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Innovation has its rewards




“Its products are so coveted
that Linear Tech has averaged a
better-than-40% net operating
margin for the past five years.”

BusinessWeek

AT
o e \\\:\‘-‘ et
AN e o 10 OF =
qoR® \“\“\\\ o W ‘. t
o5 2 \\\\a\\\v 4
a COOR =y galies-
E X \‘-_.I\\\\ Y

il
e N et st
“\?i\;é \“1\“ "\L\(\% o :"‘ﬁr"“‘d
OOV, ye O v
P A 1 e 5
BN e, 20O TS B -
[EA A 50.‘3* a0®
oo
i mg ’ﬂ”
3 s
3
26 2
»ne n3
.306 253
208 20






E:1¢1

*One Billion Dollars in Sales
with 41% Net Profit




Financial Highlights
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“Linear’s gold mine is unique “... Linear’s focus on the cream of the
analog chips.” analog market allows it to crank out
san Jose Mercury Nows operating margins... of better than
50 percent, outperforming software
companies like Oracle and Microsoft.”

Red Herring

“... Linear has executed with laser “In sum, we believe Linear remains a
precision. Its gross margins of 78 very well-managed, highly profitable,
percent are the highest in the chip Re&D-driven, highly diversified cash-
industry, and its pretax profits have generating machine.”
exceeded 50 percent of sales for 39 oo Svanberg
consecutive quarters.” US Bancorp Piper Jafray

Electronics Supply & Manufacturing
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Robert H. Swanson, Jr.
Executive Chairman

Lothar Maier
Chief Executive Officer

David B. Bell
President

/ A
Paul Coghlan
Vice President, Finance
and Chief Financial Officer
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To Our Stockholders

Linear Technology’s single business objective has always been to
innovate in delivering high performance analog integrated circuits to
the electronics marketplace. Innovation starts with high performance
integrated circuit design. Innovation is also prominent in our manufac-
turing facilities where new wafer manufacturing processes are developed,
and where flawless execution in delivery of quality products within
consistently low lead times is differentiating to our customer base. This
cutting edge innovation is introduced to the market through a solutions
focused technical sales force. We do only high performance analog from

circuit design to shipment. We do it well!

Innovation has its rewards.
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Fiscal 2005 was a rewarding year. Revenues grew 30%,
net profits grew 32%, cash and short-term investments
grew $134.4 million, net of spending $257 million to
buy back 7 million shares of common stock and net
of distributing $111 million in cash dividends.

Fiscal 2005 was also a milestone year. Revenues
for the first time exceeded $1 billion dollars. Profits
before tax exceeded 50% of net revenues for the
41st consecutive quarter, 10 years. Cash flow from
operations was positive for the 77th consecutive
quarter, 19 years.

Total revenue of $1,050,000,000 including
royalty revenue of $40,000,000 was an increase of
$242,000,000 or 30% from the previous year. Net
income was $434,000,000, an increase of $106,000,000
or 32% from the prior year. Our return on sales was
41%. The resulting diluted earnings per share were
$1.38 versus $1.02 per share in fiscal 2004. We paid

Who was most
profitable

Ranked by percentage of sales
each company turned into profit

1(1) Linear Technology 41%
2 (108) Gilead Sciences 34%
3 (21) DSP Group 32%
4 (3) Maxim Integrated 31%
5(5) Adobe Systems 28%
6 (23) Essex Property  27%

7(17) Altera 27%
8(*) Sirf Technology 26%
9(4) Oracle 26%
10 (56) McAfee 25%

Source: San Jose Mercury News 2005 SV150 Survey

cash dividends of $0.36 per share for the year versus
$0.28 per share in fiscal 2004. Our return on equity was
23% and our return on equity, net of cash, was 234%.

These results were attained in what was generally
described as a slow growth environment. We outgrew
all of our major competitors, all of whom had one or
more substantially down sales quarters. Innovation
drove our effectiveness as we had unique solutions
for those markets that demonstrated above average
growth such as MP3 players, Power-over-Ethernet
applications, automotive electronics and applications
for very high speed, high resolution mixed signal
analog to digital converters.

In other markets, where growth in 2005 was
more modest, innovation afforded us good relative
performance. Xenon flash chargers and other battery
associated power management products facilitated
growth in cell phones and digital still cameras. Delta
Sigma analog to digital converters and new genera-
tion amplifiers helped our continual presence in the
industrial marketplace. As a result of these and many
other products we continue to be very diversified in
the electronics marketplace. 35% of our business is in
communications, of which 11% is in handsets; 11%
in cell phone infrastructure; and 13% in networking.
32% of our business is in industrial including medical;
16% is in computing; 9% in high end consumer; 5%
in automotive; and finally, 3% in satellite and military.

Our penetration into these markets is global as
28% of our product sales took place in the United
States, 17% in Europe, 14% in Japan and 41% in the
rest of Asia. However, 47% of the demand for our
products is created in the USA, although roughly
one-third of this demand is shipped offshore. To
match this distribution of demand we expanded our

sales force, principally overseas.



“It’s unquestionably true—nobody
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Today, analog is even trendy.
comes close to their margins.”

Reed Business Publications’ Mover & Shakers
Tore Svanberg

US Bancorp Piper Jaffray
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“Now that the world is moving to multi-

media, we need people who understand
analog. We’re coming up short.”

“The accelerating speeds and falling
costs of all things digital are creating
new opportunities for Linear.”

Will Strauss Red Herring
Forward Concepts



“Wall Street analysts consider the “I challenge you to find any company

23-year-old company to be one anywhere with a better business model.”
of the best-managed players in the oo
Chlp industr)/.” UBS Securities

Electronics Supply & Manufacturing

“Analog companies’ assets are their
people, and those assets appreciate
over time.”

Ramesh Misra
C.E. Unterberg, Towbin

“Linear Technology continues to enjoy “By focusing on this hot market,
profitability about which many Linear has made itself one of the
other companies can only dream.” most profitable companies in the

technology industry.”

Reed Business Publications’ Mover & Shakers

San Jose Mercury News



Critical advances were made in factory execution
in 2005. New processes were developed to support
forthcoming new business objectives in high frequency
product development and ever more demanding
power management requirements. Also manufacturing
capacity was expanded. New clean room expansion in
both our fabrication plants has been completed, which
would support a doubling of our current sales level.
In addition we are well advanced in the construction
of an additional test facility adjacent to our existing
facility in Singapore.

Innovation is challenging, exciting, but also
demanding. It is better to lead than chase. People, our
employees, innovate and execute. High performance
should be rewarded. In 2005 Linear’s profit sharing
program paid out roughly 44% of base pay to all
domestic employees, of which approximately one-
third went into a 401 (k) based retirement program.
Linear has historically had a balanced compensation
philosophy between cash and stock based compensa-
tion. In fiscal 2006, an expense will be estimated for
all forms of stock based compensation and charged
to the income statement. We believe the impact for
Linear will be roughly 10% of net income, which will
be modest compared to other technology companies
and affords us flexibility going forward in competing
for and retaining unique analog talent.

2005 was also a good year in attracting this
unique analog talent. We added to our cadre of
satellite design centers by opening a new location in
Phoenix, Arizona. We now have 9 satellite centers.
We also further enhanced our analog intern program,
recruiting from the top engineering schools. This was
our most prolific year in adding to our circuit design

professional talent.
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In fiscal 2005 our innovation was rewarded,
not only by customers, but by competitors as well.
We finalized a royalty agreement with a significant
competitor. We believe that this is the largest dollar
royalty in the analog circuit design area, with an
initial payment of $40,000,000 for past royalties
and further royalties to be earned quarterly from
July 2005 through June 2013.

In summary, innovation, flawless execution
and shared profits result in outstanding financial
performance. A true high performance analog
business has high return financials as demonstrated
in this annual report.

Innovation has its rewards.

For this opportunity we are grateful to our
employees and thankful for the demands and
support of our customers and stockholders.

Sincerely,

PRI —

Robert H. Swanson, Jr.
Executive Chairman

. Zds
Lothar Maier ‘

Chief Executive Officer

KIS

David B. Bell
President
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Paul Coghlan

Vice President, Finance
and Chief Financial Officer



=

FINANCIAL ANALYSIS

Profitability: =~ Operating Margin 56.2%
Return on Equity 22.7%
Return on Assets 19.8%
Return on Sales 41.3%
Liquidity: Quick Ratio 9.2
Current Ratio 9.7
&
28~ 8
NET INCOME (Quarterly)
o
< =
T8 3

OPERATING INCOME (Quarterly)

Fiscal 2005 was a strong year for the Company as net
revenues and net income grew 30% and 32%, respectively.
The Company’s growth was broad based as revenues
grew in each of its major end-markets: Communications,
Industrial, Computer, High-End Consumer, Automotive and
Military. For the first time in the Company’s history net revenue
reached $1 billion, which included a $40 million royalty. The
royalty revenue was a significant event for the Company
since it confirms the strength of its intellectual property. The
Company generated $134.4 million in cash and short-term
investments after repurchasing roughly 7.0 million shares
of its common stock for $257.2 million. The Company paid
cash dividends of $0.36 per share, an increase of $0.08
per share over the previous fiscal year.

Leverage:

Asset Turns:

Cash Flow:*

Long-Term Debt none

Inventory Turns 6.5
Sales/Fixed Assets (ROI) 5.0

As a % of Net Revenues 37.3%

*excludes common stock repurchases
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CASH FLOW?* (Quarterly)
%
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DILUTED EARNINGS PER SHARE (Quarterly)

**includes royalty income

Return on sales for the year of 41% continued to be at an
industry leading level. Through the quarter ended July 3, 2005
the Company achieved:

47 consecutive quarters with pretax profits exceeding
40% of net revenues

41 consecutive quarters with pretax profits exceeding
50% of net revenues

77 consecutive quarters with positive cash flow
from operations

The table above entitled “Financial Analysis” shows the strength
of the Company’s operating results and financial position as
expressed in ratios used by the financial community.

The success of the Company is attributable to its employees.
In recognition of this performance, the Company funds an
attractive profit sharing and 401 (k) retirement plan. The plan
covers essentially all full-time employees; payout for fiscal
2005 was approximately 44% of salary, making it one of the
industry’s most attractive profit sharing programs.
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L] TECHNOLOGY

Linear Technology Corporation
1630 McCarthy Blvd.

Milpitas, CA 95035

Tel: 408-432-1900
www.linear.com
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