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2004 was another great year for NETGEAR,
as our strategy of driving the consumer and
small-to-medium business networking markets
by delivering first to market innovations,
increasing brand recognition, and broadening
channel presence worldwide drove our busi-
ness to new financial and operating levels.

During the year, NETGEAR continued to
deliver financial results that reflect leadership
in our markets, with revenue growing to
$383.1 million, up 28% from 2003. We
continued to deliver aggressive margin
expansion with gross margins increasing to
32.1% from 28.0% and operating margin

growing to 9.2% from 5.4% year on year. By the end of 2004, the com-
pany’s cash on hand, including cash, cash equivalents, and short-term
investments, increased to $141.7 million, up from $73.6 million in 2003.

From an operating perspective, we continued to leverage our highly
productive operating model. In 2004 NETGEAR debuted on the Network
World 200 as tops in the industry for efficiency with $1.6 million in revenue
per employee. More importantly, NETGEAR made significant gains in the
effectiveness of its operating model with operating margin per employee
increasing to $149,000 during the year vs. $84,000 in 2003, putting the
company on track to be one of the most productive companies in the industry.

On the product front NETGEAR consistently innovated ahead of the
competition, delivering 48 new products during the year, or almost one new
product a week. New products introduced to consumers were led by sales
of NETGEAR’s expanded Super G™ wireless router and adapters family,
which offered wireless speeds and distances better than the competition. In
Europe, the company led the industry with the first DSL 2+ Super G gateway.
2004 was also the year that NETGEAR introduced its first VoIP products and
digital video player, positioning the company in these important emerging
categories. For business customers, the NETGEAR ProSafe™ line of small
and medium business products benefited greatly from rapidly expanding
sales of our smart switches along with the growth of our business wireless
and security product lines.

The NETGEAR brand continued to be recognized for high quality in
2004. Most notably, PC World magazine’s readers again ranked NETGEAR
as being the #1 networking vendor in service and reliability, the only company
to achieve back-to-back recognition in the industry. NETGEAR also further
strengthened its brand position in the market during the year, with leading
market share gains in the fastest growing product categories. Analyst reports
show that NETGEAR experienced the highest market share growth worldwide
in SOHO/Home wireless networking during the year and moved into second

place overall in wireless revenue. NETGEAR also extended its worldwide
leadership position in Gigabit switching growing its first place position in
the industry for two consecutive years. Importantly, NETGEAR continued its
market share dominance in Europe and Australia, and deepened efforts in
emerging markets, including China.

One of our goals for 2004 was to further strengthen our worldwide
channel presence, with significant growth in the telecommunications service
provider channel. We achieved this as carrier sales worldwide increased
from 5% of total sales in the first quarter of 2004 to 9% of total sales in the
fourth quarter of 2004. NETGEAR developed new partnerships with carriers
around the world, including Tiscalli in Germany, AOL in the UK, Charter
Communications in the US, and PCCW in Asia.

Looking forward, we are excited by the numerous innovations for 2005,
which we expect to be revenue and profit drivers for NETGEAR. With our
new Smart MIMO wireless products incorporating RangeMax™ technology,
we expect to improve wireless speeds and coverage significantly. In addition,
we intend to showcase the latest advances in digital entertainment networking
with shareable and secure storage solutions through our new Storage Central
product line. Through NETGEAR’s ProSafe line of business-class solutions,
we plan to deliver further innovations for small and medium business in the
areas of business wireless, security, switching, and software solutions.

Overall, consumer excitement for wireless products is escalating rapidly.
New applications in digital entertainment and music are opening the eyes
of new segments of consumers to the power of wireless connectivity and the
need for secure, sharing solutions. Small and medium business adoption is
expanding as high-performance, enterprise-class capabilities become even
more affordable and reliable enough for businesses of any size to deploy.
NETGEAR has always been known as a leading innovator—we remain true
to that philosophy today and are strongly positioned to deliver the right
products for the right markets at the right time.

As NETGEAR approaches its 10 th year in business, we are excited to
have an even greater opportunity to deliver superior value to customers and
shareholders alike. We thank everyone for your continued support and
belief in our vision.

Patrick C.S. Lo
Chairman and 
Chief Executive Officer
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