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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarter ended September 30, 2008

or

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the Transition Period from to

Commission File Number: 0-29174

LOGITECH INTERNATIONAL S.A.

(Exact name of registrant as specified in its charter)

Canton of Vaud, Switzerland None
(State or other jurisdiction (LR.S. Employer
of incorporation or organization) Identification No.)

Logitech International S.A.
Apples, Switzerland
c/o Logitech Inc.
6505 Kaiser Drive

Fremont, California 94555

Table of Contents



Edgar Filing: LOGITECH INTERNATIONAL SA - Form 10-Q

(Address of principal executive offices and zip code)
(510) 795-8500
(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.

Yes x No ~

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

Large accelerated filer x Accelerated filer ~ Non-accelerated filer Smaller reporting company

(Do not check if a smaller
reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).
Yes © No x

As of October 1, 2008, there were 178,448,329 shares of the Registrant s share capital outstanding.
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ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
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LOGITECH INTERNATIONAL S.A.
CONSOLIDATED STATEMENTS OF INCOME

(In thousands, except per share amounts)

Three months ended

Six months ended

September 30, September 30,
2008 2007 2008 2007
(Unaudited)
Net sales $664,707 $595490 $1,173,418  $ 1,025,027
Cost of goods sold 436,633 379,536 771,772 664,287
Gross profit 228,074 215,954 401,646 360,740
Operating expenses:
Marketing and selling 84,740 76,463 162,020 141,250
Research and development 33,351 30,939 66,610 59,704
General and administrative 29,620 28,149 62,929 55,471
Total operating expenses 147,711 135,551 291,559 256,425
Operating income 80,363 80,403 110,087 104,315
Interest income, net 2,775 3,925 5,327 7,463
Other expense, net (853) (65,023) (292) (63,704)
Income before income taxes 82,285 19,305 115,122 48,074
Provision for income taxes 9,974 7,743 13,505 10,958
Net income $ 72311 $ 11,562 101,617 $ 37,116
Net income per share:
Basic $ 041 $ 0.06 057 $ 0.20
Diluted $ 039 $ 0.06 055 $ 0.20
Shares used to compute net income per share:
Basic 178,630 181,459 178,835 181,630
Diluted 183,509 188,293 184,154 188,699

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Current assets:

Cash and cash equivalents
Short-term investments
Accounts receivable
Inventories

Other current assets

Total current assets

Property, plant and equipment
Goodwill

Other intangible assets

Other assets

Total assets

LOGITECH INTERNATIONAL S.A.
CONSOLIDATED BALANCE SHEETS

(In thousands, except share and per share amounts)

ASSETS

LIABILITIES AND SHAREHOLDERS EQUITY

Current liabilities:
Accounts payable
Accrued liabilities

Total current liabilities
Other liabilities

Total liabilities

Commitments and contingencies
Shareholders equity:

Shares, par value CHF 0.25 - 191,606,620 issued and authorized and 50,000,000 conditionally authorized at
September 30, 2008; 231,606,620 authorized, 60,661,860 conditionally authorized and 191,606,620 issued at

March 31, 2008
Additional paid-in capital

Less shares in treasury, at cost, 13,158,291 at September 30, 2008 and 12,431,093 at March 31, 2008

Retained earnings
Accumulated other comprehensive loss

Total shareholders equity

Total liabilities and shareholders equity

September 30,
2008
(Unaudited)

$ 455231
3,418
467,499
323,673
68,138

1,317,959
105,244
218,776

31,460
39,072

$ 1,712,511

$ 404,356
168,627

572,983
126,345

699,328

33,370
49,797

(373,580)

1,336,246

(32,650)

1,013,183

$ 1,712,511

The accompanying notes are an integral part of these condensed consolidated financial statements.
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March 31,
2008

$ 482352
3,940
373,619
245,737
60,668

1,166,316
104,461
194,383

21,730
40,042

$ 1,526,932

$ 287,001
156,094

443,095
123,793

566,888

33,370

49,821
(338,293)

1,234,629
(19,483)

960,044

$ 1,526,932
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LOGITECH INTERNATIONAL S.A.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
Six months ended
September 30,
2008 2007
(Unaudited)
Cash flows from operating activities:
Net income $101,617 $ 37,116
Non-cash items included in net income:
Depreciation 22,501 20,002
Amortization of other intangible assets 3,470 2,437
Share-based compensation expense related to options and purchase rights 11,710 9,935
Write-down of investments 979 67,419
Excess tax benefits from share-based compensation (6,032) (8,285)
Loss (gain) on cash surrender value of life insurance policies 363 (567)
Deferred income taxes and other 3,434 (824)
Changes in assets and liabilities, net of acquisitions:
Accounts receivable (99,553) (103,992)
Inventories (83,760) (40,810)
Other assets (13,611) (4,938)
Accounts payable 118,930 120,026
Accrued liabilities 23,359 15,297
Net cash provided by operating activities 83,407 112,816
Cash flows from investing activities:
Purchases of property, plant and equipment (25,047) (29,917)
Purchases of short-term investments (379,793)
Sales of short-term investments 425,879
Proceeds from sale of investment 11,308
Acquisitions, net of cash acquired (31,832)
Premiums paid on cash surrender value life insurance policies 427) (238)
Net cash provided by (used in) investing activities (57,306) 27,239
Cash flows from financing activities:
Repayment of short-term debt (11,739)
Purchases of treasury shares (76,017) (93,562)
Proceeds from sale of shares upon exercise of options and purchase rights 22,355 25,324
Excess tax benefits from share-based compensation 6,032 8,285
Net cash used in financing activities (47,630) (71,692)
Effect of exchange rate changes on cash and cash equivalents (5,592) 828
Net increase (decrease) in cash and cash equivalents (27,121) 69,191
Cash and cash equivalents at beginning of period 482,352 196,197
Cash and cash equivalents at end of period $455,231 $ 265,388
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Supplemental cash flow information:

Interest paid $ 138 $ 7

Income taxes paid $ 6548 $ 4,403
The accompanying notes are an integral part of these condensed consolidated financial statements.
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March 31, 2007

Net income

Cumulative translation adjustment
Minimum pension liability adjustment
Deferred hedging losses

Total comprehensive income

Adjustment for the adoption of FASB
Interpretation No. 48 (FIN 48)

Tax benefit from exercise of stock
options

Purchase of treasury shares

Sale of shares upon exercise of options
and purchase rights

Share-based compensation expense
related to employee stock options and
stock purchase plan

September 30, 2007

March 31, 2008

Net income

Cumulative translation adjustment
Minimum pension liability adjustment
Unrealized gain on investment

Total comprehensive income

Tax benefit from exercise of stock
options

Purchase of treasury shares

Sale of shares upon exercise of options
and purchase rights

Share-based compensation expense
related to employee stock options and
stock purchase plan

LOGITECH INTERNATIONAL S.A.

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS EQUITY
(In thousands)
(Unaudited)
Registered shares Treasury shares Accumulated
Additional other
paid-in Retained  comprehensive
Shares  Amount capital Shares Amount earnings loss
191,606 $33,370 $ 72,779 9,364 $(217,073) $ 995,606 $ (40,158) $
37,116
13,968
306
(2,365)
8,314
5,453
3,466 (93,562)
(27,256)  (2,510) 52,580
9,893
191,606 $33,370 $ 60,869 10,320 $(258,055) $1,041,036 $ (28,249) $
191,606 $33,370 $ 49,821 12,431 $(338,293) $1,234,629 $ (19,483) §
101,617
(13,772)
148
457
6,527
2,603 (76,017)
(18,375) (1,876) 40,730
11,824
191,606 $33,370 $ 49,797 13,158 $(373,580) $1,336,246 $

September 30, 2008

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Total
844,524
37,116
13,968
306
(2,365)

49,025

8,314

5,453
(93,562)

25,324

9,893

848,971

960,044

101,617

(13,772)
148
457

88,450

6,527
(76,017)

22,355

11,824

(32,650) $1,013,183
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LOGITECH INTERNATIONAL S.A.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Note1 The Company

Logitech International S.A. is a global leader in peripherals for personal computers and other digital platforms, developing and marketing

innovative products in PC navigation, Internet communications, digital music, home-entertainment control, interactive gaming and wireless

devices. For the PC, the Company s products include mice, trackballs, keyboards, gaming controllers, multimedia speakers, headsets, webcams

and 3D control devices. For digital music devices, the Company s products include speakers and headphones. For gaming consoles, the Company
offers a range of controllers and other accessories. In addition, Logitech offers wireless music solutions for the home, advanced remote controls

for home entertainment systems and a PC-based video security solution for a home or small business. The Company generates revenues from

sales of its products to a worldwide network of retail distributors and resellers and to original equipment manufacturers ( OEMs ). The Company s
sales to its retail channels comprise the large majority of its revenues.

Logitech was founded in Switzerland in 1981, and Logitech International S.A. has been the parent holding company of Logitech since 1988.
Logitech International S.A. is a Swiss holding company with its registered office in Apples, Switzerland, which conducts its business through
subsidiaries in the Americas, Europe, Middle East, Africa and Asia Pacific. Shares of Logitech International S.A. are listed on both the Nasdaq
Global Select Market, under the trading symbol LOGI, and the SIX Swiss Exchange, under the trading symbol LOGN.

Note 2 Summary of Significant Accounting Policies
Basis of Presentation

The condensed consolidated financial statements include the accounts of Logitech and its subsidiaries. All intercompany balances and
transactions have been eliminated. The condensed consolidated financial statements are presented in accordance with accounting principles
generally accepted in the United States of America ( U.S. GAAP ) for interim financial information and therefore do not include all the
information required for non-condensed financial statements. They should be read in conjunction with the Company s audited consolidated
financial statements for the fiscal year ended March 31, 2008 included in its Annual Report on Form 10-K. Certain prior year financial statement
amounts have been reclassified to conform to the current year presentation with no impact on previously reported net income.

In the opinion of management, these financial statements include all adjustments, consisting of normal recurring adjustments, necessary for a fair
statement of the results for the periods presented. Operating results for the three and six months ended September 30, 2008 are not necessarily
indicative of the results that may be expected for the year ending March 31, 2009 or any future periods.

Fiscal Year

The Company s fiscal year ends on March 31. Interim quarters are thirteen-week periods, each ending on a Friday. For purposes of presentation,
the Company has indicated its quarterly periods as ending on the month end.

Table of Contents 12
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Changes in Significant Accounting Policies

Effective April 1, 2008, the Company adopted Statement of Financial Accounting Standards No. 157, Fair Value Measurements ( SFAS 157 ),
which defines fair value, establishes a fair value hierarchy and requires expanded disclosures about fair value measurements. The impact of
adopting SFAS 157 was not material to our consolidated financial statements.

The Company also adopted Statement of Financial Accounting Standards No. 159, The Fair Value Option for Financial Assets and Liabilities
including an amendment of FASB Statement No. 115 ( SFAS 159 ) as of April 1, 2008. SFAS 159 permits entities to choose to measure many
financial instruments and certain other items at fair value at specified election dates. The Company did not elect the fair value option for any
financial assets and liabilities existing at April 1, 2008 which had not previously been carried at fair value. Therefore, the adoption of SFAS 159
has not impacted our consolidated financial statements. Any future transacted financial assets or liabilities will be evaluated for the fair value
election as prescribed by SFAS 159.

There have been no other substantial changes in our significant accounting policies during the three and six months ended September 30, 2008
compared with the significant accounting policies described in our Annual Report on Form 10-K for the fiscal year ended March 31, 2008.

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make judgments, estimates and assumptions that
affect reported amounts of assets, liabilities, net sales and expenses, and the disclosure of contingent assets and liabilities. Although these
estimates are based on management s best knowledge of current events and actions that may impact the Company in the future, actual results
could differ from those estimates.

Recent Accounting Pronouncements

In December 2007, the Financial Accounting Standards Board ( FASB ) issued Statement of Financial Accounting Standards No. 141 (revised
2007), Business Combinations ( SFAS 141R ). SFAS 141R will significantly change the accounting for business combinations in a number of
areas including the treatment of contingent consideration, contingencies, acquisition costs, in-process research and development and
restructuring costs. SFAS 141R is effective for fiscal years beginning after December 15, 2008 and, as such, we will adopt this standard for any
future acquisitions beginning in fiscal year 2010, except that resolution of certain tax contingencies and adjustments to valuation allowances
related to business combinations, which previously were adjusted to goodwill, will be adjusted to income tax expense for all such adjustments
after April 1, 2009, regardless of the date of the original business combination.

In February 2008, the FASB issued FASB Staff Position No. 157-2, Effective Date of FASB Statement No. 157 ( FSP 157-2 ). FSP 157-2 permits
a one-year deferral in applying the measurement provisions of SFAS 157 to non-financial assets and non-financial liabilities that are not
recognized or disclosed at fair value in an entity s financial statements on a recurring basis (at least annually). The Company will adopt FSP
157-2 in the first quarter of fiscal year 2010. We are currently evaluating the impact FSP 157-2 will have on the Company s consolidated
financial statements and disclosures.

In October 2008, the FASB issued FASB Staff Position No. 157-3, Determining the Fair Value of a Financial Asset when the Market for that
Asset is not Active, ( FSP 157-3 ). FSP 157-3 clarifies the application of SFAS 157 in an inactive market and provides an example to illustrate key
considerations in determining the fair value of a financial asset when the market for that financial asset is not active. FSP 157-3 is effective
immediately and was adopted by the Company as of October 1, 2008. The impact of adopting FSP 157-3 will not be material to the Company s
consolidated financial statements.

In March 2008, the FASB issued Statement of Financial Accounting Standards No. 161, Disclosures about Derivative Instruments and Hedging
Activities an amendment of FASB Statement No. 133 ( SFAS 161 ). This Statement requires enhanced disclosures about an entity s derivative
and hedging activities. SFAS 161 is effective for financial statements issued for fiscal years beginning after November 15, 2008 and interim
periods within those fiscal years. We will adopt SFAS 161 in the first quarter of fiscal year 2010, and we are evaluating the disclosure impact.

Table of Contents 13
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In April 2008, the FASB issued FASB Staff Position No. 142-3, Determination of the Useful Life of Intangible Assets ( FSP 142-3 ). FSP 142-3
amends the factors that should be considered in developing renewal or extension assumptions used to determine the useful life of a recognized
intangible asset under Statement of Financial Accounting Standards No. 142, Goodwill and Other Intangible Assets ( SFAS 142 ). The objective
of this FSP is to improve the consistency between the useful life of a recognized intangible asset under SFAS 142 and the period of expected

cash flows used to measure the fair value of the asset under SFAS 141R. This FSP is effective for financial statements issued for fiscal years
beginning after December 15, 2008, and interim periods within those fiscal years. The Company will adopt FSP 142-3 in the first quarter of

fiscal year 2010 and is currently evaluating the potential impact that the adoption of FSP 142-3 may have on its consolidated financial

statements.

In May 2008, the FASB issued Statement of Financial Accounting Standards No. 162, The Hierarchy of Generally Accepted Accounting
Principles ( SFAS 162 ). SFAS 162 is intended to improve financial reporting by identifying a consistent framework, or hierarchy, for selecting
accounting principles to be used in preparing financial statements that are presented in conformity with U.S. GAAP for nongovernmental
entities. SFAS 162 is effective 60 days following the Securities and Exchange Commission s approval of the Public Company Accounting
Oversight Board Auditing amendments to AU Section 411, The Meaning of Present Fairly in Conformity with Generally Accepted Accounting
Principles. The Company is currently evaluating the impact, if any, of SFAS 162 on its consolidated financial statements.

Note 3 Net Income per Share

The computations of basic and diluted net income per share for the Company were as follows (in thousands except per share amounts):

Three months ended Six months ended
September 30, September 30,

2008 2007 2008 2007
Net income $ 72311 $ 11,562 $101,617 $ 37,116
Weighted average shares - basic 178,630 181,459 178,835 181,630
Effect of potentially dilutive stock options and stock purchase plan 4,879 6,834 5,319 7,069
Weighted average shares - diluted 183,509 188,293 184,154 188,699
Net income per share - basic $ 041 $ 006 $ 057 $ 020
Net income per share - diluted $ 039 $ 006 $ 055 $ 020

Share equivalents attributable to outstanding stock options of 4,997,925 and 1,608,700 for the three months ended September 30, 2008 and 2007,
and 4,635,060 and 2,695,900 for the six months ended September 30, 2008 and 2007, were excluded from the calculation of diluted net income
per share because the exercise prices of these options were greater than the average market price of the Company s shares, and therefore their
inclusion would have been anti-dilutive.

Employee equity share options, non-vested shares and similar equity instruments granted by the Company are treated as potential shares in
computing diluted net income per share. Diluted shares outstanding include the dilutive effect of in-the-money options which is calculated based
on the average share price for each fiscal period using the treasury stock method. Under the treasury stock method, the amount that the employee
must pay for exercising stock options, the amount of compensation cost for future service that the Company has not yet recognized, and the
amount of tax benefits that would be recorded in additional paid-in capital when the award becomes deductible are assumed to be used to

10
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repurchase shares. The following table presents the effect of in-the-money employee stock options treated as potential shares in computing

diluted earnings per share (in thousands except per share amounts):

Three months ended

Six months ended

September 30, September 30,
2007 2008 2007
In-the-money employee stock options treated as potential shares 11,943 15,933 12,635 15,485
Percentage of basic weighted average shares outstanding 6.7% 8.8% 7.1% 8.5%
Average share price $ 25.77 $ 27.22 $ 27.63 $ 27.05

The following table illustrates the dilution effect of stock options granted and exercised (in thousands):

Three months ended

Six months ended

September 30, September 30,
2008 2007 2008 2007

Basic weighted average shares outstanding as of September 30 178,630 181,459 178,835 181,630
Stock options granted 146 89 452 698
Stock options canceled, forfeited, or expired (101) 191) (276) (239)
Net options granted 45 (102) 176 459
Grant dilution () 0.0% -0.1% 0.1% 0.3%
Stock options exercised 492 1,054 1,544 2,319
Exercise dilution ® 0.3% 0.6% 0.9% 1.3%

(1) The percentage of grant dilution is computed based on net options granted as a percentage of basic weighted average shares outstanding.

(2) The percentage of exercise dilution is computed based on options exercised as a percentage of weighted average shares outstanding.
Note 4 Fair Value Measurements

As described in Note 2, the Company adopted SFAS 157 affective April 1, 2008. SFAS 157 defines fair value as the exchange price that would
be received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for the asset or liability in an
orderly transaction between market participants at the measurement date. SFAS 157 establishes the following three-level fair value hierarchy
that prioritizes the inputs used to measure fair value:

Level 1 Quoted prices in active markets for identical assets or liabilities.

Level 2  Observable inputs other than quoted market prices included in Level 1, such as quoted prices for similar assets
and liabilities in active markets; quoted prices for identical or similar assets and liabilities in markets that are not active; or
other inputs that are observable or can be corroborated by observable market data.

Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or
liabilities. This includes certain pricing models, discounted cash flow methodologies and similar techniques that use significant
unobservable inputs.

11
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The following table presents the Company s financial assets and liabilities that were accounted for at fair value as of September 30, 2008,
classified by the level within the fair value hierarchy (in thousands):

Level 1 Level 2 Level 3
Cash and cash equivalents $455,231 $ $
Short-term investments 3,418
Foreign exchange derivative assets 220
Total assets at fair value $455,451 $ $3,418
Foreign exchange derivative liabilities $ 488 $ $
Total liabilities at fair value $ 488 $ $

Notes 5 and 14 describe the inputs and valuation techniques used to determine fair value.
Note 5 Cash and Cash Equivalents and Short-term Investments

Cash and cash equivalents consist of bank demand deposits and time deposits. The time deposits have terms of less than 40 days. Cash and cash
equivalents are carried at cost, which is equivalent to fair value.

The Company s short-term investments portfolio as of September 30, 2008 and March 31, 2008 consisted of auction rate securities collateralized
by residential and commercial mortgages. The short-term investments are classified as available-for-sale and reported at estimated fair value.
Auction rate securities generally have maturity dates greater than 10 years, with interest rates that typically reset through an auction every 28
days. All our short-term investments as of September 30, 2008 have maturity dates in excess of 10 years. Since August 2007, auctions for these
investments have failed. Consequently, the investments are not currently liquid and the Company will not be able to realize the proceeds, if any,
from these investments until a future auction of these investments is successful or a buyer is found outside of the auction process.

The fair value of our short-term investments is determined by estimating the values of the underlying collateral using published mortgage indices
or interest rate spreads for comparably-rated collateral and applying discounted cash flow or option pricing methods to the estimated collateral
value. The mortgage indices and spreads are adjusted for factors such as the issuance date of the auction rate security and the rating of the
underlying assets. In addition, inputs to the valuation methods include factors such as the timing and amount of cash flow streams, the default
risk underlying the collateral, discount rates, and overall capital market liquidity. Under SFAS 157, such adjustments indicate the inputs fall
within Level 3 of the fair value hierarchy.

The following table presents the change in fair value of the Company s short-term investments during the six months ended September 30, 2008:

Balance as of March 31, 2008 $ 3,940
Unrealized loss (576)
Balance as of June 30, 2008 3,364
Unrealized loss (403)
Unrealized gain 457
Balance as of September 30, 2008 $3,418

The par value of our short-term investments portfolio at September 30, 2008 and March 31, 2008 was $47.5 million. The unrealized loss
recorded in other income, net during the three and six months ended September 30, 2008 related to the other-than-temporary decline in the
estimated fair value of these investments due to continuing declines in the residential mortgage markets. During the three months ended
September 30, 2008, the Company recorded an unrealized gain of $0.5 million in accumulated other comprehensive loss, due to an increase in
the fair value of certain short-term investments. As of March 31, 2008, the Company had not recognized any unrealized gains or losses related to
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Note 6 Acquisitions

In August 2008, the Company acquired the Ultimate Ears companies ( Ultimate Ears ), a privately held group of companies that offers a range of
earphones for portable-music enthusiasts as well as a line of custom-fit in-ear monitors for music professionals. The acquisition is part of the
Company s strategy to expand its portfolio of digital audio products, providing more options for portable music listening.

Total consideration paid was $34.3 million, which includes $0.5 million in transaction costs. Under the terms of the purchase agreement, the
Company acquired all of the outstanding equity interests of Ultimate Ears for $33.8 million, including a $6.9 million holdback provision relating
to potential indemnification claims, of which $1.8 million has been recorded as a liability in the accompanying consolidated financial statements
and $5.1 million has been held in escrow. The holdback provision has been included as part of the purchase price allocation below.

The acquisition has been accounted for using the purchase method of accounting. Accordingly, the total consideration was allocated to the
tangible and intangible assets acquired and liabilities assumed based on their estimated fair values as of the acquisition date. Fair values were
determined by Company management based on information available at the date of acquisition. The results of operations of Ultimate Ears were
included in Logitech s consolidated financial statements from the date of acquisition, and were not material to the Company s reported results.

The preliminary allocation of total consideration, including transaction costs, to the assets acquired and liabilities assumed based on the
estimated fair value of Ultimate Ears was as follows (in thousands):

August 19, 2008 Estimated Life
Tangible assets acquired $ 4,182
Intangible assets acquired
Existing technology 5,900 4 years
Patents and core technology 1,900 4 years
Trademark/trade name 2,900 5 years
Customer relationships and other 2,500 5 years
Goodwill 24,393

41,775

Liabilities assumed (2,236)
Deferred tax liability, net (5,235)
Total consideration $ 34,304

The existing technology of Ultimate Ears relates to the technical components used in the in-ear monitors and earplugs. The value of the
technology was determined based on the present value of estimated expected cash flows attributable to the technology. The patents and core
technology represent awarded patents, filed patent applications and core architectures used in Ultimate Ears current and planned future products.
Trademark/trade name relates to the Ultimate Ears brand names. The value of the patents, core technology and trademark/trade name was
estimated by capitalizing the estimated profits saved as a result of acquiring or licensing the asset. Customer relationships and other relates to
Ultimate Ears existing customer base, valued based on projected discounted cash flows generated from customers in place. The intangible assets
acquired are amortized on a straight-line basis over their estimated useful lives. The goodwill associated with the acquisition is not subject to
amortization and is not expected to be deductible for income tax purposes. The deferred tax liability relates to the acquired intangible assets
which are also not expected to be deductible for income tax purposes.

13

Table of Contents 18



Edgar Filing: LOGITECH INTERNATIONAL SA - Form 10-Q

Table of Conten

Note 7 Balance Sheet Components

The following provides the components of certain balance sheet amounts (in thousands):

Accounts receivable:

Accounts receivable

Allowance for doubtful accounts
Allowance for returns

Cooperative marketing arrangements
Customer incentive programs

Price protection

Inventories:

Raw materials
Work-in-process
Finished goods

Other current assets:

Tax and VAT refund receivables
Deferred taxes

Prepaid expenses and other

Property, plant and equipment:
Plant and buildings
Equipment

Computer equipment
Computer software

Less: accumulated depreciation

Construction-in-progress
Land

Other assets:

Deferred taxes

Cash surrender value of life insurance contracts
Deposits and other

Accrued liabilities:

Table of Contents

September 30,
2008

$ 602,423
(2,809)
(21,705)
(46,078)
(53,328)
(11,004)

$ 467,499

$ 64,527

259,146

$ 323,673

$ 29,276
19,136
19,726

$ 68,138

$ 31,783
126,846
45,549
56,292

260,470
(175,810)

84,660
17,465
3,119

$ 105,244

$ 19,324
13,134
6,614

$ 39,072

March 31,
2008

$ 504,406
(2,497)
(21,099)
(41,516)
(49,341)
(16,334)

$ 373,619

$ 46315
13
199,409

$ 245,737

$ 23,832
18,961
17,825

$ 60,668

$ 33,815
123,104
47,027
51,552

255,498
(167,153)

88,345
12,866
3,250

$ 104,461

$ 22,618
12,793
4,631

$ 40,042
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Accrued marketing expenses $ 30,207 $ 30,764
Accrued personnel expenses 48,009 52,895
Income taxes payable - current 13,196 15,051
Accrued freight and duty 18,180 13,969
Other accrued liabilities 59,035 43,415

$ 168,627 $ 156,094

Long-term liabilities:

Income taxes payable - non-current $ 99,188 $ 95,013
Obligation for management deferred compensation 14,069 14,934
Other long-term liabilities 13,088 13,846

$ 126,345 $ 123,793
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Note 8 Goodwill and Other Intangible Assets

The following table summarizes the activity in the Company s goodwill account during the six months ended September 30, 2008 (in thousands):

Balance as of March 31, 2008 $ 194,383
Additions 24,393
Balance as of September 30, 2008 $218,776

Additions to goodwill were related to our acquisition of Ultimate Ears during the three months ended September 30, 2008. The Company intends
to fully integrate Ultimate Ears business into its existing operations, and discrete financial information for Ultimate Ears will not be maintained.
Accordingly, the acquired goodwill will be evaluated for impairment at the total enterprise level. The Company performs its annual goodwill
impairment test during its fourth fiscal quarter or more frequently if events or circumstances indicate that an impairment may have occurred.

The Company s acquired other intangible assets subject to amortization were as follows (in thousands):

September 30, 2008 March 31, 2008
Gross Carrying Accumulated Net Carrying Gross Carrying Accumulated Net Carrying
Amount Amortization Amount Amount Amortization Amount
Trademark/tradename $24223 $ (17,8200 $ 6,403 $21385 $ (16,896) $ 4,489
Technology 45,323 (23,178) 22,145 37,523 (20,911) 16,612
Customer contracts 4,818 (1,906) 2,912 2,318 (1,689) 629

$74364 $ (42904) $ 31460 $61,226 $ (39496) §$ 21,730

During the six months ended September 30, 2008, changes in the gross carrying value of other intangible assets related to our acquisition of
Ultimate Ears and foreign currency translation adjustments.

For the three months ended September 30, 2008 and 2007, amortization expense for other intangible assets was $1.9 million and $1.2 million.
For the six months ended September 30, 2008 and 2007, amortization expense for other intangible assets was $3.5 million and $2.4 million. The
Company expects that amortization expense for the six-month period ending March 31, 2009 will be $3.6 million, and annual amortization
expense for fiscal years 2010, 2011, 2012 and 2013 will be $7.6 million, $7.4 million, $6.6 million and $4.3 million; and $2.0 million in total
thereafter.

Note 9 Financing Arrangements

The Company had several uncommitted, unsecured bank lines of credit aggregating $126.6 million at September 30, 2008. There are no
financial covenants under these lines of credit with which the Company must comply. At September 30, 2008, the Company had no outstanding
borrowings under these lines of credit.

Note 10 Shareholders Equity
Share Capital

The Company s nominal share capital is CHF 47,901,655, consisting of 191,606,620 shares with a par value of CHF 0.25 each, all of which were
issued and 13,158,291 of which were held in treasury as of September 30, 2008.
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Pursuant to the Company s Articles of Incorporation, the Board of Directors was previously authorized to increase the share capital of the
Company through the issuance of up to 40,000,000 shares. This authorization expired in July 2008.

In September 2008, the Company s shareholders approved an amendment to the Company s Articles of Incorporation which decreased the
conditional capital reserved for potential issuance on the exercise of rights granted under the Company s employee equity incentive plans from
60,661,860 shares to 25,000,000 shares. The Board of Directors determined that the reduced amount of conditional capital was adequate to cover
employee equity incentives without impacting the ability of the Company to maintain employee equity incentive plans.

In September 2008, the shareholders also approved the creation of conditional capital representing the issuance of up to 25,000,000 shares to
cover any conversion rights under a future convertible bond issuance. The Company has no present intention to issue convertible bonds.
However, this conditional capital was created in order to provide financing flexibility for future expansion, investments or acquisitions.

Share Repurchases

During the three and six months ended September 30, 2008 and 2007, the Company had the following approved share buyback programs in
place (in thousands):

Approved

Buyback Expiration = Completion Amount
Date of Announcement Amount Date Date Remaining
June 2007 $ 250,000 June 2010 $ 128,871
May 2006 $250,000 June 2009 February 2008 $

In addition, in September 2008, the Company s Board of Directors approved a new share buyback program, which authorizes the Company to
invest up to $250 million to purchase its own shares. The September 2008 program is subject to the approval of the Swiss Takeover Board and
will begin after the Company completes its current share buyback program of $250 million.

During the three and six months ended September 30, 2008 and 2007, the Company repurchased shares under its share buyback programs as
follows (in thousands):

Three months ended September 30, (1)  Six months ended September 30, (1)

2008 2007 2008 2007
Date of Announcement Shares Amount Shares Amount Shares Amount Shares Amount
June 2007 1,051 $ 27,000 $ 2,603 $76,017 $
May 2006 1,526 $ 41,559 3,466 $93,562

1,051 $27,000 1,526 $41,559 2,603 $76,017 3,466 $93,562

(M Represents the amount in U.S. dollars, calculated based on exchange rates on the repurchase dates.
Note 11 Comprehensive Income

Comprehensive income is defined as the total change in shareholders equity during the period other than from transactions with shareholders.
Comprehensive income consists of net income and other comprehensive income, a component of shareholders equity.
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Comprehensive income for the three and six months ended September 30, 2008 and 2007 was as follows (in thousands):

Three months ended Six months ended
September 30, September 30,
2008 2007 2008 2007
Net income $ 72,311 $11,562 $101,617 $37.116
Other comprehensive income (loss):
Cumulative translation adjustment (12,389) 9,442 (13,772) 13,968
Minimum pension liability adjustment 44 148 306
Unrealized gain on investment 457 457
Deferred realized hedging gains (losses) (1,537) (2,365)
Comprehensive income $ 60,423 $19,467 $ 88,450 $49,025
The components of accumulated other comprehensive loss were as follows (in thousands):
September 30, March 31,
2008 2008
Cumulative translation adjustment $ (24,188) $ (10,416)
Unrealized gain on investment 457
Pension liability adjustments (8,919) (9,067)

$  (32,650) $ (19,483)
Note 12 Employee Benefit Plans

Employee Share Purchase Plans and Stock Option Plans

As of September 30, 2008, the Company offers the 2006 Employee Share Purchase Plan (Non-U.S.) ( 2006 ESPP ), the 1996 Employee Share
Purchase Plan (U.S.) ( 1996 ESPP ), and the 2006 Stock Incentive Plan. Shares issued to employees as a result of purchases or exercises under
these plans are generally issued from shares held in treasury.

The Company follows the accounting provisions of Statement of Financial Accounting Standards No. 123 (revised 2004), Share-based Payment

( SFAS 123R ), for share-based awards granted to employees and directors including stock options and share purchases under the 2006 ESPP and
1996 ESPP. The following table summarizes the share-based compensation expense and related tax benefit recognized in accordance with SFAS
123R for the three and six months ended September 30, 2008 and 2007 (in thousands).
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Three months ended Six months ended

September 30, September 30,

2008 2007 2008 2007
Cost of goods sold $ 669 $ 636 $ 1,400 $1,340
Share-based compensation expense included in gross profit 669 636 1,400 1,340
Operating expenses:
Marketing and selling 1,989 1,699 3,838 3,645
Research and development 1,147 741 2,109 1,507
General and administrative 2,018 1,415 4,364 3,443
Share-based compensation expense included in operating expenses 5,154 3,855 10,311 8,595
Total share-based compensation expense related to employee stock options and employee stock
purchases 5,823 4,491 11,711 9,935
Tax benefit 1,241 1,662 2,198 2,631
Share-based compensation expense related to employee stock options and employee stock purchases,
net of tax $ 4582 $ 2829 $ 9513 $7,304
Share-based compensation expense per share:
Basic $ 003 $ 002 $ 0.05 $ 0.04
Diluted $ 002 $ 002 $ 0.05 $ 0.04

As of September 30, 2008 and 2007, $0.8 million and $0.7 million of share-based compensation cost was capitalized to inventory. As of
September 30, 2008, total compensation cost related to non-vested stock options not yet recognized was $37.7 million, which is expected to be
recognized over the next 34 months on a weighted-average basis.

The fair value of employee stock options granted and shares purchased under the Company s employee purchase plans was estimated using the
Black-Scholes-Merton option-pricing valuation model applying the following assumptions:

Three Months Ended September 30, Six Months Ended September 30,
2008 2007 2008 2007 2008 2007 2008 2007
Purchase Plans Stock Option Plans Purchase Plans Stock Option Plans
Dividend yield 0% 0% 0% 0% 0% 0% 0% 0%
Expected life 6 months 6 months 3.7 years 3.7 years 6 months 6 months 3.7 years 3.7 years
Expected volatility 41% 33% 35% 30% 45% 33% 34% 35%
Risk-free interest rate 1.96% 4.97% 2.97% 4.84% 2.38% 4.97% 2.31% 4.46%

The dividend yield assumption is based on the Company s history and future expectations of dividend payouts. The Company has not paid
dividends since 1996.

The expected option life represents the weighted-average period the stock options or purchase offerings are expected to remain outstanding. The
expected life is based on historical settlement rates, which the Company believes are most representative of future exercise and post-vesting
termination behaviors.

Expected share price volatility is based on historical volatility using daily prices over the term of past options or purchase offerings. The
Company considers historical share price volatility as most representative of future stock option volatility. The risk-free interest rate assumptions
are based upon the implied yield of U.S. Treasury zero-coupon issues appropriate for the term of the Company s stock options or purchase
offerings.
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The following table represents the expected forfeiture rates and the weighted average grant-date fair values of options granted:

Three Months Ended September 30, Six Months Ended September 30,
2008 2007 2008 2007 2008 2007 2008 2007
Purchase Plans Stock Option Plans Purchase Plans Stock Option Plans
Expected forfeitures 0% 0% 7% 7% 0% 0% 7% 7%

Weighted average grant-date fair value of options granted $ 7.01 $7.01 $739 $816 $794 $7.01 $787 $9.28
The Company uses historical data to estimate pre-vesting option forfeitures and records share-based compensation expense only for those
awards that are expected to vest.

A summary of activity under the stock option plans is as follows (exercise prices are weighted averages):

Three Months ended September 30, Six Months ended September 30,

2008 2007 2008 2007
Exercise Exercise Exercise Exercise

Number Price Number Price Number Price Number Price

Outstanding, beginning of year 17,032,530 $ 18 18,172,071 $ 13 17,952,376 $ 17 18,875,722 $ 12
Granted 145500 $ 25 89,000 $ 27 452,000 $ 28 698,000 $ 28
Exercised (492,052) $ 9 (1,053,894) $ 9 (1,543,650) $ 10 (2,319,159) $ 9
Cancelled or expired (101,125) $ 26 (191,248) $ 19 (275873) $ 24 (238,634) $ 19
Outstanding, end of year 16,584,853 $ 18 17,015929 $ 13 16,584,853 $ 18 17,015929 $ 13
Exercisable, end of year 10,356,802 $ 12 11,056,631 $ 10 10,356,802 $ 12 11,056,631 $ 10

The total pretax intrinsic value of options exercised during the three months ended September 30, 2008 and 2007 was $7.8 million and $20.4
million and the tax benefit realized for the tax deduction from options exercised during those periods was $2.6 million and $4.8 million. The
total pretax intrinsic value of options exercised during the six months ended September 30, 2008 and 2007 was $29.2 million and $42.4 million
and the tax benefit realized for the tax deduction from options exercised during those periods was $7.8 million and $10.4 million.

Defined Contribution Plans

Certain of the Company s subsidiaries have defined contribution employee benefit plans covering all or a portion of their employees.
Contributions to these plans are discretionary for certain plans and are based on specified or statutory requirements for others. The charges to
expense for these plans for the three months ended September 30, 2008 and 2007 were $2.0 million and $2.3 million and during the six months
ended September 30, 2008 and 2007 were $4.3 million and $4.0 million.

Defined Benefit Plans

Certain of the Company s subsidiaries sponsor defined benefit pension plans covering substantially all of their employees. Retirement benefits
are provided based on employees years of service and earnings, or in accordance with applicable employee benefit regulations. The Company s
practice is to fund amounts sufficient to meet the requirements set forth in the applicable employee benefit and tax regulations.
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The net periodic benefit cost for the three and six months ended September 30, 2008 and 2007 was as follows (in thousands):

Three months ended Six months ended

September 30, September 30,
2008 2007 2008 2007
Service cost $ 614 $ 519 $1,248 $1,029
Interest cost 373 236 758 468
Expected return on plan assets (383) 291) (779) (577)
Amortization of net transition obligation 1 1 2 2
Recognized net actuarial loss 112 34 227 69
Net periodic benefit cost $ 717 $ 499 $1456 $ 991

Note 13 Income Taxes

The Company is incorporated in Switzerland but operates in various countries with differing tax laws and rates. Further, a portion of the
Company s income before taxes and the provision for income taxes are generated outside of Switzerland. For the three months ended
September 30, 2008 and 2007, the income tax provision was $10.0 million and $7.7 million based on effective income tax rates of 12.1% and
40.1%. For the six months ended September 30, 2008 and 2007, the income tax provision was $13.5 million and $11.0 million based on
effective income tax rates of 11.7% and 22.8%. The decrease in the income tax rate for the three and six months ended September 30, 2008 was
primarily due to the higher other-than-temporary decline in the estimated fair value of the Company s short-time investment recorded in the
second quarter of fiscal year 2008, and changes in the Company s geographic mix of pre-tax income.

On October 3, 2008, The Emergency Economic Stabilization Act of 2008, which contains the Tax Extenders and Alternative Minimum Tax Relief
Act of 2008, was signed into law by the U.S. Government. Under the Act, the research tax credit was retroactively extended for amounts paid or
incurred after December 31, 2007 and before January 1, 2010. The Company is currently in the process of analyzing the impact of the new law
and will recognize the benefit, if any, in the third quarter of the current fiscal year.

As of September 30, 2008 and March 31, 2008, the total amount of unrecognized tax benefits under FASB Interpretation No. 48 Accounting for
Uncertainty in Income Taxes an Interpretation of FASB Statement No. 109 ( FIN 48 ) was $105.7 million and $101.5 million, of which $93.4
million and $89.1 million would affect the effective tax rate if recognized.

The Company recognizes interest and penalties related to unrecognized tax positions in income tax expense. As of September 30, 2008 and
March 31, 2008, the Company had approximately $9.7 million and $8.8 million of accrued interest and penalties related to uncertain tax
positions.

The Company files Swiss and foreign tax returns. For all these tax returns, the Company is generally not subject to tax examinations for years
prior to 1999.

Although timing of the resolution or closure on audits is highly uncertain, the Company does not believe it is reasonably possible that the
unrecognized tax benefits would materially change in the next 12 months.

Note 14 Derivative Financial Instruments Foreign Exchange Hedging

The Company enters into foreign exchange forward contracts to reduce the short-term effects of foreign currency fluctuations on certain foreign
currency receivables or payables and to provide against exposure to changes in foreign currency exchange rates related to its subsidiaries
forecasted inventory purchases. These forward contracts generally mature within one to three months. The Company may also enter into foreign
exchange swap contracts to economically extend the terms of its foreign exchange forward contracts.
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The gains or losses on foreign exchange forward contracts are recognized in earnings based on the change in fair value. These gains or losses
offset the transaction losses or gains recognized in earnings on the foreign currency receivables or payables or the forecasted inventory
purchases. Prior to the third quarter of fiscal year 2008, forward contracts related to forecasted inventory purchases were accounted for as cash
flow hedges and gains or losses on the contracts were deferred as a component of accumulated other comprehensive loss until the inventory
purchases were sold, at which time the gains or losses were reclassified to cost of goods sold.

The notional amounts of foreign exchange forward contracts outstanding at September 30, 2008 and 2007 relating to foreign currency
receivables or payables were $15.0 million and $8.2 million. There were no outstanding forward contracts related to forecasted inventory
purchases at September 30, 2008. The notional amount of such forward contracts outstanding at September 30, 2007 was $48.6 million. The
notional amounts of foreign exchange swap contracts outstanding at September 30, 2008 and 2007 were $19.1 million and $20.4 million. The
notional amount represents the future cash flows under contracts to purchase foreign currencies.

The fair value of our foreign exchange forward contracts and foreign exchange swap contracts is determined based on quoted foreign exchange
forward rates. Under SFAS 157, quoted foreign exchange forward rates are observable inputs that are classified as Level 1 within the fair value
hierarchy. Fair value of our foreign exchange derivative assets as of September 30, 2008 was $0.2 million. Fair value of our foreign exchange
derivative liabilities as of September 30, 2008 was $0.5 million.

Net gains recognized into cost of goods sold during the three and six months ended September 30, 2008 were $1.3 million and $1.1 million. Net
losses recognized into cost of goods sold during the three and six months ended September 30, 2007 were $0.3 million and $0.3 million.
Unrealized net losses on forward contracts outstanding at September 30, 2008 were $0.3 million.

Note 15 Commitments and Contingencies

At September 30, 2008, fixed purchase commitments for capital expenditures amounted to $18.8 million, and primarily related to commitments
for manufacturing equipment, tooling, computer software and computer hardware. Also, the Company has commitments for inventory purchases
made in the normal course of business to original design manufacturers, contract manufacturers and other suppliers. At September 30, 2008,
fixed purchase commitments for inventory amounted to $256.0 million, which are expected to be fulfilled by March 31, 2009. The Company
also had other commitments totaling $45.4 million for consulting services, marketing arrangements, advertising and other services. Although
open purchase orders are considered enforceable and legally binding, the terms generally allow the Company the option to reschedule and adjust
its requirements based on the business needs prior to delivery of goods or performance of services.

The Company has guaranteed the purchase obligations of some of its contract manufacturers and original design manufacturers to certain
component suppliers. These guarantees generally have a term of one year and are automatically extended for one or more years as long as a
liability exists. The amount of the purchase obligations of these manufacturers varies over time, and therefore the amounts subject to Logitech s
guarantees similarly vary. At September 30, 2008, the amount of outstanding guaranteed purchase obligations was approximately $1.9 million.
The maximum potential future payments under two of the three guarantee arrangements is limited to $2.8 million. The other guarantee is limited
to purchases of specified components from the named supplier. The Company does not believe, based on historical experience and information
currently available, that it is probable that any amounts will be required to be paid under these guarantee arrangements.

Logitech International S.A., the parent holding company, has guaranteed certain contingent liabilities of various subsidiaries related to specific
transactions occurring in the normal course of business. The maximum amount of the guarantees was $2.3 million as of September 30, 2008. As
of September 30, 2008, no amounts were outstanding under these guarantees.
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Logitech indemnifies some of its suppliers and customers for losses arising from matters such as intellectual property rights and product safety
defects, subject to certain restrictions. The scope of these indemnities varies, but in some instances, includes indemnification for damages and
expenses, including reasonable attorneys fees. In addition, the Company has entered into indemnification agreements with its officers and
directors, and the bylaws of our subsidiaries contain similar indemnification obligations to our agents. No amounts have been accrued for
indemnification provisions at September 30, 2008. The Company does not believe, based on historical experience and information currently
available, that it is probable that any amounts will be required to be paid under its indemnification arrangements.

In December 2006, the Company acquired Slim Devices, Inc., a privately held company specializing in network-based audio systems for digital
music. The purchase agreement provides for a possible performance-based payment, payable in the first calendar quarter of 2010. The
performance-based payment is based on net revenues from the sale of products and services in calendar year 2009 derived from Slim Devices
technology. The maximum performance-based payment is $89.5 million, and no payment is due if the applicable net revenues total $40 million
or less. The total performance-based payment, if any, will be recorded in goodwill and will not be known until the end of calendar year 2009.

In November 2007, the Company acquired WiLife, Inc., a privately held company that manufactures PC-based video cameras for
self-monitoring a home or a small business. The purchase agreement provides for a possible performance-based payment, payable in the first
calendar quarter of 2011. The performance-based payment is based on net revenues attributed to WiLife during calendar year 2010. No payment
is due if the applicable net revenues total $40 million or less. The maximum performance-based payment is $64.0 million. The total
performance-based payment amount, if any, will be recorded in goodwill and will not be known until the end of calendar year 2010.

The Company is involved in a number of lawsuits and claims relating to commercial matters that arise in the normal course of business. The
Company believes these lawsuits and claims are without merit and intends to vigorously defend against them. However, there can be no
assurances that its defenses will be successful, or that any judgment or settlement in any of these lawsuits would not have a material adverse
impact on the Company s business, financial condition, results of operations or cash flows. The Company s accruals for lawsuits and claims as of
September 30, 2008 were not material.

Note 16 Segment Information

The Company operates in one operating segment, which is the design, manufacturing and marketing of personal peripherals for personal
computers and other digital platforms. Geographic net sales information in the table below is based on the location of the selling entity.
Long-lived assets, primarily fixed assets, are reported below based on the location of the asset.

Retail and OEM net sales to unaffiliated customers by geographic region were as follows (in thousands):

Three months ended Six months ended
September 30, September 30,
2008 2007 2008 2007
EMEA $309,815 $280,616 $ 512,878 $ 459,749
Americas 233,818 222,889 436,767 396,664
Asia Pacific 121,074 91,985 223,773 168,614
Total net sales $664,707 $595490 $1,173,418 $1,025,027

No single country other than the United States represented more than 10% of the Company s total consolidated net sales for the three and six
months ended September 30, 2008 and 2007. One customer group represented 15% of net sales in the three and six months ended September 30,
2008. The same customer group represented 17% and 16% of net sales in the three and six months ended September 30, 2007.
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Net sales by product family were as follows (in thousands):

Three months ended Six months ended
September 30, September 30,
2008 2007 2008 2007
Retail - Pointing Devices $180,466 $155490 $ 327,845 $ 265,143
Retail - Keyboards & Desktops 108,694 114,500 202,628 196,089
Retail - Audio 116,812 123,628 200,030 216,694
Retail - Video 70,290 64,469 127,478 111,744
Retail - Gaming 39,030 35,726 69,540 57,928
Retail - Remotes 28,924 24,628 55,863 40,070
OEM 120,491 77,049 190,034 137,359
Total net sales $664,707 $595,490 $1,173,418 $1,025,027
Long-lived assets by geographic region were as follows (in thousands):
September 30, March 31,
2008 2008

EMEA $ 17,248 $ 20,386

Americas 40,712 36,122

Asia Pacific 51,179 50,330

Total long-lived assets $ 109,139 $ 106,838

Long-lived assets in China, the United States and Switzerland each represented more than 10% of the Company s total consolidated long-lived
assets at September 30, 2008 and March 31, 2008.

Note 17 Subsequent Event

On November 3, 2008, Logitech acquired SightSpeed Inc. ( SightSpeed ), a Berkeley, California-based privately held company, for approximately
$30 million in cash. SightSpeed is an award-winning provider of high-quality Internet video communication services.
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ITEM2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
You should read the following discussion in conjunction with the interim unaudited Condensed Consolidated Financial Statements and related
notes.

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of
1934. These forward-looking statements include, among other things, statements regarding current and future general economic conditions,
consumer demands for our products, our current or future revenue mix, potential promotional actions, the financial condition of our suppliers
and customers, or our anticipated costs and expenses. Forward-looking statements also include, among others, those statements including the
words expects,  anticipates, intends, believes and similar language. These forward looking statements involve risks and uncertainties
that could cause our actual results to differ materially from those projected in the forward-looking statements. Factors that might cause or
contribute to such differences include, but are not limited to, those discussed in the section titled Risk Factors in Part Il, Item 1A of this
quarterly report on Form 10-Q. You should carefully review the risks described in other documents we file from time to time with the Securities
and Exchange Commission, including the Quarterly Reports on Form 10-Q or Current Reports on Form 8-K that we file in fiscal year 2009 and
our fiscal year 2008 Form 10-K, which was filed on May 30, 2008, in which we discuss our business in greater detail. You are cautioned not to
place undue reliance on the forward-looking statements, which speak only as of the date of this Quarterly Report on Form 10-Q. We undertake
no obligation to publicly release any revisions to the forward-looking statements or reflect events or circumstances after the date of this
document.

Overview of Our Company

Logitech is a global leader in peripherals for personal computers and other digital platforms. We develop and market innovative products in PC
navigation, Internet communications, digital music, home-entertainment control, video security, interactive gaming and wireless devices.

For the PC, our products include mice, trackballs, keyboards, gaming controllers, multimedia speakers, headsets, webcams, and 3D control
devices. For digital music devices, our products include speakers and headphones. For gaming consoles, we offer a range of controllers and
other accessories. In addition, we offer wireless music solutions for the home, advanced remote controls for home entertainment systems and a
PC-based video security solution for a home or small business.

We sell our products to a network of distributors and resellers ( retail ) and to original equipment manufacturers ( OEMs ). Our worldwide retail
network includes wholesale distributors, consumer electronics retailers, mass merchandisers, specialty electronics stores, computer and
telecommunications stores, value-added resellers and online merchants. Our sales to our retail channels were 83.8% and 86.6% of our net sales

for the six months ended September 30, 2008 and 2007. The large majority of our revenues are derived from sales of our products for use by
consumers, with sales of our products for use by businesses amounting to a small part of our revenues.

Our markets are extremely competitive and are characterized by short product life cycles, rapidly changing technology, evolving customer
demands, and aggressive promotional and pricing practices. In order to remain competitive, we believe continued investment in product research
and development is critical to driving innovation with new and improved products and technologies. We are committed to identifying and
meeting current and future customer trends with an innovative product portfolio, as well as increasing the value of the Logitech brand from a
competitive, channel partner and consumer experience perspective. We believe innovation and product quality are important to gaining market
acceptance and strengthening market leadership.
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Over the last several years, we have expanded and improved our supply chain operations, invested in product development and marketing,
delivered innovative new products and pursued new market opportunities. We have significantly broadened our product offerings and the
markets in which we sell. Our product expansion has been primarily organic, but we have also grown as a result of a limited number of
acquisitions that expanded our business into new product categories. We are developing new opportunities in emerging markets, while
leveraging the growth remaining in our mature markets.

Summary of Financial Results

During the three months ended September 30, 2008, our net sales increased 12% to $664.7 million, with growth of 32% in the Asia Pacific
region, 10% in the Europe, Middle East and Africa ( EMEA ) region and 5% in the Americas, reflecting the slowing economic conditions in the
United States. For the six months ended September 30, 2008, net sales increased 14% to $1,173.4 million, with growth of 33% in Asia Pacific,
12% in EMEA and 10% in the Americas. Net sales of all product lines except audio increased during the six months ended September 30, 2008,
although sales of keyboards and desktops, as well as audio products, declined in the quarter ended September 30, 2008 compared with the prior
year. Our gross margin in the three and six months ended September 30, 2008 decreased to 34.3% and 34.2% as compared with 36.3% and
35.2% in the prior fiscal year, due to a higher proportion of OEM sales in 2008 and increased labor and material input costs. Net income for the
six months ended September 30, 2008 increased to $101.6 million compared with $37.1 million in the prior fiscal year, which included an
unrealized loss of $67.4 million related to an other-than-temporary decline in the estimated fair value of our short-term investments.

Trends in Our Business

We have a large and varied portfolio of product lines, grouped in several product families. We believe that increases or decreases in the retail
sales level of a product family are primarily the result of the innovation we have designed into the product, customer acceptance of the product
line, the popularity of the digital platforms the product line relates to, and the price points at which products are available. Historically, sales of
individual product lines rise and fall over time, and we expect these types of trends to continue.

Most of our revenue comes from sales to our retail channels, which resell to consumers. As a result, our customers demand for our products
depends on their reactions to current economic conditions, as well as trends in consumer confidence and consumer spending. In recent years, we
have grown our total Company sales despite economic downturns in specific countries or regions. However, in the fiscal quarter ended
September 30, 2008, our U.S. customers decreased their inventory purchases below our expectations, in reaction to the general slowdown in
U.S. consumer demand. We believe it is likely that this decline in demand will continue in the U.S., and may expand to affect European and
possibly Asia Pacific consumers. Therefore we have decreased our targets for growth in sales and operating income for fiscal year 2009 from the
targets we had established prior to the quarter ended September 30, 2008.

Trends in our OEM sales are closely related to trends in the OEM customers products with which they are sold. Recently, our OEM sales have
been growing faster than our retail sales, due to the sales of microphones for use with particular game titles for gaming consoles. These sales are
tied to the title distributor agreeing to distribute our microphone with their game, and to the popularity of the particular game title. We believe
future OEM growth depends on the development and popularity of new titles or products, and the manufacturers decision to combine our
products with theirs, none of which is assured to occur. Our OEM sales of computer mice, which have historically comprised most of our OEM
sales, have been growing more slowly in recent years. We believe this trend is due to the growing popularity of notebook and smaller form
factor PCs, which manufacturers typically do not sell with mice. Consequently, we expect the trend of slowing OEM mice sales to continue.

Retail seasonality has traditionally characterized our business, and we expect will continue to do so. Our sales are typically highest during our
third fiscal quarter (October to December), due primarily to the increased demand for our products during the year-end holiday buying season,
and lowest in the first fiscal quarter (April to June), before new products are introduced. Therefore quarterly sales and financial performance
trends are most meaningful when compared with the same quarter of the preceding year,
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rather than the sequential quarter. In addition, a significant portion of our quarterly retail sales has historically occurred in the last month of the
quarter. This lack of sales linearity increases the difficulty of predicting quarterly revenue and profits, and adjusting operating expenses and
production quickly to align with sales volumes. We are working with our customers to improve forecasts of consumer and product demand in
order to increase sales linearity throughout each quarter.

Although our financial results are reported in U.S. dollars, more than half of our sales are made in currencies other than the U.S. dollar, such as
the Euro, Chinese renminbi yuan and Japanese yen. Our product costs are primarily in Chinese yuan and U.S. dollars, and our operating
expenses are incurred in over 30 different currencies. Our pricing strategy generally includes, among other factors, raising or lowering selling
prices in other currencies to avoid disparity with U.S. dollar prices and to respond to currency-driven competitive pricing actions. Although over
time we attempt to adjust prices to reflect currency movements, our financial results could be significantly affected in the short term by
fluctuations in foreign exchange rates.

Our gross margins vary with the mix of products sold, competitive activity, product life cycle, new product introductions, unit volumes,
commodity and supply chain costs, geographic sales mix, and the complexity and functionality of new product introductions. Changes in
consumer demand affect the need for us to undertake promotional efforts, such as cooperative marketing arrangements, customer incentive
programs or price protection, which alters our product gross margins. In addition, our suppliers reactions to current uncertain economic
conditions could result in supply shortages or price increases that negatively impact our gross margins. In recent years, we have managed our
commodity and supply chain costs and our promotional efforts to maintain or improve our gross margins. We believe a significant global
economic slowdown would make improving or maintaining our current gross margin levels difficult to sustain.

Critical Accounting Estimates

The preparation of financial statements and related disclosures in conformity with generally accepted accounting principles in the United States
of America ( U.S. GAAP ) requires the Company to make judgments, estimates and assumptions that affect reported amounts of assets, liabilities,
net sales and expenses, and the disclosure of contingent assets and liabilities.

We consider an accounting estimate critical if it: (i) requires management to make judgments and estimates about matters that are inherently
uncertain; and (ii) is important to an understanding of Logitech s financial condition and operating results.

We base our estimates on historical experience and on various other assumptions we believe to be reasonable under the circumstances. Although
these estimates are based on management s best knowledge of current events and actions that may impact the Company in the future, actual
results could differ from those estimates. Management has discussed the development, selection and disclosure of these critical accounting
estimates with the Audit Committee of the Board of Directors.

There have been no significant changes during the three and six months ended September 30, 2008 to the nature of the critical accounting
estimates disclosed in the Management s Discussion and Analysis of Financial Condition and Results of Operations in our Annual Report on
Form 10-K for the fiscal year ended March 31, 2008.

Recent Accounting Pronouncements

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 141 (revised 2007), Business Combinations

( SFAS 141R ). SFAS 141R will significantly change the accounting for business combinations in a number of areas including the treatment of
contingent consideration, contingencies, acquisition costs, in-process research and development and restructuring costs. SFAS 141R is effective
for fiscal years beginning after December 15, 2008 and, as such, we will
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adopt this standard for any future acquisitions beginning in fiscal year 2010, except that resolution of certain tax contingencies and adjustments
to valuation allowances related to business combinations, which previously were adjusted to goodwill, will be adjusted to income tax expense
for all such adjustments after April 1, 2009, regardless of the date of the original business combination.

In February 2008, the FASB issued FASB Staff Position No. 157-2, Effective Date of FASB Statement No. 157 ( FSP 157-2 ). FSP 157-2 permits

a one-year deferral in applying the measurement provisions of Statement of Financial Accounting Standards No. 157, Fair Value Measurements

( SFAS 157 ) to non-financial assets and non-financial liabilities that are not recognized or disclosed at fair value in an entity s financial statements
on a recurring basis (at least annually). We will adopt FSP 157-2 in the first quarter of fiscal year 2010. We are currently evaluating the impact

FSP 157-2 will have on the Company s consolidated financial statements and disclosures.

In October 2008, the FASB issued FASB Staff Position No. 157-3, Determining the Fair Value of a Financial Asset when the Market for that
Asset is not Active, ( FSP 157-3 ). FSP 157-3 clarifies the application of SFAS 157 in an inactive market and provides an example to illustrate key
considerations in determining the fair value of a financial asset when the market for that financial asset is not active. FSP 157-3 is effective
immediately and was adopted by the Company as of October 1, 2008. The impact of adopting FSP 157-3 will not be material to our consolidated
financial statements.

In March 2008, the FASB issued Statement of Financial Accounting Standards No. 161, Disclosures about Derivative Instruments and Hedging
Activities an amendment of FASB Statement No. 133 ( SFAS 161 ). This Statement requires enhanced disclosures about an entity s derivative
and hedging activities. SFAS 161 is effective for financial statements issued for fiscal years beginning after November 15, 2008 and interim
periods within those fiscal years. We will adopt SFAS 161 in the first quarter of fiscal year 2010, and we are evaluating the disclosure impact.

In April 2008, the FASB issued FASB Staff Position No. 142-3, Determination of the Useful Life of Intangible Assets ( FSP 142-3 ). FSP 142-3
amends the factors that should be considered in developing renewal or extension assumptions used to determine the useful life of a recognized
intangible asset under Statement of Financial Accounting Standards No. 142, Goodwill and Other Intangible Assets ( SFAS 142 ). The objective
of this FSP is to improve the consistency between the useful life of a recognized intangible asset under SFAS 142 and the period of expected

cash flows used to measure the fair value of the asset under SFAS 141R. This FSP is effective for financial statements issued for fiscal years
beginning after December 15, 2008, and interim periods within those fiscal years. We will adopt FSP 142-3 in the first quarter of fiscal year

2010 and we are currently evaluating the potential impact that the adoption of FSP 142-3 may have on our consolidated financial statements.

In May 2008, the FASB issued Statement of Financial Accounting Standards No. 162, The Hierarchy of Generally Accepted Accounting
Principles ( SFAS 162 ). SFAS 162 is intended to improve financial reporting by identifying a consistent framework, or hierarchy, for selecting
accounting principles to be used in preparing financial statements that are presented in conformity with U.S. GAAP for nongovernmental
entities. SFAS 162 is effective 60 days following the Securities and Exchange Commission s approval of the Public Company Accounting
Oversight Board Auditing amendments to AU Section 411, The Meaning of Present Fairly in Conformity with Generally Accepted Accounting
Principles. We are currently evaluating the impact, if any, of SFAS 162 on our consolidated financial statements.
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Results of Operations

Three Months Ended September 30, 2008 Compared with Three Months Ended September 30, 2007
Net Sales

Net sales by channel and product family for the three months ended September 30, 2008 and 2007 were as follows (in thousands):

Three Months Ended September 30,

2008 2007 Change %
Net sales by channel:
Retail $ 544216 $ 518,441 5%
OEM 120,491 77,049 56%
Total net sales $ 664,707 $ 595,490 12%
Net sales by product family:
Retail - Pointing Devices $ 180,466 $ 155,490 16%
Retail - Keyboards & Desktops 108,694 114,500 (5%)
Retail - Audio 116,812 123,628 (6%)
Retail - Video 70,290 64,469 9%
Retail - Gaming 39,030 35,726 9%
Retail - Remotes 28,924 24,628 17%
OEM 120,491 77,049 56%
Total net sales $ 664,707 $ 595,490 12%

Logitech s pointing devices product family includes our mice, trackballs and other pointing devices. Keyboards and desktops include cordless
and corded keyboards and desktops. Audio includes speakers and headset products for the PC, the home, and mobile entertainment platforms
and wireless music systems; video is comprised of PC webcams and WiLife video security monitoring systems; gaming includes console and PC
gaming peripherals; and remotes is comprised of our advanced remote controls.

Retail sales growth for the quarter ended September 30, 2008 was primarily driven by strong contributions from pointing devices and video.
OEM sales were higher as a result of increased sales of our microphones for singing games. Sales growth benefited from favorable foreign
currency exchange rate fluctuations, and was constrained by the challenging retail environment as compared with the prior fiscal year.

Approximately 54% of the Company s sales were denominated in currencies other than the U.S. dollar in the three months ended September 30,
2008. If foreign currency exchange rates in the three months ended September 30, 2008 had been the same as in the three months ended
September 30, 2007, our total sales increase would have been 9%. However the benefit does not consider the impact that currency fluctuations
had on our pricing strategy, which may result in selling prices in one currency being raised or lowered over time to avoid disparity with U.S.
dollar prices and to respond to currency-driven competitive pricing actions.

Retail Pointing Devices. Retail sales of our pointing devices increased 16% and units increased 21% in the three months ended September 30,
2008 as compared with the same period in the prior fiscal year. The growth was primarily attributable to sales of our cordless mice, with sales
increasing by 25% and units by 26%. The primary growth drivers were our V220 Cordless Optical Mouse for notebooks, V450 Cordless Laser
Mouse for notebooks and our new V550 Nano Cordless Mouse. The LX8 Cordless Laser Mouse and the MX 1100 Cordless Laser Mouse also
made a strong contribution during the quarter. Sales of corded mice increased 14% and units increased 21% primarily due to an increase in sales
of our notebook mice.

Retail Keyboards and Desktops. Sales of keyboards and desktops decreased 5% and units decreased 1% during the quarter ended September 30,
2008 as compared with the same quarter last year. Cordless desktop sales decreased 14% with units decreasing 7%, primarily due to lower sales
of our Cordless Desktop Wave as compared with the prior year. However, this decrease was partially offset by increased sales of our Cordless
Desktop MX 5500 and our Cordless Desktop EX 100. Cordless keyboard sales increased 58% compared with the prior year, primarily due to
increased sales of diNovo Mini, our cordless mini-keyboard optimized for controlling PC entertainment.
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Retail Audio. Retail audio sales declined 6% with units remaining flat, primarily due to lower PC and iPod speaker sales. PC speaker sales
decreased 15% during the quarter ended September 30, 2008, as compared with the same quarter in the prior fiscal year, primarily attributable to
weakness in our product line due to product transitions, as well as softness in the Americas region. Sales of our iPod speakers decreased 6%
primarily due to lower sales of our PureFi Anywhere speakers as compared with the prior year. PC headset sales grew 11%, driven by our new
ClearChat PC Wireless headset. Our ClearChat Pro and ClearChat Comfort USB headsets also contributed to the growth in headset sales during
the quarter. Sales of our Streaming Media Systems more than doubled compared with the prior year, with the introduction of Squeezebox Boom,
our all-in-one network music player which was launched during the quarter.

Retail Video. Video sales increased 9% and units increased 3% during the quarter compared with last year, primarily attributable to sales of our
WiLife video monitoring products. Sales of our high-end webcam, the QuickCam Pro 9000, as well as two of our webcams from our lower-price
segment, the QuickCam Connect for Skype and Communicate MP, increased during the quarter, but were partially offset by a decline in sales of
our QuickCam Communicate STX webcam.

Retail Gaming. Retail sales of our gaming products increased 9% while units decreased 8% in the three months ended September 30, 2008 as
compared with the same period in the prior fiscal year. PC gaming sales increased 2% primarily due to higher sales of our G15 gaming keyboard
as compared with the prior year. Console gaming sales increased 40% primarily attributable to a strong demand for our steering wheels, led by
our new GT Driving Force Wheel which started shipping in the quarter ended June 30, 2008.

Retail Remotes. Retail remote sales increased 17% with units increasing 49% during the quarter ended September 30, 2008 as compared with the
prior year, primarily driven by continued strong demand for our Harmony One remote control.

Retail Regional Performance. Sales in our Asia Pacific and EMEA regions increased 35% and 8%, with units increasing 17% and 13% during
the quarter as compared with the prior year. Sales in our Americas region declined 11% and units declined 4%. Our Asia Pacific region achieved
double-digit growth in all product lines, led by remotes, pointing devices and audio products. Sales growth in the EMEA region was driven
primarily by growth in our remotes, pointing devices and video product lines. The decline in sales in the Americas was primarily attributable to
lower demand for our audio products, keyboards and desktops, partially offset by an increase in sales of our gaming peripherals as compared
with the prior year. The disparity between sales growth and unit growth was primarily due to product mix and foreign currency fluctuations in
the Asia Pacific and EMEA regions.

OEM. Sales of OEM products increased 56% and units increased 31% during the quarter as compared with the same period last year, primarily
due to the continued success of our microphones for singing games for Playstation 3, Wii and Xbox 360. Sales of embedded video modules for
notebooks also made a strong contribution to our growth in OEM.
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Gross profit for the three months ended September 30, 2008 and 2007 was as follows (in thousands):

T