
Our 2008 results demonstrate that our ongoing eff orts to improve Altera’s performance are paying 
off . Sales in 2008 were $1.37 billion, up eight percent, in what became a quite challenging year, 
accompanied by a 24 percent growth in net income. Th ese ongoing improvements, plus the capital 
restructuring steps we have undertaken, delivered earnings of $1.18 per diluted share, up 44 percent 
from the prior year. In 2007 we established two key effi  ciency and shareholder value metrics for the 
company—30 percent or better operating margin and 30 percent or better return on equity. We 
experienced rapid improvement in these metrics in 2008. In one year, our operating margin 
improved more than 7 percentage points to 30 percent, and Altera’s 45 percent return on equity 
more than doubled the prior year’s return—putting us in the top tier of semiconductor companies. 
Our market share gains in fi eld programmable gate arrays (FPGAs) and complex programmable 
logic devices (CPLDs) contributed to another year of overall share gains for Altera. Over the past 
6 years, our PLD share improved 5 percentage points with FPGA share up 7 percentage points. 
Among the year’s many new product accomplishments, our on-time delivery of Stratix® IV FPGAs 
made Altera the fi rst PLD company to ship devices at the advanced 40-nm node. Th is product 
family extends our architectural leadership in high-end FPGAs and, for the fi rst time in many years, 
provides process leadership as well, further strengthening our competitive position. 

As part of our evolution to a more optimal capital structure, we completed our $1.5 billion share 
repurchase program at the end of the fi rst quarter, one quarter earlier than anticipated, and 
continued to repurchase shares during the year. All together, we repurchased 26.6 million shares 
in 2008 at a cost of $473 million. Our cash balance grew during the year to $1.2 billion from 
$1.0 billion in 2007, demonstrating the strong cash-generating nature of our asset-light business 
model. We continue to maintain $500 million of bank debt on our balance sheet and have 
$250 million remaining in our existing bank line.

Our cash fl ow is robust and improving. 
Th e $449 million cash fl ow from operating 
activities in 2008 improved 65 percent from 2007. 

Two tasks that we focused on this past year 
produced great results: First, a systematic pursuit 
of greater effi  ciency in all aspects of our 
operations is already yielding results with lower 
costs and greater agility. And equally important, 
our continual investment in creative technology 
for new products is delivering more value to our 
customers and a strong foundation for future 
growth for Altera.
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Corporate Profi le

Altera Corporation, The Programmable 

Solutions Company®, is a world leader 

in programmable logic devices (PLDs). 

Altera® PLDs are standard integrated 

circuits that allow customers to 

program and personalize the 

application of the chip to provide 

market differentiation. Altera serves 

over 13,000 customers in four primary 

market segments: communications, 

industrial, consumer, and 

computer and storage.

Financial Highlights

Five years ended December 31, 2008
(In thousands, except per share amounts) 2008 2007 2006 2005 2004

Net sales  $ 1,367,224  $ 1,263,548  $ 1,285,535 $ 1,123,739  $  1,016,364

Cash flow from operating activities 449,266 271,593 426,901 418,102 317,337

Net income  359,651 290,023 323,236 278,829 276,075

Diluted net income per share  1.18 0.82 0.88 0.74 0.72

Cash and investments 1,216,743 1,021,379 1,620,310 1,282,553 1,203,248

Stockholders’ equity 799,877 861,450 1,608,161 1,259,588 1,274,003

Operating Expense



Th is letter uses the term “operating margin” which we defi ne as gross margin less R&D and SG&A expenses expressed as a percent of sales. Th is treatment diff ers from income from operations as 
defi ned by U.S. Generally Accepted Accounting Principles, as it excludes compensation expense (benefi t) associated with deferred compensation plan obligations. Since this expense (benefi t) is off set 
by losses (gains) from related securities, we believe this presentation provides a more meaningful representation of our ongoing operating performance. Income from operations (GAAP) in 2008 was 
$442.5 million. We experienced a $18.1 million benefi t associated with our deferred compensation plan, resulting in a $404.4 million operating margin (non-GAAP), 30 percent of sales. 

Th is letter contains “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995.  Forward-looking statements are based upon information available to 
us as of the date of this letter. Th ese statements include our ability to increase operating effi  ciency, lower costs, and maintain spending below sales growth as we exit this downturn, as well as the 
extent to which our fabless model helps protect gross margin, the likelihood that we will occupy a superior position at 40-nm, and that the Stratix IV family may become the largest selling FPGA in 
our history. Readers are cautioned that all forward-looking statements in this letter involve risks and uncertainty that can cause actual results to diff er from those currently anticipated, due to a 
number of factors, including without limitation, changes in economic conditions, customer business environment, market acceptance of the company’s products, product introduction schedules, the 
rate of growth of the company’s new products as well as our ability to control cost of goods sold and operating expense, and other risk factors discussed in Item 1A:  Risk Factors of our Annual Report 
on Form 10-K as well as other documents fi led by Altera with the Securities and Exchange Commission from time to time. Copies of Altera’s SEC fi lings are posted on the company’s web site and 
are available from Altera without charge. Except as required by law, Altera does not undertake an obligation to update its forward-looking statements to refl ect future events or circumstances.
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Improving Operating Effi ciency

Several years ago we began to explore how to simplify our business to 
eliminate unnecessary bureaucracy and redundancy leading in turn to 
reduced operating costs, increased speed, and greater agility. Th ese 
eff orts led to reductions in 2008 cost of goods sold, which added more 
than half of our 2.6 percentage point gross margin increase this year, 
giving us a 67.1 percent gross margin, once again the best gross margin 
in our industry. Similarly, and for the second year in a row, operating 
expense spending declined, further enhancing operating leverage even 
as we continued to make signifi cant investments in R&D. One of 
Altera’s many strengths is its strong execution culture—a strength we 
have harnessed to improve our effi  ciency and generate a consistent 
track record over the last two years of beating our spending goals. In 
the face of a weak global economy, we are much better off  for the steps 
that we have already taken and are confi dent that we can execute 
against our spending goals going forward. 

Th ere is, of course more work to do. But our focus on continual 
improvement will help yield more innovative ideas to increase 
effi  ciency, improve speed and lower cost, which will help off set profi t 
pressures in a diffi  cult global economic environment. Th ese ideas 
fundamentally strengthen the way we operate—they are not steps 
taken indiscriminately just to reduce costs. Further, our fabless 
business model buff ers us from much of the traditional gross margin 
pressure that companies operating fabs experience in a soft  market. 
When we exit this downturn, we aim to constrain spending below 
likely sales growth by harvesting other simplifi cation and cost 
reduction programs available to us. 

Growth 

Th e main competition for programmable logic remains application-
specifi c integrated circuits (ASICs). Th e nature of that competition is 
quickly evolving in ways that strongly favor a programmable solution. 
Earlier this decade, leading-edge ASIC designs cost $20 million to 
develop. Today, the cost to implement at the leading edge has 
increased to $60 million. Faced with these sharply rising development 
costs, many ASIC designers are forced to rely instead on economically 
rational but lagging technology. Programmable vendors, however, sell 
standard devices across many markets, and our economics support 

rapid adoption of advanced process nodes. In the early part of this 
decade, most PLD- and ASIC-based design starts were on the same 
process node. Today, advanced PLDs are oft en three to four process 
nodes ahead of most new ASIC designs, refl ecting the economic 
barriers that limit the use of advanced technology in ASICs. In the 
choice between a lagging-node ASIC and an advanced-node PLD, the 
PLD alternative becomes much more attractive than was the case even 
a few years ago. 

Th is advantage becomes quite potent when the PLD product uses 
40-nm technology. Altera’s quest to move quickly to 40 nm began 
several years ago with an understanding of the power of this 
comparative dynamic. Since Altera is the fi rst to this node, we believe 
Altera will enjoy a superior position in the ongoing competition to 
displace ASICs. Customer interest in Stratix IV FPGAs, Altera’s fi rst 
40-nm family, substantiates our view that this family may well become 
the largest selling FPGA family in our history. Early adopter customers 
are twice what we have seen for any other family.

Future Opportunity

We remain committed to the twin pursuits of sales growth and further 
effi  ciency gains, even though the global economy may present us with 
substantial challenges for the near term. We believe the competencies 
we have built into Altera over the years together with our technology 
leadership and effi  ciency will make us stand out as a high-performance 
company with a track record of reliable execution. Despite the 
challenging economy, we remain focused on the considerable 
opportunity ahead of us. We are intent on executing a carefully 
planned yet aggressive, technology-based growth strategy and 
leading a business that routinely creates continued operating 
improvements so that, taken together, we deliver sustained top-tier 
results for our shareholders.

John P. Daane
Chairman, President, and Chief Executive Offi  cer
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