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C O R P O R A T E  I N F O R M A T I O N

“ F O R  M A N Y  Y E A R S ,  W E  H A V E  B E L I E V E D  T H A T  I N
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B E C O M E  E N A B L I N G  A N D  D E F I N I N G  T E C H N O L O G Y ;

T H A T  I S ,  T H E  A B I L I T Y  T O  P R O C E S S  R E A L - W O R L D

A N A L O G  S I G N A L S  S U C H  A S  V O I C E  A N D  V I D E O

I N  B O T H  A N A L O G  A N D  D I G I T A L  F O R M A T S  W O U L D

U L T I M A T E L Y  B E C O M E  T H E  M A I N  G R O W T H  D R I V E R

F O R  T H E  S E M I C O N D U C T O R  I N D U S T R Y . ”

This document contains forward-looking statements that are based on current expecta-
tions, estimates and projections about the industries in which ADI operates, management’s
 beliefs and assumptions made by management. These statements are not guarantees of

  future performance and involve risks, uncertainties and assumptions. For a discussion of
the factors which may affect ADI’s future performance and results of operations, see

“Forward-Looking Statements” and “Factors That May Affect Results” in the section of
this Report entitled “Management Analysis.”
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Analog Devices, Inc. is a world leader in the design, manu-
facture and marketing of high-performance analog,
mixed-signal and digital signal processing (DSP) integrated
circuits (ICs) used in signal processing applications.

As of the end of fiscal 2000, approximately 45% of ADI’s
revenues came from the communications market, making
it the Company’s largest and fastest-growing served market.
Communications applications include wireless handsets
and base stations, as well as products used for high-speed
access to the Internet, including ICs used in ADSL and
cable modems and central office networking equipment.

ADI serves the PC market with products that monitor and
manage power usage, process signals used in flat panel dis-
plays and multimedia projectors and enable PCs to provide
CD-quality audio. ADI also serves the high-end consumer
market with ICs used in products such as digital cameras and
camcorders, DVD players and surround sound audio systems.

ADI provides a broad array of products to the industrial
market, including products for automatic test equipment
and for the digital speed control of AC and DC motors.

ADI’s products are sold worldwide through a direct sales
force, third-party industrial distributors and independent
sales representatives. The Company has direct sales offices
in 19 countries, including the United States. Approximately
45% of ADI’s fiscal 2000 revenues came from customers
in North America, while most of the balance came from
customers in Western Europe and the Far East.

The Company is headquartered near Boston, in Norwood,
Massachusetts, and has manufacturing facilities in Massa-
chusetts, California, North Carolina, Ireland, the United
Kingdom, the Philippines and Taiwan. Founded in 1965,
Analog Devices employs approximately 9,100 people
worldwide. The Company’s stock (NYSE: ADI) is included
in the Standard & Poor’s 500 Index.



D e a r  S h a r e h o l d e r s :
Fiscal 2000 was by every measure the best year in our history. Revenues
grew by over 75% and profits tripled from the previous year. Equally
important, throughout the year we significantly strengthened our tech-
nology base and our organization to prepare for what we believe will be
continued strong growth in the future.

For many years, we have believed that in the Internet age, signal pro-
cessing would become enabling and defining technology; that is, the ability
to process real-world analog signals such as voice and video in both analog
and digital formats would ultimately become the main growth driver for
the semiconductor industry. As such, at ADI we invested heavily to build
one of the strongest analog and digital signal processing (DSP) teams
in the industry. Our results in fiscal 2000 give credence to that claim:
our analog and DSP sales grew more than twice as fast as the market.
Our strategy to provide the best high-performance analog technology
coupled with leadership DSPs, sometimes as components and often as
systems-level solutions, is working well. Our newest products fueled
our growth in fiscal 2000: new product revenues accounted for 25% of
sales for the year, or over $600 million. We added over 600 analog and
DSP engineers during the year, further strengthening our ability to
continue to develop next-generation products for our customers.

To capitalize on these opportunities, we focused our research and
development investments on emerging markets in wireless and broad-
band communications, enhancing the functionality of personal
computers, providing key technology to high-end consumer products,
and enabling many new applications for our industrial customer base.
As a result, our sales mix has now shifted to approximately 45% com-
munications, 25% consumer products and personal computers and 30%
industrial products. Each of these markets is growing at impressive rates
for ADI, as signal processing technology is becoming a more signifi-
cant portion of the bill of materials of the end products within these
markets. The increased value added by our technology has raised the
secular growth opportunity available to ADI.
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C H A I R M A N  R A Y  S T A T A  ( L E F T )  A N D
P R E S I D E N T  A N D  C H I E F  E X E C U T I V E  O F F I C E R

J E R R Y  F I S H M A N

We increased our operating margin to record levels during fiscal 2000.
By the fourth quarter of fiscal 2000, our operating margin approached
35% of sales, up from 21% in the fourth quarter of the prior year. These
gains resulted not only from the value created by our products and cost
improvements throughout the company, but also from a relentless belief
throughout our organization that these gains were both possible and
necessary. Our exceptional sales and margin growth resulted in $80
million in bonus payments for the year to those who made these gains
possible—our employees.

We are proud of our many accomplishments during the past few
years.The body of this annual report describes the opportunities that
we believe will continue driving our future growth. We take special
pride in the strength, breadth of talent and enthusiasm of all our people
around the world who believe that we can continue to win and are
committed to making that happen.

P  A  G  E   3
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Jerald G. Fishman
President and Chief Executive Officer

Ray Stata
Chairman of the Board



r o a d b a n d  C o m m u n i c a t i o n s
The Internet has spurred a host of innovations throughout
the markets ADI serves. Broadband access enables fast
downloads for millions of users wired by telephone and cable
lines. Voice-over-Network (VoN) technology is extending

the breadth of Internet services beyond websites to long dis-
tance telephone service. Routers, switches, hubs, remote access servers,
concentrators, modems, Digital Subscriber Line Access Multiplexers
(DSLAMs), set-top boxes and gateways are among the myriad tele-
communications equipment that connects to comprise the Internet. All
require the advanced signal processing technologies supplied by ADI.

ADI drives the broadband industry, literally. In 2000, our line drivers
(high-performance amplifiers that propagate the data-packed signal
across the telephone line) were found in 80% of the Digital Subscriber
Line (DSL) and cable modem ports shipped. Many telecommunica-
tions manufacturers rely on ADI’s end-to-end DSL chipset as well. We
shipped eight million end-to-end chipset solutions in 2000, making ADI
the world’s highest-volume merchant supplier of DSL chipsets.

While the data transmitted over broadband lines typically contains
pictures and text, these networks are increasingly carrying digital voice
packets using standards like Voice-over-Internet Protocol (VoIP). The
world’s telecommunications giants are driving the fast-growing VoN
equipment market.

Deep in the network, far from the Web surfers, optical switches and
routers form the backbone of the Internet. Here, data transmission is
measured in gigabits per second and networks are optimized for metro
area or long-haul transmission. The optical networking equipment
found in these networks poses many design challenges for original equip-
ment manufacturers (OEMs). We believe ADI is uniquely positioned
to help solve these challenges. In 2000, we began shipping advanced
mixed-signal devices targeted at metro area applications. Using these
devices simplifies the manufacturing process for OEMs. In addition,
field set-up and network management is made easier. For long-haul
applications, we will integrate our mixed-signal and micromachine mir-
rors (iMEMS®) technology to enable a new class of all-optical switch in
development at Nortel Networks, Onix and others. Given the range of
ADI technology that can be applied to optical networking, we believe
this market will constitute an increasing percentage of revenues from
communications applications.
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i r e l e s s  C o m m u n i c a t i o n s
The mobile phone has served as the icon of wireless

communications technology. But the next wave of wire-
less applications is far more diverse. Handheld organizers,

e-books, Web tablets, thin laptops, personal digital assis-
tants (PDAs), PC phone cards, music players, pagers and

game consoles will increasingly populate the wireless world. Homes,
offices, cars, trucks and vending machines will also integrate wireless
functionality. ADI’s portfolio of radio frequency (RF), mixed-signal,
power management and DSP technology has attracted customers who
want to embed wireless communications in these and many more elec-
tronic appliances.

Breakthroughs such as the 1,000-hour standby time enabled by our
Othello™ radio chipset are making possible such features as “always-on.”
The growing demand for wireless Internet access and wireless email is
moving the market toward the General Packet Radio Service (GPRS)
data standard for cellular communications. Emerging wireless products,
including email pagers and cellular-equipped PDAs, integrate ADI’s
high-performance analog and DSP components. At the same time, the
traditional mobile phone makers are enhancing their products for this
new generation of appliances. In 2000, ADI announced top-tier cellular
handset manufacturer Siemens AG of Germany as the first high-volume
handset customer for the Othello radio and Softfone™ baseband chipsets.
Siemens will feature a complete microphone-to-antenna signal chain
of ADI technology in its next GSM (Global System for Mobile Com-
munications) phone.

An electronics revolution is under way at the wireless infrastructure
level as well. The equipment that must be installed to enable higher speed
and greater coverage with continuously evolving communications stan-
dards is the largest source of wireless revenue at ADI. According to
industry analysts Gartner Group, the wireless infrastructure equipment
market was estimated to be about $34 billion in 2000, with over $3 bil-
lion representing RF integrated circuits, power amplifiers, mixed-signal
converters and DSP sales. Over the next few years the industry will
transition to third generation (3G) systems, creating more opportunities
for ADI.

W
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i g i t a l  I m a g i n g  a n d
D i g i t a l  E n t e r t a i n m e n t
ADI’s high-performance analog and DSP technology

plays a critical role in many of the most popular digital
entertainment products. Our products improve the fidelity

of sound, the realism of video and the clarity of images in appli-
cations such as DVD players, Dolby® and DTS® audio/video receivers,
digital video camcorders, digital still cameras and surround sound home
theater systems.

The digital entertainment market represents an estimated $4 billion in
annual sales of data converters, DSPs and analog circuits used in high-
performance audio/video applications, according to World Semiconductor
Trade Statistics (WSTS). In applications that require the highest levels
of analog and digital signal processing performance, ADI has customer
relationships and core technologies to enable our continued success.

We are supplying the most respected brands in the consumer indus-
try. Bose, Casio, Denon, Fuji, JVC, Kenwood, Matsushita, Samsung,
Sanyo, Sony and Toshiba are experiencing tremendous demand for their
products that integrate our technology. According to a survey by the
Consumer Electronics Association,1  DVD players and digital cameras
ranked first and second, respectively, on holiday wish lists. Semicon-
ductor industry analyst Dataquest predicts this sector of the consumer
electronics industry will grow 23% in 2001. The overall market growth,
coupled with our presence in the industry’s strongest brands, has pro-
pelled ADI to the position of fastest-growing supplier of analog
components for consumer electronics.

Respectful of the power of advertising in consumer markets, we have
devised a branding strategy to acknowledge the pivotal role our tech-
nology plays in these systems. Digital video disc players promote the
video data converters inside with the Analog Devices, Inc. Color
Stream™ Processing trademark. Audio equipment leaders such as Denon
and Kenwood promote the DSP inside with the Analog Devices, Inc.
SHARC® DSP trademark.

Our proven ability to integrate amplifiers, converters, power manage-
ment and DSPs will also be an important advantage in these high-volume
applications.
1 “7th Annual Holiday Purchase Patterns” survey, September 25, 2000, CEA Research Department.

D
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O U R  A N A L O G - T O - D I G I TA L

C O N V E R T E R S  A L L O W  N E W

D I G I TA L  M O N I T O R S  A N D

P R O J E C T O R S  T O  C O N N E C T

W I T H  T H E  I N S TA L L E D

B A S E  O F  M O R E  T H A N

5 0 0  M I L L I O N  P C S  T H AT

H AV E  “ L E G A C Y ”  A N A L O G

O U T P U T S .

A D I  P O W E R  R E G U L AT O R S

F O R  I N T E L  S P E E D S T E P -

E Q U I P P E D  P R O C E S S O R S

E N A B L E  A  N E W  C L A S S  O F

P O R TA B L E  C O M P U T E R S

W E I G H I N G  L E S S  T H A N

T H R E E  P O U N D S .

A D I ’ S  A U D I O  S O L U T I O N S

S H I P  W I T H  O N E  O U T

O F  E V E R Y  T W O  D E S K T O P

P C S  S O L D .

FROM IMAGING AND AUD IO

TO D I SPLAY  TECHNOLOGIES ,

T H E  E X P L O S I O N  O F  H I G H -

S P E E D  A P P L I C AT I O N S

T H R O U G H O U T  T H E  M U LT I -

M E D I A  A N D  P O R TA B L E

C O M P U T I N G  I N D U S T R Y

C A N N O T  B E  R E A D I LY  S AT-

I S F I E D  W I T H  O N E  O R  T W O

GENER IC  DATA  CONVERTERS .

THE  D I VERS I TY  OF  DEMAND

R E Q U I R E S  T H E  B R E A D T H

O F  A D I ’ S  P O R T F O L I O ,

UNMATCHED IN THE INDUSTRY.
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u l t i m e d i a  a n d
P o r t a b l e  C o m p u t i n g
The personal computing industry is an excellent example
of how the digital world drives new opportunities for
high-performance analog processing. The advent of
       500 Mhz and faster processors, the advancement of

human interface technology and the requirement for Internet connec-
tivity are the major trends driving ADI’s investments and our successes
in the PC market. Our collaborations with Intel® and Microsoft® have
led to breakthrough technology developments in each of these areas.
Our application support teams have worked closely with the industry’s
leading OEMs to integrate these advanced technologies into mainstream
portable and multimedia PC platforms.

Processors running at 500 Mhz and faster constituted more than
half of PC unit shipments in 2000 and are estimated to make up nearly
80% of the shipments in 2001.2  At these speeds, power consumption
and heat dissipation are critical gates to system performance. ADI power
regulators for Intel SpeedStep™-equipped processors extend battery
life and enable a new class of portable computers weighing less than
three pounds.

Over the past three years, we have worked with Intel and Microsoft to
re-architect the PC audio subsystem for a better user experience. At the
peak of 2000 production, half of all PCs sold featured the SoundMAX®

high-performance audio solution from ADI. We expect our market
share will increase in 2001, driven by MP3 and DVD audio content, as
well as the Internet trend toward audio-rich websites.

ADI has similarly played a leadership role in the migration from analog
computer displays to LCD monitors and projectors. Our DecDriver™

products are integral to the drive electronics of high resolution LCD
projectors. Our analog-to-digital converters allow new digital monitors
and projectors to connect with the installed base of over 500 million
PCs that have “legacy” analog outputs. We estimate ADI converters
are solving this high-speed challenge in more than 50% of all LCD
monitors and more than 70% of all LCD projectors.

We are firmly established as a strategic supplier to leading OEMs,
enabling value-added functions across these diverse subsystems. For this
reason, we are optimistic about the prospects for growth and profitability
for our high-performance signal processing products in this market.
2 IDC, June 2000, Worldwide PC Forecast Update.
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n d u s t r i a l  A p p l i c a t i o n s
Industrial applications throughout the world’s manufacturing, instru-
mentation and automotive industries accounted for approximately
30% of ADI’s fiscal 2000 revenues. Although it may not be obvious,
all around us, signal processing technologies are increasingly being
         applied to the control and measurement of real-world phenom-

ena such as weight, motion, temperature and pressure. We have served
tens of thousands of industrial customers for many years with data
converters, amplifiers and other analog products. Now more than ever,
the precision and accuracy requirements of today’s emerging industrial
applications demand the high-performance analog technology on which
ADI was founded. ADI’s broad product portfolio and world-class appli-
cations expertise provide a stable engineering partner for these customers
as they pioneer new industrial applications.

From the security scanners at airports around the world to manufac-
turing process control and robotics on factory floors, weigh scales,
automotive airbags, scientific, medical and engineering instrumentation,
bar code scanners, ultrasound equipment, computer-aided tomography
(CAT) scanners and semiconductor automatic test equipment, an infu-
sion of electronics is driving Part Two of the industrial revolution. Serving
the diversity of applications in this market requires the breadth and
depth of ADI’s portfolio, unmatched in the industry. During fiscal 2000,
we continued to aggressively expand our product portfolio and increase
our market share, already three times more than our closest competi-
tors in high-performance amplifiers and converters.

In addition to traditional industrial applications, ADI has pioneered
the long-sought breakthrough that has made possible varying the speed
of AC-synchronous motors to save energy and reduce noise. ADI DSP-
based motor control solutions are featured in Electrolux Compressor
Corporation’s Frigidaire® brand front-load washing machine. ADI
technology has also been selected by Sharp Electronics for high-
efficiency refrigerators and by Toshiba/Carrier for high-efficiency air
conditioners.

We believe that ADI’s outstanding brand recognition and long-standing
customer relationships provide a strong platform for continued growth.
Moreover, long product life cycles, high margins and the stability created
by the broad, geographically-dispersed customer base contribute to the
strategic value of the industrial market to ADI.
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(Dollars in thousands, except per share data) 2 0 0 0 1 9 9 9 1 9 9 8 1 9 9 7 1 9 9 6

Net sales $ 2,577,547 $ 1,450,379 $ 1,230,571 $ 1,243,494 $ 1,193,786
Change in sales over prior year 78% 18% (1%) 4% 27%

Gross margin 1,461,027 714,736 588,486 620,963 600,850
% of sales 57% 49% 48% 50% 50%

Research and development expense 400,566 257,039 219,354 196,148 177,772
% of sales 16% 18% 18% 16% 15%

Purchased in-process research and development – 5,140 – – –

Selling, marketing, general and administrative expense 293,364 209,639 207,487 191,613 195,842
% of sales 11% 14% 17% 15% 16%

Restructuring charge – – 17,000 – –

Gain on sale of business, net – – (13,100) – –

Operating income 767,097 242,918 157,745 233,202 227,236
% of sales 30% 17% 13% 19% 19%

Equity in loss (income) of WaferTech – 1,149 9,780 (214) 97

Total nonoperating (income) expenses (98,614) (15,771) (2,494) (2,463) (3,601)

Income before income taxes 865,711 257,540 150,459 235,879 230,740
% of sales 34% 18% 12% 19% 19%

Provision for income taxes 258,579 60,721 30,971 57,660 58,839
Effective income tax rate 30% 24% 21% 24% 26%

Net income before cumulative effect of change in
accounting principle 607,132 196,819 119,488 178,219 171,901

Cumulative effect of change in accounting principle – – (37,080) – –

Net income after cumulative effect of change in
accounting principle $ 607,132 $ 196,819 $ 82,408 $ 178,219 $ 171,901

Earnings per share before cumulative effect of
change in accounting principle:

Basic $ 1.71 $ 0.58 $ 0.37 $ 0.57 $ 0.56
Diluted $ 1.59 $ 0.55 $ 0.36 $ 0.52 $ 0.52

Earnings per share after cumulative effect of
change in accounting principle:

Basic $ 1.71 $ 0.58 $ 0.26 $ 0.57 $ 0.56
Diluted $ 1.59 $ 0.55 $ 0.25 $ 0.52 $ 0.52

Shares used in computing net income per share
(in thousands):

Basic 353,363 336,482 323,148 319,188 306,724
Diluted 381,157 362,904 355,750 354,618 342,754

Pro forma amounts with the change in accounting
principle related to revenue recognition applied
retroactively:
Net sales – – $ 1,230,571 $ 1,214,602 $ 1,183,186
Net income – – 119,488 167,515 168,328
Net income per share:

Basic – – 0.37 0.53 0.55
Diluted – – 0.36 0.49 0.51
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(Dollars in thousands) 2 0 0 0 1 9 9 9 1 9 9 8 1 9 9 7 1 9 9 6

A S S E T S

Current assets:
Cash, cash equivalents and short-term investments $ 2,235,265 $ 762,444 $ 304,906 $ 340,607 $ 299,919
Accounts receivable, net 463,912 260,871 204,144 252,211 230,113
Inventories 332,094 248,936 275,076 225,966 218,877
Other 136,743 106,859 119,403 76,645 63,928

Total current assets 3,168,014 1,379,110 903,529 895,429 812,837
Property, plant and equipment, net 779,226 642,806 703,431 661,635 583,322
Intangible assets, deferred charges and other assets 464,097 196,438 254,770 206,789 112,113

$ 4,411,337 $ 2,218,354 $ 1,861,730 $ 1,763,853 $ 1,508,272

L I A B I L I T I E S  A N D  S T O C K H O L D E R S ’  E Q U I T Y

Current liabilities:
Short-term borrowings, current portion of

long-term debt and capital lease obligations $ 15,690 $ 97,061 $ 14,459 $ 11,733 $ 11,138
Accounts payable and accrued liabilities 407,213 214,653 139,021 173,098 166,826
Deferred income on shipments to distributors 140,369 100,788 113,784 37,013 38,400
Income taxes payable 86,625 66,761 53,595 52,550 46,459

Total current liabilities 649,897 479,263 320,859 274,394 262,823
Long-term debt and capital lease obligations 1,212,960 16,214 340,758 348,852 353,666
Other noncurrent liabilities 244,830 106,846 71,724 52,477 28,948
Stockholders’ equity 2,303,650 1,616,031 1,128,389 1,088,130 862,835

$ 4,411,337 $ 2,218,354 $ 1,861,730 $ 1,763,853 $ 1,508,272

C O N D E N S E D  C O N S O L I D A T E D  S T A T E M E N T S  O F  C A S H  F L O W S

(Dollars in thousands) 2 0 0 0 1 9 9 9 1 9 9 8 1 9 9 7 1 9 9 6

Net income $ 607,132 $ 196,819 $ 82,408 $ 178,219 $ 171,901
Adjustments to net income 97,373 245,606 155,706 133,294 (24,035)

Cash flows from operating activities 704,505 442,425 238,114 311,513 147,866
Cash flows from investing activities (456,217) (358,041) (186,960) (225,819) (305,569)
Cash flows from financing activities 1,130,290 6,717 (75,469) (10,640) 297,443
Effect of exchange rate changes on cash 1,952 1,459 (1,955) 4,438 1,066

Net increase (decrease) in cash and cash equivalents 1,380,530 92,560 (26,270) 79,492 140,806
Cash and cash equivalents at beginning of year 355,891 263,331 289,601 210,109 69,303

Cash and cash equivalents at end of year $ 1,736,421 $ 355,891 $ 263,331 $ 289,601 $ 210,109

Number of employees at end of year 9,100 7,400 7,200 7,500 6,900
Number of shareholders of record 4,400 4,600 6,200 5,000 4,900
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S A L E S  A N D  E A R N I N G S

S a l e s ,  i n  M i l l i o n s  o f  D o l l a r s D i l u t e d  E a r n i n g s  p e r  S h a r e ,  i n  D o l l a r s

1 Q 2 Q 3 Q 4 Q Ye a r Growth 1 Q 2 Q 3 Q 4 Q Ye a r Change

1996 280.8 303.3 305.0 304.7 1,193.8 27% 0.13 0.13 0.13 0.13 0.52 37%
1997 292.1 300.8 318.1 332.5 1,243.5 4% 0.11 0.13 0.13 0.15 0.52 1%
1998 317.8 319.4 295.7 297.7 1,230.6 (1%) 0.02 0.12 0.03 0.08 0.25 (52%)
1999 300.5 340.1 378.8 431.0 1,450.4 18% 0.09 0.11 0.15 0.20 0.55 120%
2000 490.3 581.0 700.6 805.6 2,577.5 78% 0.25 0.32 0.50 0.52 1.59 189%

R E T U R N  O N  C A P I T A L  A N D  E Q U I T Y

A n n u a l  R e t u r n  o n  A v e r a g e  C a p i t a l  ( a ) A n n u a l  R e t u r n  o n  A v e r a g e  E q u i t y  ( b )

1 Q 2 Q 3 Q 4 Q Y e a r 1 Q 2 Q 3 Q 4 Q Y e a r

1996 18% 16% 16% 15% 17% 24% 24% 23% 21% 23%
1997 13% 14% 14% 15% 14% 18% 18% 19% 19% 19%
1998 1% 12% 3% 8% 6% 1% 16% 3% 9% 7%
1999 9% 10% 14% 18% 13% 10% 12% 15% 19% 14%
2000 21% 26% 38% 29% 29% 22% 27% 39% 37% 31%

E Q U I T Y  A N D  M A R K E T  P R I C E  P E R  S H A R E

E n d i n g  E q u i t y  p e r  S h a r e , A v e r a g e  M a r k e t  P r i c e  p e r  S h a r e ,

i n  D o l l a r s  ( c ) i n  D o l l a r s V a l u a t i o n  R a t i o  ( d )

1 Q 2 Q 3 Q 4 Q 1 Q 2 Q 3 Q 4 Q 1 Q 2 Q 3 Q 4 Q

1996 2.29 2.43 2.59 2.72 8.53 10.00 9.33 9.48 3.7 4.1 3.6 3.5
1997 2.83 2.96 3.13 3.36 12.47 12.03 14.01 16.76 4.4 4.1 4.5 5.0
1998 3.37 3.50 3.46 3.52 14.15 16.67 13.29 8.63 4.2 4.8 3.8 2.5
1999 3.62 4.18 4.36 4.62 13.16 15.40 21.65 25.92 3.6 3.7 5.0 5.6
2000 4.96 5.26 5.76 6.44 37.95 71.71 77.83 81.42 7.7 13.6 13.5 12.6

S T O C K  P R I C E S

The following table shows the quarterly high and low prices for the Company’s stock on the New York Stock Exchange:
2 0 0 0 1 9 9 9

1 Q 2 Q 3 Q 4 Q 1 Q 2 Q 3 Q 4 Q

High $ 52.63 $ 94.69 $100.00 $103.00 $ 16.13 $ 19.19 $ 25.50 $ 30.22
Low $ 27.00 $ 43.00 $ 54.00 $ 56.06 $ 9.66 $ 12.19 $ 17.53 $ 20.81
No cash dividends have ever been paid by the Company.

(a) Total capital is the sum of stockholders’ equity plus total debt, including capitalized leases. Return on average capital is the
annualized sum of net income and after-tax interest charges, divided by average total capital employed during the period.

(b)Return on average equity is annualized net income divided by average equity employed during the period.
(c) Ending equity per share is based upon shares outstanding at the end of each quarter.
(d)Valuation ratio is quarterly average market price per share divided by ending equity per share.
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C O M P A N Y  O V E R V I E W

We are a world leader in the design, manufacture and market-
ing of high-performance analog, mixed-signal and digital
signal processing (DSP) integrated circuits (ICs) used in signal
processing applications.

We produce a wide array of products for a variety of customers
and markets. Applications for our products include communica-
tions, cellular telephones, computers and computer peripherals,
consumer electronics, automotive electronics, factory automa-
tion, process control and military and space systems.

A growing market for our communications products has
emerged due to the rapid development of broadband and wire-
less communications infrastructure around the world combined
with the development of the Internet. Our expertise in com-
bining analog and digital functionality on a single chip has
allowed us to develop products that fulfill the technological chal-
lenges of this complex and rapidly changing market.

Increased interface between users and the PC through moni-
tors, printers, scanners and audio devices and the increasing need
for power and thermal management capability in PCs have pro-
vided us with many opportunities in the computer market. Our
ability to integrate analog, DSP and mixed-signal functionality
on ICs has enabled us to supply many critical high-performance
components required by PC manufacturers.

The acquisition and display of signals combined with the
requirement for digital processing of these signals has allowed
us to combine analog and digital design capability to provide
solutions that conform to the rigorous cost, size and reliabil-
ity constraints of the consumer electronics market. Examples
of products that incorporate our technology are compact disc
players, DVD players and digital camcorders and cameras.

We serve the industrial market by providing components for
data acquisition systems, automatic process control systems,
robotics, environmental control systems and automatic test equip-
ment. We also provide products to the instrumentation market
for use in engineering, medical and scientific instruments.

Our products are sold worldwide through a direct sales force,
third-party industrial distributors and independent sales repre-
sentatives. We have direct sales offices in 19 countries, including
the United States.

We are headquartered near Boston, in Norwood, Massachu-
setts, and have manufacturing facilities in Massachusetts,
California, North Carolina, Ireland, the United Kingdom, the
Philippines and Taiwan. Founded in 1965, we employ approxi-
mately 9,100 people worldwide. Our stock is listed on the New
York Stock Exchange under the symbol ADI and is included in
the Standard & Poor’s 500 Index.

R E S U L T S  O F  O P E R A T I O N S

Net sales were $2,578 million in fiscal 2000, an increase of 78%
over net sales of $1,450 million in fiscal 1999. This increase in
net sales was attributable to continued growth in the markets
we serve. Sales into all end-markets increased in fiscal 2000 with
the communications market representing the largest growth
area. Additionally, sales of new products, which we define as
sales of products introduced in the prior six quarters, comprised
25% of net sales in fiscal 2000. Geographically, international
sales represented 55% of net sales, up from 54% in fiscal 1999.
International sales to Europe, Japan and Southeast Asia repre-
sented 19%, 14% and 22% of net sales, respectively. Europe
was the only international region that declined as a percentage
of sales, largely attributable to a weakening Euro/U.S. dollar
exchange rate over the prior fiscal year. In absolute dollars, net
sales increased year over year by 72% in the United States, 61%
in Europe, 75% in Japan and 114% in Southeast Asia.
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Net sales of $1,450 million in fiscal 1999 represented an 18%
increase over fiscal 1998 sales of $1,231 million. The signifi-
cant growth in the use of analog, digital and mixed-signal ICs
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to address the signal processing needs of the growing broad-
band and wireless communications, computer and computer
peripherals markets was the main reason for the sales increase
in fiscal 1999. In addition, a recovery in the semiconductor
industry generally, partially offset by a decline in automatic test
equipment sales, contributed to the sales increase in fiscal 1999.
Demand for our communications, computer and consumer prod-
ucts resulted in sales increases in all geographic regions during
fiscal 1999. Sales to North American customers increased 8%
over fiscal 1998. Sales in Europe in the first half of fiscal 1999
had declined from prior year levels but as the fiscal year pro-
gressed, demand increased resulting in a relatively flat level of
sales year over year. Sales in Japan increased 23% as demand
increased for our products as the Japanese economy continued
its recovery. Sales in other Southeast Asian countries in fiscal
1999 doubled from the levels achieved in fiscal 1998. The increased
demand was attributed to the increased use of our products
in the communications and computer products markets, both
of which experienced significant growth during fiscal 1999.

G R O S S  M A R G I N
( D O L L A R S  I N  M I L L I O N S )

D O L L A R S %  O F  S A L E S

’97’96 ’98 ’99 ’00
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Gross margin was $1,461 million, or 56.7% of net sales in
fiscal 2000. The increase in gross margin as a percentage of
sales from the 49.3% achieved in fiscal 1999 was due prima-
rily to the favorable effect of fixed costs being allocated across
a higher sales base and improved manufacturing efficiencies
as production increased at our wafer fabrication, assembly and
test facilities. Gross margin increased to 49.3% of sales in fiscal
1999, from 47.8% in fiscal 1998. This increase was primarily
attributable to higher sales and tight control of internal manu-
facturing spending.
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Research and development (R&D) expense was $401 million
in fiscal 2000, compared to $257 million in fiscal 1999. As a
percentage of sales, R&D spending declined to 15.5% in fiscal
2000 from 17.8% in fiscal 1999. In absolute dollar terms, R&D
spending increased by $144 million in fiscal 2000. Additional
expenses associated with a 25% increase in engineering head-
count, combined with the effect of increased bonus payments
during fiscal 2000, were the main reasons for the year over year
increase. We expect to continue the development of innovative
technologies and processes for new products targeted for broad-
band and wireless communications applications, imaging, audio
and high-performance power and thermal management prod-
ucts for computer and consumer product applications. We
believe that a continued commitment to research and develop-
ment is essential in order to maintain product leadership with
our existing products and to provide innovative new product
offerings, and therefore we expect to continue to make significant
R&D investments in the future. In fiscal 1999, R&D expenses
increased to $257 million from $219 million recorded in fiscal
1998 while remaining flat at 17.8% as a percentage of sales.

During the third quarter of fiscal 2000, we acquired BCO
Technologies plc (BCO), a company with operations in Belfast,
Northern Ireland, in a cash-for-stock transaction valued at
approximately $163 million. BCO is a leading supplier of
silicon-on-insulator wafers used for fabricating micromechanical
optical devices for optical switching and communications applica-
tions. In connection with this acquisition, we recorded approxi-
mately $158 million of goodwill. There was no in-process
research and development write-off related to this acquisition.
During the second quarter of fiscal 1999, we acquired two
DSP tools companies, White Mountain DSP, Inc. of Nashua,
New Hampshire and Edinburgh Portable Compilers Limited,
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of Edinburgh, Scotland. The total cost of these acquisitions was
approximately $23 million with additional cash consideration
of up to a maximum of $10 million payable if the acquired com-
panies achieve certain revenue and operational objectives. We
have paid approximately $7 million of the additional cash con-
sideration. In connection with these acquisitions, we recorded
a charge of $5.1 million for the write-off of in-process research
and development.
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Selling, marketing, general and administrative (SMG&A)
expenses were $293 million in fiscal 2000, an increase of $83
million from the $210 million recorded in fiscal 1999. As a per-
centage of sales, SMG&A decreased from 14.5% for fiscal 1999
to 11.4% for fiscal 2000 as a result of the significant growth in
revenue. In fiscal 1999, SMG&A expenses increased $3 million
from $207 million recorded in fiscal 1998. As a percentage of
sales, SMG&A decreased from 16.9% in fiscal 1998 to 14.5%
in fiscal 1999 as a result of increased sales and continued con-
trol over spending.

Our operating income was $767 million, or 29.8% of sales,
for fiscal 2000, a $524 million increase over the $243 million
recorded in fiscal 1999. Including the impact of the write-off of
in-process research and development, our operating income was
16.7% of sales for fiscal 1999. Our operating income for fiscal
1998, including the impact of a $17 million restructuring charge
and a $13 million net gain on the sale of our disk drive IC busi-
ness in fiscal 1998, was 12.8% of sales.

Our equity interest in WaferTech, LLC, a joint venture with
Taiwan Semiconductor Manufacturing Company and other
investors, resulted in a loss of $1.1 million in fiscal 1999, com-
pared to a loss of $9.8 million in fiscal 1998. This change was
the result of our completion of the sale in fiscal 1999 of
approximately 78% of our equity ownership in WaferTech. As
a result of this sale, our equity ownership in WaferTech was
reduced from 18% to 4%. We sold 78% of our investment to

other WaferTech partners in exchange for $105 million in cash,
which was equal to 78% of the carrying value of the equity
ownership at October 31, 1998. Subsequent to this sale, this
investment was accounted for using the cost method.

Our effective income tax rate increased to 29.9% for fiscal
2000 from 23.6% in fiscal 1999 and 20.6% in fiscal 1998 due to
increased profits in higher tax jurisdictions, principally the
United States. Additionally, in fiscal 1998 we utilized $5.6 mil-
lion of capital loss carryforwards for tax purposes, which reduced
our valuation allowance from $5.6 million at November 1, 1997
to $0 at October 31, 1998.

In the fourth quarter of fiscal 1998, we changed our account-
ing method for recognizing revenue on all shipments to
international distributors and certain shipments to domestic
distributors. The change was made with an effective date of
November 2, 1997 (the beginning of fiscal 1998). Prior to the
change we had historically deferred revenue on most shipments
made to domestic distributors until the products were resold
by the distributors to end users, but recognized revenue on ship-
ments to international distributors and certain shipments to
domestic distributors upon shipment to the distributors, net of
appropriate reserves for returns and allowances. As a result
of this accounting change, revenue recognition on shipments
to all distributors worldwide is deferred until the products are
resold to the end users. We believe that deferral of revenue
and related gross margin on shipments to distributors until the
product is shipped by the distributors is a more meaningful
measurement of results of operations because it better conforms
to the substance of the transaction considering the changing
business environment in the international marketplace; is con-
sistent with industry practice; and will, accordingly, better focus
the entire organization on sales to end users and, therefore, is a
preferable method of accounting. The cumulative effect in prior
years of the change in accounting principle was a charge of
approximately $37 million (net of $20 million of income taxes)
or $0.11 per diluted share.

Net income increased to $607 million, or 23.6% of sales, in
fiscal 2000 from $197 million, or 13.6% of sales, in fiscal 1999.
Diluted earnings per share for fiscal 2000 was $1.59. For fiscal
1999, net income increased 65% before the fiscal 1998 change
in accounting principle, and 139% after the change in account-
ing principle, to $197 million, and diluted earnings per share
was $0.55. For fiscal 1998, net income before the cumulative
effect of the change in accounting principle was $119 million,
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and diluted earnings per share was $0.36. Net income after
the cumulative effect of the change in accounting principle
was $82 million for fiscal 1998, and diluted earnings per share
was $0.25.

In June 1998, the Financial Accounting Standards Board
issued Statement of Financial Accounting Standards No. 133,
(FAS 133), “Accounting for Derivative Instruments and Hedg-
ing Activities.” This statement provides a comprehensive and
consistent standard for the recognition and measurement of
derivatives and hedging activities. In July 1999, the Financial
Accounting Standards Board issued Statement of Financial
Accounting Standards No. 137, which deferred the effective date
of FAS 133 for one year. In June 2000, the Financial Accounting
Standards Board issued Statement of Financial Accounting Stan-
dards No. 138, (FAS 138), “Accounting for Certain Derivative
Instruments and Certain Hedging Activities—an amendment to
FASB Statement No 133.” This statement amended certain pro-
visions of FAS 133. Accordingly, we will adopt FAS 133, as
amended by FAS 138, effective the first quarter of fiscal 2001.
FAS 133 requires that an entity recognize all derivatives as either
assets or liabilities and measure such instruments at fair market
value. Under certain circumstances, a portion of the derivative’s
gain or loss is initially reported as a component of comprehen-
sive income until the hedged transaction affects earnings. For
a derivative not designated as a hedging instrument, the gain
or loss is recognized in income in the period of change. The
provisions of FAS 133 allow for greater flexibility in our choice
of derivative instruments. As a result, upon adoption, we will
no longer use foreign currency option contracts to hedge our
anticipated foreign currency sales transactions. Based upon our
derivative positions at October 28, 2000, we estimate that upon
adoption we will record a reduction of approximately $5 mil-
lion in other comprehensive income as the cumulative effect of
an accounting change.

In December 1999, the Securities and Exchange Commis-
sion issued Staff Accounting Bulletin 101, (SAB 101), “Revenue
Recognition in Financial Statements.” SAB 101 summarizes the
application of generally accepted accounting principles to rev-
enue recognition in financial statements. We are required to
adopt this standard in the fourth quarter of fiscal 2001 and do
not expect SAB 101 to have a material effect on the results of
our operations or financial position.

The impact of inflation on our business during the past three
years has not been significant.
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At October 28, 2000, we had $2,235 million of cash, cash equiva-
lents and short-term investments compared to $762 million at
October 30, 1999. The $1,473 million increase in cash, cash
equivalents and short-term investments was primarily due to
operating cash inflows of $705 million (27% of fiscal 2000 sales)
and $1,172 million of proceeds from the issuance of long-term
debt offset by $275 million of capital spending and $169 million
of acquisition-related spending. Our operating activities gener-
ated net cash of $442 million, or 30% of sales in fiscal 1999.
Investing activities used $456 million in fiscal 2000 and $358
million in fiscal 1999, while financing activities generated $1,130
million in fiscal 2000 and $7 million in fiscal 1999. Excluding
the net proceeds from the issuance of $1,200 million of long-
term debt in fiscal 2000, our primary source of funds in fiscal
2000 and fiscal 1999 was net cash generated by operations.

Accounts receivable of $464 million at the end of fiscal 2000
increased $203 million or 78% from $261 million at the end of
fiscal 1999. This increase resulted principally from a $375
million increase in sales from the fourth quarter of fiscal 1999
to the fourth quarter of fiscal 2000. Days sales outstanding
improved from 56 at the end of the fourth quarter of fiscal 1999
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to 52 at the end of the fourth quarter of fiscal 2000. As a per-
centage of annualized fourth quarter sales, accounts receivable
was 14.4% at the end of fiscal 2000, down from 15.1% at the
end of fiscal 1999.

Inventories increased $83 million, or 33%, from the prior
year to $332 million at the end of fiscal 2000. Days cost of sales
in inventory decreased by 20 days to 90 days as of the end of
the fourth quarter of fiscal 2000. The increase in inventory in
absolute dollar terms is attributable to production increases in
response to increased demand for our products.

Net additions to property, plant and equipment of $275
million for fiscal 2000 were funded with a combination of cash
on hand and cash generated from operations. Capital spend-
ing in fiscal 2000 increased substantially from the $78 million
incurred in fiscal 1999. The increase in capital expenditures
was attributable to the expansion of manufacturing capability
to meet increased demand for our products. We currently plan
to make capital expenditures of approximately $450 million in
fiscal 2001. Depreciation expense is expected to increase to $190
million in fiscal 2001.

As reported under “Results of Operations, ”  during the third
quarter of fiscal 2000, we acquired BCO Technologies plc (BCO),
a company with operations in Belfast, Northern Ireland, in a
cash-for-stock transaction valued at approximately $163 mil-
lion. During the second quarter of fiscal 1999, we acquired two
DSP tools companies, White Mountain DSP, Inc. of Nashua,
New Hampshire and Edinburgh Portable Compilers Limited,
of Edinburgh, Scotland. The total cost of these acquisitions was
approximately $21 million in cash and $2 million in our common
stock, with additional cash consideration of up to a maximum
of $10 million payable if the acquired companies achieve
certain revenue and operational objectives. These acquisitions
were accounted for as purchases, and the excess of the purchase
price over the fair value of assets acquired was allocated to
existing technology, workforce in place, tradenames and goodwill,
which are being amortized over periods ranging from six to ten
years. In connection with these acquisitions, we recorded a
charge of $5.1 million for the write-off of in-process research
and development.

Subsequent to our fiscal year ended October 28, 2000, we
announced several acquisitions. We acquired all of the common
stock of ChipLogic, Inc., of Santa Clara, California, in exchange

for approximately 1.65 million shares of our common stock.
This transaction is valued at approximately $86 million. We also
acquired four other companies for approximately $50 million,
including contingent consideration. All of these transactions
are expected to be accounted for as purchases.

In the third quarter of fiscal 2000, we sold our investment in
Chartered Semiconductor Manufacturing Pte. Ltd. We received
proceeds of approximately $65 million in cash and realized a pretax
gain of approximately $44 million. The realized gain is included
in other nonoperating income.

In the fourth quarter of 1999, we invested an additional
$4 million in WaferTech. Subsequent to the year ended Octo-
ber 28, 2000, we sold our investment in WaferTech, LLC to
Taiwan Semiconductor Manufacturing Company for approxi-
mately $61 million. In the first quarter of fiscal 2001 we will
record a pretax realized gain on the sale of this investment of
approximately $28 million.

In fiscal 2000, financing activities generated cash of $1,130
million. Of this total, issuance of common stock under stock
purchase and stock option plans generated cash of $43 million,
and proceeds from the issuance of long-term debt generated
cash of $1,172 million. These increases were offset by $76
million of cash used for the repayment of variable rate
borrowings and $8 million used for the payment of capital
lease obligations.

During the fourth quarter of fiscal 2000, we issued $1,200
million of 4.75% Convertible Subordinated Notes due 2005
(2005 Notes), with semiannual interest payments on April 1
and October 1 of each year, commencing April 1, 2001. The
2005 Notes are convertible, at the option of the holder, into
our common stock at any time unless previously redeemed or
repurchased, at a conversion price of $129.78 per share,
subject to adjustment in certain events. The net proceeds of
the offering were $1,172 million after payment of the under-
writing discount and expenses of the offering, which will be
amortized over the term of the 2005 Notes. After the issuance
of the 2005 Notes, our debt-to-equity ratio increased to 53%.
As of March 11, 1999, we had converted $229,967,000 of the
$230 million principal amount of our 3.50% Convertible Sub-
ordinated Notes due 2000 (2000 Notes) into an aggregate of
10,983,163 shares of our common stock, and the remaining 2000
Notes were redeemed by a cash payment of $33,000. As a result
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of this conversion, our debt-to-equity ratio was reduced to 7%
at the end of fiscal 1999 as compared to 31% at the end of the
prior year.

At October 28, 2000, our principal sources of liquidity were
$2,235 million of cash and cash equivalents and short-term
investments.

We believe that our existing sources of liquidity and cash
expected to be generated from future operations, together with
current and anticipated available long-term financing, will be
sufficient to fund operations, capital expenditures and research
and development efforts for the foreseeable future.

Q U A L I T A T I V E  A N D  Q U A N T I T A T I V E
D I S C L O S U R E  A B O U T  M A R K E T  R I S K

We have fixed rate debt obligations and related interest rate
swap and cap agreements. An increase in interest rates would
not significantly increase interest expense due to the fixed nature
of our debt obligations. Because of the size and structure of
these obligations, a 100 basis point increase in interest rates
would not result in a material change in our interest expense or
the fair value of the debt obligations and related interest rate
swap and cap agreements for fiscal 2000 and fiscal 1999. The
fair value of our investment portfolio or related interest income
would not be significantly impacted by either a 100 basis point
increase or decrease in interest rates in fiscal 2000 and fiscal
1999 due mainly to the short-term nature of the major portion
of our investment portfolio and the relative insignificance of
interest income to the consolidated pretax income, respectively.

As more fully described in Note 2 (i) in the Notes to our
Consolidated Financial Statements, we regularly hedge our non-
U.S. dollar-based exposures by entering into forward exchange
contracts and currency swap agreements. The terms of these
contracts are for periods matching the duration of the underly-
ing exposure and generally range from three months up to one
year. The short-term nature of these contracts has resulted in
these instruments having insignificant fair values at October
28, 2000 and October 30, 1999. Our largest foreign currency
exposure is against the Japanese yen, primarily because Japan
has a higher proportion of local currency denominated sales
and fewer offsetting local currency denominated expenses. Rela-
tive to foreign currency exposures existing at October 28, 2000

and October 30, 1999, a 10% unfavorable movement in foreign
exchange rates would not expose us to significant losses in earn-
ings or cash flows or significantly diminish the fair value of our
foreign currency financial instruments, primarily due to the
short lives of the affected financial instruments that effectively
hedge substantially all of our year-end exposures against
fluctuations in foreign currency exchange rates. The calcula-
tion assumes that each exchange rate would change in the same
direction relative to the U.S. dollar. In addition to the direct
effects of changes in exchange rates, such changes typically affect
the volume of sales or the foreign currency sales price as com-
petitors’ products become more or less attractive. Our sensitivity
analysis of the effects of changes in foreign currency exchange
rates does not factor in a potential change in sales levels or local
currency selling prices.

L I T I G A T I O N

For information concerning certain pending litigation, see Note
11 of the Notes to our Consolidated Financial Statements.

F O R W A R D - L O O K I N G  S T A T E M E N T S

The “Management Analysis” and other sections of this report
contain forward-looking statements that are based on current
expectations, estimates, forecasts and projections about the
industry and markets in which we operate, management’s beliefs
and assumptions made by management. In addition, other writ-
ten or oral statements that constitute forward-looking statements
may be made by or on our behalf. Words such as “expects,”
“anticipates,” “intends,” “plans,” “believes,” “seeks,” “estimates,”
variations of such words and similar expressions are intended
to identify such forward-looking statements. These statements
are not guarantees of future performance and involve certain
risks, uncertainties and assumptions that are difficult to pre-
dict. (See “Factors That May Affect Future Results” below.)
Therefore, actual outcomes and results may differ materially
from what is expressed or forecast in such forward-looking
statements. We undertake no obligation to update publicly
any forward-looking statements, whether as a result of new
information, future events or otherwise.
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We may not be able to compete successfully in the semi-
conductor industry in the future.

The semiconductor industry is intensely competitive. Some of
our competitors have greater technical, marketing, manufac-
turing and financial resources than we do. Our competitors also
include emerging companies attempting to sell products to
specialized markets such as those that we serve. Our competi-
tors have, in some cases, developed and marketed products
having similar design and functionality as our products. There
can be no assurance that we will be able to compete success-
fully in the future against existing or new competitors or that
our operating results will not be adversely affected by increased
price competition.

We may not be able to satisfy increasing demand for our
products, and increased production may lead to overca-
pacity and lower prices.

The cyclical nature of the semiconductor industry has resulted
in sustained or short-term periods when demand for our products
has increased or decreased rapidly. We and the semiconductor
industry have experienced a period of rapid increases in demand
during the past two fiscal years. We have increased our manu-
facturing capacity over the past three years through both
expansion of our production facilities and increased access to
third-party foundries. However, we cannot be sure that we will
not encounter unanticipated production problems at either our
own facilities or at third-party foundries, or that the increased
capacity will be sufficient to satisfy demand for our products. We
believe that other semiconductor manufacturers have expanded
their production capacity over the past several years. This expan-
sion by us and our competitors could lead to overcapacity in
our target markets, which could lead to price erosion that would
adversely affect our operating results.

We rely on third-party subcontractors and manufacturers
for some industry-standard wafers and therefore cannot
control their availability or conditions of supply.

We rely, and plan to continue to rely, on assembly and test sub-
contractors and on third-party wafer fabricators to supply most
of our wafers that can be manufactured using industry-standard
digital processes. This reliance involves several risks, including
reduced control over delivery schedules, manufacturing yields
and costs.

F A C T O R S  T H A T  M A Y  A F F E C T  F U T U R E  R E S U L T S

We may experience material fluctuations in future operat-
ing results.

Our future operating results are difficult to predict and may
be affected by a number of factors including the timing of
new product announcements or introductions by us and our
competitors, competitive pricing pressures, fluctuations in
manufacturing yields, adequate availability of wafers and manu-
facturing capacity, the effects of adverse changes in overall
economic conditions, the risk that our backlog could decline
significantly, our ability to continue hiring engineers and other
qualified employees needed to meet the expected demands of
our largest customers and changes in product mix and economic
conditions in the United States and international markets. In
addition, the semiconductor market has historically been cycli-
cal and subject to significant economic downturns at various
times. Our business is subject to rapid technological changes
and there can be no assurance, depending on the mix of future
business, that products stocked in inventory will not be rendered
obsolete before we ship them. As a result of these and other
factors, there can be no assurance that we will not experience
material fluctuations in future operating results on a quarterly
or annual basis.

Our future success depends upon our ability to develop
and market new products and enter new markets.

Our success depends in part on our continued ability to
develop and market new products. There can be no assurance
that we will be able to develop and introduce new products in a
timely manner or that new products, if developed, will achieve
market acceptance. In addition, our growth is dependent on
our continued ability to penetrate new markets where we have
limited experience and competition is intense. There can be no
assurance that the markets we serve will grow in the future;
that our existing and new products will meet the requirements
of these markets; that our products will achieve customer
acceptance in these markets; that competitors will not force
prices to an unacceptably low level or take market share from
us; or that we can achieve or maintain profits in these markets.
Also, some of our customers in these markets are less well
established, which could subject us to increased credit risk.
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Our revenues may not increase enough to offset the expense
of additional capacity.

Our capacity additions resulted in a significant increase in
operating expenses. If revenue levels do not increase enough
to offset these additional expense levels, our future operating
results could be adversely affected. In addition, asset values
could be impaired if the additional capacity is underutilized for
an extended period of time.

We rely on manufacturing capacity located in geologi-
cally unstable areas, which could affect the availability
of supplies and services.

We and many companies in the semiconductor industry rely
on internal manufacturing capacity located in California and
Taiwan as well as wafer fabrication foundries in Taiwan and
other sub-contractors in geologically unstable locations around
the world. This reliance involves risks associated with the
impact of earthquakes on us and the semiconductor industry,
including temporary loss of capacity, availability and cost of key
raw materials and equipment, and availability of key services
including transport.

We are exposed to economic and political risks through
our significant international operations.

During fiscal 2000, 55% of our revenues were derived from
customers in international markets. We have manufacturing
facilities outside the United States, in Ireland, the United King-
dom, the Philippines and Taiwan. In addition to being exposed
to the ongoing economic cycles in the semiconductor industry,
we are also subject to the economic and political risks inherent in
international operations, including the risks associated with the
ongoing uncertainties in many developing economies around
the world. These risks include air transportation disruptions,
expropriation, currency controls and changes in currency
exchange rates, tax and tariff rates and freight rates. Although
we engage in hedging transactions to reduce our exposure to
currency exchange rate fluctuations, there can be no assurance
that our competitive position will not be adversely affected
by changes in the exchange rate of the U.S. dollar against
other currencies.

We are involved in frequent litigation regarding intellec-
tual property rights, which could be costly to undertake
and could require us to redesign products or pay signifi-
cant royalties.

The semiconductor industry is characterized by frequent
claims and litigation involving patent and other intellectual
property rights. We have from time to time received, and may
in the future receive, claims from third parties asserting that
our products or processes infringe their patents or other intel-
lectual property rights. In the event a third party makes a valid
intellectual property claim and a license is not available on
commercially reasonable terms, we could be forced either to
redesign or to stop production of products incorporating that
intellectual property, and our operating results could be mate-
rially and adversely affected. Litigation may be necessary to
enforce patents or other of our intellectual property rights or
to defend us against claims of infringement, and this litigation
can be costly and divert the attention of key personnel. See Note
11 of the Notes to our Consolidated Financial Statements
for the fiscal year ended October 28, 2000 for information
concerning pending litigation involving us. An adverse outcome
in this litigation could have a material adverse effect on our
consolidated financial position or on our consolidated results
of operations or cash flows in the period in which the litigation
is resolved.

Leverage and debt service obligations may adversely affect
our cash flow.

We have a substantial amount of outstanding indebtedness.
There is the possibility that we may be unable to generate cash
sufficient to pay the principal of, interest on, and other amounts
due in respect of, this indebtedness. Our substantial leverage
could have significant negative consequences. This substantial
leverage could increase our vulnerability to general adverse eco-
nomic and industry conditions. It may require the dedication
of a substantial portion of our expected cash flow from opera-
tions to service our indebtedness, thereby reducing the amount
of our expected cash flow available for other purposes, including
capital expenditures. It may also limit our flexibility in planning
for, or reacting to, changes in our business and the industry in
which we operate.
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2 0 0 0 1 9 9 9 1 9 9 8

Revenue:
Net sales $ 2,577,547 $ 1,450,379 $ 1,230,571

Costs and Expenses:
Cost of sales 1,116,520 735,643 642,085

Gross margin 1,461,027 714,736 588,486

Operating expenses:
Research and development 400,566 257,039 219,354
Purchased in-process research and development - 5,140 -
Selling, marketing, general and administrative 293,364 209,639 207,487
Restructuring charge - - 17,000
Gain on sale of business - - (13,100)

693,930 471,818 430,741

Operating income 767,097 242,918 157,745
Equity in loss of WaferTech - 1,149 9,780
Nonoperating (income) expenses:

Interest expense 5,841 10,146 13,287
Interest income (63,430) (26,726) (16,838)
Other (41,025) 809 1,057

(98,614) (15,771) (2,494)

Earnings:
Income before income taxes 865,711 257,540 150,459
Provision for income taxes:

Payable currently 271,123 44,139 43,343
Deferred (12,544) 16,582 (12,372)

258,579 60,721 30,971

Net income before cumulative effect of change in accounting principle 607,132 196,819 119,488

Cumulative effect of change in accounting principle,
net of $20 million of income taxes - -  (37,080)

Net income after cumulative effect of change in accounting principle $ 607,132 $ 196,819 $ 82,408

Shares used to compute earnings per share—Basic 353,363 336,482 323,148
Shares used to compute earnings per share—Diluted 381,157 362,904 355,750

Earnings per share before cumulative effect of change in accounting principle:
Earnings per share—Basic $ 1.71 $ 0.58 $ 0.37
Earnings per share—Diluted $ 1.59 $ 0.55 $ 0.36

Earnings per share after cumulative effect of change in accounting principle:
Earnings per share—Basic $ 1.71 $ 0.58 $ 0.26
Earnings per share—Diluted $ 1.59 $ 0.55 $ 0.25

See accompanying notes.
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A S S E T S

Current Assets:
Cash and cash equivalents $ 1,736,421 $ 355,891
Short-term investments 498,844 406,553
Accounts receivable less allowances of $13,156 ($14,238 in 1999) 463,912 260,871
Inventories 332,094 248,936
Deferred tax assets 108,989 89,780
Prepaid expenses and other current assets 27,754 17,079

Total current assets 3,168,014 1,379,110
Property, Plant and Equipment, at Cost:

Land and buildings 238,550 166,130
Machinery and equipment 1,260,572 1,088,939
Office equipment 86,930 74,530
Leasehold improvements 120,710 108,530

1,706,762 1,438,129
Less accumulated depreciation and amortization 927,536 795,323
Net property, plant and equipment 779,226 642,806

Other Assets:
Investments 217,755 119,301
Intangible assets, net 192,698 30,563
Other assets 53,644 46,574

Total other assets 464,097 196,438
$ 4,411,337 $ 2,218,354

L I A B I L I T I E S  A N D  S T O C K H O L D E R S ’  E Q U I T Y

Current Liabilities:
Short-term borrowings and current portion of long-term debt

and obligations under capital leases $ 15,690 $ 97,061
Accounts payable 213,196 103,368
Deferred income on shipments to distributors 140,369 100,788
Income taxes payable 86,625 66,761
Accrued liabilities 194,017 111,285

Total current liabilities 649,897 479,263
Noncurrent Liabilities:

Long-term debt and obligations under capital leases 1,212,960 16,214
Deferred income taxes 51,205 40,002
Other noncurrent liabilities 193,625 66,844

Total noncurrent liabilities 1,457,790 123,060
Commitments and Contingencies

Stockholders’ Equity:
Preferred stock, $1.00 par value, 471,934 shares authorized, none outstanding - -
Common stock, $0.16 2/3 par value, 600,000,000 shares authorized,

357,969,010 shares issued (178,049,189 in 1999) 59,663 29,675
Capital in excess of par value, net of deferred compensation of $3,980 ($6,211 in 1999) 526,820 523,106
Retained earnings 1,717,943 1,110,811
Accumulated other comprehensive income 2,841 12,209

2,307,267 1,675,801
Less 45,186 shares in treasury, at cost (3,161,774 in 1999) 3,617 59,770
Total stockholders’ equity 2,303,650 1,616,031

$ 4,411,337 $ 2,218,354

See accompanying notes.
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A c c u m u l a t e d
         C a p i t a l  i n O t h e r

C o m m o n  S t o c k          E x c e s s  o f R e t a i n e d C o m p r e h e n s i v e T r e a s u r y  S t o c k

S h a r e s A m o u n t        P a r  V a l u e E a r n i n g s I n c o m e * S h a r e s A m o u n t

Balance, November 1, 1997 161,941 $26,991     $223,885 $ 831,584 $ 6,724 (35) $ (1,054)

Activity in Fiscal 1998:
Net income—1998 82,408
Issuance of stock under stock plans

and other, net of repurchases 2,152 358 8,738 652 17,299
Compensation recognized under

Restricted Stock Plan 2,918
Tax benefit on exercise of non-qualified

stock options and disqualifying
dispositions under stock plans 13,429

Repurchase of common stock (4,400) (84,192)
Translation adjustment (699)

Balance, October 31, 1998 164,093 27,349 248,970 913,992 6,025 (3,783) (67,947)

Activity in Fiscal 1999:
Net income—1999 196,819
Issuance of stock under stock plans

and other, net of repurchases 2,974 496 28,159 621 8,177
Conversion of 3.50%

Subordinated notes 10,982 1,830 228,074
Compensation recognized under

Restricted Stock Plan 2,799
Tax benefit on exercise of non-qualified

stock options and disqualifying
dispositions under stock plans 15,104

Securities valuation adjustment 6,629
Translation adjustment (445)

Balance, October 30, 1999 178,049 29,675 523,106 1,110,811 12,209 (3,162) (59,770)

Activity in Fiscal 2000:
Net income—2000 607,132
Issuance of stock under stock plans

and other, net of repurchases 6,205 1,033 52,148 (93) (8,850)
Compensation recognized under

Restricted Stock Plan 2,231
Tax benefit on exercise of non-qualified

stock options and disqualifying
dispositions under stock plans 43,566

Two-for-one stock split 173,715 28,955 (94,231) 3,210 65,003
Securities valuation adjustment (6,629)
Translation adjustment (2,739)

Balance, October 28, 2000 357,969 $59,663 $526,820 $1,717,943 $ 2,841 (45) $ (3,617)

*
 Comprehensive income, i.e., net income plus other comprehensive income, totaled $598 million in 2000, $203 million in 1999 and
$82 million in 1998.

See accompanying notes.

Years ended October 28, 2000,
October 30, 1999 and October 31, 1998
(thousands)
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Operations
Cash flows from operations:

Net income $ 607,132 $ 196,819 $ 82,408
Adjustments to reconcile net income to net cash provided by operations:

Cumulative effect of change in accounting principle,
net of $20 million of income taxes - - 37,080

Depreciation and amortization 156,671 142,598 127,560
Gain on sale of investments (43,857) - -
Noncash portion of restructuring costs - - 10,000
Gain on sale of business - - (13,100)
Purchased in-process research and development - 5,140 -
Equity in loss of WaferTech, net of dividends - 1,149 10,907
Deferred income taxes (12,544) 16,582 (12,372)

Change in operating assets and liabilities:
(Increase) decrease in accounts receivable (213,696) (55,980) 50,603
(Increase) decrease in inventories (82,321) 28,424 (48,883)
(Increase) decrease in prepaid expenses and other current assets (9,706) 4,292 698
Increase in investments—trading (123,165) (28,098) (7,319)
Increase (decrease) in accounts payable, deferred income and accrued liabilities 233,408 57,096 (31,840)
Increase in income taxes payable 20,204 27,774 14,476
Increase in other liabilities 172,379 46,629 17,896

Total adjustments 97,373 245,606 155,706
Net cash provided by operations 704,505 442,425 238,114
Investments
Cash flows from investments:

Additions to property, plant and equipment, net (274,837) (77,500) (166,911)
Purchase of short-term investments available-for-sale (868,394) (628,823) (143,449)
Maturities of short-term investments available-for-sale 776,103 263,845 152,880
Proceeds from sale of investment 64,641 - -
Change in long-term investments 348 101,501 (56,110)
Payments for acquisitions, net of cash acquired (169,270)    (20,499) -
Proceeds from sale of business - - 27,000
Decrease (increase) in other assets 15,192 3,435 (370)

Net cash used for investments (456,217) (358,041) (186,960)
Financing Activities
Cash flows from financing activities:

Proceeds from issuance of long-term debt 1,172,135 - -
Repurchase of common stock - - (84,192)
Proceeds from employee stock plans 42,864 19,050 14,209
Payments on capital lease obligations (8,293) (14,109) (11,640)
Proceeds from equipment financing - - 6,094
Net (decrease) increase in variable rate borrowings (76,416) 1,776 60

Net cash provided by (used for) financing activities 1,130,290 6,717 (75,469)
Effect of exchange rate changes on cash 1,952 1,459 (1,955)
Net increase (decrease) in cash and cash equivalents 1,380,530 92,560 (26,270)
Cash and cash equivalents at beginning of year 355,891 263,331 289,601
Cash and cash equivalents at end of year $ 1,736,421 $ 355,891 $ 263,331

See accompanying notes.

Years ended October 28, 2000,
October 30, 1999 and October 31, 1998
(thousands)
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1 D E S C R I P T I O N  O F  B U S I N E S S

Analog Devices, Inc. (Analog, ADI or the Company) is a world leader in the design, manufacture and marketing of high-performance
analog, mixed-signal and digital signal processing (DSP) integrated circuits (ICs) used in signal processing applications.

As of the end of fiscal 2000, approximately 45% of Analog’s revenues came from the communications market, making it the
Company’s largest and fastest-growing served market. Communications applications include wireless handsets and base stations, as
well as products used for high-speed access to the Internet, including ICs used in ADSL and cable modems and central office
networking equipment.

Analog serves the PC market with products that monitor and manage power usage, process signals used in flat panel displays and
multimedia projectors and enable PCs to provide CD-quality audio. Analog also serves the high-end consumer market with ICs used in
products such as digital cameras and camcorders, DVD players and surround sound audio systems. Analog provides a broad array of
products to the industrial market, including products for automatic test equipment and for the digital speed control of AC motors.

2 S U M M A R Y  O F  S I G N I F I C A N T  A C C O U N T I N G  P O L I C I E S

a P r i n c i p l e s  o f  C o n s o l i d a t i o n

The consolidated financial statements include the accounts of the Company and all of its wholly owned subsidiaries. Upon consolida-
tion, all significant intercompany accounts and transactions are eliminated. The Company’s fiscal year ends on the 52-week or 53-week
period ending on the Saturday closest to the last day in October. Fiscal years 2000, 1999 and 1998 were each 52-week years.

Certain amounts reported in previous years have been reclassified to conform to the fiscal 2000 presentation, such reclassifications
were immaterial.

b C a s h,  C a s h  E q u i v a l e n t s  a n d  I n v e s t m e n t s

Cash and cash equivalents are highly liquid investments with insignificant interest rate risk and maturities of three months or less at
the time of acquisition. Investments with maturities between three and twelve months at time of acquisition are considered short-
term investments. Cash, cash equivalents and short-term investments consist primarily of commercial paper and government agency
discount notes, but also include certificates of deposit, bank time deposits, institutional money market funds and bankers’ acceptan-
ces. Long-term investments consist of mutual funds, commercial paper and bank money market funds that are acquired to generate
returns that offset changes in certain liabilities related to deferred compensation arrangements, as well as equity securities.

The Company classifies its investments in readily marketable debt and equity securities as “held-to-maturity,” “available-for-sale” or
“trading” at the time of purchase and such designation is evaluated as of each balance sheet date. Held-to-maturity securities, which
are carried at amortized cost, include only those securities the Company has the positive intent and ability to hold to maturity.
Securities, such as bank time deposits, which by their nature are typically held to maturity, are classified as such. The Company’s
other readily marketable investments are classified as either available-for-sale or trading. Available-for-sale securities are carried at
fair value with unrealized gains and losses, net of related tax, if any, reported as a separate component of stockholders’ equity.
Realized gains and losses, as well as interest, dividends and capital gains distributions on all securities, are included in earnings.

Cash equivalents and short-term investments classified as available-for-sale were $2,167 million and $707 million at October 28,
2000 and October 30, 1999, respectively and those classified as held-to-maturity were $7 million and $28 million at October 28,
2000 and October 30, 1999, respectively. All of these securities have contractual maturities of twelve months or less at time of
acquisition. Because of the short term to maturity, and hence relative price insensitivity to changes in market interest rates, amor-
tized cost approximates fair value for all of these securities. As such, no realized or unrealized gains or losses were recorded during
each of these years.

Long-term investments classified as trading were $182 million and $59 million at October 28, 2000 and October 30, 1999,
respectively and were based on published market quotes on October 27, 2000 and October 29, 1999. Gross realized and unrealized
gains and losses from trading securities were not material in fiscal 2000, fiscal 1999 and fiscal 1998. There was approximately $0 and
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$27 million at October 28, 2000 and October 30, 1999, respectively, of long-term investments classified as available-for-sale. Gross
realized gains on available-for-sale investments were $44 million in fiscal 2000 and $0 in fiscal 1999. Gross unrealized gains were not
material in fiscal 2000 and fiscal 1999. There were no long-term investments classified as held-to-maturity at October 28, 2000 and
October 30, 1999.

c S u p p l e m e n t a l  C a s h  F l o w  S t a t e m e n t  I n f o r m a t i o n

2 0 0 0 1 9 9 9 1 9 9 8

Cash paid during the fiscal year for:
Income Taxes $208,441 $ 19,582 $ 23,582
Interest $ 4,039 $ 10,808 $ 15,535

The Company’s non-cash financing activities in fiscal 1999 consisted solely of the conversion of its 3.50% Convertible Subordinated
Notes into common stock as described in Note 9.

d I n v e n t o r i e s

Inventories are valued at the lower of cost (first-in, first-out method) or market. Inventories at October 28, 2000 and October 30,
1999 were as follows:

2 0 0 0 1 9 9 9

Raw materials $ 17,505 $ 13,735
Work in process 179,918 150,427
Finished goods 134,671 84,774

Total inventories $332,094 $248,936

e P r o p e r t y,  P l a n t  a n d  E q u i p m e n t

Property, plant and equipment is recorded at cost less allowances for depreciation and amortization. The straight-line method of
depreciation is used for all classes of assets for financial statement purposes; both straight-line and accelerated methods are used for
income tax purposes. Capitalized leases and leasehold improvements are amortized based upon the lesser of the term of the lease or
the useful life of the asset. Depreciation and amortization are based on the following useful lives:

Buildings & Building Equipment Up to 25 years
Machinery & Equipment 3-10 years
Office Equipment 3-8 years

Total depreciation and amortization of property, plant and equipment was $143 million, $139 million and $125 million in fiscal
2000, 1999 and 1998, respectively. Property, plant and equipment included $82 million and $75 million of capitalized leases in fiscal
2000 and 1999, net of $49 million and $36 million respectively, of accumulated depreciation.

f G o o d w i l l  a n d  O t h e r  A c q u i s i t i o n - r e l a t e d  I n t a n g i b l e s

A m o r t i z a t i o n  L i v e s 2 0 0 0 1 9 9 9

Goodwill 5-10 Years $181,219 $ 16,685
Other intangibles 5-10 Years 11,479 13,878

Total $192,698 $ 30,563

Other intangibles include items such as acquired trained workforce and customer base. Goodwill and other intangibles are evaluated
for impairment based on the related estimated undiscounted cash flows.
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The balances shown are net of total accumulated amortization of $35 million and $22 million as of October 28, 2000 and
October 30, 1999, respectively. Amortization of goodwill and other acquisition-related intangibles was $13 million, $4 million and
$3 million for fiscal 2000, 1999 and 1998, respectively.

g G r a n t  A c c o u n t i n g

The Company’s manufacturing facility in Limerick, Ireland has received various grants from the Industrial Development
Authority of the Republic of Ireland. These grants include capital, employment and research and development grants. Capital
grants for the acquisition of property and equipment are netted against the related capital expenditures and amortized as a credit
to depreciation expense over the useful life of the related asset. Employment grants, which relate to employee hiring and training,
and research and development grants are recognized in earnings in the period in which the related expenditures are incurred by
the Company.

h T r a n s l a t i o n  o f  F o r e i g n  C u r r e n c i e s

The functional currency for the Company’s foreign sales operations is the applicable local currency. Gains and losses resulting from
translation of these foreign currencies into U.S. dollars are accumulated in a separate component of stockholders’ equity. Transac-
tion gains and losses are included in income currently, including those at the Company’s principal foreign manufacturing operations
where the functional currency is the U.S. dollar. Foreign currency transaction gains or losses included in other expenses, net, were
not material in fiscal 2000, 1999 and 1998.

i F o r e i g n  C u r r e n c y  I n s t r u m e n t s  a n d  I n t e r e s t  R a t e  A g r e e m e n t s

The Company enters into forward foreign exchange contracts, foreign currency option contracts and currency swap agreements to
offset certain operational and balance sheet exposures from changes in foreign currency exchange rates. Such exposures result from
the portion of the Company’s operations, assets and liabilities that are denominated in currencies other than the U.S. dollar, prima-
rily the Japanese yen and European currencies. These foreign exchange contracts, option and swap transactions are entered into to
support product sales, purchases and financing transactions made in the normal course of business, and accordingly, are not specu-
lative in nature.

Forward foreign exchange contracts are utilized to manage the risk associated with currency fluctuations on certain firm sales and
purchase commitments denominated in foreign currencies and certain non-U.S. dollar denominated asset and liability positions. The
Company’s forward foreign exchange contracts are primarily denominated in Japanese yen and certain European currencies and are
for periods consistent with the terms of the underlying transactions, generally one year or less. The forward foreign exchange
contracts that relate to firm foreign currency sales and purchase commitments are designated and effective as hedges of firm, identifiable
foreign currency commitments, and accordingly, the gains and losses resulting from the impact of currency exchange rate movements
on these contracts are not recognized in operations until the underlying hedged transactions are recognized. Upon recognition,
such gains and losses are recorded in operations as an adjustment to the carrying amount of the underlying transactions in the period
in which these transactions are recognized. Unrealized gains and losses resulting from the impact of currency exchange rate move-
ments on forward foreign exchange contracts designated to offset certain non-U.S. dollar denominated assets and liabilities are
recognized as other income or expense in the period in which the exchange rates change and offset the foreign currency gains and
losses on the underlying exposures being hedged. The contract amounts of forward foreign exchange contracts outstanding were
$277 million and $178 million at October 28, 2000 and October 30, 1999, respectively.
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The Company also may periodically enter into foreign currency option contracts to offset certain probable anticipated, but not
firmly committed, foreign currency transactions related to the sale of product during the ensuing nine months. When the dollar
strengthens significantly against the foreign currencies, the decline in value of future currency cash flows is partially offset by the
gains in value of the purchased currency options designated as hedges. Conversely, when the dollar weakens, the increase in value of
future foreign currency cash flows is reduced only by the premium paid to acquire the options. The Company’s foreign currency
option contracts are primarily denominated in Japanese yen and generally have maturities that do not exceed six months. These
foreign currency option contracts are designated and effective as hedges of anticipated foreign currency sales transactions, and
accordingly, the premium cost and any realized gains associated with these contracts are deferred and included in the consolidated
balance sheet as prepaid expenses and accrued liabilities, respectively, until such time as the underlying sales transactions are recog-
nized. Upon recognition, such premium costs and any realized gains are recorded in sales as a component of the underlying sales
transactions being hedged. The contract amounts of foreign currency option contracts outstanding were $7 million and $39 million,
at October 28, 2000 and October 30, 1999, respectively. Deferred gains or losses attributable to foreign currency option contracts
were not material at October 28, 2000 and October 30, 1999.

The Company uses currency swap agreements to hedge the value of its net investment in certain of its foreign subsidiaries.
Realized and unrealized gains and losses on such agreements related to the net foreign investment being hedged are recognized in
the cumulative translation adjustment component of stockholders’ equity, with the related amounts due to or from counterparties
included in accrued liabilities or other current assets. The contract amount of currency swap agreements outstanding, which were
principally denominated in Japanese yen, was $0 at October 28, 2000, and $10 million at October 30, 1999.

The Company enters into interest rate swap and cap agreements to manage its exposure to interest rate movements by
effectively converting a portion of its debt and certain financing arrangements from fixed to variable rates. Maturity dates of
interest rate swap and cap agreements generally match those of the underlying debt or financing arrangements. These agreements,
which have maturities of up to seven years, involve the exchange of fixed rate payments for variable rate payments without the
exchange of the underlying principal amounts. Variable rates are based on six-month U.S. dollar LIBOR and are reset on a semiannual
basis. The differential between fixed and variable rates to be paid or received is accrued as interest rates change in accordance with
the agreements and recognized over the life of the agreements as an adjustment to interest expense. The notional principal amounts
of interest rate swap and cap agreements outstanding were approximately $10 million and $50 million at October 28, 2000 and
October 30, 1999, respectively.

The cash requirements of the above-described financial instruments approximate their fair value. Cash flows associated with
these financial instruments are classified consistent with the cash flows from the transactions being hedged.

Derivative financial instruments involve, to a varying degree, elements of market and credit risk not recognized in the consoli-
dated financial statements. The market risk associated with these instruments resulting from currency exchange rate or interest rate
movements is expected to offset the market risk of the underlying transactions, assets and liabilities being hedged. The counterparties
to the agreements relating to the Company’s foreign exchange and interest rate instruments consist of a number of major interna-
tional financial institutions with high credit ratings. The Company does not believe that there is significant risk of nonperformance
by these counterparties because the Company continually monitors the credit ratings of such counterparties, and limits the financial
exposure and the amount of agreements entered into with any one financial institution. While the contract or notional amounts of
derivative financial instruments provide one measure of the volume of these transactions, they do not represent the amount of the
Company’s exposure to credit risk. The amounts potentially subject to credit risk (arising from the possible inability of counterparties
to meet the terms of their contracts) are generally limited to the amounts, if any, by which the counterparties’ obligations under the
contracts exceed the obligations of the Company to the counterparties.
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j F a i r  V a l u e s  o f  F i n a n c i a l  I n s t r u m e n t s

The following estimated fair value amounts have been determined by the Company using available market information and appro-
priate valuation methodologies. However, considerable judgment is required in interpreting market data to develop the estimates of
fair value. Accordingly, the estimates presented herein are not necessarily indicative of the amounts that the Company could realize
in a current market exchange.

O c t o b e r  28 ,  2 0 0 0 O c t o b e r  30 ,  1 9 9 9

C a r r y i n g F a i r C a r r y i n g F a i r
A m o u n t V a l u e A m o u n t V a l u e

Assets:
Cash and cash equivalents $ 1,736,421 $ 1,736,421 $ 355,891 $ 355,891
Short-term investments 498,844 498,844 406,553 406,553
Long-term investments 181,751 181,751 85,999 85,999

Liabilities:
Short-term borrowings (5,752) (5,752) (2,344) (2,344)
Long-term debt, including current portion (1,200,261) (1,101,261) (80,000) (79,978)

Foreign Currency Instruments and Interest Rate Agreements:
Interest rate swap and cap agreements (33) (62) 13 (36)
Forward foreign currency exchange contracts (3,555) (3,817) (4,260) (7,658)
Foreign currency option contracts 75 22 340 220
Currency swap agreements 0 0 375 325

The following methods and assumptions were used by the Company in estimating its fair value disclosures for financial instruments:

C a s h ,  c a s h  e q u i v a l e n t s  a n d  s h o r t - t e r m  i n v e s t m e n t s  –  The carrying amounts of these items are a reasonable estimate of
their fair value due to the short term to maturity and readily available market for these types of investments.

L o n g - t e r m  i n v e s t m e n t s  –  The fair value of long-term investments is based on quoted market values.

S h o r t - t e r m  b o r r o w i n g s  –  The carrying amounts of these variable-rate borrowings approximate fair value due to the short
period of time to maturity.

L o n g - t e r m  d e b t  –  The fair value of long-term debt is estimated based on current interest rates available to the Company for debt
instruments with similar terms, degrees of risk and remaining maturities.

I n t e r e s t  r a t e  s w a p  a n d  c a p  a g r e e m e n t s  –  The fair value of interest rate swap and cap agreements is obtained from dealer
quotes. These values represent the estimated amount the Company would receive or pay to terminate the agreements taking into
consideration current interest rates.

F o r w a r d  f o r e i g n  c u r r e n c y  e x c h a n g e  c o n t r a c t s  –  The estimated fair value of forward foreign currency exchange contracts is
based on the estimated amount at which they could be settled based on forward market exchange rates.

F o r e i g n  c u r r e n c y  o p t i o n  c o n t r a c t s  a n d  c u r r e n c y  s w a p  a g r e e m e n t s  –  The fair values of foreign currency option contracts
and currency swap agreements are obtained from dealer quotes. These values represent the estimated net amount the Company
would receive or pay to terminate the agreements.

k U s e  o f  E s t i m a t e s

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingencies at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period. Such estimates relate to the
useful lives of fixed assets, allowances for doubtful accounts and customer returns, inventory reserves, potential reserves relating to
litigation matters, accrued liabilities and other reserves. Actual results could differ from those estimates, and such differences may be
material to the financial statements.
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l C o n c e n t r a t i o n s  o f  C r e d i t  R i s k

Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of investments and
trade accounts receivable.

The Company maintains cash, cash equivalents and short-term investments with high credit quality financial institutions and
monitors the amount of credit exposure to any one financial institution.

The Company sells its products to distributors and original equipment manufacturers involved in a variety of industries including
industrial automation, instrumentation, military/aerospace and, to an increasing degree, communications, computers and peripher-
als, and high-performance consumer electronics. The Company has adopted credit policies and standards to accommodate growth
in these markets. The Company performs continuing credit evaluations of its customers’ financial condition and although the
Company generally does not require collateral, letters of credit may be required from its customers in certain circumstances.
Reserves are provided for estimated amounts of accounts receivable that may not be collected.

m C o n c e n t r a t i o n  o f  O t h e r  R i s k s

The semiconductor industry is characterized by rapid technological change, competitive pricing pressures and cyclical market pat-
terns. The Company’s financial results are affected by a wide variety of factors, including general economic conditions worldwide,
economic conditions specific to the semiconductor industry, the timely implementation of new manufacturing technologies, the
ability to safeguard patents and intellectual property in a rapidly evolving market and reliance on assembly and test subcontractors,
third-party wafer fabricators and independent distributors. In addition, the semiconductor market has historically been cyclical and
subject to significant economic downturns at various times. The Company is exposed to the risk of obsolescence of its inventory
depending on the mix of future business. As a result, the Company may experience significant period-to-period fluctuations in future
operating results due to the factors mentioned above or other factors.

n R e v e n u e  R e c o g n i t i o n

Revenue from product sales to end users is recognized upon shipment. As further explained in Note 5, commencing in 1998, revenue
on shipments to all distributors is deferred until products are resold by the distributors to end users. Prior to 1998, revenue on most
shipments to domestic distributors was deferred until resale to end users because arrangements with these distributors included
returns and price concessions that could not be reasonably estimated. Revenue on all shipments to international distributors and
certain shipments to domestic distributors were recognized upon shipment to the distributor, with appropriate provision of reserves
for returns and allowances.

o C o m p r e h e n s i v e  I n c o m e

Components of comprehensive income include net income and certain transactions that have generally been reported in the consoli-
dated statement of shareholders’ equity. Other comprehensive income is comprised of net income, currency translation adjustments
and available-for-sale securities valuation adjustments.

p I n c o m e  T a x e s

Deferred tax assets and liabilities are determined based on the differences between financial reporting and tax bases of assets and
liabilities and are measured using the enacted income tax rates and laws that will be in effect when the temporary differences are
expected to reverse. Additionally, deferred tax assets and liabilities are separated into current and noncurrent amounts based on the
classification of the related assets and liabilities for financial reporting purposes.

q E a r n i n g s  P e r  S h a r e  o f  C o m m o n  S t o c k

Basic earnings per share is computed based only on the weighted average number of common shares outstanding during the period.
Diluted earnings per share is computed using the weighted average number of common shares outstanding during the
period, plus the dilutive effect of future issues of common stock relating to stock option programs and convertible debt financing. In
calculating diluted earnings per share, the dilutive effect of stock options is computed using the average market price for the period.
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Shares related to convertible debt financing are excluded from the fiscal 2000 earnings per share calculation because the effect would
be anti-dilutive. The following table sets forth the computation of basic and diluted earnings per share:

2 0 0 0 1 9 9 9 1 9 9 8

Basic:
Income before cumulative effect of change in accounting principle $607,132 $196,819 $119,488
Cumulative effect of change in accounting principle - - (37,080)

Net income $607,132 $196,819 $ 82,408

Weighted shares outstanding 353,363 336,482 323,148

Earnings per share:
Income before cumulative effect of change in accounting principle $ 1.71 $ 0.58 $ 0.37
Cumulative effect of change in accounting principle - - (0.11)

Net income $ 1.71 $ 0.58 $ 0.26

Diluted:
Income before cumulative effect of change in accounting principle $607,132 $196,819 $119,488
Interest related to convertible subordinated notes, net of tax - 1,906 5,686

Income before cumulative effect of change in accounting principle
including the effect of dilutive securities 607,132 198,725 125,174

Cumulative effect of change in accounting principle - - (37,080)

Net income $607,132 $198,725 $ 88,094

Weighted shares outstanding 353,363 336,482 323,148
Assumed exercise of common stock equivalents 27,794 18,822 10,634
Assumed conversion of subordinated notes - 7,600 21,968

Weighted average common and common equivalent shares 381,157 362,904 355,750

Earnings per share:
Income before cumulative effect of change in accounting principle $ 1.59 $ 0.55 $ 0.36
Cumulative effect of change in accounting principle - - (0.11)

Net income $ 1.59 $ 0.55 $ 0.25

r S t o c k - B a s e d  C o m p e n s a t i o n

The Company grants stock options for a fixed number of shares to employees with an exercise price equal to the fair value of the
shares at the date of grant. The Company accounts for stock option grants in accordance with APB Opinion No. 25, “Accounting for
Stock Issued to Employees” and accordingly, recognizes no compensation expense for the stock option grants. The Company also
grants restricted stock for a fixed number of shares to employees for nominal consideration. Compensation expense related to
restricted stock awards is recorded ratably over the restriction period.

s N e w  A c c o u n t i n g  S t a n d a r d s

In June 1998, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards No. 133, (FAS 133),
“Accounting for Derivative Instruments and Hedging Activities.” This statement provides a comprehensive and consistent standard
for the recognition and measurement of derivatives and hedging activities. In July 1999, the Financial Accounting Standards Board
issued Statement of Financial Accounting Standards No. 137, which deferred the effective date of FAS 133 for one year. In June 2000,
the Financial Accounting Standards Board issued Statement of Financial Accounting Standards No. 138, (FAS 138), “Accounting for
Certain Derivative Instruments and Certain Hedging Activities-an amendment to FASB Statement No 133.” This statement amended
certain provisions of FAS 133. Accordingly, we will adopt FAS 133, as amended by FAS 138, effective the first quarter of fiscal 2001.
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FAS 133 requires that an entity recognize all derivatives as either assets or liabilities and measure such instruments at fair market
value. Under certain circumstances, a portion of the derivative’s gain or loss is initially reported as a component of comprehensive
income until the hedged transaction affects earnings. For a derivative not designated as a hedging instrument, the gain or loss is
recognized in income in the period of change. The provisions of FAS 133 allow for greater flexibility in the choice of derivative
instruments. As a result, upon adoption, the Company will no longer use foreign currency option contracts to hedge anticipated
foreign currency sales transactions. Based upon the derivative positions at October 28, 2000, the Company estimates that upon
adoption it will record a reduction of approximately $5 million in other comprehensive income as the cumulative effect of an
accounting change.

In December 1999, the Securities and Exchange Commission issued Staff Accounting Bulletin 101, (SAB 101), “Revenue
Recognition in Financial Statements.” SAB 101 summarizes the application of generally accepted accounting principles to
revenue recognition in financial statements. The Company will adopt SAB 101 in the fourth quarter of fiscal 2001 and does not
expect SAB 101 to have a material effect on its financial position or results of operations.

t S t o c k  S p l i t

On February 15, 2000, the Company’s Board of Directors approved a 2-for-1 split of the Company’s common stock,
effected as a 100% stock dividend on March 15, 2000 by the distribution of one share of common stock for every share held on the
record date of February 28, 2000. In connection with the stock split the number of common stock purchase rights that are associated
with each share of common stock was reduced from one to one-half. All historical per share amounts in this report have been
restated to reflect the split.

3 A C Q U I S I T I O N S  A N D  D I S P O S I T I O N S

During the third quarter of fiscal 2000, the Company acquired BCO Technologies plc (BCO), a company with operations in Belfast,
Northern Ireland, in a cash-for-stock transaction valued at approximately $163 million. The acquisition was accounted for as a
purchase, and the excess of the purchase price over the fair value of the assets acquired was allocated to workforce in place and
goodwill, which are being amortized on the straight-line basis over five years. In connection with the acquisition, the Company
recorded approximately $158 million of goodwill. There was no in-process research and development write-off related to this
acquisition.

During the second quarter of fiscal 1999, the Company acquired two DSP tools companies, White Mountain DSP, Inc. (WM) of
Nashua, New Hampshire, and Edinburgh Portable Compilers Limited (EPC), of Edinburgh, Scotland. The total cost of these
acquisitions was approximately $21 million in cash and $2 million in common stock of the Company, with additional cash consider-
ation of up to a maximum of $10 million (to be accounted for as additional goodwill) payable if the acquired companies achieve
certain revenue and operational objectives. Approximately $7 million of the contingent consideration has been paid. These acquisi-
tions were accounted for as purchases, and the excess of the purchase price over the fair value of the assets acquired was allocated to
existing technology, workforce in place, trade names and goodwill, which are being amortized on the straight-line basis over periods
ranging from six to ten years. In connection with these acquisitions, the Company recorded a charge of $5.1 million representing the
write-off of in-process research and development.

Pro forma results of operations for BCO, WM and EPC have not been provided herein as they were not material to the Company
on either an individual or an aggregate basis. The results of operations of each acquisition are included in the Company’s consoli-
dated statement of income from the date of each acquisition.

During fiscal 1998, the Company completed the sale of its disk drive IC business to Adaptec, Inc. The Company received
approximately $27 million in cash for the disk drive product line and, after providing for the write-off of inventory, fixed assets and
other costs incurred to complete the transaction, recorded a net gain of approximately $13 million. The Company also entered into
other arrangements with Adaptec that provided for payments to the Company aggregating $13 million, of which $3 million was
earned in fiscal 1999 and $10 million was earned in fiscal 1998, for assisting Adaptec in research and development efforts.
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4 I N D U S T R Y  A N D  G E O G R A P H I C  S E G M E N T  I N F O R M A T I O N

The Company operates in two segments: the design, manufacture and marketing of a broad range of integrated circuits, which com-
prises approximately 98% of the Company’s revenue, and the design, manufacture and marketing of a range of assembled products,
which accounts for the remaining 2% of the Company’s revenue. Effectively, the Company operates in one reportable segment.

G e o g r a p h i c  I n f o r m a t i o n

The Company operates in three major geographic areas. The following geographic area data include trade sales based upon point of
sale and long-lived assets based upon physical location. The predominant countries comprising European operations are England,
France, Germany and Ireland. The predominant country comprising Asian operations is Japan. For segment reporting purposes,
sales generated by North American operations include export sales of $570.2 million in fiscal 2000, $262.4 million in fiscal 1999 and
$128.2 million in fiscal 1998.

G E O G R A P H I C  S E G M E N T  I N F O R M A T I O N 2 0 0 0 1 9 9 9 1 9 9 8

Sales
North America, including export $1,722,056 $ 929,971 $ 748,283
Europe 504,669 313,598 312,523
Asia 350,822 206,810 169,765

Total sales $2,577,547 $1,450,379 $1,230,571

Long-lived Assets
North America $ 466,612 $ 417,854 $ 448,384
Europe 388,439 178,361 187,921
Asia 116,873 77,154 82,941

Total long-lived assets $ 971,924 $ 673,369 $ 719,246

5 A C C O U N T I N G  C H A N G E — R E C O G N I T I O N  O F  R E V E N U E  O N  C E R T A I N  S A L E S  T O  D I S T R I B U T O R S

In the fourth quarter of fiscal 1998, the Company changed its accounting method for recognizing revenue on all shipments to
international distributors and certain shipments to domestic distributors. The change was made with an effective date of November 2,
1997 (the beginning of fiscal 1998). While the Company has historically deferred revenue on most shipments made to domestic
distributors until the products were resold by the distributors to end users, it recognized revenue on shipments to international
distributors and certain shipments to domestic distributors upon shipment to the distributors, net of appropriate reserves for returns
and allowances. As a result of this accounting change, revenue recognition on shipments to distributors worldwide is deferred until
the products are resold to the end users. The Company believes that deferral of revenue and related gross margin on shipments to
distributors until the product is shipped by the distributors is a more meaningful measurement of results of operations because it
better conforms to the substance of the transaction considering the changing business environment in the international market-
place; is consistent with industry practice; and will, accordingly, better focus the entire organization on sales to end users and,
therefore, is a preferable method of accounting. The cumulative effect in 1998 of the change in accounting principle was a charge of
approximately $37 million (net of $20 million of income taxes) or $0.11 per diluted share.
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The estimated pro forma effect of the accounting change on the prior years’ results is as follows:
1 9 9 8

As reported:
Net sales $1,230,571
Net income $ 82,408
Basic earnings per share $ 0.26
Diluted earnings per share $ 0.25

Pro forma amounts with the change in accounting principle related to
revenue recognition applied retroactively: (unaudited)

Net sales $1,230,571
Net income $ 119,488
Basic earnings per share $ 0.37
Diluted earnings per share $ 0.36

6 R E S T R U C T U R I N G  C H A R G E

The Company recorded a restructuring charge of $17 million during the third quarter of fiscal 1998. Of this charge, $7
million related to a worldwide workforce reduction of approximately 350 employees, which was completed during the fourth quar-
ter of fiscal 1998, in the manufacturing, selling and general and administrative areas. In addition, the Company performed a review
of its business strategy and concluded that the key to success in the DSP market was to focus on opportunities in the general-purpose
DSP market that could provide consistent growth, while at the same time being more selective in pursuing vertical market DSP
opportunities. As a result of this review, the Company scaled back its efforts in some of the higher volume, lower margin, shorter life
cycle product areas and wrote off $10 million, which was the carrying value of specific assets associated with these businesses.

7 I N V E S T M E N T S

Investments at October 28, 2000 and October 30, 1999 were as follows:
2 0 0 0 1 9 9 9

WaferTech, LLC $ 32,852 $ 32,852
CSM - 27,413
Other 184,903 59,036

Total investments $217,755 $119,301

In January 1999, the Company concluded an agreement to sell to other WaferTech partners 78% of its 18% equity ownership in
WaferTech for cash equal to the carrying value of the 78% equity ownership at October 31, 1998. During fiscal 1999, the Company
invested an additional $4 million in WaferTech. The Company no longer exercises significant influence over WaferTech’s operating
and financial policies and, accordingly, accounts for its remaining 4% investment under the cost method. Changes in the value of the
investment are not recognized unless an impairment in the value of the investment is deemed by management to be “other than
temporary.” During the first quarter of fiscal 2001, the Company sold its investment in WaferTech—See Note 15.

The Company had an equity investment in Chartered Semiconductor Manufacturing Pte., Ltd., (CSM), in Singapore of approxi-
mately $27 million, which represented a less than 5% ownership interest. During fiscal 2000, the Company sold its equity investment
for $65 million, realizing a $44 million gain over the original cost of $21 million. This gain is included in other nonoperating income.
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Other investments consist primarily of long-term investments in mutual funds and bank money market funds, which are
related to the Company’s deferred compensation plan and are largely offset by a corresponding noncurrent liability to the plan
participants. These investments are classified as trading.

Investments are stated at fair value, which is based on market quotes, interest rates or management estimates, as appropriate.
Adjustments to fair value of investments classified as available-for-sale are recorded as an increase or decrease in stockholders’
equity. Adjustments to fair value of and income pertaining to other investments are recorded in operating expense.

8 A C C R U E D  L I A B I L I T I E S

Accrued liabilities at October 28, 2000 and October 30, 1999 consisted of the following:
2 0 0 0 1 9 9 9

Accrued compensation and benefits $ 99,984 $ 65,997
Other 94,033 45,288

Total accrued liabilities $194,017 $111,285

9 D E B T  A N D  C R E D I T  F A C I L I T I E S

Long-term debt at October 28, 2000 and October 30, 1999 consisted of the following:
2 0 0 0 1 9 9 9

4.75% Convertible Subordinated Notes due October 1, 2005 $1,200,000 $ -
6.625% Notes due March 1, 2000 - 80,000
Other 261 -

Long-term debt 1,200,261 80,000
Less: Current portion long-term debt - (80,000)

Total long-term debt $1,200,261 $ -

On October 1, 2000, the Company issued $1,200 million of 4.75% Convertible Subordinated Notes due October 1, 2005 (2005
Notes) with semiannual interest payments on April 1 and October 1 of each year, commencing April 1, 2001. The 2005 Notes are
convertible, at the option of the holder, into the Company’s common stock at any time unless previously redeemed or repurchased, at
a conversion price of $129.78 per share, subject to adjustment in certain events. The net proceeds of the offering were $1,172 million
after payment of the underwriting discount and expenses of the offering, which will be amortized over the term of the 2005 Notes.

As of March 11, 1999, the Company had converted $229,967,000 of the $230 million principal amount of its 3.50% Convertible
Subordinated Notes due 2000 (2000 Notes) into an aggregate of 10,983,163 shares of the Company’s common stock, and the remaining
2000 Notes were redeemed by a cash payment of $33,000. This conversion did not have an impact on diluted earnings per share.

Simultaneous with the sale of the 6.625% Notes, the Company entered into an interest rate swap and cap agreement for the term
of the 6.625% Notes having a notional principal amount of $40 million whereby the effective net interest rate on $40 million of the
6.625% Notes will be the six-month LIBOR rate (up to a maximum of 7%) plus 1.4%. The notes were repaid in March 2000. While
outstanding in the year ended October 28, 2000, the net effective interest rate on $40 million of the 6.625% Notes was 8.2% after
giving effect to the interest rate swap agreement.

There were $5.8 million and $2.3 million of foreign currency borrowings outstanding at October 28, 2000 and October 30, 1999,
respectively, which were at prevailing market rates for the respective currencies. Borrowings under the Company’s credit agreement
and lines of credit are generally due within six months.
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1 0 L E A S E  C O M M I T M E N T S

The Company leases certain of its facilities and equipment under various operating and capital leases that expire at various dates
through 2030. The lease agreements frequently include renewal and purchase provisions and require the Company to pay taxes,
insurance and maintenance costs.

Total rental expense under operating leases was approximately $19 million in fiscal 2000, $17 million in fiscal 1999 and $16
million in fiscal 1998.

The following is a schedule of future minimum lease payments under capital leases and rental payments required under long-
term operating leases at October 28, 2000:

O p e r a t i n g C a p i t a l
F i s c a l  Y e a r s L e a s e s L e a s e s

2001 $ 14,298 $ 10,689
2002 10,143 9,376
2003 7,335 3,930
2004 5,723 57
2005 4,804 -
Later Years 12,849 -

Total $ 55,152 24,052

Less amount representing interest (1,415)

Present value of minimum lease payments $ 22,637

1 1 C O M M I T M E N T S  A N D  C O N T I N G E N C I E S

L i t i g a t i o n

The Company is a defendant in a federal lawsuit brought in the Southern District of New York by U.S. Philips Corporation
(Philips). On October 2, 2000, Philips filed suit against the Company, Cirrus Logic, Inc., Cypress Semiconductor Corporation,
Linear Technology Corporation and Standard Microsystems Corporation alleging patent infringement and seeking injunctive relief
and unspecified damages. Because the lawsuit is in pre-trial stages, management is unable to estimate the effect of this lawsuit on its
consolidated financial position or consolidated results of operations.

The Company is a defendant in a federal lawsuit brought in Florida by Jordan Spencer Jacobs (Jacobs). On May 12, 2000, Jacobs
filed suit against the Company, Microsoft Corporation and Pelican Accessories, Inc. alleging patent infringement and seeking injunctive
relief and unspecified damages. The parties are presently engaged in discovery. Because the lawsuit is in pre-trial stages, management
is unable to estimate the effect of this lawsuit on its consolidated financial position or consolidated results of operations.

On January 18, 2000, the Company became aware that Silicon Laboratories, Inc. (Silicon) had named ADI as a defendant in a lawsuit
filed in the United States District Court for the Western District of Texas, which alleged misappropriation of trade secrets and patent
infringement by the Company. Subsequent to fiscal 2000, the Company entered into a settlement with Silicon that was not material.

The Company was a defendant in a federal lawsuit brought in Arizona by the Lemelson Medical, Education & Research Founda-
tion, L.P. (Lemelson). On July 31, 1998, Lemelson commenced an action in federal court against the Company and 26 other
companies alleging infringement of 16 patents allegedly covering various manufacturing processes and techniques used in the fabri-
cation of semiconductor products. Lemelson served the Company with a complaint on November 24, 1998 seeking unspecified
damages, treble damages for willful infringement and injunctive relief. During fiscal 2000, the Company entered into a settlement
agreement with Lemelson that was not material.
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The Company is a defendant in a federal lawsuit brought in California by Linear Technology Corporation (LTC). On June 26,
1997, LTC filed suit against the Company, Impala Linear Corporation, Toyoda Automatic Loom Works, Ltd., Maxim Integrated
Products, Inc. and Unitrode Corporation alleging patent infringement and seeking injunctive relief and unspecified damages. The
parties are presently engaged in discovery. The case was originally scheduled for trial on liability issues beginning on September 7,
1999. The original district judge recused himself and the case has not yet been rescheduled for trial. While the Company can give no
assurance that it will prevail in this litigation, it believes that resolution of this litigation will not have a material adverse effect on the
Company’s consolidated financial position, although an unfavorable outcome could have a material adverse effect on the Company’s
results of operations or cash flow in the quarter, or annual period in which this matter is resolved.

Patent infringement suits were pending against the Company by Sextant Avionique, S.A. (Sextant) in France claiming that the
Company’s accelerometer infringes certain patents. Sextant has obtained a court ruling that the Company infringed Sextant’s French
patents, and therefore, unless the decision is reversed, the Company will be unable to manufacture or sell any infringing accelerom-
eters in France. The Company is currently appealing the French court’s decision. The Company does not believe that the French
court’s decision will have a material adverse effect on its consolidated financial position or consolidated results of operations.

From time to time as a normal incidence of the nature of the Company’s business, various claims, charges and litigation are
asserted or commenced against the Company arising from, or related to, contractual matters, patents, trademarks, personal injury,
environmental matters, product liability, insurance coverage and personnel and employment disputes. As to such claims and litiga-
tion, the Company can give no assurance that it will prevail. However, the Company does not believe that these matters will have a
material adverse effect on the Company’s consolidated financial position, although an adverse outcome of any of these matters could
have a material adverse effect on the Company’s consolidated results of operations or cash flow in the quarter, or annual period in
which one or more of these matters are resolved.

W a f e r  S u p p l y  A g r e e m e n t s

The Company maintained a deposit of $20 million with Chartered Semiconductor Manufacturing Pte., Ltd., (CSM). This deposit
was classified in the balance sheet line item “Other assets.” The outstanding balance of the deposit is refunded in proportion to the
Company’s purchases of wafers from CSM. Approximately $1 million of the deposit was outstanding as of October 28, 2000 and has
since been refunded.

1 2 S T O C K H O L D E R S ’  E Q U I T Y

S t o c k  P l a n s

In fiscal 1998, the stockholders approved the 1998 Stock Option Plan (1998 Plan), which provides for the issuance of nonstatutory
and incentive stock options to purchase up to 30 million shares of common stock. In March 2000, the stockholders approved an
amendment to the 1998 Plan to increase the shares reserved for issuance by an additional 34 million shares. Officers, employees,
directors, consultants and advisors of the Company and its subsidiaries are eligible to be granted options under this plan at a price
not less than 100% (110% in the case of incentive stock options granted to 10% or greater stockholders) of the fair market value of
the common stock at the time the option is granted. The Company’s 1988 Stock Option Plan was terminated upon adoption of the
1998 Stock Option Plan; however, options to purchase common stock remain outstanding under the plan. There are no remaining
options outstanding under the Company’s 1980 Stock Option Plan.

While the Company may grant options to employees, which become exercisable at different times or within different periods, the
Company has generally granted options to employees that are exercisable on a cumulative basis in annual installments of 33 1/3%
each on the third, fourth and fifth anniversaries of the date of grant.
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Under the 1994 Director Option Plan, which was amended in 1998, each non-employee director was granted annually a non-
statutory option to purchase 21,000 shares of common stock at an exercise price equal to the fair market value on the date of grant.
Up to 1999, each newly elected non-employee director received a grant of an option to purchase 21,000 shares of Common Stock
upon his or her election to the Board (the “Initial Grant”). The 1994 Director Plan was amended in 1999 whereby the number of
shares of Common Stock underlying the Initial Grant was increased from 21,000 to 60,000. On December 8, 1999, the 1994
Director Option Plan was terminated (effective March 14, 2000), and the Board of Directors authorized that from and after March
14, 2000, all options granted to non-employee directors will be granted under the Company’s 1998 Stock Option Plan. The options
granted under the 1998 Stock Option Plan, as well as the options previously granted under the 1994 Director Option Plan, are
exercisable on a cumulative basis in annual installments of 33 1/3% each on the first, second and third anniversaries of the date of
grant. The Company also has options outstanding under the 1992 Director Option Plan that are exercisable on a cumulative basis in
annual installments of 33 1/3% each on the third, fourth and fifth anniversaries of the date of grant.

Information with respect to activity under the stock option plans is set forth below:
O p t i o n s  O u t s t a n d i n g

W e i g h t e d
S h a r e s A v e r a g e

A v a i l a b l e P r i c e
S t o c k  O p t i o n  A c t i v i t y f o r  G r a n t N u m b e r P e r  S h a r e

Balance, November 1, 1997 13,996 33,810 $ 6.46

Shares authorized for 1998 Stock Option Plan 30,000 - -
Additional shares authorized for 1994 Director Stock Option Plan 300 - -
Shares authorized for Medialight acquisition 204 - -
Options granted (39,892) 39,892 $ 8.37
Options exercised - (4,028) $ 3.18
Options canceled 18,256 (18,256) $ 11.58
Shares canceled upon termination of 1988 Stock Option Plan (5,158) - -

Balance, October 31, 1998 17,706 51,418 $ 6.39

Options granted (1,320) 1,320 $ 17.26
Options exercised - (6,054) $ 4.26
Options canceled 1,302 (1,302) $ 7.65

Balance October 30, 1999 17,688 45,382 $ 6.97

Additional shares authorized for 1998 Stock Option Plan 34,000 - -
Options granted (15,833) 15,833 $ 31.03
Options exercised - (7,210) $ 5.05
Options canceled 1,755 (1,755) $ 14.02

Balance, October 28, 2000 37,610 52,250 $ 14.31

O p t i o n  A m e n d m e n t

In September 1998, the Board of Directors approved a stock option program amendment pursuant to which all employees with
stock options granted during the period beginning December 1, 1996 and ending on August 3, 1998 could elect to reduce the option
exercise price to $7.38 per share (equal to the then fair market value). Upon such election, the vesting schedule for the affected
options was reset, whereby one-third vest on September 8, 2001, one-third on September 8, 2002 and the final one-third on Sep-
tember 8, 2003. A total of 16,442,996 options with exercise prices ranging from $11.13 to $17.13 per share were amended under the
program. The activity as a result of this option program amendment is presented in the preceding table as cancellations and subse-
quent grants.
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The following table summarizes information about options outstanding at October 28, 2000:
O u t s t a n d i n g  O p t i o n s O p t i o n s  E x e r c i s a b l e

W e i g h t e d  A v e r a g e W e i g h t e d W e i g h t e d

N u m b e r R e m a i n i n g A v e r a g e N u m b e r A v e r a g e

R a n g e  o f O u t s t a n d i n g C o n t r a c t u a l E x e r c i s e E x e r c i s a b l e E x e r c i s e

E x e r c i s e  P r i c e a t  1 0 / 2 8 / 0 0 L i f e  ( Y e a r s ) P r i c e a t  1 0 / 2 8 / 0 0 P r i c e

$ 0.98 - $ 9.93 35,115 6.6 $ 6.87 5,369 $ 5.38
$ 9.94 - $ 19.85 1,293 7.6 $ 13.11 150 $ 13.11
$ 19.86 - $ 29.78 14,828 9.1 $ 28.67 9 $ 28.54
$ 29.79 - $ 59.55 390 9.2 $ 42.52 - $  -
$ 59.56 - $ 99.25 624 9.6 $ 76.99 - $ -

$ 0.98 - $ 99.25 52,250 7.4 $ 14.31 5,528 $ 5.62

The Company has an employee stock purchase plan (ESPP) that allows eligible employees to purchase, through payroll
deductions, shares of the Company’s common stock at 85% of the fair market value at specified dates. Employees purchased 1,011,624
shares in fiscal 2000 (1,312,800 and 1,205,000 in fiscal 1999 and 1998, respectively) for $16.5 million ($12.9 million and $11.8
million in fiscal 1999 and 1998, respectively). At October 28, 2000, approximately 3,382,000 common shares, net of retirements,
remained available for issuance under the stock purchase plan.

Under the 1991 Restricted Stock Plan, a maximum of 5,400,000 shares of common stock was authorized for awards by the
Company to key employees for nominal consideration. This plan succeeded the Company’s 1978 Restricted Stock Plan that pro-
vided for the issuance of up to 14,745,600 shares of common stock. Shares awarded from both plans are restricted as to transfer,
usually for a period of five years and, under certain conditions, may be subject to repurchase by the Company at the original
purchase price per share. There were no additional shares awarded under the restricted stock plans in fiscal 2000 and fiscal 1999.
Shares awarded under the Company’s restricted stock plans, net of cancellations, for fiscal 1998 were 435,000. The fair market value
of the shares at the date of award was $6,293,000 in fiscal 1998 and was accounted for as deferred compensation and is being
amortized over the restriction period. During fiscal 2000, 1999 and 1998, $2,231,000, $2,799,000 and $2,918,000, respectively, of
such compensation was charged to expense. At October 28, 2000, there were 1,196,982 shares of common stock, net of forfeitures,
available for issuance under the 1991 Restricted Stock Plan.

As of October 28, 2000, a total of 94,439,169 common shares were reserved for issuance under the Company’s stock plans.

C o m m o n  S t o c k  R e p u r c h a s e

In November 2000, the Board of Directors authorized the Company to repurchase up to 15 million shares of its common stock.
The repurchased shares will be held as treasury shares and will be available for issuance under the Company’s stock option plans,
employee stock purchase plan and other benefit plans.

In May and October of 1998, the Board of Directors authorized the Company to repurchase up to 8 million and 16
million shares, respectively, of its common stock over the succeeding 12 months. At October 31, 1998, the Company had purchased
8,800,000 shares of its common stock at an average purchase price of $9.57 per share. The Company did not purchase any shares in
fiscal 2000 and fiscal 1999. The repurchased shares were held as treasury shares, and were used to partially fund the Company’s
employee stock plans and the two-for-one stock split effected March 15, 2000.

S t o c k - B a s e d  C o m p e n s a t i o n

As permitted under Statement of Financial Accounting Standards No. 123 (FAS 123), “Accounting for Stock-Based Compensation,”
the Company has elected to follow Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees,” and
related Interpretations, in accounting for stock-based awards to employees. Under APB 25, the Company generally recognizes no
compensation expense with respect to such awards.
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Pro forma information regarding net income and earnings per share is required by FAS 123 for awards granted after
October 28, 1995 as if the Company had accounted for its stock-based awards to employees under the fair value method of FAS 123.
The fair value of the Company’s stock-based awards to employees was estimated using a Black-Scholes option pricing model. The
Black-Scholes option valuation model was developed for use in estimating the fair value of traded options that have no vesting
restrictions and are fully transferable. In addition, option valuation models require the input of highly subjective assumptions,
including the expected stock price volatility. Because the Company’s stock-based awards to employees have characteristics significantly
different from those of traded options, and because changes in the subjective input assumptions can materially affect the fair value
estimate, in management’s opinion, the existing models do not necessarily provide a reliable single measure of the fair value of its
stock-based awards to employees. The fair value of the Company’s stock-based awards to employees was estimated assuming no
expected dividends and the following weighted average assumptions:

O p t i o n s E S P P

2 0 0 0 1 9 9 9 1 9 9 8 2 0 0 0 1 9 9 9 1 9 9 8

Expected life (years) 4.9 6.1 6.1 1.0 1.0 1.0

Expected stock price volatility                                56.6%            52.9%            49.5%            72.5%            64.1%            57.6%

Risk-free interest rate                                               6.0%              5.3%              5.3%              6.3%              5.1%              5.4%

The following is a summary of weighted average grant date values generated by application of the Black-Scholes model:
W e i g h t e d  A v e r a g e  G r a n t  D a t e  V a l u e

2 0 0 0 1 9 9 9 1 9 9 8

Stock option plans $16.90 $ 9.77 $ 4.91
ESPP $ 7.88 $ 4.40 $ 4.17

As required under FAS 123, the reported net income and diluted earnings per share have been presented to reflect the impact had
the Company been required to include the amortization of the Black-Scholes option value as expense. For purposes of this disclo-
sure, the estimated fair value of the options is amortized to expense over the options’ vesting periods. The Company’s pro forma
information follows:

2 0 0 0 1 9 9 9 1 9 9 8

Pro forma net income $526,615 $162,872 $ 56,719
Pro forma diluted earnings per share $ 1.38 $ 0.45 $ 0.16

The effects on pro forma disclosures of applying FAS 123 are not likely to be representative of the effects on pro forma disclo-
sures of future years. Because FAS 123 is applicable only to options granted subsequent to October 28, 1995, the pro forma effect is
not fully reflected for fiscal years 1999 and 1998.

P r e f e r r e d  S t o c k

The Company has 471,934 authorized shares of $1.00 par value Preferred Stock. The Board of Directors is authorized to fix desig-
nations, relative rights, preferences and limitations on the preferred stock at the time of issuance. An aggregate of 300,000 shares of
preferred stock have been designated as Series A Junior Participating Preferred Stock for issuance in connection with the Company’s
Stockholder Rights Plan.

C o m m o n  S t o c k  P u r c h a s e  R i g h t s

In March 1998, the Board of Directors adopted a Stockholder Rights Plan (the Stockholder Rights Plan) that replaced a plan
adopted by the Board in 1988. Pursuant to the Stockholder Rights Plan, after giving effect to the Company’s two-for-one stock split
effected on March 15, 2000, each share of the Company’s Common Stock (Common Stock) currently has an associated one-half of
a right. Under certain circumstances, each whole right would entitle the registered holder to purchase from the Company one one-
thousandth share of Series A Junior Participating Preferred Stock at a purchase price of $180 in cash, subject to adjustment.
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The rights are not exercisable and cannot be transferred separately from the Common Stock until ten business days (or such later
date as may be determined by the Board of Directors) after (i) the public announcement that a person or group of affiliated or
associated persons has acquired (or obtained rights to acquire) beneficial ownership of 15% or more of Common Stock or (ii) the
commencement of a tender offer or exchange offer that would result in a person or group beneficially owning 20% or more of the
outstanding Common Stock. If and when the rights become exercisable, each holder of a right shall have the right to receive, upon
exercise, that number of shares of Common Stock (or in certain circumstances, cash property or other securities of the Company)
that equals the exercise price of the right divided by 50% of the current market price (as defined in the Stockholder Rights Plan) per
share of Common Stock at the date of the occurrence of such event. In the event at any time after any person becomes an acquiring
person, (i) the Company is consolidated with, or merged with and into, another entity and the Company is not the surviving entity
of such consolidation or merger or if the Company is the surviving entity, but shares of its outstanding common stock are changed
or exchanged for stock or securities or cash or any other property, or (ii) 50% or more of the Company’s assets or earning power is
sold or transferred, each holder of a right shall thereafter have the right to receive upon exercise, that number of shares of common
stock of the acquiring company that equals the exercise price of the right divided by 50% of the current market price of such
common stock at the date of the occurrence of the event.

The rights have certain anti-takeover effects, in that they would cause substantial dilution to a person or group that
attempts to acquire a significant interest in the Company on terms not approved by the Board of Directors. The rights expire on
March 17, 2008 but may be redeemed by the Company for $.001 per right at any time prior to the tenth day following a person’s
acquisition of 15% or more of the Company’s Common Stock. So long as the rights are not separately transferable, each new share
of Common Stock issued will have one-half of a right associated with it.

1 3 R E T I R E M E N T  P L A N S

The Company and its subsidiaries have various savings and retirement plans covering substantially all employees. The Company
maintains a defined contribution plan for the benefit of its eligible United States employees. This plan provides for Company
contributions of up to 5% of each participant’s total eligible compensation. In addition, the Company contributes an amount equal
to each participant’s contribution, if any, up to a maximum of 2% of each participant’s total eligible compensation, plus 50% of the
contributions between 2% and 4%. The Company also has various defined benefit pension and other retirement plans for certain
foreign employees that are consistent with local statutes and practices. The total expense related to all of the Company’s retirement
plans was approximately $26 million in fiscal 2000 and $21 million in fiscal years 1999 and 1998, which primarily consisted of costs
related to the U.S. defined contribution plan. Also included in total expense is pension expense related to foreign defined benefit
plans of approximately $3 million for each of the fiscal years 2000, 1999 and 1998.

N o n - U.S. P l a n  D i s c l o s u r e s

The Company’s funding policy for its foreign defined benefit pension plans is consistent with the local requirements of each country.
The plans’ assets consist primarily of U.S. and foreign equity securities, bonds, property and cash.

Net annual periodic pension cost of non-U.S. plans is presented in the following table:
2 0 0 0 1 9 9 9 1 9 9 8

Service cost of benefits earned during the year $ 4,110 $ 4,079 $ 3,208
Interest cost on projected benefit obligation 3,085 3,273 3,246
Expected return on plan assets (8,819) (6,052) (12,623)
Net amortization and deferrals 4,588 1,846 9,440

Net periodic pension cost $ 2,964 $ 3,146 $ 3,271
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Obligation and asset data of the plans at fiscal year end is presented in the following table:
2 0 0 0 1 9 9 9

Benefit Obligation:
Beginning balance $ 54,914 $ 56,485
Service cost 4,110 4,079
Interest cost 3,085 3,273
Plan participants’ contributions 1,299 1,267
Benefits paid (709) (1,540)
Actuarial (gain)/loss 5,773 (7,939)
Exchange rate adjustment (5,166) (711)

Ending balance $  63,306 $ 54,914

Plan Assets at Fair Value:
Beginning balance $ 66,157 $ 58,784
Actual return on plan assets 8,583 6,052
Company contributions 2,125 2,646
Plan participants’ contributions 1,299 1,267
Benefits paid (709) (1,540)
Exchange rate adjustment (7,091) (1,052)

Ending balance $ 70,364 $ 66,157

Reconciliation of Funded Status:
Fund status—Plan assets in excess of benefit obligation $ (7,058) $ (11,243)
Unrecognized net gain 13,496 15,148
Unrecognized prior service cost (1,477) (1,077)

Net amount recognized $ 4,961 $ 2,828

Amounts recognized in the balance sheet consist of:
Prepaid benefit cost $ (2,587) $ (4,201)
Accrued benefit cost 7,548 7,029

Total $ 4,961 $ 2,828

Accrued benefit cost at October 28, 2000 includes projected benefit obligations of $13.2 million and accumulated benefit obliga-
tions of $9.7 million, versus plan assets of $4.9 million for three plans whose obligations exceeded their assets. Accrued benefit cost
at October 30, 1999 includes projected benefit obligations of $14.8 million and accumulated benefit obligations of $8.7 million,
versus plan assets of $6.4 million for four plans whose obligations exceeded their assets.

The range of assumptions used for the non-U.S. defined benefit plans reflects the different economic environments within the
various countries. The projected benefit obligation was determined using the following assumptions:

2 0 0 0 1 9 9 9

Discount rate 3% - 12% 4% - 12%
Rate of increase in compensation levels 3% - 10% 4% - 10%
Expected long-term returns on assets 5% - 12% 5% - 12%
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1 4 I N C O M E  T A X E S

The reconciliation of income tax computed at the U.S. federal statutory rates to income tax expense is as follows:
2 0 0 0 1 9 9 9 1 9 9 8

U.S. federal statutory tax rate 35.0% 35.0% 35.0%
Income tax provision reconciliation:

Tax at statutory rate $302,999 $ 90,139 $ 52,660
Irish income subject to lower tax rate (35,605) (25,557) (10,960)
Change in valuation allowance - - (5,559)
State income taxes, net of federal benefit 6,448 260 502
Research and development tax credits (11,288) (2,700) (4,400)
Foreign Sales Corporation (5,392) (4,923) (1,745)
Amortization of goodwill 1,037 1,189 545
Net foreign tax in excess of U.S. federal statutory tax rate 428 (156) 125
Other, net (48) 2,469 (197)

Total income tax provision $258,579 $ 60,721 $ 30,971

For financial reporting purposes, income before income taxes includes the following components:
2 0 0 0 1 9 9 9 1 9 9 8

Pretax income:
Domestic $622,331 $114,333 $ 34,290
Foreign 243,380 143,207 116,169

$865,711 $257,540 $150,459

The components of the provision for income taxes are as follows:
2 0 0 0 1 9 9 9 1 9 9 8

Current:
Federal $224,413 $ 19,949 $ 24,588
Foreign 37,205 23,790 17,983
State 9,505 400 772

Total current $271,123 $ 44,139 $ 43,343

Deferred (prepaid):
Federal $ (11,807) $ 16,262 $ (7,792)
Foreign (737) 320 (4,580)

Total deferred (prepaid) $ (12,544) $ 16,582 $ (12,372)
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The Company’s practice is to reinvest indefinitely the earnings of certain international subsidiaries. Accordingly, no U.S. income
taxes have been provided for approximately $714,467,000 of unremitted earnings of international subsidiaries.

The significant components of the Company’s deferred tax assets and liabilities for the fiscal years ended October 28, 2000 and
October 30, 1999 are as follows:

2 0 0 0 1 9 9 9

Deferred tax assets:
Inventory reserves $ 34,702 $ 32,816
Deferred income on shipments to distributors 45,864 34,750
Reserves for compensation and benefits 21,968 12,769
Intercompany profits in foreign inventories 2,945 5,181
Other - 8,730

Total gross deferred tax assets 105,479 94,246

Deferred tax liabilities:
Depreciation (46,729) (44,468)
Other (966) -

Total gross deferred tax liabilities (47,695) (44,468)

Net deferred tax assets $ 57,784 $ 49,778

1 5 S U B S E Q U E N T  E V E N T S

The Company completed the acquisition of ChipLogic, Inc. (ChipLogic) of Santa Clara, California on January 4, 2001, in a trans-
action valued at approximately $86 million. ChipLogic is a developer of high-performance integrated circuits and software focused
on the convergence of voice, broadband access and network protocol processing. The Company has filed a registration statement in
connection with this transaction with the Securities and Exchange Commission. The transaction is being effected in the form of a
merger of a wholly owned subsidiary of the Company into ChipLogic under which the Company will issue one share of common
stock for each share of ChipLogic common stock. ChipLogic has approximately 1.65 million shares of common stock outstanding
on a fully diluted basis.

Through January 17, 2001, the Company also completed four smaller acquisitions in transactions that had a total value of approxi-
mately $50 million, including contingent consideration. These transactions are expected to be accounted for as purchases.

On December 27, 2000, the Company sold its investment in WaferTech, LLC to Taiwan Semiconductor Manufacturing Company
for approximately $61 million. In the first quarter of fiscal 2001, the Company will record a pretax realized gain on the sale of this
investment of approximately $28 million.



The Board of Directors and Stockholders
Analog Devices, Inc.

We have audited the accompanying consolidated balance sheets of
Analog Devices, Inc. as of October 28, 2000 and October 30, 1999, and
the related consolidated statements of income, stockholders’ equity and
cash flows for each of the three years in the period ended October 28,
2000. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards gener-
ally accepted in the United States. 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 disclo-
sures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by manage-
ment, 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 consolidated financial statements referred to above
present fairly, in all material respects, the consolidated financial position
of Analog Devices, Inc. at October 28, 2000 and October 30, 1999, and
the consolidated results of its operations and its cash flows for each of
the three years in the period ended October 28, 2000, in conformity
with accounting principles generally accepted in the United States.

As discussed in Notes 2(n) and 5 to the consolidated financial state-
ments, in the fiscal year ended October 31, 1998, the Company changed
its method for recognizing revenue on certain shipments to distributors.

Boston, Massachusetts
November 13, 2000, except for Note 15,
as to which the date is January 17, 2001
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Q U A R T E R L Y  F I N A N C I A L  I N F O R M A T I O N  F O R  F I S C A L  2 0 0 0  A N D  F I S C A L  1 9 9 9

(thousands of dollars except as noted) 4 Q 0 0 3 Q 0 0 2 Q 0 0 1 Q 0 0 4 Q 9 9 3 Q 9 9 2 Q 9 9 1 Q 9 9

Net sales 805,617 700,658 580,995 490,277 431,036 378,776 340,067 300,500

Cost of sales 333,730 300,519 257,184 225,087 205,922 190,481 176,435 162,805
Gross margin 471,887 400,139 323,811 265,190 225,114 188,295 163,632 137,695

% of sales 59% 57% 56% 54% 52% 50% 48% 46%

Operating expenses:
Research and development 123,423 103,429 90,702 83,012 75,414 67,142 61,899 52,584
Purchased in-process research

and development - - - - - - 5,140 -
Selling, marketing, general

and administrative 80,569 77,198 71,073 64,524 59,702 54,589 49,167 46,181

Total operating expenses 203,992 180,627 161,775 147,536 135,116 121,731 116,206 98,765
% of sales 25% 26% 28% 30% 31% 32% 34% 33%

Operating income 267,895 219,512 162,036 117,654 89,998 66,564 47,426 38,930
% of sales 33% 31% 28% 24% 21% 18% 14% 13%

Equity in loss of WaferTech - - - - - - - 1,149

Nonoperating expenses (income):
Interest expense 2,978 360 822 1,681 1,964 1,632 2,439 4,111
Interest income (22,160) (15,769) (13,595) (11,906) (9,428) (6,881) (6,117) (4,300)
Other 1,732 (44,020)* 449 814 (169) (31) 400 609

Total nonoperating
(income) expense (17,450) (59,429) (12,324) (9,411) (7,633) (5,280) (3,278) 420

Income before income taxes 285,345 278,941 174,360 127,065 97,631 71,844 50,704 37,361
% of sales 35% 40% 30% 26% 23% 19% 15% 12%

Provision for income taxes 85,473 86,740 52,308 34,058 24,413 17,243 11,598 7,467

Net income 199,872 192,201 122,052 93,007 73,218 54,601 39,106 29,894
% of sales 25% 27% 21% 19% 17% 14% 12% 10%
Per share—basic .56 .54 .35 .26 .21 .16 .12 .09
Per share—diluted .52 .50 .32 .25 .20 .15 .11 .09

Shares used to compute earnings
per share (in thousands)
Basic 356,376 355,018 352,706 349,352 347,340 345,420 334,024 319,144
Diluted 384,307 383,544 382,321 374,458 369,548 366,960 361,396 353,714

*
 Includes $44 million of realized gain on sale of investment in Chartered Semiconductor Manufacturing Pte., Ltd.
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