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Corporate Profile

Linear Technology Corporation (Nasdaq: LLTC)
designs, manufactures and markets a broad line

of high-performance standard linear integrated
circuits using silicon gate CMOS, BiCMOS, High
Voltage, RF and Complementary Bipolar wafer fabri-
cation process technologies.

Linear circuits provide an essential bridge between
our analog world and the digital microelectronics
used in wireless communications, notebook and
handheld computing, computer peripherals,
medical systems, factory automation, automotive
electronics, and many other applications. For
customers in these industries, Linear Technology
provides operational, instrumentation, and audio
amplifiers; voltage regulators, power management
devices, DC/DC converters, and voltage references;
comparators; monolithic filters; communications

interface circuits; one-chip data acquisition
subsystems; pulse-width modulators; sample-and-
hold devices, RF power controllers and other RF
components.

The Company marketed approximately 5,600
products this year to over 15,000 original
equipment manufacturers. These products compete
in the marketplace based on their performance,
functional value, quality, and reliability.

Linear Technology is headquartered in Milpitas,
California and employs approximately 2,700 people
worldwide. In addition to manufacturing and test
facilities in California, Washington, Singapore, and
Malaysia, the Company has design facilities located in
California, Colorado, Vermont, Massachusetts, New
Hampshire, North Carolina, and Singapore.




FINANCIAL HIGHLIGHTS

In thousands, except per share amounts 2002 2001

Net Sales $ 512,282 $ 972,625
Operating Income 225,099 546,285
Net Income 197,629 427,456
Diluted Earnings Per Share 0.60 1.29
Cash and Short-Term Investments 1,552,030 1,549,002
Working Capital 1,558,584 1,525,624
Total Assets 1,088,433 2,017,074
Long-Term Debt - -
Stockholders’ Equity 1,781,454 1,781,957

Net Sales ($ in millions)

T
2000
e 1999

Net Income ($ in millions)

258

e

Y

Quarterly Net Sales ($ in millions)

AT

(MWW

E‘I‘I\
S0 LY
VALV L

3

AT

I
2\ 7

IS

VY

10

25

Net Sales per Employee ($ in thousands)

Net Income per Employee ($ in thousands)




To Our Stockholders

[Piscal 2002 was a tough year, but good companies strengthen their competitive
position in tough times. The worldwide economic environment was tough with the
United States, Europe and Japan all teetering on recessions. The political environment
was tough, precipitated by the 9/11 tragedy. Consequently, our business environment
was tough with demand for analog semiconductors dropping dramatically.

Nevertheless, tough times present both challenges and opportunities. The challenge
is to remain profitable and cash flow positive. The opportunity is to structurally improve
the Company to optimize business prospects going forward.

Although sales were reduced by 47%, we

were still strongly profitable with a return on Propedly investing fm the
futwre to positien the
Company for svscess is
previous record year. Even with the significant equally @s fmporfant as
mafinfaining profitability
fm fowgh times. Roing
net of repurchasing common stock. To validate botlh concurrently is the
challenge we embraced
this past year

even in tough times, we increased our _—
I |

sales of 39% versus the 44% we achieved in the

reduction in sales we were cash flow positive

our ability to be profitable and cash flow positive

quarterly dividend to 5¢ per share in April.

We remained strongly profitable by controlling variable expenses. During the
year we reduced expenses by approximately $90 million of which profit sharing
accounted for $60 million of the reduction. For a significant portion of the year
employees endured shutdowns of one week per month. We also had a 16% reduction
in workforce primarily associated with the closure of our oldest wafer fabrication
plant in Milpitas. In addition to the reductions in labor related expenses, savings
were also achieved in other expense categories.

In summary, we reported net sales of $512,282,000, a decrease of $460,343,000
or 47% from the previous year. Net income was $197,629,000, a decrease of
$229,827,000, or 54% from the prior year. The resulting diluted earnings per share
were $0.60 versus $1.29 in fiscal 2001. The Company paid cash dividends of $0.17
per share for the year versus $0.13 per share last year. The Company repurchased
6,439,000 shares of its common stock for $221,551,000. The cash and short term
investments balance at the end of the year after these common stock repurchases
was $1,552,030,000.

Properly investing in the future to position the Company for success is equally
as important as maintaining profitability in tough times. Doing both concurrently




To Cur Stockholders

is the challenge we embraced this past year. To maintain profitability we reduced
headcount 16% company wide; to position the Company for the future we increased
the number of circuit design engineers by 16%. We closed our oldest wafer fabrication
plant while completing a two year project of bringing on line a new, more efficient
and more advanced analog wafer fabrication facility. We reduced the number of
process engineers working on sustaining production work, while we increased the
number of process engineers working on new process development activities. We
reduced the number of independent sales representatives selling our products and
transitioned instead to a direct sales force for the USA market. We also increased
our sales activities in China. Our investments

in trained technical sales people were a cost We are deing busimess
with cvstomers whe have
strony techmnical positions
better penetrate and support new customers fo thefr respective Felds,
and are therefore, likely
te be the leaders im

burden this year, but will position us to

in the future.

During this past year we opened a new fmtredueing the mex?
Design Center in Burlington, Vermont. We also 97@”";‘7 m{(}?a@m of electronic
predweis.
expanded by 50% our Design Center facility —

I I

in the Boston area. Additionally, we built our
first Linear owned modern Design Center facility in Colorado Springs to house our
growing design team in that location. As a result of these many efforts, we became
more technical and more strategic this past year.

Linear is a technology company. We supply high performance analog solutions
that are critical to the functioning of many electronic systems. Our linear (or analog)
parts have a symbiotic relationship with digital circuits in a world that is becoming
more electronic. Our circuits are resident in a broad cross section of end products
from computers to cell phones to Internet infrastructure and network hardware. In
each of these areas we often have products in the latest generation end products, such
as computing and communicating devices, complex medical devices, small powerful
notebook computers, cell phones capable of multimedia access, workstations, security
monitoring devices, optical switches present in the backbone of the Internet, the latest
GPS systems in new model cars, and high-end consumer products such as digital cam-
eras and MP3 players. This diversity of applications is demonstrated by the distribution
of our business. Communications account for 33% of our business; computer 27%;




To Our Stockholders

industrial 29%; automotive 6%; and, space level products 5%. We are doing business
with customers who have strong technical positions in their respective fields, and are
therefore, likely to be the leaders in introducing the next generation of electronic products.

In summary, it has been a tough year, but good companies manage well in tough
times. We met short term challenges by being highly profitable and cash flow positive
in an environment of significantly reduced sales. We also funded long term technical
efforts as discussed above, which position us well for the recovery.

We are grateful to our employees, all of whom sacrificed financially to enable the
Company to meet its goals; to our customers, who continue to demand the best analog
technology and quality; and, to our investors whose support in a difficult investment
climate is encouraging.

Sincerely,

'R‘\k-. M

Robert H. Swanson, Jr.
Chairman and Chief Executive Officer

Clive B. Davies, Ph. D.

President

fea gt

Paul Coghlan

Vice President, Finance and Chief Financial Officer




HILLVIEW FAB, MILPITAS, CALIFORNIA
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Fhe new, more efficient and
more advanced sub-micron wafer
fabrication facility was brought
on line this past year in Milpitas,
California. Hillview allowed the
Company to close down the oldest
wafer fabrication plant and shift
many of the experienced process
engineers working on sustaining
production to new process
development activities.




Product Group Activities

LINBAR TRECHNGLOGYS success and promise derive primarily from its technology. Linear
is a leading supplier of high performance analog integrated circuits. That is its sole focus and its
competencies are directed at enhancing this strategy. Its products span the spectrum of high
performance analog functions. These products are produced through a common manufacturing
process involving factories in the United States and Asia. These products are marketed through
a common worldwide sales force. The Company subdivides the selection and development of its
products into four product groups: Power Management, Signal Conditioning, Mixed Signal and
High Frequency. Each of these groups is challenged to be a leader in the development of innova-
tive analog technology and to provide unique and timely analog solutions that anticipate the elec-
tronic needs of customers in diverse end-markets spanning communications, industrial, computer,
automotive, and space level satellite applications. Many of the analog technology breakthroughs
commonly referred to today were first developed and/or commercialized at Linear Technology.

POWER MANAGEMENT is the Company’s largest revenue generating product group and
the Company continues to advance its position as one of the leading high-performance power IC
manufacturers. Products introduced during the last fiscal year have set new performance records
and have found broad acceptance in several key strategic markets.

The handheld consumer products market once consisted primarily of cellular phones and
PDAs, but has now grown to include new products such as MP3 players, digital still cameras and
wireless communicators. The expanding breadth of this important market has created many new
customers and applications for Linear’s power ICs.

Although early handheld products relied on low-performance linear regulators, modern
devices require high-performance power management ICs to

achieve the density and battery life demanded by consumers. Produets introdused

The new LTC®3406 DC/DC converter is an excellent example, during the last Fseal
year have sef mew

being the industry’s first regulator to power microprocessors with
& v gu P P performance records

up to 600mA from a tiny, 1mm tall ThinSOT™ package. Linear and have fownd
Technology was also first to introduce dedicated ICs for powering broad acceplance

. . . im several ey
white LEDs used to backlight small color LCD panels. Linear is strategle mariels.
already sampling third-generation white LED drivers when i

many competitors are just introducing their first-generation parts.
Integrated PolyPhase® DC/DC controllers were first introduced by Linear Technology several
years ago. These switching regulators divide power between multiple parallel power stages to
efficiently handle the high currents demanded by modern processors. The recently introduced
LTC3732 expands this family, and is a fully-integrated 3-phase DC/DC controller capable of
switching frequencies up to 600kHz. Power supplies delivering up to 65 amperes can be
constructed from a single LTC3732. Linear was also first to introduce a family of integrated
switching regulators capable of operating up to 4MHz, bringing unmatched performance to




Product Group Activities

power supplies and double data rate (DDR) memory systems in notebook computers.

Despite the semiconductor market downturn, Linear's power product shipments into
the automotive market grew during the last year. Telematics, navigation computers and
high-end entertainment systems have driven much of this growth because of their need for
high-performance power management. Proprietary in house high voltage bipolar and BiCMOS
wafer fab processes, together with many years of experience designing rugged switching
regulators, make the Company well-positioned to serve this market. The LT®1766 step-down
switching regulator has been designed into numerous automotive systems because of its
simplicity and ability to withstand 60 volt battery transients. Many new power products in
development are aimed specifically at automotive needs, and are expected to continue to fuel
growth in this key market. .

The drive for improved performance in industrial, communications, networking and
automotive markets requires new SIGNAL CONDITIONING products with higher levels of
accuracy and speed that operate on lower and lower power supply voltages.

Bringing these new products to market requires new IC processes and design techniques.
Linear Technology is well equipped with experienced analog IC design and test engineers who
work with talented process development engineers defining the processes that enable the
products of the future. These processes enable IC design and test engineers to develop products
that are significantly better than what could be done with standard digital processes.

For Linear, sub-micron CMOS is only the start-
Limear Technology’s processes
enable I€ design and fesf

new proprietary processes that combine sub-micron englineers to develeop produeis
that are sigmificantly better
than what covld be dene with
precision thin film resistors and capacitors. In devel- shtandard digital precesses.

[ |

These new processes improve amplifier speed with reduced feature sizes while maintaining

ing point of process development. Today Linear has

CMOS with low noise NPN bipolar transistors and

opment is the addition of sub-micron complemen-

tary bipolar.

the high performance that customers have come to expect from Linear Technology. The new
LT6200/LT6201/LT6202/LT6203/LT6204 family of low noise, rail-to-rail amplifiers just
introduced set a new standard of performance for low power. They draw less power than all
previous amplifiers with the same low noise thereby allowing communications circuits to be
more sensitive and operate cooler.

A new patented delta-sigma technology was introduced last year in the LTC1966. This
true RMS to DC converter is winning sockets in the industrial, instrumentation and power control
markets because of its improved performance and ease of use.

The new LT6550/LT6551 allows video designers to eliminate a 5 volt power supply because
it is the first cable driver to operate on a single 3.3 volt supply.




Product Group Activities

Linear’s popular and unique Over-the-Top® op amp product line was expanded to include
comparators at the end of last year with the new micro-power LT1716. These products draw their
power from the same low voltage supplies used to power data acquisition products but are able
to process signals beyond these power supplies since their inputs operate “Over-the-Top” or above
the supply. These rugged, high voltage parts are ideal for industrial and automotive applications.

These new products expand an already large high performance amplifier portfolio and the
engineering team in place continues to expand this portfolio.

Linear Technology’s #iX&p siemaL product offerings continue to push the state of the
art for a diverse set of end applications including Data Converters, Hot Swap™ Controllers, Voltage
Supervisors and Interface Transceivers. In the past year, the Mixed Signal product offerings grew
significantly while achieving new performance levels.

We believe that the Data Converter product family represents a substantial growth opportu-
nity due to many new product introductions that take advantage of Linear's proprietary analog
processes and testing capability. The LTC2440 24-bit delta-sigma ADC features 200nV noise and
5ppm linearity, making it the industry’s performance leader for high-end instrumentation and data
acquisitions systems. The LTC1744 14-bit, 50Msps is the Company’s first of many offerings for
the cellular base station and high speed

instrumentation markets. Finally, the LTC1592
16-bit, high precision DAC is the industry’s Like the other produel grouvps,

. Mixed Signel] combines experienced
first DAC with software programmable output talent with vnique analeg waler fab

span adjustment, significantly easing the precessing and testing capabilities.

design of 16-bit industrial control systems.

1 T

Linear Technology continues to maintain
its lead in the Hot Swap controller area with its third generation of product offerings for the
telecom, industrial, disk drive and computer markets. The LTC425X family of minus 48V Hot
Swap controllers offers sophisticated inrush current control in very small packages while the
LTC4255 quad network controller is the first of many anticipated offerings for emerging powered
ethernet systems which include Voice Over IP and wireless data hubs.

The Voltage Supervisor product family is positioned to complement the Company’s power
product offerings. The LTC2900 family is the industry’s first quad voltage supervisor with a
proprietary voltage threshold selection scheme and is the first supervisor to offer supply margining
capability used at final board test.

The Interface Transceiver products consist of a broad family of RS232, RS485, and
multiprotocol transceivers. With the recent release of the LTC284X family of 3.3V multiprotocol
transceivers, Linear Technology maintains its leadership position in the multiprotocol product
offerings for the telecom, computer, and industrial marketplace.




Product Group Activities

Like the other product groups, Mixed Signal combines experienced design talent with unique
analog wafer fab processing and testing capabilities, positioning this group to put out a diverse
portfolio of proprietary products in the coming fiscal year.

Linear Technology's i@ FRE@UENEY product group has taken strategic aim at wireless
opportunities where its analog expertise allows the Company to focus on and resolve difficult
problems inadequately addressed by other solutions in the market. This year, Linear Technology
increased its emerging presence in the RF wireless market with the release of new products in
three strategic product areas.

In the first of these product thrusts, Linear has taken a significant step in RF design by
introducing a family of RF ICs targeted at 1.8 volt operation. In handheld wireless products, digital
ASICs already operate at 1.8 volt and below. But high performance RF components have not kept
pace. The best of these have required 2.7V supply voltages. This mismatch in supply voltages
results in wasted batteries and heavier and more expensive portable links. Linear has resolved
the previously intractable problems associated with high performance, low voltage RF chips, with

our announcement of a 1.8V-powered RF chipset capable of
multi-standard operation at 1.8GHz to 2.5GHz. fim gemwwg’ these are the
mest? precise, lowest?

In a second product thrust, Linear Technology intro- power and easiesi-fo-use
detection/contrel solutions

duced a new family of RF power measurement and RF i the fndusiry.

power control chips that cover the industry’s widest

range of standards, applications and performance l ]
requirements. Applications for these products include power control for GSM cellphones,
Wireless Local Area Networks, RF power detection and alarms, and AM and ASK demodulators.
In general, these are the most precise, lowest power and easiest-to-use detection/control
solutions in the industry.

Wireless infrastructure is our third major RF product development. This is a critical area
where RF chips ultimately set the limits for overall system performance, and thereby the success
of new wireless markets, including 3G. This year, Linear Technology introduced its first RF
products in this area. These parts have already set new marks for high linearity, low distortion
and wide dynamic range. Linear expects to introduce other products that push the boundaries
farther still.

High Frequency products are built using Linear’s own RF IC fabrication technology, which
is rapidly evolving to meet the needs of this dynamic market. Future enhancements, including
Silicon Germanium HBT technology, are in advanced stages of development. The expertise of the
design organization and its in-house IC fab processes enable the high performance levels of these
High Frequency products.




BOSTON, MASSACHUSETTS DESIGN CENTER
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Second in size only to the Milpitas
Design Center, Boston Design is

a growing, thriving operation,
which saw significant increases

in technical headcount. The facility
was expanded by 50% to keep
pace with growth.
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COLORADO SPRINGS, COLORADO DESIGN CENTER

O
Colorade Springs, Colorade

Pesign Tewm

[Built to accommodate substantial
growth, the Colorado Springs design
team recently moved into a newly
constructed 20,000 square-foot
design center on a seven-acre site.
Colorado Springs is another prime
example of investment last year in
infrastructure and technical talent.
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OTHER LINEAR TECHNOLOGY DESIGN CENTERS

O Burlington, Vermen?

@ver 150 analog engineers
involved in new product
development activities work in

the Company’s flagship Milpitas,
California design center. Singapore
was the first satellite and interna-
tional design site, while newly
opened Burlington, Vermont is

the eighth design center. Raleigh,
North Carolina; Bedford, New
Hampshire and Santa Barbara,
California round out the Company’s
total design center activities. By
increasing overall design engineer-
ing headcount 16% in the past
year, Linear Technology became
more technical and strategically
poised for the future.
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2002 Financial Report

Fiscal 2002, the Company’s 21st year, has been a difficult year for companies, especially companies in the semiconduc-
tor industry as the industry dealt with one of the most severe business downturns on record. Although sales decreased
47% from the previous fiscal year Linear Technology Corporation was still very profitable and cash flow positive. In this
down year the Company's return on sales was 39% and it generated an additional $224.6 million of cash and short-
term investments before spending roughly $221.6 million to purchase back 6,439,100 shares of its common stock. The
Company paid cash dividends of $0.17 per share, an increase of $0.04 from the previous year. While the year in total
was difficult the Company showed improvement in both the third and fourth quarters.

Return on sales for the year of 39% continued to be at an industry leading level. Through the quarter ended June
30, 2002 the Company achieved:

35 consecutive quarters with pretax profits exceeding 40% of net sales
* 29 consecutive quarters with pretax profits exceeding 50% of net sales
* 65 consecutive quarters with positive cash flow from operations

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

In January 2002, the Company discontinued fabrication in its 4-inch production line. Related closure costs for

the 4-inch line had been previously anticipated and provided for in the financial statements and, therefore, will
not require any special one-time charges to the income statement. The closure of the 4-inch wafer facility enabled
the Company to increase production in its new more efficient 6-inch wafer fabrication plant.

The success of the Company is attributable to its employees. In recognition of this performance, the Company
funds an attractive profit sharing and 401 (k) retirement plan. The plan covers essentially all full-time employees;
pay-out for fiscal 2002 although one-half of the previous year was still roughly 30% of salary, making it one of
the industry’s most attractive profit sharing plans.

Financial Analysis Cash Flow* Operating Income
(Year ended June 30, 2002) (§ in millions) (percent of sales)
Profitability: ~ Operating Margin 43.9%
Return on Equity 11.1%
Return on Assets 9.9%
Return on Sales 38.6%
Liquidity: Quick Ratio 9.7
Current Ratio 10.2
Leverage: Long-Term Debt none
Asset Turns:  Inventory Turns 5.3
Sales/Fixed Assets (ROI) 1.9 000
Cash Flow*: As a % of Net Sales 43.8%
Net Income Diluted Earnings Per Share
(% in millions) (cents)

“Excludes common stock repurchases

13




Fiscal 2002

Quarterly Results and Stock Market Data (unaudited)

Quarter Ended June 30, 2002 March 31, 2002 Dec. 30, 2001  Sept. 31, 2001
In thousands, except per share amounts
Net sales $140,757 $130,155 $121,266 $120,104
Gross profit 103,936 95,637 85,133 82,857
Net income 55,034 51,480 45,965 45,150
Diluted earnings per share 0.17 0.16 0.14 0.14
Cash dividends per share 0.05 0.04 0.04 0.04
Stock price range per share:

High 45.87 46.72 44.52 48.08

Low 28.58 36.24 30.00 31.29
Fiscal 2001
Quarter Ended July 1, 2001 April 1, 2001 Dec. 31, 2000 Oct. 1, 2000
Net sales $200,013 $282,021 $258,450 $232,141
Gross profit 150,705 216,829 197,318 176,651
Net income 84,817 125,703 114,758 102,178
Diluted earnings per share 0.26 0.38 0.34 0.31
Cash dividends per share 0.04 0.03 0.03 0.03
Stock price range per share:

High 58.00 65.06 67.44 73.00

Low 33.94 39.63 46.00 50.44

At June 30, 2002, there were approximately 1,838 stockholders of record.

Diluted earnings per share amounts are based on the weighted average common shares and dilutive stock options
outstanding during the quarter and may not add to diluted earnings per share for the year.

Cash dividends of $0.17 per share totaling $54.0 million were paid by the Company in fiscal 2002 as compared to
$0.13 per share totaling $41.2 million in fiscal 2001. In April 2002, the Company’s Board of Directors announced
that the quarterly cash dividend was increased to $0.05 per share from $0.04 per share. Future dividends will be
based on quarterly financial performance.

The stock activity in the above table is based on the high and low closing prices. These prices represent quotations
between dealers without adjustment for retail markups, markdowns or commissions, and may not represent actual
transactions. The Company’s common stock is traded on the NASDAQ National Market System under the symbol LLTC.

14




Selected Financial Information/Five Year Trend

Five Fiscal Years Ended June 30, 2002 2002 2001 2000 1999 1998
In thousands, except per share amounts
Income statement information
Net sales $512,282 $972,625 $705917 $506669 $484,799
Net income 197,629 427,456 287,906 194,293 180,902
Basic earnings per share 0.62 1.35 0.93 0.64 0.59
Diluted earnings per share 0.60 1.29 0.88 0.61 0.57
Weighted average shares outstanding-Basic 317,215 316,924 310,953 304,040 305,272
Weighted average shares outstanding-Diluted 328,538 332,527 328,002 317,888 319,878
Balance sheet information
Cash, cash equivalents
and short-term investments $1,552,030 $1,549,002 $1,175,558 $786,707 $637,893
Total assets 1,988,433 2,017,074 1,507,256 1,046,914 892,822
Long-term debt — — — — —
Cash dividends per share $0.17 $0.13 $0.09 $0.0725 $0.06

All share and per share amounts reflect the Company’s two-for-one stock split effective in February 2000.
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Management’s Discussion and Analysis of
Results of Operations and Financial Condition

The Company’s financial statements have been prepared in accordance with accounting principles generally accepted
in the United States, which require us to make estimates and judgments that significantly affect the reported
amounts of assets, liabilities, revenues and expenses and related disclosure of contingent assets and liabilities. The
Company regularly evaluates these estimates, including those related to inventory valuation and revenue recogni-
tion. These estimates are based on historical experience and on assumptions that are believed by management to be
reasonable under the circumstances. Actual results may differ from these estimates, which may impact the carrying
values of assets and liabilities.

We believe the following critical accounting policies affect our more significant judgments and estimates used in the
preparation of consolidated financial statements.

Inventory Valuation

We value our inventories at the lower of cost or market. We record charges to write down inventories for unsal-
able, excess or obsolete raw materials, work-in-process and finished goods. Newly introduced parts are generally
not valued until success in the market place has been determined by a consistent pattern of sales and backlog
among other factors. In addition to writedowns based on newly introduced parts, statistical and judgmental assess-
ments are calculated for the remaining inventory based on salability and obsolescence.

Revenue Recognition

Revenue from product sales made directly to customers is recognized upon the transfer of title. Revenue from the
Company’s sales to domestic distributors is recognized under agreements which provide for certain sales price
rebates and limited product return privileges. As a result, the Company defers recognition of such sales until the
domestic distributors sell the merchandise. The Company relieves inventory and records a receivable on the initial
sale to the distributor as title has passed to the distributor and payment is collected on the receivable within normal
trade terms. The income to be derived from distributor sales is recorded under current liabilities on the balance
sheet as “Deferred income on shipments to distributors” until such time as the distributor confirms a final sale to
its end customer,

The Company’s sales to international distributors are made under agreements which permit limited stock return
privileges but not sales price rebates. Revenue on these sales is recognized upon shipment at which time title pass-
es. The Company estimates international distributor returns based on historical data and current business expecta-
tions and defers a portion of international distributor sales and profits based on these estimated returns. Such
amounts are classified in “Deferred income on shipments to distributors” on the accompanying balance sheet.

16



Management’s Discussion and Analysis of
Results of Operations and Financial Condition

Results of Operations

The table below states the income statement items as a percentage of net sales and provides the percentage change of
such items compared to the prior fiscal year amount.

Fiscal Year Ended Percentage Change
2002 2001
June 30, 2002 July1, 2001 July 2, 2000 Over 2001  Over 2000
Net sales 100.0% 100.0% 100.0% (47%) 38%
Cost of sales 28.2 23.8 25.4 (37) 29
Gross profit 71.8 76.2 74.6 (50) 41
Expenses:
Research & development 15.6 10.5 11.1 (22) 31
Selling, general administration 12.2 9.5 10.5 (32) 25
27.8 20.0 21.6 (27) 28
Operating income 44.0 56.2 53.0 (59) 46
Interest income 10.3 6.6 6.1 (17} 50
Income before income taxes 54.3% 62.8% 59.1% (54) 46
Effective tax rates 29.0% 30.0% 31.0%

Net sales for the year ended June 30, 2002 were $512.3 million, a decrease of $460.3 million or 47% from net sales
of $972.6 million in fiscal 2001. The decrease in net sales was primarily due to a decrease in unit shipments, and
marginally due to a decrease in the average selling price. Geographically, international sales represented 64% of
net sales, 10% higher than fiscal 2001. International sales to Europe, Japan and the Rest of the World (primarily
Asia excluding Japan), represented 20%, 12% and 32% of net sales, respectively. In absolute dollars, sales
decreased 58% year over year in the United States, decreased by 49% in Europe, decreased by 56% in Japan, and
decreased 13% in the Rest of the World. The Company's major end-markets are communications, computer, indus-
trial, auto and military. Sales fell in all major end-markets except military. Leading the decline in sales was com-
munications; in absolute dollars sales in the communication end-market fell approximately 60% from fiscal 2001.

Net sales were a record $972.6 million in fiscal 2001, an increase of 38% over net sales of $705.9 million in fiscal
2000. The increase in net sales was primarily due to an increase in unit shipments, while the average selling price
for the Company's products increased slightly during the year. Geographically, international sales represented 549%
of net sales, the same percentage as in fiscal 2000. International sales to Europe, Japan and the Rest of the World
(primarily Asia excluding Japan), represented 21%, 14% and 19% of net sales, respectively. In absolute dollars,
sales increased 38% year over year in the United States, increased by 41% in Europe, increased by 70% in Japan,
and increased 19% in the Rest of the World. The Company’s major end-markets are communications, computer,
industrial, auto and military. Sales into all major end-markets were strong with communications leading computer,
industrial, auto and military. Within communications the major end-markets were networking and telephone infra-
structure, primarily cellular base stations and cellular phone handsets. After three quarters of strong sales growth,
sales in the fourth quarter decreased by 29% from the previous quarter. This trend was prevalent in all major end
markets, particularly in communications.
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To partially offset the impact of reduced sales on net profits during fiscal 2002 the Company reduced its variable
expenses primarily in the area of compensation. This was achieved by lower profit sharing, plant shutdowns of
approximately one week per month for the first three-quarters of fiscal 2002, and limited shutdowns in Q4 2002.
The related savings in compensation were approximately $74.0 million, of which $60.0 million is related to profit
sharing, for the fiscal year ended June 30, 2002. Additionally, in January 2002 the Company discontinued produc-
tion in its oldest 4-inch wafer fabrication plant. The related ongoing labor savings from the closure of the 4-inch
plant were approximately $3.0 million per quarter. The associated severance costs and equipment and inventory
write-downs had been previously provided for in past financial statements and, therefore, no special one-time
charges were required.

Gross profit for the year ended June 30, 2002 was $367.6 million, a decrease of $373.9 million or 50.4% from
gross profit of $741.5 million in the corresponding period in fiscal 2001. Gross profit was 71.8% of net sales in
fiscal 2002 as compared to 76.2% in fiscal 2001. The decrease in gross profit as a percentage of sales was due pri-
marily to the unfavorable effect of fixed costs allocated across a lower sales base. This effect was partially offset by
the reduction in compensation costs referenced above and secondarily to the closure of the Company’s 4-inch wafer
fabrication plant.

Gross profit was $741.5 million or 76.2% of net sales in fiscal 2001. The increase in gross profit as a percentage of
sales compared to 74.6% in fiscal 2000 was due primarily to the favorable effect of fixed costs allocated across a
higher sales base and improved manufacturing efficiencies and yields achieved at the Company’s fabrication,
assembly and test facilities, partially offset by costs associated with the start-up of the new wafer fabrication plant
in Milpitas.

Research and development (“R&D”) expenses were $79.8 million, $102.5 million, and $78.3 million in fiscal 2002,
2001 and 2000, respectively, or 15.6%, 10.5%, and 11.1% of net sales, respectively. The dollar decrease in R&D
expenses in fiscal 2002 as compared to fiscal 2001 was due to a decrease in compensation costs caused by lower
profit sharing and by plant shutdowns of one week per month for the first three quarters in fiscal 2002. The
impact of lower compensation costs as explained above was offset by increases in staffing levels of design engi-
neering personnel. The increase in R&D expenses in fiscal 2001 as compared to 2000 was due to increases in
staffing levels of engineering personnel, which resulted in higher compensation costs, increased profit sharing costs
driven by increases in sales and profitability, and development costs in new products.
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Selling, general-and administrative (“SG&A") expenses were $62.6 million, $92.7 million, and $74.3 million in fiscal
2002, 2001, and 2000, respectively, or 12.2%, 9.5%, and 10.5% of net sales, respectively. The dollar decrease in
SG&A expenses from fiscal 2002 to fiscal 2001 was due to a decrease in compensation costs caused by lower profit-
sharing and by plant shutdowns of one week per month for the first three quarters in fiscal 2002. Additionally the
Company had lower legal expenses and lower commissions caused by the decrease in sales levels. The increase in
SG&A expenses in fiscal 2001 as compared to fiscal 2000 was due to an increase in staffing levels to support the
increased sales volumes, higher profit sharing, higher commissions resulting from the increase in sales, and higher
legal costs related to patent protection and infringement.

Interest income decreased 17.3% in fiscal 2002 to $53.3 million and increased 50% in fiscal 2001 to $64.4 million
from $42.9 million in fiscal 2000. The Company's cash, cash equivalent and short term investment balance
increased $3.0 million during fiscal 2002 after spending $221.6 million on repurchasing 6.4 million shares of the
Company's common stock. However, the declining average interest rates earned on the Company’s cash equivalent
and short-term investment balance caused interest income to fall 17.3%. The year over year increases in fiscal
2001 and 2000 were due to the significant increases in cash, cash equivalents and short-term investments that
grew $373.4 million and $388.9 million respectively.

The Company’s effective tax rate was 29.0%, 30.0%, and 31.0% in fiscal 2002, 2001 and 2000, respectively. The
lower tax rates in fiscal 2002 and 2001 were primarily due to increased business activity in foreign jurisdictions
with lower tax rates and an increase in tax-exempt interest income as a percentage of total interest income.

Factors Affecting Future Opersting Resulis

Except for historical information contained herein, the matters set forth in this Annual Report, including the state-
ments in the following paragraphs, are forward-looking statements that are dependent on certain risks and uncer-
tainties including such factors, among others, as the timing, volume and pricing of new orders received and shipped
during the quarter, timely ramp-up of new facilities, the timely introduction of new processes and products, general
conditions in the world economy and financial markets and other factors described below.

Although we have seen improvements across end-markets in the last two quarters, our backlog of $46.1 million as
compared to $71.5 at the end of the previous fiscal year, while improving within fiscal 2002, is still low. General
business conditions continue to be tenuous and visibility remains low as customers order only to supply immediate
demand. Therefore, confidently and accurately forecasting future financial results remains difficult. We are well
positioned in some new programs with customers, which could ramp up late in the September quarter and in the
following quarter. The summer, or September quarter, is historically our slowest and in the current business envi-
ronment, we expect that to be true this year also. Consequently, we estimate that sales and profits in the
September quarter will remain similar to the June quarter with growth resuming in the December quarter.

Estimates of future performance are uncertain, and past performance of the Company may not be a good indicator
of future performance due to factors affecting the Company, its competitors, the semiconductor industry and the
overall economy. The semiconductor industry is characterized by rapid technological change, price erosion, cyclical
market patterns, periodic oversupply conditions, occasional shortages of materials, capacity constraints, variations
in manufacturing efficiencies and significant expenditures for capital equipment and product development.
Furthermore, new product introductions and patent protection of existing products, as well as exposure related to
patent infringement suits brought against the Company are critical factors influencing future sales growth and sus-
tained profitability. The Company’s headquarters and a portion of its manufacturing facilities and research and
development activities and certain other critical business operations are located near major earthquake fault lines in
California. Consequently, the Company could be adversely affected in the event of a major earthquake.
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Although the Company believes that it has the product lines, manufacturing facilities and technical and financial
resources for its current operations, sales and profitability could be significantly affected by the above and other
factors. Additionally, the Company’s common stock could be subject to significant price volatility should sales
and/or earnings fail to meet expectations of the investment community. Furthermore, stocks of high technology
companies are subject to extreme price and volume fluctuations that are often unrelated or disproportionate to the
operating performance of these companies.

Cash Flow Summary
(Fiscal year ended June 30, 2002)

$24.8 Net Change in
Operating Assets and Liabilities
$46.3 Depreciation

and Amunization/

$77.4 Employee
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$17.9 Capital
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£ $197.6 $54.0 Payment of
j: Net Income Cash Dividends

$221.6 Stock

$3.0 Increase in Cash Repurchases

and Short-Term Investments

Sources of Cash Uses of Cash
($ in millions) ($ in milligns)

Liquidity and Capital Rescurces

At June 30, 2002, cash, cash equivalents and short-term investments totaled $1.6 billion, and working capital was
$1.6 billion. During fiscal 2002 the Company generated additional cash and short-term investments of $224.6 million
before the repurchase of common stock. The Company repurchased 6,439,100 shares of its common stock for $221.6
million during fiscal 2002.

During fiscal 2002, the Company generated $257.1 million of cash from operating activities. Additionally, the
Company generated $39.3 million in proceeds from common stock issued under employee stock option and stock
purchase plans.

During fiscal 2002, significant cash expenditures included net purchases of short-term investments of $112.4 mil-
lion and $17.9 million for the purchase of capital assets, primarily manufacturing equipment for the Company’s fab-
rication, assembly and test facilities. The Company also paid $221.6 million to repurchase 6.4 million shares of its
common stock. The Company paid $54.0 million for cash dividends to stockholders representing $0.17 per share
per year compared to $0.13 per share in fiscal 2001. In April 2002, the Company’s Board of Directors declared an
increase in the quarterly cash dividend to $0.05 per share. The payment of future dividends will be based on quar-
terly financial performance.

The Company’s cash equivalents and short-term investments are subject to market risk, primarily interest rate and
credit risk. The Company’s investments are managed by outside professional managers within investment guide-
lines set by the Company. Such guidelines include security type, credit quality and maturity and are intended to
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limit market risk by restricting the Company’s investments to high quality debt instruments with relatively short-
term maturities. Based upon the weighted average duration of the Company’s investments at June 30, 2002, a
hypothetical 100 basis point increase in short-term interest rates would result in an unrealized loss in market value
of the Company’s investments totaling approximately $19.4 million. However, because the Company's debt securi-
ties are classified as available-for-sale, no gains or losses are recognized by the Company due to changes in interest
rates unless such securities are sold prior to maturity. The Company generally holds securities until maturity and
carries the securities at amortized cost, which approximates fair market value.

The Company has no debt and has historically satisfied its liquidity needs through cash generated from operations
and the placement of equity securities. Given its strong financial condition and performance, the Company believes
that current capital resources and cash generated from operating activities will be sufficient to meet its liquidity and
capital expenditures requirements for the foreseeable future.

As of June 30, 2002, the Company had no off-balance sheet financing arrangements or activities other than minimal
levels of operating leases for facilities and equipment.
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Consolidated Statements of Income

Three Years Ended June 30, 2002 2002 2001 2000
In thousands, except per share amounts
Net sales $ 512,282 $ 972,625 $ 705,917
Cost of sales 144,719 231,122 178,949
Gross profit 367,563 741,503 526,968
Expenses:
Research and development 79,839 102,487 78,299
Selling, general and administrative 62,625 92,731 74,273
142,464 195,218 152,572
Operating income 225,099 546,285 374,396
Interest income 53,251 64,366 42,858
Income before income taxes 278,350 610,651 417,254
Provision for income taxes 80,721 183,195 129,348
Net income $ 197,629 $ 427,456 $ 287,906
Earnings per share:
Basic $ 0.62 1.35 0.93
Diluted $ 0.60 1.29 0.88
Weighted average shares outstanding:
Basic 317,215 316,924 310,953
Diluted 328,538 332,527 328,002
Cash dividends per share $ 0.17 $ 0.13 $ 0.09

See accompanying notes.
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Consolidated Balance Sheets

June 30, 2002 and July 1, 2001 2002 2001
in thousands
Assets
Current assets:
Cash and cash equivalents $ 211,706 $ 321,106
Short-term investments 1,340,324 1,227,896
Accounts receivable, net of allowance for
doubtful accounts of $1,302 ($803 in 2001) 81,447 89,836
Inventories:
Raw materials 2,997 6,990
Work-in-process 22,941 14,000
Finished goods 3,004 4,512
Total inventories 28,942 25,592
Deferred tax asset 43,754 43,482
Prepaid expenses and other current assets 21,408 19,936
Total current assets 1,727,581 1,727,848
Property, plant and equipment, at cost:
Land, buildings and improvements 140,468 136,978
Manufacturing and test equipment 326,388 316,501
Office furniture and equipment 3,384 3,343
470,240 456,822
Accumulated depreciation and amortization (209,388) (167,596)
Net property, plant and equipment 260,852 289,226
Total assets $ 1,988,433 $ 2,017,074
Ligbilities and Stockholders’ Equity
Current liabilities:
Accounts payable $ 5,098 $ 10,615
Accrued payroll and related benefits 36,517 65,930
Deferred income on shipments to distributors 46,168 44,481
Income taxes payable 63,354 51,335
Other accrued liabilities 17,860 29,863
Total current liabilities 168,997 202,224
Deferred tax liabilities 37,982 32,893
Commitments and contingencies
Stockholders’ equity:
Preferred stock, $0.001 par value, 2,000 shares
authorized, none issued or outstanding — —
Common stock, $0.001 par value, 2,000,000 shares
authorized; 316,150 shares issued and
outstanding at june 30, 2002 (318,908 shares at July 1, 2001) 316 319
Additional paid-in capital 672,600 607,883
Retained earnings 1,108,538 1,173,755
Total stockholders’ equity 1,781,454 1,781,957
Total liabilities and stockholders’ equity $ 1,988,433 $ 2,017,074

See accompanying notes,
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Consolidated Statements of Cash Flows
Increase in Cash and Cash Equivalents

Three Years Ended june 30, 2002 2002 2001 2000
In thousands
Cash flow from operating activities:
Net income $ 197,629 $ 427,456 $ 287,906
Adjustments to reconcile net income to net
cash provided by operating activities:
Depreciation and amortization 46,261 35,788 24,958
Changes in operating assets and liabilities:
Decrease (increase) in accounts receivable 8,389 (20,511) (7,137)
Decrease (increase) in inventories (3,350) (3,680) (6,388)
Decrease (increase) in deferred tax assets (272) (11,236) (4,130)
Decrease (increase) in prepaid expenses and
other current assets (1,472) (8,874) 1,515
Increase (decrease) in accounts payable, accrued
payroll and other accrued liabilities (46,933) 4,135 39,866
Increase (decrease) in deferred income
on shipments to distributors 1,687 9,993 (976)
Tax benefit from stock option transactions 38,091 90,563 100,664
Increase (decrease) in income taxes payable 12,019 19,419 4,512
Increase (decrease) in deferred tax liabilities 5,089 16,511 1,537
Cash provided by operating activities 257,138 559,564 442,327
Cash flow from investing activities:
Purchase of short-term investments (961,041) (1,722,358) (793,631)
Proceeds from sales and maturities of
short-term investments 848,613 1,439,565 481,015
Purchase of property, plant and equipment (17,887) (127,861) (80,309)
Cash used in investing activities (130,315) (410,654) (392,925)
Cash flow from financing activities:
Issuance of common shares under
employee stock plans 39,333 52,704 54,783
Purchase of common stock (221,551) (69,799) --
Payment of cash dividends (54,005) (41,164) (27,950)
Cash (used in) provided by financing activities (236,223) (58,259) 26,833
Increase (decrease) in cash and cash equivalents (109,400) 90,651 76,235
Cash and cash equivalents, beginning of period 321,106 230,455 154,220
Cash and cash equivalents, end of period $ 211,706 $ 321,106 $ 230,455
Supplemental disclosures of cash flow information:
Cash paid during the fiscal year for income taxes $ 25483 $ 67656 $ 26,486

See accompanying notes.
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Consolidated Statements of Stockholders’ Equity

Three Years Ended June 30, 2002

Additional Total
Common Stock Paid-In Retained Stockholders’
Shares Amount Capital Earnings Equity

(in thousands)
Balance at June 27, 1999 307,462 $ 312,027 — $ 594,767 $ 906,794

Issuance of common stock for cash
under employee stock option and
stock purchase plans 7,705 54,783 — — 54,783

Tax benefit from stock option transactions — 100,664 — — 100,664

Purchase and retirement of common stock — — — — —

Net income — — — 287,906 287,906
Cash dividends - $0.09 per share — — — (27,950) (27,950)
Balance at July 2, 2000 315,167 467,474 — 854,723 1,322,197

Issuance of common stock for cash
under employee stock option and

stock purchase plans 5,291 52,704 — — 52,704
Tax benefit from stock option transactions — 90,563 — — 90,563
Purchase and retirement of common stock  (1,550) (2,539) — (67,260) (69,799)
Reincorporation in Delaware — (607,883) 607,883 — —
Net income — —_ — 427,456 427,456
Cash dividends - $0.13 per share — — — (41,164) (41,164)
Balance at July 1, 2001 318,908 319 607,883 1,173,755 1,781,957

Issuance of common stock for cash
under employee stock option and

stock purchase plans 3,681 3 39,330 — 39,333
Tax benefit from stock option transactions — — 38,091 — 38,091
Purchase and retirement of common stock  (6,439) (6) (12,704) (208,841) (221,551)
Net income — — — 197,629 197,629
Cash dividends - $0.17 per share — — — (54,005) (54,005)
Balance at June 30, 2002 316,150 $ 316 $ 672,600 $ 1,108,538 § 1,781,454

See accompanying notes
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Notes to Consolidated Financial Statements

Note 1. Description of Business and Significant Accounting Policies

Description of Business and Export Sales

Linear Technology Corporation (“the Company”) designs, manufactures and markets high performance linear
integrated circuits. Applications for the Company’s products include: telecommunications, cellular telephones,
consumer, networking products, satellite systems, notebook and desktop computers, computer peripherals,
video/multimedia, industrial instrumentation, automotive electronics, factory automation, process control and
military space systems.

Export sales by geographic area were as follows:

2002 2001 2000
In thousands
Europe $ 102,413 $ 202,193 $ 143,204
Japan 60,759 137,352 80,637
Rest of the World 163,019 188,129 158,520
Total export sales $ 326,191 $ 527,674 $ 382,361

Basis of Presentation

The Company'’s fiscal year ends on the Sunday nearest June 30. Fiscal 2002 was a 52 week period, fiscal year
2001 was a 52 week period, and fiscal year 2000 was a 53 week period. The accompanying consolidated financial
statements include the accounts of the Company and its wholly-owned subsidiaries after elimination of all signifi-
cant inter-company accounts and transactions. Accounts denominated in foreign currencies have been translated
using the U.S. dollar as the functional currency.

In fiscal 2001 the Company changed its state of incorporation from California to Delaware. As a consequence of
this change stockholders’ equity has been expanded to include both common stock and additional paid-in capital
in conformance with Delaware reporting requirements.

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes. Actual results could differ from those estimates.

Cash Equivalents and Short-Term Investments

Cash equivalents are highly liquid investments with original maturities of three months or less. Investments with
maturities over three months at the time of purchase are classified as short-term investments.

At June 30, 2002 and July 1, 2001, all of the Company’s investments in debt securities were classified as available-
for-sale, which means that, although the Company principally holds securities until maturity, they may be sold
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under certain circumstances. The debt securities are carried at amortized cost, which approximates fair market
value, determined using quoted market prices for these securities. Realized and unrealized gains and losses from
short-term investments were not material at any time during fiscal 2002, 2001 and 2000. At June 30, 2002 and
July 1, 2001, the Company held no equity securities.

Concentrations of Credit Risk and Qff Balance Sheet Risk and Contingencies

The Company’s investment policy restricts investments to high credit quality investments with a maturity of three
years or less and limits the amount invested with any one issuer. Concentrations of credit risk with respect to
accounts receivable are generally not significant due to the diversity of the Company’s customers and geographic
sales areas. The Company performs ongoing credit evaluations of its customers’ financial condition and requires
collateral, primarily letters of credit, as deemed necessary.

No single end customer has accounted for 10% or more of the Company’s net sales. However, in given years, one
or more distributors may account for 10% or more of the Company’s net sales. One domestic distributor accounted
for 16% of net sales and 17% of accounts receivable during fiscal 2002, one domestic distributor accounted for
12% of net sales and 13% of accounts receivable during fiscal 2001, and two distributors accounted for approxi-
mately 14% and 11% of net sales during fiscal 2000. Distributors are not end customers, but rather serve as a
channel of sale to many end users of the Company’s products. No other distributor or customer accounted for 10%
or more of net sales for fiscal 2002, 2001 and 2000.

The Company’s assets, liabilities and cash flows are predominately U.S. dollar denominated, including those of its
foreign operations. However, the Company's foreign subsidiaries have certain assets, liabilities and cash flows that
are subject to foreign currency risk. The Company considers this risk to be minor and, for the three years ended
June 30, 2002, had not utilized derivative instruments to hedge foreign currency risk or for any other purpose.
Gains and losses resulting from foreign currency fluctuations are recognized in income currently and were not
material for all periods presented.

The Company is subject to contingencies, including legal proceedings arising out a wide range of matters, including,
among others patent suits and employment claims. While it is impossible to ascertain the ultimate legal and financial
liability with respect to these lawsuits, the Company believes that the aggregate amount of such liabilities, if any,
will not have a material adverse effect on the consolidated financial position or results of operation of the Company.

Inventories

Inventories are stated at the lower of standard cost, which approximates actual cost determined on a first-in, first-
out basis, or market. Write-downs to reduce the carrying value of obsolete, slow moving and non-usable inventory
to net realizable value are charged to cost of sales.

Property, Plant and Equipment

Net property, plant and equipment at June 30, 2002 was geographically distributed as follows: United States -
$210,925,000 Malaysia - $28,149,000 Singapore - $21,752,000 and other - $26,000. Depreciation and
amortization are provided using the straight-line method over the estimated useful lives of the assets (3-7 years
for equipment and 10-30 years for buildings and building improvements). Leasehold improvements are amortized
over the shorter of the asset’s useful life or the expected term of the lease.




Notes to Consclidated Financial Statements

Revenue Recognition

Revenue from product sales made directly to customers is recognized upon the transfer of title. Revenue from the
Company’s sales to domestic distributors is recognized under agreements which provide for certain sales price
rebates and limited product return privileges. As a result, the Company defers recognition of such sales until the
domestic distributors sell the merchandise. The Company relieves inventory and records a receivable on the initial
sale to the distributor as title has passed to the distributor and payment is collected on the receivable within normal
trade terms. The income to be derived from distributor sales is recorded under current liabilities on the balance
sheet as “Deferred income on shipments to distributors” until such time as the distributor confirms a final sale to
its end customer.

The Company’s sales to international distributors are made under agreements which permit limited stock return
privileges but not sales price rebates. Revenue on these sales is recognized upon shipment at which time title pass-
es. The Company estimates international distributor returns based on historical data and current business expecta-
tions and defers a portion of international distributor sales and profits based on these estimated returns. Such
amounts are classified in “Deferred income on shipments to distributors” on the accompanying balance sheet.

The Company’s warranty policy provides for replacement of defective parts. Warranty expense historically has been
negligible.

Stock Based Compensation

The Company accounts for stock-based awards to employees under the intrinsic value method and discloses in Note
4 the pro-forma effects of accounting for such awards under the fair value method.

Earnings Per Share

Basic earnings per share is calculated using the weighted average shares of common stock outstanding during the
period. Diluted earnings per share is calculated using the weighted average shares of common stock outstanding,
plus the dilutive effect of stock options, calculated using the treasury stock method. The dilutive effect of stock
options was 11,323,000, 15,603,000 and 17,049,000 shares for fiscal 2002, 2001 and 2000 respectively. The
weighted average diluted common shares outstanding for fiscal 2002, 2001 and 2000 excludes the dilutive effect of
approximately 16,433,000, 19,842,000 and 23,817,000 options, respectively, since such options have an exercise
price in excess of the average market value of the Company’s common stock during the fiscal year.

Comprehensive Income

Comprehensive income approximated net income for fiscal 2002, 2001 and 2000.

Segment Reporting

The Company competes in a single operating segment, and as a result, no segment information has been disclosed.
Disclosures about products and services, geographical areas, and major customers are included above in Note 1 to
the consolidated financial statements.
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Recent Pronouncements

In June 2001, the FASB issued SFAS 141 “Business Combination” and SFAS 142 “Goodwill and Other Intangible
Assets.” SFAS 141 eliminates the pooling-of-interest method of accounting for business combinations except for
qualifying business combinations that were initiated prior to July 1, 2001. Statement 141 further clarifies the crite-
ria to recognize intangible assets separately from goodwill. The requirements of SFAS 141 are effective for any
business combination accounted for by the purchase method that is completed after june 30, 2001 (i.e., the acquisi-
tion date is July 1, 2001 or after). Under SFAS 142, goodwill and indefinite lived intangible assets are no longer
amortized but are reviewed annually (or more frequently if impairment indicators arise) for impairment. Separable
intangible assets that are not deemed to have an indefinite life will continue to be amortized over their useful lives.
The Company will adopt SFAS 142 for its fiscal year beginning July 1, 2002. The Company does not expect the
adoption of SFAS 142 to have a significant effect on its financial position or results of operations.

In October 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations.” SFAS No. 143
requires that the fair value of retirement obligations be recognized as a liability when they are incurred and that the
associated retirement costs be capitalized as a long-term asset and expensed over its useful life. The provisions of
SFAS No. 143 will be effective for fiscal years beginning after June 15, 2002. The Company does not expect that the
adoption of SFAS No. 143 will have a significant effect on its financial position or results of operations.

In August 2001, the FASB issued SFAS No. 144 “Accounting for Impairment or Disposal of Long-Lived Assets.”
SFAS No. 144 supersedes SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to be Disposed Of,” addressing financial accounting and reporting for the impairment or disposal of long-
lived assets. This statement is effective for the fiscal year beginning July 1, 2002. The Company does not expect
that the adoption of the Statement will have a significant impact on the Company's financial position and results of
operations. The shutdown of the Company's 4-inch wafer fabrication facility in January 2002 did not result in any
impairment charges as the charges had been previously anticipated and provided for in the financial statements.

Note 2. Short-term Investments

Short-term investments as of June 30, 2002 and July 1, 2001 were as follows:

2002 2001
In thousands
Municipal bonds $ 727,884 $ 690,288
U.S. Treasury securities and
obligations of U.S. government agencies 409,116 396,861
Corporate debt securities and other 203,324 140,747
$ 1,340,324 $ 1,227,896

The contractual maturities of short-term investments at June 30, 2002 were as follows: one year or less - $290,017,
one year to three years - $1,050,307. Expected maturities may differ from contractual maturities because the
issuers of the securities may have the right to repay obligations without prepayment penalties.
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Note 3. Lease Commitments

Note 4. Employee Benefit Plans

Stock Option Plans

Notes to Consolidated Financial Statements

The Company leases certain of its facilities under operating leases, some of which have options to extend the lease
period. In addition, the Company has entered into long-term land leases for the sites of its Singapore and Malaysia
manufacturing facilities.

At June 30, 2002, future minimum lease payments under non-cancelable operating leases having an initial term
in excess of one year were as follows: fiscal 2003: $2,911,000; fiscal 2004: $2,595,000; fiscal 2005: $2,344,000;
fiscal 2006: $2,065,000; fiscal 2007: $1,436,000; and thereafter: $3,139,000.

Total rent expense was $3,418,000, $2,252,064, and $2,045,000 in fiscal 2002, 2001 and 2000, respectively.

The Company has stock option plans under which options to purchase shares of the Company’s common stock may

be granted to employees and directors at a price no less than the fair market value on the date of the grant. At June
30, 2002, the total authorized number of shares under all plans was 169,000,000. Options become exercisable over
a five-year period (generally 10% every six months). All options expire ten years after the date of the grant.

Stock option transactions during the three years ended June 30, 2002 are summarized as follows:

Stock Weighted-

Options Average

Outstanding Exercise Price

Outstanding options, June 27, 1999 44,170,390 $11.28
Granted 3,812,200 37.62
Forfeited (558,070) 17.57
Exercised (7,535,600) 6.73
Outstanding options, July 2, 2000 39,888,920 $14.70
Granted 7,835,650 46.61
Forfeited (764,780) 22.55
Exercised (5,164,470) 9.14
Outstanding options, July 1, 2001 41,795,320 $21.21
Granted 1,838,000 38.96
Forfeited (1,220,650) 33.19
Exercised (3,519,710) 9.69
Outstanding options, June 30, 2002 38,892,960 $22.72
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The following table sets forth certain information with respect to employee stock options outstanding and exercis-

able at June 30, 2002:

Weighted
Weighted Average Weighted
Stock Average Remaining Stock Average
Options Exercise Contractual Options Exercise
Range of Exercise Prices Outstanding Price Life (Years) Exercisable Price
$2.80 -$ 853 9,305,880 $5.94 3.22 9,305,880 $5.94
8.54 - 17.00 12,445,440 13.51 5.46 10,033,380 13.43
17.01 - 40.90 11,350,290 32.35 7.76 4,403,640 29.49
40.91 - 55.88 5,791,350 50.56 8.09 1,904,775 50.13
$2.80 -$55.88 38,892,960 $22.72 5.99 25,647,675 $16.19

Stock Purchase FPlan

The Company’s stock purchase plan (“ESPP”} permits eligible employees to purchase common stock through payroll
deductions at the lower of 85% of the fair market value of common stock at the beginning or end of each six month
offering period. The offering periods commence on approximately May 1 and November 1 of each year. At June
30, 2002, the shares reserved for issuance under this plan totaled 8,400,000 and 7,278,676 shares had been
issued under this plan. During fiscal 2002, 161,130 shares were issued at a weighted-average price of $33.09 per

share pursuant to this plan.

Pro Forma Disclosure of the Effect of Stock-Based Compensation

The following table summarizes pro forma net income and pro forma earnings per share, as if the Company had
elected to recognize compensation expense for its employee stock plans under the fair value method instead of the
intrinsic value method (in thousands, except per share amounts):

2002 2001 2000
Pro forma net income $131,936 $366,063 $247,009
Pro forma earnings per share:
Basic $ 042 $ 116 $ 079
Diluted $ 040 $ 110 $ 075
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For purposes of the pro forma information, the fair value of each stock option grant is estimated on the date of
grant using the Black-Scholes option pricing model and the following weighted average assumptions (the fair value
of shares issued under the Company’s ESPP was not significant for all periods presented):

2002 2001 2000
Expected lives 6.1 6.5 6.5
Expected volatility 69.0% 65.8% 59.1%
Dividend yields 0.5% 0.2% 0.3%
Risk free interest rates 4.4% 5.0% 5.9%

The Black-Scholes option valuation model was developed for use in estimating the fair value of publicly traded
options which have no vesting restrictions and are fully transferable. In addition, option valuation models require
the input of highly subjective assumptions including expected stock price volatility. Because the Company’s
employee stock options have characteristics significantly different from those of publicly traded options, and
because changes in these subjective input assumptions can materially affect the fair value estimate, in manage-
ment’s opinion, the existing models do not provide a reliable single measure of the fair value of its stock options.

Using the Black-Scholes option pricing model, the weighted average estimated fair value of employee stock options
granted in fiscal 2002, 2001 and 2000 was $25.59, $31.64 and $24.26 per share, respectively. For the purposes of
the pro forma information, the estimated fair values of the employee stock options are amortized to expense using
the straight-line method over the vesting period.

Retirement Plan

The Company has established a 401 (k) retirement plan for its qualified U.S. employees. Profit sharing contribu-
tions made by the Company to this plan were approximately $8,873,000, $11,857,000 and $9,818,000 in fiscal
2002, 2001 and 2000, respectively.
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5. Income Taxes

The components of income before income taxes are as follows:

2002 2001 2000
In thousands
United States operations $ 245,830 $ 541,112 $ 361,834
Foreign operations 32,520 69,539 55,420
$ 278,350 $ 610,651 $ 417,254
The provision for income taxes consists of the following:
2002 2001 2000
In thousands
United States federal:
Current $ 66,465 $ 155,390 $ 118917
Deferred 4,751 4,747 (2,219)
71,216 160,137 116,698
State:
Current 5,923 14,229 8,575
Deferred 66 528 (374)
5,989 14,757 8,201
Foreign-Current 3,516 8,301 4,449
$ 80,721 $ 183,195 $ 129,348

Actual current federal and state tax liabilities are lower than the amounts reflected above by the tax benefit from
stock option activity of approximately $38,091,000, $90,563,000, and $100,664,000, for fiscal 2002, 2001 and
2000, respectively. The tax benefit from stock option activity is recorded as a reduction in current income taxes

payable and an increase in additional paid-in capital.

The provision for income taxes reconciles to the amount computed by applying the statutory U.S. Federal rate of

35% to income before income taxes as follows:

2002 2001 2000

n thousands
Tax at U.S. statutory rate $97,423 $213,728 $146,039
State income taxes, net of federal benefit 3,894 9,592 5,331
Earnings of foreign subsidiaries subject to lower rates (5,069) (10,230) (10,400)
Tax-exempt interest income (10,850) (11,908) (8,934)
FSC benefits - (13,224) (4,042)
Other (4,677) (4,763) 1,354
$80,721 $183,195 $129,348
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant compo-
nents of the Company’s deferred tax assets and liabilities recorded in the balance sheet as of June 30, 2002 and
July 1, 2001 are as follows:

2002 2001
In thousands
Deferred tax assets:
Inventory valuation $17,680 $12,410
Deferred income on shipments to distributors 17,236 16,606
State income taxes 2,098 5,165
Non-deductible accrued benefits 1,954 2,523
Other 4,786 6,778
Total deferred tax assets 43,754 43,482
Deferred tax liabilities:
Depreciation and amortization 11,642 10,234
Unremitted earnings of subsidiaries 26,340 22,659
Total deferred tax liabilities 37,982 32,893
Net deferred tax assets $5,772 $10,589

The Company has a tax holiday in Singapore which is effective through September 2004. The Company’s Malaysia
tax holiday is effective through July 2005.

The impact of the Singapore and Malaysia tax holidays was to increase net income by approximately $4,328,000
($0.01 per diluted share) in fiscal 2002, $11,669,000 ($0.04 per diluted share) in fiscal 2001, and $9,320,000
($0.03 per diluted share) in fiscal 2000. The Company does not provide a residual U.S. tax on a portion of the
undistributed earnings of its Singapore and Malaysia subsidiaries, as it is the Company’s intention to permanently
invest these earnings overseas. Should these earnings be remitted to the U.S. parent, additional U.S. taxable
income would be approximately $191,814,000.

The Company is currently under audit by the Internal Revenue Service for periods beginning July 1, 1996 and June
30, 1997. Management believes that an adequate amount of taxes and related interest and penalty, if any, have
been provided for any adjustment that may result from these years.
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Report of Ernst & Young LLP, Independent Auditors

The Board of Directors and Stockholders of Linear Technology Corporation

We have audited the accompanying consolidated balance sheets of Linear Technology Corporation as of June 30,
2002 and July 1, 2001, and the related consolidated statements of income, stockholders’ equity and cash flows for
each of the three years in the period ended June 30, 2002. 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 generally 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 disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement presen-
tation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Linear Technology Corporation at June 30, 2002 and July 1, 2001, and the consolidated results
of its operations and its cash flows for each of the three years in the period ended June 30, 2002, in conformity
with accounting principles generally accepted in the United States.

San Jose, California é/mt L 4 LL?
July 19, 2002
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Glossary of Terms

ADC Analog to Digital Converter

AM & ASK Demodulaters Circuits that extract
the information from radio frequency signals with
Amplitude Modulation & Amplitude Shift Keying

ASIC Applications Specific Integrated Circuit

BiCMOS Bipolar/CMOS IC containing both
bipolar and CMOS transistors

Bipolar Containing P&N doped silicon (an Analog
IC fabrication process)

Bit The smallest unit of digital information
(can equal one or zero)

CMOs Complementary Metal Oxide Semiconductor
(an IC fabrication process containing field effect
transistors)

DAC Digital to Analog Converter

DEC/DC Converter Direct Current to Direct Current
converter (power supply that converts from one
DC voltage to another

Delta-Sigma Method of converting an analog
voltage to its digital representation

ebit/s Gigabit per second (a transmission rate
for digital information that equals one billion
bits per second)

GPS Global Positioning System
GSM Global System for Mobile Communications

Hot Swap The ability to plug a device into a system
without turning off the power first

Inrush Current Current surge when system is first
turned on or plugged in

k¥z Kilohertz (one thousand cycles per second)
LCD Liquid Crystal Display

LED Light Emitting Diode

mA Milliampere (one thousandth of an amp)

Msps Mega (million) samples per second

MHz Megahertz (millions of cycles per second)

mm Millimeter (one thousandth of a meter)

MP3 Digitally encoded music format (MPEG - Motion
Picture Experts Group-Level 3)

Multiprorocol Multiple digital data transmission
protocols

NPN A type of bipolar transistor

Over-the-Top The input signal range includes voltages
greater than the power supply

PDA Portable Digital Assistant

PolyPhase Multiple DC/DC converter stages operating
with interleaved switching

Rail-te-Rail The signal range includes both power sup-
ply voltages (rails)

®RF Radio Frequency

RMS to DC Converter Root Mean Square to Direct
Current converter (a way to measure the energy
in an AC waveform)

Step-down Regulater A power supply circuit that
converts to a lower voltage

Step-up Regulator A power supply circuit that
converts to a higher voltage

Sub-micron Features sizes less than one micron
(one micron equals one millionth of a meter)

Supply Margining Adjusting the power supply voltage
higher or lower to verify system operation

Thin Film Resistor A high performance IC resistor
process

Vv Volts

Voice Over IP A phone system that sends the voice
data using the Internet protocol

3G Third generation mobile system




CORPORATE INFORMATION

—

Company Profile

Linear Technology Corporation designs, manufactures
and markets a broad line of standard high performance
linear integrated circuits utilizing bipolar, silicon gate
CMOS and BiCMOS process technologies.

Board of Directors
Thomas S. Volpe
Founder & CEO

Volpe Investments LLC

David S. Lee

Chairman of the Board

Cortelco Systems Holding Corp.
Manufacturer, Telecommunication
Systems and Products

Leo T. McCarthy

President

The Daniel Group
International Consulting Firm
Former Lieutenant Governor
State of California

Richard M. Moley

Former President and Chief Executive Officer
StrataCom, Inc.

Manufacturer, Telecommunication

Systems and Products

Robert H. Swanson, Jr.
Chairman and Chief Executive Officer
Linear Technology Corporation

Officers
Robert H. Swanson, Jr.
Chairman and Chief Executive Officer

Clive B. Davies, Ph.D.
President

David Bell
Vice President, Power Management Products

Paul Chantalat
Vice President, Quality and Reliability

Paul Coghlan
Vice President, Finance and Chief Financial Officer

Robert C. Dobkin
Vice President, Engineering and Chief Technical Officer

William Gross
Vice President, Signal Conditioning Products

SKU1850-AR-02

Lothar Maier
Vice President and Chief Operating Officer

Richard Nickson
Vice President, North American Sales

David A. Quarles
Vice President, International Sales

Robert Reay
Vice President, Mixed Signal Products

Arthur F. Schneiderman

Secretary

Attorney, Wilson, Sensini, Goodrich & Rosati,
Professional Corporation

Legal Counsel

Transfer Agent and Registrar
EquiServe Trust Company N.A.
Providence, RI

Independent Auditors
Ernst & Young LLP
San Jose, California

Corporate and Investor Information
Please direct inquiries to:

Paul Coghlan

Vice President, Finance and CFO

Linear Technology Corporation

1630 McCarthy Blvd.

Milpitas, California 95035-7417

SEC FORM 10-K

If you would like a copy of our Annual Report on Form
10-K for the fiscal year ended June 30, 2002, as filed
with the Securities and Exchange Commission, you
may obtain it without charge. Direct your request to:
Paul Coghlan

Vice President, Finance and CFO

Linear Technology Corporation

1630 McCarthy Blvd.

Milpitas, California 95035-7417

LT LT, LTC, PolyPhase and Over-the-Top are registered
trademarks and ThinSOT and Hot Swap are trademarks
of Linear Technology Corporation. All other names are
trademarks or registered trademarks of their respective
companies and manufacturers. The appearance of a
manufacturer’s product does not imply any endorse-
ment of Linear Technology Corporation. Printed in
USA, Copyright 2002, Linear Technology Corporation.




TECHNOLOGY

Linear Technology Corporation
1630 McCarthy Boulevard
Milpitas, CA 95035-7417

www.linear.com




