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[financiasl highlights

Year ended March 31,

1992

(11 thotsands except per share amountand mumber of employeis)
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Net income (loss) per share
Total assets
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Sales per employee
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399
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141,710
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513
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Corporate Profile: Quantum Corporation is a leading worldwide supplier

of high-performance 3 1/2-inch and 2 1/2-inch hard disk drives designed for

business personal computers, workstations and notebook computers. In

fiscal 1992, we continued growing faster than the industry, exceeded

$1 billion in sales and were named to the 1991 Fortune 500 for the first

time. Quantum has a unique approach to the business which has enabled

us to respond quickly to changing market conditions. We lead the hard disk

drive industry in productivity and were among the top companies in the

Fortune 500 in a variety of productivity measures. Quantum sells directly to

major OEMs worldwide; to value-added resellers, systems integrators and

smaller OEMs through a network of distributors in over 40 countries; and

via direct marketing channels through our La Cie, Ltd. subsidiary. Quantum

currently has over 1700 employees worldwide.






STEPHEN M.BERKLEY

In fiscal 1992, Quantum achieved over $1 billion in sales for the first time. While
we are proud of this accomplishment, we quickly turned our focus toward the
future to ensure that we have the right strategies in place to continue Quantum'’s
rapid growth and market success. A year ago, we talked about commitments

in three areas: quality, our international infrastructure, and improving our ability
to bring products to market ahead of the competition. This focus clearly paid
off as we grew considerably faster than our industry during the year and
continued to build market share.

Our sales for the fourth quarter of
to our § h are h O I d ers fiscal 1992 were a record $345.5
million, up 19% from the $291.3
million we reported in the fourth quarter last year. Our sales for the year were
$1.13 billion, up 28% from our fiscal 1991 sales of $877.7 million. Net income
for the fourth quarter was $17.2 million or 38¢ per share, down 14% from $20.0
million or 45¢ per share in the same period a year ago. Net income for the year was

$46.8 million or $1.05 per share, down 37% from $73.9 million or $1.69 per
share for fiscal 1991.

Fiscal 1992 was a very difficult year for our industry. While we managed to grow
our business and gain significant market share, our net income declined from
the previous year for the first time in four years. During most of calendar 1991,
personal computer market demand was weak, while production rates and inven-
tories in our industry were high. The result was intense price competition

@ which severely impacted our margins and earnings. In our third quarter, demand
increased rapidly and continued strong through our fourth fiscal quarter. We
entered our new fiscal yearunable tosatisfy theincreased demand for our products.

During our third and fourth quarters, we benefitted from our first major time-to-
market success. We began mass production of our 1-inch high, ProDrive LPS™ 120-
and 240-megabyte products during our second quarter and at our fiscal year
end, our competitors had not yet matched our offerings at those capacity points.
These drives have been on our fastest production ramp ever: in just two full
quarters of production, we achieved a run rate greater than $400 million and in
early fiscal 1993, continued to increase our production rates.

Being first to market enabled us to capture the majority of the new OEM design
wins at those capacity points, adding some important first-time Quantum cus-
tomers to our customer list. We can now name AST Research, Apple, Hewlett-
Packard and Dell Computer among our customers for these drives. As we added
new OEMs, we continued to broaden and diversify our customer base. By our fourth
quarter, we had decreased the portion of our sales accounted for by our top ten

customers to 44% from 61% a year ago.

Our initial entry into the 2'2-inch market was disappointing due to stagnant
demand for notebook computers. However, we were able to establish important
relationships with key notebook manufacturers during the year which began to
show results by year end. In our fourth quarter, we shipped production volumes
of our Go+Drive™ 120 products to important notebook manufacturers worldwide
including Dell Computer and AST Research. We believe that these drives were the




first 2-disk 120-megabyte 2'2-inch drives available in volume. In early June 1992,
we set a new standard, delivering evaluation units of single-disk 80- and two-
disk 160-megabyte 2'2-inch drives. With volume shipments scheduled to begin this
summer, we believe we are again ahead of the competition in bringing these

next generation 2%-inch drives to the market.

We remain pleased with our progress on our 3%2-inch one-gigabyte drive program.
Our ProDrive® 1050 drive has entered mass production and is being evaluated by
virtually all of the major workstation manufacturers worldwide. It has already
been selected for qualification by several of them. We continue our focus on
research and development and plan to begin mass production of important new

products across our product line during the coming year.

In a fast-paced business such as ours, the ability to respond quickly to changing
market conditions is essential. An example of our ability to adapt is Quantum
Commercial Products (QCP), our business unit focused on meeting the unique
needs of the distribution channel. With analysts projecting sales of hard disk
drives through distribution to grow faster than sales to system manufacturers over
the next few years, we combined our Plus Development subsidiary and our indus-
trial distribution organization to form QCP. We have structured QCP to enable
Quantum to take maximum advantage of the opportunities in the distribution
channel and to give us a consistent corporate focus on the distribution business.

As we continue building our global business, we have expanded our senior
management team. In February, Michael Brown was promoted to executive vice
president, assuming responsibility for day-to-day operations of the Company
from David Brown who remains a director of the Company. In March, we success-
fully concluded our search for a chief executive officer when William Miller joined
Quantum as CEO. Bill brings significant industry experience to Quantum with
nine years in Control Data Corporation’s disk drive business, including serving as
president and CEO of Imprimis Technology prior to its acquisition by Seagate
Technology. In my role as chairman of the board, | am focusing on longer term busi-
ness opportunities and key partner relationships. With the changes we made
this past year, we have structured our business and our expanded senior manage-
ment team to enable Quantum to be proactive in addressing the significant
growth opportunities we see in the years ahead.

Ours remains a very competitive industry and as always, we face significant
challenges going forward. In the near term, we must carefully evaluate the sus-
tainability of the increased level of demand and manage our production ramps
accordingly. If we continue executing well in bringing new products to market
ahead of our competition and maintain our quality leadership, we believe we will
continue building momentum and gaining market share. In this challenging envi-
ronment, we believe we have the correct strategies, management team and
organization in place as we build Quantum toward the $2 billion mark.

Stephen M. Berkley
Chairman of the Board



WILLIAM J. MILLER

Achieving $1 billion in sales and being named to the Fortune 500 for the first time
are important milestones for a company. More important, though, are the solid
fundamentals and business strategies that underlie those achievements. Our
success, both in the marketplace and financially, has been driven by three key
factors: the unmatched quality of our products, our emerging leadership in time-
to-market and the exceptional productivity of our resources. We remain focused
on improving with respect to each of these factors and intend to use them to

continue building our business in the years to come.

In recent years, quality has become
an important buzzword in corporate
America, but unfortunately there is
often little to support it. At Quantum, we have put important resources and
concerted effort behind our quality commitment. Along with our manufacturing
partner, Matsushita-Kotobuki Electronics Industries, Ltd. (MKE), we have developed
design and production techniques that enable us to achieve exceptionally high
yields on the manufacturing floor and very low levels of defects at our customers’
sites. We have built a strong reputation for delivering the highest quality drives

available and intend to continue to earn that reputation.

We have made significant progress in shortening our product development cycles,
and remain committed to that initiative. Over the past few years, Quantum has
progressed from being as much as a year behind the competition in bringing
products to market, to leading the market with new generations of 2%2- and 3'-
inch drives. What we call “‘fast cycle time’’ has become a way of life at Quantum.

Our productivity is also unmatched in the industry, and places us among the leaders
when compared with other U.S. companies. Quantum was in the top 30 in the
1991 Fortune 500 for return on assets and equity, and our revenue per employee
is several times that of others in our industry. The exceptional productivity of
our resources is due in large part to our relationship with MKE. We continue

to strengthen that relationship, recently announcing the establishment of a
manufacturing facility in Ireland, which will be owned and operated by MKE. This
plant, dedicated to Quantum products, will enable us to better support our Euro-

pean customers.

Our focus on quality, the productivity of our resources and our time-to-market
leadership have contributed significantly to Quantum’s growth in sales. However,
success is much more than just sales growth. Throughout this annual report,

you will see evidence of our success by a wide variety of measures which demon-
strate the strengths and focus of the Company. As we continue growing the
Company and building our leadership position, we will continue our efforts to set
industry standards for customer satisfaction while providing competitive returns
to our shareholders and challenging, rewarding careers for our employees.

William J. Miller
Chief Executive Officer



IN FISCAL 1992, QUANTUM

ACHIEVED OVER ONE BILLION DOLLARS

IN SALES WITH ANOTHER YEAR OF STRONG

GROWTH. WE WERE ALSO LISTED IN FORTUNE MAGAZINE'S

RANKINGS OF THE NATION'S LARGEST COMPANIES FOR THE FIRST

TIME. QUANTUM BECAME THE WORLD'S THIRD LARGEST INDEPEN-

DENT HARD DISK DRIVE MANUFACTURER IN FISCAL 1992, AND WE WERE

THE FASTEST GROWING SUPPLIER. IN AN INDUSTRY IN WHICH OUR MAJOR

introduction COMPETITORS AVERAGED LESS THAN 10% GROWTH

OVER THE YEAR, OUR SALES GREW MORE THAN 28%. INTERMS OF PRODUC

TIVITY, WE WERE THE BEST IN OUR INDUSTRY AND WERE AMONG THE TOP

30 IN THE FORTUNE 500 ON MEASURES SUCH AS RETURN ON EQUITY

AND RETURN ON ASSETS, CLEARLY, OUR GROWING SUCCESS CANNOT

BE MEASURED BY OUR SALES GROWTH ALONE. AS THE FOLLOW-

ING PAGES WILL DEMONSTRATE, QUANTUM IS CONTINU

ING TO BUILD ITS INDUSTRY LEADERSHIP ANY

WAY YOU MEASURE IT




MARKET SHARE GROWTH
(3 1/2-inch Drive Shipments)
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| market share : grow th

In an industry in which sales grew
about 50% over the last two years,
our sales increased more than 150%.
As a result, Quantum’s share of the
3%-inch drive market increased to
nearly 20% this past year from les
than 10% two years ago, and we
became the number two supplier of
3%-inch drives in the world.

An important new force behind
Quantum'’s growth this year was
successful execution of our tin
market strategy, bolstered by ag

sive expansion of our internatic

and distribution businesses. Without
compromising our traditional leader-
ship in quality, we brought several
important products to market far
ahead of our competition.

An example is our new 1-inch high
ProDrive LPS 120/240 drives, intro-
duced in August 1991. Within seven
months, 20 of the top 25 OEM cus-
tomers worldwide for 100 to 300
megabyte drives had already selected
these drives for their systems.

We're also building our share in the
fast-growing workstation market.
Our ProDrive 425 has given Quantum
over 20% of the market for drives
in the 300 to 500 megabyte range.







g rowt R in distribution |

‘This past year, Quantum established
the hard disk drive industry’s first
only full-function business unit
solely dedicated to serving the needs
of the distribution channel: Quantum
‘Commercial Products.

‘We merged two organizations with
‘proven track records—our industrial
istribution organization and our
tholly-owned commercially focused
sidiary, Plus Development Corpo-
tion. Our rationale? Industry
nalysts project that sales through
stribution channels will grow
significantly faster than sales to
Ms through mid-decade and will
‘account for an increasingly larger
share of the overall market.

The distribution business has unique
rements and poses different
cha lenges from selling to OEMs.
veraged our expertise in dis-
tribution into a dedicated focus on
this important opportunity. With our
distribution sales up 49% from last
year we have the industry’s fastest
growing distribution business. We
are now the second largest partici-
pant in the distribution market, with
a market share of 15% for the last
calendar year.

GROWTH IN DISTRIBUTION
(Dollars in millions)

250




One year ago, Quantum’s top ten cus-
tomers accounted for over 60% of
our total business. We've hroadeneﬂ.
our customer base and reduced ot
dependence on our largest cus-
tomers; today, Quantum'’s top ten
account for just 44% of sales.

We have increased our business with
important existing customers such as
Hewlett-Packard and Dell Comj
and have significantly increased our
sales through our top distributors.
We've also added important new
OEMs to our customer list inclu
AST Research and CompuAdd
U.S., plus DTK and FIC in Taiwan.
With Acer already a Quantum cus-
tomer for several years, we now do
business with the three largest
personal computer manufacturers
in Taiwan.

Virtually all of the world’s leading
computer companies are now '
Quantum customers. Why? Because
we provide the quality of products
and support these customers require.
Says Michael Dell, founder and CEO
of Dell Computer, ““Quantum is the
kind of supplier that truly under-
stands the changing needs of the
very competitive PC industry. They
have been very flexible in responding
to our dramatic business growth and
have provided us with high quality
products at competitive prices.””

SALES: TOP 10 CUSTOMERS

Q4 FY 91
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INTERNATIONAL GROWTH
(Dollars in millions)

$600

FY90

international

growth

This year, for the first time, Quantum’s

international sales exceeded our

sales in the U.S.

The hard disk drive business is increas-
'global. Last year, we negotiated
rchase contract with a customer
on one continent, worked with them
to qualify the drives on another
continent, and actually shipped and

‘supported the drives on a third.
In fiscal 1992, we established a con-

i ation center in Dundalk, Ireland
‘where we customize our standard
drives for our European customers,
Iso recently announced the de-
Mélopment of a new manufacturing
facility in Dundalk, Ireland which
will be built and operated by our
manufacturing partner, MKE.

‘that facility is operational in
1992, we will have sales, customer
port and manufacturing in each
of our three major markets—Europe,

‘Asia and the U.S.—enabling us to

illy support our global OEM and dis-

= tﬁbution customers on a local basis.

®
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One of the driving forces behind our
market share growth and expanded
customer base was our success in
bringing products to market ahead
of the competition. Our three i
focus on improving our time-t
market began to show significant
results for us in fiscal 1992.

Qur most stunmng tlme-to-markéi- o

We were the first to ship 60- and m,ﬁ
megabyte 2%-inch drives in volume,
and this summer we expect to be
ahead of the competition ag
we begin mass production of our

and 160-megabyte 2%-inch drives

for advanced notebook computers.

As we enter our new fiscal year, our
time-to-market momentum contin-
ues. We aren’t just doing things
faster. Rather, we are doing things
differently, and we continue to apply
the lessons we've learned to our
current development programs.

TIME TO MARKET
1992
1991
1990
12 -6 3 0 3 6 12
Quantum mass production date

Months ahead of or behind earliest competitor
*Estimate
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AGGRESSIVE PRODUCTION RAMPS

(# Drives manufactured in first two quarters of mass production)

1st Quarter production

B PRODRIVE 40/80-1988
B PRODRIVE LPS 52/105-1990
I  PRODRIVE LPS 120/240-1991

2nd Quarter production

- L
aggresslivVvVe productionramps |
]

When we say first to market, we don't
‘mean simply first to announce or
demonstrate a product. Being first
‘means first to deliver high quality
drives in volume to our customers.

This requires steep production ramps
with high manufacturing yields
early on—a Quantum specialty. Qur
manufacturing partner, MKE, is an
expertat ramping production quickly,
and we are tailoring our own manu-
facturing facility in California to
support our time-to-market efforts
on our higher capacity products.

Last year, Quantum and MKE exe-
cuted what we believe was the
steepest new product production
ramp ever in our industry. We
achieved a run rate greater than
$400 million with our ProDrive

LPS 120/240 products after just two

‘quarters of mass production. Enter-

ing fiscal 1993, we continue to ramp

production to meet demand.

@



[ highly productive

Quantum ranked 26th in return on

equity and 19th in return on assets in
the Fortune 500 for 1991. For fiscal
1992, our ROE was 19.7%, tops in the
industry and 240% higher than the
average of our leading competitors.
Likewise, our year-end ROA is
nearly four times the average of
our competitors.

What makes our assets so produc-
tive? Our entire approach to running
the business is different from that
of our competitors.

One example is our manufacmrlng
strategy. Our eight-year partner i@
with MKE to produce our htgheﬁ
volume products gives us the advan
tage of the most advanced disk e
manufacturing facility in the world
without committing our own ca H
As a result, we have fewer cap
assets and employees, and our revenue
per employee is significantly h her
than that of our major competitors.

But it is really more than just manu-
facturing. It's also the way we manage
our business. Flatter hierarchies,
distributed decision making, and our
dedicated distribution focus are
examples of the organizational stra-
tegies that enable Quantum to
respond to the rapidly changing
markets we serve.

HIGHLY PRODUCTIVE ASSETS (Dollars in thousands)
20% . - 5800
15 ' 1 600
i
i
10 i1 | 400
(=
5 ; i 200
(]
0 1]
ROA ROE Revenue/Employes
FY 1992 okttt
E quanTum

B COMPETITIVE AVERAGE






| research and development I grow th
=

R&D PER EMPLOYEE
(Dollars in thousands)

25

FY92

E  quantum
I cOMPETITIVE AVERAGE

This year, we brought 15 new models
of leadership disk drives into mass
production and have more than that
number currently in development.

We continue to increase our invest-
ment in advanced research, ensuring
that we will have the technologies
required to build our technology
~ leadership. We've entered into
es with suppliers of major
ponents including heads, media
d motors. These alliances enable
s to gain access to advanced tech-
ogy and test component proto-
r products two or three
ns in the future.

e to focus on custom ASICs
 Specific Integrated

‘achieve capacity points
ympetitors who rely on off-
hips. We are also making

IC designs across our product
\s an example, our one-






mana g emen t's :discussion and analysis

The results for the year ended March 31, 1992 reflect significant achievements by Quantum. The Company
exceeded $1 billion in sales, gained market share and successfully introduced new products to the
market. It was, however, a difficult year for the disk drive industry and the economy as a whole. As a
result of weakness in the economy and over-capacity in the disk drive industry, the Company faced a
period of weak market demand and severe price competition. During this difficult time the Company was
able to increase sales and successfully introduce new products. Gross margins, however, were negatively
impacted by competitive pressures and the weak market conditions.

Sales for the year ended March 31, 1992 were $1.13 billion, an increase of 28% over fiscal
1991 sales of $877.7 million. The growth in revenue was the result of strong market acceptance of
newly introduced products, such as the LPS 120 and LPS 240. The increase in revenue also reflects the
increased market share and the expansion of the Company’s customer base, both in the original equip-
ment manufacturers (OEM) and distribution channels. Sales for fiscal year 1991 increased 97% when
compared to fiscal 1990 revenue of $446 million.

During fiscal 1992, the Company realigned resources to provide consistent corporate focus on
the rapidly growing distribution channel. Plus Development Corporation, Quantum’s wholly-owned
subsidiary, and Quantum’s industrial distribution organization were merged to become Quantum
Commercial Products, a business unit focused on serving the unique needs of the distribution channel.
Revenue for fiscal 1992 from the distribution channel represented $405.7 million or 36% of sales, as
compared to $272.0 million or 31% in fiscal 1991,

Quantum has continued to focus on the expansion of its sales and support network outside of
the United States resulting in an increased international customer base. Foreign sales, which include
foreign sales to U.S. companies, increased to 52% of sales in fiscal 1992, as compared to 45% in fiscal
1991, and 32% in fiscal 1990.

The Company continues to have substantial sales to Apple Computer. Sales to Apple Computer
were $277 million or 25% of sales for fiscal 1992, as compared to $300 million or 34% for fiscal 1991,
and $186 million or 42% for fiscal 1990. Any significant decrease in sales to a major customer or the
loss of a major customer would have a material adverse effect on the Company’s results of operations.

Gross margin declined to 19% in fiscal 1992, as compared to 25% in fiscal 1991 and 30%
in fiscal 1990, Gross margin declined in fiscal 1992 due to rapid price erosion. The decline in gross
margin was also attributable to excess inventory levels experienced during the first and second quarters
of fiscal 1992 as a result of weakened industry-wide demand and over capacity. By the end of the third
quarter, industry-wide capacity had been reduced, prices began to return to a more normal pricing
environment and market demand improved. Although market conditions remained strong at March 31,
1992, it is not clear whether these strong marker conditions will be sustained throughout fiscal 1993.

Over the past eight years, Quantum has established a strong business relationship with
Matsushita-Kotobuki Electronics Industries, Ltd. (MKE) of Japan. This relationship has been built on
Quantum’s engineering and design expertise and MKE’s high-volume, high-quality manufacturing
expertise. During fiscal 1992 more than 80% of Quantum’s sales were derived from products manu-
factured by MKE. In the event MKE is unable to supply such products or increases its prices for
manufacturing services, the Company’s results of operations would be adversely affected. The Company’s
agreement with MKE will expire on December 31, 1992 unless extended. The Company is currently
discussing a multi-year renegotiation and extension of its relationship with MKE and expects that it will
reach an acceptable agreement.



managemen t's_ldiscussion and analysis |

Quantum continues to invest in research and development as the disk drive industry is subject
to rapid technological advances and the future success of the Company is dependent upon continued
successful and timely introduction of new products and new technologies. Research and development
expenses increased to $59.3 million or 5% of sales in fiscal 1992, as compared to $43.3 million or 5% of
sales in fiscal 1991 and $25.8 million or 6% of sales in fiscal 1990. Research and development expenses
are expected to continue to increase in absolute dollars in fiscal 1993 but remain relatively consistent
as a percentage of sales.

Marketing expenses increased to $55.0 million or 5% of sales in fiscal 1992 as compared to
$42.4 million or 5% in fiscal 1991 and $27.2 million or 6% in fiscal 1990. The increase in marketing
spending is the result of costs associated with expanding the customer base, both international and
domestic, and the introductions of multiple new product families.

General and administrative expenses increased modestly to $23.9 million in fiscal 1992, as com-
pared to $22.4 million in fiscal 1991, and $13.8 million in fiscal 1990. These expenses, however,
declined as a percentage of sales to 2% in fiscal 1992, as compared to 3% for fiscal 1991 and 1990.

The decline in spending as a percentage of sales is the result of the Company’s cost control measures.

Net income for the year ended March 31, 1992 was $46.8 million, as compared to $73.9
million in fiscal 1991, and $47.2 million in fiscal 1990. The decline in net income from fiscal 1991 is
due to the weak market conditions experienced during the first half of the fiscal year and the resulting
decline in gross margin.

The Company’s effective tax rate was 37%, 36% and 35% for the fiscal years 1992, 1991,
and 1990, respectively. These rates are lower than the combined federal and state statutory rate due
primarily to tax-exempt interest and research and development credits. The Company will be required
to adopt Statement of Financial Accounting Standards No. 109 by the beginning of its fiscal year ending
March 31, 1994 and does not expect an adverse impact on the financial statements from such adoption.

The Company is currently unable to meet demand for certain key products and is taking steps
to increase the availability of such products. Should the Company be unable to meet customer demand for
a prolonged period, results of operations could be adversely affected.

The Company expects that sales from new products will account for a significant portion of
fiscal 1993 revenue and will replace sales from some current products. The Company’s ability to produce
new products economically and successfully introduce these products to the marketplace is key to future
success. The failure to successfully manufacture new products and manage the transition of customers
to these products would adversely effect results of operations.

Quantum operates in an extremely competitive industry and its rapid growth has been the
result of the Company’s ability to identify customer needs and develop quality products. As a result of
price competition, competitive product introductions, volatility in the personal computer market and
other factors which may affect the Company’s operating results, past financial performance should
not be considered a reliable indicator of future performance and investors should not use historical trends
to anticipate results or trends in future periods.




Liquidity and Capital Resources

At March 31, 1992, the Company had $145.0 million in cash and cash equivalents and short-term mar-
ketable securities as compared to $114.7 million in cash and cash equivalents at March 31, 1991. The
Company also had $16.2 million in long-term investments at March 31, 1992 with various maturities
through 1995. The Company has available $85 million under bank agreements for the issuance of
standby letters of credit. In addition, in April 1992, the Company completed a $212.5 million offering
of convertible subordinated debentures resulting in net proceeds to the Company of approximately
$207 million. See also Note 10 in the Notes to the Consolidated Financial Statements regarding terms
of the debenture offering.

During fiscal 1992, the Company generated a positive cash flow from operations of $50.4 million.
Major expenditures included the investment of $37.8 million in leasehold improvements and capital
equipment primarily at the Company’s new campus headquarters in Milpitas, California. As a result
of the consolidation of operations at the new campus, lease payments are expected to decline approxi-
mately $1 million in fiscal 1993. At this time, the Company expects to invest approximately $34 million
in manufacturing, engineering and other capital equipment and leasehold improvements in fiscal 1993,
Approximately $110 million of the funds received from the convertible debenture offering will be used
to reduce the term of the outstanding accounts payable to MKE for inventory purchases from 90 days,
bearing interest, to 45 days, non-interest bearing. The Company believes thar its current cash position
and its future cash flow from operations are sufficient to meet all currently planned expenditures and
sustain operations during the next fiscal year.
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consolidated1lncome statements

Year ended March 31,
{In thousands except share and per share dara) 1992 1991 1990
Sales $ 1,127,733 § 877,733 § 446,291
Costs and expenses:
Cost of sales 914,348 661,430 314,552
Research and development 59,255 43,251 25711
Marketing 55,027 42377 27,178
General and administrative 23,852 22,403 13,836
Reversal of provision for product discontinuance
and reduction in capacity - — (2,030)
1,052,482 769,461 379,307
Income from operations 75:251 108,272 66,984
Interest and other income 6,868 9,200 6,905
Interest expense (7,763) (5,205) {1,820)
Income from litigation settlement - 3,692 —
Income before income taxes 74,356 115,959 72,069
Income tax provision 27,511 42,078 24,857
Net income $ 46845 § 73,881 § 47212
Net income per common share $ 1.05 § 1.69 § 1.14
Shares used in per share calculations 44,672,171 43,613,535 41,390,378

lid

See accompanying notes to ¢ d financial statements.

B M. N e R .
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consolidatedlbalance sheets

March 31, March 31,
(In thousands excepr share dara) 1992 1991
Assets
Current assets:
Cash and cash equivalents $ 74,486 $ 114,721
Marketable securities 70,547 -
Accounts receivable, net of allowance for doubtful accounts of

$6,474 and $5,397 194,350 161,749
Inventories 87,375 101,709
Prepaid income taxes 20,203 13,821
Other current assets 5,919 4,269

Toral current assets 452,880 396,269
Property and equipment, at cost less accumulated depreciation
and amortization 65,831 56,110
Investments 16,218 24,871
Other assets 11,854 12,170
$ 546,783 $ 489,420
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable $ 171,346 § 197.869
Income taxes payable 10,482 12,681
Accrued warranty expense 29,567 17,757
Other accrued liabilities 24,664 19,405
Toral current liabilities 236,059 247,712
Deferred income taxes 2,335 3,453
Commitments and contingencies
Shareholders’ equiry:
Preferred stock, $.01 par value, 4,000,000 shares authorized,

none issued
Common stock, $.01 par value, 150,000,000 shares authorized,

42,893,007 and 39,146,474 shares outstanding 429 391
Capital in excess of par value ' 88,582 62,584
Retained earnings 219,378 175,280

Total shareholders’ equity 308,389 238,255
$ 546,783 $ 489,420

See accompanying notes to consolidated financial statements.
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consolidated statements of shareholders' @ q uil t y
1

Common stock Capital
in excess of Retained
(In thousands except share data) Shares Amount par value earnings Total

Balance at March 31, 1989 35,566,263 $§ 356 $ 45,610 § 54,187 §$100,153

Shares repurchased from employees (128,457) (2) (157) = (159)
Shares issued under employee stock
option plans 1,187,462 12 2,607 £ 2,619
Shares issued under employee stock
purchase plan 505,422 5 1,348 - 1,353
Tax benefits related ro stock
option plans - - 2,404 — 2,404
Ner income for year ended
March 31, 1990 — — - 47,212 47,212
Balance at March 31. 1990 37,130,620 371 51,812 101,399 153,582
Shares repurchased from employees (10,554) — (125) — (125)
Shares issued under employee stock
option plans 1,330,281 13 3,591 — 3,604
Shares issued under employee stock
purchase plan 696,057 7 2,294 - 2,301
Tax benefits related to stock
option plans - — 5,012 — 5,012
Net income for year ended
March 31, 1991 — — — 73,881 73,881
Balance at March 31, 1991 39,146,474 391 62,584 175,280 238,255 !
Shares repurchased from employees (232,337) (2) (473) (2,747) (3,222)
Shares issued under employee stock
option plans 3,530,366 35 8,686 - 8,721
Shares issued under employee stock II
purchase plan 448,504 5 3,607 — 3,612
Tax benefits related ro stock '
option plans - — 14,178 — 14,178
Net income for year ended
March 31, 1992 — — — 46,845 46,845

Balance at March 31, 1992  42893,007 § 429 § 88,582 $219,378 $308,389

See accompanying notes to consolidated financial statements.
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Year ended March 31,
(In thousands) 1992 1991 1990
Cash flows from operating activities:
Net income $ 46,845 $ 73,881 $ 47,212
Items not requiring the current use of cash:
Depreciation and amortization 28,126 13,205 5,301
Reversal of provision for product
discontinuance and reducrion in capacity - - (2,030)
Changes in assets and liabilities:
Accounts receivable (32,601) (91,776) (34,102)
Inventories 14,334 (77,632) (7,470)
Accounts payable (26,523) 137,362 25,193
Accrued warranty expense 11,810 8,710 5,296
Estimated liabilities relared to product
discontinuance and reduction in capacity — == (2,847)
Other assets and liabilities 8,453 15,712 4,111
Net cash provided by operating activities 50,444 79,462 40,664
Cash flows from investing activities:

Purchase of marketable securities (62,024) - —

Investment in property and equipment (37,766) (45,990) (16,673)

Investment in La Cie, Ltd. - (3,800) ~

Purchase of long-term investments - - 562
Net cash used in investing activities (99,790) (49,790) (16,111)
Cash flows from financing activities:

Proceeds from issuance of common stock 9,111 5,780 3,813
Ner cash provided by financing activities 9111 5,780 3,813
Net increase (decrease) in cash and cash equivalents (40,235) 35,452 28,366
Cash and cash equivalents at beginning of year 114,721 79,269 50,903
Cash and cash equivalents at end of year § 74486 § 114,721 $ 79,269
Supplemental disclosure of cash flow information:

Cash paid during the year for:

Interest 8 7559 $ 5459 8§ 1,776
Income taxes $ 22,642 $ 40,626 § 21,543

See accompanying notes to consolidated financial statements.
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Note 1: Significant accounting policies

Principles of consolidation: The accompanying consolidated financial statements include the accounts
of Quantum Corporation and its subsidiaries. All significant intercompany transactions and accounts
have been eliminated in consolidation.

Revenue recognition: Revenue from sales of products is recognized upon shipment to customers.

Net income per common share: Net income per share is computed using the weighted average number
of common and dilutive common equivalent shares attributable to stock options outstanding during
the period.

Cash and cash equivalents and marketable securities: The Company has classified all cash and highly
liquid investments with original maturities of three months or less ar the date of acquisition as cash
equivalents. All other short-term investments have been classified as marketable securities and are stated
at cost, which approximates market. The effect of foreign currency exchange rate fluctuations on cash
flows was not material.

Concentration of credit risk: The Company designs, manufactures and sells hard disk drives to original
equipment manufacturers and distributors throughout the world. The Company performs ongoing
credit evaluations of its customers’ financial condition and generally requires no collateral from its
customers. The Company maintains reserves for potential credit losses and such losses have historically
been within management’s expectations.

The Company invests its excess cash in deposits with major banks and in money markert and
short-term debt securities of companies with strong credit ratings and from a variety of industries. These
securities mature within 365 days and, therefore, bear minimal risk. The Company has not experienced
any material losses on its investments.

Inventories: Inyentories are stated at the lower of cost, determined on a first-in, first-out basis, or marker.

Depreciation and amortization: Depreciation is computed for financial reporting purposes using the
straight-line method over the estimated useful lives which range from three to seven years. Amortization
of leasehold improvements is computed over the shorter of the useful life of the improvementor the
remaining life of the lease.

Investments: Pursuant to the Company’s agreement with the Puerto Rican Treasury, the Company is
required to maintain approximately $25,000,000 of qualified investments in Puerto Rico five years from
the original date of the investment. These investments are primarily obligations of the Commonwealth
of Puerto Rico or any of its instrumentalities and mature between 1992 and 1995 with interest rates ranging
from 5.2% to 9.3%. These investments are stated at cost which approximates marker and are included
in marketable securities and investments on the accompanying balance sheets.

Goodwill: Goodwill and purchased intangibles, which are included in other assets, represent the
excess cost over fair value of net assets acquired as a result of the acquisition of the minority interest

in Plus Development Corporation (Plus) on December 22, 1987, and the acquisition of La Cie, Ltd. on
November 19, 1990. The goodwill and purchased intangibles relating to Plus and La Cie, Ltd. are being
amortized using the straight-line method over 15- and 10-year periods, respectively. The acquisition

of La Cie, Ltd., did not have a material effect on operations in fiscal 1991.




Income taxes: The Company accounts for income taxes under the liability method pursuant to State-
ment of Financial Accounting Standards (SFAS) No. 96, “Accounting for Income Taxes” In February 1992,
SFAS No. 109, “Accounting for Income Taxes)' was issued, which supersedes SFAS No. 96. The
Company will be required to adopt SFAS No. 109 by the beginning of its fiscal year ending March 31,
1994, although earlier adoption is allowed. The Company is analyzing the impact of this pronounce-
ment and whether it will choose to adopt the standard early. No adverse impact from adoption of
SFAS No. 109 is expected.

Research and development tax credits are recognized as a reducrion of income tax expense in
the year the qualified research and development expenditures are incurred.

Warranty expense: The Company generally warrants its products against defect for a period of one
to two years, A provision for estimated future costs relating to warranty expense is recorded when
products are shipped.

Note 2: Business segment

The Company is engaged in a single business segment consisting of the design, manufacture and market-
ing of hard disk drives based on Winchester technology. The Company is a leading supplier of small
form factor hard disk drives for desktop personal computers, workstations and notebook computers,
providing a broad range of 3Va-inch and 2Y%2-inch hard disk drives with capacities ranging from 40 mega-
bytes to one gigabyte. The Company also designs and markets storage enhancement products that
upgrade the capacity of existing desktop personal computer systems.

Export sales accounted for a significant portion of the Company’s revenues and are summarized
by geographic area as follows;

Year ended March 31,
(In thousands) 1992 1991 1990
Europe b 344,000 $ 235,000 § 103,000
Pacific Rim 220,000 150,000 35,000
Other 27,000 7,000 5,000

$ 591,000 $ @ 392,000 $ 143,000

One major customer accounted for 25%, 34% and 42% of sales in 1992, 1991 and 1990, respectively,

Note 3: Inventories

Inventories were composed of:

March 31,
[In thousands) 1992 1991
Materials and purchased parts $ 18,745 § 25,525
Work in process 3,726 5,407
Finished goods 64,904 70,777

$ 87,375 § 101,709
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Note 4: Property and equipment

Property and equipment consisted of:

March 31,
{In thousands) 1992 1991
Machinery and equipment $ 60,336 § 52,714
Furniture and fixtures 16,759 10,489
Leasehold improvements 29,861 18,345
106,956 81,548

Less accumulated depreciation and amortization (41,125) (25,438)

$ 65,831 § 56,110

Note 5: Sharebolders’ Equity

Stock Option Plans The Company has three stock option plans (the **Plans”) under which an aggregate
of 15,375,000 shares of common stock have been reserved for issuance. Options under the Plans are
granted at prices determined by the Board of Directors, butat not less than the fair market value, and expire
five to ten years from the date of grant. Options generally vest ratably over four to five years. At March 31,
1992, options with respect to 1,359,817 shares were available for grant.

A summary of transactions relating to ourstanding stock options follows:

Year ended March 31,
1992 1991
Shares Option price Shares Option price
Options outstanding
beginning of period 8,526,663 §$ .82-13.75 7,635,278 § .56- 8.33
Options granted 1,449,910 9.50-10.88 2,540,880 8.50-13.75
Options cancelled (477,866) 2.11-13.75 (319,214) .82-13.75
Options exercised (3,530,366) .82-13.75 (1,330,281) S56- 917
Options outstanding
end of period 5,968,341 § .82-13.75 8,526,663 § .82-13.75
Options exercisable
end of period 1,457,198 3,199,866

Stock Purchase Plan The Company has an employee stock purchase plan (the “Purchase Plan”) under
which 3,300,000 shares of common stock have been reserved for issuance. The Purchase Plan is qualified
under Section 423 of the Internal Revenue Code.

During fiscal 1992, 1991, and 1990, 448,504; 696,057 and 505,422 shares, respectively,
were issued under this plan.

Shareholder Rights Plan The Company has a shareholder rights plan (the “Rights Plan”) which provides
existing shareholders with the right to purchase 1/100 preferred share for each common share held in

the event of cerrain changes in the Company’s ownership. The Rights Plan may serve as a deterrent

to takeover tactics which are not in the best interests of shareholders.




Note 6: Income taxes

The provision for income taxes computed under Statement of Financial Accounting Standards No. 96
consisted of the following:

Year ended March 31,

(In thousands) 1992 1991 1990
Federal —current $ 28466 § 43910 §% 17,671
deferred (prepaid) (7,500) (12,900) 1,715

Total Federal 20,966 31,010 19,386
State—current 5,874 10,135 5,471
Foreign 671 933 -
Total income tax provision $ 27,511 § 42,078 $% 24,857

Deferred (prepaid) income taxes represent the tax effect of transactions which are reported in different
periods for financial and tax reporting purposes. The sources of and the income tax effect of these
differences are as follows:

Year ended March 31,
(In thousands) 1992 1991 1990
Accelerated depreciation for tax purposes $ (1,504) $ 217§ 1,038
Inventory valuation methods 1,246 (5,198) (678)
Accrued warranty expense (4,220) (3,278) (1,385)
Reversal of (provision for) product
discontinuance and reduction in capacity - (1,511) 2,776
Capital equipment reserve (1,276) — —
Other (1,746) (3,130) (36)
$ (7,500) $ (12,900} $ 1715

The income tax provision differs from the Federal statutory rate of 34% for the following reasons:

Year ended March 31,
(In thousands except percent) 1992 %o 1991 % 1990 %o

Tax computed at

Federal statutory

rate § 25,281 34.0 $ 39,426 34.0 $ 24,503 34.0
Stare income tax, net

of Federal benefit 3,877 5.2 6,689 5.8 3,611 5.0
Research and

development credit (1,531) (2.1) (1,453) (L3} (1,113) (1.6)
Other (116) (0.1) (2,584) (2.2) (2,144) (2.9)

$ 27,511 37.0 $ 42,078 36.3 $ 24,857 34.5
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Note 7: Litigation settlement

In June 1990, the Company settled a patent infringement suit against Western Digital Corporation.
The terms of the sertlement resulted in net proceeds of $3,692,000.

Note 8: Commitments and contingencies

The Company leases its present facilities under non-cancellable operating lease agreements that range
from 6 months to 15 years with various expirarion dates through 2006, Some of the leases have renewal
options ranging from 1 to 10 years.

Rent expense was $7,939,000, $3,617,000 and $2,709,000 for the years ended March 31,1992,
1991 and 1990, respectively.

Future minimum lease payments under operating leases are as follows:

Year ending March 31, (In thousands)
1993 $ 7,142
1994 7,072
1995 6,646
1996 6,728
1997 6,874
Thereafter 76,509
Total future minimum lease payments § 110,971

The Company is subject to legal proceedings and claims which arise in the ordinary course of its business.
In the opinion of management, the amount of ultimate liability, if any, with respect to these actions will
not materially affect the financial position or results of operations of the Company.

Note 9: Credit agreements

The Company has credit agreements expiring October 31, 1992, with certain banks totalling $85,000,000
for the issuance of standby letters of credit and is contingently liable for letters of credit totalling approxi-
mately $585,000 as of March 31, 1992. These agreements require the Company to maintain specific
financial covenants, including maintaining minimum levels of working capital, tangible net worth, net
income and certain financial ratios. As of March 31, 1992, the Company was in compliance with all
financial covenants.

Note 10: Subsequent event

The Company issued $212,500,000 of 6¥%% convertible subordinated debentures on April 1, 1992,

The debentures are due April 1, 2002, and are subordinated to all existing and future senior indebtedness
of the Company. Each debenture is convertible at the option of the holder into the Company’s common
stock at a conversion price of $18.15 per share. The debentures are redeemable at the Company’s option
on or after April 2, 1995, at prices ranging from 104.5% of the principal to 100% at maturity. The
Company estimates underwriting fees and expenses of issuance and distribution at approximately
$6,000,000, which will be capitalized and amortized over the term of the debentures.



Note 11: Unaudited quarterly consolidated financial data

(In thousands except per share data)

Fiscal 1992 1st Quarter 2nd Quarter 3rd Quarrer 4th Quarter
Net sales $ 250,859 § 244776 $ 286,611 § 345,487
Gross profit $ 53,970 § 44,892 § 46,607 % 67,916
Net income $ 12,453 § eI 9,445 $ 17,233
Nert income per share $ 28 | 8 A7 8 21 8§ 38
Fiscal 1991 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
Net sales $ 162,685 §$ 19215300 231,583 § 291,312
Gross profit $ 43201 $ 49910 §$ 57619 § 65,573
Net income $ 17,3390 § 18,480 § 18,040 $ 20,022
Net income per share $ 40§ 43 8 41 % 45

(a) Includes $3,692,000 income from litigation settlement.
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Market for the Registrant's Common Equity and
Related Shareholder Matters

Quantum Corporation’s common stock has been traded in the over-the-counter market under the
NASDAQ symbol QNTM since the Company’s initial public offering on December 10, 1982,

The price per share reflected in the rable represents the range of high and low closing prices
in the NASDAQ National Market System for the quarter indicated. These share prices reflect the impact
of the Company’s three-for-two stock split declared on April 4, 1991.

Fiscal 1992 High Low
Fourth quarter ended March 31,1992 17%  11%
Third quarter ended December 29, 1991 11 9%
Second quarter ended September 29, 1991 11% 94
First quarter ended June 30, 1991 17% 9%
Fiscal 1991 High Low
Fourth quarter ended March 31, 1991 17% 11%
Third quarter ended December 30, 1990 154 81
Second quarter ended September 30, 1990 16% 914
First quarter ended July 1, 1990 15 874

The Company has not paid cash dividends on its common stock and does not plan to pay cash dividends
to its shareholders in the near furure. The Company presently intends to retain its earnings to finance
future growth of its business.

As of May 26, 1992, there were approximately 24,400 shareholders of the Company.
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Report of Ernst & Young, Independent Auditors

To the Board of Directors and Shareholders
Quantum Corporation

We have audited the accompanying consolidated balance sheets of Quantum Corporation as of March 31,
1992 and 1991, and the related consolidated statements of income, shareholders’ equity and cash flows
for each of the three years in the period ended March 31, 1992. These financial statements are the respon-
sibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducred our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of Quantum Corporation at March 31, 1992 and 1991, and the con-
solidated results of its operations and its cash flows for each of the three years in the period ended
March 31, 1992, in conformity with generally accepted accounting principles.

Samt +

Palo Alto, California
April 23,1992
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Tokvo, 105 Japan
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205 Tun-Hwa N. Road
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Quantum Asia—
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