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NOTE. 6 INCOME TAXES:
Income tax expense for fiscal 1996, 1997 and 1998 consisted of the following:

FISCAL YEAR ENDED MARCH 31,

(IN THOUSANDS) 1996 1997 1998
Federal
Current $13,586 $ 8,744 $10,109
Deferred (827) 2,789 4,746
State 1,622 1,854 1,472
Foreign 1,903 1,899 2,116

$16,284 $15,286 $18,443

Pre-tax earnings of the foreign subsidiaries were $2.8 million, $8.2 million and $15.7 million for fiscal years 1996, 1997
and 1998, respectively. Cumulative earnings of foreign subsidiaries which have been permanently reinvested as of
March 31, 1998 totaled $5.5 million.

The following is a reconciliation between statutory federal income taxes and the total provision for taxes on pre-tax income:

FISCAL YEAR ENDED MARCH 31,

(IN THOUSANDS) 1996 1997 1998
Tax expense at statutory rate $14,614 $15,735 $20,171
Foreign operations taxed at different rates 910 (971) (4,364)
State taxes, net of federal benefit 1,054 1,204 1,476
Other, net (294) (682) 1,160

$16,284 $15,286 $18,443

Deferred tax liabilities (assets) represent the tax effects of temporary differences between the carrying amounts of assets
and liabilities for financial reporting and income tax purposes. Significant components of the Company’s deferred tax
liabilities and assets are as follows:

MARCH 31,

(IN THOUSANDS) 1997 1998
Deferred gains on sales of properties $2,740 $2,476
Deferred state tax — 314
Unremitted earnings of certain subsidiaries — 5,749
Other deferred tax liabilities 333 1,111

Gross deferred tax liabilities 3,073 9,650
Accruals and other reserves (2,748) (5,670)
Deferred state tax deduction (635) —
Other deferred tax assets (914) (458)

Gross deferred tax assets (4,297) (6,128)

Total net deferred tax liabilities $(1,224) $ 3,522
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NOTE. 7 EMPLOYEE BENEFIT PLANS:

Subject to eligibility requirements, substantially all domestic employees are covered by quarterly cash and annual
deferred profit sharing plans. Employees also have the option of participating in a salary deferral plan qualified under
Section 401(k) of the Internal Revenue Service Code. The Quarterly Profit Sharing Plan benefits are paid on the
basis of profitability and the relationship of each participating employee’s base salary as a percent of all participants’
base salaries. The Annual Profit Sharing Plan benefits are based on 10% of the Company’s results of operations
before interest and taxes, adjusted for other items, minus quarterly profit sharing cash distributions and administrative
expenses, and are allocated to employees based on the relationship of each participating employee’s base salary as a
percent of all participants’ base salaries. The Annual Profit Sharing Plan distributions include a cash distribution and
a tax deferred distribution made to individual accounts of participants held in trust. The deferred portion is subject
to a two year vesting schedule based on an employee’s date of hire. Total annual and quarterly profit sharing contributions
were $5.4 million, $5.5 million and $6.9 million for fiscal 1996, 1997 and 1998, respectively.

NOTE. 8 COMMITMENTS AND CONTINGENCIES:

MINIMUM FUTURE RENTAL PAYMENTS

The Company leases certain equipment and facilities under operating leases expiring in various years through and
after 2003. Minimum future rental payments for the next five years under non-cancelable operating leases having
remaining terms in excess of 1 year as of March 31, 1998:

FISCAL YEAR ENDING MARCH 31,

(IN THOUSANDS) Amount
1999 $1,253
2000 1,118
2001 864
2002 420
2003 412
Total minimum future rental payments $4,067

Rent expense for operating leases was approximately $1.1 million in fiscal 1996, $1.1 million in fiscal 1997 and $1.3 million
in fiscal 1998.

EXISTENCE OF RENEWAL OPTIONS
Certain operating leases provide for renewal options for periods from 1 to 3 years. In the normal course of business,
operating leases are generally renewed or replaced by other leases.

CLAIMS AND LITIGATION

In the opinion of management, litigation, contingent liabilities and claims against the Company arising in the ordinary
course of business are not expected to involve any judgments or settlements which would be material to the Company’s
consolidated financial condition or results of operations.
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NOTE. 9 INDUSTRY SEGMENT AND FOREIGN OPERATIONS DATA:

BUSINESS SEGMENT

The Company operates in one industry segment and is engaged in developing, manufacturing, marketing and servicing
telecommunications equipment. No one customer accounted for 10% or more of total revenue from consolidated

sales for fiscal year 1996, 1997 or 1998.

GEOGRAPHIC SEGMENTS

In geographical reporting, revenues are attributed to the geographical location of the sales and service organizations,

and costs directly and indirectly incurred in generating revenues are similarly assigned.

FISCAL YEAR ENDED MARCH 31,

(IN THOUSANDS) 1996

NET REVENUES FROM UNAFFILIATED CUSTOMERS:

United States $133,957
International 49,002
$182,959
OPERATING INCOME:
United States $ 35,365
International 12,144
$ 47,509
IDENTIFIABLE ASSETS:
United States $ 91,400
International 17,261
$108,661
Intercompany transfers $ 18,057

1997

$135,664
59,643

$195,307

$ 37,036
13,303

$ 50,339

$ 97,138
30,103

$127,241

$ 49,575

1998

$163,684
72,428

$236,112

$ 44,916
17,457

$ 62,373

$121,627
43,848

$165,475

$ 69,261

The geographical reporting classification reflects the international restructuring completed in fiscal 1997. The estab-
lishment of Plantronics B.V. changed the ownership of inventory and the methodology of intercompany transfers.
In fiscal 1996 intercompany transfers were from the US to Europe. Starting in the last quarter of fiscal 1996 intercompany
transfers are from Plantronics B.V. to the US and Japan. Intercompany transfers are at arms length prices sufficient

to recover a reasonable profit.
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NOTE. 10 STOCK OPTION PLANS AND STOCK PURCHASE PLANS:

STOCK OPTION PLAN

In September 1993, the Board of Directors approved the Pl Parent Corporation 1993 Stock Plan (the “1993 Stock Plan”).
Under the 1993 Stock Plan, 4,159,242 shares of Common Stock (which number is subject to adjustment in the event
of stock splits, reverse stock splits, recapitalization or certain corporate reorganizations) are reserved for issuance to
employees and consultants of the Company, as approved from time to time by the Compensation Committee of the
Board of Directors. The reserved shares include 980,000 shares which were authorized by the Board of Directors
and approved by the stockholders for issuance in 1997. The 1993 Stock Plan, which has a term of ten years, provides
for incentive as well as nonqualified stock options to purchase shares of Common Stock. The Board of Directors may
terminate the 1993 Stock Plan at any time at its discretion.

Incentive stock options may not be granted at less than 100 percent of the estimated fair market value, as determined
by the Board of Directors, of the Company’s Common Stock at the date of grant and the option term may not exceed
10 years. For holders of 10 percent or more of the total combined voting power of all classes of the Company’s stock,
incentive stock options may not be granted at less than 110 percent of the estimated fair market value of the Common
Stock at the date of grant and the option term may not exceed five years. Nonqualified stock options may be granted at
less than fair market value. Options generally vest over 4 years.

In September 1993 the Compensation Committee of the Board of Directors approved nonqualified options to certain
executive officers to purchase 255,792 shares of Common Stock at an exercise price of $2.74 per share that were granted
upon the completion of the Company’s initial public offering. Compensation related to these options of $0.9 million
based on the $6.25 per share offering price was charged to expense over a four year-vesting period commencing January 1994
as the options were granted for future services. Options to purchase an additional 289,252 shares were granted during
fiscal 1994 to certain executive officers at exercise prices ranging from $2.74 to $7.63 per share. Compensation related
to these options of $0.8 million was charged to expense over a four-year vesting period. As of March 31, 1998, the
total compensation expense was amortized.

DIRECTORS’ STOCK OPTION PLAN

In September 1993, the Board of Directors adopted a Directors’ Stock Option Plan (the “Directors’ Option Plan”)
and reserved 40,000 shares of Common Stock for issuance to non-employee directors of the Company. An additional
20,000 shares were authorized for issuance in 1997 under the Directors’ Option Plan, pursuant to Board of Directors’
and stockholder approval. The Directors’ Option Plan provides that each non-employee director shall be granted an
option to purchase 4,000 shares of Common Stock on the later of the effective date of the Company’s initial public
offering or the date on which the person becomes a director. Thereafter, each non-employee director shall be granted
an option to purchase 1,000 shares of Common Stock each year. At the end of fiscal 1998, options for 45,000 shares
of Common Stock were outstanding under the Directors’ Option Plan. All options were granted at fair market value
and accordingly, had no compensatory impact. Options vest generally over a four-year period.
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Stock option activity under the 1993 Stock Plan and the Directors’ Stock Option Plan are as follows:

Balance at March 31, 1995
Options Granted
Options Exercised
Options Canceled

Balance at March 31, 1996
Options Authorized
Options Granted
Options Exercised
Options Canceled

Balance at March 31, 1997
Options Granted
Options Exercised
Options Canceled

Balance at March 31, 1998

Exercisable at March 31, 1998

Shares
Available
For Grant

106,780
(206,820)
158,794
58,754
1,000,000
(631,588)
111,048
538,214
(654,500)
233,010
116,724

Options Outstanding

Weighted
Shares Average Price
3,094,526 $ 3.45
206,820 $16.22
(359,270) $ 2.13
(158,794) $ 4.35
2,783,282 $ 4.52
631,588 $19.80
(284,442) $ 6.45
(111,048) $ 6.49
3,019,380 $ 7.46
654,500 $27.37
(348,958) $ 3.49
(233,010) $18.53
3,091,912 $11.29
1,884,602

Significant option groups outstanding at March 31, 1998 and related weighted average prices and lives are as follows:

Range of Exercise Price

$0.90 - $ 090
274 - 274
3.13 - 1844
18.63 — 41.69

$0.90 — $4169

Number
Outstanding As
of March 31,
1998

732,944
814,161
736,177
808,630

3,091,912

Options Outstanding

Weighted
Average
Remaining
Contractual
Life

5.49
5.81
7.58
9.18

7.04

Weighted
Average
Exercise Price

$ 0.90
2.74
14.70
26.22

$11.29

Options Exercisable

Number
Exercisable As Weighted
of March 31, Average
1998 Exercise Price
732,944 $ 0.90
814,161 2.74
321,956 11.00
15,541 19.72
1,884,602 $ 3.57
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FAIR VALUE DISCLOSURES

All options in fiscal 1996, 1997 and 1998 were granted at an exercise price equal to the fair market value of the
Company’s Common Stock at the date of grant. The weighted average fair value at date of grant for options granted
during 1996, 1997 and 1998 were $5.43, $6.34 and $9.79 per share, respectively. The fair value of options at date
of grant was estimated using the Black-Scholes model with the following assumptions for 1996; dividend yield of 0%,
an expected life of 5 years, expected volatility of 24% and risk free interest rates of 5.9%. For 1997 the assumptions
were; dividend yield of 0%, an expected life of 5 years, expected volatility of 17% and risk free interest rates of 6.6%.
For 1998 the assumptions were; dividend yield of 0%, an expected life of 5 years, expected volatility of 28% and
risk free interest rates of 5.6%.

Had compensation expense for the Company’s stock-based compensation plans been determined based on the methods
prescribed by SFAS No. 123, the Company’s net income and net income per share would have been as follows:

FISCAL YEAR ENDED MARCH 31,

(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS) 1996 1997 1998
Net income:
As reported $25,470 $29,671 $39,189
Pro forma $25,390 $29,044 $37,381
Net income per share:
As reported $ 142 $ 1.67 $ 215
Pro forma $ 141 $ 1.63 $ 2.05

EMPLOYEE STOCK PURCHASE PLAN

On April 23, 1996 the Board of Directors of the Company approved the 1996 Employee Stock Purchase Plan, (the “ESPP”)
which was approved by the stockholders on August 6, 1996, to provide certain employees with an opportunity to
purchase Common Stock through payroll deductions. The plan is a qualified plan under applicable IRS guidelines
and certain highly compensated employees are excluded from participation. Under the ESPP, the purchase price of
the Common Stock will equal 95% of the market price of the Common Stock immediately before the beginning of the
applicable participation period. Each participation period is 6 months long. Once purchased the shares are restricted
for 6 months. During fiscal 1997, 581 shares were issued under the plan. The fair value of the employee’s purchase
rights was estimated using the Black-Scholes model with the following assumptions; dividend yield of 0%, an expected
life of 6 months, expected volatility of 17%, and risk free interest rates of 6.6%. The weighted-average fair value of
these purchase rights granted in fiscal 1997 was $2.27. During fiscal 1998, 2,021 shares were issued under the plan.
The fair value of the employee’s purchase rights was estimated using the Black-Scholes model with the following
assumptions; dividend yield of 0%, an expected life of 6 months, expected volatility of 28%, and risk free interest
rates of 5.6%. The weighted-average fair value of these purchase rights granted in fiscal 1998 was $4.85.

SENIOR EXECUTIVE STOCK OWNERSHIP PLAN

In November, 1996 the Board of Directors approved a Senior Executive Stock Purchase Plan, effective January 1, 1997,
to encourage ownership of the Company’s Common Stock by senior executives. This is a voluntary plan in which
executives are encouraged to participate and achieve a target ownership over a 5 year period in annual increments of
20% or more. The target ownership is equal to two times the Chief Executive Officer’s base salary and one times the
individual Vice Presidents’ base salary. To encourage participation, the Company’s Treasury Stock will be sold by the
Company to executives under this voluntary purchase program. The price will be equal to the greater of: 95% of the
price set by the Board of Directors on an annual basis or 85% of the fair market value of the stock on the date of
transaction. The various vehicles that are available to executives to obtain ownership of the Company’s stock are as
follows: 401(K) Plan contributions, personal IRA account purchases, Deferred Compensation Plan contributions, outright
purchase of stock or exercising and holding vested stock options. The discounted price is not applicable to exercising
and holding of vested stock options.
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Management's DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

CERTAIN FORWARD-LOOKING INFORMATION

This Annual Report contains forward-looking statements within the meaning of Section 27A of the Securities Act of
1933 and Section 21E of the Securities Exchange Act of 1934. These statements include the statement relating to
the ability to make required interest payments in the first sentence in the last paragraph under “Financing Activities”
and the statements below under “Factors Affecting Future Operating Results.” In addition, the Company may from
time to time make oral forward-looking statements. These forward-looking statements are based on current expectations
and entail various risks and uncertainties. The Company’s actual results could differ materially from those anticipated
in these forward-looking statements as a result of a number of factors, including those set forth below under “Factors
Affecting Future Operating Results.” The following discussions titled “Annual Results of Operations” and “Liquidity
and Capital Resources” should be read in conjunction with the condensed consolidated financial statements and related
notes included elsewhere herein, the Company’s annual report on Form 10-K, as well as the section below entitled
“Factors Affecting Future Operating Results.”

ANNUAL RESULTS OF OPERATIONS

neT saLes Net sales in fiscal 1997 increased 6.7% to $195.3 million from $183.0 million earned in fiscal 1996 and
increased an additional 20.9% to $236.1 million in fiscal 1998. Revenue grew consistently both domestically, and
internationally. Domestic sales increased 20.7% from 1997 to 1998 while international sales increased 21.4% in the
same period. Growth came across all the Company’s market segments and is attributed to growth in the distribution chan-
nels, substantial growth in small and large call centers, increased acceptance of headsets into the small office/home office
market segments and new products. Domestic US sales were lead by a 50% increase in sales through retail channels,
principally due to increased penetration of headsets into the office and home office market segments.

The Company’s net sales to customers outside the United States, predominately in Europe, were $49.0, $59.6 and
$72.4 million in fiscal 1996, 1997 and 1998, respectively, and accounted for 26.8%, 30.5% and 30.7%, respectively,
of net sales in those periods. International sales grew more strongly in Europe, with sales increasing 24.6% year over
year. Sales to customers in Asia, the Pacific Rim and South America grew by 8.5%, reflecting, in part, the impact of
the Asian economic slowdown.

Gross prOFIT The Company’s gross profit increased 9.0% from $96.1 million earned in fiscal 1996 to $104.7 million in
fiscal 1997 and increased an additional 21.9% to $127.6 million in fiscal 1998. Gross profit as a percent of net
sales was 52.5% in fiscal 1996, 53.6% in fiscal 1997 and 54.0% in fiscal 1998. The $31.5 million improvement in
gross profit over the three year period primarily reflects the impact of additional revenues with the balance coming
from improved manufacturing efficiencies and the impact of material and logistics cost reduction programs.

oPERATING ExpENseEs Operating expenses for the Company were $48.6 million or 26.5% of net sales in fiscal 1996,
$54.4 million or 27.9% in fiscal 1997 and $65.2 million or 27.6% of net sales in fiscal 1998. Research and development
increased by approximately $3 million in fiscal 1998 compared to fiscal 1997 due to the growth of the engineering develop-
ment team in Europe and costs associated with new product development teams. Selling, general and administrative
expenses increased by $7.8 million as compared to fiscal 1997 due principally to costs associated with higher sales volume
worldwide, increases in market research and planned increases in general and administrative costs, including the Company’s
investment in a new business information system that was implemented in the first quarter of fiscal 1998.

INTEREST ExPENSE Interest expense was $7.1 million in fiscal 1996, $7.1 million in fiscal 1997 and $7.0 million in
fiscal 1998. Included in interest expense in fiscal 1996, fiscal 1997 and fiscal 1998 was $0.5 million, $0.5 million and
$0.4 million, respectively, in non-cash deferred debt issuance costs related to the Senior Notes and revolving credit
facility. Unamortized deferred debt costs related to the revolving credit facility and Senior Notes at March 31, 1998
were $1.0 million, which are being amortized over the remaining terms of the debt.

FOReIGN cURRENCY The Company’s cash holdings are substantially US dollar denominated. However, the Company
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Management’'s DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

is exposed to certain foreign currency fluctuations. Historically, that risk has been primarily evident in Europe and
Mexico. The source of currency risk in Europe is due to receivables denominated in local currency. This has been
largely offset by payables denominated in local currency. This natural hedging approach has substantially limited the
Company’s net exposure to the effect of currency fluctuations and management believes additional hedging has not
been merited. This strategy will require review and the Company may experience greater exposure to currency fluctuations
as a result of its increasing international activities. In the fourth quarter of fiscal 1996, the Company formed
Plantronics B.V,, a wholly-owned subsidiary incorporated in the Netherlands. Administrative functions, particularly
with respect to the Company’s international sales, were transferred to Plantronics B.V. The Company now incurs
local expenses in its Plantronics B.V. subsidiary in Dutch guilders and a smaller proportion of expenses in pound sterling,
while recording no revenue in Dutch guilders.

The Company’s peso transaction exposure at its manufacturing subsidiary in Tijuana, Mexico is limited mostly to
payroll. The favorable effects to the Company on the devaluation of the peso in the years reported was somewhat
offset by local currency pay raises to its employees in Mexico. Because of these factors, management does not believe
the devaluation has had a material effect on the Company.

In fiscal 1998, the impact of foreign currency on operations was an unfavorable ($0.2) million compared to a favorable
$0.4 in fiscal 1997.

iNncome Tax expense In fiscal 1996, fiscal 1997 and fiscal 1998 income tax expense was $16.3 million, $15.3 million
and $18.4 million, respectively, representing an effective tax rate of 39%, 34% and 32% respectively. The overall
company-wide effective tax rate has been falling due to the faster relative increase of income in countries with tax
rates lower than the United States.

LIQUIDITY AND CAPITAL RESOURCES

In fiscal 1996 and 1997, liquidity was provided by $26.9 million and $34.6 million, respectively, from operating activities.
The Company’s principal source of liquidity in fiscal 1998 was $39.2 million of cash generated from operating activities.
Cash and cash equivalents increased from $42.3 million at March 31, 1997 to $64.9 million at March 31, 1998.

The Company has a $20.0 million credit facility, including a $10.0 million letter of credit subfacility, with a major
bank. In the quarter ended March 31, 1997, the Company renegotiated the terms of its credit facility so that borrowings
are no longer secured and ongoing fees and costs are substantially reduced. As of March 31, 1997, the Company had no
cash borrowings under the revolving credit facility and had $2.3 million outstanding under the letter of credit subfacility.

oreraTING AcTIviTIES In fiscal 1998, the $39.2 million in net cash generated from operating activities primarily
resulted from $39.2 in net income.

INvESTING AcTiviTiEs Capital expenditures were $3.9 million in fiscal 1996, $8.2 million in fiscal 1997 and $5.9 million
in fiscal 1998. The decrease in fiscal 1998 from fiscal 1997 was caused by the completion of a significant upgrade to
the Company’s business information systems which occurred primarily in fiscal 1997 and was completed in the first
quarter of fiscal 1998.

FinancING AcTiviTies During fiscal 1996, financing activities consisted of receipt of $0.8 million in stock option exercise
proceeds. During fiscal 1997, the Company repurchased 701,226 shares of its Common Stock for $12.9 million and
realized $1.8 million in proceeds from the exercise of stock options and $0.1 million from the sale of 5,084 shares of
Treasury Stock. In fiscal 1998, the Company repurchased 317,600 shares of its Common Stock for $13.2 million,
received $1.2 million in proceeds from the exercise of stock options and realized $1.3 million from the sale of 51,072
shares of Treasury Stock. For fiscal 1996, 1997 and 1998, aggregate interest expense (including current interest payable
in cash, deferred interest payable in cash and amortization of debt issuance costs) was $7.1 million, $7.1 million and
$7.0 million, respectively.
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The Senior Notes that were issued during fiscal 1994, in the remaining balance of $65.1 million, bear interest, payable
semiannually, at a rate of 10% per annum and mature on January 15, 2001. The Senior Notes are redeemable, at the
Company’s option, in whole or in part, any time after January 15, 1999. The Senior Note Indenture contains certain
covenants that, among other things, limit the ability of the Company and its subsidiaries to incur indebtedness, pay
dividends, issue preferred stock of subsidiaries, engage in transactions with affiliates, create liens, engage in mergers
and consolidations, make certain asset sales or make certain investments. The Senior Note Indenture also provides
that holders of the Senior Notes have the right to require the Company to repurchase their Senior Notes in the event
of a “change in control” and certain various customary events of default.

The Company believes that its current cash balance and cash to be provided by operations, together with available
borrowing capacity under the revolving credit facility, will be sufficient to make required interest payments under the
Senior Notes and to fund operations at least through the next 12 months. Subject to the terms and conditions of
the Senior Note Indenture and the Company’s revolving credit facility, the Company may use cash for such purposes as
repurchasing Senior Notes, repurchasing the Company’s Common Stock or acquiring complementary businesses,
products or technologies.

FACTORS AFFECTING FUTURE OPERATING RESULTS

Plantronics participates in an increasingly volatile industry that is characterized by industry-wide competition for
business. Industry participants confront aggressive pricing practices, continually changing customer demand patterns,
growing competition from new market entrants, and increasingly rapid technological development. In accordance
with the provisions of the Private Securities Litigation Reform Act of 1995, the cautionary statements set forth below
discuss important factors that could cause actual results to differ materially from the projected results contained in
any forward-looking statements in this report or otherwise made orally or in writing by the Company.

NEED TO SUCCESSFULLY DEVELOP NEW PRODUCTS AND MARKETS The Company’s net sales to date have been derived
principally from the sale of lightweight communications headsets (“tops”) and associated telephone adapter bases (“bottoms™).
Historically, a substantial amount of the Company’s sales have been made through distributors to call center users
such as telemarketing personnel, reservation agents, telephone operators and air traffic controllers. The Company has
recently expanded its marketing efforts to sell lightweight communications headsets to the business, mobile and home
office user market segments. The Company’s product development efforts historically have been directed toward
incremental enhancement of its existing products and development of new products that capitalize on its core technologies
and thus expand the Company’s product offerings to new user market segments. The success of new product introductions
is dependent on several factors, including proper new product selection, timely completion and introduction of new
product designs, cost-effective manufacture of such products, quality of new products and market acceptance. To be
successful in the future, the Company must be able to develop new products, qualify these new products with its
customers, successfully introduce these products to the market on a timely basis, and commence and sustain volume
production to meet customer demands. Although the Company has attempted to determine the specific needs of
these new market segments, there is no assurance that the Company’s present and future products designed for these
market segments will gain substantial market acceptance. As discussed below, even if the market segments develop
and the Company’s products meet the needs of the potential segments, there is no assurance that the Company can
cost-effectively manufacture such products.

compeTITiON The Company encounters aggressive competition in all areas of its business activity. The Company
competes primarily on the basis of technology, performance, price, quality, reliability, distribution, and customer
service and support. As the Company develops new generations of products and enters new market segments, including
the developing business, computer, mobile and home office user segments of the market, the Company anticipates
that it may face additional competition from companies which currently do not offer communications headsets. Such
companies may be larger, offer broader product lines and have substantially greater financial and other resources than
the Company. Such competition could negatively affect pricing and gross margins. Although the Company has historically
competed very successfully in the call center segment of the market, there can be no assurance that it will be able to
continue its leadership position in that segment of the market or that the Company will be able to compete successfully
in the previously defined new market segments.
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DEMAND OF CHANGING TECHNOLOGIES The technology of telephone headsets, both “tops” and “bottoms,” has traditionally
evolved slowly. Products have traditionally exhibited life cycles of three to five years before introduction of the next
generation of products. Next generation products usually included stylistic changes and quality improvements but were
based on similar technology. The Company believes that future changes in technology may come at a faster pace,
particularly in the telephone, wireless telephone and computer uses in the business and home office market segments.
In addition, in order to avoid product obsolescence, the Company will have to monitor technological changes in
telephone and computer technologies, as well as users’ demands for new technologies. The Company may experience
fluctuations in manufacturing yields that can materially affect the Company’s operations, particularly in the start-up
phase of new products or new manufacturing processes. The Company’s future success will be dependent in part on
its ability to develop products that utilize new technologies and to introduce them successfully to the marketplace.
Failure by the Company to keep pace with future technological changes could materially adversely affect the Company’s
revenues and operating results.

RISKS RELATED TO GROss PROFIT The Company’s gross profit percentage is a function of the product mix sold in any
period. Therefore, the gross profit percentage may fluctuate, affecting the Company’s operating results. Factors such
as unit volumes, obsolescence/surplus of inventory, heightened price competition, changes in channels of distribution,
shortages and cost increases in supplies of component parts from vendors, and the availability and cost of labor, also
may cause fluctuations in gross profit percentages.

NEED TO MATCH PRODUCTION To DEMAND Historically, the Company has seen steady increases in customer demand for
its products and has generally been able to increase production to meet that demand. Demand for the Company’s
products is dependent on many factors and such demand is inherently difficult to forecast. Rapid increases in production
levels could require expenditures that may negatively affect gross margins and may result in decreased manufacturing
yields. Failure to balance demand and production could result in excesses or shortages of components and parts and
excesses or shortages of manufacturing capacity. Failure to meet demand could result in the inability to meet customer
expectations and adversely affect the Company’s operations and operating results.

RELIANCE UPON suppLIERS The Company’s manufacturing operations primarily consist of assembly of components
and subassemblies that Plantronics manufactures or purchases from a variety of sources. The cost, quality and availability
of such components are essential to the successful production of the Company’s communications products. Most
components and subassemblies used in the Company’s manufacturing operations are obtained, or are reasonably available,
from numerous sources. However, certain of its subassemblies and components are currently obtained only from
single suppliers. The Company currently purchases those goods on a purchase order basis. The Company periodically
experiences constrained supply of certain component parts and such constraints, if persistent, may adversely affect
operating results until alternate sourcing can be developed. To date, the Company has experienced only minor interrup-
tions in the supply of these components, none of which has adversely affected its operations. However, an interruption

in supply from any of the Company’s single source suppliers in the future could temporarily result in the Company’s
inability to deliver products on a timely basis, which in turn could adversely affect its operations.

IMPORTANCE OF PATENTS AND OTHER INTELLECTUAL PROPERTY RIGHTS The Company’s success will depend in part on
its ability to obtain patents and preserve other intellectual property rights covering the design and operation of its
products. The Company currently holds certain patents and intends to continue to seek patents on its inventions
when appropriate. The process of seeking patent protection can be lengthy and expensive, and there can be no assurance
that patents will issue from currently pending or future applications or that the Company’s existing patents or any
new patents issued will be of sufficient scope or strength or provide meaningful protection or any commercial advantage
to the Company. The Company may be subjected to, or may initiate, litigation or patent office interference proceedings,
which may require significant financial and management resources. The failure to obtain necessary licenses or other rights
or the advent of litigation arising out of any such claims could have a material adverse effect on the Company’s operations.
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Management's DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

RISK ASSOCIATED WITH FOREIGN OPERATIONS AND saLes Approximately 30.7% of the Company’s net sales in fiscal 1998
were derived from customers outside the United States. In addition, the Company conducts substantially all of its
headset assembly operations in its Mexican manufacturing facility and obtains most of the components of its products
from various foreign suppliers. Offshore operations are subject to certain inherent risks, including delays in trans-
portation, changes in governmental policies, taxes, tariffs and import/export regulations, political unrest, fluctuations
in currency exchange rates and geographic limitations on management controls and reporting. There can be no
assurance that the inherent risks of offshore operations, particularly in Mexico, will not adversely affect the Company’s
business, operating results and financial condition in the future.

Although the Company generally transacts business internationally in United States currency, declines in the values
of local currencies relative to the United States dollar in countries in which the Company sells its products could
adversely affect the Company resulting in less competitive pricing for the Company’s products. Substantial increases
in the values of local currencies relative to the United States dollar in countries in which the Company purchases
components or assembles products could adversely affect the Company by increasing the cost of its products, decreasing
margins or possibly requiring less competitive pricing because of resulting price increases. The Company does not
currently engage in any hedging activities to mitigate exchange rate risks and to date has not been materially adversely
affected by fluctuating currencies. To the extent that the Company is successful in increasing its sales to foreign
customers, or to the extent that the Company increases its transactions in foreign currencies, the Company’s results
of operations could be adversely affected by exchange rate fluctuations.

DEPENDENCE UPON SENIOR MANAGEMENT The Company believes that it has benefited substantially from the leadership
of Robert S. Cecil, the Chairman of the Board and Chief Executive Officer of the Company, and the other current
members of senior management, and that the loss of their services could have a material adverse effect on the Company’s
business and future operations. Although the Company has an employment agreement with Mr. Cecil, such agree-
ment permits him to voluntarily terminate his employment at any time. In addition, although Mr. Cecil’s agreement
contains a five-year non-compete covenant which takes effect upon termination of his employment, such covenants
are generally not enforceable under California law.

concLusion Because of the foregoing factors, as well as other variables affecting or which could affect the Company’s
operating results, past financial performance should not be considered a reliable indicator of future performance.
Investors should not rely upon historical trends to anticipate results or trends in future periods.
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Report OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Stockholders of Plantronics, Inc.

In our opinion, the accompanying consolidated balance sheets and the related statements of operations, of cash flows
and of stockholders’ equity present fairly, in all material respects, the financial position of Plantronics, Inc. and its
subsidiaries at March 31, 1997 and 1998 and the results of their operations and their cash flows for each of the three
years in the period ended March 31, 1998, in conformity with generally accepted accounting principles. These financial
statements are the responsibility of the Company’s management; our responsibility is to express an opinion on these
financial statements based on our audits. We conducted our audits of these statements in accordance with generally
accepted auditing standards which require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for the opinion expressed above.

Price Waterhouse LLP

Zﬁu,;e &Jm LepP

San Jose, California
April 17, 1998



-

Selected FINANCIAL

(IN THOUSANDS) 1994 :
STATEMENT OF OPERATIONS DATA

Net sales $133,996 |
Income (loss) from continuing operations (40,696) i
Mandatorily redeemable preferred stock dividends (1,298) |
Net income (loss) $(41,994) |

Diluted net income (loss) per common share

Shares used in diluted per share calculations

BALANCE SHEET DATA

Total assets
Long-term debt

Jun. 30 |  Sep. 30 | Dec. 31
(IN THOUSANDS) 1996 | 1996 | 1996
QUARTERLY DATA i
Net sales $45,584 | $47,120 | $50,309
Gross profit $24,500 | $25,333 | $26,761
Income from ; ;
operations $11,5617 | $12,230 | $13,104
Net income $6625  $ 7152 @ $ 7,843
Income per | |
diluted share $ 037 = $ 040 = $ 0.44

12,830

85,000

$169,923

$ (327)1 $ 119

DATA

FISCAL YEAR ENDED MARCH 31,

20,808

17,512

$182,959

25,470

17,964

29,671

FISCAL YEAR ENDED MARCH 31,

65,050 |

QUARTER ENDED

1997

$52,294
$28,146

$13,488
$ 8,051

Jun. 30
1997

$54,023
$29,067

$15,456
$ 8,305

- —-L

65,050

$56,539
$30,536

$14,766
$ 9,366

$ 67,026 | $ 74,855 | $108,661 | $127,241

65,050

$62,017
$33,553

$16,632
$10,421

39,189

$63,533
$34,442

$17,364
$11,097
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Corporate OFFICERS AND INFORMATION

BOARD OF DIRECTORS

Robert S. Cecil
Chairman of the Board and
Chief Executive Officer

Robert F. B. Logan
Private Investor

M. Saleem Mugaddam
Vice President
Citicorp Venture Capital, Ltd.

EXECUTIVE OFFICERS

Robert S. Cecil
Chairman of the Board and
Chief Executive Officer

S. Kenneth Kannappan
President and Chief Operating Officer

Benjamin Brussell

Vice President— Corporate Development

CORPORATE INFORMATION

Corporate Headquarters

337 Encinal Street

Santa Cruz, California 95060
Telephone: 408-426-6060
Fax: 408-426-6098
http://www.plantronics.com

John Mowbray O’Mara
Management Consultant

Trude C. Taylor
Private Investor

C. Donald Cooper
Senior Vice President and
Chief Strategy Officer

Donald S. Houston
Senior Vice President—Sales

David Huddart
Senior Vice President—
Engineering and Technology

Farhad Kashani
Senior Vice President— Operations

Registrar and Transfer Agent

Boston EquiServe, L.P.
Shareholder Services

MailStop: 45-01-06

P.O. Box 644

Boston, Massachusetts 02102-0644

J. Sidney Webb
Chairman of the Board
The Titan Corporation

David A. Wegmann
Private Investor

John A. Knutson
Vice President—Legal, Senior General
Counsel and Secretary

H. Craig May
Senior Vice President—Marketing

Barbara V. Scherer

Senior Vice President—Finance
and Administration and

Chief Financial Officer

Independent Accountants
Price Waterhouse LLP
San Jose, California

Corporate Counsel
Wilson Sonsini Goodrich & Rosati
Palo Alto, California






