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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 20-F

ANNUAL REPORT PURSUANT TO

SECTION 13 OR 15(d) OF

THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended March 31, 2007

Commission File Number: 0-29174

LOGITECH INTERNATIONAL S.A.
(Exact name of Registrant as specified in its charter)

Not Applicable
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Canton of Vaud, Switzerland

(Jurisdiction of incorporation or organization)

Logitech International S.A.

Apples, Switzerland

c/o Logitech Inc.

6505 Kaiser Drive

Fremont, California 94555

(510) 795-8500

(Address and telephone number of principal executive offices)

Securities registered or to be registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Registered Shares par value CHF 0.25 per share Nasdaq Global Select Market

Securities registered or to be registered pursuant to Section 12(g) of the Act: None

Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act: None

The number of outstanding shares of each of the issuer�s classes of capital or common stock as of March 31, 2007 was 182,242,981 registered
shares.

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    x Yes    ¨ No

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or
15(d) of the Securities Exchange Act of 1934.    ¨ Yes    x No

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.    x Yes    ¨ No
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act.    x Large accelerated filer    ¨ Accelerated
filer    ¨ Non-accelerated filer

Indicate by check mark which financial statement item the registrant has elected to follow.    ¨ Item 17    x Item 18

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    ¨ Yes    x No
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Logitech, the Logitech logo, and the Logitech products referred to herein are either the trademarks or the registered trademarks of Logitech. All
other trademarks are the property of their respective owners.
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FORWARD-LOOKING INFORMATION

This Annual Report on Form 20-F contains forward-looking statements based on beliefs of our management as of the filing date of this Form
20-F. These forward-looking statements include statements related to:

� our business strategy for fiscal year 2008 and beyond for new areas of growth and for building on the Company�s current strengths;

� our business and product plans for fiscal year 2008 and evolving market trends affecting our products; and

� the sufficiency of our cash and cash equivalents, cash generated from operations, and available borrowings under our bank lines of
credit to fund capital expenditures and working capital needs for the foreseeable future.

Factors that might affect these forward-looking statements include, among other things:

� market acceptance for our products;

� the effect of pricing, product, marketing and other initiatives by our competitors and our reaction to them on our sales, gross margins,
operating expenses and profitability;

� the impact of a failure to successfully innovate in our current and emerging product categories and identify new feature or product
opportunities;

� consumer demand for our products and our ability to accurately forecast such demand;

� our ability to implement our business strategy;

� our ability to match production levels with product demand and to successfully coordinate worldwide manufacturing and distribution;
and

� general economic and business conditions.

The words �anticipate,� �believe,� �could,� �estimate,� �expect,� �forecast,� �intend,� �may,� �plan,� �project,� �predict,� �should,� �will� and similar expressions are
intended to identify such forward-looking statements. These statements reflect our views and assumptions as of the date of this Annual Report
on Form 20-F. All forward-looking statements are subject to various risks and uncertainties that could cause our actual results to differ
materially from expectations. The factors that could cause our actual results to differ are discussed more fully under Item 3 �Key Information �
Risk Factors,� as well as elsewhere in this Annual Report on Form 20-F and in our other filings with the U.S. Securities and Exchange
Commission. Readers are cautioned not to place undue reliance on these forward-looking statements, which speak only as of the date of this
filing. We undertake no obligation to publicly update or revise any forward-looking statements.
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PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.
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ITEM 3. KEY INFORMATION

A.    Selected Financial Data

The financial data below should be read in conjunction with Item 5 �Operating and Financial Review and Prospects.� These historical results are
not necessarily indicative of the results to be expected in the future.

Year ended March 31,
2007 2006 2005 2004 2003

(In thousands, except per share amounts)
Consolidated statements of income and cash flow data:
Net sales $ 2,066,569 $ 1,796,715 $ 1,482,626 $ 1,268,470 $ 1,100,288
Gross profit 709,525 574,110 503,587 408,922 364,504
Operating expenses:
Marketing and selling 272,264 221,504 200,350 156,793 141,194
Research and development 108,256 87,953 73,900 61,289 56,195
General and administrative 98,143 65,742 57,663 45,286 43,233

Total operating expenses 478,663 375,199 331,913 263,368 240,622
Operating income 230,862 198,911 171,674 145,554 123,882
Net income $ 229,848 $ 181,105 $ 149,266 $ 132,153 $ 98,843
Net income per share:
Basic $ 1.26 $ 1.00 $ 0.84 $ 0.73 $ 0.54
Diluted $ 1.20 $ 0.92 $ 0.77 $ 0.67 $ 0.49
Shares used to compute net income per share:
Basic 182,635 181,361 177,008 181,384 183,955
Diluted 190,991 198,769 198,250 200,640 205,638
Net cash provided by operating activities $ 303,825 $ 152,217 $ 213,674 $ 166,460 $ 145,108

March 31,
2007 2006 2005 2004 2003

(In thousands)
Consolidated balance sheet data:
Cash and cash equivalents $ 196,197 $ 245,014 $ 341,277 $ 294,753 $ 218,734
Short-term investments $ 214,625 $ �  $ �  $ �  $ �  
Total assets $ 1,327,463 $ 1,057,064 $ 1,027,697 $ 873,920 $ 744,456
Long-term debt, net of current maturities $ �  $ 4 $ 147,788 $ 137,008 $ 131,615
Shareholders� equity $ 844,524 $ 685,176 $ 526,149 $ 457,080 $ 365,562

Exchange Rates

Our shares traded on the SWX Swiss Exchange are denominated in Swiss francs while our shares traded on the Nasdaq Global Select Market are
denominated in U.S. dollars. Fluctuations in the exchange rate between the Swiss franc and the U.S. dollar will affect the U.S. dollar equivalent
of the Swiss franc price of our shares on the SWX Swiss Exchange and, as a result, will likely affect the market price of our shares in the United
States, and vice versa.
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The following tables set forth, for the periods indicated, information concerning exchange rates between the U.S. dollar and the Swiss franc
based on the noon buying rate as reported by The Bank of New York, expressed in Swiss francs per U.S. dollars. The noon buying rate is the
rate in New York City for cable transfers in selected currencies as certified for customs purposes by the Federal Reserve Bank of New York.

Average (1) High Low Period End
Fiscal 2003 CHF1.469 CHF1.674 CHF1.325 CHF1.354
Fiscal 2004 1.311 1.418 1.219 1.268
Fiscal 2005 1.225 1.320 1.134 1.195
Fiscal 2006 1.270 1.326 1.179 1.303
Fiscal 2007 1.238 1.304 1.191 1.213

(1) Represents the average of the noon buying rate on the last business day of each month during the year.

High Low
Monthly Highs and Lows (over the most recent six month period):
November 2006 CHF1.257 CHF1.197
December 2006 CHF1.225 CHF1.191
January 2007 CHF1.253 CHF1.213
February 2007 CHF1.253 CHF1.219
March 2007 CHF1.233 CHF1.208
April 2007 CHF1.225 CHF1.203

As of May 1, 2007, the noon buying rate between the U.S. dollar and the Swiss franc was CHF 1.215.

B.    Capitalization and Indebtedness

Not applicable.

C.    Reasons for the Offer and Use of Proceeds

Not applicable.

D.    Risk Factors

Risk Factors

Our operating results are difficult to predict and fluctuations in results may cause volatility in the price of our shares.
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Our revenues and profitability are difficult to predict due to the nature of the markets in which we compete and for many other reasons,
including the following:

� Our operating results are highly dependent on the volume and timing of orders received during the quarter, which are difficult to
forecast. Customers generally order on an as-needed basis and we typically do not obtain firm, long-term purchase commitments from
our customers. As a result, our revenues in any quarter depend primarily on orders booked and shipped in that quarter. In addition, a
significant portion of our quarterly retail sales can occur in the last month of each quarter, further increasing the difficulty in
predicting quarterly revenues and profitability.

� We must incur a large portion of our costs in advance of sales orders, because we must plan research and production, order
components, buy tooling equipment, and enter into development, sales and marketing, and other operating commitments prior to
obtaining firm commitments from our customers. This makes it difficult for us to adjust our costs in response to a revenue shortfall,
which could adversely affect our operating results.

6
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� Fluctuations in currency exchange rates can impact our revenues, expenses and profitability because we report our
financial statements in U.S. dollars, whereas we have significant transactions in other currencies. Furthermore,
fluctuations in foreign currencies impact our global pricing strategy resulting in our lowering or raising selling prices in a
currency in order to avoid disparity with U.S. dollar prices and to respond to currency-driven competitive pricing actions.

Fluctuations in our operating results may cause volatility in the price of our shares.

If we fail to successfully innovate in our current and emerging product categories, our business and operating results could suffer.

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

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

� identify new feature or product opportunities;

� anticipate technology, market trends and consumer demands;

� develop innovative and reliable new products and enhancements in a cost-effective and timely manner; and

� distinguish our products from those of our competitors.

If we do not execute on these factors successfully, products that we introduce or technologies or standards that we adopt may not gain
widespread commercial acceptance, and our business and operating results could suffer. In addition, if we do not continue to distinguish our
products, particularly our retail products, through distinctive, technologically advanced features, designs, and services, as well as continue to
build and strengthen our brand recognition and our access to distribution channels, our business could be harmed.

Our gross margins can vary significantly depending on the timing of our product introductions, market reaction to our products, product
mix, geographic sales mix, customers and other factors.

Our gross margins can vary due to consumer demand, competition, product life cycle, new product introductions, unit volumes, commodity and
supply chain costs, geographic sales mix, and the complexity and functionality of new product innovations. In particular, if we are not able to
introduce new products in a timely manner at the product cost we expect, or if consumer demand for our products is less than we anticipate, or if
there are product pricing, marketing and other initiatives by our competitors to which we need to react that lower our margins, then our overall
gross margin will be less than we project.
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In addition, our gross margins vary significantly by product line and customer type, as well as within product lines. When the mix of products
sold shifts from higher margin product lines to lower margin product lines, or to lower-margin products within product lines, our overall gross
margins and our profitability may be adversely affected. For example, our gross margins are generally lower for sales to OEM customers
compared with sales to our retail customers. As a result, increases in OEM sales or decreases in retail sales relative to total sales may negatively
impact our gross margins.

The impact of these factors on gross margins can create fluctuations in our operating results, which may cause volatility in the price of our
shares.

If we do not compete effectively, demand for our products could decline and our business and operating results could be adversely affected.

Our industry is intensely competitive. It is characterized by short product life cycles, continual performance enhancements, and rapid adoption of
technological and product advancements by competitors in our retail
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market, and a trend of declining average selling prices in the OEM market. We continue to experience aggressive price competition and other
promotional activities from our primary competitors and from less-established brands, and we may choose to adjust prices or increase other
promotional activities to improve our competitive position. We may also encounter more competition if any of our competitors decide to enter
other markets in which we currently operate.

In addition, we have been expanding the categories of products we sell, and entering new markets, such as the market for programmable remote
controls and streaming media devices. As we do so, we are confronting new competitors, many of which have more experience in the categories
or markets and have greater marketing resources and brand name recognition than we have. In addition, because of the continuing convergence
of the markets for computing devices and consumer electronics, we expect greater competition in the future from well-established consumer
electronics companies in our developing categories, as well as future ones we might enter. Many of these companies have greater financial,
technical, sales, marketing and other resources than we have.

We expect continued competitive pressure in both our retail and OEM business, including in the terms and conditions that our competitors offer
customers, which may be more favorable than our terms and conditions and may require us to take actions to increase our customer incentive
programs, which could impact our revenues and operating margins.

Corded and Cordless.  Microsoft is our main competitor in retail cordless (mice and desktops) and corded (mice and keyboards) categories.
Microsoft�s offerings include a complete line of mice, keyboards and desktops. Microsoft has significantly greater financial, technical, sales,
marketing and other resources, as well as greater name recognition and a larger customer base. We are also experiencing competition and pricing
pressure for corded and cordless mice and desktops from less-established brands, in the lower-price segments, which could potentially impact
our market share. The emerging notebook peripheral segment is also an area where we face aggressive pricing and promotions, as well as new
competitors that have broader notebook product offerings than we do.

Video.  Our competitors for PC Web cameras include Creative Labs, Philips and Microsoft, whose entry into the product category made the
competitive environment more intense. We are encountering aggressive pricing practices, promotions and channel marketing on a worldwide
basis, which may impact our revenues and margins.

Microsoft is a leading producer of operating systems and applications with which our mice, keyboards and webcams are designed to operate. As
a result, Microsoft may be able to improve the functionality of its own peripherals to correspond with ongoing enhancements to its operating
systems and software applications before we are able to make such improvements. This ability could provide Microsoft with significant
lead-time advantages. In addition, Microsoft may be able to offer pricing advantages on bundled hardware and software products that we may
not be able to offer.

Gaming.  Competitors for our interactive entertainment products include Intec, Mad Catz, Pelican Accessories and Saitek Industries. Our
controllers for PlayStation® also compete against controllers offered by Sony.

Audio.  Competitors in audio devices vary by product line. In the PC, mobile entertainment and communication platform speaker business,
competitors include Plantronics and its Altec Lansing subsidiary, Creative Labs, and Bose Corporation. In the PC and console headset,
telephony and microphone business, our main competitors include Plantronics and its Altec Lansing subsidiary. With the acquisition of Slim
Devices in October 2006, we expanded our audio product portfolio to include network-based audio systems for digital music. This is an
emerging market, with several small competitors, as well as larger established consumer electronics companies, like Sony and Philips.
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Advanced Remote Controls.  Our revenues and market share for personal peripheral devices for home entertainment systems have expanded
substantially in the last year. With many companies offering universal
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remote controls, our success will likely attract more competition. Our competitors include, among others, Philips, Universal Remote, Universal
Electronics, RCA and Sony.

If we do not compete effectively, demand for our products could decline, our gross margin could decrease, we could lose market share and our
revenues could decline.

If we do not continue to improve our product demand forecasting, our business and operating results could be adversely affected.

We use our forecasts of product demand to make decisions regarding investments of our resources and production levels of our products.
Although we receive forecasts from our customers, many are not obligated to purchase the forecasted demand. Also, actual sales volumes for
individual products in our retail distribution channel can be volatile due to changes in consumer preferences and other reasons. In addition, our
retail products have short product life cycles, so a failure to accurately predict high demand for a product can result in lost sales that we may not
recover in subsequent periods, or higher product costs if we meet demand by paying higher costs for materials, production and delivery. We
could also frustrate our customers and lose shelf space. Our failure to predict low demand for a product can result in excess inventory, lower
cash flows and lower margins if we are required to reduce product prices in order to reduce inventories.

Over the past few years, we have rapidly and significantly expanded the number and types of products we sell, and the geographic markets in
which we sell them, and we will endeavor to further expand our product portfolio and sales reach. The growth of our product portfolio and our
sales markets has increased the difficulty of accurately forecasting product demand.

We have experienced large differences between our forecasts and actual demand for our products and expect differences to arise in the future. If
we do not continue to improve the accuracy of our forecasts, our business and operating results could be adversely affected.

Our business depends in part on access to third-party platforms or technologies, and if the access is withdrawn, denied, or is not available on
terms acceptable to us, or if the platforms or technologies change without notice to us, our business and operating results could be adversely
affected.

In recent years we have expanded our product portfolio to include products designed for use with third-party platforms such as the Apple iPod,
Microsoft Xbox�, Sony PlayStation, and the Sony PSP. The growth of our business is in part due to sales of these products. However, our
business in these categories relies on our access to the platforms of third parties, which can be withdrawn, denied or not be available on terms
acceptable to us. For example, to our knowledge Microsoft has not licensed any manufacturer to produce third-party wireless peripherals for use
with their Xbox 360� gaming console.

Our access to third-party platforms may require paying a royalty, which lowers our product margins, or may otherwise be on terms that are not
acceptable to us. In addition, the third-party platforms or technologies used to interact with our product portfolio can change without prior notice
to us, which can result in our having excess inventory or lower margins.
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If we are unable to access third-party platforms or technologies, or if our access is withdrawn, denied, or is not available on terms acceptable to
us, or if the platforms or technologies change without notice to us, our business and operating results could be adversely affected.

Our principal manufacturing operations and third-party contract manufacturers are located in China, which exposes us to risks associated
with doing business in that country.

Our principal manufacturing operations and third-party contract manufacturers are located in China. Our manufacturing operations in Suzhou,
China could be severely impacted by changes in the interpretation and

9

Edgar Filing: LOGITECH INTERNATIONAL SA - Form 20-F

Table of Contents 17



Table of Contents

enforcement of legal standards, by strains on Chinese energy, transportation, communications, trade, public health and other infrastructures, by
conflicts, embargoes, increased tensions or escalation of hostilities between China and Taiwan, and by other trade customs and practices that are
dissimilar to those in the United States and Europe. Interpretation and enforcement of China�s laws and regulations continue to evolve, for
example in the area of value-added tax (�VAT�) and tax holidays and incentives. We expect differences in interpretation and enforcement to
continue in the foreseeable future.

Our Suzhou facilities are managed by several of our key Taiwanese expatriate employees. The loss of these employees, either voluntarily or as a
consequence of deterioration in relations between China and Taiwan, could diminish the productivity and effectiveness of our Suzhou
manufacturing operations.

Further, we may be exposed to fluctuations in the value of the Chinese yuan renminbi (�CNY�), the local currency of China. Significant future
appreciation of the CNY could increase our component and other raw material costs, as well as our labor costs, and could adversely affect our
financial results.

We purchase key components and products from a limited number of sources, and our business and operating results could be harmed if
supply were delayed or constrained or if there were shortages of required components.

We purchase certain products and key components from a limited number of sources. If the supply of these products or key components, such as
micro-controllers and optical sensors, were to be delayed or constrained, we may be unable to find a new supplier on acceptable terms, or at all,
or our new and existing product shipments could be delayed, any of which could harm our business, financial condition and operating results.

Lead times for materials, components and products ordered by us or by our contract manufacturers can vary significantly and depend on factors
such as contract terms, demand for a component, and supplier capacity. From time to time, we have experienced component shortages. We
continue to experience extended lead times on semiconductors, such as micro-controllers and optical sensors, and base metals used in our
products. Shortages or interruptions in the supply of components or subcontracted products, or our inability to procure these components or
products from alternate sources at acceptable prices in a timely manner, could delay shipment of our products or increase our production costs,
which could adversely affect our business and operating results.

If we do not successfully coordinate the worldwide manufacturing and distribution of our products, we could lose sales.

Our business requires us to coordinate the manufacture and distribution of our products over much of the world. We increasingly rely on third
parties to manufacture our products, manage centralized distribution centers, and transport our products. If we do not successfully coordinate the
timely manufacture and distribution of our products, we may have insufficient supply of products to meet customer demand and we could lose
sales, or we may experience a build-up in inventory.

We rely on commercial air freight carriers, ocean freight carriers, trucking companies and other transportation companies for the movement of
our products. Consequently, our ability to ship products to our distribution centers could be adversely impacted by shortages in available cargo
capacity. The logistics and supply chain infrastructure in China, where our products are manufactured, has not kept pace with the rapid
expansion of China�s economy, resulting in periodic capacity constraints in the transportation of goods. If we are unable to secure cost-effective
freight resources in a timely manner, we could incur incremental costs to expedite delivery, which could adversely affect our gross margins, and

Edgar Filing: LOGITECH INTERNATIONAL SA - Form 20-F

Table of Contents 18



we could experience delays in bringing our products to market, resulting in lost product sales or the accumulation of excess inventory. Air and
ground transportation costs remain under upward pressure primarily due to high fuel costs. Further increases in the worldwide cost of fuel could
result in higher transportation costs, which could adversely affect gross margins.

A significant portion of our quarterly retail orders and product deliveries generally occur in the last month of the fiscal quarter. This places
pressure on our supply chain and could adversely impact our revenues and profitability if we are unable to successfully fulfill customer orders in
the quarter.
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We conduct operations in a number of countries and the effect of business, legal and political risks associated with international operations
could significantly harm us.

We conduct operations in a number of countries. There are risks inherent in doing business in international markets, including:

� difficulties in staffing and managing international operations;

� compliance with laws and regulations, including environmental and tax laws, which vary from country to country and over time,
increasing the costs of compliance and potential risks of non-compliance;

� exposure to political and financial instability, leading to currency exchange losses and collection difficulties or other losses;

� exposure to fluctuations in the value of local currencies;

� difficulties or increased costs in establishing sales and distribution channels in unfamiliar markets, with their own market
characteristics and competition, particularly in Latin America, Eastern Europe and Asia;

� changes in VAT or VAT reimbursement;

� imposition of currency exchange controls; and

� delays from customs brokers or government agencies.

Any of these risks could significantly harm our business, financial condition and operating results.

We may be unable to protect our proprietary rights. Unauthorized use of our technology may result in the development of products that
compete with our products.

Our future success depends in part on our proprietary technology, technical know-how and other intellectual property. We rely on a combination
of patent, trade secret, copyright, trademark and other intellectual property laws, and confidentiality procedures and contractual provisions such
as nondisclosure terms and licenses, to protect our intellectual property.

We hold various United States patents and pending applications, together with corresponding patents and pending applications from other
countries. It is possible that any patent owned by us will be invalidated, deemed unenforceable, circumvented or challenged, that the patent
rights granted will not provide competitive advantages to us, or that any of our pending or future patent applications will not be issued. In
addition, other intellectual property laws or our confidentiality procedures and contractual provisions may not adequately protect our intellectual
property. Also, others may independently develop similar technology, duplicate our products, or design around our patents or other intellectual
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property rights. In addition, unauthorized parties have copied and may in the future attempt to copy aspects of our products or to obtain and use
information that we regard as proprietary. Any of these events could significantly harm our business, financial condition and operating results.

Product quality issues could adversely affect our reputation and could impact our operating results.

The market for our products is characterized by rapidly changing technology and evolving industry standards. To remain competitive, we must
continually introduce new products and technologies. The products that we sell could contain defects in design or manufacture. Defects could
also occur in the products or components that are supplied to us. There can be no assurance we will be able to detect and remedy all defects in
the hardware and software we sell. Failure to do so could result in product recalls, product redesign efforts, lost revenue, loss of reputation, and
significant warranty and other expenses to remedy.
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If we do not successfully introduce and market products for notebook PCs, our business and results of operations may suffer.

We have historically targeted peripherals for the PC platform, a market that is dynamically changing as a result of the increasing popularity of
notebook and mobile products over desktop PCs. In our OEM channel, this shift has adversely affected our sales of OEM mice, which are sold
with name-brand desktop PCs. Our OEM mice sales have historically made up the bulk of our OEM sales, and our OEM sales accounted for
11% and 12% of total revenues during fiscal year 2007 and 2006. If the desktop PC market continues to experience slower growth or decline,
and if we do not successfully grow our non-mouse OEM business, our OEM revenues could be adversely affected.

In our retail channels, the impact of the growing popularity of notebook PCs and mobile devices is uncertain, but may result in a decreased
demand by consumers for keyboards and desktops (mouse and keyboard combination). This could negatively affect our sales of these products
which would adversely affect our business and results of operations.

Our effective tax rates may increase in the future, which could adversely affect our operating results.

We operate in multiple jurisdictions and our profits are taxed pursuant to the tax laws of these jurisdictions. Our effective tax rate may be
affected by changes in or interpretations of tax laws in any given jurisdiction, utilization of net operating loss and tax credit carryforwards,
changes in geographical allocation of income and expense, and changes in management�s assessment of matters such as the realizability of
deferred tax assets. In the past, we have experienced fluctuations in our effective income tax rate. Our effective income tax rate in a given fiscal
year reflects a variety of factors that may not be present in the succeeding fiscal year or years. There is no assurance that our effective income
tax rate will not change in future periods. The amount of income taxes we pay could be subject to ongoing audits in various jurisdictions and a
material assessment by a governing tax authority could affect our profitability. If our effective tax rate increases in future periods, our operating
results could be adversely affected.

We are exposed to significant costs and risks associated with complying with Section 404 of the Sarbanes-Oxley Act.

Section 404 of the Sarbanes-Oxley Act of 2002 requires the management of public companies in the United States to evaluate and report on the
Company�s systems of internal control over financial reporting. Further, Section 404 requires the company�s independent registered public
accountants to attest to and report on management�s evaluation of those controls. We have and will continue to incur significant expenses and
management resources to comply with the requirements of Section 404 on an ongoing basis.

In addition, the Company�s growth strategy, through innovation, product line expansion and the acquisition of complementary businesses,
requires periodic changes and enhancements to our operational, financial, and management controls, and to our reporting systems and
procedures. Our compliance with the annual internal control reporting requirements for each fiscal year will depend on the effectiveness of our
financial reporting and data systems and controls across the Company, and future changes in our control environment that may affect those
systems and controls. If we do not implement the required new or improved controls, if we encounter difficulties in their implementation or
operation, or if we experience difficulty in the assimilation of acquired businesses into our internal control systems, our financial reporting could
be negatively affected.

Inferior internal controls or the determination that our internal control over financial reporting is not effective might cause investors to lose
confidence in our reported financial information, which could cause volatility in the market price of our shares.
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Our expansion in streaming media systems may present risks that could adversely affect the valuation of assets acquired and impact our
operating results.

In October 2006, we acquired Slim Devices, Inc., a privately held company specializing in network-based audio systems for digital music. Slim
Devices� products compete in the emerging market for network-based music systems. As with any emerging market, uncertainty exists
concerning whether and how quickly the market will develop and evolve. Factors such as these and others could prevent us from realizing the
anticipated benefits of the acquisition.

The Slim Devices acquisition resulted in the recording of goodwill, which could result in potential impairment charges that could adversely
affect our operating results. Acquisitions are inherently risky, and no assurance can be given that our acquisition of Slim Devices or other future
acquisitions will be successful and will not adversely affect our business, operating results or financial condition.

ITEM 4. INFORMATION ON THE COMPANY

A.    History and Development of the Company

Logitech International S.A. was incorporated under the laws of Switzerland in 1981 as a company with indefinite duration. Our shares are listed
on the SWX Swiss Exchange and the Nasdaq Global Select Market. Our registered office is CH-1143 Apples, Switzerland; and the telephone
number is 41-(0)21-800-53-54. We have manufacturing facilities in Asia and offices in major cities in North America, Europe and Asia Pacific.

Important Events

Share for ADS Exchange

In October 2006, we exchanged our Logitech shares for our Nasdaq-listed American Depositary Shares (�ADSs�) on a one-for-one basis, so that
the same Logitech shares trade on the Nasdaq Global Select Market as on the SWX Swiss Exchange. Effective February 2007, Logitech became
part of the Nasdaq-100 Index® and the Nasdaq-100 Equal Weighted IndexSM. Our shares also became part of the Nasdaq-100 Index Tracking
Stock®.

Sales Growth and Acquisitions

During the past few years, we have significantly broadened our product offerings and the markets in which we sell them. During the same
period, our net sales have grown significantly, from $736 million in fiscal year 2001 to $2.1 billion in fiscal year 2007. Most of this growth has
been organic, a result of the Company�s own product development and marketing activities. However, our business has also grown as a result of a
limited number of acquisitions that have expanded our activities into new product categories.
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Slim Devices � Streaming Media Systems.  In October 2006, we acquired Slim Devices, Inc. (�Slim Devices�), a privately held company
specializing in network-based audio systems for digital music, based in Mountain View, California. We paid $20.0 million in cash for all the
outstanding shares of Slim Devices, and $0.6 million in closing and transaction costs. We also agreed to a possible performance-based payment,
payable in the first calendar quarter of 2010, based on net revenues in calendar year 2009 from the sale of products and services derived from
Slim Devices� technology. The acquisition is part of our strategy to expand our presence in the digital music and home-entertainment control
environment.

Intrigue � Advanced Remote Controls.  In May 2004, we acquired Intrigue Technologies, Inc. (�Intrigue�), a privately held provider of advanced
remote controls, based in Mississauga, Canada. Under the terms of the purchase agreement, we acquired all the outstanding shares of Intrigue for
$29.8 million in cash, and $1.6 million in closing and transaction costs, plus a deferred payment, estimated at March 31, 2007 to be at least
$33.7 million, to Intrigue�s former shareholders based on the highest net sales from products incorporating Intrigue�s technology during any
consecutive four-quarter period from April 2006 through September 2007. The acquisition was part of our strategy to pursue new opportunities
in the living room environment, positioning Logitech at the convergence of consumer electronics and personal computing in the digital living
room.
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Labtec � Audio.  In March 2001, we acquired Labtec Inc., a publicly traded provider of PC speakers, headsets and microphones for $73 million
in cash and stock, and $3.3 million in closing and transaction costs. The acquisition strengthened our market presence in the audio interface
space and furthered our expansion into markets such as gaming, digital music and mobile telephony. We have also expanded the Labtec brand to
encompass additional product categories such as mice and webcams.

Connectix � Web Cameras.  In September 1998, we acquired the QuickCam® PC Web camera business of Connectix Corporation for $26.2
million in cash, including closing and other transaction costs. The acquisition allowed us to take advantage of new technologies in digital
imaging and to become a world leader in Web cameras.

Principal Capital Expenditures

Our capital expenditures for property, plant and equipment for fiscal years 2007, 2006 and 2005 were $47.2 million, $54.1 million and $40.5
million. During fiscal year 2007, our investments related primarily to information system upgrades and normal expenditures for tooling costs,
machinery and equipment and computer equipment and software. During fiscal years 2006 and 2005, capital expenditures were mainly for
construction of a new factory in Suzhou, China as well as investments for information systems upgrades and normal expenditures for tooling
costs. Our capital requirements are primarily financed through cash flow from operations.

Principal Equity Investments

As of March 31, 2007, the Company�s equity investments in various technology companies were immaterial. During fiscal years 2007 and 2006,
we did not make any equity investments. During fiscal year 2005, we made an investment of $0.7 million. In fiscal year 2007, we sold our
investment in Anoto Group AB for $24.2 million and recognized a gain of $9.1 million. In fiscal year 2006, we sold or impaired investments
amounting to $1.6 million. We did not sell or impair any investments in fiscal year 2005.

B.    Business Overview

Company Overview

Logitech is a world leader in personal 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. Our
products include mice, keyboards, trackballs, 3D control devices, webcams, multimedia speakers, wireless and Internet music solutions for the
home, headsets, headphones, gaming controllers, gaming accessories, and advanced remote controls for home-entertainment systems. We sell
our products through a worldwide network of retail distributors and resellers, including wholesale distributors, consumer electronics retailers,
mass merchandisers, specialty electronics stores, computer and telecom stores, value-added resellers, and online merchants, as well as original
equipment manufacturers (�OEMs�). Our sales through our retail channels to consumers comprise the significant majority of our revenues. In
fiscal year 2007, we generated net sales of $2.1 billion, operating income of $230.9 million, and net income of $229.8 million.
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We design our products to be easy to install and use, and to simplify the complexity of the user interaction with technology. Often our products
are the most frequent point of physical interaction between people and the digital world. Consumers buy our retail products as add-on devices to
enable or improve applications that require dedicated devices, or as replacements that offer increased comfort, flexibility and functionality
compared with
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the basic peripherals that come with the platform. We also have retail products that appeal to consumers who are enriching their
home-entertainment experience with an easy-to-use universal remote control that allows complete control of a home-entertainment system, or
with a convenient way to stream digital music from the Internet, PC or digital music player throughout the home. Our OEM products are a
frequent choice among PC manufacturers, who need high-quality, affordable, and functional personal peripherals in high volumes.

Over the past 26 years, Logitech has established itself as a leader in the design, manufacturing and marketing of PC navigation devices. Building
on this leadership position, over the last ten years we expanded into PC webcams, speakers, headsets, gaming devices, and personal peripherals
for platforms such as gaming consoles, mobile entertainment, communication devices and home-entertainment systems. Our most recent product
additions include advanced remote controls that are designed to provide simple, intuitive control of even the most elaborate entertainment
system, and wireless and Internet music systems that enable consumers to stream their digital music from a PC, the Internet or a digital music
player directly to their stereo or home-entertainment system.

Products

Logitech operates in a single industry segment encompassing the design, development, production, marketing and support of personal peripheral
products. Most of our products share certain characteristics such as common customers, common sales channels or common company
infrastructure requirements.

Logitech�s personal peripheral products include PC navigation devices such as corded and cordless mice, trackballs and keyboards, and 3D
control devices; Internet communication devices such as webcams and headsets; digital music devices such as speakers, headphones and
wireless music systems; advanced remote controls for home entertainment control; and interactive gaming devices such as joysticks, gamepads,
steering wheels and keyboards for PCs, and accessories for game consoles.

Pointing Devices and Keyboards

Mice

Logitech offers many varieties of PC mice, sold through retail, OEM, and system builder channels. Most cordless pointing devices from
Logitech use our 2.4 GHz or proprietary 27 MHz digital radio technology to transmit data to the host computer. Optical (Laser or LED)
technology has substantially replaced the ball with a light beam that illuminates surfaces on which the mouse is traveling.

Our introduction of the Logitech MX�1000 Laser Cordless Mouse in 2004 marked an important milestone: the first laser-based optical system.
The nearly singular wavelength of laser light reveals greater surface detail, enabling laser mice to track reliably on virtually any surface.
Combining laser with Logitech�s MX processing engine and Fast RFTM wireless technology, the Logitech MX1000 Laser Cordless Mouse set a
new performance benchmark for responsiveness and accuracy.
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In fiscal year 2007, we introduced the successor to the MX1000 mouse, the Logitech® MX� Revolution Cordless Laser Mouse. The MX
Revolution mouse is the result of years of research and development, and addresses the multi-tasking PC environment with several new
technology breakthroughs, including:

� The MicroGearTM Precision Scroll Wheel with two modes that permit users to navigate through files faster and with more precision.
In free-spin mode, the machined alloy wheel can spin for up to seven seconds, scrolling through thousands of spreadsheet rows or
hundreds of word-processing pages. The click-to-click scrolling mode yields tactile feedback for each small unit of distance scrolled,
allowing more precise navigation.

� Logitech SmartShiftTM Technology intelligently adjusts the scroll wheel, depending on the active application or current task, from
precision click-to-click mode to free-spin mode.
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� The One-Touch Search button does away with the need to use a browser or toolbar to perform an Internet search.

� Document Quick-Flip quickly moves through multiple documents open within several applications, improving user efficiency.

Our mice products also include an expanded line of gaming mice, including the G5 and G7 mice for gamers, which represent several
performance breakthroughs, such as the use of full-speed USB to transmit data at faster rates, 2.4 GHz digital cordless technology for a stronger
wireless connection, 2000 dpi resolution for superior speed, custom weight tuning for the G5, and swappable, rechargeable lithium-ion batteries
for the G7. The notebook mouse line has been enriched with the addition of the VX Revolution mouse, the V450 Laser Cordless Mouse for
Notebooks, the V350 Optical Cordless Mouse for Notebooks, and the corded V150 Laser Mouse for Notebooks and V100 Optical Mouse for
Notebooks.

All of Logitech�s premium retail mice are bundled with Logitech SetPoint® software, enabling users to program mouse buttons for specific tasks.
We also sell both corded and cordless mice designed specifically for OEM customers.

Trackballs

We offer several trackballs for the retail channel. All corded and cordless models use Logitech�s patented Marble® optical sensing technology,
which enables reliable, accurate operation without the need to regularly clean the device to prevent buildup of dust or grease. The Cordless
Optical TrackMan® trackball also features a �cruise control� scrolling feature as well as several programmable buttons to enhance usability.

3D Controllers

Our 3Dconnexion subsidiary offers 3D input devices for the growing field of 3D control. In fiscal year 2007, 3Dconnexion introduced the
SpaceNavigator�, intended for people using mainstream 3D applications such as Google Earth� and Google SketchUp�. More than 300,000
professionals use 3Dconnexion controllers, including the SpacePilot, SpaceNavigator, SpaceExplorer®, and SpaceTraveler�. All 3Dconnexion
controllers leverage the productivity benefits and comfort of working with two hands: one hand on the mouse to select, modify or annotate, and
the other hand on the motion controller to navigate.

Keyboards, Desktops and Notebook Stands

Logitech offers a variety of corded and cordless keyboards and desktops (keyboard-and-mouse combinations) from the award-winning
top-of-the-line rechargeable diNovo� Edge keyboard to the basic Media� Keyboard.

The most recent addition to the award-winning diNovo line is the diNovo Edge keyboard, our first rechargeable keyboard. Less then  3/4 of an
inch thick, the diNovo Edge combines sleek design with advanced technology, including Bluetooth® 2.0, dynamic backlighting, a
touch-sensitive volume control, an integrated TouchDisc� for controlling the computer�s cursor, and improved key travel and resistance. The
diNovo Edge is marketed separately to enable the user to select their favorite mouse complement � the MX or VX Revolution.
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The new Cordless Desktop® MX� 3200 Laser includes several buttons designed to help people take advantage of key Windows VistaTM features,
such as Flip 3D and Search. We also introduced a new category with the Alto� Notebook Stand, a one-piece notebook riser with an integrated,
full-size keyboard. The Logitech Alto gives people the typing experience they are accustomed to having with a desktop PC, complete with a
number pad, a media panel and a standard key layout, and the easy-to-set-up platform raises the monitor to eye level.
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All premium keyboards offer Logitech�s innovative SetPoint� software, which enables one-touch access to a variety of common tasks, including
launching music software, accessing the Internet, and starting a chat with Instant Messenger software.

Voice and Video Communications

Web Cameras

Logitech�s industry-leading QuickCam® webcams make it easy for friends and family to keep in touch by seeing and talking to each other using
their computers. We work closely with leading application developers to help deliver the video communications services and software that
connect consumers and create demand for webcams. In addition, our Logitech Video EffectsTM avatars and face accessories software has
become a favorite application for users wishing to record and post video to Web sites, with more than 12 million downloads from
www.logitech.com since its introduction in 2005.

In fiscal year 2007, Logitech introduced the QuickCam Ultra Vision� webcam, offering a true-to-life video calling experience by delivering twice
the image clarity as that offered by typical webcams. This webcam features the new Logitech RightLight 2 Technology � a system of hardware
and software technologies designed to optimize video settings in low-light and uneven lighting environments.

Logitech�s performance webcams � the QuickCam Ultra Vision, QuickCam Fusion�, QuickCam Orbit� and QuickCam Pro 5000 products � now
include Logitech RightLight 2 Technology and the ability to record HD video.

Our redesigned QuickCam software is included with all new webcams, complete with a new icon-based interface allowing easier access to all of
the camera�s settings and features, including the popular Logitech Video Effects software.

We also expanded our line of webcams for the notebook PC market with the introduction of the QuickCam Deluxe for Notebooks and
QuickCam for Notebooks.

PC Headsets, Microphones and VoIP Handsets

We offer headsets, microphones and handsets designed for applications such as PC voice communications, Voice-over Internet Protocol (�VoIP�)
applications and online gaming. The Logitech Premium Notebook Headset is designed to enhance the experience of using Internet calling
applications such as Skype®, with a noise-canceling microphone, convenient in-line volume and mute controls, and the flexibility of connecting
via digital USB ports or traditional analog (3.5 mm) ports.

The Logitech QuickCallTM USB Speakerphone delivers premium voice quality in a speakerphone by using a two-microphone array � one on each
side of the wing-shaped phone � that can capture voices and sounds from a wider area in a room, transmitting even whispers from several feet
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The Logitech Cordless Internet Handset makes using Skype on the PC as easy as using an ordinary cordless telephone, offering a crystal-clear
calling experience at up to 164 feet (50 meters) from the PC. The Skype Certified� handset supports the key Skype calling functions.

Audio

Speakers and Headphones

Logitech designs and manufactures a wide variety of multimedia speakers, from our flagship 5.1-channel multi-platform, 505-watt Logitech®

Z-5500 Digital speakers and Z-5450 Digital speakers with convenient
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wireless rear satellite speakers � both of which work with PCs, game consoles, televisions and DVD players and feature THX certification � to
high-volume, two-piece speaker systems. The flagship models have garnered multiple best-in-class awards, affirming the Logitech brand in the
speaker market.

In fiscal year 2007, we launched the Z-10 Interactive Speaker System, which offers an interactive, tactile and visual experience. By putting
touch-sensitive controls on the face of the Z-10 speakers, an industry first, we eliminated the need for people to toggle between applications to
control their music on their computer monitor. Using USB technology and software, the speakers can display track information from popular
media players, including iTunes®, Windows Media® Player, Winamp, and Musicmatch®. The digital display also reveals a clock, volume levels
and other system information from the PC.

Logitech�s product line includes premium-performance speakers optimized for the iPod® as well as a wide variety of portable platforms, from
MP3 and CD players to notebook PCs. The mm50 Portable Speakers continue to be one of the Company�s best-selling audio products. In fiscal
year 2007, we extended our iPod speaker product line with the AudioStation� and the AudioStation Express�.

Logitech also offers headphones for iPod and other MP3 players, including the new Logitech FreePulse� Wireless headphones. Half the size of
Logitech�s previous wireless headphones, these cordless headphones are flexible and durable, yet deliver the complete freedom of experiencing
digital music with no strings attached.

We also offer the Logitech Noise Canceling headphones, which feature SilentSound� noise canceling technology that can cancel up to 22 decibels
of noise. They can be used with an iPod, PC or TV in the office, at home or on a plane.

Streaming Media

With our October 2006 acquisition of Slim Devices, Logitech added the Squeezebox and Transporter products to our streaming music systems
lineup. These products let people enjoy high-quality digital music in multiple rooms of the home. Users can stream digital audio content from a
PC or the Internet, and can leverage Internet audio services, such as Pandora and Rhapsody in the United States and similar services offered in
other countries. The software for these products has been designed with contributions from a worldwide community of open-source developers.

In fiscal year 2007, we unveiled the Logitech Wireless DJ� Music System, which connects the PC to a home-entertainment center or speaker
system and plays any PC audio format, including MP3, iTunes® (AAC), WMA, Internet radio, and podcasts, without requiring a wireless
network. The long-range Wireless DJ remote, with its display and scroll wheel, can navigate a music collection from anywhere in the home.

Gaming

PC Game Controllers
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Logitech offers a full range of dedicated game controllers for PC gamers. The products address key game genres: joysticks for flight simulation;
steering wheels for driving; gamepads for sports, action, and adventure games; mice and keyboards for strategy, RPG, and first-person gaming;
and headsets for online gaming. Though the products are very different in nature due to their different target applications, they are united by
Logitech�s attention to quality and excellence of design. They are focused on satisfying the needs of gamers and share some core Logitech
technologies, such as cordless connection, force feedback, optical sensing, and interactive LCD.

In fiscal year 2007, we extended the G-series family of products with the Logitech G25 Racing Wheel. The G-series line has been designed to
deliver premium technical performance and key features that give gamers a
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competitive edge. The Logitech G25 wheel offers advanced features which, until now, could be found only in specialized or custom-made racing
simulators.

Console Game Controllers and Accessories

Since entering the console market in 2001, Logitech has consistently broadened our line with popular products in strategic segments. We offer
products for console platforms such as PlayStation®2, PlayStation®3, PSP� (PlayStation® Portable), Xbox® and Xbox 360�. We work with
platform providers and game developers throughout the world to develop new applications and technologies for this market. With our expertise
in vibration and force feedback, cordlessness, voice input, and video input, Logitech is enabling a broad range of new gaming experiences. To
enable our hardware controllers and promote high-quality support within games, we also provide advanced software drivers and tools to game
developers.

In fiscal year 2007, we introduced a line of products for the newly launched PlayStation 3 computer entertainment system that includes the new
Logitech Cordless Precision� controller, the Logitech ChillStream� controller, the Logitech Cordless MediaBoard� keyboard, the Logitech HDMI
cable and the Logitech USB Headset.

Also in fiscal year 2007, we continued to build on our reputation for providing superior driving wheels with the Logitech DriveFX� Wheel for
Xbox 360. The DriveFX Wheel combines high-quality materials with advanced axial-feedback technology.

Remote Controls

Logitech has expanded our presence in the digital living room by offering advanced universal remote controls for home-entertainment systems.
Our current line of Harmony advanced remote controls with patented Smart State Technology® provides simple, complete control of even the
most elaborate entertainment system, including one-touch control of all entertainment activities. Our online database includes codes and
characteristics needed to control more than 200,000 different home-entertainment device models from more than 5,000 different manufacturers.
Logitech�s Harmony advanced remote controls offer interactive media capabilities, allowing users to select TV shows, movies or music titles
from the interactive display. The latest addition to the line is the Harmony 1000 remote, which features a 3.5-inch QVGA color touch-screen and
includes radio frequency (RF) wireless technology, providing the ability to control components and systems that are hidden behind closed
cabinets. We also offer high-end solutions for custom installers and high-end audio-video dealers, which can control multi-room entertainment
systems and some advanced lighting systems.

Competitive Strengths

We believe our key competitive strengths include:

Product Definition, Technology and Industrial Design Excellence
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We understand the balance between features and complexity, functionality and style, price and performance. Logitech believes our ability to
produce world-class, user-centric industrial designs, coupled with innovative technologies that deliver true benefit to the consumer, sets us apart
from our competitors. We have repeatedly received awards for design and innovation. During fiscal year 2007, our product designs received the
following honors: �red dot� awards, iF Industrie Forum Design awards, Good Design awards and CES Innovations Design and Engineering
awards. Logitech�s advanced technology, evidenced by products such as the MX� Revolution cordless laser mouse, the diNovo� Edge keyboard,
the Z-10 Interactive Speaker System, the G25 Racing Wheel, the QuickCam® Ultra Vision� webcam, the Harmony® 1000 Advanced Universal
Remote, the AudioStation� high-performance iPod speaker system and others, garnered numerous top billings, including Editors� Choice, Product
of the Year, World Class Award, Top 100 Gadgets of the Year, and more, in a variety of publications
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such as Popular Mechanics, PC World, PC Magazine, CNET, Computer Shopper, Macworld, Maximum PC, and in many other media outlets
worldwide.

Substantial Technical Expertise

Logitech has accumulated significant expertise in the key engineering disciplines that underlie our products. For example, our engineers have
continually enhanced motion-encoding technology for control devices over several distinct generations. Their expertise in mechanical design is
showcased in the award-winning MX� Revolution cordless laser mouse, which includes the MicroGear�Precison Scroll Wheel that sets a new
benchmark for scrolling efficiency. Logitech engineers have developed several radio transmission technologies for cordless operations,
developed new applications for webcams, enabled the integration of new controllers in console gaming, and developed innovative database and
Web-based systems to configure our advanced remote controls. Many of the technologies involved in these developments have applications
across multiple product offerings, allowing us to leverage our accumulated investment.

We believe Logitech�s future lies not only in our strong internal technical resources, but also in partnering with other industry leaders with
complementary technologies that promise to make the interface more productive, natural and enjoyable.

Technological Innovation

Logitech has long been at the forefront of technological innovation, with a list of more than 90 industry �firsts� to our name and a patent portfolio
of more than 300 patents.

We have continually embraced new connectivity technologies and standards. Logitech led in optical sensing technology with the
opto-mechanical mouse in 1982. We were also among the first to market a digital still camera in 1991. We demonstrated the first working USB
prototype at the Fall Comdex in 1995. In 2001, Logitech introduced the first cordless optical mouse. With the Cordless Presenter�, we introduced
our first Bluetooth personal peripheral and in 2004, with the MXTM1000, the first laser mouse. Also in 2004, we extended the use of our
proprietary 2.4 GHz technology to our mice products, further reducing power consumption and size, and enhancing the range of operation. In
2005, Logitech included the Z-wave radio technology in our high-end advanced remote controls, to enable simple home automation tasks based
on this emerging connectivity standard. In fiscal year 2007, we introduced the MX Revolution cordless laser mouse, with the MicroGear
Precision Scroll Wheel, which spins freely for up to seven seconds, spanning hundreds of pages with a single flick of the finger. We also
introduced an innovative stand to make using a notebook PC more comfortable: the one-piece Alto, a notebook riser with an integrated, full-size
keyboard that levels the notebook screen with the user�s eyes and frees their hands from the constraints of a cramped notebook keypad. Logitech
continues to monitor the connectivity environment to optimize the user experience when interfacing with digital information.

Retail Brand and Shelf Space

We believe the Logitech brand name and industrial designs are recognized worldwide as symbols of product quality, innovation, ease of use and
price-performance value. Logitech enjoys a strong and growing brand presence in more than 100 countries. During fiscal year 2007, we sold
83 million Logitech-branded products. We believe that in the consumer market, brand identity and brand awareness are important components of
the purchase decision, and that as competition intensifies, the ability to secure shelf space will increasingly become a competitive advantage.
Logitech�s brand has enabled us to build an extensive retail distribution network and to obtain critical shelf space. The strength of our brand is
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apparent in the OEM channel as well, where systems manufacturers and integrators, as well as game publishers, and other partners are choosing
to bundle Logitech-branded products with their offerings.
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Volume Manufacturing Capability Resulting from Strong OEM Relationships

We believe our manufacturing capabilities are a significant competitive advantage. Over the past 11 years Logitech has built a significant
manufacturing presence in Asia, where our ISO 9000-certified manufacturing facilities are currently producing more than 60 million units per
year. As a result, we have been able to maintain strong quality process controls and have realized significant cost efficiencies. Our
manufacturing expertise extends beyond production to include logistical support, just-in-time supply and process engineering.

Logitech�s manufacturing capability has allowed us to continue our long-established relationships with large OEM customers. We currently sell
to the majority of the world�s largest PC manufacturers, as well as to most of the next layer of systems manufacturers and system integrators.
Because Logitech�s engineering and design staffs work collaboratively with OEM customers on the specifications for future products, we believe
our OEM relationships provide valuable insight into the future of the computer marketplace and technology trends. Further, we plan to extend
our OEM presence with both our traditional customer base and new classes of customers, including console platform manufacturers, game
publishers and mobile-technology vendors.

The combination of a strong retail brand and a high-volume manufacturing operation linked to our OEM relationships provides Logitech with a
competitive advantage that we believe is unparalleled among our competitors.

Global Presence

Logitech is a global company capable of drawing upon the strengths of our global resources, global distribution system and geographical
revenue mix. With manufacturing facilities in Asia, engineering teams in North America, Europe and Asia, major distribution centers in North
America, Europe and Asia, as well as sales and marketing offices in major cities worldwide, we have worldwide access to leading technology,
markets, personnel and ideas.

Expertise in a Broad Array of PC Peripherals

As we broaden our product portfolio beyond the PC platform, we have also continued to expand our portfolio of products for desktop and
notebook PCs, offering a broader range of personal peripherals that people use every day as they work, communicate and play at their PC.
Logitech personal peripherals bring together a broad variety of products that individuals � business people, home users, gamers and others � need
to make their time on the Internet and time at the computer more productive, comfortable and enjoyable. As a result, Logitech is positioned to
offer �one-stop shopping� for peripherals that have been designed to work seamlessly together.

Industry Overview

Increasingly affordable prices and wider availability of business, consumer, education, and communication applications have created a very
large installed base of desktop and notebook personal computers. We believe that market penetration of PCs and other information access
devices, already high in developed countries, is likely to increase worldwide.
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In addition, continuing growth in processing power and communications bandwidth, the increased accessibility of digital content, and the
pervasive access and use of the Internet, create opportunities for new applications, new users and dramatically richer interactions between users
and digital information.

These developments create new demands by users who want to take full advantage of the increased processing power, new applications and new
technologies in an intuitive, productive, comfortable and convenient manner.

Today�s desktop and notebook PCs have evolved into affordable multimedia appliances or �digital hubs� capable of creating and manipulating vast
amounts of graphics, sound and video. The interface devices sold with
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most new PCs can be quite limited in the functionality they provide, especially when the need to offer new personal computers at low prices
dictates basic, no-frills peripherals, such as a simple mouse and an alphanumeric keyboard. Logitech believes the expanded capabilities of PCs
and the large installed base present a significant opportunity for companies that provide innovative personal peripheral products for the
computer, since basic input devices alone do not fully enable many of the newest applications.

Therefore, on one hand, PC manufacturers continue to require large volumes of simple personal peripherals. On the other hand, the after-market
(that is, the market for peripheral upgrades and add-ons sold separately from the basic PC) grows as consumers demand more function-rich
personal peripheral tools, and as the PC plays an increasing role in the new digital lifestyle.

In addition, we believe that trends established in the consumer technology market, such as brand identity, affordability, ease of installation and
use as well as visual appeal, have become important aspects of a purchase decision when buying a desktop or notebook PC and personal
peripherals.

We also believe that similar industry dynamics and personal peripheral device opportunities exist for non-PC platforms, such as video game
consoles, mobile phones, digital music players and home-entertainment systems. As these additional platforms deliver new functionality,
increased processing power and growing communications capabilities, we expect demand to increase for add-on, complementary devices
connected to these platforms. The product expertise Logitech has developed around the PC platform extends to these other platforms as well and
provides further opportunity for growth and leverage.

Business Strategy

Logitech�s objective is to strengthen our leadership in the growing market for personal peripherals, linking people to the digital world wherever
and whenever they need to access digital information to communicate, learn and play. We serve the installed base of desktop and notebook PCs
by offering innovative personal peripherals to address needs for comfort and productivity as well as entertainment and communication. While
PCs are being used more and more as a digital hub, other platforms such as game consoles, mobile phones, digital music players and
home-entertainment systems are also becoming a rich resource for people to access information, communicate, listen to music and enjoy an
expanding offering of interactive games.

To achieve our objective, the key elements of Logitech�s strategy consist of the following:

Technological Innovation

To capitalize on market opportunities for personal peripherals, we recognize that continued investment in product research and development is
critical to facilitating innovation of new and improved products and technologies. Beyond updating our existing line of personal peripherals, we
will continue to lead the development of new technologies and to create product innovations, such as those introduced in fiscal year 2007, which
include the MXTM Revolution cordless laser mouse�s MicroGearTM Precision Scroll Wheel, the Z-10 Interactive Speaker System�s innovative
interactive display, the diNovo EdgeTM keyboard�s sleek, rechargeable design, and the Harmony® 1000 remote�s color touch screen. Logitech is
committed to meeting customer needs for personal peripheral devices and believes that innovation, value and product quality are important
elements to gaining market acceptance and strengthening our market leadership.
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Manufacturing

To effectively respond to rapidly changing demand and to leverage economies of scale, Logitech will continue our hybrid model of in-house
manufacturing and third-party contract manufacturers to supply our products. Through our high-volume ISO 9000-certified manufacturing
operations located in Suzhou, China, we believe we have been able to maintain strong quality process controls and have realized significant cost
efficiencies. The expansion of our Suzhou operations, which was completed in the summer of 2005, provides for
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increased production capacity and greater flexibility in managing product demand. Further, by outsourcing the manufacturing of certain
products, we seek to reduce volatility in production volumes as well as time to market.

Information Technology

Logitech has made investments to upgrade our business applications and information technology systems. Our investments in information
technology are focused on positioning Logitech for future growth by improving our operational and financial processes to realize cost structure
improvements and to effectively manage the increased complexity of our business through standardization and integration of our IT
environments.

Geographic Expansion

We believe that the market penetration for Logitech products is particularly low in developing markets such as Latin America, Eastern Europe,
India and China. We are committing resources to capitalize on the growth opportunities in these regions, including securing new channel
partners, strengthening relationships with existing partners, expanding our sales force and investing in product and marketing initiatives.

Product Strategy

To capitalize on the many opportunities in the growing digital marketplace, Logitech�s product strategy focuses on personal peripherals in three
digital environments:

� The Office Environment � Desktop and Notebook Computers

� The Digital Home Environment � Digital Music Systems, Home-Entertainment Systems, Game Consoles

� The Mobile Environment � Notebook Computers, Digital Music Players, Mobile Phones

The Office Environment

Logitech has successfully broadened our desktop presence by introducing new, more innovative, high-performance PC navigation devices that
have gained market acceptance. In addition, we have expanded beyond our traditional role as a provider of pointing devices for the desktop or
notebook PC into a leading brand for video imaging products, keyboards, PC audio products and control devices for emerging 3D applications
and platforms such as Google Earth and Adobe Creative Suite. We believe there is an opportunity to continue to innovate and differentiate
across a broad set of essential personal peripherals that people touch and use every day.
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The Digital Home Environment

We see the dramatic increase of digital content available for the home as a significant source of new opportunities for Logitech. We believe that
the new digital home, with a broad and evolving selection of digital entertainment and information content available from multiple sources, and
the innovation in affordably priced digital-technology equipment, will over time allow us to play a significant role in the consumer experience.

Our product portfolio includes a line of advanced remote controls for home entertainment and a variety of speaker and headphone products, as
well as the Squeezebox� and the SqueezeNetwork, which allow people to enjoy digital music in any room of the house. These are parts of our
strategy to pursue new opportunities in the digital home environment, positioning Logitech at the convergence of consumer electronics and
personal computing in the digital living room.

Also for the digital home, Logitech offers a broad spectrum of products for gaming consoles and PCs. With our expertise in force and vibration
feedback, cordless connectivity, voice input and video input, Logitech is
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enabling a broad range of gaming experiences for console platforms. With many of our products, we can efficiently leverage our investment for
the desktop PC into other platforms such gaming consoles.

The Mobile Environment

As digital information and communication are evolving into the mobile environment, the opportunity exists for Logitech to support an even
broader set of platforms. We believe that the growing number of mobile phones, notebook computers and mobile entertainment and
communication platforms, such as portable digital music players and gaming devices, will bring additional demand for complementary personal
peripherals. Wherever and whenever people want to access, create or consume digital information, the need exists for devices that allow users to
conveniently access the digital world in an intuitive and personal way. Logitech plans to support this need in mobile environments, as we do in
the office and home.

Technology

Logitech products are sophisticated systems that combine multiple engineering disciplines � lightweight radio frequency transmission, optical,
mechanical, electrical, acoustical and software � in user-centric industrial designs. These systems share common design elements, including:
sensors to detect and encode motion, images, sound or other analog data into electrical signals; custom ASICs; microcontrollers to convert and
process signals received from the sensor; a communications subsystem to exchange signals with an attached computer or other intelligent host;
and a suite of driver, utility and user interface software modules and Web sites. We believe the software modules and Web support complete a
seamless user-centric solution for information input, access and control. Logitech�s products incorporate the following principal technologies:

RF Technologies and Cordless Product Design

Logitech is a leader in the development of low-power radio frequency (RF) technologies for use over short distances. We are focusing our
current cordless development efforts primarily in three RF technology areas: Fast RF cordless technology, proprietary and non-proprietary 2.4
GHz-based cordless technologies, and Bluetooth® wireless technology, a communications standard with a broad range of applications. Fast RF
cordless technology is designed to provide excellent performance for everyday computing applications with a very long battery life and mass
market price points. 2.4 GHz technology, designed by Logitech especially for game controllers, satisfies gamers who value high-speed
performance. Logitech�s cordless gaming devices on PC, PS®2, PS®3, and Xbox® platforms have generated frequent industry and media
accolades. Logitech�s proprietary 2.4 GHz technology is also the technology of choice for mice products that need to achieve small size and high
range of operation. We believe Bluetooth® wireless technology is an enabler of a much wider acceptance of cordless products in the
marketplace. For our wireless music products, we use Bluetooth wireless technology with the Advanced Audio Distribution Profile (A2DP), an
emerging standard for high-quality wireless stereo sound.

Motion Sensing

Logitech�s sensors transform analog motion and images into electronic signals. Logitech, with the patented Marble® technology, was the first
company to introduce optical sensing in pointing devices. Optical motion sensors are developed in partnership with technology suppliers,
allowing us to improve the optical sensing quality, lower the cost, and increase the reliability of our optical mouse products. Similarly, Logitech�s
Web cameras use optical sensors to detect colors, shapes and other image attributes, and to convert these attributes into electronic signals.
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3Dconnexion�s line of 3D input devices are the industry�s leading 6 degrees of freedom (�6DOF�) devices with the ability to move 3D objects
forward/backward, up/down, left/right and rotate around all 3 axes simultaneously. The patented technology built into each 3D mouse consists of
6 LEDs and 6 Position Sensing Detectors (�PSDs�) placed in a precise 3D geometric configuration to detect movement in all axes simultaneously.
Connected to the computer via the USB, the 6DOF sensor sends multiple threads of navigation
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data to 3D applications. A software development kit is available for integration into 3D applications to capture this navigation data and process
3D movements within the application.

Signal Processing Algorithms

Logitech engineers employ sophisticated signal processing algorithms across many product lines to compute spatial displacements, enhance
color image quality and compress or format data for transmission. For example, in our Internet Web cameras, signal-processing algorithms are
used for color extraction, image enhancement and data compression.

Power Management

Logitech�s products use advanced power management, including techniques to reduce power consumption when needed. Cables connected to
separate power supplies are inconvenient in the case of products such as corded pointing devices, and impossible in the case of cordless devices.
Consequently, we believe low power consumption is an essential product attribute for the consumer marketplace.

Force Feedback

Force feedback adds a real physical sensation to computer and console systems, enabling users to feel surfaces, bumps, vibrations, textures,
inertia, springs, and many other physical phenomena. This licensed technology is primarily used in joysticks and steering wheels where game
players can experience the actual physical sensation of being at the controls of a fighter jet or at the wheel of a racing car.

Software

We are focusing our software development efforts on enabling efficient PC navigation, simplifying the control of content and devices in the
digital home, expanding gaming functionality, and providing real-time video communication products and services such as video calling and
video instant messaging. Also, Logitech has developed software development kits, or SDKs, to enable support for a variety of peripherals on
gaming consoles. These include SDKs for force feedback joysticks and wheels, mice, keyboards, cameras and headsets. The SDKs are used in
many of the top-selling console and PC games and make it easy for users to leverage the latest features of Logitech�s gaming peripherals.
Logitech�s line of Harmony advanced universal remote controls is powered by Web-based software that minimizes the amount of technical
knowledge required for users to program and use their remote controls.

With the acquisition of Slim Devices, we acquired SlimServer, the open source software that powers the Squeezebox and Transporter, as well as
any streaming MP3 player on the user�s network. SlimServer runs on Windows, Mac, Linux, BSD and Solaris. This software was created with
the contributions of a worldwide community of developers. The efforts of the Slim Devices open source community results in rapid development
and a rich set of features, evolving in response to user feedback. SlimServer also powers SqueezeNetwork, an always-on hosted service that
provides access to a large number of Internet radio stations, podcasts, and music services.
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Database

Our acquisition, in 2004, of Intrigue Technologies, Inc. brought a large and growing database of information about consumer technology
devices. Information contained in the Harmony database includes rich sets of characteristics for a large number of consumer devices, ranging
from older devices to the latest offerings. This information helps give users full control of their devices, even if they are not aware of the
intricacies of their home-entertainment devices.
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Audio

The Company�s audio development resources cover a wide range of audio technologies. In speaker systems, Logitech uses advanced
computer-aided design and simulation tools for amplifier and printed circuit board design. Sophisticated laser and PC-based technologies
support speaker transducer design. For headsets, in-house engineering and testing technology ensure high-resolution voice recognition
microphones. Computer-aided design and in-house rapid prototyping technology speed the overall process and help ensure that products meet
design and performance goals.

Research and Development

We believe that continued investment in product research and development is critical to Logitech�s success. We believe that our international
structure provides advantages and synergies to our overall product development efforts. Our product research and development activities are
conducted mainly at the following engineering centers.

Switzerland.  Logitech�s Swiss engineering center in Romanel-sur-Morges provides us with advanced sensing and cordless technologies. In
addition, the center is a convenient point for gaining access to leading European technologies. We have been successful in recruiting and
retaining top engineering graduates from leading Swiss universities because we are one of the few personal computer technology companies
with research and development activities in Switzerland. In February 2007, Logitech, in collaboration with Ecole Polytechnique Fédérale de
Lausanne (�EPFL�), created the Logitech EPFL incubator, which will offer a select number of students and researchers financial, educational and
functional support to develop their ideas into the technologies and personal peripherals of the future.

Taiwan.  Through our engineering center in Hsinchu, Taiwan, we have established access to key Asian markets, engineering resources and
high-tech manufacturing. Taiwan is a world leader in manufacturing and engineering, particularly in the design and manufacture of
semiconductors, notebook computers, scanners, monitors and related products. Moreover, the common language of Taiwan and China facilitates
the transfer of products from Logitech�s engineering launch site in Taiwan to our high-volume manufacturing site in China.

U.S.A.  Our Fremont and Mountain View, California locations allow Logitech access to Silicon Valley�s talent pool, particularly important in the
development of Internet applications, software and video technologies, and wireless networking. In addition, locations in the midst of the world�s
leading technology market enable us to compile market intelligence to define and position products and develop key strategic alliances.

Logitech�s Vancouver, Washington engineering center designs and develops our audio products. The facility specializes in acoustic research and
development, including model and simulation work. Areas of development include cordless audio applications, demanding applications for
audio input such as voice recognition, and audio output for PC speakers.

Canada.  Logitech�s Mississauga, Canada engineering center designs and develops our Web-connected advanced remote control products. In
addition, our Canadian engineering center develops and maintains Logitech�s on-line Smart State database of infrared codes and device
characteristics used in programming the Web-connected advanced remotes.
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Germany.  Our 3Dconnexion subsidiary, whose research and development facility is located in Seefeld, Germany, provides Logitech with
ongoing research in 3D controller devices. The location of the facility provides access to Germany�s leading automotive manufacturers, who are
important 3Dconnexion customers and to the Institute of Robotics and Mechatronics (DLR), a leading research center in robotics from which we
have licensed some of our 3D technology.

Our research and development expenses for fiscal years 2007, 2006 and 2005 amounted to $108.3 million, $88.0 million and $73.9 million. We
expect to continue to devote significant resources to research and development to sustain our competitive position.
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Marketing, Sales and Distribution

Principal Markets

Logitech operates as one business segment, which is the design, development, production, marketing and support of personal interface devices.

Net sales to unaffiliated customers by geographic region were as follows (in thousands):

Year ended March 31,
2007 2006 2005

Europe $ 1,027,852 $ 887,736 $ 733,667
North America 729,207 617,942 503,356
Asia Pacific 309,510 291,037 245,603

Total net sales $ 2,066,569 $ 1,796,715 $ 1,482,626

Marketing

Logitech builds awareness of our products and recognition of our brand through targeted advertising, public relations efforts, distinct packaging
of our retail products, in-store promotions and merchandising, a Worldwide Web site and other efforts. We also acquire knowledge of our users
through customer feedback and market research, including focus groups, product registrations, user questionnaires, primary and multi-client
surveys and other techniques. In addition, manufacturers of PCs and other products also receive customer feedback and perform user market
research, which sometimes result in specific requests to Logitech for specific products, features or enhancements.

Sales and Distribution Channels

Logitech sells through many distribution channels, including distributors, OEMs and regional and national retail chains, including online
retailers. We support these retail channels with third-party distribution centers located in North America, Europe and Asia Pacific. These centers
perform final configuration of products and product localization with local language manuals, packaging, software CDs and power plugs. In
addition, Logitech�s distribution mix includes e-commerce in the U.S. as well as e-commerce capabilities in several European countries.

In retail channels, Logitech�s direct sales force sells to distributors and large retailers. Our distributor customers typically resell products to
retailers, value-added resellers, and systems integrators with whom Logitech does not have a direct relationship. These distributors in the U.S.
include D&H Distributing, Ingram Micro Inc. and Tech Data Corporation, and in Europe include Tech Data Corporation, Ingram Micro, Actebis
and many national distributors such as Banque Magnetique in France, GEM in the United Kingdom and Also-ABC in Switzerland.
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Logitech�s products can be found in major retail chains, where they typically enjoy access to significant shelf space. These chains in the U.S.
include Best Buy, Circuit City, Office Depot, Staples, Target and Wal-Mart, and in Europe include MediaMarkt/Saturn, Carrefour, KESA
Group, FNAC, Dixons Stores Group PLC and most key national consumer electronics chains. Logitech products also can be found at the top
online e-tailers, which include Amazon.com, Buy.com, CDW, Insight, and others.

Logitech�s OEM products are sold to large OEM customers through a direct sales force, and we support smaller OEM customers through
distributors. We count the majority of the world�s largest PC manufacturers among our customers.

Through our operating subsidiaries, we maintain sales offices or sales representatives in 37 countries.
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Customer Service and Technical Support

Logitech maintains customer service and technical support operations in the United States, Canada, Europe, Asia and Australia. Customer
service and technical personnel provide support services to retail purchasers of products through telephone, email, facsimile and the Logitech
Web site. This site is designed to expedite overall response time while minimizing the resources required for effective customer support. In
general, OEMs provide customer service and technical support for their products, including components purchased from suppliers such as
Logitech. Logitech provides warranties on our branded products which range from one to five years.

Manufacturing

Logitech�s manufacturing operations consist principally of final assembly and testing. Our high-volume manufacturing is located in Suzhou,
China. We expanded our Suzhou operations in 2005 with the construction of a new factory to provide for additional production capacity to meet
future demand. This facility has 30% greater capacity than our first factory with the potential to double beyond that. The Suzhou facilities are
designed to allow production growth as well as flexibility in responding to changing demands for Logitech�s products. We continue to focus on
ensuring the efficiency of the Suzhou facilities, through the implementation of quality management and employee involvement programs.

New product launches, process engineering, commodities management, logistics, quality assurance, operations management and management of
Logitech�s contract manufacturers occur in Hsinchu, Taiwan, Suzhou, China and Hong Kong, China. Certain components are manufactured to
Logitech�s specifications by vendors in Asia, the United States and Europe. We also use contract manufacturers to supplement internal capacity
and to reduce volatility in production volumes. In addition, some products, including most keyboards, certain gaming devices and audio
products, are manufactured by third-party suppliers to Logitech�s specifications. Retail product localization with local language manuals,
packaging, software CDs and power plugs is performed at distribution centers in North America, Europe and Asia Pacific.

Competition

Our industry is intensely competitive. It is characterized by short product life cycles, continual performance enhancements, and rapid adoption of
technological and product advancements by competitors in our retail market and a trend of declining average selling prices in the OEM market.
We continue to experience aggressive price competition and other promotional activities from our primary competitors and from less-established
brands, and we may choose to adjust prices or increase other promotional activities to improve our competitive position. We may also encounter
more competition if any of our competitors decide to enter other markets in which we currently operate.

In addition, we have been expanding the categories of products we sell, and entering new markets, such as the market for programmable remote
controls and streaming media devices. As we do so, we are confronting new competitors, many of which have more experience in the categories
or markets and have greater marketing resources and brand name-recognition than we have. In addition, because of the continuing convergence
of the markets for computing devices and consumer electronics, we expect greater competition in the future from well-established consumer
electronics companies in our developing categories, as well as future ones we might enter. Many of these companies have greater financial,
technical, sales, marketing and other resources than we have.

We expect continued competitive pressure in both our retail and OEM business, including in the terms and conditions that our competitors offer
customers, which may be more favorable than our terms and conditions and require us to take actions to increase our customer incentive
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programs, which could impact our revenues and operating margins.

Corded and Cordless.  Microsoft is our main competitor in retail cordless (mice and desktops) and corded (mice and keyboards) categories.
Microsoft�s offerings include a complete line of mice, keyboards and desktops.

28

Edgar Filing: LOGITECH INTERNATIONAL SA - Form 20-F

Table of Contents 55



Table of Contents

Microsoft has significantly greater financial, technical, sales, marketing and other resources, as well as greater name recognition and a larger
customer base. We are also experiencing competition and pricing pressure for corded and cordless mice and desktops from less-established
brands, in the lower-price segments, which could potentially impact our market share. The emerging notebook peripheral segment is also an area
where we face aggressive pricing and promotions, as well as new competitors that have broader notebook product offerings than we do.

Video. Our competitors for PC Web cameras include Creative Labs, Philips and Microsoft, whose entry into the product category made the
competitive environment more intense. We are encountering aggressive pricing practices, promotions and channel marketing on a worldwide
basis, which may impact our revenues and margins.

Microsoft is a leading producer of operating systems and applications with which our mice, keyboards and webcams are designed to operate. As
a result, Microsoft may be able to improve the functionality of its own peripherals to correspond with ongoing enhancements to its operating
systems and software applications before we are able to make such improvements. This ability could provide Microsoft with significant
lead-time advantages. In addition, Microsoft may be able to offer pricing advantages on bundled hardware and software products that we may
not be able to offer.

Audio.  Competitors in audio devices vary by product line. In the PC, mobile entertainment and communication platform speaker business,
competitors include Plantronics and its Altec Lansing subsidiary, Creative Labs, and Bose Corporation. In the PC and console headset,
telephony and microphone business, our main competitors include Plantronics and its Altec Lansing subsidiary. With the acquisition of Slim
Devices in October 2006, we expanded our audio product portfolio to include network-based audio systems for digital music. This is an
emerging market, with several small competitors, as well as larger established consumer electronics companies, like Sony and Philips.

Advanced Remote Controls.  Our revenues and market share for personal peripheral devices for home entertainment systems have expanded
substantially in the last year. With many companies offering universal remote controls, our success will likely attract more competition. Our
competitors include, among others, Philips, Universal Remote, Universal Electronics, RCA and Sony.

Gaming.  Competitors for our interactive entertainment products include Intec, Mad Catz, Pelican Accessories and Saitek Industries. Our
controllers for PlayStation® also compete against controllers offered by Sony.

Intellectual Property and Proprietary Rights

Intellectual property rights that apply to Logitech�s products and services include patents, trademarks, copyrights and trade secrets.

We hold various United States patents and pending applications, together with corresponding patents and pending applications from other
countries. While we believe that patent protection is important, we also believe that patents are of less competitive significance than factors such
as technological expertise and innovation, ease of use, and quality design. No single patent is in itself essential to Logitech as a whole. From
time to time we receive claims that we may be infringing on patents or other intellectual property rights of others. Claims are referred to counsel,
and current claims are in various stages of evaluation and negotiation. If necessary or desirable, we may seek licenses for certain intellectual
property rights. Refer also to the discussion in Item 3D Risk Factors � �We may be unable to protect our proprietary rights. Unauthorized use of
our technology may result in the development of products that compete with our products.�
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certain trademarks and trade names in the U.S. and in foreign countries and
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jurisdictions. Logitech enforces its trademark and trade name rights in the U.S. and abroad. In addition, the software for Logitech�s products and
services is entitled to copyright protection, and we generally require our customers to obtain a software license before providing them with that
software. We also protect details about our products and services as trade secrets through employee training, license and non-disclosure
agreements and technical measures.

Governmental Regulation

The European Union (�EU�) has adopted the Directive on the Restriction of Use of Certain Hazardous Substances in Electrical and Electronics
Equipment (�RoHS�). This directive restricts the placement into the EU market of electrical and electronic equipment containing certain hazardous
materials including lead, mercury, cadmium, chromium, and halogenated flame-retardants. RoHS became effective in July 2006 with a limited
number of exceptions. Most Logitech products are covered by the directive and have been modified, if necessary, to be RoHS compliant.
Logitech has an active program to ensure compliance with the RoHS directive and continues to source and introduce the use of RoHS compliant
components and manufacturing methods in order to comply with the requirements of the directive.

Further, all Logitech products are subject to the EU�s Waste Electrical and Electronic Equipment Directive (�WEEE�). This directive requires
producers of electrical goods to be financially responsible for specified collection, recycling, treatment and disposal of covered products.
Producer obligations also include specified collection, recycling, treatment and disposal of equipment that had been placed in the EU
marketplace prior to August 2005, and has reached its end of life. To date, specific legal requirements have not been finalized by all member
states, with certain member states delaying implementation until 2007 or beyond. In those countries where legislation is not in effect, we have
concluded that the costs of managing and recycling historical and future waste equipment are not reasonably estimable, and no liability has been
recognized. In those countries which have enacted legislation, we have provided for the costs of managing and recycling historical and future
waste equipment. These costs, which are not material, are based on Logitech�s estimated market share of the total cost, which depends on a
number of factors, including administration and treatment costs as well as the commercial cost of recycling.

On March 1, 2007, China�s Management Methods on the Control of Pollution Caused by Electronic Information Products (�China RoHS�) entered
into effect. This is substantially similar to the EU RoHS directive and as such, Logitech products are already compliant. It is expected although
not yet officially confirmed that exclusions listed in EU RoHS will be carried into China RoHS legislation. China RoHS requires additional
labelling of product that will be shipped in China and Logitech has already taken steps to help ensure we comply with these requirements.

In the U.S., Appliance Efficiency Regulations were adopted by the California Energy Commission. The regulations set out standards for the
energy consumption performance of products within the scope of the regulations, which includes some of Logitech�s products. The standards
apply to appliances sold or offered for sale in California, and Logitech has redesigned or changed some products to comply with these
regulations.

Similar environmental legislation may be enacted in other geographies, the cumulative impact of which could be significant. If such legislation
is enacted in other countries, Logitech intends to develop compliance programs as necessary. However, until that time, we are not able to
estimate any possible impact.

The effects on Logitech�s business of complying with other government regulations are limited to the cost of allocation of the appropriate
resources for agency fees and testing as well as the time required to obtain agency approvals. The costs and schedule requirements are industry
requirements and therefore do not represent an undue burden relative to Logitech�s competitive position. As regulations change, we will seek to
modify our products or processes to address those changes.
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Seasonality

Our retail product sales are seasonal. Sales are typically highest during the third fiscal quarter (October to December), due primarily to the
increased demand for our products during the year-end holiday buying season, and to a lesser extent in the fourth fiscal quarter (January to
March). Our sales in the first and second quarters can vary significantly as a result of new product introductions and other factors. Accordingly,
year-over-year comparisons are more indicative of variability in our results of operations than quarter-over-quarter comparisons.

Materials

We purchase some of our products and the key components used in our products from a limited number of sources. Refer to the discussion in
Item 3D Risk Factors � �We purchase key components and products from a limited number of sources, and our business and operating results
could be harmed if supply were delayed or constrained or if there were shortages of required components.�

C.    Organizational Structure

The following lists the Company�s significant subsidiaries:

Name
Country of

Incorporation
Ownership

Interest
Logitech Inc. U.S. 100%
Logitech Asia Pacific Limited Hong Kong 100%
Logitech Technology (Suzhou) Co. Ltd. China 100%
Logitech Europe S.A. Switzerland 100%

D.    Property, plant and equipment

Logitech�s Europe headquarters are in Romanel-sur-Morges, Switzerland, in a Company-owned facility comprising 33,300 square feet, occupied
by research and development, product marketing, technical support, administration and certain Logitech group activities including finance. We
lease two additional facilities of 8,700 and 8,400 square feet in Morges, Switzerland. These leases expire in June 2007 and July 2007. Sales and
marketing, including sales management, are located in these facilities. We have signed a lease on a new facility in Morges, comprising
approximately 51,000 square feet, which we began occupying in April 2007. This facility is occupied by sales and marketing management,
technical support, administration and certain Logitech group activities, including finance, legal and human resources. The lease began in January
2007 and will continue for 10 years, with the option for Logitech to terminate the lease after 5 years.

In North America, our headquarters in Fremont, California consist of four leased buildings comprising approximately 172,000 square feet. These
facilities are occupied by Logitech�s Americas headquarters, including research and development, product marketing, sales management,
technical support and administration. The Fremont lease expires in March 2013. The audio business unit is located in 36,000 square feet of
leased office space in Vancouver, Washington. This lease expires in April 2009. We also lease approximately 18,000 square feet in Mountain
View, California, occupied by our streaming media group, on a lease which expires in May 2011. In addition, we sublease approximately 20,000
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square feet in Mississauga, Canada for our remote controls group, on a lease which expires in September 2009.

Our 3Dconnexion subsidiary has subleased a 5,500 square foot office in San Jose, California through December 2007. In Seefeld, Germany,
3Dconnexion has leased 15,000 square feet through the year 2010 for its European headquarters, research and development, and manufacturing.

Worldwide operations and engineering occupy a Logitech-owned 112,000 square foot facility in Hsinchu, Taiwan, which includes mechanical
engineering, new product launches, process engineering, commodities management, logistics, quality assurance, and administration. Personnel
in Hsinchu manage distribution of
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product throughout Asia through the use of externally administered warehouses in Taiwan, China and Singapore. Logitech�s high-volume
manufacturing is located in Suzhou, China, in two Company-owned buildings totaling 600,000 and 253,700 square feet. We also leased a 91,500
square foot building for molding operations, on a lease which terminates in April 2007. We are negotiating a lease on a new facility of
approximately 53,750 square feet for the molding operations. We have also signed a lease on a new facility in Suzhou, comprising
approximately 143,000 square feet, which is expected to be available for occupation in June 2007. The lease expires in May 2012 and the facility
will be used for production and manufacturing.

In addition to the distribution centers in Asia, Logitech has major distribution centers in Southaven, Mississippi and in the Netherlands. The
550,000-square foot facility in Southaven is contracted with a third-party logistics company that leases and manages the distribution center for
Logitech. The arrangement with the management company is through December 2007 with an option to renew annually. We have two
distribution centers in the Netherlands; the main European distribution location in Venray, Netherlands and a smaller facility in Venlo,
Netherlands. Both facilities are contracted with warehouse management companies that lease and manage the distribution centers for Logitech.
The Venray warehouse is approximately 183,400 square feet and the arrangement with the management company was originally through
December 2006 and has been extended to December 2009. The Venlo facility is approximately 80,000 square feet, and the arrangement with the
management company is through December 2007. Additionally, we have a 45,500-square foot distribution center in Zalaegerzeg, Hungary,
which is also contracted with a warehouse management company. Logitech also contracts with various distribution services throughout the
world for additional warehouses in which we store inventory.

We also have leased sales offices in more than 55 locations in 37 countries, with various expiration dates from 2007 to 2015.

We believe that Logitech�s manufacturing and distribution facilities are adequate for our ongoing needs and we continue to evaluate the need for
additional facilities to meet anticipated future requirements.

ITEM 4A. UNRESOLVED STAFF COMMENTS

Not applicable.

ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The following Operating and Financial Review and Prospects contains forward-looking statements that involve risks and uncertainties. The
Company�s actual results could differ materially from those anticipated in these statements as a result of certain factors, including those set
forth above in Item 3D �Risk Factors,� and below in Item 11 �Quantitative and Qualitative Disclosure about Market Risk.�

Overview

Logitech is a world leader in personal 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. Our
products include mice, keyboards, trackballs, 3D control devices, webcams, multimedia speakers, wireless and Internet music solutions for the
home, headsets, headphones, gaming controllers, gaming accessories and advanced remote controls for home entertainment systems.
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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.
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We have historically targeted peripherals for the PC platform, a market that is dynamically changing as a result of consumer trends toward
notebooks and other mobile devices. We remain focused on strengthening our leadership in the PC peripherals market through the introduction
of products that support the continued growth of the notebook market segment. We have also expanded into peripherals for other platforms,
including video game consoles, mobile phones, home entertainment systems and mobile entertainment and digital music systems.

Logitech�s 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 meeting customer
needs for personal peripheral devices and believe innovation and product quality are important to gaining market acceptance and strengthening
market leadership.

Over the last several years, Logitech has created a foundation for long-term growth, by expanding and improving our supply chain operations,
investing in product development and marketing, delivering innovative new products and pursuing new market opportunities. We have
significantly broadened our product offerings and the markets in which we sell. Our 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.

In fiscal year 2007, revenues increased 15% to $2.1 billion and net income increased 27% to $229.8 million, reflecting our 2007 focus on
capturing growth opportunities and improving profitability. We achieved continued growth in all major product categories, an indication of the
strength of our product portfolio. Cordless mice and desktops, audio and Harmony remote control retail sales were key growth categories
contributing to the Company�s fiscal 2007 financial performance. We also achieved strong gross margin improvements through our emphasis on
driving product innovation and controlling and reducing our product cost structure. We also invested in business applications and information
technology to improve our operational and financial processes.

Our strategy for fiscal year 2008 remains to position Logitech as a premium supplier in our product categories, offering affordable luxury to the
consumer while continuing to compete aggressively in all market segments, from the entry level through the high-end. To implement this
strategy, our focus will include continued growth through innovative new products and enhanced scalability of operations. We plan to expand
our successful line of peripherals for the notebook platform, particularly with new cordless mice and products similar to the Logitech Alto
notebook stand. We have a number of innovative keyboards and desktops planned for desktop PC users. We will also introduce major navigation
innovation in the pointing device category. In the digital music arena, we plan to introduce new PC and iPod® speakers for all major price points,
and leverage the opportunities provided by our Slim Devices acquisition in the wireless streaming of digital content. Innovative new gaming
products and the continued expansion of the Harmony remote control product line are also in our plans for fiscal year 2008. To support our
planned growth, we intend to scale our processes to handle the increased complexity of our product line and improve the product life cycle
management process. We also intend to manage our operating expenses in line with our gross profit growth for the year.

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�) and in compliance with relevant Swiss law 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.
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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.

We believe the following accounting estimates are most critical to our business operations and to an understanding of our financial condition and
results of operations, and reflect the more significant judgments and estimates used in the preparation of our consolidated financial statements.

Customer Programs

We record accruals for product returns, cooperative marketing arrangements, customer incentive programs and price protection. The estimated
cost of these programs is accrued in the period the Company sells the product or commits to the program as a reduction of revenue or as an
operating expense, if we receive an identifiable benefit from the customer and can reasonably estimate the fair value of that benefit. Significant
management judgments and estimates must be used to determine the cost of these programs in any accounting period.

The Company grants limited rights to return product. Return rights vary by customer, and range from just the right to return defective product to
the right to return a limited percentage of the previous quarter�s purchases, if the customer places an offsetting order for the amount they
returned. Estimates of expected future product returns are recognized at the time of sale based on analyses of historical return trends by customer
and by product, inventories owned by and located at distributors and retailers, current customer demand, current operating conditions, and other
relevant customer and product information, such as stage of product life-cycle. Return trends are influenced by the timing of the sale, the type of
customer, operational policies and procedures, product sell-through, product quality issues, sales levels, market acceptance of products,
competitive pressures, new product introductions, product life cycle status, and other factors. Return rates can fluctuate over time, but are
sufficiently predictable to allow us to estimate expected future product returns.

The Company�s cooperative marketing arrangements include contractual customer marketing and sales incentive programs. We enter into
customer marketing programs with most of our distribution and retail customers allowing customers to receive a credit equal to a set percentage
of their purchases of the Company�s products for various marketing programs. The objective of these programs is to encourage advertising and
promotional events to increase sales of our products. Accruals for the estimated costs of these marketing programs are recorded based on the
contractual percentage of product purchased in the period we recognize revenue. The Company also offers rebates and discounts for certain
types of sell-through programs. Accruals for these sales incentive programs are recorded at the time of sale based on negotiated terms, historical
experience and inventory levels in the channel.

Customer incentive programs include volume and consumer rebates. We offer volume rebates to our distribution and retail customers related to
purchase volumes or sales of specific products by distributors to specified retailers. Reserves for volume rebates are recognized as a reduction of
the sale price at the time of sale. Estimates of required reserves are determined based on negotiated terms, consideration of historical experience,
anticipated volume of future purchases, and inventory levels in the channel. Consumer rebates are offered from time to time at the Company�s
discretion directly to end-users. Estimated costs of consumer rebates and similar incentives are recorded at the time the incentive is offered,
based on the specific terms and conditions. Certain incentive programs, including consumer rebates, require management to estimate the number
of customers who will actually redeem the incentive based on historical experience and the specific terms and conditions of particular programs.

We have contractual agreements with certain of our customers that contain terms allowing price protection credits to be issued in the event of a
subsequent price reduction (contractual price protection). Our decision to

Edgar Filing: LOGITECH INTERNATIONAL SA - Form 20-F

Table of Contents 66



34

Edgar Filing: LOGITECH INTERNATIONAL SA - Form 20-F

Table of Contents 67



Table of Contents

make price reductions is influenced by channel inventory levels, product life cycle stage, market acceptance of products, the competitive
environment, new product introductions and other factors. Credits are issued for units that customers have on hand or in transit at the date of the
price reduction. Reserves for the estimated amounts to be reimbursed to qualifying customers are established quarterly based on planned price
reductions, analyses of qualified inventories on hand with distributors and retailers and historical trends by customer and by product.

We regularly evaluate the adequacy of our accruals for product returns, cooperative marketing arrangements, customer incentive programs and
price protection. Future market conditions and product transitions may require the Company to take action to increase such programs. In
addition, when the variables used to estimate these costs change, or if actual costs differ significantly from the estimates, we would be required
to record incremental reductions to revenue or increased operating expenses. If, at any future time, the Company becomes unable to reasonably
estimate these costs, recognition of revenue might be deferred until products are sold to end-users, which would adversely impact revenue in the
period of transition.

Allowance for Doubtful Accounts

We sell our products through a worldwide network of distributors, retailers and OEM customers. Logitech generally does not require any
collateral from its customers. However, we seek to control our credit risk through ongoing credit evaluations of our customers� financial
condition.

We regularly evaluate the collectibility of our accounts receivable and maintain allowances for doubtful accounts. The allowances are based on
management�s assessment of the collectibility of specific customer accounts, including their credit worthiness and financial condition, as well as
the Company�s historical experience with bad debts and customer deductions, receivables aging, current economic trends and geographic or
country-specific risks and the financial condition of its distribution channel.

As of March 31, 2007, one customer represented 16% of total accounts receivable. The customers comprising the ten highest outstanding trade
receivable balances accounted for approximately 52% of total accounts receivable as of March 31, 2007. A deterioration of a significant
customer�s financial condition could cause actual write-offs to be materially different from the estimated allowance. If any of these customers�
receivable balances should be deemed uncollectible or if actual write-offs are higher than historical experience, we would have to make
adjustments to our allowance for doubtful accounts, which could result in an increase in the Company�s operating expenses.

Inventory Valuation

The Company must order components for its products and build inventory in advance of customer orders. Further, our industry is characterized
by rapid technological change, short-term customer commitments and rapid changes in demand.

We record inventories at the lower of cost or market value and record write-downs of inventories which are obsolete or in excess of anticipated
demand or market value. A review of inventory is performed each fiscal quarter that considers factors including the marketability and product
life cycle stage, product development plans, component cost trends, demand forecasts and current sales levels. We identify inventory exposures
by comparing inventory on hand, in the channel and on order to historical and forecasted sales over six month periods. Inventory on hand which
is not expected to be sold or utilized based on review of forecasted sales and utilization is considered excess, and we recognize the write-off in
cost of sales at the time of such determination. At the time of loss recognition, a new, lower-cost basis for that inventory is established and
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subsequent changes in facts and circumstances would not result in an increase in the cost basis. If there were an abrupt and substantial decline in
demand for Logitech�s products or an unanticipated change in technological or customer requirements, we may be required to record additional
write-downs which could adversely affect gross margins in the period when the write-downs are recorded.
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Share-Based Compensation Expense

We adopted the fair value recognition provisions of Statement of Financial Accounting Standards No. 123 (revised 2004), �Share-Based
Payments� (�SFAS 123R�), effective April 1, 2006, using the modified prospective transition method. Therefore, results for periods prior to April 1,
2006 have not been restated to include share-based compensation expense calculated in accordance with SFAS 123R. Share-based compensation
expense for fiscal year 2007 also includes compensation expense, reduced for estimated forfeitures, for awards granted after April 1, 2006 based
on the grant-date fair value estimated using the Black-Scholes-Merton option-pricing valuation model, recognized on a straight-line basis over
the service period of the award. For share-based compensation awards granted prior to but not yet vested as of April 1, 2006, share-based
compensation expense for fiscal year 2007 was based on the grant-date fair value estimated using the Black-Scholes-Merton option-pricing
valuation model and reduced for estimated forfeitures recognized on a straight-line basis over the service period for each separately vesting
portion of the award. See Note 4�Share-Based Compensation in the Notes to the Consolidated Financial Statements for further discussion of
share-based compensation.

Our estimates of share-based compensation expense require a number of complex and subjective assumptions including our stock price
volatility, employee exercise patterns, future forfeitures, dividend yield, related tax effects and the selection of an appropriate fair value model.
We estimate expected share price volatility based on historical volatility using daily prices over the term of past options or purchase offerings, as
we consider historical share price volatility as most representative of future stock option volatility. We estimate expected life based on historical
settlement rates, which we believe are most representative of future exercise and post-vesting termination behaviors. We use historical data to
estimate pre-vesting option forfeitures, and we record share-based compensation expense only for those awards that are expected to vest. The
dividend yield assumption is based on the Company�s history and future expectations of dividend payouts.

The assumptions used in calculating the fair value of share-based compensation expense and related tax effects represent management�s best
estimates, but these estimates involve inherent uncertainties and the application of management judgment. As a result, if factors change and we
use different assumptions, or if we decide to use a different valuation model, our share-based compensation expense could be materially
different in the future from what we have recorded in the current period, which could materially affect our results of operations.

Accounting for Income Taxes

Logitech operates in multiple jurisdictions and its profits are taxed pursuant to the tax laws of these jurisdictions. The Company�s effective tax
rate may be affected by the changes in or interpretations of tax laws in any given jurisdiction, utilization of net operating loss and tax credit
carryforwards, changes in geographical mix of income and expense, and changes in management�s assessment of matters such as the ability to
realize deferred tax assets. As a result of these considerations, we must estimate income taxes in each of the jurisdictions in which we operate.
This process involves estimating actual current tax exposure together with assessing temporary differences resulting from different treatment of
items for tax and accounting purposes. These differences result in deferred tax assets and liabilities, which are included in the consolidated
balance sheet.

We assess the likelihood that our deferred tax assets will be recovered from future taxable income, considering all available evidence such as
historical levels of income, expectations and risks associated with estimates of future taxable income and ongoing prudent and feasible tax
strategies. We believe it is more likely than not that such assets will be realized; however, ultimate realization could be negatively impacted by
market conditions and other variables not known or anticipated at this time. In the event we determine that we would not be able to realize all or
part of our deferred tax assets, an adjustment would be charged to earnings in the period such determination is made. Likewise, if we later
determine that it is more likely than not that the deferred tax assets would be realized, the previously provided valuation allowance would be
reversed.
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In addition, the Company is subject to examination by various taxing authorities. We believe we have adequately provided in the financial
statements for additional taxes that we estimate may be required to be paid as a result of such examinations. If the payment ultimately proves to
be unnecessary, the reversal of the tax liabilities would result in tax benefits being recognized in the period we determine the liabilities are no
longer necessary. If a final tax assessment exceeds our estimate of tax liabilities, an additional charge to expense will result. See Note 14 �
Income Taxes in the Notes to the Consolidated Financial Statements for further discussion.

Valuation of Long-Lived Assets

We review long-lived assets, such as investments, property, plant and equipment, and goodwill and other intangible assets for impairment
whenever events indicate that the carrying amount of these assets might not be recoverable. Factors considered important which could require us
to review an asset for impairment include the following:

� significant underperformance relative to historical or projected future operating results;

� significant changes in the manner of use of the assets or the strategy for the Company�s overall business;

� significant negative industry or economic trends;

� significant decline in the Company�s stock price for a sustained period; and

� market capitalization relative to net book value.

Recoverability of investments, property, plant and equipment, and other intangible assets is measured by comparing the projected undiscounted
cash flows the asset is expected to generate with its carrying amount. If an asset is considered impaired, the impairment to be recognized is
measured by the excess of the carrying amount of the asset over its fair value.

We evaluate goodwill for impairment on an annual basis and whenever events or changes in circumstances indicate that the carrying amount
may not be recoverable from our estimated future cash flows. Recoverability of goodwill is measured at the reporting unit level by comparing
the reporting unit�s carrying amount, including goodwill, to the fair value of the reporting unit. If the carrying amount of the reporting unit
exceeds its fair value, goodwill is considered impaired, and a second test is performed to measure the amount of impairment loss. While the
Company has fully integrated all of its acquired companies, it continues to maintain discrete financial information for 3Dconnexion and
accordingly determines impairment for the goodwill acquired with the 3Dconnexion acquisition at the entity level. All other acquired goodwill is
evaluated for impairment at a total enterprise level.

In determining fair value, we consider various factors including estimates of future market growth and trends, forecasted revenue and costs,
expected periods over which our assets will be utilized, and other variables. We calculate the Company�s fair value based on the present value of
projected cash flows using a discount rate determined by management to be commensurate to the risk inherent in the Company�s current business
model. To date, we have not recognized any impairment of goodwill. Logitech bases its fair value estimates on assumptions it believes to be
reasonable, but which are inherently uncertain.
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Recent Accounting Pronouncements

In July 2006, the Financial Accounting Standards Board (�FASB�) issued FASB Interpretation No. 48, �Accounting for Uncertainty in Income
Taxes, an interpretation of FASB Statement No. 109� (�FIN 48�). FIN 48 defines the threshold for recognizing the benefits of tax return positions in
the financial statements as �more-likely-than-not� to be sustained by the taxing authority and provides guidance on the derecognition,
measurement and classification of income tax uncertainties, along with any related interest and penalties. FIN 48 also includes guidance
concerning accounting for income tax uncertainties in interim periods and increases the level of
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disclosures associated with any recorded income tax uncertainties. FIN 48 is effective for fiscal years beginning after December 15, 2006 and is
required to be adopted by the Company in the first quarter of fiscal year 2008. The cumulative effects, if any, of applying FIN 48 will be
recorded as an adjustment to retained earnings as of the beginning of the period of adoption. We are evaluating the financial statement and
disclosure impact of adopting FIN 48. In May 2007, the FASB issued FASB Staff Position FIN 48-1, �Definition of �Settlement� in FASB
Interpretation No. 48� (�FSP FIN 48-1�). FSP FIN 48-1 provides guidance on how a company should determine whether a tax position is
effectively settled for the purpose of recognizing previously unrecognized tax benefits. FSP FIN 48-1 is effective upon initial adoption of FIN
48, which we will adopt in the first quarter of fiscal year 2008.

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, �Fair Value Measurements� (�SFAS 157�). SFAS 157
defines fair value, establishes a framework for measuring fair value under generally accepted accounting principles, and expands disclosures
about fair value measurements. SFAS 157 affects other accounting pronouncements that require or permit fair value measurements where the
FASB has previously concluded that fair value is the relevant measurement attribute. SFAS 157 does not require any new fair value
measurements, but may change current practice in some instances. SFAS 157 is effective for fiscal years beginning after November 15, 2007.
We will adopt SFAS 157 in the first quarter of fiscal year 2009, and we are evaluating the financial statement and disclosure impact.

In February 2007, the FASB issued SFAS No. 159, �The Fair Value Option for Financial Assets and Financial Liabilities � including an
amendment of FAS 115� (�SFAS 159�). SFAS 159 allows companies to choose, at specified election dates, to measure eligible financial assets and
liabilities at fair value that are not otherwise required to be measured at fair value. Unrealized gains and losses shall be reported on items for
which the fair value option has been elected in earnings at each subsequent reporting date. SFAS 159 also establishes presentation and disclosure
requirements. SFAS 159 is effective for fiscal years beginning after November 15, 2007 and is required to be adopted by the Company in the
first quarter of fiscal year 2009. SFAS 159 will be applied prospectively. We are currently determining whether fair value accounting is
appropriate for any of our eligible items and cannot estimate the financial statement and disclosure impact which SFAS 159 would have, if any.

Results of Operations

Year Ended March 31, 2007 Compared with Year Ended March 31, 2006

Net Sales

Net sales by channel and product family for fiscal years 2007 and 2006 were as follows (in thousands):

2007 2006 Change %
Net sales by channel:
Retail $ 1,844,395 $ 1,588,033 16%
OEM 222,174 208,682 6%

Total net sales $ 2,066,569 $ 1,796,715 15%

Net sales by product family:
Retail � Cordless $ 525,885 $ 448,358 17%
Retail � Corded 332,129 314,695 6%
Retail � Video 313,932 273,340 15%
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Retail � Audio 404,069 334,496 21%
Retail � Gaming 145,784 136,944 6%
Retail � Remote Controls 91,739 57,227 60%
Retail � Other 30,857 22,973 34%
OEM 222,174 208,682 6%

Total net sales $ 2,066,569 $ 1,796,715 15%
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Logitech�s cordless and corded product families include our mice, trackballs, keyboards and desktops; video is comprised of PC webcams; audio
includes multimedia speakers and headset products for the PC, and mobile entertainment and communication platforms; gaming includes
console and PC peripherals; remote controls includes our advanced remote controls for home-entertainment systems; and other is comprised of
our 3D input device offerings and Slim Devices wireless music systems.

Net sales in fiscal year 2007 increased significantly from the prior year due to continued growth in demand for the Company�s retail and OEM
products. Retail sales growth was largely attributable to strong demand for desktops and keyboards, cordless mice, video, speakers and remote
control products. OEM sales also returned to growth based on strong demand for embedded video. Approximately 55% of the Company�s sales
were denominated in currencies other than the U.S. dollar in fiscal year 2007. Although the Euro continued to strengthen in fiscal year 2007, any
potential benefit does not consider the impact that currency fluctuations had on our pricing strategy, resulting in lowering or raising selling
prices in one currency to avoid disparity with U.S. dollar prices and to respond to currency-driven competitive pricing actions. We believe that
currency fluctuations did not have a material impact on our revenue growth in fiscal year 2007.

Retail Cordless.  Sales of the Company�s retail cordless products in fiscal year 2007 increased 17% compared with fiscal year 2006, while units
sold increased 15%. The growth was led by sales of cordless mice, which increased 25% in dollars and 18% in units, based on the success of
new launches such as the MXTM Revolution cordless laser mouse, the VX RevolutionTM cordless laser mouse for notebooks and the V450 laser
cordless mouse for notebooks. Cordless desktop and keyboard sales grew 11% while units increased 12%, anchored by the new ultra-high-end
diNovo EdgeTM keyboard.

Retail Corded.  Desktops and keyboards also boosted sales of corded products by 6% with units increasing 7% compared with the prior year.
The Logitech Alto, our portable notebook stand with an integrated keyboard, made a significant contribution to the growth in the category. Sales
of corded mice declined 1% while units increased 3%, primarily due to a decline in gaming mice sales.

Retail Video.  Retail video sales and units increased 15% compared with the prior year. Demand for webcams was strong in the first three
quarters of the fiscal year, but faltered in the fourth quarter due to significantly slower market growth and loss in market share.

Retail Audio.  Retail audio sales increased 21% and units increased 20% compared with the prior year. The growth came primarily from
speakers, with sales increasing 35% and units increasing 38%, reflecting strength in both PC speakers and digital music speakers, including our
portable speakers for iPod and the X-540 and X-230 PC speakers. Sales of headsets increased 24% and units grew 27%.

Retail Gaming.  Sales in retail gaming grew 6% while units sold declined 11% compared with the prior year. Sales of PC gaming peripherals
returned to growth, increasing 63% while units increased 24%. Demand was particularly strong for the G25 Racing Wheel and the G15 Gaming
Keyboard. Sales of console peripherals decreased 38% in dollars and 36% in units, as consumers waited for the transition to Playstation 3 which
occurred late in the fiscal year. Our peripherals for Playstation 3 were ready for the transition, resulting in an increase of 9% in console gaming
sales in the fourth quarter.

Retail Remote Controls.  Sales increased 60% and units sold increased 67% compared with the prior year, due to growth in demand, particularly
for the touch-screen Harmony 1000.
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Retail Other.  Sales in the other retail category increased 34% compared with the prior year, primarily due to sales of Slim Devices products,
which were acquired in fiscal year 2007. Other retail includes sales of 3D control devices and Slim Devices wireless music systems.

Retail Regional Performance.  Retail sales in the Americas region increased 18%, with strong performance in the cordless product line and in
Harmony remote controls. European retail sales increased 16%, due to strong
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sales growth in audio, video and cordless products. In Asia Pacific, retail sales grew 6%, with the largest growth occurring in audio products.
The growth in Asia Pacific was constrained by weakness in Japan, where we are implementing a management transition.

OEM.  OEM revenues increased 6% compared with fiscal year 2006 and represented 11% of total sales in fiscal year 2007, compared with 12%
in the prior fiscal year. OEM units decreased 1%, reflecting a change in product mix from mice to video. The decline in OEM mice sales was
more than offset by sales of embedded webcams and cordless desktops and keyboards.

Gross Profit

Gross profit for fiscal years 2007 and 2006 was as follows (in thousands):

2007 2006 Change %
Net sales $ 2,066,569 $ 1,796,715 15%
Cost of goods sold 1,357,044 1,222,605 11%

Gross profit $ 709,525 $ 574,110 24%

Gross margin 34.3% 32.0%

Gross profit consists of net sales, less cost of goods sold which includes materials, direct labor and related overhead costs, costs of
manufacturing facilities, costs of purchasing components from outside suppliers, distribution costs and write-down of inventories.

The increase in gross profit and improvement in gross margin resulted from the net sales increase over the prior year combined with improved
product margins and reductions in distribution costs. The relative mix of product categories was consistent with the prior year. Due to product
innovation and cost improvements, margins on new products launched in fiscal year 2007 were generally higher than the products replaced. In
addition, distribution costs increased at a rate less than one-half the rate of net sales increase, due to the Company�s successful supply chain
improvements in fiscal year 2007.

Operating Expenses

Operating expenses for fiscal years 2007 and 2006 were as follows (in thousands):

2007 2006 Change %
Marketing and selling $ 272,264 $ 221,504 23%
% of net sales 13.2% 12.3%
Research and development 108,256 87,953 23%
% of net sales 5.2% 4.9%
General and administrative 98,143 65,742 49%
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% of net sales 4.7% 3.7%

Total operating expenses $ 478,663 $ 375,199 28%

Marketing and Selling

Marketing and selling expense consists of personnel and related overhead costs, corporate and product marketing, promotions, advertising, trade
shows, customer and technical support and facilities costs.

Marketing and selling expense in fiscal year 2007 was higher than fiscal year 2006 primarily due to increased advertising and customer
marketing programs to stimulate sales and higher personnel costs from headcount growth in support of increased retail business, including our
continued expansion in Latin America,
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Eastern Europe and China. Costs also increased due to product design and marketing expenses for new product launches. In addition, personnel
costs included $7.2 million of share-based compensation cost resulting from the adoption of SFAS 123R on April 1, 2006. No share-based
compensation expense was recognized in fiscal year 2006. Operating expenses also increased as a result of exchange rate changes on translation
to the U.S. dollar financial statements, due to the weakening of the U.S. dollar relative to the Euro and Swiss franc.

Research and Development

Research and development expense consists of personnel and related overhead costs, contractors and outside consultants, supplies and materials,
equipment depreciation and facilities costs, all associated with the design and development of new products and enhancements of existing
products.

Headcount increases in product research and development related to the audio, video and remote control product lines were the primary
contributor to the increase in research and development costs. Personnel costs also increased due to $3.2 million of share-based compensation
cost resulting from the adoption of SFAS 123R. No share-based compensation expense was recognized in fiscal year 2006. The impact of
exchange rate changes on translation to the Company�s U.S. dollar financial statements was not material.

General and Administrative

General and administrative expense consists primarily of personnel and related overhead and facilities costs for the finance, information systems,
executive, human resources and legal functions.

General and administrative expense increased due to headcount additions to support business growth, costs incurred for Sarbanes-Oxley-related
activity, increased costs associated with our implementation of Oracle 11i enterprise resource planning software, and increased occupancy costs
related to infrastructure expansion. Personnel costs in fiscal year 2007 also include $7.1 million of share-based compensation expense resulting
from the adoption of SFAS 123R. No share-based compensation expense was recognized in fiscal year 2006. The impact of exchange rates on
translation to the Company�s U.S. dollar financial statements was not material.

Interest Income, Net

Interest income and expense for fiscal years 2007 and 2006 were as follows (in thousands):

2007 2006 Change %
Interest income $ 9,083 $ 5,512 65%
Interest expense (350) (1,921) (82)%

Interest income, net $ 8,733 $ 3,591 143%
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Interest income increased over the prior year as a result of higher invested balances in cash and short-term investments, and higher returns
earned on invested amounts. Interest expense was lower compared with fiscal year 2006 because of the conversion of the Company�s convertible
bonds during the third quarter of fiscal year 2006.

Other Income, Net

Other income and expense for fiscal years 2007 and 2006 were as follows (in thousands):

2007 2006 Change %
Foreign currency exchange gains, net $ 6,190 $ 7,580 (18)%
Gain on sale of investments, net 9,048 560 1516%
Write-off of investments �  (1,168) (100)%
Other, net 724 380 (91)%

Other income, net $ 15,962 $ 7,352 117%
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The decrease in net foreign currency exchange gains for fiscal year 2007 resulted from fluctuations in exchange rates. The Company does not
speculate in currency positions, but is alert to opportunities to maximize our foreign exchange gains. During fiscal year 2007, we sold our
investment in Anoto Group AB and recognized a gain of $9.1 million. In fiscal year 2006, we recorded a gain on another investment and a $1.2
million impairment of our investment in A4Vision, Inc.

Provision for Income Taxes

The provision for income taxes and effective tax rate for fiscal years 2007 and 2006 were as follows (in thousands):

2007 2006
Provision for income taxes $ 25,709 $ 28,749
Effective income tax rate 10.1% 13.7%

The provision for income taxes consists of income and withholding taxes. The decrease in effective tax rate is primarily due to changes in the
geographic mix of income, the effect of implementation of SFAS 123R and the tax benefits recognized from discrete events, including the
reinstatement of a research and development tax credit in the United States.

Year Ended March 31, 2006 Compared with Year Ended March 31, 2005

Net Sales

Net sales by channel and product family for fiscal years 2006 and 2005 were as follows (in thousands):

2006 2005 Change %
Net sales by channel:
Retail $ 1,588,033 $ 1,294,404 23 %
OEM 208,682 188,222 11 %

Total net sales $ 1,796,715 $ 1,482,626 21 %

Net sales by product family:
Retail � Cordless $ 448,358 $ 453,519 (1)%
Retail � Corded 314,695 296,346 6 %
Retail � Video 273,340 201,626 36 %
Retail � Audio 334,496 158,134 112 %
Retail � Gaming 136,944 146,517 (7)%
Retail � Remote Controls 57,227 19,320 196 %
Retail � Other 22,973 18,942 21 %
OEM 208,682 188,222 11 %

Edgar Filing: LOGITECH INTERNATIONAL SA - Form 20-F

Table of Contents 82



Total net sales $ 1,796,715 $ 1,482,626
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