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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended March 31, 2012

OR

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

For the Transition Period from              to             

Commission File Number: 1-9764

Harman International Industries, Incorporated
(Exact name of registrant as specified in its charter)
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Delaware 11-2534306
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

400 Atlantic Street, Suite 1500

Stamford, CT 06901
(Address of principal executive offices) (Zip code)

(203) 328-3500

(Registrant�s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    x  Yes    ¨  No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    x  Yes    ¨  No

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

(Check one):

Large accelerated filer x Accelerated filer ¨

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

As of April 25, 2012, 70,481,179 shares of common stock, par value $0.01, were outstanding.
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Forward-Looking Statements

This report contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E
of the Securities Exchange Act of 1934, as amended. You should not place undue reliance on these statements. Forward-looking statements
include information concerning possible or assumed future results of operations, cash flows, capital expenditures, the outcome of pending legal
proceedings and claims, goals and objectives for future operations, including descriptions of our business strategies and purchase commitments
from customers. These statements are typically identified by words such as �believe,� �anticipate,� �expect,� �plan,� �intend,� �estimate,� �should,� �will� and
similar expressions. We base these statements on particular assumptions that we have made in light of our industry experience, as well as our
perception of historical trends, current conditions, expected future developments and other factors that we believe are appropriate under the
circumstances. As you read and consider the information in this report, you should understand that these statements are not guarantees of
performance or results. They involve risks, uncertainties and assumptions. In light of these risks and uncertainties, we cannot assure you that the
results and events contemplated by the forward-looking statements contained in, or incorporated by reference into, this report will in fact
transpire.

You should carefully consider the risks described below and the other information in this report because they identify important factors that
could cause actual results to differ materially from those predicted in any such forward-looking statements. Our operating results may fluctuate
significantly and may not meet our expectations or those of securities analysts or investors. The price of our stock would likely decline if this
occurs. Factors that may cause fluctuations in our operating results include, but are not limited to, the following:

� our ability to maintain profitability in our infotainment division if there are delays in our product launches which may give rise to
significant penalties and increased engineering expense;

� the loss of one or more significant customers, or the loss of a significant platform with an automotive customer;

� warranty obligations for defects in our products;

� fluctuations in currency exchange rates, particularly with respect to the value of the U.S. Dollar and the Euro;

� our ability to successfully implement our global footprint initiative, including achieving cost reductions and other benefits in
connection with the restructuring of our manufacturing, engineering, procurement and administrative organizations;

� fluctuations in the price and supply of raw materials including, without limitation, petroleum, copper, steel, aluminum, synthetic
resins, rare metals and rare-earth minerals, or shortages of materials, parts and components;

� the inability of our suppliers to deliver products at the scheduled rate and disruptions arising in connection therewith;

� our ability to attract and retain qualified senior management and to prepare and implement an appropriate succession plan for our
critical organizational positions;

� our failure to implement and maintain a comprehensive disaster recovery program;

�
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our failure to comply with governmental rules and regulations, including the Foreign Corrupt Practices Act and U.S. export control
laws, and the cost of complying with such laws;

� our ability to maintain a competitive technological advantage through innovation and leading product designs;

� our failure to maintain the value of our brands and implementing a sufficient brand protection program;

� the outcome of pending or future litigation and other claims, including, but not limited to, the current stockholder and Employee
Retirement Income Security Act of 1974 lawsuits; and

� our ability to enforce or defend our ownership and use of intellectual property rights.
Although we believe that these forward-looking statements are based on reasonable assumptions, you should be aware that many factors could
affect our actual results of operations and could cause actual results to differ materially from those expressed in the forward-looking statements.
As a result, the foregoing factors should not be construed as exhaustive, and should be read together with the other cautionary statements
included in this and other reports we file with the Securities and Exchange Commission including the information in Item 1A, under the caption
�Risk Factors� of Part I to our Annual Report on Form 10-K for the fiscal year ended June 30, 2011. We undertake no obligation to publicly
update or revise any forward-looking statement (except as required by law). This report also makes reference to our awarded business, which
represents the estimated future lifetime net sales for all customers. Our future awarded business does not represent firm customer orders. We
calculate our awarded business using various assumptions including global vehicle production forecasts, customer take rates for our products,
revisions to product life cycle estimates and the impact of annual price reductions, among other factors. These assumptions are updated on an
annual basis. We update our estimates quarterly by adding the value of new awards received and subtracting sales recorded during the quarter.

i
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements
HARMAN INTERNATIONAL INDUSTRIES, INCORPORATED AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

(In thousands)
March 31,

2012 June 30, 2011
Assets
Current assets
Cash and cash equivalents $ 640,558 $ 603,892
Short-term investments 127,201 317,322
Receivables, net 689,018 579,272
Inventories, net 501,071 423,137
Other current assets 237,366 184,532

Total current assets 2,195,214 2,108,155
Property, plant and equipment, net 437,918 470,300
Goodwill 186,445 119,357
Deferred tax assets, long-term 316,964 229,941
Other assets 145,443 130,742

Total assets $ 3,281,984 $ 3,058,495

Liabilities and Shareholders� Equity
Current liabilities
Current portion of long-term debt $ 391,268 $ 386
Short-term debt 246 1,785
Accounts payable 461,566 473,486
Accrued liabilities 410,356 436,537
Accrued warranties 102,384 122,396
Income taxes payable 12,308 12,991

Total current liabilities 1,378,128 1,047,581
Convertible senior notes 0 378,401
Pension liability 146,542 142,136
Other non-current liabilities 101,597 66,719

Total liabilities 1,626,267 1,634,837

Commitments and contingencies �  �  
Preferred stock 0 0
Common stock 961 956
Additional paid-in capital 937,351 915,433
Accumulated other comprehensive income 82,449 136,733
Retained earnings 1,682,526 1,418,106
Less: Common stock held in treasury (1,047,570) (1,047,570)
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Total shareholders� equity 1,655,717 1,423,658

Total liabilities and shareholders� equity $ 3,281,984 $ 3,058,495

See accompanying Notes to the Condensed Consolidated Financial Statements.

1
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HARMAN INTERNATIONAL INDUSTRIES, INCORPORATED AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)

(In thousands, except earnings per share data)
Three Months Ended

March 31,
Nine Months Ended

March 31,
2012 2011 2012 2011

Net sales $ 1,095,675 $ 948,196 $ 3,273,307 $ 2,741,223
Cost of sales 803,045 699,371 2,387,496 1,999,087

Gross profit 292,630 248,825 885,811 742,136
Selling, general and administrative expenses 232,755 211,362 656,681 594,108
Sale of intellectual property 0 (16,184) (301) (16,184) 

Operating income 59,875 53,647 229,431 164,212

Other expenses:
Interest expense, net 5,394 5,262 14,729 17,172
Foreign exchange losses, net 109 161 11,706 786
Miscellaneous, net 841 1,303 4,240 4,610

Income before income taxes 53,531 46,921 198,756 141,644
Income tax (benefit) expense, net (119,125) 10,321 (81,522) 24,604

Net income $ 172,656 $ 36,600 $ 280,278 $ 117,040

Earnings per share:
Basic $ 2.41 $ 0.51 $ 3.93 $ 1.65

Diluted $ 2.38 $ 0.51 $ 3.88 $ 1.64

Weighted average shares outstanding:
Basic 71,622 71,123 71,395 70,918

Diluted 72,604 71,924 72,263 71,541

See accompanying Notes to the Condensed Consolidated Financial Statements.

2
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HARMAN INTERNATIONAL INDUSTRIES, INCORPORATED AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Nine Months Ended
March 31,

(In thousands) 2012 2011
Cash flows from operating activities:
Net income $ 280,278 $ 117,040
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 90,197 88,931
Sale of intellectual property (301) (16,184) 
Deferred income taxes (84,053) (9,195) 
Loss on disposition of assets 845 1,036
Share-based compensation 13,442 13,178
Non-cash interest expense 14,462 14,667
Changes in operating assets and liabilities, net of acquired businesses:
Decrease (increase) in:
Receivables, net (137,916) (18,662) 
Inventories, net (97,870) (64,198) 
Other current assets (57,515) (13,029) 
Increase (decrease) in:
Accounts payable 4,699 11,608
Accrued warranties (20,012) 11,439
Accrued other liabilities 43,588 (25,837) 
Income taxes payable 316 7,704
Other operating activities (17,231) 16,503

Net cash provided by operating activities 32,929 135,001
Cash flows from investing activities:
Purchases of short-term investments (370,203) (484,002) 
Maturities of short-term investments 560,324 143,224
Acquisitions, net of cash received (70,535) (3,575) 
Proceeds from asset dispositions 2,264 2,875
Capital expenditures (77,765) (64,182) 
Other items, net (3,537) 577

Net cash provided by (used in) investing activities 40,548 (405,083) 
Cash flows from financing activities:
Net decrease in short-term borrowings (1,313) (12,088) 
Debt issuance costs for revolving credit facility 0 (7,002) 
Dividends to shareholders (15,858) (1,746) 
Net proceeds provided by share-based compensation 8,838 8,246
Other items, net (4,046) 4,659

Net cash used in financing activities (12,379) (7,931) 
Effect of exchange rate changes on cash (24,432) 59,139

Net increase (decrease) in cash and cash equivalents 36,666 (218,874) 
Cash and cash equivalents at beginning of period 603,892 645,570

Cash and cash equivalents at end of period $ 640,558 $ 426,696

Edgar Filing: HARMAN INTERNATIONAL INDUSTRIES INC /DE/ - Form 10-Q

Table of Contents 9



Supplemental disclosure of cash flow information:
Interest paid $ 1,275 $ 2,759
Income taxes paid $ 12,482 $ 4,108
Non-Cash Investing Activities:
Accrued and contingent acquisition-related liabilities $ 28,017 $ 3,749

See accompanying Notes to the Condensed Consolidated Financial Statements.

3
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HARMAN INTERNATIONAL INDUSTRIES, INCORPORATED AND SUBSIDIARIES

Notes to the Condensed Consolidated Financial Statements

(In thousands, except per-share data and where otherwise noted)

(Unaudited)

Note 1 � Basis of Presentation

Basis of Presentation

References to �we,� �us,� �our,� �our company� and �Harman� refer to Harman International Industries, Incorporated and its consolidated subsidiaries
unless the context specifically requires otherwise.

Our unaudited, condensed consolidated financial statements have been prepared pursuant to the rules and regulations of the Securities and
Exchange Commission (the �SEC�). These unaudited condensed consolidated financial statements have been prepared in accordance with the
accounting policies described in our audited consolidated financial statements included in our Annual Report on Form 10-K for the fiscal year
ended June 30, 2011 (our �2011 Annual Report�) and do not include all information and footnote disclosures included in our audited financial
statements. In the opinion of management, the accompanying unaudited, condensed consolidated financial statements include all adjustments,
consisting of normal recurring adjustments and accruals, necessary to present fairly, in all material respects, the consolidated financial condition,
results of operations and cash flows for the periods presented. Operating results for the three and nine months ended March 31, 2012 are not
necessarily indicative of the results that may be expected for the full fiscal year ending June 30, 2012 due to seasonal, economic and other
factors. Where necessary, information for prior periods has been reclassified to conform to the consolidated financial statement presentation in
the current fiscal year. These unaudited condensed consolidated financial statements should be read in conjunction with our audited consolidated
financial statements and accompanying notes included in our 2011 Annual Report.

Effective July 1, 2011, we revised our business segments in order to better align them with our strategic approach to the markets and customers
we serve. Refer to Note 17 � Business Segment Data for further information. Prior period segment amounts throughout the Notes to the
Condensed Consolidated Financial Statements have been reclassified to the new segment structure. The reclassification of historical business
segment information had no impact on our basic financial statements.

The methods, estimates and judgments we use in applying our accounting policies, in conformity with generally accepted accounting principles
in the United States (�GAAP�), have a significant impact on the results we report in our financial statements. We base our estimates on historical
experience and on various other assumptions that we believe to be reasonable under the circumstances. The estimates affect the carrying values
of assets and liabilities. Actual results may differ from these estimates under different assumptions or conditions.

Effective July 1, 2011, we changed the functional currency of two of our foreign subsidiaries to the U.S. Dollar to reflect a change in the
currency in which such subsidiaries primarily generate and expend cash.

Note 2 � New Accounting Standards

Recently Adopted Accounting Standards

Goodwill Impairment Testing: In September 2011, the Financial Accounting Standards Board (�FASB�) issued Accounting Standards Update
(�ASU�) 2011-08, �Intangibles-Goodwill and Other (Topic 350): Testing Goodwill for Impairment� (�ASU 2011-08�). The new guidance is intended
to simplify how entities test goodwill for impairment. It includes provisions that permit an entity to first assess qualitative factors in determining
whether it is �more likely than not� that the fair value of a reporting unit is less than its carrying amount as a basis for determining whether it is
necessary to perform the two-step goodwill impairment test. The more-likely-than-not threshold is defined as having a likelihood of more than
50 percent. The new guidance is effective for annual and interim goodwill impairment tests performed for fiscal years beginning after
December 15, 2011. Early adoption is permitted. We adopted the provisions of this new guidance in September 2011. The adoption of the new
provisions did not have any impact on our financial condition or results of operations.

Intangibles, Goodwill and Other: In December 2010, the FASB issued ASU 2010-28, �Intangibles � Goodwill and Other (Topic 350): When to
Perform Step 2 of the Goodwill Impairment Test for Reporting Units with Zero or Negative Carrying Amounts.� The new guidance requires that
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reporting units with zero or negative carrying amounts perform Step 2 of the goodwill impairment test if it is more likely than not that a goodwill
impairment exists. The new guidance is effective for us for fiscal years beginning after December 15, 2010. We adopted the provisions of this
new guidance on July 1, 2011. The adoption of the new provisions did not have any impact on our financial condition or results of operations as
we had no reporting units with zero or negative carrying amounts.

4
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Business Combinations: In December 2010, the FASB issued ASU 2010-29, �Business Combinations (Topic 805): Disclosure of Supplementary
Pro Forma Information for Business Combinations.� The new guidance specifies that when comparative financial statements are presented, the
revenue and earnings of the combined entity should be disclosed as though the business combination that occurred during the current year had
occurred as of the beginning of the comparable prior annual reporting period only. The new guidance applies prospectively to us for business
combinations that occur on or after July 1, 2011. We adopted the new provisions on July 1, 2011. The impact of these new provisions on our
consolidated financial statements will depend upon the nature, terms and size of the acquisitions we consummate in the future.

Fair Value: In May 2011, the FASB issued ASU 2011-04, �Fair Value Measurement (Topic 820): Amendments to Achieve Common Fair Value
Measurement and Disclosure Requirements in U.S. GAAP and IFRSs.� The new guidance does not extend the use of fair value accounting, but
provides guidance on how to apply fair value accounting where its use is already required or permitted by other standards within GAAP or
International Financial Reporting Standards (�IFRSs�). The new guidance also changes the wording used to describe many requirements in GAAP
for measuring fair value and for disclosing information about fair value measurements and it clarifies the FASB�s intent about the application of
existing fair value measurements. Provisions of the new guidance include a requirement that for recurring Level 3 fair value measurements,
entities disclose quantitative information about unobservable inputs, a description of the valuation process used and qualitative details about the
sensitivity of the measurements. In addition, for items not carried at fair value but for which fair value is disclosed, entities are required to
disclose the level within the fair value hierarchy that applies to the fair value measurement disclosed. The new guidance applies prospectively
and is effective for interim and annual periods beginning after December 15, 2011. We adopted the provisions of this new guidance on
January 1, 2012 and expanded our disclosures on fair value measurements. Refer to Note 14 � Fair Value Measurements for more information.
The adoption of the new provisions did not have any impact on our financial condition or results of operations.

Recently Issued Accounting Standards

Balance Sheet: In December 2011, the FASB issued ASU 2011-11, �Balance Sheet (Topic 210), Disclosures about Offsetting Assets and
Liabilities,� which requires companies to disclose information about financial instruments that have been offset and related arrangements to
enable users of its financial statements to understand the effect of those arrangements on its financial condition. Companies will be required to
provide both net (offset amounts) and gross information in the notes to the financial statements for relevant assets and liabilities that are offset.
The new guidance is effective retrospectively for fiscal years and interim periods within those fiscal years beginning on or after January 1, 2013.
We will adopt the provisions of this new guidance on July 1, 2013. We do not expect the adoption of the new provisions to have a material
impact on our financial condition or results of operations.

Comprehensive Income: In June 2011, the FASB issued ASU 2011-05, �Comprehensive Income (Topic 220): Presentation of Comprehensive
Income� (�ASU 2011-05�). The new guidance requires that all non-owner changes in stockholders� equity be presented either in a single continuous
statement of comprehensive income or in two separate but consecutive statements. In both cases, an entity is required to present each component
of net income along with total net income, each component of other comprehensive income along with a total for other comprehensive income,
and a total amount for comprehensive income. If presented in a single continuous statement, the entity is required to present the components of
net income and total net income, the components of other comprehensive income and a total for other comprehensive income, along with the
total of comprehensive income in that statement. If presented in the two-statement approach, the first statement, which is the statement of net
income, should present components of net income and total net income followed consecutively by a second statement, which is the statement of
other comprehensive income, that should present the components of other comprehensive income, total other comprehensive income and a total
amount for comprehensive income. Regardless of the method used, the entity is required to present on the face of the financial statements
reclassification adjustments for items that are reclassified from other comprehensive income to net income in the statement where the
components of net income and the components of other comprehensive income are presented. In December 2011, the FASB issued ASU
2011-12, �Comprehensive Income (Topic 220): Deferral of the Effective Date for Amendments to the Presentation of Reclassifications of Items
Out of Accumulated Other Comprehensive Income in Accounting Standards Update No. 2011-05� (�ASU 2011-12�). ASU 2011-12 temporarily
deferred the requirement to present on the face of the financial statements reclassification adjustments for items that are reclassified from other
comprehensive income to net income in the statement where the components of net income and the components of other comprehensive income
are presented. The guidance in ASU 2011-05, as amended, is effective retrospectively for fiscal years, and interim periods within those fiscal
years beginning after December 15, 2011. We will adopt the provisions of this new guidance on July 1, 2012. We do not expect the adoption of
the new provisions to have a material impact on our financial condition or results of operations.

Note 3 � Allowance for Doubtful Accounts

We reserve an estimated amount for accounts receivable that may not be collected. Methodologies for estimating the allowance for doubtful
accounts are based primarily on specific identification of uncollectible accounts. Historical collection rates and customer credit worthiness are
considered in determining specific reserves. At March 31, 2012 and June 30, 2011, we had $5.0 million and $7.0 million, respectively, reserved
for possible uncollectible accounts receivable.
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Note 4 � Inventories, net

Inventories, net consist of the following:

March 31,
2012

June 30,
2011

Finished goods $ 202,529 $ 153,469
Work in process 72,666 67,534
Raw materials 225,876 202,134

Inventories, net $ 501,071 $ 423,137

At March 31, 2012 and June 30, 2011, our inventory reserves were $68.4 million and $73.3 million, respectively.

Note 5 � Property, Plant and Equipment, net

Property, plant and equipment, net consist of the following:

Estimated
Useful Lives

(in Years)
March 31,

2012
June 30,

2011
Land $ 8,440 $ 11,974
Buildings and improvements 1-50 260,075 280,053
Machinery and equipment 3-20 1,048,590 1,050,892
Furniture and fixtures 3-10 30,213 30,769

Property, plant and equipment, gross 1,347,318 1,373,688
Less accumulated depreciation and amortization (909,400) (903,388) 

Property, plant and equipment, net $ 437,918 $ 470,300

Depreciation expense for the three months ended March 31, 2012 and 2011 was $26.9 million and $28.4 million, respectively, and was $81.1
million and $83.4 million for the nine months ended March 31, 2012 and 2011, respectively.

Note 6 � Accrued Warranties

We warrant our products to be free from defects in materials and workmanship for periods ranging from six months to six years from the date of
purchase, depending on the business segment and product. Our dealers and warranty service providers normally perform warranty service in
field locations and regional service centers, using parts and replacement finished goods we supply on an exchange basis. Our dealers and
warranty service providers also install updates we provide to correct defects covered by our warranties. Estimated warranty liabilities are based
upon past experience with similar types of products, the technological complexity of certain products, replacement cost and other factors. If
estimates of warranty provisions are no longer adequate based on our analysis of current activity, incremental provisions are recorded as
warranty expense in our Condensed Consolidated Statements of Income. We take these factors into consideration when assessing the adequacy
of our warranty provision for periods still open to claim.

Details of our accrued warranties are as follows:

Nine Months Ended
March 31,
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2012 2011
Accrued warranties, June 30 $ 122,396 $ 99,329
Warranty expense 36,606 36,443
Warranty payments (cash or in-kind) (47,276) (38,670) 
Other(1) (9,342) 13,666

Accrued warranties, March 31 $ 102,384 $ 110,768

(1) Other primarily represents foreign currency translation.

6
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Note 7 � Earnings Per Share

We apply the two-class method when computing earnings per share, which requires that net income per share for each class of shares entitled to
dividends be calculated assuming all of our net income is distributed as dividends to these shareholders based on their contractual rights.

The following table presents the calculation of basic and diluted earnings per share of common stock outstanding:

000000000 000000000 000000000 000000000
Three Months Ended March 31,

2012 2011
Basic Diluted Basic Diluted

Numerator for Basic and Diluted Earnings per Share:
Net income $ 172,656 $ 172,656 $ 36,600 $ 36,600

Denominator for Basic and Diluted Earnings per Share:
Weighted average shares outstanding 71,622 71,622 71,123 71,123
Employee stock options 0 982 0 801

Total weighted average shares outstanding 71,622 72,604 71,123 71,924

Earnings per Share:
Earnings per share $ 2.41 $ 2.38 $ 0.51 $ 0.51

000000000 000000000 000000000 000000000
Nine Months Ended March 31,

2012 2011
Basic Diluted Basic Diluted

Numerator for Basic and Diluted Earnings per Share:
Net income $ 280,278 $ 280,278 $ 117,040 $ 117,040

Denominator for Basic and Diluted Earnings per Share:
Weighted average shares outstanding 71,395 71,395 70,918 70,918
Employee stock options 0 868 0 623

Total weighted average shares outstanding 71,395 72,263 70,918 71,541

Earnings per Share:
Earnings per share $ 3.93 $ 3.88 $ 1.65 $ 1.64

Options to purchase 981,637 and 995,599 shares of our common stock were outstanding for the three months ended March 31, 2012 and 2011,
respectively, and were excluded from the computation of diluted earnings per share because they would have been antidilutive. In addition,
restricted shares and restricted stock units of zero and 7,530 were outstanding for the three months ended March 31, 2012 and 2011,
respectively, and were excluded from the computation of diluted earnings per share as they also would have been antidilutive.

Options to purchase 1,943,917 and 1,703,014 shares of our common stock were outstanding for the nine months ended March 31, 2012 and
2011, respectively, and were excluded from the computation of diluted earnings per share because they would have been antidilutive. In
addition, restricted shares and restricted stock units of 5,000 and 15,829 were outstanding during the nine months ended March 31, 2012 and
2011, respectively, and were excluded from the computation of diluted earnings per share as they also would have been antidilutive.

The conversion terms of our $400 million of 1.25 percent convertible senior notes due October 15, 2012 (the �Convertible Senior Notes�) will
affect the calculation of diluted earnings per share if the price of our common stock exceeds the conversion price of the Convertible Senior
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Notes. The initial conversion price of the Convertible Senior Notes was approximately $104 per share, subject to adjustment in specified
circumstances as described in the indenture governing the Convertible Senior Notes (the �Indenture�). Upon conversion, a holder of the
Convertible Senior Notes will receive an amount in cash per Convertible Senior Note equal to the lesser of $1,000 or the conversion value of the
Convertible Senior Notes, determined in the manner set forth in the Indenture. If the conversion value exceeds $1,000, we will deliver $1,000 in
cash and, at our option, cash or common stock or a combination of cash and common stock for the conversion price in excess of $1,000. The
conversion option is indexed to our common stock and therefore is classified as equity. The conversion option will not result in an adjustment to
net income in calculating diluted earnings per share. The dilutive effect of the conversion option will be calculated using the treasury stock
method. Therefore, conversion settlement shares will be included in diluted shares outstanding if the price of our common stock exceeds the
conversion price of the Convertible Senior Notes.

7

Edgar Filing: HARMAN INTERNATIONAL INDUSTRIES INC /DE/ - Form 10-Q

Table of Contents 18



Table of Contents

The Convertible Senior Notes had no effect on the computation of diluted earnings per share for the three and nine months ended March 31,
2012 and 2011. Refer to Note 9 � Debt for further information.

Note 8 � Goodwill

During the three and nine months ended March 31, 2012, we recorded $0 and $79.8 million, respectively, of goodwill in our Lifestyle segment,
associated with the acquisition of MWM Acoustics, LLC and certain related entities (�MWM Acoustics�). Refer to Note 20 � Acquisition for more
information.

Effective July 1, 2011, we revised our business segments in order to better align them with our strategic approach to the markets and customers
we serve. Under this new structure, our reportable segments consist of the Infotainment, Lifestyle, Professional and Other segments. Our
reporting units are the same as our reportable segments with the exception of our Lifestyle segment, which consists of two reporting units,
automotive audio and home audio. In connection with this realignment, we reallocated our goodwill to our new reporting units based on each
reporting unit�s relative fair value. We also performed a goodwill impairment test as of July 1, 2011 using our new reporting units and
determined that the fair value of each of our reporting units exceeded its carrying value, therefore, no impairments were deemed to exist as of
this date. Refer to Note 17 � Business Segment Data for more information.

Note 9 � Debt

Short Term Borrowings

At March 31, 2012 and June 30, 2011, we had $0.2 million and $1.8 million of short-term borrowings outstanding, respectively, and we
maintained lines of credit of $18.6 million and $20.8 million, in the aggregate, respectively, in Hungary, the U.S., Austria and Brazil.

Revolving Credit Facility

On December 1, 2010, Harman and Harman Holding GmbH & Co., KG, our wholly-owned subsidiary (�Harman KG�), entered into a
Multi-Currency Credit Agreement with a group of banks, as amended on December 15, 2011 (the �Credit Agreement�). At March 31, 2012 and
June 30, 2011, we had no borrowings under the Credit Agreement and had outstanding letters of credit of $8.5 million and $7.3 million,
respectively. At March 31, 2012 and June 30, 2011, unused available credit under the Credit Agreement was $541.5 million and $542.7 million,
respectively. If we experience a significant decline in our operating results, we could violate our debt covenants and, absent a waiver from our
lenders or an amendment to the Credit Agreement, we could be in default under the Credit Agreement. As a result, our debt under the Credit
Agreement could become due, which would have a material adverse effect on our financial condition and results of operations. A default under
the Credit Agreement could also lead to an event of default under the Indenture, as amended, and accelerate the maturity of the Convertible
Senior Notes. As of March 31, 2012, we were in compliance with all the financial covenants of the Credit Agreement. Debt issuance costs of
$7.0 million were recorded in connection with this transaction and are included in Other assets in our Condensed Consolidated Balance Sheets
and are also being amortized to Interest expense, net in our Condensed Consolidated Statements of Income over the expected remaining term of
the Credit Agreement.

Guarantee and Collateral Agreement

In connection with the Credit Agreement, we and Harman KG entered into a guarantee and collateral agreement (the �Guarantee and Collateral
Agreement�), which provides, among other things, that the obligations under the Credit Agreement are guaranteed by us and each of the
subsidiary guarantors party thereto, and that the obligations generally are secured by liens on substantially all of our assets and certain of our
subsidiary guarantors� assets.

The term of the Guarantee and Collateral Agreement corresponds with the term of the Credit Agreement, which matures on December 1,
2015. Under the terms of the Guarantee and Collateral Agreement, we have effectively guaranteed the payment of the full amount of borrowings
under the Credit Agreement, including outstanding letters of credit, upon maturity. The potential amount of future payments that we would be
required to pay under the Guarantee and Collateral Agreement is the amount that we have borrowed under the Credit Agreement, including
outstanding letters of credit. At March 31, 2012, and June 30, 2011, we had no borrowings under the Credit Agreement and had outstanding
letters of credit of $8.5 million and $7.3 million, respectively.
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Convertible Senior Notes

We had $400 million of Convertible Senior Notes outstanding at March 31, 2012 and June 30, 2011, which were issued on October 23, 2007
(the �Issuance Date�) and are due on October 15, 2012. The Convertible Senior Notes were issued at par and we pay interest at a rate of 1.25
percent per annum on a semiannual basis. The initial conversion rate on the Convertible Senior Notes is 9.6154 shares of our common stock per
$1,000 principal amount of the Convertible Senior Notes (which is equal to an initial conversion price of approximately $104 per share). The
conversion rate is subject to adjustment in specified circumstances described in the Indenture. At March 31, 2012, the Convertible Senior Notes
are classified as a current liability in our Condensed Consolidated Balance Sheet, as they are due on October 15, 2012, which is in less than one
year.

Accounting guidance issued by the FASB requires the issuer of convertible debt instruments with cash settlement features to account separately
for the liability and equity components of the instrument. Under this guidance, the debt is recognized at the present value of its cash flows
discounted using the issuer�s nonconvertible debt borrowing rate at the time of issuance and the equity component is recognized as the difference
between the proceeds from the issuance of the note and the fair value of the liability, net of taxes. The reduced carrying value on the convertible
debt results in a debt discount that is accreted back to the convertible debt�s principal amount through the recognition of noncash interest
expense, over the expected life of the debt, which results in recognizing interest expense on these borrowings at effective rates approximating
what we would have incurred had nonconvertible debt with otherwise similar terms been issued.

In accordance with this guidance, we measured the fair value of the debt components of the Convertible Senior Notes at the Issuance Date using
an effective interest rate of 5.6 percent. As a result, we attributed $75.7 million of the proceeds received to the conversion feature of the
Convertible Senior Notes at the Issuance Date, which is netted against the face value of the Convertible Senior Notes as a debt discount. This
amount represents the excess proceeds received over the fair value of the Convertible Senior Notes at the Issuance Date and is being accreted
back to the principal amount of the Convertible Senior Notes through the recognition of noncash interest expense over the expected life of the
Convertible Senior Notes. In addition, we recorded $48.3 million within Additional paid-in capital in our Condensed Consolidated Balance
Sheets representing the equity component of the Convertible Senior Notes, which is net of deferred taxes. The effect of this guidance has
resulted in a decrease to net income and earnings per share for all periods presented; however, there is no effect on our cash interest payments.

The principal amounts, unamortized discount and net carrying amounts of the liability components and the equity components for the
Convertible Senior Notes as of March 31, 2012 and June 30, 2011 are as follows:

Principal
Balance

Unamortized
Discount

Net
Carrying
Amount

Equity
Component

March 31, 2012 $ 400,000 $ (9,132) $ 390,868 $ 48,323
June 30, 2011 $ 400,000 $ (21,599) $ 378,401 $ 48,323

At March 31, 2012 and June 30, 2011, the unamortized discount is recognized as a reduction in the carrying value of the Convertible Senior
Notes in the Condensed Consolidated Balance Sheets and is amortized to Interest expense, net in our Condensed Consolidated Statements of
Income over the expected remaining term of the Convertible Senior Notes of seven months as of March 31, 2012.

Debt issuance costs of $4.8 million were recorded in connection with this transaction and are included in Other assets in our Condensed
Consolidated Balance Sheets and are also being amortized to Interest expense, net in our Condensed Consolidated Statements of Income over
the expected remaining term of the Convertible Senior Notes. The unamortized balance of debt issuance costs at March 31, 2012 and June 30,
2011 was $0.4 million and $1.1 million, respectively.

Total interest expense related to the Convertible Senior Notes for the three months ended March 31, 2012 and 2011 includes $1.3 million in both
periods for contractual cash interest expense, an additional $4.1 million and $3.9 million of noncash interest expense, respectively, related to the
amortization of the discount, and $0.2 million in both periods related to the amortization of debt issuance costs.

Total interest expense related to the Convertible Senior Notes for the nine months ended March 31, 2012 and 2011 includes $3.8 million in both
periods for contractual cash interest expense, an additional $12.5 million and $11.8 million of noncash interest expense, respectively, related to
the amortization of the discount, and $0.6 million in both periods related to the amortization of debt issuance costs.

At March 31, 2012, we were in compliance with all covenants under the Indenture, as amended.
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Registration Rights Agreement

On October 23, 2007, we entered into a registration rights agreement (the �Registration Rights Agreement�) requiring us to register the
Convertible Senior Notes and the shares contingently issuable upon conversion of the Convertible Senior Notes. On October 23,
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2008, we filed an automatically effective registration statement with the SEC to meet this requirement. We were required to keep the registration
statement effective until the earlier of (a) such time as the Convertible Senior Notes and the shares contingently issuable under the Convertible
Senior Notes (1) are sold under an effective registration statement or pursuant to Rule 144 of the Securities Act of 1933, (2) are freely
transferable under Rule 144 more than one year following October 23, 2007, or (3) cease to be outstanding, and (b) five years and three months
following October 23, 2007. In the event that we fail to keep a registration statement effective as required under the Registration Rights
Agreement, additional interest will accrue on the Convertible Senior Notes at the rate of 0.25 percent per annum.

On October 21, 2011, Harman entered into an Amendment to the Registration Rights Agreement with the holders of the Convertible Senior
Notes, which provides for the postponement of our obligation to file a new registration statement covering the Convertible Senior Notes until
such time as one of the holders of the Convertible Senior Notes demands that we file a registration statement. Upon the receipt of such a
demand, we will have seven business days to file a registration statement with the SEC covering the Convertible Senior Notes. As of March 31,
2012, the holders of the Convertible Senior Notes have not demanded that a registration statement be filed. We do not believe it is probable that
we will fail to comply with the Registration Rights Agreement, therefore no liability for additional interest has been recorded.

Note 10 � Income Taxes

Our provision for income taxes is based on an estimated annual tax rate for the year applied to federal, state and foreign income. Income tax
benefit for the three months ended March 31, 2012 was $119.1 million, compared to an income tax expense of $10.3 million for the same period
in the prior year. The effective tax rate for the three months ended March 31, 2012 was (222.5) percent, compared to 22.0 percent for the same
period in the prior year. The change in the effective tax rate for the three months ended March 31, 2012 compared to the same period in the prior
year was primarily due to the release of the valuation allowance described below.

Income tax benefit for the nine months ended March 31, 2012 was $81.5 million, compared to an income tax expense of $24.6 million for the
same period in the prior year. The effective tax rate for the nine months ended March 31, 2012 was (41.0) percent, compared to 17.4 percent for
the same period in the prior year. The change in the effective tax rate for the nine months ended March 31, 2012 compared to the same period in
the prior year was primarily due to the release of the valuation allowance described below.

As described in Note 1 � Summary of Significant Accounting Policies and Note 13 � Income Taxes in our audited consolidated financial statements
in our 2011 Annual Report, in assessing the recoverability of deferred tax assets, we regularly consider whether some portion or all of the
deferred tax assets will not be realized based on the recognition threshold and measurement of a tax position. The ultimate realization of deferred
tax assets is dependent upon the generation of future taxable income during the periods in which those temporary differences become deductible.
We consider the scheduled reversal of deferred tax liabilities, projected future taxable income, tax planning strategies and, if applicable, the
expiration of loss carryforwards and credits in making this assessment.

In the third quarter of fiscal 2012, we achieved three cumulative years of positive U.S. GAAP pre-tax income and taxable income in the U.S. As
a result of such earnings trends and based upon our projections for future taxable income of the proper character over the periods in which the
deferred tax assets are recoverable, we believe that it is more likely than not that we will realize the benefits of the net deferred tax assets of
$365.6 million at March 31, 2012. Therefore, during the quarter ended March 31, 2012, we realized a non-cash tax benefit of $124.2 million
related to a reduction of our deferred tax valuation allowance on certain of our net U.S. deferred tax assets. We have reflected this non-cash tax
benefit in the tax provision which has increased net income for the three and nine months ended March 31, 2012. If future operating and
business conditions were to differ significantly, we would reassess the ability to realize the net deferred tax assets. If it were to become more
likely than not that we would not be able to realize the deferred tax assets, then all or a portion of the valuation allowance may need to be
re-established, which would result in a charge to tax expense.

As of March 31, 2012, unrecognized tax benefits and the related interest were $32.8 million and $1.1 million, respectively; all but $1.7 million
would affect the tax rate if recognized. During the three and nine months ended March 31, 2012, we recorded tax reserves on uncertain tax
positions in the amount of $0.4 million and $1.3 million, respectively. During the three and nine months ended March 31, 2012, we recorded
additional interest expense on uncertain tax positions of $0.1 million and $0.2 million, respectively.

Note 11 � Shareholders� Equity

Preferred Stock

As of March 31, 2012 and June 30, 2011, we had no shares of preferred stock outstanding. We are authorized to issue 5 million shares of
preferred stock, $0.01 par value per share.
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Common Stock

We have 200 million authorized shares of common stock, $0.01 par value per share. At March 31, 2012 and June 30, 2011, we had 96,059,583
and 95,520,068 shares issued; 25,599,817 shares in treasury stock in each period; and 70,459,766 and 69,920,251 shares outstanding (net of
treasury stock), respectively.

Changes in Equity:

The following is a summary of the changes in Accumulated Other Comprehensive Income (�AOCI�) and changes in equity for the nine months
ended March 31, 2012 and 2011:

000000 000000 000000 000000 000000 000000 000000

Preferred
Stock

Common
Stock

Additional
Paid-in
Capital AOCI

Retained
Earnings Treasury Stock Total Equity

Balance at June 30, 2011 $ 0 $ 956 $ 915,433 $ 136,733 $ 1,418,106 $ (1,047,570) $ 1,423,658

Net income 0 0 0 0 280,278 0 280,278
Foreign currency translation 0 0 0 (88,650) 0 0 (88,650) 
Unrealized gain on hedging derivatives 0 0 0 36,271 0 0 36,271
Pension liability adjustment 0 0 0 (1,873) 0 0 (1,873) 
Unrealized loss on available-for-sale
securities 0 0 0 (32) 0 0 (32) 

Comprehensive income 225,994
Exercise of stock options, net of shares
received 0 5 8,838 0 0 0 8,843
Share-based compensation, net 0 0 13,080 0 0 0 13,080
Dividends ($0.30 per share) 0 0 0 0 (15,858) 0 (15,858) 

Balance at March 31, 2012 $ 0 $ 961 $ 937,351 $ 82,449 $ 1,682,526 $ (1,047,570) $ 1,655,717

000000 000000 000000 000000 000000 000000 000000

Preferred
Stock

Common
Stock

Additional
Paid-in
Capital AOCI

Retained
Earnings Treasury Stock Total Equity

Balance at June 30, 2010 $ 0 $ 952 $ 892,129 $ 3,666 $ 1,285,715 $ (1,047,570) $ 1,134,892

Net income 0 0 0 0 117,040 0 117,040
Foreign currency translation 0 0 0 131,571 0 0 131,571
Unrealized loss on hedging derivatives 0 0 0 (47,058) 0 0 (47,058) 
Pension liability adjustment 0 0 0 (715) 0 0 (715) 
Unrealized gain on available-for-sale
securities 0 0 0 1,722 0 0 1,722

Comprehensive income 202,560
Exercise of stock options, net of shares
received 0 3 8,243 0 0 0 8,246
Share-based compensation, net 0 0 9,198 0 0 0 9,198
Dividends ($0.10 per share) 0 0 0 0 (1,747) 0 (1,747) 

Balance at March 31, 2011 $ 0 $ 955 $ 909,570 $ 89,186 $ 1,401,008 $ (1,047,570) $ 1,353,149
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At March 31, 2012 and June 30, 2011, AOCI consisted of the following:

Income/(Loss):
March 31,

2012
June 30,

2011
Cumulative translation adjustment $ 93,484 $ 182,134
Pension liability adjustment (20,176) (18,303) 
Unrealized gain (loss) on hedging derivatives 13,087 (23,184) 
Unrealized loss on available-for-sale securities (3,946) (3,914) 

Total AOCI $ 82,449 $ 136,733

We have approximately $1.9 million of investments at March 31, 2012 and June 30, 2011, included in Other current assets in our Condensed
Consolidated Balance Sheets that have been classified as available-for-sale securities. These securities are recorded at fair value with realized
gains and losses recorded in income and unrealized gains and losses recorded in AOCI, net of taxes.

Share Buy-Back Program

On October 26, 2011, we announced that our Board of Directors authorized the repurchase of up to $200 million of our common stock. This
buyback program allows us to purchase shares of our common stock in accordance with applicable securities laws on the open market, or
through privately negotiated transactions, through October 25, 2012. We will determine the timing and the amount of any repurchases based on
an evaluation of market conditions, share price and other factors. We entered into an agreement with an external broker, which provides the
structure under which the program may be facilitated. This agreement and the buyback program may be suspended or discontinued at any time.
As of March 31, 2012, we have not repurchased any shares under the buyback program.

Note 12 � Share-Based Compensation

On December 7, 2011 (the �Effective Date�), our shareholders approved the 2012 Stock Option and Incentive Plan (the �2012 Plan�), which is
effective through December 7, 2021. As of the Effective Date, no further grants may be granted under our former plan, the Amended and
Restated 2002 Stock Option and Incentive Plan (the �2002 Plan� and together with the 2012 Plan, the �Plans�). There are 4,400,000 shares available
for grant under the 2012 Plan. The 2012 Plan provides for two types of awards: (1) a full value grant, as defined in the 2012 Plan, under which
one award shall reduce the shares available for grant under the 2012 Plan by 1.71 shares, and (2) an option or stock appreciation right grant,
under which one award shall reduce the shares available for grant under the 2012 Plan by one share. During the nine months ended March 31,
2012, options to purchase 130,293 shares of our common stock and 15,783 restricted stock units were granted under the 2012 Plan. As of
March 31, 2012, there were 4,253,924 shares available for grant under the 2012 Plan.

Prior to the Effective Date, we had one share-based compensation plan with shares available for future grants, the 2002 Plan. On December 8,
2010, we amended the 2002 Plan to increase the number of shares available under the 2002 Plan for the grant of stock options, stock
appreciation rights, restricted stock and restricted stock units by 1,100,000 to an aggregate amount not to exceed 7,860,000 shares of our
common stock. During the nine months ended March 31, 2012, options to purchase 454,630 shares of our common stock and 645,558 restricted
stock units were granted under the 2002 Plan.

Share-based compensation expense, net was $5.5 million and $3.8 million for the three months ended March 31, 2012 and 2011, respectively,
and was $13.4 million and $13.2 million for the nine months ended March 31, 2012 and 2011, respectively. The total income tax benefit
recognized in the Condensed Consolidated Statements of Income for share-based compensation arrangements was $1.3 million and $1.2 million
for the three months ended March 31, 2012 and 2011, respectively, and was $3.5 million and $3.8 million for the nine months ended March 31,
2012 and 2011, respectively.
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Fair Value Determination

The fair value of each option award is estimated on the date of grant using the Black-Scholes option valuation model, which uses the
assumptions noted in the following table.

Nine Months Ended March 31,
2012 2011

Expected volatility 48.8% - 66.2% 60.4% - 73.2% 
Weighted-average volatility 59.1% 68.8% 
Expected annual dividend $ 0.30 $ 0.10
Expected term (in years) 1.70 - 5.54 1.71 - 3.80
Risk-free rate 0.2% -1.0% 0.5 % - 1.7% 

Groups of option holders (directors, executives and non-executives) that have similar historical behavior are considered separately for valuation
purposes. Expected volatilities are based on historical closing prices of our common stock over the expected option term.

We use historical data to estimate option exercises and employee terminations within the valuation model. The expected term of options granted
is derived using the option valuation model and represents the estimated period of time from the date of grant that the option is expected to
remain outstanding. The risk-free rate for periods within the contractual life of the option is based on the U.S. Treasury yield curve in effect at
the time of grant.

Stock Option Activity

A summary of option activity under our stock option plans as of March 31, 2012 and changes during the nine months ended March 31, 2012 is
presented below:

Shares

Weighted
Average
Exercise
Price Per

Share

Weighted
Average

Remaining
Contractual

Term (Years)

Aggregate
Intrinsic

Value
Outstanding at June 30, 2011 2,489,998 $ 56.39 6.36 $ 19,270
Granted 584,923 36.72
Exercised (349,990) 30.93
Forfeited or expired (206,438) 73.19

Outstanding at March 31, 2012 2,518,493 $ 53.98 6.68 $ 20,667

Exercisable at March 31, 2012 1,443,487 $ 63.82 5.33 $ 8,706

The weighted-average grant-date fair value of options granted for the three months ended March 31, 2012 and 2011 was $19.71 and $19.07,
respectively, and for the nine months ended March 31, 2012 and 2011 was $14.30 and $14.76, respectively. The total intrinsic value of options
exercised for the three months ended March 31, 2012 and 2011 was $5.0 million and $4.5 million, respectively, and for the nine months ended
March 31, 2012 and 2011 was $5.8 million and $5.4 million, respectively.

Modification of Certain Stock Option Awards

Prior to fiscal year 2011, certain of the award agreements under the 2002 Plan stated that vested options not exercised were forfeited upon
termination of employment for any reason other than death or disability. However, such award agreements provided that the Compensation and
Option Committee of our Board of Directors (the �Compensation and Option Committee�) could extend the time period to exercise vested options
90 days beyond the employment termination date for certain employees. During the three and nine months ended March 31, 2012 and 2011, the
Compensation and Option Committee used this authority. This action represented a modification of the terms or conditions of an equity award
and therefore was accounted for as an exchange of the original award for a new award. Incremental share-based compensation cost for the
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excess of the fair value of the new award over the fair value of the original award was immaterial.

Grant of Stock Options with Market Conditions

We granted 330,470 stock options containing a market condition to employees on March 21, 2008. The options vested on March 21, 2011,
which was three years from the date of grant based on a comparison of Harman�s total shareholder return (�TSR�) to the TSR of a selected peer
group of publicly listed multinational companies. TSR was measured as the annualized increase in the aggregate value of a company�s stock price
plus the value of dividends, assumed to be reinvested into shares of the company�s stock at the time of
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dividend payment. The base price used for the TSR calculation of $42.19 was the 20-day trading average from February 6, 2008 through
March 6, 2008. The ending price used for the TSR calculation of $49.81 was the 20-day trading average prior to and through March 6, 2011. The
grant date fair value of $4.2 million was calculated using a combination of Monte Carlo simulation and lattice-based models. There was no
compensation expense for these awards in the three and nine months ended March 31, 2012, since the awards had vested in a prior period.
Share-based compensation for these awards was income of $1.5 million and $0.8 million for the three and nine months ended March 31, 2011,
respectively.

Restricted Stock Awards

A summary of the status of our nonvested restricted stock as of March 31, 2012 and changes during the nine months ended March 31, 2012, is
presented below:

Shares

Weighted Average
Grant-Date
Fair Value

Nonvested at June 30, 2011 26,000 $ 42.71
Vested (23,000) 33.07

Nonvested at March 31, 2012 3,000 $ 116.65

As of March 31, 2012, there was $0.1 million of total unrecognized compensation cost related to nonvested restricted stock-based compensation
arrangements granted under the 2002 Plan. The weighted average recognition period was 0.3 years. At March 31, 2012, a total of 3,000 shares of
restricted stock were outstanding which were granted outside of the 2002 Plan.

Restricted Stock Units

In the nine months ended March 31, 2012, we granted 118,546 restricted stock units with earnings per share (�EPS�) performance conditions,
118,546 restricted stock units with return on invested capital (�ROIC�) performance conditions and 118,546 restricted stock units with market
conditions, under the 2002 Plan. The restricted stock units with EPS performance conditions cliff vest three years from the date of grant based
on the achievement of certain cumulative EPS levels from fiscal years 2012 through 2014. The restricted stock units with ROIC conditions cliff
vest three years from the date of grant based on the achievement of a certain ROIC level in fiscal year 2014. The restricted stock units with
market conditions cliff vest three years from the date of grant based on a comparison of our TSR to the TSR of a selected peer group of publicly
listed multinational companies. The grant date fair value of the restricted stock units with market conditions of $3.3 million was calculated using
a Monte Carlo simulation model. Compensation expense, for both the restricted stock units with performance conditions and the restricted stock
units with market conditions, is recognized ratably over the three-year vesting period based on the grant date fair value and our assessment of the
probability that the applicable targets will be met, which is reassessed each reporting period.

In the nine months ended March 31, 2011, we granted 191,721 restricted stock units with EPS performance conditions and 191,715 restricted
stock units with market conditions, under the 2002 Plan. The restricted stock units with EPS performance conditions cliff vest three years from
the date of grant based on the attainment of a certain EPS level in fiscal year 2013. The restricted stock units with market conditions cliff vest
three years from the date of grant based on a comparison of our TSR to the TSR of a selected peer group of publicly listed multinational
companies. The grant date fair value of the restricted stock units with market conditions of $5.2 million was calculated using a Monte Carlo
simulation model. Compensation expense, for both the restricted stock units with performance conditions and the restricted stock units with
market conditions, is recognized ratably over the three-year vesting period based on the grant date fair value and our assessment of the
probability that the applicable targets will be met, which is reassessed each reporting period.

In the nine months ended March 31, 2012 and 2011, we also granted 305,703 and 329,112 time vesting restricted stock units, without
performance or market conditions, respectively, under the Plans that vest three years from the date of grant.

In January and September 2008, we granted 34,608 and 28,344 cash-settled restricted stock units, respectively, outside the 2002 Plan. These
restricted stock units are accounted for as liability awards and are recorded at the fair value at the end of the reporting period in accordance with
their vesting schedules. During the three months ended March 31, 2012 and 2011, none of these restricted stock units were settled. During the
nine months ended March 31, 2012 and 2011, 1,608 and 9,647 of these restricted stock units were settled, respectively, at a cost of $0.1 million
and $0.3 million, respectively. At March 31, 2012, and June 30, 2011, 1,608 and 3,216 cash-settled restricted stock units were outstanding,
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A summary of equity classified restricted stock unit activity as of March 31, 2012 and changes during the nine months ended March 31, 2012 is
presented below:

Shares
Nonvested at June 30, 2011 1,665,873
Granted 661,341
Vested (246,448) 
Forfeited (135,876) 

Nonvested at March 31, 2012 1,944,890

At March 31, 2012, the aggregate intrinsic value of equity classified restricted stock units was $91.0 million and there was $33.5 million of total
unrecognized compensation cost related to restricted stock unit compensation arrangements. The weighted average recognition period was 1.5
years.

Note 13 � Derivatives

We are exposed to market risk from changes in foreign currency exchange rates and interest rates, which could affect our operating results,
financial condition and cash flows. We manage our exposure to these risks through our regular operating and financial activities and, when
appropriate, through the use of derivative financial instruments. These derivative instruments are utilized to hedge economic exposures, as well
as to reduce earnings and cash flow volatility resulting from shifts in market rates. We enter into limited types of derivative contracts, including
foreign currency spot, forward and option contracts and an interest rate swap, to manage foreign currency and interest rate exposures. Our
primary foreign currency exposure is the Euro. The fair market values of all our derivative contracts change with fluctuations in interest rates
and currency rates and are designed so that any changes in their values are offset by changes in the values of the underlying
exposures. Derivative financial instruments are held solely as risk management tools and not for trading or speculative purposes.

We record all derivative instruments as either assets or liabilities at fair value in our Condensed Consolidated Balance Sheets. Certain of these
derivative contracts have been designated as cash flow hedges, whereby gains and losses are reported within AOCI in our Condensed
Consolidated Balance Sheets, until the underlying transaction occurs, at which point they are reported in earnings as gains and losses in our
Condensed Consolidated Statements of Income. Certain of our derivatives, for which hedge accounting is not applied, are effective as economic
hedges. These derivative contracts are required to be recognized each period at fair value, with gains and losses reported in earnings in our
Condensed Consolidated Statements of Income and therefore do result in some level of earnings volatility. The level of volatility will vary with
the type and amount of derivative hedges outstanding, as well as fluctuations in the currency and interest rate markets during the period. The
related cash flow impacts of all our derivative activities are reflected as cash flows from operating activities.

Derivatives, by their nature, involve varying degrees of market and credit risk. The market risk associated with these instruments resulting from
currency exchange and interest rate movements is expected to offset the market risk of the underlying transactions, assets and liabilities being
hedged. We do not believe there is significant risk of loss in the event of non-performance by the counterparties associated with these
instruments, because these transactions are executed with a diversified group of major financial institutions. Furthermore, our policy is to
contract only with counterparties having a minimum investment grade or better credit rating. Credit risk is managed through the continuous
monitoring of exposure to such counterparties.

Foreign Exchange Risk Management

We use foreign exchange contracts to hedge the price risk associated with foreign denominated forecasted purchases of materials used in our
manufacturing process and to manage currency risk associated with operating costs in certain operating units, including foreign currency
denominated intercompany loans and other foreign currency denominated assets. These contracts generally mature in one year or less. The
majority of these contracts are designated as cash flow hedges.
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At March 31, 2012 and June 30, 2011, we had outstanding foreign exchange contracts, including forward and option contracts, which are
summarized below:

March 31, 2012 June 30, 2011

Gross Notional
Value

Fair Value
Asset/

(Liability)(1)
Gross Notional

Value

Fair Value
Asset/

(Liability)(1)

Currency Hedged (Buy/Sell):
U.S. Dollar/Euro $ 716,100 $ 17,441 $ 612,400 $ (33,760) 
Swiss Franc/U.S. Dollar 38,779 589 41,647 516
British Pound/U.S. Dollar 5,100 18 20,700 (152) 
British Pound/Swiss Franc 2,401 42 15,408 (574) 
Euro/British Pound 5,337 1 11,604 163
U.S. Dollar/Brazilian Real 10,400 23 10,400 (1,249) 
U.S. Dollar/British Pound 1,500 3 8,500 (76) 
Chinese Yuan/U.S. Dollar 8,558 71 6,188 84
Euro/U.S. Dollar 122,350 (148) 8,200 146
U.S. Dollar/Japanese Yen 0 0 900 (22) 
Japanese Yen/Euro 8,722 (282) 0 0
Hungarian Forint/Euro 4,079 167 0 0

Total $ 923,326 $ 17,925 $ 735,947 $ (34,924) 

(1) Represents the net receivable/(payable) included in our Condensed Consolidated Balance Sheets.
Cash Flow Hedges

We designate a portion of our foreign currency derivative contracts as cash flow hedges of foreign currency denominated purchases. As of
March 31, 2012 and June 30, 2011, we had $631.9 million and $528.4 million of forward and option contracts maturing through June 2013 and
June 2012, respectively. These contracts are recorded at fair value in the accompanying Condensed Consolidated Balance Sheets. The changes in
fair value for these contracts on a spot to spot basis are reported in AOCI, and are reclassified to either Cost of sales or Selling, general and
administrative expense (�SG&A�), depending on the nature of the underlying asset or liability that is being hedged, in our Condensed
Consolidated Statements of Income, in the period or periods during which the underlying transaction occurs. If it becomes apparent that an
underlying forecasted transaction will not occur, the amount recorded in AOCI related to the hedge is reclassified to Foreign exchange losses,
net in our Condensed Consolidated Statements of Income in the then-current period. Amounts relating to such reclassifications were immaterial
in each of the three and nine months ended March 31, 2012 and 2011.

Changes in the fair value of the derivatives are highly effective in offsetting changes in the cash flows of the hedged items because the amounts
and the maturities of the derivatives approximate those of the forecasted exposures. Any ineffective portion of the derivative is recognized in the
current period in our Condensed Consolidated Statements of Income, in the same line item in which the foreign currency gain or loss on the
underlying hedged transaction was recorded. No amount of ineffectiveness was recognized in the Condensed Consolidated Statements of Income
in the three and nine months ended March 31, 2012 and 2011. All components of each derivative�s gain or loss, with the exception of forward
points (see below), were included in the assessment of hedge ineffectiveness. At March 31, 2012 and June 30, 2011, the fair value of these
contracts was a net asset of $12.7 million and a net liability of $25.2 million, respectively. The amount associated with these hedges that is
expected to be reclassified from AOCI to earnings within the next 12 months is a gain of $19.3 million.

We elected to exclude forward points from the effectiveness assessment. At the end of the reporting period, we calculate the excluded amount,
which is the fair value relating to the change in forward points that is recorded in current earnings as Foreign exchange losses, net in our
Condensed Consolidated Statements of Income. For the three months ended March 31, 2012 and 2011, we recognized $1.4 million of net gains
and $0.8 million of net losses, respectively, related to the change in forward points. For the nine months ended March 31, 2012 and 2011, we
recognized $4.0 million and $1.6 million of net losses, respectively, related to the change in forward points.
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Effective July 1, 2011, we changed the functional currency of two of our foreign subsidiaries to the U.S. Dollar to reflect a change in the
currency in which such subsidiaries primarily generate and expend cash. In addition, we recognized approximately zero and $1.4 million as
Foreign exchange losses, net in our Condensed Consolidated Statements of Income for the three and nine months ended March 31, 2012,
respectively, due to the revaluation of certain derivative instruments held at these subsidiaries because we did not meet the requisite
documentation requirements to attain hedge accounting treatment. As of January 1, 2012, the documentation was amended and hedge accounting
treatment was achieved going forward.
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Economic Hedges

When hedge accounting is not applied to derivative contracts, or after former cash flow hedges have been de-designated as balance sheet hedges,
we recognize the gain or loss on the associated contracts directly in current period earnings in our Condensed Consolidated Statements of
Income, as either Foreign exchange losses, net or Cost of sales according to the underlying exposure. As of March 31, 2012 and June 30, 2011,
we had $291.4 million and $207.5 million, respectively, of forward contracts maturing through June 2012 in various currencies that provide
economic hedges to foreign currency denominated intercompany loans and other foreign currency denominated assets. At March 31, 2012 and
June 30, 2011, the fair value of these contracts was an asset of $5.3 million and a liability of $9.7 million, respectively. Adjustments to the
carrying value of the foreign currency forward contracts offset the gains and losses on the underlying loans and other foreign denominated assets
in other non-operating income.

Interest Rate Risk Management

We have one interest rate swap contract with a notional amount of $21.7 million and $24.5 million at March 31, 2012 and June 30, 2011,
respectively, in order to manage our interest rate exposure and effectively convert interest on an operating lease from a variable rate to a fixed
rate. The objective of the swap is to offset changes in rent expenses caused by interest rate fluctuations. The interest rate swap contract is
designated as a cash flow hedge. At the end of each reporting period, the discounted fair value of the swap contract is calculated and recorded in
AOCI and reclassified as rent expense within SG&A in our Condensed Consolidated Statements of Income, in the then-current period. If the
hedge is determined to be ineffective, the ineffective portion will be reclassified from AOCI and recorded as rent expense within SG&A. We
recognized less than $0.1 million of ineffectiveness in each of the three and nine months ended March 31, 2012 and 2011, in our Condensed
Consolidated Statements of Income. All components of the derivatives were included in the assessment of the hedged effectiveness. The amount
associated with the swap contract that is expected to be recorded as rent expense in the next 12 months is a loss of $0.6 million.

Fair Value of Derivatives

The following tables provide a summary of the fair value amounts of our derivative instruments at March 31, 2012 and June 30, 2011:

Fair Value

Balance Sheet Location
March 31,

2012
June 30,

2011
Derivatives Designated as Cash Flow

Hedges, Gross:
Other assets:
Foreign exchange contracts Other current assets $ 13,707 $ 95

Other liabilities:
Foreign exchange contracts Accrued liabilities 1,055 25,335
Interest rate swap Accrued liabilities 701 625
Interest rate swap Other non-current liabilities 446 554

Total liabilities (2,202) 26,514

Net asset (liability) for derivatives designated as hedging
instruments 11,505 (26,419) 

Derivatives Designated as Economic

Hedges, Gross:
Other assets:
Foreign exchange contracts Other current assets 5,721 1,032
Other liabilities:
Foreign exchange contracts Accrued liabilities 448 10,716
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Net asset/(liability) for economic hedges: 5,273 (9,684) 

Total net derivative asset (liability) $ 16,778 $ (36,103) 
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Derivative Activity

The following table shows derivative activity for derivatives designated as cash flow hedges for the three months ended March 31, 2012 and
2011:

00.0000 00.0000 00.0000 00.0000 00.0000 00.0000 00.0000

Derivative

Location of
Derivative

Gain/(Loss)
Recognized in

Income

Gain/(Loss)
Reclassified
from AOCI
into Income
(Effective
Portion)

Gain/(Loss)
Recognized

in Income  on
Derivatives
(Ineffective

Portion)

Gain/(Loss)
from Amounts
Excluded from
Effectiveness

Testing
Three Months Ended March 31,

2012 2011 2012 2011 2012 2011
Foreign exchange contracts Cost of sales $ 12,056 $ (8,100) $ 0 $ 0 $ 0 $ 3
Foreign exchange contracts SG&A 157 0 0 0 0 0
Foreign exchange contracts Foreign exchange

losses, net 0 0 0 (4) 1,478 805
Interest rate swap SG&A (146) (186) (2) (2) 0 0

Total cash flow hedges $ 12,067 $ (8,286) $ (2) $ (6) $ 1,478 $ 808

Derivative
Gain/(Loss) Recognized in AOCI

(Effective Portion)
Three Months Ended

March 31,
2012 2011

Foreign exchange contracts $ (9,208) $ (29,635) 
Interest rate swap (106) 232

Total cash flow hedges $ (9,314) $ (29,403) 

The following table shows derivative activity for derivatives designated as cash flow hedges for the nine months ended March 31, 2012 and
2011:

00.0000 00.0000 00.0000 00.0000 00.0000 00.0000 00.0000

Derivative

Location of
Derivative

Gain/(Loss)
Recognized in

Income

Gain/(Loss)
Reclassified
from AOCI
into Income
(Effective
Portion)

Gain/(Loss)
Recognized

in Income  on
Derivatives
(Ineffective

Portion)

Gain/(Loss)
from Amounts
Excluded from
Effectiveness

Testing
Nine Months Ended March 31,

2012 2011 2012 2011 2012 2011
Foreign exchange contracts Cost of sales $ 371 $ (10,106) $ 0 $ 0 $ 2 $ 13
Foreign exchange contracts SG&A 459 0 0 0 0 0
Foreign exchange contracts Foreign exchange

losses, net 0 0 0 (22) (3,984) 765
Interest rate swap SG&A (455) (575) (6) (6) 0 0

Total cash flow hedges $ 375 $ (10,681) $ (6) $ (28) $ (3,982) $ 778
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Derivative
Gain/(Loss) Recognized in AOCI

(Effective Portion)
Nine Months Ended

March 31,
2012 2011

Foreign exchange contracts $ 51,160 $ (65,423) 
Interest rate swap (444) 123

Total cash flow hedges $ 50,716 $ (65,300) 
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The following table summarizes gains and losses from our derivative instruments that are not designated as hedging instruments for the three
and nine months ended March 31, 2012 and 2011:

Three Months Ended
March 31,

Nine Months Ended
March 31,

Derivative Location of Derivative Gain/(Loss) 2012 2011 2012 2011
Foreign exchange contracts Cost of sales $ (3,589) $ 588 $ 4,608 $ (91) 
Foreign exchange contracts Foreign exchange losses, net 1,286 (1,796) (5,163) (2,112) 
Note 14 � Fair Value Measurements

Pursuant to the accounting guidance for fair value instruments, fair value is defined as the price we would receive to sell an asset or pay to
transfer a liability in an orderly transaction with a market participant at the measurement date. When determining the fair value measurements
for assets and liabilities required to be recorded at fair value, we consider the principal or most advantageous market in which it would transact
and we consider assumptions that market participants would use when pricing the asset or liability.

Fair Value Hierarchy

Under fair value accounting guidance, there is a three-tier fair value hierarchy to prioritize the inputs used in measuring fair value. Observable
inputs reflect market data obtained from independent sources, while unobservable inputs reflect our market assumptions.

The hierarchy gives the highest priority to quoted prices in active markets (Level 1) and the lowest priority to unobservable inputs (Level 3). The
three levels are defined as follows:

Level 1: Observable inputs, such as unadjusted quoted market prices in active markets for the identical asset or liability.

Level 2: Inputs that are observable for the asset or liability, either directly or indirectly through market corroboration, for substantially the full
term of the financial instrument.

Level 3: Unobservable inputs that reflect the entity�s own assumptions in measuring the asset or liability at fair value.
Assets and Liabilities Measured at Fair Value on a Recurring Basis

For assets and liabilities measured at fair value on a recurring basis, fair value is the price we would receive to sell an asset or pay to transfer a
liability in an orderly transaction with a market participant at the measurement date. In the absence of active markets for the identical assets and
liabilities, such measurements involve developing assumptions based on market observable data, and in the absence of such data, internal
information that is consistent with what market participants would use in a hypothetical transaction that occurs at the measurement date.

The following table provides the fair value hierarchy for assets and liabilities measured on a recurring basis:

Fair Value March 31, 2012 Fair Value at June 30, 2011
Description Level 1 Level 2 Level 3 Level 1 Level 2 Level 3
Assets/(Liabilities)
Short-term investments $ 127,201 $ 0 $ 0 $ 317,322 $ 0 $ 0
Money market funds 36,659 0 0 17,492 0 0
Available-for-sale securities 1,872 0 0 1,869 0 0
Foreign exchange contracts 0 17,925 0 0 (34,924) 0
Interest rate swap 0 (1,147) 0 0 (1,179) 0
Contingent consideration 0
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