12)

etween the Registrant and Plaza (12)

10.15* Deposit and Supply Agreement between Taiw an Semiconductor Manufacturing  (7)
Co., Ltd. and Adaptec Manufacturing Pte. [0 (o

10.16 Industrial Lease Agreement between the Re gistrant, as Lessee, and Jurong  (6)
Town Corporation, as LeSSOor.............. e

10.17 Amendments Seven, Eight, and Nine to the Revolving Credit Loan Agreement  (5)
dated April 29, 1994 between the Registra nt and Comerica
Bank -- California expiring August 31, 19 97 i

10.18 Amendments One, Two, Three, and Four to t he Term Loan Agreement dated (13)
June 24, 1992 between the Registrant and Comerica Bank -- California
(formerly the Plaza Bank of Commerce) exp iring June 30, 1998.............

12.1  Computation of Ratio of Earnings to Fixed Charges........ccccovvveeeenns

21.1  Subsidiaries of Registrant................ L (14)

23.1  Consent of Independent Accountants, Price Waterhouse LLP. (See Page 22)

24.1  Power of Attorney. (See Pages 23).

25.1  Statement of Eligibility and Qualificatio
of 1939 of a Corporation designated to ac

27.1  Financial Data Schedule for the year ende

n Under the Trust Indenture Act (1)
t as Trustee on Form T-1........
d March 31, 1997.

(1) Incorporated by reference to exhibits filedwiRegistrant's Registration Statement Number 3E524n Form S-1 on April 4, 1997.
(2) Incorporated by reference to exhibits filedhwRegistrant's Annual Report on Form 10-K for tkearyended March 31, 1996.

(3) Incorporated by reference to exhibits filediRegistrant's Quarterly Report on Form 10-Q ferdharter ended June 28, 1996.

(4) Incorporated by reference to exhibits filedhwiRegistrant's Quarterly Report on Form 10-Q ferdbarter ended September 27, 1996.
(5) Incorporated by reference to exhibits filedhwiRegistrant's Quarterly Report on Form 10-Q ferdharter ended December 27, 1996.
(6) Incorporated by reference to exhibits filedhwRegistrant's Annual Report on Form 10-K for tkearyended March 31, 1995.

(7) Incorporated by reference to exhibits filedhwiRegistrant's Annual Report on Forn-K for the year ended March 31, 19!



(8) Incorporated by reference to exhibits filedhwRegistrant's Annual Report on Form 10-K for tkearyended March 31, 1993.

(9) Incorporated by reference to Exhibit A filedtivRegistrant's Registration Statement Number 0¢F1%h Form 8-A on May 11, 1989 and
to Exhibit 1.1 to Form 8 Amendments No. 1, No. & &. 3 thereto as filed June 5, 1990; April 8,2;9%8nd July 20, 1992, respectively.

(10) Incorporated by reference to exhibits filedhaRegistrant's Annual Report on Form 10-K forfikeal year ended March 31, 1987.

(11) Incorporated by reference to Exhibit 10.16diin response to Item 16(a) "Exhibits," of Registis Registration Statement on Form S-1
and Amendment No. 1 and Amendment No. 2 therel® Nfo. 33-5519), which became effective on Junel986.

(12) Incorporated by reference to exhibits filedhaRegistrant's Annual Report on Form 10-K forfiseal year ended March 31, 1992.
(13) Incorporated by reference to Exhibit 4.2 tork&-8 as filed February 7, 1996.

(14) Incorporated by reference from the informatimer the caption "Corporate Information"” includedhe Annual Report to Shareholders
for the fiscal year ended March 31, 1996.

* Confidential treatment has been granted for posiof this agreement.
(b) REPORTS ON FORM 8-K.

No reports on Form-K were filed during the fourth quarte



EXHIBIT 10.12
LETTER AGREEMENT

THIS LETTER AGREEMENT is made and entered into effee January 1, 1997, between Adaptec, Inc. ("Ael)), a California

corporation with its principal place of busines$81 South Milpitas Blvd., Milpitas, California 988, Lucent Technologies Inc. (“Lucent"), a
Delaware corporation, acting through its Microelentcs group, having an office at Two Oak Way, Béely Heights, New Jersey 07922 and
Lucent Technologies Microelectronica Espana S.Rug¢ént-Spain™), a Spanish company with officesa@tg®no Industrial, Tres Cantos,
Zona Oeste, 28760 Tres Cantos, Madrid, Spain (tb&er Agreement”).

-WITNESSETH-
WHEREAS, Lucent and Adaptec entered into a Consa@nmgreement effective January 10, 1996 (the "@owmsent Agreement"); and

WHEREAS, pursuant to the Consignment Agreementpfatapurchased and consigned to Lucent certain BRIENT which has been
installed in the Madrid | Clean Room; and

WHEREAS, at the request of Adaptec, Adaptec ancehtibave agreed to terminate the Consignment Agretrand
WHEREAS, Adaptec desires to sell the EQUIPMENT hadent-Spain has agreed to purchase the EQUIPMENT;

WHEREAS, the parties wish to set forth the termd eonditions pursuant to which Adaptec will sek tBQUIPMENT to Lucent-Spain and
Lucent-Spain will purchase the EQUIPMENT.

NOW, THEREFORE, in consideration of the mutual pisee made herein and other good and valuable @masion, the receipt of which
hereby acknowledged, the parties agree as follows:

All terms, unless defined herein, have the meaassigned to them in the Consignment Agreement.
1. The Consignment Agreement is terminated effeciw of the date of this Letter Agreement.

2. The EQUIPMENT will be sold by Adaptec to Lucepain in two portions, namely List A Equipment anst B Equipment as outlined in
Attachment A heretc
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3. Adaptec shall separately invoice Lucent -SpairLfst A Equipment and List B Equipment in 1997.

4. Lucent-Spain shall pay the invoiced amount fist A Equipment within thirty

(30) days of receipt of such invoice. Adaptec stmdbice Lucent-Spain for List B Equipment in Janua998 and Lucent-Spain shall pay the
invoiced amount within thirty (30) days of receqftsuch invoice. Provided however, that Lucent-8es the option to request Adaptec to
invoice Lucent-Spain earlier.

5. With respect to List A Equipment the amount iiced shall be the price actually paid by Adapteacsfech List A Equipment plus any
transportation costs and duties billed to Adaptet actually paid by Adaptec.

6. With respect to List B Equipment the amount ined shall be 90% of the price actually paid by ptea for such List B Equipment plus
any transportation costs and duties billed to Adapind actually paid by Adaptec.

7. Lucent shall provide Adaptec with a list of #&rial number and/or shop identification numberefach of the EQUIPMENT.
8. Lucent-Spain shall be responsible for all idatan charges related to the installation of tG@UHEPMENT.

9. On receipt of payment for the List A Equipmelhtitle, rights and any interest whatsover thafitec has or had in the EQUIPMENT, win
end and be transferred to Lucent-Spain, providedeler, that Adaptec will retain a purchase moneysty interest in the List B Equipment
(and any equivalent rights of a secured creditanag be available and applicable under Spanish leati) payment in full therefor is
received. Both Lucent and Lucent-Spain agree tiet will reasonably cooperate with Adaptec in preggaand filing appropriate documents
with government. agencies and taking such othéoraehs may be necessary or desirable to pregeevfect and enforce such security inte
of Adaptec. Any expenses, fees or any other cettsed to the perfecting and enforcing of any ssexturity interest shall be borne entirely
Adaptec.

10. Adaptec represents that on each of the ddteegiurchase by Lucent-Spain of List A Equipmert kist B Equipment, (i) the
EQUIPMENT shall be on that date paid for in fuil) Adaptec has full titte and ownership of the EIPMENT, (iii) no third party has any
ownership right, title, interest, claim or lien any of the EQUIPMENT and (iv) Adaptec has the rightl authority to sell such EQUIPME"
to Lucen-Spain.
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11. Adaptec represents that to the best of its keage the amounts invoiced for the EQUIPMENT aredbtual amounts paid for such
EQUIPMENT minus any amounts that Adaptec receivereunds, credits or any other form of payments.

12. In consideration of Lucent-Spain purchasingBJIPMENT from Adaptec, Lucer&pain shall have the right to use the EQUIPMEN
of January 1, 1997, without paying Adaptec any adag or any other type of compensation as a regslich usage. Risk of loss shall be
borne by Lucent-Spain as of January 1, 1997.

13. Adaptec agrees to pass on to Lucgpin the ability to exercise, if necessary, anyravdy rights Adaptec may have in the EQUIPMEI
Adaptec agrees to take the necessary steps toegthésir

14. The validity, construction and performance b&shall be governed by the substantive law, btitim® conflicts of law rules, of the State
of New York.

15. Lucent and Adaptec covenant, warrant and reptdbat their respective representatives sigrirgAgreement have full power and
proper authority to sign this Agreement and so biredparties. Lucent further covenants, warrantsrapresents to Adaptec that Lucent is the
successor to all of the rights and interests of AT@orp. under the Consignment Agreement and ig frhpowered to execute this Letter
Agreement and terminate the Consignment Agreement.

IN WITNESS WHEREOF, the parties have caused thieegent to be executed by their duly authorizedessmtatives.

ADAPTEC, INC. LUCENT TECHNOLOGIES INC.

By: /sl SAM KAZARI AN By: /'s/ PAUL J. MOSTEK
Name: Sam Kazari an Nane: Paul J. Mdstek
Title: Corp. VP Operations Title: Custoner Satisfaction &

------------------------ Busi ness Devel opnent
Vi ce President

Dat e: 3/ 18/ 97 Dat e: 3/ 12/ 97



LUCENT TECHNOLOGIES
MICROELECTRONICA ESPANA S.A.

By:

Title:

Dat e:

/'s/ Edward C. Akers
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APPENDIX A

EQUIPMENT LIST A (PAYMENT DUE IN 1997)

SUPPLIER EQUIPMENT ESE #
Nikon I-Line Body 11 89-023
Varian M2l Cluster Tool 58-023
LAM TCP 9606 Etcher 12-062
KLA 2132 Insp. system 12-026
TEL Developer 17-021
Thermawave  Optiprobe 2600 12-025
Gasonics Aura-1000/1 12-060
Metron Chemfill N/A
Edwards TCP 9606 Pumps 12-062
Edwards M2l Pumps 58-023
Optilas M2l Gas Analyzer 58-023
Leybold Aura 1000/1 Pump 12-060
TOSOH Targets 58-023
VDA TCP 9606 Transformer  12-062

ADAPTEC
P.O. NO. QUANTITY

PAID

MA35641 1 $2,895,761.90
MA35642 1 $2,744,070.00
MA35653 1 $1,671,642.39
MA35663 1 $1,760,987.50
MA35664 1 $ 692,655.00
MA35656 1 $ 396,930.00
MA35635 1 $ 182,632.80
MA35759 1 $ 129,901.00
MA35630 4 $ 85,958.00
MA35643 4 $ 79,576.00
MA35644 5 $ 67,065.92
MA35637 1 $ 32,173.29
MA35677 1 $ 21,422.69
MA35631 1 $ 6,336.00
Total $10,767,112.49
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APPENDIX A (continued)

EQUIPMENT LIST B (Payment Due in 1998)

SUPPLIER EQUIPMENT ESE # P.O. NUMBER ADAPTEC PAID $ 1998 (90%)
Applied Matls Oxide AMI 5000 12-063 MA35640 1 $ 2,455,53 8.20 $2,209,984.38
Applied Matls AMI PETEOS 58-030 MA35645 1 $1,871,66 4.87 $1,684,498.38
KLA 2132 Insp.System 12-031 MA35729 1 $1,760,98 7.50 $1,044,888.75
AST RTP 028-021 MA35646 1 $ 768,24 0.00 $ 691,416.00
Bruce Int. Furnace Bank 04-005 MA35648 1 $ 758,72 400 $ 682,851.60
BIORAD Q6+ Retrofit 77-016 MA35650 1 $ 702,67 5.12 $ 632,407.61
TEL Developer 17-022 MA35664 1 $ 692,65 5.00 $ 623,389.50
Gasonics AE-2001 Etcher 12-061 /12-038 MA35632 2 $ 679,72 1.00 $ 611,748.90
TEL Scrubber 64-031 MA35760 1 $ 509,74 3.77 $ 458,769.39
LEICA INS2000 Insp.System  77-017 MA35686 1 $ 425,72 410 $ 383,151.69
Semitool WSST 31-015 MA35649 1 $ 378,81 5.00 $ 340,933.50
Gasonics Aura 1000/1 12-066 MA35636 1 $ 181,03 290 $ 162,929.61
S. Gobain/Norton Process Tubes 04-005 MA35654 4 $ 113,15 7.00 $ 101,841.30
Leybold Aura 1000/1 Pump 12-066 MA35638 1 $ 32,17 3.29 $ 28,955.96
Leybold AE2001 PuMps 12-061 /12-038 MA35633 2 $ 64,34 6.58 $ 57,911.92

Total $11,395,19 8.33  $10,255,678.50



EXHIBIT 12.1

ADAPTEC, INC.
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
(Amounts in thousands)

1995 1996 1997

Pre-tax income from continuing operations $124,537 $137,989 $171,781
Fixed charges:
Interest expense 1,179 840 2,744
Rentals - 33% 784 1,226 1,881
Total fixed charges 1,963 2,066 4,625
Earnings before income taxes and fixed charges 126,500 140,055 176,406

RATIO OF EARNINGS TO FIXED CHARGES 64.4 67.8 38.1




ARTICLE 5
MULTIPLIER: 1,00C

PERIOD TYPE YEAR
FISCAL YEAR END MAR 31 199°
PERIOD START APR 01 199
PERIOD END MAR 31 199°
CASH 318,07
SECURITIES 230,36t
RECEIVABLES 137,66¢
ALLOWANCES 5,09¢
INVENTORY 53,18¢
CURRENT ASSET¢ 817,94¢
PP&E 199,54
DEPRECIATION 57,94¢
TOTAL ASSETS 1,043,49.
CURRENT LIABILITIES 124,31¢
BONDS 230,85(
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 251,83«
OTHER SE 436,49:
TOTAL LIABILITY AND EQUITY 1,043,49.
SALES 933,86¢
TOTAL REVENUES 933,86¢
CGS 388,96¢
TOTAL COSTS 388,96¢
OTHER EXPENSE! 383,67:
LOSS PROVISION 0
INTEREST EXPENSE 2,74
INCOME PRETAX 171,78:
INCOME TAX 64,22(
INCOME CONTINUING 107,56:
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 107,56:
EPS PRIMARY 0.9:
EPS DILUTED 0.9¢
End of Filing
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