2003

E v e r y b o d y ’s c o n n e c t i n g.

TM

Steve figures
he’ll have over
200 coworkers
networked
by year’s end.

Jon follows
ball games
from just about
anywhere
but the bleachers.
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Today,
more than ever,
businesses and
consumers worldwide,
are taking advantage
of the free-flow
exchange
of information,
high speed
internet access and
an expanding
wireless environment.
They’re doing it
with products
designed to meet
individual
networking needs.
They’re doing it
with products
founded on the
principles of
innovation and speed.
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Meet

NETGEAR .

We design,
develop and market
technologically
advanced, branded
networking products.
Our suite of over
100 products
enables users to share
internet access,
peripherals, files,
digital multimedia
content
and applications.
Ease-of-use.
Reliability.
Per formance.
Value.
With NETGEAR,
ever ybody’s connecting.

Joe listens
to his digital music
collection from
ever y stereo in
the house. Joanna
prefers to read.

Nancy knows
her business r uns
more smoothly in
a secure, wireless
environment.
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32%
Networked small-to-medium businesses in the U.S.

123,800,000
Projected worldwide shipments of wireless L AN equipment in 2006

132,486
Projected Wi-Fi hot spots by 2004
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8%
Networked homes in the U.S.

183,900,000
Projected broadband connections by 2006

25x
Increased speed of broadband connections over dial-up modems
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A Letter from Patrick

I n n o v a t i o n a n d s p e e d a r e i n o u r b l o o d . Since Mark Merrill

and I first founded NETGEAR in 1996 to meet the networking
needs of consumers and small-to-medium businesses, innovation and speed have been the cornerstones of our growth.
From the first unmanaged 10/100 hubs and switches which we
developed to NETGEAR ’s ne w Gigabit Smar t Switches that
deliver key network management features... from the first
home network based on in-home telephone wiring to the
industr y’s first Super G 108 Mbps wireless solution offering
superior range and speed... and from the industr y’s first home
broadband router to the first available ADSL2/ADSL + gate way,
NETGEAR continues to deliver innovations to the market ahead
of the competition.
The entire 200-plus-employee team of NETGEAR is continuing to drive that innovation for ward now that we have reached
over $299 million in annual revenue and 48 ne w products
launched in 2003 alone.
Right from the star t, NETGEAR was established as a global
company with key channel par tners in major markets around
the world. We entered the European market back in 1997 and
NETGEAR is now one of the leading brands in home and small
business networking there. During 2003, NETGEAR capitalized
on the rapid growth in Asia through ne w par tnerships with
the Lenovo Group (formerly Legend) in China and Softbank
in Japan. NETGEAR also achieved share gains in 2003 worldwide, and according to Cahner’s In-Stat Group market share
reports in Q4 2003, we are either #1 or #2 in each of the major
product categories in which we compete in: Wireless L AN ,
Broadband Routers and Gateways, and Unmanaged Switches.
2003 was also the year when NETGEAR collaborated more
e x t e n s i v e l y w i t h b r o a d b a n d s e r v i c e p r ov i d e r s a r o u n d t h e

world, such as Time Warner Cable, Comcast, Telecom Denmark, and Telstra in Australia. Their success, and the success
of NETGEAR ’s thousands of retail, ecommerce, direct market
resellers (DMR) , and value added reseller ( VAR) par tners worldwide, led to year-over-year net revenue growth of 26% in
2003, a trend of rapid growth since the company was first
founded.
And while other companies set goals in 2003 to increase
productivity and improve cost str uctures, NETGEAR continued
to deliver as it has from the beginning. With revenue per
employee of over $1.6 million per year, NETGEAR employees
were two to three times more productive in 2003 than even
the stretch goals yet to be achieved by other industr y leading
companies. It’s this dedication and productivity from the
NETGEAR team, combined with an efficient operating model
built on a network of subcontract manufacturing and engineering par tners in Asia and R&D par tners in the Silicon
Valley and throughout Nor th America, that enable the company to deliver high-quality yet affordable products while
increasing both margins and profits.
The NETGEAR brand has always stood for quality, but it was
in 2003 that NETGEAR tr uly became known around the world
for ease-of-use, reliability, per formance and value. During the
year, NETGEAR became the only company to have been recognized as the best in the networking industr y for reliability
and ser vice from both PC World and PC Magazine readers in
the US. In revie w after revie w, NETGEAR products and par tner
programs outpaced the competition, earning Editor’s Choice
awards from leading publications.
This breakthrough year also opened up a ne w chapter in the
company’s histor y, with the successful completion of NETGEAR ’s
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Initial Public Offering. As one of the few technology companies
to go public in 2003, and one of the first Silicon Valley companies to complete a placement after a long drought, NETGEAR
is excited about the enormous amount of interest in the global
marketplace.
Recognized as the fastest growing wireless company worldwide in 2003 by Synergy Research Group, NETGEAR is in a
strong position to advance its leadership in the coming years
in this impor tant and high-growth categor y. Broadband adoption continues to increase worldwide, fundamentally driving
adoption of networking and creating ne w oppor tunities for
NETGEAR around the world.
NETGEAR has developed international strength over the
years. This foundation provides us the base to expand globally into ne w emerging markets. As shown by the mobile
phone industr y, the international markets ultimately eclipse
the size of the domestic US market and our strong position
internationally provides the best foundation to capitalize on
this tremendous growth oppor tunity.
With the enterprise networking segment 100% penetrated
according to International Data Corporation (IDC) , and networks deployed in only 8% of the consumer segment and 32%
of the small-to-medium business segment, NETGEAR remains
well poised as a leader in the “sweet spot” of the networking
market that is expected by analysts to grow at a 19% compound
annual growth rate.
Broad trends in technology offer even more exciting opport u n i t i e s f o r g r ow t h . T h e w i d e s p re a d a v a i l a b i l i t y o f l e g a l
digital audio content and the emergence of Internet sourced
enter tainment provide ne w growth avenues for the company
following the introduction of NETGEAR ’s Digital Music Player

that connects your stereo to your network of digital
music files. Demand for video and Internet gaming solutions
are expected to follow. The rise of quality Voice over Internet
Protocol ( V o IP) ser vices provide the beginnings of a revolution
in voice communications creating ne w openings in our consumer and small-to-medium business networking markets. As
Internet and network security continue to increase in importance, NETGEAR is well positioned to deliver the technologies
that are as critical to any small-to-medium sized business as
they are to any large enterprise.
Oppor tunities to deliver superior value to customers and
shareholders alike are many for those with innovation and
speed in their blood.
(MP101)

Patrick C. S. Lo
Chairman and
Chief Executive Officer
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Innovation.

N .1

F i r s t t o m a r k e t w i t h n e w t e c h n o l o g i e s . NETGEAR ’s speed

and agility make it an industr y leader, enabling customers to
do more with their networks. Technologies that only used to
be available to enterprises are now found in small-to-medium

business and even homes. Innovations that help make customers
leaders in their industries also simplify the lives of their families. NETGEAR is first to deliver the products that matter to
the marketplace.
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Presence.

N .2

A d i v e r s e g l o b a l s a l e s c h a n n e l . From a world-class Silicon

Valley research and development center to the local touch of
sales and ser vice offices across continents, customers can
count on NETGEAR to deliver no matter where they are located.

With thousands of channel par tnerships reaching millions of
individual customers in unique ways, NETGEAR has become a
leader around the world. The right people in the right places
deliver networking solutions for ever yone, ever ywhere.
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Efficiency.

N .3

A n o p e r a t i n g m o d e l r u n n i n g o n e f f i c i e n c y . Our produc-

tivity as measured by revenue per employee ($1.6 million in
2003) is the highest in the networking industr y. We have a
unique R&D model that is premised on co-operative development with our hardware and software technology par tners,

including both star t-ups and established players. We were the
pioneers in moving manufacturing to out-sourced sub contractors first in Taiwan and now mostly in China. We believe
we can continue to lead in being the most productive in
bringing out innovative products first.
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Quality.

N .4

T h e N E TG E A R
brand is all about quality which we define as innovative technology, superior per formance, best reliability and easiest to
use. All our products are built around these attributes, thus
delivering a quality experience to our customers. Whether it
is the industrial design, the set up procedure, the per formance
A

quality

brand

recognized

worldwide.

or the reliability of NETGEAR products, our engineers put in
t h e b e s t p o s s i b l e , t h u s w i n n i n g r a ve re v i e w s a n d a w a rd s
worldwide. As a matter of fact NETGEAR has been rated by
both PC World and PC Magazine readers in the USA as the
best in the networking industr y for reliability and ser vice as
compared to other brands.
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A Letter from Jonathan

Building shareholder value is an important objective for
m a n a g e m e n t . Fiscal 2003 was an impressive and
exciting year for NETGEAR . We became a public company in
July 2003. We grew our revenue 26%. We significantly improved
our gross margin and we introduced a broad portfolio of first
to market products.
In July, we staged a ver y successful initial public offering
raising $101.8 million in net proceeds after under writers’ discount and related offering expenses. We used some of these
proceeds to extinguish our debt to Nortel Networks and others
leaving our balance sheet debt free. The remaining proceeds
from the IPO provided us with a strong balance sheet and the
cash to suppor t our growth strategy. As of December 31, 2003,
we had $61.2 million in cash and cash equivalents and $12.4
million in shor t-term investments and no debt.
For the full year 2003, net revenue totaled $299.3 million,
a 26.1% increase over the full year 2002 due to strong
demand for our Ethernet switching, broadband and wireless
products worldwide. On a product categor y basis, the net revenue split was 53% wireless and 47% wired, with total units
shipped increasing 24.6% in 2003 to 5.95 million units compared to 2002.
Just as impor tantly, we continued to manage to grow our
gross margin in 2003 to 28%, compared to 25.4% for the full
year 2002, moving closer to exceed our strategic target of 30%.
The improvement was due to strengthening of our buying
power, increased sales of ne w products with higher margins
and tighter control of our inventor y.
Our operating expenses increased during the year to $67.8
million from $49.6 million in order to support our higher sales
volume and rapid pace of exciting new product introduction.
NETGEAR

We also saw continued improvement in operating margin, with
improvement to 5.4% in 2003 from 4.5% in 2002.
On a GAAP basis NETGEAR had a net income of $13.1 million
or $0.55 per basic share and $0.49 per diluted share for the
full year 2003, compared to a net loss ($9.7) million or
($0.46) per basic and diluted share for the full year 2002.
GAAP net loss for 2002 was after booking a deemed dividend
on Preferred Stock of $17.9 million. GAAP net income for
2003 includes an income tax benefit of $612,000, recorded in
connection with research and development tax credits
claimable for the year ended December 31, 2003.
Operating income on a GAAP basis, including $490,000 in
non-cash stock based compensation expense came in at $16.0
million for the full year 2003 compared to $10.6 million for
the full year 2002.
We are ver y pleased and excited with our continued progress
in achieving our strategic financial targets. We are confident
that the comprehensive financial controls we have established
will ensure the ongoing quality and transparency of our financial repor ting. Most impor tantly, we are confident that we will
continue to build shareholder value.

Jonathan R. Mather
Executive Vice President and
Chief Financial Officer

$299.3

$83.3

28.0%

5.4%

$1.8

4.5%

$1.6/
$1.6

25.4%
$237.3
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$60.2
$192.4

10.2%
$19.6

(8.0)%
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Net Revenue
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01
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Gross Profit
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01
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03

01

Gross Margin
(In percent)

02

03

01
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03

Revenue per
Employee
(In millions)

Operating Margin
(In percent)

Year Ended December 31,
01

(In thousand, except per share data)

02

03

Consolidated Statement of Operations Data:

Net revenue
Gross profit
Net income (loss) attributable to common stockholders
Basic
Diluted

$192,440
19,645
(19,484)
(0.66)
(0.66)

$237,331
60,215
(9,742)
(0.46)
(0.46)

$299,302
83,842
13,097
0.55
0.49

$

$ 19,880
13,753
93,851
76,396
48,052
(30,597)

$ 73,605
130,755
205,146
70,207
—
134,939

Consolidated Balance Sheet Data:

Cash, cash equivalents and short-term investments
Working capital
Total assets
Total current liabilities
Redeemable convertible preferred stock
Total stockholders’ equity (deficit)

9,152
16,179
62,902
44,891
44,078
(26,067)
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Product Line

Business

Consumer

Wireless
Networking
Products

Access Points

Adapters

Access Points

Adapters

Antenna

Music/
Media Player

Bridges

Fire wall VPN Routers

Routers

Gate ways

Switches

Adapters

Print Ser vers

Bridges

Broadband
Products

Ether net
Networking
Products

Switches

Print Ser vers

Adapters
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Kathleen
shares her latest
vacation photos
with just about
ever yone.

