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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
SCHEDULE 14A
Proxy Statement Pursuant to Section 14(a) of the Securities
Exchange Act of 1934 (Amendment No. )

Filed by the Registrant p
Filed by a Party other than the Registrant o
Check the appropriate box:
0 Preliminary Proxy Statement
Confidential, for Use of the Commission Only (as permitted by Rule 14a-6(e)(2))
Definitive Proxy Statement
Definitive Additional Materials
Soliciting Material Pursuant to §240.14a-12

o o T O

Koss Corporation

(Name of Registrant as Specified In Its Charter)

(Name of Person(s) Filing Proxy Statement, if other than the Registrant)
Payment of Filing Fee (Check the appropriate box):
b No fee required.
o Fee computed on table below per Exchange Act Rules 14a-6(i)(1) and 0-11.
(1) Title of each class of securities to which transaction applies:

(2) Aggregate number of securities to which transaction applies:

(3) Per unit price or other underlying value of transaction computed pursuant to Exchange Act Rule 0-11 (set forth
the amount on which the filing fee is calculated and state how it was determined):

(4) Proposed maximum aggregate value of transaction:

(5) Total fee paid:
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0 Check box if any part of the fee is offset as provided by Exchange Act Rule 0-11(a)(2) and identify the filing for
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Form or Schedule and the date of its filing.
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Koss Corporation
4129 North Port Washington Avenue
Milwaukee, Wisconsin 53212
NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
to be held on
OCTOBER 10, 2007
We hereby notify you that we will hold the annual meeting of stockholders of Koss Corporation at the
Milwaukee River Hilton Hotel at 4700 North Port Washington Avenue, Milwaukee, Wisconsin, on Wednesday,
October 10, 2007, at 9:00 a.m. At the annual meeting, we will consider and act on the following proposals:
1. The election of six (6) directors;

2. The ratification of the appointment of Grant Thornton LLP, as the independent accountants of the Company
for the fiscal year ending June 30, 2008; and

3. Such other business as may properly be brought before the annual meeting.

Only stockholders of record at the close of business on August 15, 2007, will be entitled to notice of and to vote
at the annual meeting. Information regarding the matters to be considered and voted upon at the annual meeting is set
forth in the Proxy Statement accompanying this notice.

You are cordially invited to attend our annual meeting in person, if possible. In order to assist us in preparing
for our annual meeting, we urge you to promptly sign and date the enclosed proxy and return it in the enclosed
envelope, which requires no postage. If you attend our annual meeting, you may vote your shares in person even if
you previously submitted a proxy.

By Order of the Board of Directors
/s/ Sujata Sachdeva

Sujata Sachdeva, Secretary
Milwaukee, Wisconsin

August 31, 2007
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Koss Corporation
PROXY STATEMENT
2007 ANNUAL MEETING OF STOCKHOLDERS
October 10, 2007

INTRODUCTION

THIS PROXY STATEMENT IS FURNISHED IN CONNECTION WITH THE SOLICITATION OF
PROXIES BY THE BOARD OF DIRECTORS OF KOSS CORPORATION (the Company ) for use at the
Company s 2007 Annual Meeting of Stockholders (the Meeting ) and any adjournment thereof, for the purposes set
forth in the foregoing Notice of Annual Meeting of Stockholders.

Date, Time, and Location. The Meeting will be held at the Milwaukee River Hilton Hotel, 4700 North Port
Washington Avenue, Milwaukee, Wisconsin 53212, on Wednesday, October 10, 2007, at 9:00 a.m. local time.

Purposes of the Meeting. The Company is soliciting the stockholders proxies. At the Meeting, stockholders will
consider and vote upon the following: (i) the election of six (6) directors for one-year terms; (ii) a proposal to ratify
the appointment of Grant Thornton LLP ( Grant Thornton ), as the independent accountants for the fiscal year ending
June 30, 2008; and (iii) such other business as may properly be brought before the Meeting.

Proxy Solicitation. The cost of soliciting proxies will be borne by the Company. Proxies will be solicited
primarily by mail and may be made by directors, officers, and employees personally or by telephone. The Company
will reimburse brokerage firms, custodians, and nominees for their out-of-pocket expenses incurred in forwarding
proxy materials to beneficial owners. Proxy Statements and proxies will be mailed to stockholders on approximately
September 17, 2007.

Quorum and Voting Information. Only stockholders of record of the Company s $.005 par value common stock
(the Common Stock ) at the close of business on August 15, 2007 (the Record Date ) are entitled to vote at the Meeting.
As of the Record Date, there were issued and outstanding 3,669,569 shares of Common Stock, each of which is
entitled to one vote per share. A quorum of stockholders is necessary to take action at the Meeting. A majority of the
outstanding shares of Common Stock, represented in person or by proxy, will constitute a quorum of stockholders at
the Meeting. Votes cast by proxy or in person at the Meeting will be tabulated by the inspector of elections appointed
for the Meeting. The inspector of elections will determine whether or not a quorum is present at the Meeting. The
inspector of elections will treat abstentions as shares of Common Stock that are present and entitled to vote for
purposes of determining the presence of a quorum. If a broker indicates on the proxy that it does not have
discretionary authority to vote certain shares of Common Stock on a particular matter (a broker non-vote ), those
shares will not be considered as present and entitled to vote with respect to that matter (although those shares are
considered entitled to vote for quorum purposes and may be entitled to vote on other matters).

The six nominees receiving the greatest number of votes cast in person or by proxy at the Meeting will be elected
directors of the Company. The vote required to ratify the appointment of Grant Thornton as independent accountants
for the year ending June 30, 2008, and to approve any other matter to be presented to the Meeting, is the affirmative
vote of a majority of the shares of Common Stock present in person or represented by proxy at the Meeting.
Abstentions and broker non-votes will have no effect on the election of directors and will have the same effect as
votes against ratification of Grant Thornton as the Company s accountants for the year ending June 30, 2008.

1
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Proxies and Revocation of Proxies. A proxy in the accompanying form that is properly executed, duly returned to
the Company, and not revoked, will be voted in accordance with instructions contained therein. In the event that any
matter not described in this Proxy Statement properly comes before the Meeting, the accompanying form of proxy
authorizes the persons appointed as proxies thereby (the Proxyholders ) to vote on such matter in their sole discretion.
At the present time, the Company knows of no other matters that are to come before the Meeting. See ITEM 3.
TRANSACTION OF OTHER BUSINESS. If no instructions are given with respect to any particular matter to be
acted upon, a proxy will be voted FOR the election of all nominees for director named in this Proxy Statement, and

FOR the ratification of Grant Thornton as the Company s independent accountants for the year ending June 30, 2008.
If matters other than those mentioned in this Proxy Statement properly come before the Meeting, a proxy will be voted
in accordance with the best judgment of a majority of the Proxyholders named therein.

Each such proxy granted may be revoked at any time before it is voted by filing with the Secretary of the Company
a written notice of revocation, by delivering to the Company a duly executed proxy bearing a later date, or by
attending the Meeting and voting in person.

Annual Report. The Company s Annual Report to Stockholders, which includes the Company s audited financial
statements for the year ended June 30, 2007, although not a part of this Proxy Statement, is delivered herewith.

2
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ITEM 1. ELECTION OF DIRECTORS
The By-Laws of the Company provide that the number of directors on the Board of Directors of the Company (the

Board ) will be no fewer than five and no greater than twelve. We had six directors during fiscal year 2007 and will
also elect six directors for fiscal year 2007. Each director elected will serve until the next Annual Meeting of
Stockholders and until the director s successor is duly elected, or until his prior death, resignation, or removal. The six
nominees that receive the most votes will be appointed to serve on our Board for the next year.
Information as to Nominees

The following identifies the nominees for the six director positions and provides information as to their business
experience for the past five years. Each nominee is presently a director of the Company:
John C. Koss, 77, has served continuously as Chairman of the Board of the Company or its predecessors since 1958.
Previously, he served as Chief Executive Officer from 1958 until 1991. He is the father of Michael J. Koss (the
Company s Vice Chairman, President, Chief Executive Officer, Chief Financial Officer, and Chief Operating Officer,
and a nominee for director of the Company), and the father of John Koss, Jr. (the Company s Vice President - Sales).
Thomas L. Doerr, 63, has been a director of the Company since 1987. In 1972, Mr. Doerr co-founded Leeson
Electric Corporation and served as its President and Chief Executive Officer until 1982. The company manufactures
industrial electric motors. In 1983, Mr. Doerr incorporated Doerr Corporation as a holding company for the purpose of
acquiring established companies involved in distributing products to industrial and commercial markets. Currently,
Mr. Doerr serves as President of Doerr Corporation.
Michael J. Koss, 53, has held various positions at the Company since 1976, and has been a director of the Company
since 1985. He was elected President, Chief Operating Officer, and Chief Financial Officer of the Company in 1987,
Chief Executive Officer in 1991, and Vice-Chairman in 1998. He is the son of John C. Koss (the Company s Chairman
of the Board) and the brother of John Koss, Jr. (the Company s Vice President Sales). Michael J. Koss is also a
director of STRATTEC Security Corporation.
Lawrence S. Mattson, 75, has been a director of the Company since 1978. Mr. Mattson is the retired President of
Oster Company, a division of Sunbeam Corporation, which manufactures and sells portable household appliances.
Theodore H. Nixon, 55, has been a director of the Company since 2006. Since 1992, Mr. Nixon has been the Chief
Executive Officer of D.D. Williamson, which is a manufacturer of caramel coloring used in the food and beverage
industries. Mr. Nixon joined D.D. Williamson in 1974 and was promoted to President and Chief Operating Officer in
1982. Mr. Nixon is also a director of the non-profit Center for Quality of Management.
John J. Stollenwerk, 67, has been a director of the Company since 1986. Mr. Stollenwerk is the President and Chief
Executive Officer of the Allen-Edmonds Shoe Corporation, an international manufacturer and retailer of high quality
footwear. He is also a director of Allen-Edmonds Shoe Corporation, Badger Meter, Inc., U.S. Bancorp, and
Northwestern Mutual Life Insurance Company.
The Company expects that the Koss Family (John C. Koss, Michael J. Koss, and John Koss, Jr.), who beneficially
own approximately 71.2% of the outstanding Common Stock, will vote for the election of all nominees named above
to the Board of Directors.
THE BOARD OF DIRECTORS RECOMMENDS THAT
STOCKHOLDERS VOTE FOR THE ELECTION OF ALL NOMINEES
NAMED ABOVE TO THE BOARD OF DIRECTORS.
3
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Board Committees

The Board has appointed the following standing committees for auditing and accounting matters, executive
compensation and board nominations. Each member of these committees is independent as defined in Nasdaq
Marketplace Rule 4200.

Audit Committee. The Audit Committee, which is composed of Mr. Doerr, Mr. Mattson Mr. Nixon, and
Mr. Stollenwerk, reviews and evaluates the effectiveness of the Company s financial and accounting functions,
including reviewing the scope and results of the audit work performed by the independent accountants and by the
Company s internal accounting staff. The Audit Committee met three times during the fiscal year ended June 30, 2007.
The independent accountants were present at two of these meetings to discuss their audit scope and the results of their
audit. For more information about the Audit Committee meetings, see the Audit Committee Report. The Audit
Committee is governed by a written charter approved and adopted by the Board, which is attached hereto as
Appendix A.

Audit Committee Financial Expert. The Board has determined that Mr. Mattson is an Audit Committee Financial
Expert as that term is defined in Item 401(h) of Regulation S-K promulgated by the Securities and Exchange
Commission (the SEC ).

Compensation Committee. The Compensation Committee, which is composed of Mr. Doerr, Mr. Mattson, and
Mr. Stollenwerk, has responsibility for reviewing and recommending adjustments for all employees whose annual
salaries exceed $75,000 or who report directly to the Company s Chief Executive Officer. The Compensation
Committee met once during the fiscal year ended June 30, 2007. For more information about the Compensation
Committee meetings, see the Compensation Committee Report on Executive Compensation. The Company s 1990
Flexible Incentive Plan (the Plan ) is administered by the Compensation Committee. Subject to the express provisions
of the Plan, the Committee has complete authority to (i) determine when and to whom benefits are granted;

(i1) determine the terms and provisions of benefits granted; (iii) interpret the Plan; (iv) prescribe, amend and rescind
rules and regulations relating to the Plan; (v) accelerate, purchase, adjust or remove restrictions from benefits; and
(vi) take any other action which it considers necessary or appropriate for the administration of the Plan.

Nominating Committee and Director Nomination Process. The Nominating Committee, which is composed of
Mr. Doerr, Mr. Mattson, and Mr. Stollenwerk, has responsibility for overseeing the director nomination process and
for identifying and evaluating potential candidates and recommending candidates to the Board for nomination.
Candidates will be evaluated by the Nominating Committee on the basis of outstanding achievement in their
professional careers, broad experience, wisdom, personal and professional integrity, and their experience with and
understanding of the business environment. With respect to minimum qualifications of candidates, the Nominating
Committee will consider candidates who have the experiences, skills, and characteristics necessary to gain a basic
understanding of the principal operational and financial objectives and plans of the Company, the results of operations
and financial condition of the Company, and the relative standing of the Company and its business segments in
relation to its competitors. The Nominating Committee will consider qualified director candidates recommended by
stockholders if such recommendations for director are submitted in writing to the Secretary, c/o Koss Corporation,
4129 North Port Washington Avenue, Milwaukee, Wisconsin 53212, and include the following information: (i) name
and address of the stockholder making the recommendation; (ii) name and address of the candidate; and (iii) pertinent
biographical information about the candidate. Any recommendations must be submitted by the deadline by which a
stockholder must give notice of a matter that he or she wishes to bring before the Company s Annual Meeting as
described in the Stockholder Proposals for the 2008 Annual Meeting section of this Proxy Statement. The Nominating
Committee does not currently have a charter.

Attendance at Board and Committee Meetings

During the fiscal year ended June 30, 2007, the Board held four meetings. Every incumbent director attended 75%
or more of the total of (i) all meetings of the Board, plus (ii) all meetings of the committees on which they served
during their respective terms of office.

4
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Attendance at Annual Meetings

All of the members of the Board, Mr. John C. Koss, Mr. Michael J. Koss, Mr. Doerr, Mr. Mattson, Mr. Stollenwerk
and Mr. Nixon, attended last year s annual meeting held on October 11, 2006. The Company has no formal written
policy regarding attendance at annual meetings of the Company, but strongly encourages all directors to make
attendance at all annual meetings a priority.
Independence of the Board

Each of Mr. Doerr, Mr. Mattson, Mr. Nixon, and Mr. Stollenwerk, is independent as such term is defined in
Nasdaq Marketplace Rule 4200. These independent directors constitute a majority of the Board, as required under
Nasdaq Marketplace Rule 4350(c).
Communications with the Board

Stockholders may communicate with the Board, individually or as a group, by sending written communications to:
Koss Corporation, 4129 North Port Washington Avenue, Milwaukee, Wisconsin 53212. Stockholders may also
communicate with members of the Board by telephone (414) 964-5000 or facsimile (414) 964-8615. If any
correspondence is addressed to the Board or to a member of the Board, that correspondence is forwarded directly to
the Board or member of the Board.
Code of Ethics

The Board approved and adopted a Code of Ethics for the Company s directors, officers, and employees, which is
attached as Exhibit 14 to the Company s Annual Report on Form 10-K for the fiscal year ended June 30, 2004.
Executive Officers

Information is provided below with respect to the executive officers of the Company. Each executive officer is
elected annually by the Board of Directors and serves for one year or until his or her successor is appointed.

Current Position

Name Age Positions Held Held Since
Michael J. Koss 53 President, Chief Operating Officer, 1987
Chief Financial Officer, Chief Executive Officer (Chief Executive

Officer since 1991)

John Koss, Jr. 50 Vice President  Sales 1988

Sujata Sachdeva 43 Vice President  Finance, Secretary 1992

Declan Hanley 60 Vice President International Sales 1994

Lenore E. Lillie 46 Vice President  Operation 1998

Cheryl Mike 55 Vice President Human Resources and Customer 2001
Service

Beneficial Ownership of Company Securities

Security Ownership by Nominees and Management. The following table sets forth, as of August 1, 2007, the
number of shares of Common Stock beneficially owned (as defined under applicable regulations of the SEC), and the
percentage of such shares to the total number of shares outstanding, for all nominees, for each executive officer named
in the Summary Compensation Table (see Executive Compensation and Related Matters Summary Compensation
Table ), for all directors and executive officers as a group, and for each person and each group of persons who, to the
knowledge of the Company as of June 30, 2007, were the beneficial owners of more than 5% of the outstanding shares
of Common Stock.

5
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Name and Business Address (1)
John C. Koss (4)
Michael J. Koss (5)
John Koss, Jr. (6)
Thomas L. Doerr
Lawrence S. Mattson
Theodore H. Nixon
John J. Stollenwerk
Sujata Sachdeva (7)
Declan Hanley (8)
Lenore E. Lillie (9)
Cheryl Mike (10)

Edgar Filing: KOSS CORP - Form DEF 14A

All directors and executive officers as a group (11 persons) (11)
Koss Family Voting Trust, John C. Koss, Trustee (12)
Koss Employee Stock Ownership Trust ( KESOT ) (13)

Royce and Associates, LLC (14)

(*) denotes
beneficial
ownership of
less than 1%.

(1) Unless
otherwise noted,
the business
address of all
persons named
in the above
table is c/o Koss
Corporation,
4129 North Port
Washington
Avenue,
Milwaukee, W1
53212.

(2) Unless
otherwise noted,
amounts
indicated reflect
shares as to
which the
beneficial owner
possesses sole

Table of Contents

Number of
Shares
Beneficially
Owned (2)
1,405,052
1,039,417
333,494

0

0
1,000
12,127
19,921
62,500
54,464
32,593

2,960,568
1,217,785
331,907
239,500

Percent of
Outstanding
Common
Stock (3)
38.29%
27.28%

8.87%

73.72%
33.18%
9.04%
6.52%

11



3)

voting and
dispositive
powers. Also
included are
shares subject to
stock options if
such options are
exercisable
within 60 days
of August 1,
2007.

All percentages
shown in the
above table are
based on
3,669,569
shares
outstanding and
entitled to vote
on August 1,
2007, plus (for
Michael J. Koss,
John C. Koss,
Jr.,

Ms. Sachdeva,
Mr. Hanley,
Ms. Lillie,

Ms. Mike, and
for all directors
and executive
officers as a
group) the
number of
options
exercisable
within 60 days
of August 1,
2007. The
percentage
calculation
assumes, for
each individual
owning options
and for directors
and executive
officers as a
group, the
exercise of that
number of stock
options that are

Table of Contents
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exercisable
within 60 days
of August 1,
2007.

Includes the
following shares
which are
deemed to be
beneficially
owned by John
C. Koss:
(1) 61,732 shares
owned directly
or by his
spouse;
(i1) 1,217,785
shares as a
result of his
position as
trustee of the
Koss Family
Voting Trust;
(111) 124,300
shares as a
result of his
position as
co-trustee of the
John C. and
Nancy Koss
Revocable
Trust; and
(iv) 1,235 shares
by reason of the
allocation of
those shares to
his account
under the Koss
Employee Stock
Ownership
Trust ( KESOT )
and his ability to
vote such shares
pursuant to the
terms of the
KESOT see
Executive
Compensation
and Related
Matters Other
Compensation
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Arrangements
Employee Stock
Ownership Plan
and Trust.

Includes the
following shares
which are
deemed to be
beneficially
owned by
Michael J. Koss:
(1) 524,578
shares owned
directly or by
reason of family
relationships;
(i1) 68,102
shares by reason
of the allocation
of those shares
to his account
under the
KESOT and his
ability to vote
such shares;
(111) 111,034
shares as a
result of his
position as an
officer of the
Koss
Foundation;
(iv) 140,000
shares with
respect to which
he holds options
which are
exercisable
within 60 days
of August 1,
2007; and
(v) 331,907
shares which are
held by the
KESOT (see
Note (9),
below). The
68,102 shares
allocated to
Michael J. Koss

Table of Contents
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KESOT
account, over
which he holds
voting power,
are included
within the
aforementioned
331,907 shares
but are counted
only once in his
individual total.

Includes the
following shares
which are
deemed to be
beneficially
owned by John
Koss, Jr.:
(1) 243,494
shares owned
directly or by
reason of family
relationships;
(i1) 90,000
shares with
respect
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(7

®)

to which he holds
options which are
exercisable
within 60 days of
August 1, 2007;
and (iii) 49,347
shares by reason
of the allocation
of those shares to
his account under
the KESOT and
his ability to vote
such shares.

Includes the
following shares
which are
deemed to be
beneficially
owned by Sujata
Sachdeva:
(1) 12,000 shares
with respect to
which she holds
options which are
exercisable
within 60 days of
August 1, 2007;
and (i1) 7,921
shares by reason
of the allocation
of those shares to
her account under
the KESOT and
her ability to vote
such shares.

Includes the
following shares
which are
deemed to be
beneficially
owned by Declan
Hanley:
(1) 62,500 with
respect to which
she holds options
which are
exercisable

Table of Contents
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(10)

within 60 days of
August 1, 2007.

Includes the
following shares
which are
deemed to be
beneficially
owned by Lenore
E. Lillie:
(1) 10,044 shares
owned directly;
(i1) 28,662 shares
with respect to
which she holds
options which are
exercisable
within 60 days of
August 1, 2007;
and (iii) 15,758
shares by reason
of the allocation
of those shares to
her account under
the KESOT and
her ability to vote
such shares.

Includes the
following shares
which are
deemed to be

beneficially
owned by Cheryl
Mike: (i) 13,000
shares with
respect to which
she holds options
which are
exercisable
within 60 days of
August 1, 2007;
and (iii) 19,593
shares by reason
of the allocation
of those shares to
her account under
the KESOT and
her ability to vote
such shares.
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(11) This group
includes 11
people, all of
whom are listed
on the
accompanying
table. To avoid
double-counting:
(1) the 68,102
total shares held
by the KESOT
and deemed to be
beneficially
owned by
Michael J. Koss
as a result of his
position as a
KESOT Trustee
(see Note (5),
above) include
shares allocated
to the KESOT
accounts of John
C. Koss, Michael
J. Koss, John
Koss, Jr.,

Ms. Sachdeva,
Ms. Lillie, and
Ms. Mike, in the
above table but
are included only
once in the total;
and (i) the
1,217,785 shares
deemed to be
beneficially
owned by John
C. Koss as a
result of his
position as
trustee of the
Koss Family
Voting Trust (see
Note (4), above)
are included in
his individual
total share
ownership and
are included only
once in the total.
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(12)

(13)

The Koss Family
Voting Trust was
established by
John C. Koss.
The sole trustee
is John C. Koss.
The term of the
Koss Family
Voting Trust is
indefinite. Under
the Trust
Agreement, John
C. Koss, as
trustee, holds full
voting and
dispositive power
over the shares
held by the Koss
Family Voting
Trust. All of the
1,217,785 shares
held by the Koss
Family Voting
Trust are
included in the
number of shares
shown as
beneficially
owned by John
C. Koss (see
Note (4), above).

The KESOT
holds 331,907
shares. Authority
to vote these
shares is vested
in KESOT
participants to the
extent shares
have been
allocated to
individual
KESOT
accounts. All
331,907 of these
KESOT shares
are also included
in the number of
shares shown as
beneficially
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owned by
Michael J. Koss
(see Note (5),
above). Michael
J. Koss and
Cheryl Mike (the
Company s Vice
President of
Human
Resources) serve
as Trustees of the
KESOT and, as
such, they share
dispositive power
with respect to
(and are therefore
each deemed
under applicable
SEC rules to
beneficially own)
all 331,907
KESOT shares.

1414 Avenue of
the Americans,
New York, NY
10019. The share
ownership
reported by
Royce &
Associates, LLC
is based on the
most recently
available public
information
obtained by the
Company from
the amended
Schedule 13G
filed with the
SEC by Royce &
Associates, LLC
on January 22,
2007.
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COMPENSATION DISCUSSION AND ANALYSIS
The following discussion provides information concerning the compensation of the executives of the Company set

forth in the Summary Compensation Table below (the Named Executive Officers ).

Compensation Philosophy and Compensation Program Objectives

As a public company operating in the competitive audio/video industry segment of the home entertainment

industry, we place high value on attracting and retaining our executives since it is their talent and performance that is

Table of Contents
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responsible for our success. Therefore, our compensation philosophy is to create a performance-based culture that
attracts and retains a superior team. The Company s Named Executive Officers and other executive officers are paid
base salaries commensurate with their responsibilities, after comparison with base salaries of executive officers of
other light assembly or manufacturing companies as reported in an annual national survey. We aim to achieve this
goal by designing a competitive and fiscally responsible compensation program to:

o  Attract the highest caliber of talent required for the success of our business;

o Retain those individuals capable of achieving challenging performance standards;
o Incent our executives to strive for superior company wide and individual performance; and

o  Align management and stockholder interests over both the short and long-term.

Our executive compensation program is designed in a manner to offer a compensation package that utilizes three
key elements: (1) base salary; (2) annual cash incentives and (3) long-term equity incentives. We believe that together
these performance-based elements support the objectives of our compensation program.

0  Base Salaries. We seek to provide competitive base salaries factoring in the position, the executive s skills and
experience, the executive s performance as well as other factors. We believe appropriate base salary levels are
critical in helping us to attract and retain talented executives.

o  Annual Cash Incentives. The aim of this element of compensation is to reward individual contributions to align
with our annual operating performance and to recognize the achievement of challenging performance
standards.

o  Long-Term Equity Incentives. The long-term element of our compensation program consists of discretionary
grants of equity awards which are reviewed annually. These grants of common stock and options to purchase
common stock are designed to align interests of management and employees with those of the Company and its
stockholders by directly linking individual compensation to the Company s long-term performance, as reflected
in stock price appreciation and increased stockholder value.

Below is a description of our executive compensation process and a detailed discussion of each of the key elements
of our compensation program as they apply to the Named Executive Officers set forth in the Summary Compensation
Table. Because we are a competitive public company, we will continue to review the overall design of our executive
compensation program to ensure that it is structured to most effectively meet our compensation philosophy and
objectives. We will also evaluate the program in the context of competitive market practice, as well as applicable legal
and regulatory guidelines, including IRS rules governing the deductibility of compensation. This review may result in
changes to the program we use today.

The Executive Compensation Process

Compensation Committee

The Compensation Committee of the Company s Board of Directors (the _Compensation Committee ) is responsible
for setting the Company s philosophy regarding executive compensation. The Compensation Committee is comprised
entirely of non-employee directors and acts pursuant to a charter that has been approved by the Board and is annually
reviewed by the Compensation Committee. The Compensation Committee is composed of Mr. Doerr, Mr. Mattson,
and Mr. Stollenwerk. Each member of the Compensation Committee is a non-employee and an independent director
as defined in Nasdaq Marketplace Rule 4200.

Our Compensation Committee goes through the following process prior to determining equity compensation:

o Reviewing and approving our compensation philosophy;

o Determining executive compensation levels;
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Annually reviewing and assessing performance goals and objectives for all executive officers, including our
Chief Executive Officer; and
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o Determining short-term and long-term incentive compensation for all executive officers, including our Chief
Executive Officer.

The Compensation Committee is responsible for the review of all employee salaries in excess of $75,000 or who
report directly to the Company s Chief Executive Officer. The Compensation Committee also reviews all bonus,
commission and stock option programs. The Compensation Committee meets as a group each spring and reviews its
report with the full Board prior to the end of the fiscal year. This system enables management to plan the following
year with the benefit of the Compensation Committee s input.

Our Compensation Committee relies upon its judgment in making compensation decisions, after reviewing the
performance of the Company and carefully evaluating an executive s performance during the year against established
goals, leadership qualities, operational performance, business responsibilities, career with the Company, current
compensation arrangements and long-term potential to enhance stockholder value. Specific factors affecting
compensation decisions for the Named Executive Officers include:

o key financial measurements such as pre-tax income;

o promoting commercial excellence by launching new or continuously improving products or services, being a
leading market player and attracting and retaining customers and employees; and

0o  supporting our corporate values by promoting compliance with internal ethics policies and legal obligations.
When necessary, our Compensation Committee will seek compensation advice from either our Board or executive
officers.

Benchmarking Process

When making compensation decisions, the Compensation Committee considers the competitive market for
executives and compensation levels provided by comparable companies. Our Compensation Committee has used
Watson Wyatt Data Services to provide compensation figures of others in our industry. Though we generally target
salary levels at the median of our peer group, total compensation may exceed or fall below the median for certain of
our Named Executive Officers. Since one of the objectives of our compensation program is to consistently reward and
retain top performers, actual compensation will vary depending on individual and our overall performance.
Compensation of the Chief Executive Officer

The Compensation Committee annually reviews and determines the compensation of the Company s Chief
Executive Officer, Michael J. Koss. The Compensation Committee has reviewed all components of his compensation,
including salary, bonus, equity and long-term incentive compensation. Michael J. Koss s compensation is based on his
experience, responsibilities, historical salary levels and bonuses for himself and other executive officers of the
Company, and the salaries and bonuses of Chief Executive Officers of other light assembly or manufacturing
companies. Michael J. Koss is also eligible to receive a bonus calculated as a percentage of the Company s earnings
before interest and taxes. He also participates in the Company s Flexible Incentive Plan. For the fiscal year ended
June 30, 2007, Michael J. Koss s base salary was $275,000, his bonus was $339,298, and he was granted 40,000 stock
options. Michael J. Koss s bonus was calculated as a percentage of the Company s earnings before interest and taxes for
the year ended June 30, 2007. The Compensation Committee finds Michael J. Koss s total compensation in the
aggregate to be reasonable and not excessive based upon individual performance and overall Company performance
and profitability for the fiscal year ended June 30, 2007. Mr. Koss has not entered int