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2006 ANALOG REVENUE
BY END MARKET

Computer, 22%

Wireless, 27%

Communications, 10%

Military/Consumer, 2%

Industrial, 39%

2006 ETHERNET REVENUE
BY END MARKET

Enterprise, 36%

Digital Home, 36%

SoHo, 19%

Industrial, 9%

2006 HIGH-BANDWIDTH REVENUE
BY END MARKET

Metro Area Networks, 36%

Enterprise Networks, 14%

PON, 12%

DSL, 10%

Server/Storage, 12%

Test Equipment, 6%

Other, 10%

WORLD-CLASS QUALITY & RELIABILITY | STATE-OF-THE-ART FABRICATION FACILITIES | DESIGN INNOVATION | TECHNOLOGY LEADERSHIP

In 2006, manufacturers continued to enhance the value of products by adding wireless RF
capability in applications as varied as consumer electronics, handheld devices and industrial
and white goods applications. Micrel continued to cement its leadership in the Sub-GHz CMOS
Radio arena by addressing very high volume markets including Tire Pressure Measurement
Systems (TPMS), consumer remote controls, and Wireless Links. The outstanding performance

of this product has enabled swift market acceptance from market-leading customers.

ETHERNET

Micrel's Ethernet products assist in making the media connection between consumer
electronics and computing devices. 2006 was a strong year for Ethernet products at Micrel.
New product design wins have continued to grow sequentially over the last three years with
the majority of these design wins found in embedded and industrial applications and in the

high growth consumer electronics ‘Digital Home' space.

In 2006, the 19th member of Micrel's highly successful single- and dual-port Ethernet
Controller family was released. This product family enables virtually any FPGA or micro-
processor to connect to the Internet despite different data bus interfaces. The newest member
of the product family is the industry’s first switch media converter with support for 10 megabit
or 100 megabit fiber optic cable on the same port. This product family was architected such
that the devices are footprint-compatible and have the same software drivers, making it easier
for system design engineers to design multiple products with the same hardware and software
platform. These new products have allowed Micrel to secure a large number of reference

and production design wins for a variety of leading-edge applications such as VolP phones,
Videophones, Analog Telephone Adapters (ATAs), IP Set-Top boxes, HVACand industrial

equipment.

Micrel also introduced the sixth generation Fast Ethernet PHY transceiver product line featuring
the lowest power consumption in the industry, the highest ESD rating and very small packaging
options, making these products perfect for high volume, consumer electronic applications.

The parts are already being designed in by Tier One manufacturers for powerline communica-

tions, IP-TVs, IP-cordless phones, IP-PBX systems and networked printer applications.




HIGH BANDWIDTH

Intoday’s data-intense environment, the demand for information has increased exponentially. Networking and transmission speeds are ;
therefore getting faster, and error budgets that stress system performance and data reliability are decreasing. This presents a major opportunity

for Micrel’s High Bandwidth (HBW) products, which specialize in transmitting, receiving, and distributing data while producing minimal errors.
Ourengineering talentand precision, high-speed products designed using our proprietary processes place Micrel in the perfect position to capitalize
on this market opportunity. The demand for voice, video, and data from a single service provider is an excellent example of this explosive market.
Also called “triple play”, telephone, cable, and satellite companies are starting to bundle these services in package offerings to consumers, thereby
placing a tremendous burden on existing infrastructures. New technologies and upgraded infrastructures are required to meet the demands for triple
play, such as VolP and streaming, on-demand video. The deployment of fiber optic cables routed closer to individual homes and businesses, called
Fiber-to-the-Home, or Fiber-to-the-Premise (FTTx), is an example of this infrastructure upgrade. In 2006, Micrel HBW products continued to gain
market share with solutions aimed at the rapidly expanding FTTx market. Micrel also continued to invest in solutions for the enterprise, wireline
networking and storage markets and, for the first time in the Company’s history, more than 50 percent of the Company's HBW 2006 revenue was

generated from proprietary products, with typical product lifecycles in excess of ten years.

THE BUSINESS OF BUSINESS

Lastyear, Micrel continued to expand and improve its business model to accommodate the changing world marketplace. In Europe, Micrel increased its
revenues 22 percent over 2005 and enjoyed a record year for distribution sales. The Company also made important inroads in Asia by securing a number
of major customers in the Digital TV, audio, keyboard, printer, computing, and car navigation markets. Micrel’s Asia team also made significant progress

inthe Ethernet market by securing innovative design wins for applications iniPODs, WiFi servers and fingerprint recognition systems.

2006 Sales Highlights
« Served more than 10,000 customers with more than 2,000 different part types
o Worldwide Electronic Manufacturing Services ("EMS”) revenues increased 25 percent over 2005
«  Fastestgrowing product line at Digi-Key, which began providing distribution sales for new and emerging accountsin 2005
o Distribution effortsin Europe and Asia were expanded with strong emphasis on supply and logistics support at major EMS Providers

o Increased focus by three major distributors on worldwide Micrel demand creation

Micrel was also able to achieve a gross margin of 57.9 percent in 2006,
the highest level in Company history. Mindful, prudent management of the business
helped to ensure competitive costing for the Company’s products and has

positioned Micrel for rapid growth moving forward.
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ACTUALSIZE

APPLICATIONS

7mmx7mm

- Enterprise routers, switches, servers
and workstations

+ Parallel processor-based systems

- Internal system clock generation for
ASICs,NPUs, FPGAs

4mmx4mm

- LAN/WAN

- ATE

- Enterprise servers

- Testand measurement

3mmx3mm

- PDAs

- Consumer electronics
- Pagers

- Embedded controllers
- (Cordless phones

+ Personal electronics

2mmx2mm

- Servers

- Power supply sequencing

+ Embedded controllers

- Hot-swapping

- Telecommunications systems
- Power supplies

1.2mmx1.6mm

- Load switchin portable applications
- Notebook PCs

- Cellularphones

+ Barcode scanners

- PDAs

- Battery switchover circuits

- MP3players

- Level translators

- Digital cameras

Micrelis one of the few remaining U.S. ICsuppliers to own and operate a domestic wafer fabrication facility.
Discipline and innovation are the principles by which Micrel runs its wafer fab and manufacturing operations.
Micrel has reduced manufacturing costs by millions of dollars through process improvements, the imple-
mentation of new environmental programs, a 44 percent reduction in wafer handling, improved supplier
relationships and enhanced vendor relationships. Through improved manufacturing efficiencies and

many other significant cost reductions, Micrel was able to achieve a gross margin of 57.9 percentin 2006,
the highestlevel in Company history. Mindful, prudent management of the business helped to ensure

competitive costing for the Company’s products and has positioned Micrel for rapid growth moving forward.

CORPORATE QUALITY AND RELIABILITY

Product quality and reliability are two of the most critical elements for achieving success in today’s
semiconductor industry. Micrel has attained success as a semiconductor supplier by designing

and processing parts that meet the most strenuous applications and most adverse environments.

The Company has accomplished this by never wavering from the philosophy that quality must be built
into each and every device and process. Micrel’s philosophy begins in the design stage and continues,
under strict monitoring and control, throughout the development, production, testing and packaging

of each product. Theresultis that Micrel's quality is exponentially better today than it was ten years ago.

Implementation of aggressive new ‘green’ initiatives marked the quality focus in 2006, including a
program to comply with the Restrictions on Hazardous Substances (RoHS) as adopted by the European
Union. All of Micrel’s products are now offered in lead-free (Pb-free) or RoHS-compliant versions.

In addition, customers can now retrieve the chemical composition of all Micrel components on line at
www.micrel.com. This program is part of Micrel's efforts to maintain and grow its green and environ-
ment-friendly initiatives. In 2006, Micrel was recertified to the quality standard 1509001 (1509001

certification since March, 1997) and the environmental certification 15014001 for its fab facility.
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This graph compares the percentage change in the cumulative total shareholder return on the Company’s common stock from
December 31, 2001 through the end of the Company’s last fiscal year, December 31, 2006, with the percentage change in the cumulative
total return for The Nasdaq Stock Market (U.S. Companies) and the Goldman Sachs Technology Index. The comparison assumes an
investment of $100 on December 31, 2001 in the Company’s common stock and in each of the foregoing indices and assumes
reinvestment of dividends. The stock price performance shown on the graph below is not necessarily indicative of future price performance.
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