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Part Il incorporates certain information byerence from the definitive proxy statement for &rnual Meeting of Stockholders to be held
on May 9, 2006 (the "Proxy Statement").

PART |

This Form 10-K contains forward-looking statememithin the meaning of Section 27A of the Securfietsof 1933 and Section 21E of
the Securities Exchange Act of 1934. Any statencentsined herein regarding the future financiatfpemance or operations of the
Company (including, without limitation, statemetatshe effect that we “believe,” “expect,” “plan,"may,” “will,” “project,” “continue,”
or “estimate” or other variations thereof or compable terminology or the negative thereof) shoulcbesidered forward-looking
statements. Actual results could differ materiflgm those projected in the forward-looking statatseas a result of a number of important
factors including those set forth under the heac‘Risk Factors” beginning on page 8, and elsewherghis Form 10K. Although we believ
that the expectations reflected in the forward-iogkstatements are reasonable, we cannot guardoteee results, levels of activity,
performance or achievements. You should not pladeeireliance on these forwelooking statements. We disclaim any obligationpdate
information contained in any forward-looking statamh

ITEM1. BUSINESS

National Instruments Corporation (“we”, touis a leading supplier of measurement and autmmaroducts that engineers and
scientists use in a wide range of industries. Tledestries are spread across a large and diveageetrfor design, control and test
applications. We provide flexible application sadine and modular, multifunction hardware that userabine with industry-standard
computers, networks and the Internet to create uneaent and automation systems, which we also tefas “virtual instruments.”

We are based in Austin, Texas and wererpaated under the laws of the State of Texas iy M6 and were reincorporated in
Delaware in June 1994. On March 13, 1995, we coreglan initial public offering of shares of our Gmon Stock. Our Common Stock,
$0.01 par value, is quoted on the Nasdaq Natioraakbt under the trading symbol NATI.

Our Internet website address is http://wmngom. Our annual report on Form 10-K, quartegarts on Form 10-Q, current reports on
Form 8-K and amendments to those reports filediari$hed pursuant to Section 13(a) or 15(d) ofSbeurities Exchange Act of 1934 are
available through our Internet website as sooreasanably practicable after we electronically $ileh material with, or furnish it to, the SE
Our Internet website and the information contaitiemtein or connected thereto are not intended fadmporated into this Annual Report on
Form 10-K.

Industry Background

Engineers and scientists have long usaduiments to observe, better understand and mahageal-world phenomena, events and
processes related to their industries or areagpdrése. Instruments measure and control elet¢sigaals, such as voltage, current and pa
as well as physical phenomena, such as temperatassure, speed, flow, volume, torque and vibma@mmon general-purpose
instruments include voltmeters, signal generatssilloscopes, dataloggers, spectrum analyzersgie@nand temperature and pressure
monitors and controllers. Some traditional instrateeare also highly application specific, desigtetheasure specific signals for particular
vertical industries or applications. Instrumentsdifor industrial automation applications incluggadloggers, strip chart recorders,
programmable logic controllers (PLCs), and proprmgturn-key devices and/or systems designed tanaate specific vertical applications.
Measurement and control functionality is also usea variety of embedded and/or real-time appl@#j such as machine monitoring,
machine control, and embedded design and protaiypin

Instrument applications can be generaltggarized as either test and measurement (“T&M'hdustrial automation (“IA”). T&M
applications generally involve testing during theaarch, design, manufacture and service of awaidety of products. IA applications
generally involve automating the machinery and gsses used in the production and distributionwide variety of products and materie



Instruments and systems for design, cordrad test applications have historically sharedmoon limitations, including: fixed, vendor-
defined functionality; proprietary, closed architees that were generally difficult to program amggrate with other systems; and inflexible
operator interfaces that were usually cumbersono@énate and change. Proprietary instrumentatistesys have traditionally been very
expensive, with IA system prices ranging as higeeageral million dollars and T&M instrumentatiorsgym prices often ranging in the
hundreds of thousands of dollars. In addition lifnéations on programmability of traditional sysie means that adapting these systems to
changing requirements is both expensive and timswming, and users are often required to purchadtiphe single-purpose instruments.

Our Approach to Measurement and Automation

A virtual instrument is a usdefined measurement and automation system thaist®$ an industry standard computer (which mag
mainstream general-purpose computer, workstatiandiheld PDA device, or a version of an industrpdéad computer, workstation, or
handheld PDA that is specially designed and packégyeharsh industrial or embedded environments)gaed with our user-friendly
application software, cost-effective hardware anded software. Virtual instrumentation represeatsindamental shift from traditional
hardware-centered instrumentation systems to softentered systems that exploit the computatiatishlay, productivity and connectivity
capabilities of computers, networks and the IntefBecause virtual instruments exploit these comiarn, connectivity, and display
capabilities, users can define and change theituadity of their instruments, rather than beingtrieted by fixed-functions imposed by
traditional instrument and automation vendors. reducts empower users to monitor and control tiadil instruments, create innovative
computer-based systems that can replace traditiostaliments at a lower cost, and develop systbatsritegrate measurement functionality
together with industrial automation capabilitiese Welieve that giving users flexibility to crealeir own user-defined virtual instruments for
an increasing number of applications in a wideetsrof industries, and letting users leverage #itest technologies from computers,
networking and communications shortens system dpwent time and reduces both short- and long-testsf developing, owning and
operating measurement and automation systemsnpgdves the efficiency and precision of applicasigpanning research, design,
production and service.

Compared with traditional solutions, weided our products and computer-based, virtual umséntation approach provide the following
significant customer benefits:

Performance, Ease-of-Use and Efficiency

Our virtual instrument application softwdmengs the power and ease-of-use of computers, s Détworks and the Internet to
instrumentation. With features such as graphicag@mmming, automatic code generation capabilitiesphical tools libraries, ready-to-use
example programs, libraries of specific instrumgatafunctions, and the ability to deploy their dpgtions on a range of platforms, users can
quickly build a virtual instrument system that neettteir individual application needs. In additittime continuous improvement in performa
of PC and networking technologies, which are the gdatform for our approach, results in directfpenance benefits for virtual instrument
users in the form of faster execution for softwhased measurement and automation applicationdtingsim shorter test times, faster
automation, and higher manufacturing throughput.

Modularity, Reusability and Reconfigurability

Our products include reusable hardwaresarfidvare modules that offer considerable flexibilit configuring systems. This ability to
reuse and reconfigure instrument systems allows tseeduce development time and maximize effoydoy eliminating duplicated
programming efforts and to quickly adapt theiriinstents to new and changing needs. In additiosgetifeatures help protect both hardware
and software investments against obsolescence.

Lower Total Solution Cost

We believe that our products and solutiofifier price/performance advantages over traditiomsttumentation. Virtual instrumentation
provides users the ability to utilize industry stard computers and workstations, portable PDAsodinelr handheld devices, as well as
ruggedized industrial computers equipped with madahd reusable application software, cost-effedtizrdware and driver software that
together perform the instrumentation functions thatild otherwise be performed by costly, proprigiastrumentation systems. In addition,
virtual instrumentation gives users the flexibilagd portability to adapt to changing needs, whetealitional closed systems are both
expensive and time consuming to adapt, if adaptatbdd.

Products and Technology

We offer an extensive line of measuremendtautomation products. Our products consist ofiegion software, and hardware
components together with related driver softwane:. @oducts are designed to work either in an iategl solution or separately; however,
customers generally purchase software and hardwgether. We believe that the flexibility, functadity and ease of use of our application
software promotes sales of our other software amdweare products.

Application Software

We believe that application software isyplg an increasingly important role in the devel@mnof computer-based instruments and
systems in measurement and automation applicatidunsapplication software products leverage thegasing capability of compute!



networks and the Internet for data analysis, cotivigcand presentation power to bring increasifficiEency and precision to measurement
and automation applications. Our application sofengroducts include LabVIEW, LabVIEW Real-Time, MEW FPGA, Measurement
Studio, LabWindows/CVI, DIAdem, TestStand, MATRIXx and SignalExpress. Our appiicasoftware products are integrated with our
hardware/driver software.

We offer a variety of software products developing measurement and automation applicatmngeet the different programming and
computer preferences of our customers. LabVIEW Wisdows/CVI, and Measurement Studio are programmeimgronments with which
users can develop graphical user interfaces (“GQUtslhtrol instruments, and acquire, analyze aedemt data. With these software products,
users can design custom virtual instruments bytioigga GUI on the computer screen through whicly thgerate the actual program and
control selected hardware. Users can customizé framels with knobs, buttons, dials and graphsrtolate control panels of instruments or
add custom graphics to visually represent the cbatrd operation of processes. LabVIEW, LabWind@\4/and Measurement Studio also
have ready-to-use libraries for controlling thowsanf programmable instruments, including our hamdproducts, as well as traditional
serial, General Purpose Interface Bus (GPIB), VMEe®sions for instrumentation (VXI), Ethernet an8RJmeasurement and automation
devices from other vendors.

The principal difference between LabVIEVbWindows/CVI, and Measurement Studio is in the wsers develop programs. With
LabVIEW, users program graphically, developing &ation programs by connecting icons to createcbldiagrams” which are natural
design notations for scientists and engineers. WAtiVIEW Real-Time, the user’s application progream be easily configured to execute
using a real-time operating system kernel instdadeoWindows operating system, which allows usersasily build virtual instrument
solutions for mission-critical applications thatjpére highly reliable operation. In addition, witAbVIEW Real-Time, users can easily
configure their programs to execute remotely onexhdied processors inside PXI systems, on embeddedgsors inside Fieldpoint
distributed 1/0 systems, or on processors embeddeauug-in PC data acquisition boards. With LabVIEERGA, the user’s application can
be configured to execute directly in silicon vi&iald Programmable Gate Array (FPGA) residing oa ofour reconfigurable I/O hardware
products. LabVIEW FPGA allows users to easily btiildir own highly specialized, custom hardware desifor ultra high-performance
requirements or for unique or proprietary measurgroecontrol protocols. With LabWindows/CVI, usgm®gram using the conventional,
text-based language of C. Measurement Studio dsraisneasurement and automation add-on libraridsadditional tools for programmers
that use Microsoft’s Visual Basic, Visual C++, V&@IC#, and Visual Studio.NET development environteen

We offer a software product called Test8temgeted for T&M applications in a manufacturgmyironment. TestStand is a test
management environment for organizing, controllengg running automated production test systemb@ffeictory floor. It also generates
customized test reports and integrates productesidiata across the customers’ enterprise andsthe Internet. TestStand manages tests
that are written in LabVIEW, LabWindows/CVI, Measurent Studio, C and C++, and Visual Basic, sogegineers can easily share and re-
use test code throughout their organization anah fooe product to the next. TestStand is a key elewfeour strategy to broaden the reach of
our application software products across the catgognterprise.

In 2005, we acquired Electronics WorkbeanU its suite of software for electronic desigroadtion. The Electronics Workbench
flagship product, Multisim Circuit Simulation Sofanre, is widely used for electronic circuit desigoard layout, and electrical engineering
training programs by companies and academic itistitsi including Sony, Boeing, MIT, and DeVry. Thegaisition strengthens the
integration between our functional test and desigits and will advance our graphical system desighnology.

Hardware Products and Related Driver Software

Our hardware and related driver softwamapcts include data acquisition (“DAQ”), PCI extems for instrumentation (PXI) chassis
and controllers, image acquisition, motion contBktributed 1/0, Modular Instruments and Embed@eahtrol Hardware/Software, industrial
communications interfaces, GPIB interfaces, and Z¥htrollers. The high level of integration betweenm products provides users with the
flexibility to mix and match hardware componentsantdeveloping custom virtual instrumentation system

DAQ Hardware/Driver Softwareédur DAQ hardware and driver software products amstfuments on a board” that users can combine
with sensors, signal conditioning hardware andvenfé to acquire analog data and convert it intmaad format that can be accepted by a
computer. We believe that computer-based DAQ prizdaie typically a lower-cost solution than traatithl instrumentation. We believe that
applications suitable for automation with compuiased DAQ products are widespread throughout nradystries, and that many systems
currently using traditional instrumentation (eittmeanual or computer-controlled) could be displaogdomputer-based DAQ systems. We
offer a range of computer-based DAQ products, iialg models for digital, analog and timing inputjout, and for transferring data directly
to a computer’s random-access memory. In 2005,0q8ieed the operating assets of both Measurememip@ting and 10tech, two smaller
data acquisition companies, whose products compleara extend our data acquisition offerings, idoig portable and vibration
measurement products.

PXI Modular Instrumentation Platforn@ur PXI modular instrument platform, which was @auced in 1997, is a standard PC packaged
in a small, rugged form factor with expansion skntsl instrumentation extensions. It combines magast PC software and PCI hardware
with advanced instrumentation capabilities. In asse PXI is an instrumentation PC with several espa slots to enable us to pursue
complete system-level opportunities and delivengimhigher percentage of the overall system contging our own products. We continue
to expand our PXI product offerings with new modubhhich address a wide variety of measurementatamation applications. PXI also
continues to gain acceptance, with numerous enchanses from our customers, engineering trade puiics and industry analysts.

Machine Vision/Image Acquisitioln 1996, we introduced our first image acquisiti@dware which provides users with a -



effective solution to integrate vision into theieasurement and automation applications. Our visiftware is designed to work with many
different software environments, including LabVIEVW4bWindows/CVI, Visual Basic, C, and Measurememnid®. In 2002, we expanded «
software offering with new easy-to-use menu drigeachine vision software that can run as a standealision system. The new software
can also generate LabVIEW code. In 2003, we inttedwur new Vision Builder software for automateshiection and our new Compact
Vision System, which is a small, ruggedized, indabktision system that can connect up to threeHEB94 cameras and that is easily
programmed using Vision Builder.

Motion Control.During 1997, we introduced our first line of motioontrol hardware, software and peripheral produidiss intelligent
PC-based motion control hardware is programmabl@ fndustry standard development environments dictuLabVIEW,
LabWindows/CVI and Measurement Studio. Our softwaads for motion are easily integrated with ounartproduct lines, allowing motion
to be combined with image acquisition, test, meas@nt, data acquisition and automation. Our conghéeed motion products allows users
to leverage standard hardware and software in me@asnt and automation applications to create rolflesible solutions.

Distributed I/O and Embedded Control Hardware/Saftev FieldPoint is an intelligent, distributed, and mtzau/O system, first
introduced by us in 1997, that gives industriatsysdevelopers an economical solution for distebdudata acquisition, monitoring and
control applications. Suitable for direct connegtto industrial signals, FieldPoint includes a wédeay of rugged and isolated analog and
digital /0O modules, terminal base options, andvwoek modules. With LabVIEW Real-Time users can dmad their LabVIEW code and
easily create networked systems of intelligent-tie@e nodes for embedded measurement and coirtzte 2002, we launched Compact
FieldPoint, a smaller and even more rugged intstitglistributed 1/0 product that is also an exegutarget for LabVIEW Realime. In 200-
we introduced CompactRIO, an advanced embeddedotantd acquisition system powered by our recoméigle I/O (RIO) technology.
Compact RIO leverages LabVIEW Real-Time and LabVIERGA for industrial control, process monitoringdambedded machine
applications that require intelligent I/O produsfish a small form factor, a wide operating temperat and resistance to shock and vibration.

Industrial Communications Interfacen mid-1995, we began shipping our first integfdmards for communicating with serial devices,
such as dataloggers and programmable logic coetsalPLCs) targeted for IA applications, and beoglimstruments, such as oscilloscopes,
targeted for T&M applications. Industrial applicats need the same high-quality, easy-to-use haedarat software tools for communicating
with industrial devices such as process instruntiemtaPLCs, single-loop controllers, and a variety/O and DAQ devices. We offer
hardware and driver software product lines for camization with industrial devices—Controller Areatork (CAN), DeviceNet,
Foundation Fieldbus, and RS-485 and RS-232.

GPIB Interfaces/Driver Softwar&Ve began selling GPIB products in 1977 and areadihg supplier of GPIB interface boards and
driver software to control traditional GPIB instrants. These traditional instruments are manufadthyea variety of third-party vendors and
are used primarily in T&M applications. Our divesartfolio of hardware and software products fol&Rstrument control is available foi
wide range of computers. Our GPIB product line aetudes products for portable computers suchersonal computer memory card
(PCMCIA)-GPIB interface card, and products for cohing GPIB instruments using the computer’s staddparallel, USB, IEEE 1394
(Firewire), Ethernet, and serial ports.

VXI Controllers//Driver Softwaré/Ne are a leading supplier of VXI computer contnolardware and the accompanying NI-VXI and
NI-VISA driver software. We also offer LabVIEW, LabWiows/CVI, Measurement Studio and TestStand softwerducts for VXI system

Customer Training Courses

We offer fee-based training classes anfdpsaled course kits for many of our software andiWware products. Osite courses are quot
per customer requests. We also offer programsrtdycprogrammers and instructors for our products.

Markets and Applications

Our products are used across many indastria variety of applications from research andetigpment to simulation and modeling to
product design and validation to production testing industrial control to field and factory see/iend repair. The following industries and
applications are served by us worldwide: advanesdarch, automotive, commercial aerospace, conspamek electronics, continuous proc
manufacturing, education, government/defense, naedésearch/pharmaceutical, power/energy, semiaiodi) automated test equipment,
telecommunications and others.

Customers
We have a broad customer base, with nmmestaccounting for more than 3% of our sales B62@004, or 2003.
Marketing

Through our worldwide marketing efforts, stéve to educate engineers and scientists aheuienefits of our virtual instrumentation
philosophy, products and technology, and to hidgttlthe performance, ease of use and cost advantéges products. We also seek to
present our position as a technological leader gnpooducers of instrumentation software and hardvaad to help promulgate industry
standards that will benefit users of comp-based instrumentatio



We reach our intended audience through/¢eip site at ni.com as well as the distribution often and electronic materials including
demonstration versions of our software productdjgyation in tradeshows and technical confereraestraining and user seminars.

We actively market our products in highdueation environments, and identify many collegesversities and trade and technical
schools as key accounts. We offer special acadenting and products to enable universities tdagibur products in their classes and
laboratories. We believe our prominence in the éiigiducation area can contribute to our futureessbecause students gain experience
using our products before they enter the work force

Sales and Distribution

We distribute our software and hardwaredpots primarily through a direct sales organizatide also use independent distributors,
OEMs, VARSs, system integrators and consultantsadket our products. We have sales offices in thigedrStates and sales offices and
distributors in key international markets. Saletsimie of North America accounted for approximat2@s, 53%, and 53% of our revenues in
2005, 2004, and 2003, respectively. We expectatsgnificant portion of our total revenues wilintmue to be derived from international
sales. See Note 12 of Notes to Consolidated FinhBtatements for details concerning the geogrameakdown of our net sales, operating
income and identifiable assets.

We believe the ability to provide compresiga service and support to our customers is aitapt factor in our business. We permit
customers to return products within 30 days frooei for a refund of the purchase price less cking charge, and generally provide a
two-year warranty on GPIB hardware products, agityear warranty on our new M-Series DAQ productseryear warranty on other
hardware products, and a 90-day warranty on cabldsoftware (medium only). Customers may alsolmasge a one-year extended warranty
on hardware products. Historically, warranty cdstge not been material.

Our foreign operations are subject to @entisks set forth on page 10 under “We are Sulipdfarious Risks Associated with
International Operations and Foreign Economies.”

See Fluctuations in our quarterly resufipage 8 for discussion of seasonality in our essn
Competition

The markets in which we operate are charietd by intense competition from numerous conursti some of which are divisions of
large corporations having far greater resources tisaand we expect to face further competitiomfrew market entrants in the future. We
believe Agilent Technologies Inc. (“Agilent”) is¢gtdominant supplier of T&M instruments and systeAgslent is also a leading supplier of
equipment used in data acquisition and controlieatbns. Because of Agilent’s dominance in thérimeentation business, changes in its
marketing strategy or product offerings could haveaterial adverse affect on us. We also face coitigoefrom a variety of other
competitors.

Certain of our competitors have substactahpetitive advantages in terms of breadth ofrteldgy, sales, marketing and support
capability and resources, including the numberatésand technical personnel and their abilityaec a geographic area and/or particular
account more extensively and with more completatgwis than we can offer, and more extensive wéyrsimpport, system integration and
service capabilities than those of us. In additiarge competitors can often enter into strateliiarees with our key customers or target
accounts, which can potentially have a negativeaithpn our success with those accounts.

We believe our ability to compete succdisflepends on a number of factors both within antside our control, including:

product pricing, quality and performant

success in developing new produ

adequate manufacturing capacity and supply of corepis and material
efficiency of manufacturing operatior

effectiveness of sales and marketing resourcesattgies

success in leveraging the W«

strategic relationships with other supplie

timing of new product introductions by us or ounggetitors;

protection of our products by effective use of lieual property laws
general market and economic conditic

events related to severe weather, natural disaatergovernment actions throughout the wc

OO0OO0OO0OO0OO0OO0OO0OO0OO0OOo

Although we operate in a highly competitimarket, we believe we compete favorably with respethese factors of competition. There
can be no assurance that we will be able to competeessfully in the future.

Research and Development

We believe that our long-term growth andcess depends on delivering high quality softwackterdware products on a timely basis.
We intend to focus our research and developmeattefbn enhancing existing products and developew products that incorpore



appropriate features and functionality to be coitigetwith respect to technology and price/perfonoea

Our research and development staff stivdmiild quality into products at the design stagan effort to reduce overall development .
manufacturing costs. Our research and developn&ffittdso designs proprietary ASICs, many of which designed for use in several
products. The goal of our ASIC design program ifutther differentiate our products from competprgducts, to improve manufacturability
and to reduce costs. We seek to reduce the timmatket for new and enhanced products by sharingnéemally developed hardware and
software components across multiple products.

As of December 31, 2005, we employed 1@&8ple in product research and development. Oearek and development expenses \
$87.8 million, $84.7 million, and $70.9 million f@005, 2004, and 2003, respectively.

Intellectual Property

We rely on a combination of patent, tralerst, copyright and trademark law, contracts actrical measures to establish and protect
our proprietary rights in our products. As of Det@mn31, 2005, we held 284 United States paten® (#lity patents and 5 design patents)
and 27 patents in foreign countries (23 patentistegd in Europe in various countries; 1 pater@amada; and 3 patents in Japan), and had
314 patent applications pending in the United Stated foreign countries. 65 of our issued UnitedeSt patents are software patents relat
LabVIEW, and cover fundamental aspects of the gcaplprogramming approach used in LabVIEW. Our pegtexpire from 2007 to 2023.
No assurance can be given that our pending papptitations will result in the issuance of pateit&®e also own certain registered tradem:
in the United States and abroad.

Manufacturing and Suppliers

We manufacture a substantial majority af products at our facilities in Debrecen, Hungasiditional production primarily of low
volume or newly introduced products is done in Aystexas. Our product manufacturing operationshlmadivided into four areas: electro
circuit card and module assembly; chassis and @asembly; technical manuals and product suppeurdentation; and software
duplication. We manufacture most of the electraiicuit card assemblies, modules and chassis isdalthough subcontractors are used
from time to time. Beginning in 2005, some chasasésproduced by subcontractors in Asia. We manurfactome of our electronic cable
assemblies in-house, but many assemblies are prddycsubcontractors. We primarily subcontractamftware duplication, our technical
manuals and product support documentation.

We obtain most of our electronic componérim suppliers located principally in the Uniteth®s, Europe and Asia. Some of the
components purchased by us, including ASICs, deesmurced. Any disruption of our supply of soldimited source components, whether
resulting from business demand, quality, productiodelivery problems, could adversely affect duifity to manufacture our products,
which could in turn adversely affect our business gesults of operations.

See Environmental Regulations and Cogteigé 12 for discussion of environmental mattethi@g may affect our business.
Backlog

We typically ship products shortly follovgithe receipt of an order. Accordingly, our backiggically represents less than 5 days sales.
Backlog should not be viewed as an indicator dfifeisales.

Employees

As of December 31, 2005, we had 3,812 eyags, including 1,036 in research and developnigf49 in sales and marketing and
customer support, 587 in manufacturing and 44@miaistration and finance. None of our employeesrapresented by a labor union anc
have never experienced a work stoppage. We consigtegmployee relations to be good. For seven cuoise years, from 1999 to 2005, the
Company has been named among the 100 Best Compamésrk for in America according 8fORTUNEmMagazine.

ITEM 1A. RISK FACTORS

U.S./Global Economic Change Will Impact our Future Business. As has occurred in recent years, the markets ichwve do business
could again experience the negative effects obaddbwn in the U.S. and/or Global economies. Thesewing of the U.S. or Global
economies could result in reduced purchasing apiatapending in any of our markets which coulgéha material adverse effect on our
operating results. Our business could also be sutgjer impacted by acts of terrorism and/or tfieats that war or continued U.S. military
action would have on the U.S. and/or Global ecoesnmDur business could also be impacted by pubhdtih concerns, natural disasters,
disruptions to public or commercial transportatsyistems, political instability or similar eventsialinresult in increased difficulty or higher
costs for the export of products into affected oagi the import of components used in our prodiuota affected regions, and/or the effects
the event has on the economy in regions in whicldevbusiness.

We Have Established a Budget and Variations From Such Budget Will Affect our Financial Results. We have established an operat



budget for 2006. Our budget was established basedeoestimated revenue from forecasted salesrgfroducts which is based in part on
economic conditions in the markets in which we dsibess as well as the timing and volume of our pewducts and the expected
penetration of both new and existing products erttarketplace. Our spending for 2006 could exceedodget due to a number of factors,
including: additional marketing costs for new protlintroductions and/or for conferences and tradeshincreased costs from hiring more
product development engineers or other persondditianal costs related to acquisitions, if anyraased manufacturing costs resulting from
component supply shortages and/or component gdrickufitions and/or additional expenses relatedtdlectual property litigation. Any

future decrease in demand for our products cowddlrén decreased revenue and could require usviee our budget and reduce
expenditures. Exceeding our established operatiigét or failing to reduce expenditures in respdassy decrease in revenue could have a
material adverse effect on our operating results.

We May Experience Component Shortages. As has occurred in the past and as may be expertegtur in the future, supply shortages
of components used in our products, including sol&rce components, can result in significant aoldéti costs and inefficiencies in
manufacturing. If we are unsuccessful in resohdang such component shortages in a timely mannewilvexperience a significant impact
on the timing of revenue, a possible loss of reeesmud/or an increase in manufacturing costs, amyhath would have a material adverse
impact on our operating results.

Our Quarterly Results are Subject to Fluctuation Dueto Various Factors . Our quarterly operating results have fluctuatethepast
and may fluctuate significantly in the future doeatnumber of factors, including:

changes in the mix of products sc

the availability and pricing of components fromrthparties (especially sole source

the timing of orders

pricing of our products

fluctuations in foreign currency exchange ra

in the timing, cost or outcome of intellectual pedyy litigation;

the difficulty in maintaining margins, includingethigher margins traditionally achieved in interoaal sales
changes in pricing policies by us, our competitorsuppliers

OO0OO0OO0OO0OO0OO0O

Specifically, if the local currencies in iwh we sell weaken against the U.S. dollar, artdéflocal sales prices cannot be raised due to
competitive pressures, we will experience a detation of our gross and net profit margins. If th&. dollar strengthens in the future, it
could have a material adverse effect on our grodsat profit margins.

As has occurred in the past and as mayjpected to occur in the future, our new softwaiapcts or new operating systems of third
parties on which our products are based often @obtags or errors that can result in reduced sabeléor cause our support costs to increase,
either of which could have a material adverse imhpamur operating results. Furthermore, we hageificant revenues from customers in
industries such as semiconductors, automateddeagiraent, telecommunications, aerospace, deferssaw@omotive which are cyclical in
nature. Downturns in these industries could han®terial adverse effect on our operating results.

In recent years, our revenues have beenactesized by seasonality, with revenues typich#ing relatively constant in the second and
third quarters, growing in the fourth quarter amihly relatively flat or declining from the fourtluarter of the year to the first quarter of the
following year. This historical trend may be affetttin the future by the economic impact of largeleos as well as the timing of new product
introductions and/or acquisitions, if any. We bedi¢he seasonality of our revenue results fromirttexnational mix of our revenue and the
variability of the budgeting and purchasing cyaésur customers throughout each internationaloregdin addition, total operating expenses
have in the past tended to be higher in the seaadahird quarters of each year, due to recruiing increased intern personnel expenses.

Our Success Depends on New Product I ntroductions and Market Acceptance of our Products . The market for our products is
characterized by rapid technological change, emglundustry standards, changes in customer neaetiseguent new product introductions,
and is therefore highly dependent upon timely pobéhunovation. Our success is dependent on ouityatbl successfully develop and
introduce new and enhanced products on a timelig baseplace declining revenues from older prosiughd on increasing penetration in
domestic and international markets. In the pasthawes experienced significant delays between theamcement and the commercial
availability of new products. Any significant delayreleasing new products could have a materia¢im effect on the ultimate success of a
product and other related products and could impedénued sales of predecessor products, any imhwdould have a material adverse ef
on our operating results. There can be no assuthateve will be able to introduce new producta@cordance with announced release dates.
that new products will achieve market acceptandbatrany such acceptance will be sustained forsagmjificant period. Failure of new
products to achieve or sustain market acceptande bave a material adverse effect on our opera#sglts. Moreover, there can be no
assurance that our international sales will comtiatiexisting levels or grow in accordance with @ffiorts to increase foreign market
penetration.

We are Subject to Risks Associated with our Web Site . We devote resources to maintain our Web site &y arlarketing, sales and
support tool and expect to continue to do so irfatiere. However, there can be no assurance thatillvbe successful in our attempt to
leverage the Web to increase sales. We host oursiteemternally. Any failure to successfully maiimt our Web site or any significant
downtime or outages affecting our Web site couldeha significant adverse impact on our operatisgits.

We Operatein Intensely Competitive Markets. The markets in which we operate are characterigadtbnse competition from
numerous competitors, some of which are divisidarge corporations having far greater resourbas tve have, and we expect to f.



further competition from new market entrants infieire. A key competitor is Agilent Technologie |l (“Agilent”). Agilent offers its own
line of instrument controllers, and also offersdveare and software add-on products for third-pdegktop computers and workstations that
provide solutions that directly compete with outwal instrumentation products. Agilent is aggreslsi advertising and marketing products
that are competitive with our products. BecausAgifent’s strong position in the instrumentatiorsmess, changes in its marketing strategy
or product offerings could have a material adveféect on our operating results.

We believe our ability to compete succdisfiepends on a number of factors both within antside our control, including: new
product introductions by competitors; product prigiquality and performance; success in developew products; adequate manufacturing
capacity and supply of components and materidigjaricy of manufacturing operations; effectivenessales and marketing resources and
strategies; strategic relationships with other $epg timing of our new product introductions; fotion of our products by effective use of
intellectual property laws; the outcome of any maténtellectual property litigation; general matkand economic conditions; and
government actions throughout the world. Therelmno assurance that we will be able to competeesstully in the future.

We Rely on Management I nformation Systems and any Disruption in Such Systems Would Adversely Affect Us. We rely on three
primary regional centers for our management infaiomasystems. As with any information system, uaf@en issues may arise that could
affect management'’s ability to receive adequateyate and timely financial information, which urh could inhibit effective and timely
decisions. Furthermore, it is possible that onmore of our three regional information systems d@axperience a complete or partial
shutdown. If such a shutdown occurred it could iotfmaur product shipments and revenues, as ordeepsing and product distribution are
heavily dependent on the integrated managemenmiafiion systems in each region. Accordingly, opegatesults in that quarter would be
adversely impacted. We are working to maintairai#é regional management information systems ttrabcosts and improve our ability to
deliver our products in our markets worldwide. Ns@ance can be given that our efforts will be essful. The failure to receive adequate,
accurate and timely financial information couldilihmanagement’s ability to make effective andeiyndecisions.

During the third quarter of 2005, we rel@chour European inventory and distribution operegifrom our former location in a third pe
logistics facility in Amsterdam to our Company-owin@anufacturing facility in Debrecen, Hungary. Weplemented information systems to
support the maintenance of inventory at this néevand the delivery of products to customers frbim mew location. During the first quarter
of 2005, we upgraded our management informatiotesy$or our current U.S. warehouse facilities. Adswing the first quarter of 2005, we
upgraded our European business applications su@edcle’s latest web-based release, 11i. Therdear assurance that we will not
experience difficulties with these new systemsfi@ifties with these new systems may interrupt redr@ompany operations, including our
ability to provide quotes, process orders, shiglpots, provide services and support to our custentdt and track our customers, fulfill
contractual obligations and otherwise run our bessn Any disruption occurring with these systemyg heve a material adverse effect on our
operating results. In 2005, we also continued tmtiesignificant resources to the development ofvaeb offerings. Any failure to
successfully implement these initiatives could haveaterial adverse effect on our operating results

We are Subject to Various Risks Associated with I nternational Operations and Foreign Economies. International sales are subject to
inherent risks, including fluctuations in local ecmnies, difficulties in staffing and managing fgeioperations, greater difficulty in accounts
receivable collection, costs and risks of locatizproducts for foreign countries, unexpected chargeegulatory requirements, tariffs and
other trade barriers, difficulties in the repaioatof earnings and the burdens of complying withide variety of foreign laws. In many
foreign countries, particularly in those with deMg@ihg economies, it is common to engage in busipessices that are prohibited by United
States regulations applicable to us such as theigfoCorrupt Practices Act. Although we implemeoligies and procedures designed to
ensure compliance with these laws, there can lessarance that all of our employees, contractatsagents, including those based in or
from countries where practices which violate suctitédl States laws may be customary, will not takteas in violations of our policies. Ar
violation of foreign or United States laws by oun@oyees, contractors or agents, even if such tiwlas prohibited by our policies, could
have a material adverse effect on our businesam\&t also comply with various import and exportagions. Failure to comply with these
regulations could result in fines and/or terminatid import and export privileges, which could hamaterial adverse effect on our opera
results. Additionally, the regulatory environmemssiome countries is very restrictive as their gorents try to protect their local economy
and value of their local currency against the d@lar. Sales made by our international directsalfices are denominated in local
currencies, and accordingly, the U.S. dollar edeivieof these sales is affected by changes indtegn currency exchange rates. Net of
hedging results, the change in exchange rateshieaeffiect of increasing our consolidated sales%yir82005 compared to 2004. Since most
of our international operating expenses are alsoried in local currencies, the change in exchaates had the effect of increasing our
operating expenses by $4.2 million for 2005 comg&oe2004. If the U.S. dollar weakens in the fufireould result in our having to reduce
prices locally in order for our products to remeampetitive in the local marketplace. If the U.8llar strengthens in the future, and we are
unable to successfully raise our internationalirsglprices, it could have a materially adverseafta our operating results.

A Substantial Majority of our Manufacturing Capacity is Located in Hungary. Our Hungarian manufacturing facility sources a
substantial majority of our sales. Currently we @vatinuing to develop and implement informatiosteyns to support the operation of this
facility. This facility and its operation are alsobject to risks associated with doing businessmationally, including difficulty in managing
manufacturing operations in a foreign country,idiffty in achieving or maintaining product qualitgterruption to transportation flows for
delivery of components to us and finished goodsutocustomers, and changes in the country’s palitic economic conditions. No assurance
can be given that our efforts will be successfudcérdingly, a failure to deal with these factorsildoresult in interruption in the facility’s
operation or delays in expanding its capacity,egithf which could have a material adverse effecbwnoperating results.

Our Income Tax Rate is Affected by Tax Benefitsin Hungary . As a result of certain foreign investment incergiewailable under
Hungarian law, the profit from our Hungarian opematis currently exempt from income tax. These fismenay not be available in the future
due to changes in Hungary’s political condition /andax laws. The reduction or elimination of théseeign investment incentives would
result in the reduction or elimination of certagx benefits thereby increasing our future effecinemme tax rate, which could have a mate



adverse effect on our operating results.

We receive a substantial income tax beffigfih the extraterritorial income exemption (“ETLlipder U.S. law. The ETI rules provide t
a percentage of the profits from products and mjitalas exported from the U.S. are exempt from th$. This benefit will not be available in
the future as the ETI has been repealed by the ikaredobs Creation Act of 2004. ETI will be phasetlover the next year and will cease to
be available as of December 31, 2006. The repahlecETI will increase our future effective incomaa rate, which could have a material
adverse effect on our operating results. Howeverbelieve that the effect of the repeal of the ®illlbe offset by the effects of the expected
increased benefit from the recently enacted dediudtir income from qualified domestic productiotidties and increased profits in certain
foreign jurisdictions with reduced income tax rates

Our Product Revenues are Dependent on Certain I ndustries. Sales of our products are dependent on customeestain industries,
particularly the telecommunications, semiconducotpmotive, automated test equipment, defensearaspace industries. As experienced
in the past, and as may be expected to occur ifutbee, downturns characterized by diminished poddlemand in any one or more of these
industries could result in decreased sales, whiciidchave a material adverse effect on our opayatsults.

Our Businessis Dependent on Key Suppliers . Our manufacturing processes use large volumesgbfdpiiality components and
subassemblies supplied by outside sources. Sedetsse components are available through solieniteld sources. Sole-source components
purchased include custom application-specific irgta circuits (“ASICS”), chassis and other compdaeWe have in the past experienced
delays and quality problems in connection with sslarce components, and there can be no assuraithdke problems will not recur in 1
future. Accordingly, the failure to receive solaiste components from suppliers could result in tene adverse effect on our revenues and
operating results.

Our Reported Financial Results may be Adversely Affected by Changesin Accounting Principles Generally Accepted in the United
States. We prepare our financial statements in conformiiheiccounting principles generally accepted inith®. These accounting
principles are subject to interpretation by theaRitial Accounting Standards Board, the Americatitlte of Certified Public Accountants,
the Securities and Exchange Commission and vabodies formed to interpret and create approprietewnting policies. A change in these
policies or interpretations could have a signiftcaffiect on our reported financial results, andld@ifect the reporting of transactions
completed before the announcement of a change=)X@onple, beginning in the first quarter of fisc@D8, with the adoption of SFAS 123(R),
we now record a charge to earnings for employesksiption grants for all stock options unveste®atember 31, 2005. This accounting
pronouncement is expected to have a material negitipact on our financial results. Technology canips generally, and our company
specifically, have in the past relied on stock @pdi as a major component of our employee compenspdickages. Because we are requir
expense options, we have amended our equity corafi@ngrogram to no longer grant options but indtgant restricted stock units.
Furthermore, because we are required to expengmepitve may be less likely to sustain profitabilit

Our Business Depends on our Proprietary Rights and we are Subject to I ntellectual Property Litigation . Our success depends on our
ability to obtain and maintain patents and otheppietary rights relative to the technologies uedur principal products. Despite our efforts
to protect our proprietary rights, unauthorizedtiparmay have in the past infringed or violatedaiarof our intellectual property rights. We
from time to time engage in litigation to protecir ntellectual property rights. In monitoring apdlicing our intellectual property rights, we
have been and may be required to spend signifieaources. We from time to time may be natified tha are infringing certain patent or
intellectual property rights of others. There camio assurance that any existing intellectual ptgpigigation or any intellectual property
litigation initiated in the future will not causegsificant litigation expense, liability, injunctipagainst some of our products, and a diversii
management’s attention, any of which may have &rn#htdverse effect on our operating results.

Compliance with Sections 302 and 404 of the Sarbanes-Oxley Act of 2002 is Costly and Challenging. Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002 this Form 10-K contamaagements’ certification of adequate disclosorgrols and procedures as of
December 31, 2005. This report on Form 10-K alsudaios a report by our management on our interoratrol over financial reporting
including an assessment of the effectiveness ofmemal control over financial reporting as ofd@enber 31, 2005. This Form 10-K also
contains an attestation and report by our auditdlts respect to management’s assessment of thetigffaess of internal control over
financial reporting under Section 404. While thassessments and reports did not reveal any mat@#dnesses in our internal control over
financial reporting, compliance with Sections 302 @04 is being required for each future fiscalry@al. We expect that the ongoing
compliance with Sections 302 and 404 will contitm®e both very costly and very challenging andetoan be no assurance that material
weaknesses will not be identified in future perioéisy adverse results from such ongoing compliaaféarts could result in a loss of investor
confidence in our financial reports and have areasty effect on our stock price.

Our Business Depends on the Continued Service of Key Management and Technical Personnel. Our success depends to a significant
degree upon the continued contributions of ourrkeypagement, sales, marketing, research and devehd@nd operational personnel,
including Dr. Truchard, our Chairman and Chief Exae Officer, and other members of senior managerard key technical personnel. \
have no agreements providing for the employmeaingfof our key employees for any fixed term andlay employees may voluntarily
terminate their employment with us at any time. Tdes of the services of one or more of our keyleyges in the future could have a
material adverse affect on our operating results.afgo believe our future success will depend uporability to attract and retain additional
highly skilled management, technical, marketingeerch and development, and operational persorititeexperience in managing large and
rapidly changing companies, as well as trainingtivating and supervising employees. As a resuthefimpact that the adoption of SFAS
123R in our first fiscal quarter of 2006 is expekcte have on our results of operations, we havendet our equity compensation program.
We will grant fewer equity instruments and the tgbequity instrument will be restricted stock @niather than stock options, which may
make it more difficult to attract or retain quadifi management and technical personnel, which dwud an adverse effect on our operating
results. In addition, the recruiting environmentgoftware engineering, sales and other technicdépsionals is very competitiv



Competition for qualified software engineers istigatarly intense and is likely to result in incsea personnel costs. Failure to attract or
retain qualified software engineers could havedueese effect on our operating results. We alstuieand employ foreign nationals to
achieve our hiring goals primarily for engineerangd software positions. There can be no guarahtgeme will continue to be able to recruit
foreign nationals at the current rate. There candassurance that we will be successful in ratgiour existing key personnel or attracting
and retaining additional key personnel. Failurattoact and retain a sufficient number of our keyspnnel could have a material adverse
effect on our operating results.

Our Manufacturing Operations are Subject to a Variety of Environmental Regulations and Costs. We must comply with many
different governmental regulations related to the,storage, discharge and disposal of toxic, i®lat otherwise hazardous chemicals ust
our manufacturing operations in the U.S. and indrdum. Although we believe that our activities camnficto presently applicable
environmental regulations, our failure to complyhapresent or future regulations could result mithposition of fines, suspension of
production or a cessation of operations. Any suslirenmental regulations could require us to asguaostly equipment or to incur other
significant expenses to comply with such regulaioiny failure by us to control the use of or adsely restrict the discharge of hazardous
substances could subject us to future liabilities.

Our Acquisitions are Subject to a Number of Related Costs and Challenges. We have from time to time acquired, and may inftiere
acquire, complementary businesses, products ontéafiies. Achieving the anticipated benefits obanuisition depends upon whether the
integration of the acquired business, productgahrology is accomplished efficiently and effedijvén addition, successful acquisitions
may require, among other things, integration ofipiai offerings, manufacturing operations and cawtibn of sales and marketing and R&D
efforts. These difficulties can become more chajieg due to the need to coordinate geographicelbasated organizations, the complexities
of the technologies being integrated, and the rs#tges of integrating personnel with disparate bess backgrounds and combining two
different corporate cultures. The integration oéigiions following an acquisition also requires dieelication of management resources,
which may distract attention from our day-to-dagibess and may disrupt key R&D, marketing or saféwts. The inability of our
management to successfully integrate any futureiaitipn could harm our business. Some of the Exggiroducts previously sold by the
acquired entities are of lesser quality than oodpcts and/or could contain errors that produceriiect results on which users rely or cause
failure or interruption of systems or processes tbald subject us to liability claims that coulave a material adverse effect on our operating
results or financial position. Furthermore, produetquired in connection with acquisitions maygeih acceptance in our markets, and we
may not achieve the anticipated or desired benefiigsich transaction.

Provisionsin Our Charter Documents and Delaware Law and Our Stockholder Rights Plan May Delay or Prevent an Acquisition of
Us. Our certificate of incorporation and bylaws and &yehre law contain provisions that could make itendifficult for a third party to
acquire us without the consent of our Board of &wes. These provisions include a classified Badmirectors, prohibition of stockholder
action by written consent, prohibition of stockhersi to call special meetings and the requiremettttie holders of at least 80% of our shares
approve any business combination not otherwiseoagprby two-thirds of the Board of Directors. Deta# law also imposes some
restrictions on mergers and other business conibimsabetween us and any holder of 15% or more pbatstanding common stock. In
addition, our Board of Directors has the rightdsue preferred stock without stockholder approvhaich could be used to dilute the stock
ownership of a potential hostile acquirer. Our Bloair Directors adopted a new stockholders righas @in January 21, 2004, pursuant to
which we declared a dividend of one right for eabhre of our common stock outstanding as of May2@04. This rights plan replaced a
similar rights plan that had been in effect sinaeinitial public offering in 1995. Unless redeent®dus prior to the time the rights are
exercised, upon the occurrence of certain evams;ights will entitle the holders to receive uporcise thereof shares of our preferred
stock, or shares of an acquiring entity, havingla® equal to twice the thenxrent exercise price of the right. The issuarfab®rights coul
have the effect of delaying or preventing a chasfgeontrol of us.

Risk of Product Liability Claims. Our products are designed to provide informatiooruwhich users may rely. Our products are also
used in “real time” applications requiring extregnedpid and continuous processing and constanbesd Such applications give rise to the
risk that failure or interruption of the systemagplication could result in economic damage or lydthirm. We attempt to assure the quality
and accuracy of the processes contained in ounuptsgdand to limit our product liability exposutedugh contractual limitations on liability,
limited warranties, express disclaimers and wamagwell as disclaimers contained in our “shrimpV license agreements with end-users.
If future products contain errors that produce imect results on which users rely or cause faituriterruption of systems or processes,
customer acceptance of our products could be aglyeaffected. Further, we could be subject to ligbtlaims that could have a material
adverse effect on our operating results or findrpmaition. Although we maintain liability insuraador product liability matters, there can be
no assurance that such insurance or the contrdehitations used by us to limit our liability wilbe sufficient to cover any claims which may
occur.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

Our principal activities are conductedhaee buildings we own in Austin, Texas. We own appnately 69 acres of land in north Aus
Texas, on which are a 232,000 square foot officgitig a 140,000 square foot manufacturing andceffacility, and a 380,000 square foot
research and development facility. We also own@&QA®) square foot office building in Austin, Texalsich is being leased to th-parties.



We also own a 148,000 square foot manufacturinigjtiaimn Debrecen, Hungary. Our German subsididgtional Instruments Engineering
GmbH & Co. KG, owns a 25,500 square foot officdding in Aachen, Germany in which a majority ofdistivities are conducted. National
Instruments Engineering owns another 19,375 sdoateffice building in Aachen, Germany, which iarpally leased to third-parties.

As of December 31, 2005, we also leasedhaber of sales and support offices in the UnitedeStand overseas. Our facilities are
currently utilized below design maximum capacityatlow for headcount growth and design/constructigcies. We believe our existing
facilities are adequate to meet our current requérds.

ITEM 3. LEGAL PROCEEDINGS

We filed a patent infringement action onukry 25, 2001 in the U.S. District Court, East@rstrict of Texas (Marshall Division)
claiming that The MathWorks, Inc. (“MathWorks”) niriged certain of our U.S. patents. On January2803, a jury found infringement by
MathWorks of three of the patents involved and aledrus specified damages. On June 23, 2003, thecDBourt entered final judgment in
favor of us and entered an injunction against Math&’ sale of its Simulink and related products atayed the injunction pending appeal.
Upon appeal, the judgment and the injunction wéfieraed by the U.S. Court of Appeals for the Fed&mcuit (September 3, 2004).
Subsequently the stay of injunction was lifted lg District Court. In November 2004, the final juggnt amount of $7.4 million which had
been held in escrow pending appeal was releasesl to

An action was filed by MathWorks againstomsSeptember 22, 2004, in the U.S. District Cduastern District of Texas (Marshall
Division), claiming that on that day MathWorks hateased modified versions of its Simulink andteddgproducts, and seeking a declaratory
judgment that the modified products do not infriige three patents adjudged infringed in the Qis@iour’s decision of June 23, 2003, (and
affirmed by the Court of Appeals on September 84200n November 2, 2004, MathWorks served the daimpon us. We filed an answer
to MathWorks’ declaratory judgment complaint, dergyMathWorks’ claims of non-infringement and allegjiour own affirmative defenses.
On January 5, 2005, the Court denied a contempbmbyy us to enjoin the modified Simulink produatgder the injunction in effect from tl
first case. On January 7, 2005, we amended ourarswnclude counterclaims that MathWorksodified products are infringing three of «
patents, and requested unspecified damages amguantion. MathWorks filed its reply to our countkims on February 7, 2005, denying
counterclaims and alleging affirmative defensesMamch 2, 2005, we filed a notice of appeal regagdhe Court’s denial of the contempt
motion. On March 15, 2005, the Court stayed Mathi&odeclaratory judgment action, pending a decisinrthe appeal by the Court of
Appeals for the Federal Circuit. The case scheldateyet to be set in this action. On February 9862the Court of Appeals for the Federal
Circuit affirmed the District Court’s January 200&ler. During the fourth quarter of 2004, we acdr@ié million related to our probable loss
from this contingency, which consists entirely ofieipated patent defense costs that are probdlileing incurred. We charged
approximately $19,000 against this accrual durirgfourth quarter of 2005. We have charged a t#téB44,000 against this accrual through
December 31, 2005.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matter was submitted to a vote of oauséy holders during the fourth quarter of thecéisyear covered by this report.

PART Il

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUI TY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Our Common Stock, $0.01 par value, begadlirig on the Nasdaqg National Market under the syMIBd | effective March 13, 1995.
Prior to that date, there was no public markebiar Common Stock. The high and low closing pricegsour Common Stock, as reported by
Nasdagq for the two most recent fiscal years, aiadisated in the following table

High Low

2005

First Quarter 200 $ 2937 $ 24.38i
Second Quarter 20( 24 5¢ 21.0¢
Third Quarter 200! 29.4¢ 21.5Z
Fourth Quarter 200 33.0( 23.3¢
2004

First Quarter 200 $ 3411 $ 29.1f
Second Quarter 20( 33.87 28.72
Third Quarter 200: 29.9¢ 24.3(

Fourth Quarter 200 30.8¢ 25.1¢



At the close of business on February 2062€¢here were approximately 600 holders of recdraur Common Stock and approximately
16,000 shareholders of beneficial interest.

We believe factors such as quarterly flattins in our results of operations, announcemantss or our competitors, technological
innovations, new product introductions, governmerggulations, litigation, changes in earningsraaties by analysts or changes in our
financial guidance may cause the market price ofGammon Stock to fluctuate, perhaps substantifdladdition, stock prices for many
technology companies fluctuate widely for reasdvas tay be unrelated to their operating resultesétbroad market and industry
fluctuations may adversely affect the market pateur Common Stock.

We paid cash dividends of $0.05 per shach ®n February 25, 2005, May 31, 2005, Augus2@85, November 28, 2005, June 1, 2(
August 30, 2004 and November 29, 2004, and paid dasdends of $0.03? per share on August 29, 2B@8ember 24, 2003 and February
20, 2004. Prior to this, we had not paid any casiteinds on our Common Stock. Our policy as to fetdividends will be based on, among
other considerations, our views on potential futapital requirements related to research and dpwegnt, expansion into new market areas,
investments and acquisitions, share dilution mamag, legal risks, and challenges to our businexiein

See Item 12 for information regarding sé@s authorized for issuance under our equity camsgtion plans.

ISSUER PURCHASES OF EQUITY SECURITIES

Total number of shares

purchased
as part of a publicly  Maximum number of shares that
Total number Average price announced may yet be purchased under

Period of shares  paid per shar plan or progran the plan or prograr
October 1, 2005 to October 31, 2( — — — 2,400,89¢

November 1, 2005 to November 30, 2( 315,091 $25.11 315,091 2,085,804

December 1, 2005 to December 31, 2 — — — 2,085,804

Total 315,091 $25.11 315,091

Our share repurchase plan for up to 3,@@ghares was announced on October 17, 2002. Gh25p2005, our Board added 1,700,000
shares to the repurchase plan. Under the planawe duthorization to repurchase up to 4,700,00festaf National Instruments stock. Our
repurchase plan has no expiration date.

ITEM 6. ELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated finahcata should be read in conjunction with the otidated financial statements, including the
Notes to Consolidated Financial Statements cordaiméhe Form 1-K. The information set forth below is not neceégandicative of the
results of our future operations. The informatibowdd be read in conjunction with “Management’sddission and Analysis of Financial
Condition and Results of Operations.”

Years Ended December 31

2005 2004 2003 2002 2001
(in thousands, except per share date
Statements of Income Data
Net sales
Americas $ 27552: $ 24365. $ 200,21( $ 195,77( $ 195,84:
Europe 171,49¢ 164,89! 137,76 122,80( 128,52:
Asia Pacific 124,81t 105,54 87,92: 72,22( 60,91(
Consolidated net sal 571,84: 514,08t 425,89:. 390,79( 385,27!
Cost of sale: 149,30¢ 135,47 111,67: 105,08t 101,29°
Gross profi 422 ,53. 378,61! 314,22( 285,70 283,97¢
Operating expense
Sales and marketir 211,28 188,72 160,47¢ 145,67 145,55!
Research and developm 87,84. 84,69: 70,89¢ 63,96« 60,74¢
General and administrati 45,19¢ 42,50( 42,49; 35,71 29,23
Total operating expens 344,32( 315,91¢ 273,87 245,34¢ 235,53¢

Operating incom 78,21: 62,69¢ 40,34¢ 40,35¢ 48,44



Other income (expense

Interest incom: 3,75¢ 2,90t 2,511 3,29¢ 5,831
Net foreign exchange gain (los (1,566 1,287 1,12t (729) (1,429
Other income (expense), n 27€ (2,075 50¢€ 692 67€
Income before income tax 80,68( 64,81 44,49; 43,61¢ 53,53
Provision for income taxe 19,16 16,20: 11,12 12,21 17,13:
Net incomg $ 61517 $ 4861( $ 3336¢ $ 31,408 $ 36,40:
Basic earnings per she $ 0.7¢ % 06z % 04: % 041 $ 0.4¢
Weighted average shares outstan(- basic 78,55: 78,68( 77,43¢ 76,82¢ 76,36¢
Diluted earnings per sha $ 0.7¢ % 05¢ % 041 % 03¢ $ 0.4t
Weighted average shares outstanc- diluted 80,91( 82,09¢ 80,94¢ 80,11 80,47
Cash dividends paid per common st $ 02C $ 0.1¢ $ 007 $ — $ —

December 31,
2005 2004 2003 2002 2001
(in thousands)
Balance Sheet Data

Cash and cash equivalel $ 5586: $ 7621¢ $ 5344¢ $ 12,84( $ 38,16:
Shor-term investment 119,84¢ 150,39: 141,22° 141,03¢ 112,34¢
Working capital 274,68t 309,63! 255,33( 211,45: 209,83t
Total asset 608,33t 582,09: 525,15: 458,71. 424,61¢
Long-term debt, net of current portic — — — — —
Total stockholders' equi 503,85( 486,44¢ 439,45 386,46: 366,16

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following “Management’s Discussion and Analysi§inancial Condition and Results of Operatiortgintains forward-looking
statements within the meaning of Section 27A oBtwirities Act of 1933 and Section 21E of the i@&suExchange Act of 1934. Any
statements contained herein regarding our futunaricial performance or operations (including, wittidimitation, statements to the effect
that we “believe,” “expect,” “plan,” “may,” “will,” “project,” “continue,” or “estimate” or other variations thereof or comparable
terminology or the negative thereof) should be @ered forward-looking statements. Actual resutisld differ materially from those
projected in the forwar-looking statements as a result of a number of apo factors including those set forth under tlealling “Risk
Factor<” beginning on page 8, and elsewhere in this Foi@rKL Although we believe that the expectationsotdld in the forward-looking
statements are reasonable, we cannot guaranteesfudsults, levels of activity, performance or @a@ments. You should not place undue
reliance on these forward-looking statements. VEeldim any obligation to update information contnn any forward-looking statement.

Overview

National Instruments designs, develops,ufantures and markets instrumentation and automatiftware and hardware for general
commercial, industrial and scientific applicatiomge offer hundreds of products used to create aliinstrumentation systems for
measurement and automation. We have identifiedye land diverse market for design, control andapptications. Our products are used in
a variety of applications from research and devalept to production testing, monitoring and indwatcontrol. We sell to a large number of
customers in a wide variety of industries. No stnglistomer accounted for more than 3% of our $al2805, 2004 or 2003.

The key strategies that management focuses ommng our business are the following:
Expanding our broad customer base:

We strive to increase our already broadatusr base by serving a large market on many coenplaitforms, through a global marketing
and distribution network. We also seek to acquéw technologies and expertise from time to timerther to open up new opportunities for
our existing product portfolio.

Maintaining a high level of customer satisfaction:

To maintain a high level of customer satitibn we strive to offer innovative, modular antegrated products through a global sales



support network. We strive to maintain a high degrebackwards compatibility across different gatfis in order to preserve the customer’s
investment in our products.

Leveraging external and internal technology:

Our product strategy is to provide supepiamducts by leveraging generally available tecbgg) supporting open architectures on
multiple platforms and by leveraging our core tembgies such as custom ASICs (application-spemifiegrated circuits) across multiple
products.

We sell into the test and measurement (“T&&hd the industrial automation (“IA”) industriesid as such are subject to the economic
and industry forces which drive those marketsal heen our experience that the performance of ithesistries and our performance is
impacted by general trends in industrial producfmrthe global economy and by the specific perfamse of certain vertical markets that are
intensive consumers of measurement technologiesnpbes of these markets are semiconductor capjtéppment, telecom, defense,
aerospace, automotive and others. In assessirfgusuress, our management considers the trends i@ltdbal Purchasing Managers Index
(published by JP Morgan), global industrial prodtutias well as industry reports on the specifigigal industries mentioned earlier.

We distribute our software and hardwaredpots primarily through a direct sales organizatide also use independent distributors,
OEMs, VARSs, system integrators and consultantsadket our products. We have sales offices in thigddrStates and sales offices and
distributors in key international markets. Saletsimie of the Americas accounted for approximat@$553%, and 53% of our revenues in
2005, 2004, and 2003, respectively. The vast ntgjofiour foreign sales are denominated in thearasts’ local currency, which exposes us
to the effects of changes in foreign-currency erdearates. We expect that a significant portionwftotal revenues will continue to be
derived from international sales. See Note 12 dekloéo Consolidated Financial Statements for detaihcerning the geographic breakdown
of our net sales, operating income and identifiaisigets.

We manufacture a substantial majority af pnoducts at our facilities in Debrecen, Hungasiditional production primarily of low
volume or newly introduced products is done in Aystexas. Our product manufacturing operationshlmadivided into four areas: electro
circuit card and module assembly; chassis and @asembly; technical manuals and product suppeurdentation; and software
duplication. We manufacture most of the electraiicuit card assemblies, modules and chassis isdalthough subcontractors are used
from time to time. Beginning in 2005, some chassesproduced by subcontractors in Asia. We manufacome of our electronic cable
assemblies in-house, but many assemblies are prddycsubcontractors. We primarily subcontractamftware duplication, our technical
manuals, and product support documentation.

We believe that our long-term growth andcgss depends on delivering high quality softwackterdware products on a timely basis.
Accordingly, we focus significant efforts on resgaand development. We focus our research and afaweint efforts on enhancing existing
products and developing new products that incotpappropriate features and functionality to be petitive with respect to technology and
price/performance. Our success also is dependamtioability to obtain and maintain patents andeotbroprietary rights related to
technologies used in our products. We have engagéajation to protect our intellectual propentghts. In monitoring and policing our
intellectual property rights, we have been and bayequired to spend significant resources.

We have been profitable in every year sir2@0. However, there can be no assurance thatetigales will grow or that we will remain
profitable in future periods. As a result, we bedidnistorical results of operations should notddeed upon as indications of future
performance.

We have had a broad-based equity compensplan in effect since 1994. Our Amended and Redtd994 Incentive Plan (the “1994
Incentive Plan”) expired in May 2005. Our Boardfectors believes that offering a broad-basedtggq@dmpensation program is important
to attract, retain and motivate people whose séitid performance are critical to our success. Oy Ma 2005, our stockholders approved a
new 2005 Incentive Plan which limits our abilitydffer equity compensation to restricted stock eesdricted stock units only.

Results of Operations

The following table sets forth, for the ipels indicated, the percentage of net sales repieddy certain items reflected in our
consolidated statements of income:

Years Ended December 31,
2005 2004 2003

Net sales
Americas 48.2% 47 .2% 47.(%
Europe 30.C 32.1 32.4
Asia Pacific 21.¢ 20.5 20.€
Consolidated net sal 100.C 100.C 100.C
Cost of sale! 26.1 26.4 26.2
Gross profi 73.€ 73.€ 73.¢

Operating expense



Sales and marketir 36.¢ 36.7 37.7

Research and developm 15.4 16.4 16.€
General and administrati 7.9 8.3 10.C
Total operating expens 60.2 61.4 64.2
Operating incomr 13.7 12.2 9.5
Other income (expense
Interest incom 0.7 0.5 0.€
Net foreign exchange gain (lo: (0.9 0.3 0.2
Other income (expense), | — (0.9 0.1
Income before income tax 14.1 12.€ 10.4
Provision for income taxe 3.3 3.1 2.€
Net income 10.8% 9.5% 7.8%

Net Sales. In 2005, consolidated net sales were $571.8 mijlkon11% increase from the level achieved in 2084ch followed an
increase in net sales of 21% in 2004 from the lackieved in 2003. We believe the increases irs3al2005 and 2004 were primarily
attributable to the introduction of new and upghgeoducts, the increase in unit volume from theeéased market acceptance of our proc
in all regions and the strength of the Euro.

Sales in the Americas increased $31.9nillor 13%, to $275.5 million in 2005 compared @92, which followed a 22% increase in
2004 over 2003 levels. The increase in sales ithericas was primarily from revenue of $21.9 roiflifrom acquired companies (see Note
15 of Notes to Consolidated Financial Statementa fdescription of acquisitions). Sales outsidéhefAmericas, as a percentage of
consolidated sales for 2005, decreased to 52% 5@¥h in 2004. European revenue was $171.5 millid®0i@5, an increase of 4% from 2004,
following a 20% increase in 2004 from 2003. Asi@iRarevenue grew 18% to $124.8 million in 200%ieh followed a 20% increase in
2004 over 2003 levels. We expect sales outsideoofiNAmerica to continue to represent a signifigamition of our revenue. We intend to
continue to expand our international operationinbyeasing our presence in existing markets, addipgesence in some new geographical
markets and continuing the use of distributorsetbaur products in some countries.

Almost all sales made by our direct saffises in Europe and Asia Pacific are denominatelbcal currencies, and accordingly, the U
dollar equivalent of these sales is affected byngka in the foreign currency exchange rates. Beth®2865 and 2004, net of hedging results,
the change in the exchange rates had the effésti@asing our consolidated sales by 3%, increasurgpean sales by 7% and increasing
sales in Asia Pacific by 5%. The increase in s@ldsurope and Asia as a result of the change ihaxge rates was partially offset by the
decrease in local currency product pricing in e&gfion. Since most of our international operatirgemses are also incurred in local
currencies, the change in exchange rates hadfte ef increasing operating expenses $4.2 mill@ri,.2%, in 2005, $4.4 million, or 1.4%
2004, and $6.5 million, or 2.4%, in 2003.

Gross Profit . As a percentage of sales, gross profit was 74%ch ef 2005, 2004 and 2003. Our gross margin irb28fained flat
with 2004 primarily because the favorable impadt®reign currency exchange rates and higher sadksne were offset by the reduced
margins realized on product lines from acquired ganies as well as the impact of the amortizatioacgfuisition related intangibles and a
reduction of selling prices of some of our produ€ar gross margin in 2004 remained flat with 2@@#narily because the effects of
favorable foreign currency exchange rates andaberéble impact of higher sales volume were ofiigethe increase in our reserves for
excess and obsolete inventories and a reductitheiselling prices of some of our products. Themelze no assurance that we will maintain
our historical margins. We believe our current nfaoturing capacity is adequate to meet currentsieed

Sales and Marketing . Sales and marketing expense in 2005 increasedltb. $2nillion, a 12% increase from 2004, following a
increase of 18% in 2004 over 2003. Sales and niagkekpense as a percentage of revenue was 3700 f#at with 2004 and down from
38% in 2003. Approximately 60% of the increasedtes and marketing expenses in 2005 compared # &@in 2004 compared to 2003 is
attributable to the increase in sales and markegtargonnel costs, due to the increase in salegarkkting personnel, the increase in variable
compensation from higher sales volume and froneffects of the change in currency exchange ratitls,thhe remaining fraction of the
increase attributable to increases in advertigiagleshows and special events. We expect salemariating expenses in future periods to
increase in absolute dollars, and to fluctuate pereentage of sales based on recruiting, markatidgadvertising campaign costs associated
with major new product releases and entry into neawket areas, investment in web sales and marketings, increasing product
demonstration costs and the timing of domesticiatatnational conferences and trade shows.

Research and Development . Research and development expense in 2005 incrddsedmpared to 2004 following an increase of 19%
in 2004 over 2003. Research and development exgenagercentage of revenue was 15.4% in 2005, #flovwn16.4% in 2004 and 16.6%
2003. The decrease in research and developmemsxpe2005 as a percentage of revenue was pryntard to the increase in the
capitalization of software development costs. Tiwedase in research and development expense itutgbdollars in 2005 was primarily due
to increases in personnel costs from the hiringdufitional product development engineers, which paatially offset by the decrease in
expense from the increase in the capitalizatiosoftivare development costs. The increase in relseantt development costs in 2004 was
primarily due to increases in personnel costs filoenhiring of additional product development engitseand from the decrease in the
capitalization of software development costs. Reteand development personnel increased from 9Pee¢mber 31, 2004 to 1,036



December 31, 2005. We plan to continue making @ifsignt investment in research and developmeorder to remain competitive and
support revenue growth.

We capitalize software development costcicordance with Statement of Financial AccounStandards (“SFAS”) 86“Accounting
for the Costs of Computer Software to be Sold, égasr Otherwise Markete” We amortize such costs over the related prodedtanated
economic useful life, generally three years, beigignvhen a product becomes available for genelahse. Software amortization expense
included in cost of goods sold totaled $7.2 milli&6.6 million and $4.9 million during 2005, 2004ds2003, respectively. Internally
developed software costs capitalized during suetisy@ere $13.4 million, $5.0 million and $9.7 naiili respectively. (See Note 5 of Notes to
Consolidated Financial Statements for a descripifantangibles.)

General and Administrative . General and administrative expenses in 2005 inece@% compared to 2004, and in 2004 were flat with
2003. The 6% increase in general and administrattpenses in 2005 from the prior year period wasanily due to the litigation settlement
in 2004 which resulted in the $6.0 million net gair2004 from the judgment award against The Math&/olnc. General and administrative
expenses in 2004 remained flat with 2003 becaug604 decreases in litigation costs of approxinye®él6 million, resulting from the $6.0
million net gain from the judgment award againsé TathWorks, Inc., were offset entirely by the sastsociated with compliance with
Section 404 of the Sarbanes-Oxley Act, and incibpsesonnel costs. The increase in personnel cemitted from both the increase in
personnel and from the fall in the value of the .W&8lar which resulted in an increase in the W@&lar value of our international expenses.
(See Note 14 of Notes to Consolidated Financigk&tants.) General and administrative expensegascantage of revenue decreased to
7.9% during 2005 from 8.3% during 2004. We expleat general and administrative expenses in futaregs will fluctuate in absolute
amounts and as a percentage of revenue.

Interest Income. Interest income increased 29% in 2005 from 2004c¢hvfollowed an increase of 16% in 2004 from 2008e
increases in interest income in 2005 and 2004 weecto higher yields. The primary source of intemesome is from the investment of our
cash and short-term investments. Net cash pro\iglegperating activities totaled $88.1 million areb$6 million in 2005 and 2004,
respectively.

Net Foreign Exchange Gain (Loss). We experienced net foreign exchange losses ofr#illién in 2005, compared to gains of $1.3
million in 2004 and gains of $1.1 million in 200Bnese results are attributable to movements betiveeb.S. dollar and the local currencies
in countries in which our sales subsidiaries acated. We recognize the local currency as the immat currency of our international
subsidiaries.

We utilize foreign currency forward contito hedge a majority of our foreign currency-deimated receivables in order to reduce our
exposure to significant foreign currency fluctuaoWe typically limit the duration of our “recelas” foreign currency forward contracts to
approximately 90 days.

We also utilize foreign currency forwarchtmcts and foreign currency purchased option ectgrin order to reduce our exposure to
fluctuations in future foreign currency cash flowge purchase these contracts for up to 100% ofavacasted cash flows in selected
currencies (primarily the euro, yen and pound istgyland limit the duration of these contracts @odonths. Our foreign currency purchased
option contracts are purchased “at-the-money” ot-tf-the-money.” As a result, our hedging actestionly partially address our risks in
foreign currency transactions, and there can bassarance that this strategy will be successfuld@/eot invest in contracts for speculative
purposes. (See Note 11 of Notes to Consolidategin€inl Statements for a description of our forwand purchased option contracts and
hedged positions.) Our hedging strategy reducedheuforeign exchange loss for December 31, 200528 million and reduced our net
foreign exchange gain for December 31, 2004 by #2lion.

Other Income (Expense), Net. We established a valuation reserve in the fourtirtgn of 2004 for the estimated total impairmena of
$2.5 million cost-method investment.

Provision for Income Taxes. Our provision for income taxes reflects an effextiax rate of 24% in 2005 and 25% in 2004 and 2003,
respectively. Our effective tax rate is lower tilaa U.S. federal statutory rate of 35% primarilyaagsult of the extraterritorial income
exclusion, tax-exempt interest and reduced tasriateertain foreign jurisdictions.

Liquidity and Capital Resources

We currently finance our operations andtehpxpenditures through cash flow from operatickisDecember 31, 2005, we had working
capital of approximately $274.7 million compareds809.6 million at December 31, 2004. Net cash idexy by operating activities in 2005,
2004 and 2003 totaled $88.1 million, $65.6 millamd $63.1 million, respectively.

Accounts receivable increased to $95.7ionilat December 31, 2005 from $87.3 million at Deber 31, 2004, as a result of higher s
levels in the fourth quarter of 2005 compared tofthurth quarter of 2004. Days sales outstandingeaember 31, 2005 decreased to 55 days
from 57 days at December 31, 2004. Consolidateeniory balances have increased to $62.8 millidbestember 31, 2005 from $54.0
million at December 31, 2004. Inventory turns af @er year for 2005 remained flat with 2004. Casédun 2005 for acquisitions totaled
$63.9 million, for the purchase of property andipment totaled $15.4 million, for the capitalizatiof internally developed software costs
totaled $13.4 million and for additions to othetaimgibles totaled $4.3 million. Cash used in 208¢lie purchase of property and equipment
totaled $12.6 million, for the capitalization oténnally developed software costs totaled $5.0iomland for additions to other intangibles
totaled $3.1 million. Cash used in 2003 for acdjgiss totaled $6.3 million, for the purchase ofgety and equipment totaled $18.0 millic



for the capitalization of internally developed saddte costs totaled $9.7 million and for additiomsther intangibles totaled $2.6 million.

Cash provided by the issuance of commockdimtaled $23.2 million, $16.8 million and $19.4llian in 2005, 2004 and 2003,
respectively, and cash used for payment of dividenthled $15.8 million, $14.5 million and $5.2 lioih in 2005, 2004 and 2003,
respectively. The issuance of common stock wasgl@yees under our Employee Stock Purchase Plaonw@an2005 Incentive Plan. Cash
used for the repurchase of common stock totaleds$@lion, $16.1 million and $0 in 2005, 2004 a2@03, respectively.

The following summarizes our contractuatcabligations as of December 31, 2005 (in thousand

Payments Due by Perioc

Total 2006 2007 2008 2009 2010 Beyond
Long-term deb $ — 3 — 3 — 3 — 3 —  $ —  $ —
Capital lease obligatior — — — — — — —
Operating lease 14,49¢ 6,06¢ 3,49t 2,29z 1,58¢ 88C 172
Other lon¢-term obligations — — — — — — —
Total contractual cash obligatio $ 1449 $ 6,066 $ 349 $ 229 $ 158 $ 88C $ 17z

The following summarizes our other commedrcommitments as of December 31, 2005 (in thousand

Total 2006 2007 2008 2009 2010 Beyond
Guarantee $ 290C $ 2900 $ — 3 — 3 — 3 — 3 —
Purchase obligatior 5,60( 5,60( — — — — —
Total commercial commitmen $ 850C $ 8500 $ — % — 3 — 3 — 3 —

We currently expect to fund expenditurescfapital requirements as well as liquidity needsated by changes in working capital from a
combination of available cash and short-term inmestt balances and internally generated funds. A3ecEmber 31, 2005 and 2004, we had
no debt outstanding. We believe that our cash flow operations, if any, existing cash balancessmait-term investments will be sufficient
to meet our cash requirements for at least the mestve months. Cash requirements for periods beybe next twelve months will depend
on our profitability, our ability to manage workirgpital requirements and our rate of growth.

Financial Risk Management

Our international sales are subject tolieherisks, including fluctuations in local econesii difficulties in staffing and managing fore
operations; greater difficulty in accounts receleatpllection; costs and risks of localizing protiufor foreign countries; unexpected changes
in regulatory requirements, tariffs and other trhderiers; difficulties in the repatriation of eargs and burdens of complying with a wide
variety of foreign laws. The vast majority of o@less outside of North America are denominated @allourrencies, and accordingly, we are
subject to the risks associated with fluctuationsurrency rates. In particular, increases in thleer of the dollar against foreign currencies
decrease the U.S. dollar value of foreign salesireg that we either increase our price in thealaurrency, which could render our product
prices noncompetitive, or suffer reduced revenuesgross margins as measured in U.S. dollars. Tdhas@Emics have adversely affected our
revenue growth in international markets in previgears. Our foreign currency hedging program inetudoth foreign currency forward and
purchased option contracts to reduce the effeekofiange rate fluctuations. However, our hedgigam will not eliminate all of our
foreign exchange risks. (See “Net Foreign ExchaBgm (Loss)” and Note 11 of Notes to Consolidatathficial Statements.)

The marketplace for our products dictaled many of our products be shipped very quickigradin order is received. As a result, we are
required to maintain significant inventories. THere, inventory obsolescence is a risk for us duieequent engineering changes, shifting
customer demand, the emergence of new industrdatds and rapid technological advances includiegntroduction by us or our
competitors of products embodying new technologhil®e adjust for excess and obsolete invent@mneswe continue to monitor the
valuation of our inventories, there can be no aswe that our valuation adjustments will be suffiti

Off-Balance Sheet Arrangements

We have no debt or off-balance sheet debof December 31, 2005, we have non-cancelableatipg lease obligations of
approximately $14.5 million and contractual puréhasmmitments with various suppliers of general gonents and customized inventory
components of approximately $5.6 million. As of Beter 31, 2005, we have outstanding guarantegmfanent of foreign operating leas
customs and foreign grants totaling approximat@@$nillion. (See Note 13 of Notes to Consoliddt@thncial Statements.) As of December
31, 2005, we did not have any relationships with @mconsolidated entities or financial partnershiaeh as entities often referred to as
structured finance entities, which would have bestablished for the purpose of facilitating offdate sheet arrangements. As such, we are
not exposed to any financing, liquidity, marketcoedit risk that could arise if we were engageduoh relationships.

Market Risk

We are exposed to a variety of risks, idiig foreign currency fluctuations and changeh@rmarket value of our investments. In



normal course of business, we employ establishédig®and procedures to manage our exposure ¢tufitions in foreign currency values
and changes in the market value of our investments.

Foreign Currency Hedging Activities. Our objective in managing our exposure to foreigmency exchange rate fluctuations is to
reduce the impact of adverse fluctuations in sucih@&nge rates on our earnings and cash flow. Agugisd we utilize purchased foreign
currency option contracts and forward contractseidge our exposure on anticipated transactiongimnadommitments. The principal
currencies hedged are the euro, British pound apdnkse yen. We monitor our foreign exchange exessagularly to ensure the overall
effectiveness of our foreign currency hedge passticHowever, there can be no assurance that aeigfocurrency hedging activities will
substantially offset the impact of fluctuationscirrency exchange rates on our results of operatiod financial position. Based on the
foreign exchange instruments outstanding at DeceBihe2005 and 2004, an adverse change (defin2@%sn the Asian currencies and 1
in all other currencies) in exchange rates woutdilitén a decline in the aggregate fair market @aifiall of our instruments outstanding of
approximately $4.2 million and $7.5 million, respeely. However, as we utilize foreign currencytimsnents for hedging anticipated and
firmly committed transactions, we believe that sslin fair value for those instruments will be gahsally offset by increases in the value of
the underlying exposure. (See Note 10 of NotesawesGlidated Financial Statements for a descriptioour financial instruments at
December 31, 2005 and 2004.)

Short-term I nvestments. The fair value of our investments in marketableusiéies at December 31, 2005 and 2004 was $119I®&mi
and $150.4 million, respectively. Investments withturities beyond one year are classified as dkart-based on their highly liquid nature
and because such marketable securities repregeimviisstment of cash that is available for curggrgrations. Our investment policy is to
manage our investment portfolio to preserve priaicgmd liquidity while maximizing the return on darvestment portfolio through the full
investment of available funds. We diversify our kestiable securities portfolio by investing in muléipypes of investment-grade securities.
Our investment portfolio is primarily invested iecsirities with at least an investment grade ratingiinimize interest rate and credit risk as
well as to provide for an immediate source of furBssed on our investment portfolio and interegsat December 31, 2005 and 2004, &
basis point increase or decrease in interest vateid result in a decrease or increase of appraeiin$600,000 and $750,000, respectively,
in the fair value of our investment portfolio. Afthgh changes in interest rates may affect thevédire of our investment portfolio and cause
unrealized gains or losses, such gains or losseklwot be realized unless the investments are sold

Recently Issued Accounting Pronouncements

In November 2004, the Financial Account8§tgndards Board (“FASB”) issued Statement of Firedeccounting Standards (“SFAS”)
151, Inventory Costs, an amendment of ARB 43, ChaptEhd standard requires that abnormal amounts otajpacity and spoilage costs
should be excluded from the cost of inventory axgeased when incurred. The provision is effectuefiscal periods beginning after June
15, 2005. We do not expect the adoption of thisdded to have a material effect on our financiaifian, results of operations or cash flows.

In December 2004, the FASB released il fiavised standard, SFAS 123hare-Based Paymei8FAS 123R eliminates the ability to
account for share-based compensation transactging the intrinsic value method under Accountinmé&ples Board Opinion 25,
Accounting for Stock Issued to Employ, and generally would require instead that suahstations be accounted for using a fair-vdlaser
method. SFAS 123R requires that a public entitysueathe cost of equity based service awards baséttke grant-date fair value of the
award. That cost will be recognized over the pedodng which an employee is required to provideise in exchange for the award or the
vesting period. No compensation cost is recogniaeéquity instruments for which employees do restder the requisite service. Adoptior
SFAS 123R is required for us beginning in our fispaarter ending March 31, 2006. Accordingly, wepigd SFAS 123R on January 1, 2(
We have evaluated SFAS 123R and, although the exaatints have not yet been quantified, it will hawveaterial adverse effect on our
results of operations.

In March 2005, the FASB issued FASB Intetation No. 47Accounting for Conditional Asset Retirement Obligras (FIN 47). FIN 47
clarifies that an entity must record a liability fo “conditional” asset retirement obligation iétfair value of the obligation can be reasonably
estimated. The provision is effective for fiscabyeending after December 15, 2005. The adoptidghi®ktandard did not have a material
effect on our financial position, results of opéras or cash flows.

In December 2004, the FASB issued FASBf$tasition 109-2Accounting and Disclosure Guidance for the Foredigarnings
Repatriation Provision within the American Jobs &fien Act of 2004FSP 109-2). The American Jobs Creation Act intoedua special one-
time dividends received deduction on the repatmatif certain foreign earnings to a U.S. taxpajRapatriation Provision), provided certain
criteria are met. FSP 109-2 provides accountingdislosure guidance for the Repatriation Provisile have completed our analysis of the
impact of the Repatriation Provision and do nohptarepatriate earnings under this provision.

Critical Accounting Policies
Our critical accounting policies are addwis:

o] Revenue recognition

We derive revenue primarily from the sale/licensiigntegrated hardware and software solutions.af8e sell application

software licenses which are sold separately asagatbnsulting, training and post contract suppentices. The products and
services are generally sold under standardizedding and sales arrangements with payment terngsngfrom net 30 days in
the United States to net 30 days and up to neb96 th some international markets. Approximatel63& our product/license
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sales include both hardware and software in theomer arrangement, with a small percentage of siatdsding other services.
We offer rights of return and standard warrant@spfroduct defects related to our products. Thietsigf return are generally
a period of up to 30 days after the delivery daitee standard warranties cover periods ranging ®6rdays to three years. We
do not enter into contracts requiring product ataege from the custome

Revenue is recognized when persuasive evidenae afrangement exists, delivery has occurred, thésféxed or
determinable, and collectability is probable. Weeeinto certain arrangements where we are obligteleliver multiple
products and/or services ("multiple elements"thiese transactions, we allocate the total revemeng the elements based on
the sales price of each element when sold sepafateindo-specific objective evidence'

Sales revenue from product sales is generally rézed on the date the product is shipped, withréiqgroof revenue recorded
as deferred (unearned) due to applicable undetivelements. Undelivered elements for our multgksment arrangements w
a customer are generally restricted to post consggport and training and education. The amoung¢wénue allocated to these
undelivered elements is based on the vendor-spetifective evidence of fair value for those uneksied elements. Deferred
revenue due to undelivered elements is recognitadblly on a straight-line basis over the serviaggdeor when the service is
completed. Deferred revenue at December 31, 2002004 was $16.0 million and $11.5 million, respety.

Provision for estimated sales returns is made Byai@g recorded revenue based on historical expegieThe accounts
receivable are net of allowances for doubtful act®@and sales returns of $4.7 million and $3.5ianilat December 31, 2005
and 2004, respectivel

Estimating allowances, specifically salesreturns, the allowance for doubtful accounts and the adjustment for excess and

obsolete inventories

(0]

The preparation of financial statements requiras\we make estimates and assumptions that affecefforted amount of ass
and liabilities and disclosure of contingent assets liabilities at the date of the financial staésits and the reported amount
revenues and expenses during the reported pemnadifieally, we must make estimates of potentialife product returns
related to current period product revenue. Managemealyzes historical returns, current econonginds, and changes in
customer demand and acceptance of our products sduating the adequacy of our sales returns #ret allowances.
Significant management judgments and estimates beustade and used in connection with establistiiagales returns and
other allowances in any accounting period. Thenaluce for sales returns was $1.3 million at Decar8he2005. Material
differences may result in the amount and timingwfrevenue for any period if management madereiffiejudgments or
utilized different estimates. Similarly, managemenist make estimates of the uncollectability of acrounts receivables.
Management specifically analyzes accounts receivaibdl analyzes historical bad debts, customer otrat®ns, customer
credit-worthiness and current economic trends whatuating the adequacy of our allowance for daft€counts. The
allowance for doubtful accounts was $3.4 milliorDacember 31, 2005. We write down our inventoryefstimated
obsolescence or unmarketable inventory equal tdifference between the cost of inventory and estéah market value based
on assumptions of future demand and market comditi@ur adjustment for excess and obsolete inviestaras $6.0 million at
December 31, 2005. If actual market conditionsless favorable than those projected by manageradditional inventory
write downs may be require

Accounting for costs of computer software

We capitalize costs related to the developmentsaadisition of certain software products. Capitiian of costs begins when
technological feasibility has been establishedembs when the product is available for generabssdo customers. Judgment
is required in determining when technological fedisy of a product is established. Amortizationcemputed on an individual
product basis for those products available for miaikd has been recognized based on the prodstitgted economic life,
generally three years. At each balance sheet th&t@namortized costs are reviewed by managementeauced to net realizi
value when necessary. As of December 31, 2005, oriened capitalized software development costs $1a56 million.

Valuation of long-lived and intangible assets
We assess the impairment of identifiable intangibleng-lived assets and related goodwill whenewvents or changes in

circumstances indicate that the carrying value matybe recoverable. Factors considered importaithwdould trigger an
impairment review include the followin:

o] Significant underperformance relative to expectistbhical or projected future operating resu

o] Significant changes in the manner of our uséefacquired assets or the strategy for the overall
business

o] Significant negative industry or economic trer

o] Our market capitalization relative to net book ea

When it is determined that the carrying value ¢éngibles, long-lived assets and related goodwély mot be recoverable based
upon the existence of one or more of the aboveatdis of impairment, the measurement of any impeiit is determined and
the carrying value is reduced as appropriate. ABeafember 31, 2005, we had net goodwill of appraxaty $52.5 million

Accounting for income taxes



We account for income taxes under the asset abiditifamethod that requires the recognition of dede tax assets and
liabilities for the expected future tax consequenakevents that have been recognized in our fiahstatements or tax returns.
Judgment is required in assessing the future tagemuences of events that have been recognizen financial statements or
tax returns. Variations in the actual outcome ekthfuture tax consequences could materially impacfinancial position or
our results of operations. In estimating future¢arsequences, all expected future events aredaresi other than enactments
of changes in tax laws or rates. Valuation allovesnare established when necessary to reduce defarassets to amounts
which are more likely than not to be realiz

We receive a substantial income tax benefit froengktraterritorial income ("ETI") exemption underSJlaw. The ETI rules
were repealed for transactions after December @14 ,2with a two-year transition period. The repefaETI will result in an
increase in our future effective income tax ratambroximately three percentage points by Decer@bgP007. However, we
expect this increase will be offset entirely by #ffects of the expected increased benefit fronrélsently enacted deduction
income from qualified domestic production activst@nd increased profits in certain foreign jurisidits with reduced income
tax rates

o] Loss contingencies

We accrue for probable losses from contingencielsidting legal defense costs, on an undiscounteild,iasaccordance with
SFAS 5,Accounting for Loss Contingencigghen such costs are considered probable of etgred and are reasonably
estimable. We periodically evaluate available infation, both internal and external, relative tohsoontingencies and adjust
this accrual as necessary. Disclosure of a cominyges required if there is at least a reasonabssipility that a loss has been
incurred. In determining whether a loss shouldd®wed we evaluate, among other factors, the degireebability of an
unfavorable outcome and the ability to make a nealsle estimate of the amount of loss. Changeseisetifactors could
materially impact our financial position or our uéis of operation

ITEM 7A.  QUANTITATIVE AND QUALITATIVE DISCLOSUR ES ABOUT MARKET RISK

The information required by this item isdmporated by reference to “ltem 7—Management'siission and Analysis of Financial
Condition and Results of Operations—Market Risk\ad

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The information required by this item isdmporated by reference to the Consolidated FisdiStatements set forth on pages througt
F-26 and S-1 hereof.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOU NTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

We filed a Report on Form 8-K dated JungZBD5 reporting a change in our independent pagiéountants to Ernst & Young, LLP
from PricewaterhouseCoopers, LLP. There were nagdeements with accountants on accounting anddiabgisclosure for the year-ended
December 31, 2005.

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by hismiual Report on Form 10-K, as required by panalgr@) of Rule 13a-15 or Rule 15d-15
under the Securities Exchange Act of 1934, as aptende evaluated under the supervision of our (xefcutive Officer and our Chief
Financial Officer, the effectiveness of our disci@scontrols and procedures (as defined in Rulas1B8e) or 15d-15(e) of the Securities
Exchange Act of 1934, as amended). Based on thisi@ion, our Chief Executive Officer and our Chiéfancial Officer have concluded t
our disclosure controls and procedures are effe¢tivensure that information we are required toldée in reports that we file or submit
under the Securities Exchange Act of 1934 (i) torded, processed, summarized and reported whkitirhe periods specified in Securities
and Exchange Commission rules and forms, ands(@ccumulated and communicated to our managemehiding our Chief Executive
Officer and our Chief Financial Officer, as appiiape to allow timely decisions regarding requirésctbsure. Our disclosure controls and
procedures are designed to provide reasonablesasuthat such information is accumulated and comicated to our management. Our
disclosure controls and procedures include compsrafrour internal control over financial reportifdanagement’s assessment of the
effectiveness of our internal control over finahceporting is expressed at the level of reasonakseirance because a control system, no
matter how well designed and operated, can prawidie reasonable, but not absolute, assurancehbatantrol system’s objectives will be
met.

Management Report on Internal Control over Financid Reporting



Our management is responsible for estahlisand maintaining adequate internal control diveancial reporting to provide reasonable
assurance regarding the reliability of our finahoégorting and the preparation of financial stagets for external purposes in accordance
with generally accepted accounting principles.imaé&control over financial reporting includes thgmlicies and procedures that (i) pertain to
the maintenance of records that in reasonablel det@irately and fairly reflect the transactiond dispositions of the assets of the company,
(i) provide reasonable assurance that transactiomsecorded as necessary to permit preparatifinasfcial statements in accordance with
generally accepted accounting principles, andrdwipts and expenditures of the Company are beaxg only in accordance with
authorizations of management and directors of ih@@ny; and (iii) provide reasonable assurancerd@gaprevention or timely detection
unauthorized acquisition, use or disposition of@mnpany’s assets that could have a material efiethe financial statements.

Management assessed our internal contex fivancial reporting as of December 31, 2005, @naolir fiscal year. Management based its
assessment on criteria established in Internal@bnatintegrated Framework issued by the Commitfe®ponsoring Organizations of the
Treadway Commission. Management's assessment extledaluation of such elements as the design amditipg effectiveness of key
financial reporting controls, process documentatamtounting policies, and our overall control eaniment. This assessment is supported by
testing and monitoring performed by our financeamigation.

Based on our assessment, management hasidea that our internal control over financialogjng was effective as of the end of the
fiscal year to provide reasonable assurance raggthe reliability of financial reporting and theeparation of financial statements for
external reporting purposes in accordance with gdiyeaccepted accounting principles. We reviewesresults of management’s assessment
with the Audit Committee of our Board of Directors.

Our independent registered public accogrfitm, Ernst & Young LLP, who also audited the Guany’s consolidated financial
statements, audited management’'s assessment apirdently assessed the effectiveness of our alteontrol over financial reporting.
Ernst & Young LLP has issued their attestation rephich is included in Part Il, Item 8 of this o 10-K.

Changes in Internal Control over Financial Reportirg

During the three months ended DecembeR@05, there was no change in our internal contret éinancial reporting identified in
connection with the evaluation required by parabr@) of Rule 13a-15 or Rule 15d-15 that has mallgraffected, or is reasonably likely to
materially affect, our internal control over finaaaeporting.

ITEM 9B. OTHER INFORMATION

None.

PART IlI

Certain information required by Part lllamitted from this Report in that the Registranéids to file a definitive proxy statement
pursuant to Regulation 14A with the Securities BRdhange Commission (the “Proxy Statement”) retatits annual meeting of
stockholders not later than 120 days after theaénhe fiscal year covered by this Report, and sofdrmation is incorporated by reference
herein.

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF TH E REGISTRANT

The information concerning our directorguieed by this Item is incorporated by referenceuo Proxy Statement under the heading
“Election of Directors.”

The information concerning our compliandthvection 16(a) of the Securities Exchange Act@84, as amended, required by this Item
is incorporated by reference to our Proxy Staternader the heading “Section 16(a) Beneficial Owhnigr&eporting Compliance.”

The information concerning our executivBoairs required by this Item is incorporated byerehce to our Proxy Statement under the
heading “Executive Officers.”

The information concerning our code of ethics tigilies to our principal executive officer, ournmipal financial officer, our controlle
or person performing similar functions requiredthig Item is incorporated by reference to our PrSigtement under the heading “Code of
Ethics.”

ITEM 11. EXECUTIVE COMPENSATION



The information required by this Item is@nporated by reference to our Proxy Statementuthéeheading “Executive Compensation.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICI AL OWNERS AND MANAGEMENT

From time to time our directors, executdficers and other insiders may adopt stock traghtags pursuant to Rule 10b5-1(c)
promulgated by the Securities and Exchange Comaomiasider the Securities Exchange Act of 1934, asnded. Jeffrey L. Kodosky and
James J. Truchard have made periodic sales otack pursuant to such plans.

The information concerning security owngssdf certain beneficial owners and managementireduby this Item pursuant to Item 403
of Regulation S-K is incorporated by referenceuo PBroxy Statement under the heading “Security Qslip.”

The information concerning securities atitten for issuance under equity compensation plagsired by this Iltem pursuant to Item 201
(d) of Regulation S-K is incorporated by referet@weur Proxy Statement under the heading “Equitgn@ensation Plans Information.”

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRAN SACTIONS

During 2002, we irrevocably contributed eppmately $3.6 million to the National Instrumefsundation, a 501(c)(3) charitable
foundation established in 2002 for the purposeoatioued promotion of scientific and engineeringe@ch and education at higher education
institutions worldwide. Two of the four directorétbe National Instruments Foundation are curréfiters of National Instruments.

In addition, the information required bystitem is incorporated by reference to our Protat&8nent under the heading “Certain
Relationships and Related Transactions.”

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information concerning principal acctun fees and services required by this Item isrperated by reference to our Proxy
Statement under the heading “Independent Publiokwznts.”

The information concerning pre-approvaligek for audit and noaudit services required by this Item is incorpoddig reference to ol
Proxy Statement under the heading “Audit CommiRe=-Approval of Audit and Permissible Non-Audit @ees of Independent Auditors.”

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHED ULES

(@) Documents Filed with Report

1. Financial Statement:
Report of Independent Registered Public Accourfding F-2
Report of Independent Registered Public Accounfimgn on Internal Control over Financial Reporti F-3
Report of Independent Registered Public Accourfing F-4
Consolidated Balance She: F-5
Consolidated Statements of Inco F-6
Consolidated Statements of Cash Flt F-7
Consolidated Statements of Stockholders' Ec F-8
Notes to Consolidated Financial Stateme F-9

2. Financial Statements Schedul

See Schedule - Valuation and Qualifying Accounts at pag-1
3. Exhibits.

Exhibit
Number Description



3.1(2)
3.2(2)
3.3(4)
4.1(1)
4.%(3)
10.1(1)
10.(5)
10.5(1)
10.46)
10.5(7)
10.€(8)
10.€(8)
10.48)
10.1((8)
10.11(8)
21.1
23.1
23.
24.(

31.1

31.2

32.1

Certificate of Incorporation, as amended, of thenBany.

Amended and Restated Bylaws of the Comp

Certificate of Designation of Rights, Preferenced Brivileges of Series A Participating Preferréolc® of the Company
Specimen of Common Stock certificate of the Comp

Rights Agreement dated as of January 21, 2004 dsetithe Company and EquiServe Trust Company,
Form of Indemnification Agreemer

1994 Incentive Plan, as amende

1994 Employee Stock Purchase Pl

Long-Term Incentive Program.

2005 Incentive Plan.

National Instruments Corporation Annual Incentivedg?am.*

Form of Restricted Stock Unit Award Agreement (FEmployee Director).:

Form of Restricted Stock Unit Award Agreement (Barfance Vesting).

Form of Restricted Stock Unit Award Agreement (@atrEmployee).:

Form of Restricted Stock Unit Award Agreement (NgWired Employee).:

Subsidiaries of the Compar

Consent of Independent Registered Public Accourking.

Consent of Independent Registered Public Accouriing.

Power of Attorney (included on page 3

Certification of Chief Executive Officer PursuantX8 U.S.C. Section 1350, as Adopted Pursuantd¢td®e302 of the Sarbanes-
Oxley Act of 2002

Certification of Chief Financial Officer Pursuant18 U.S.C. Section 1350, as Adopted Pursuant¢td®e302 of the Sarbanes-
Oxley Act of 2002

Certification of Chief Executive Officer and Chiefnancial Officer Pursuant to 18 U.S.C. Section@, 2% Adopted Pursuant to
Section 906 of the Sarbar-Oxley Act of 2002

() Incorporated by reference to the Companyigtation Statement on Form S-1 (Reg. No. 33-88886lared effective
March 13, 1995

(2) Incorporated by reference to the same-nuntbexaibit filed with the Company's Annual Reportfeorm 10-K for the
fiscal year ended December 31, 20

(3) Incorporated by reference to exhibit 4.1 filed wiitle Company's current Report on For-K filed on January 28, 200
(4) Incorporated by reference to the si-numbered exhibit filed with the Company's For-K on April 27, 2004
(5 Incorporated by reference to the si-numbered exhibit filed with the Company's Forn-Q on August 5, 200«

(6) Incorporated by reference to the same-nuntbexgibit filed with the Company's Annual Reportleorm 10-K for the
fiscal year ended December 31, 20

(7)  Incorporated by reference to exhibit A of the Comyps Proxy Statement dated and filed on April %
(8) Incorporated by reference to the exhibit filed whle Company's Forrr-K filed on August 5, 200t

* Management Contract or Compensatory Plan or Arnaiegée



(b) Exhibits
See Item 15(a)(3) above.
(c) Financial Statement Schedules

See Item 15(a)(2) above.

SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned thereuulp authorized.

Registrant
NATIONAL INSTRUMENTS CORPORATION

February 22, 200 BY: /s/ Dr.James J. Trucha
Dr. James J. Truchard
Chairman of the Board and Presid

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, thatte@erson whose signature appears below constangtappoints Dr. James J.
Truchard and Alexander M. Davern, jointly and sellgr his attorneys-in-fact, each with the powessabstitution, for him in any and all
capacities, to sign any amendments to this RepoRasm 10-K, and to file the same, with exhibiterito and other documents in connection
therewith, with the Securities and Exchange Comimnis$ereby ratifying and conforming all that eadlsaid attorneys-in-fact, or his
substitute or substitutes, may do or cause to he 89 virtue hereof.

Pursuant to the requirements of the SeesrExchange Act of 1934, this report has beeresidrelow by the following persons on bel
of the registrant and in the capacities and ord#tes indicated.

Signature Capacity in Which Signed Date
/s/ Dr. James J. Truchard Chairman of the Board and February 22, 2006
Dr. James J. Trucha President (Principal Executive Office
/sl Alexander M. Davern Chief Financial Officer February 22, 2006
Alexander M. Davern and Treasurer (Principal Financial

and Accounting Officer

/sl Jeffrey L. Kodosky Director February 22, 2006
Jeffrey L. Kodosky

/s/ Dr. Donald M. Carlton Director February 22, 2006
Dr. Donald M. Carltor

/sl Ben G. Streetman Director February 22, 2006
Ben G. Streetma

/sl R. Gary Daniels Director February 22, 2006
R. Gary Daniels

/sl Charles J. Roesslein Director February 22, 2006

Charles J. Roessle

/s/ Duy-Loan T. Le Director February 22, 2006
Duy-Loan T. Le
__________________________________________________________________________________________________________________________________________________________________________|
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All other schedules are omitted becausg #ne not applicable.

Report of Independent Registered Public Accountingrirm

To the Board of Directors and Shareholders of Natidnstruments Corporation:

We have audited the accompanying consolidated balsimeet of National Instruments Corporation ansigiaries as of December 31, 2005
and the related consolidated statement of incotoekisolders' equity, and cash flows for the yeantended. Our audit also included the
financial statement schedule listed in the Indelteah 15. These financial statements and schedaltha responsibility of the Company's
management. Our responsibility is to express aniopion these financial statements and schedukedbas our audit.

We conducted our audit in accordance with the stadwdof the Public Company Accounting Oversighti8dé@/nited States). Those stande
require that we plan and perform the audit to ebtaasonable assurance about whether the finataieiments are free of material
misstatement. An audit includes examining, on tildasis, evidence supporting the amounts and disads in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by maragfeas well as evaluating the overall
financial statement presentation. We believe thataodit provides a reasonable basis for our opinio

In our opinion, the financial statements refer@alove present fairly, in all material respedts, ¢onsolidated financial position of National
Instruments Corporation and subsidiaries at Dece®be2005 and the consolidated results of thegrations and their cash flows for the
year then ended, in conformity with U.S. generaltgepted accounting principles. Also, in our opinithe related financial stateme
schedule, when considered in relation to the Hasaoicial statements taken as a whole, presentyg faiall material respects the information
set forth therein.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), the effectiveness
of National Instruments Corporation’s internal @ohbver financial reporting as of December 31,20fased on criteria established in
Internal Control-Integrated Framework issued byGlmenmittee of Sponsoring Organizations of the TnesdCommission and our report
dated February 17, 2006 expressed an unqualifisdoopthereon.

/sl Ernst & Young LLP

Austin, Texas
February 17, 20(

Report of Independent Registered Public Accountingrirm on Internal Control over Financial Reporting

To the Board of Directors and Shareholders of Netidnstruments Corporation:

We have audited management’s assessment, inclodkd accompanying ManagemenReport on Internal Control over Financial Repay,
that National Instruments Corporation maintainddaive internal control over financial reporting af December 31, 2005, based on crit



established in Internal Control-Integrated Framédwssued by the Committee of Sponsoring Organinatiaf the Treadway Commission (the
COSO criteria). National Instruments Corporatiomanagement is responsible for maintaining effedtiternal control over financial
reporting and for its assessment of the effectissméd internal control over financial reporting.r@esponsibility is to express an opinion on
management’s assessment and an opinion on theéheffeess of the company’s internal control oveafidial reporting based on our audit.

We conducted our audit in accordance with the stadedof the Public Company Accounting OversightriBq@nited States). Those stande
require that we plan and perform the audit to ebtagsonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordver financial reporting, evaluating
management’s assessment, testing and evaluatirpiign and operating effectiveness of internatrobrand performing such other
procedures as we considered necessary in the @tanoes. We believe that our audit provides a redde basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonablessesuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company'’s internal control over fircgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainky reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdegtessary to permit preparation of financakstents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and @jge reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companygsats that could have a material effect on then@iizd statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢tmisstatements. Also, projections of any
evaluation of effectiveness to future periods atgexct to the risk that controls may become inadegjbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

In our opinion, management’s assessment that Natlostruments Corporation maintained effectiveinal control over financial reporting
as of December 31, 2005, is fairly stated, in atenal respects, based on the COSO criteria. Atsour opinion, National Instruments
Corporation maintained, in all material respecffgative internal control over financial reportiag of December 31, 2005, based on the
COSO criteria.

We also have audited, in accordance with the stasdi the Public Company Accounting Oversight Bo@/nited States), the consolidated
balance sheet of National Instruments Corporatiahsaibsidiaries as of December 31, 2005 and theerbbonsolidated statement of income,
stockholders' equity, and cash flows for the yhantended of National Instruments Corporation amisliaries and our report dated Febri
17, 2006 expressed an unqualified opinion thereon.

/sl Ernst & Young LLP

Austin, Texas
February 17, 20(

Report of Independent Registered Public Accountingrirm

To the Board of Directors and Stockholders of Naidnstruments Corporation:

In our opinion, the consolidated balance sheef &&oember 31, 2004 and the related consolidasgdraents of income, of stockholders’
equity and of cash flows (appearing on pages Rdutth F-8 of this National Instruments Corporatdi®5 Form 10-K) present fairly, in all
material respects, the financial position of Nagiidimstruments Corporation and its subsidiarid3etember 31, 2004, and the results of their
operations and their cash flows for each of the years in the period ended December 31, 2004 ifoomity with accounting principles
generally accepted in the United States of Ametitaddition, in our opinion, the financial staterhechedule presents fairly, in all material
respects, the information set forth therein forheaicthe two years in the period ended Decembe2B24 when read in conjunction with the
related consolidated financial statements. Thesm{ial statements are the responsibility of then@any's management. Our responsibility is
to express an opinion on these financial statentsaged on our audits. We conducted our auditsesktistatements in accordance with the
standards of the Public Company Accounting Ovetdiglard (United States). Those standards requatevtk plan and perform the audit to
obtain reasonable assurance about whether thecfalatatements are free of material misstatenfemaudit includes examining, on a test
basis, evidence supporting the amounts and digelssn the financial statements, assessing theuatiog principles used and significant
estimates made by management, and evaluating dralbfinancial statement presentation. We belignag our audits provide a reasonable
basis for our opinion.

PricewaterhouseCoopers LLP

Austin, Texas
March 4, 200t



NATIONAL INSTRUMENTS CORPORATION
CONSOLIDATED BALANCE SHEETS

(in thousands, except share data)

Assets
Current asset:
Cash and cash equivale
Shor-term investment
Accounts receivable, n
Inventories, ne
Prepaid expenses and other current a
Deferred income taxes, r

Total current asse
Property and equipment, r
Goodwill, net
Intangible assets, n
Other lon¢-term asset

Total asse

Liabilities and Stockholders' Equity
Current liabilities:
Accounts payabl
Accrued compensatic
Deferred revent
Accrued expenses and other liabili
Other taxes payah

Total current liabilitie
Deferred income taxe

Total liabilities

Commitments and contingenci
Stockholders' equity
Preferred stock: par value $0.01; 5,000,0@0eshauthorizec
none issued and outstand
Common stock: par value $0.01; 180,000,00@eshauthorizec
79,276,086 and 78,945,580 shares issuedwsthnding, respective
Additional pai-in capital
Deferred stoc-based compensatic
Retained earning
Accumulated other comprehensive income (I

Total stockholders' equ

Total liabilities and stockholders' egt

December 31

2005 2004
55,86:  $ 76,21¢
119,84¢ 150,39:
95,73 87,31
62,82 54,04:
13,14¢ 10,25:
14,89( 14,08¢
362,30 392,30
144,33( 149,78:
52,53 13,35¢
43,60: 20,82+
5,56¢ 6,14¢
608,33 $ 58241
30,83  $ 25,20¢
18,08¢ 16,23:
16,01 11,53
8,83¢ 18,76¢
13,84¢ 10,92¢
87,62 82,66¢
16,86¢ 13,29;
104,48¢ 95,96¢
792 78¢
91,43( 98,89’
(16,547 —
429,85¢ 384,11¢
(1,685) 2,64¢
503,85( 486,44¢
608,33 $ 582,41

The accompanying notes are an integralgfahtese financial statements.

NATIONAL INSTRUMENTS CORPORATION

CONSOLIDATED STATEMENTS OF INCOME



(in thousands, except per share data)

Net sales
Cost of sale:

Gross profi

Operating expense
Sales and marketir
Research and developm
General and administrati

Total operating expens

Operating incom

Other income (expense
Interest incom
Net foreign exchange gain (lo:
Other income (expense), |

Income before income tax
Provision for income taxe

Net incom:
Basic earnings per she
Weighted average shares outstant- basic
Diluted earnings per sha
Weighted average shares outstanc- diluted

Dividends declared per she

For the Years
Ended December 31,

2005 2004 2003
$ 571,84. $ 51408 $ 425809
149,30¢ 135,47: 111,67:
422,53 378,61 314,22(
211,28 188,72 160,47¢
87,84 84,69: 70,89¢
45,19¢ 42,50( 42,49
344,32( 315,91¢ 273,87:
78,212 62,69¢ 40,34¢
3,75¢ 2,90¢ 2,511
(1,566) 1,281 1,12¢
27€ (2,075) 50€
80,68( 64,81 44,49
19,16: 16,20: 11,12:
$ 61517 $ 4861 $  33,36¢
$ 0.7¢  $ 06: $ 0.4z
78,55: 78,68( 77,43¢
$ 0.7¢  $ 05¢  $ 0.41
80,91( 82,00¢ 80,94¢
$ 020 $ 016  $ 0.07

The accompanying notes are an integralgfahtese financial statements.

NATIONAL INSTRUMENTS CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Cash flow from operating activities:
Net income
Adjustments to reconcile net income to net caskigeal by operating activitie:
Depreciation and amortizatir
Stoclbased compensatic
Impairment of cost method investm:
Gain on sale of subsidia
Provision for (benefit from) deferred inconages
Tax benefit from stock option pla
Changes in operating assets and liabili
Increase in accounts receive
(Increase) decrease in invento
(Increase) decrease in prepaid expemmbstaer asse
Increase (decrease) in accounts pay

For the Years Ended December 31

2005 2004 2003

$ 61517 $ 48,61( $ 33,36¢

28,55: 25,59: 24,77
1,54¢ - -
— 2,50( —

- (242) -
3,21¢ (828) 2,32¢
67E 3,071 3,84¢
(4,080) (9,347 (14,989
(4,577 (15,230 434
(2,177 4,624 4,04¢
4,647 (4,359 3,08¢



Increase in deferred rever 3,847 3,38t 2,74¢
(Decrease) increase in taxes and otabilities (5,129 7,84¢ 2,547

Net cash provided by operating atitig 88,05( 65,63 63,09¢

Cash flow from investing activities:

Proceeds from sale of subsidi — 68C —
Acquisitions, net of cash receiv (63,89)) — (6,329
Capital expenditure (15,389 (12,596 (17,987
Capitalization of internally developed softwi (13,380 (5,007 (9,667
Additions to other intangible (4,28%) (3,050 (2,570
Purchases of shterm investment (124,22) (125,959 (116,030)
Sales and maturities of sh-term investment 154,77: 116,78¢ 115,84
Net cash used in investing actigi (66,39¢) (29,139 (36,737
Cash flow from financing activities:
Proceeds from issuance of common si 23,22 16,82¢ 19,43(
Repurchase of common sta (49,45)) (16,069 —
Dividends paic (15,77¢) (14,48¢) (5,187
Net cash provided by (used in) fitiag activities (42,009 (13,729 14,24:
Net increase (decrease) in cash and cash equis (20,357 22,77( 40,60¢
Cash and cash equivalents at beginning of p¢ 76,21¢ 53,44¢ 12,84(
Cash and cash equivalents at end of pe $ 5586/ $ 76,21¢ $ 53,44¢
Cash paid for interest and income ta
Interes $ 17 8 31 % 62
Income taxe $ 15,117 $ 10,62 $ 10,89¢

The accompanying notes are an integralgfahtese financial statements.

NATIONAL INSTRUMENTS CORPORATION
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(in thousands, except share data)

Accumulated

Common Additional Other Total
Common Stock Paid-In Deferred Retained ComprehensiveStockholders
Stock Shares Amount Capital Compensatior Earnings Income/(Loss) Equity

Balance at December 31, 20C 76,61191 $ 767 $71807 $ — $32181 $ (7,929  $386,46:
Net income 33,36¢ 33,36¢
Foreign currency translation
adjustmen

(net of $1,666 tax expens 4,997 4,997
Unrealized loss on securities available
for sale

(net of $0 tax benefi (14€) (14€)
Unrealized loss on derivative
instruments

(net of $1,107 tax benefi (3,320 (3,320

Total comprehensive incon 34,89
Issuance of common stock under
employee plans

including tax benefit 1,621,25! 16 22,26: 22,27¢
Issuance of common sto 36,07t 1,00( 1,00(
Dividends declare (5,187 (5,187
Balance at December 31, 2003 78,269,23 $ 78: $9507C $ —  $34999: $ (6,395  $439,45:

Net income 48,61( 48,61(



Foreign currency translation
adjustmen
(net of $1,013 tax expens 3,05( 3,05(
Unrealized loss on securities availak
for sale
(net of $0 tax benefi (417) (417
Unrealized gain on derivative
instruments
(net of $2,136 tax expens 6,407 6,401
Total comprehensive incon 57,65(
Issuance of common stock under
employee plans

including tax benefit 1,234,19! 12 19,88¢ 19,89
Repurchase and retirement of comn
stock (557,85() (6) (16,059 (16,069
Dividends declare (14,48¢) (14,48¢)
Balance at December 31, 2004 78,94558 $ 78¢ $98,897 % —  $384,11¢ $ 2,64¢ $486,44¢
Net income 61,51% 61,51%
Foreign currency translation
adjustmen

(net of $1,636 tax benefi (5,18)) (5,182
Unrealized gain on securities available
for sale

(net of $0 tax expens 50 50
Unrealized gain on derivative
instruments

(net of $253 tax expens 801 801

Total comprehensive incon 57,183
Net activity related to restricted sto
units 813,30! 8 18,08 (16,54 1,54¢

Issuance of common stock under
employee plans

including tax benefit 1,573,54 16 23,20¢ 23,22
Repurchase and retirement of comn
stock (2,056,34) (200 (49,439 (49,45))
Dividends declare (15,776 (15,776
Disqualified disposition 67t 67t
Balance at December 31, 20C 79,276,08 $ 793 $9143( $ (16,547 $429.85¢ $ (1,685  $503,85(

The accompanying notes are an integralgfahtese financial statements.

NATIONAL INSTRUMENTS CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1: Operations and summary of significant aaunting policies

National Instruments Corporation is a Dedesvcorporation. We engage in the design, developmenufacture and marketing of
instrumentation software and specialty computeg1dfucards and accessories that users combinendttstry standard computers, networks
and the Internet to create measurement and autmmtstems. We offer hundreds of products usedetate virtual instrumentation systems
for general, commercial, industrial and scient#ffiplications. Our products may be used in diffeegmiironments, and consequently, specific
application of our products is determined by thstemer and generally is not known to us. We apgradlomarkets with essentially the same
products, which are used in a variety of appligeitrom research and development to productiomteand industrial control. The following
industries and applications are served by us wadewadvanced research, automotive, commerciakpao®, computers and electronics,
continuous process manufacturing, education, gonent/defense, medical research/pharmaceutical, pemergy, semiconductors,
automated test equipment, telecommunications ametatThe financial statements have been preparaccordance with accounting
principles generally accepted in the United StafeSmerica.

Principles of consolidation

The consolidated financial statements ithelthe accounts of National Instruments Corporadinh its subsidiaries. All significa



intercompany accounts and transactions have baaimated.
Certain prior year amounts have been rsiflad to conform with the 2005 presentation.
Use of estimates

Judgments and estimates are required ipréparation of financial statements to conformhwidtS. generally accepted accounting
principles. The estimates and underlying assumstidfect the reported amounts of assets and liahilithe disclosure of contingencies at the
balance sheet date and the reported revenues padses for the period. Actual results could diffem those estimates.

Cash and cash equivalents
Cash and cash equivalents include casthigidly liquid investments with maturities of thremnths or less at the date of acquisition.
Short-term investments

Short-term investments consist of corpgrsitte and municipal securities with readily deieable fair market values and maturities in
excess of three months at the date of acquisitm@stments with maturities beyond one year argstfiad as short-term based on their highly
liquid nature and because such marketable securdf@esent the investment of cash that is avaifabolcurrent operations. Our investments
are classified as available-for-sale and accorgliag reported at fair value, with unrealized gaind losses reported as other comprehensive
income. Unrealized losses are charged against iacanen a decline in fair value is determined tother than temporary. The specific
identification method is used to determine the oéstecurities sold.

Inventories

Inventories are stated at the lower-of-acwsharket. Cost is determined using standard casgtich approximate the first-in first-out
(FIFO) method. Cost includes the acquisition cédgiunchased components, parts and subassembliesuimd freight costs, labor and
overhead. Market is replacement cost with resgedw materials and is net realizable value widpeet to work in process and finished
goods.

Inventory is shown net of adjustment focess and obsolete inventories of $6.0 million a&&@ $nillion at December 31, 2005 and 2C
respectively.

Property and equipment

Property and equipment are recorded at Begireciation is computed using the straight-tmethod over the estimated useful lives of
the assets, which range from twenty to forty ydéarduildings, three to seven years for purchasgerial use software and for equipment
which are each included in furniture and equipmeeasehold improvements are depreciated over theestof the life of the lease or the
asset.

Intangible assets

We capitalize costs related to the develprand acquisition of certain software producgtsadcordance with Statement of Financial
Accounting Standards (“SFAS”) 88ccounting for the Costs of Computer Software t&Blel, Leased or Otherwise Marketerhpitalization
of costs begins when technological feasibility haen established and ends when the product isabiaflor general release to customers.
Technological feasibility for our products is edistited when the product is available for beta ide@mortization is computed on an
individual product basis for those products avdddbr market and is recognized based on the prtlastimated economic life, generally
three years. Patents are amortized using the Btraig method over their estimated period of béngénerally seventeen years. At each
balance sheet date, the unamortized costs fantalgible assets are reviewed by management andeedo net realizable value when
necessary.

Goodwill

The excess purchase price over the fairevaf assets acquired is recorded as goodwillctomance with SFAS 148500dwill and
Other Intangible Assetgoodwill is tested for impairment on an annual $aand between annual tests if indicators of p@kimpairment
exist, using a fair-value-based approach.

Concentrations of credit risk

Financial instruments that potentially ®dbjus to concentrations of credit risk consistgipally of foreign currency forward and option
contracts, cash and cash equivalents, short-teresiments and trade accounts receivable. We hasggnificant concentrations of credit risk
at December 31, 200



Our counterparties in our foreign currefmyvard and option contracts are major financiatitntions. We do not anticipate
nonperformance by these counterparties. We maintsh and cash equivalents with various finanoititutions located in many countries
worldwide. Our short-term investments are diveesifamong and limited to high-quality securitieshwitgh credit ratings. Concentration of
credit risk with respect to trade accounts recdevablimited due to the large number of custonaerd their dispersion across many countries
and industries. The amount of sales to any indalidustomer did not exceed 3% of revenue for thimge presented. The largest trade
account receivable from any individual customddetember 31, 2005 was approximately $962,000.

Key supplier risk

Our manufacturing processes use large veduof high-quality components and subassembligsliedpby outside sources. Several of
those compenants are available through singlerored sources. Supply shortages of or quality @isl in connection with some of these
components could result in our having to procuoenfreplacement suppliers, which would cause sicanifi delays in fulfilment of orders al
likely result in additional costs. In order to mgeéahis risk, we maintain safety stock of someheke single sourced components and
subassemblies and perform regular assessmentppifess performance, grading key suppliers in caitareas such as quality and "on-time"
delivery.

Revenue recognition

We derive revenue primarily from the sadethsing of integrated hardware and software smhstiWe also sell application software
licenses which are sold separately as well as ¢imgutraining and post contract support serviddse products and services are generally
sold under standardized licensing and sales amaagis with payment terms ranging from net 30 daytké United States to net 30 days and
up to net 90 days in some international marketgqréximately 95% of product/license sales includthlimrdware and software in the
customer arrangement, with a small percentageles sacluding other services. We offer rights dfira and standard warranties for product
defects related to our products. The rights ofrretire generally for a period of up to 30 daysrafie delivery date. The standard warranties
cover periods ranging from 90 days to three ya&iith the exception of our former German systemegrdation subsidiary, which accounted
for less than 1.5% of our revenues in the year @mecember 31, 2004, we do not enter into contragfsiring product acceptance from the
customer. This subsidiary was sold in December 2004

Revenue is recognized when persuasive ee@&ef an arrangement exists, delivery has occutinedee is fixed or determinable, and
collectability is probable. We enter into certaimaagements where we are obligated to deliver plalfproducts and/or services (“multiple
elements”). In these transactions, we allocateadted revenue among the elements based on thematesof each element when sold
separately (“vendor-specific objective evidence”).

Sales revenue from product sales is generally rézed on the date the product is shipped, withréiggoof revenue recorded as defer
(unearned) due to applicable undelivered elemémtdelivered elements for our multiple-element agements with a customer are generally
restricted to post contract support and trainingj @sucation. The amount of revenue allocated teethundelivered elements is based on the
vendor-specific objective evidence of fair value ttiose undelivered elements. Deferred revenudaluadelivered elements is recognized
ratably on a straight-line basis over the serviegga or when the service is completed. Deferreémae at December 31, 2005 and 2004 was
$16.0 million and $11.5 million, respectively.

Provision for estimated sales returns isiénay reducing recorded revenue based on histaigarience. Management analyzes
historical returns, current economic trends, arahges in customer demand and acceptance of oungisogdthen evaluating the adequacy of
our allowance for sales returns. The accountsvabkt are net of allowance for sales returns o3 #illion and $1.3 million at December 31,
2005 and 2004, respectively. Similarly, managemaugt make estimates of the uncollectability of acrounts receivables. Management
specifically analyzes accounts receivable and aealyistorical bad debts, customer concentratmrstpmer credit-worthiness and current
economic trends when evaluating the adequacy oélbauwance for doubtful accounts. The accountsivatde are net of allowances for
doubtful accounts of $3.4 million and $2.2 milliahDecember 31, 2005 and 2004, respectively.

Warranty reserve

We offer a one-year limited warranty on twsrdware products, with a two or three-year wagran a subset of our hardware products,
which is included in the sales price of many of products. Provision is made for estimated futuagranty costs at the time of the sale
pursuant to SFAS Bccounting for Los€ontingencies, for the estimated costs that mapdeared under the basic limited warranty. Our
estimate is based on historical experience anduetazhles during this period.

The warranty reserve for the years endezeBer 31, 2005 and 2004, respectively, was asaisl{in thousands):

2005 2004
Balance at the beginning of the per $ 81t $ 71¢
Accruals for warranties issued during the pe 1,652 1,53¢
Settlements made (in cash or in kind) during thople (1,552 (1,439

Balance at the end of the peri $ 91t $ 81¢




Loss contingencies

We accrue for probable losses from contieges including legal defense costs, on an undigealibasis, in accordance with SFAS 5,
Accounting for Loss Contingenciawhen such costs are considered probable of betugried and are reasonably estimable. We periogicall
evaluate available information, both internal artémal, relative to such contingencies and adhistaccrual as necessary.

Advertising expense

We expense costs of advertising as incuiesertising expense for the years ended Dece®ibe2005, 2004 and 2003 was $42.5
million, $39.7 million and $35.0 million, respeatiy.

Foreign currency translation

The functional currency for our internatibsales operations is the applicable local cugrembe assets and liabilities of these operations
are translated at the rate of exchange in effethefalance sheet date; sales and expensesrmiated at average rates. The resulting gains
or losses from translation are included in a sépatamponent of other comprehensive income. Gaiddasses resulting from re-measuring
monetary asset and liability accounts that are ahémated in a currency other than a subsidiary'sfiemal currency are included in net
foreign exchange gain (loss) and are included trinroame.

Foreign currency hedging instruments

All of our derivative instruments are renapd on the balance sheet at their fair value cWeently use foreign currency forward and
purchased option contracts to hedge our exposuraterial foreign currency denominated receivablas forecasted foreign currency cash
flows.

On the date the derivative contract is mtténto, we designate the derivative as eithexdgh of the fair value of foreign currency
denominated receivables (“fair-value” hedge) oa&®dge of the variability of foreign currency célsiws to be received (“cash flowiedge)
Changes in the fair market value of a fair-valuddeeare recorded, along with the loss or gain err¢hmeasurement of foreign-currency-
denominated receivables, in current earnings. Giairgthe fair value of derivatives that are desigd and qualify as cash flow hedges ui
SFAS 133 and that are deemed to be highly effeatigaecorded in other comprehensive income. Taesrints are subsequently reclass
into earnings in the period during which the hettgasaction is realized. We do not enter into ddive contracts for speculative purposes.

We formally document all relationships beeén hedging instruments and hedged items, as selliarisk-management objective and
strategy for undertaking various hedge transactiohs process includes linking all derivativestthee designated as fair-value or cash flow
hedges to specific assets and liabilities on tharea sheet or to specific firm commitments or éasted transactions. We also formally
assess, both at the hedge’s inception and on aviranbasis, whether the hedging instruments areligffective in offsetting changes in
cash flows of hedged items.

We prospectively discontinue hedge accogrifi(1) it is determined that the derivative longer highly effective in offsetting chan¢
in the fair value of a hedged item (forecasteddaations); or (2) the derivative is de-designated hedge instrument, because it is unlikely
that a forecasted transaction will occur. When leealtcounting is discontinued, the derivative isl said the resulting gains and losses are
recognized immediately in earnings.

Income taxes

We account for income taxes under the aswtiability method as set forth in SFAS 18@counting for Income Taxe3eferred tax
assets and liabilities are recognized for the ebguetax consequences of temporary differences leetwhee tax bases of assets and liabilities
and their reported amounts. Valuation allowanceseatablished when necessary to reduce deferredbsats to amounts which are more
likely than not to be realized.

Earnings per share

On January 21, 2004, we declared a stoikesfected in the form of a dividend of one shafeeommon stock for each two shares of
common stock outstanding. The dividend was paiéf@hruary 20, 2004 to holders of record as of theecbf business on February 5, 2004.
All per share data and numbers of common sharesrendppropriate, have been retroactively adjustedftect the stock split.

Basic earnings per share (“EPS”) is compine dividing net income by the weighted averagmiber of common shares outstanding
during each period. Diluted EPS is computed bydiing net income by the weighted average numbeowifnecon shares and common share
equivalents outstanding (if dilutive) during eadripd. The number of common share equivalents, lwiniclude stock options, is computed
using the treasury stock method.

The reconciliation of the denominators uedalculate basic EPS and diluted EPS for thesyeaded December 31, 2005, 2004



2003, respectively, are as follows (in thousands):

Years Ended December 31

2005 2004 2003
Weighted average shares outstan-basic 78,55: 78,68( 77,43¢
Plus: Common share equivale
Stock option: 2,35¢ 3,41¢ 3,50¢
Weighted average shares outstan-diluted 80,91( 82,09¢ 80,94¢

Stock options to acquire 3,056,000, 2,523 .8nd 2,181,000 shares for the years ended Dec&hp2005, 2004 and 2003, respectively,
were excluded from the computations of diluted BB&ause the effect of including these stock optwmsld have been anti-dilutive.

Stock-based compensation plans

We have two active stock-based compensaleims and two inactive plans. The two active stoaked compensation plans are the 2005
Incentive Plan and the Employee Stock Purchase Plarfollow the disclosure-only provisions of SFAS3, Accounting for Stock-Based
Compensatioas amended by SFAS 148;counting for Stock-Based Compensation — Tramsditd Disclosure As allowed by SFAS 123,
we continue to apply the provisions of AccountingBiples Board Opinion ("APB") 25Accounting for Stock issued to Employees
related interpretations in accounting for such glaccordingly, compensation cost for stock optimnsieasured as the excess, if any, of the
guoted market price of our stock at the date ofjfamt over the amount an employee must pay toigcthe stock. No compensation cost has
been recognized in our financial statements foirthetive stock option plan and the stock purchdar. Compensation cost has been
recognized in our financial statements for the 2B@®&ntive Plan. If compensation cost for our inactl994 Incentive Stock Option Plan
(terminated in May 2005 except with respect to taumding awards previously granted thereunder) améctive Employee Stock Purchase
Plan were determined based on the fair value agrituet date for awards under those plans consigtigémthe method established by SFAS
123, our net income and earnings per share woydtbapnate the pro-forma amounts below (in thousaegsept per share data):

Years Ended December 31

2005 2004 2003

Net income, as reporte $ 61517 $ 48,61( $ 33,36¢
Stocl-based compensation included in reported net inc

net of related tax effec 95¢ — —
Total stocl-based compensation expense determined t

fair value method for all awards, net of rethtax effect: (13,999 (12,747 (22,290
Prc-forma net incomu $ 48,47¢ $ 3586¢ $ 21,07¢
Earnings per shar
Basic- as reporte: $ 0.7¢ $ 06z $ 0.42
Basic- prc-forma $ 0.6z $ 0.4 $ 0.27
Diluted - as reporte: $ 0.7¢ $ 0.5¢ $ 0.41
Diluted - pra-forma $ 0.6C $ 042 $ 0.2¢€

Comprehensive income

Our comprehensive income is comprised bfm@me, foreign currency translation and unrealigains and losses on forward and
option contracts and securities available for Satemprehensive income for 2005, 2004 and 2003 wa@<2%nillion, $57.7 million and $34.9
million, respectively.

Recently issued accounting pronouncements

In November 2004, the Financial Account8tgndards Board (“FASB”) issued SFAS 1Biventory Costs, an amendment of ARB 43,
Chapter 4.The standard requires that abnormal amounts ot&lbacity and spoilage costs should be excluded fne cost of inventory and
expensed when incurred. The provision is effediivdiscal periods beginning after June 15, 200% &% not expect the adoption of this
standard to have a material effect on our finarmigltion, results of operations or cash flows.

In December 2004, the FASB released il fiavised standard, SFAS 123Fhare-Based Paymei8FAS 123R eliminates the ability to
account for share-based compensation transactging the intrinsic value method under APB 25, aaedagally would require instead that
such transactions be accounted for using a fairerbhsed method. SFAS 123R requires that a puttity eneasure the cost of equity based
service awards based on the grant-date fair vdltleecaward. That cost will be recognized overgkdod during which an employee is
required to provide service in exchange for therdvea the vesting period. No compensation costi®gnized for equity instruments for
which employees do not render the requisite serideption of SFAS 123R is required for us begimgnim our fiscal quarter ending Mar:



31, 2006. We have evaluated the impact of SFAS 1#8Rit will have a material adverse effect on @sults of operations.

In March 2005, the FASB issued FASB Intetation No. 47Accounting for Conditional Asset Retirement Obligras (FIN 47). FIN 47
clarifies that an entity must record a liability fo “conditional” asset retirement obligation i&tfair value of the obligation can be reasonably
estimated. The provision is effective for fiscaby®ending after December 15, 2005. The adoptidhi®ktandard did not have a material
effect on our financial position, results of opéras or cash flows.

In December 2004, the FASB issued FASBf$tasition 109-2Accounting and Disclosure Guidance for the Foreigarnings
Repatriation Provision within the American Jobs &fen Act of 200«(FSP 109-2). The American Jobs Creation Act intoedua special one-
time dividends received deduction on the repatmatif certain foreign earnings to a U.S. taxpajRapatriation Provision), provided certain
criteria are met. FSP 109-2 provides accountingdislosure guidance for the Repatriation Provisile have completed our analysis of the
impact of the Repatriation Provision and did ngiateiate earnings under this provision.

Note 2: Short-term investments

Short-term investments at December 31, 20152004, consisting of corporate, state and npalisecurities, were acquired at an
aggregate cost of $119.8 million and $150.4 milli@spectively. The contractual maturities of theseurities, which are classified as
available-for-sale and carried at fair value, aréallows (in thousands):

December 31

2005 2004
Less than 90 day $ 61,85¢ $ 44,93:
90 days to one ye:i 42,22: 53,55!
One year through two yea 11,871 43,53¢
Two years or mor: 3,892 8,37
$ 119,84t % 150,39:

Note 3: Inventories
Inventories, net consist of the following thousands):

December 31,

2005 2004
Raw material $ 28,497 % 23,817
Work-in-process 4,63¢ 2,32(
Finished good 29,69¢ 27,90¢
$ 62,82° $ 54,04:

Note 4: Property and equipment
Property and equipment consist of the foilg (in thousands):

December 31

2005 2004
Land $ 7,088 % 5,86¢
Buildings 124,42¢ 126,87¢
Furniture and equipme 91,07 138,89:
222,58t 271,64(
Accumulated depreciatic (78,256 (121,85)
$ 144,33( % 149,78

Depreciation expense for the years endatber 31, 2005, 2004 and 2003, was $17.8 mil$aid,3 million and $18.5 million,
respectively.

Note 5: Intangibles



Intangibles at December 31, 2005 and 2084s follows:

2005 2004
Gross  Accumulated Net Gross Accumulated Net
Carrying Carrying Carrying Carrying
Amount Amortization Amount Amount Amortization Amount
Capitalized software development cc $ 50,200 $(32,65) $ 17,55( $ 36,82 $(25499 $ 11,32
Acquired technolog 20,257 (6,29¢) 13,96! 6,46¢€ (4,455 2,011
Patents 11,647 (2,445 9,20z 8,57¢ (1,960 6,61°F
Other 4,82¢ (2,939 2,88¢ 1,93: (1,057 87¢€

$ 86,93 $(43,329 $ 43,60: $ 53,79° $(32,97) $ 20,82

Software development costs capitalizedrdu®005, 2004 and 2003 were $13.4 million, $5.0ioniland $9.7 million, respectively, and
related amortization was $7.2 million, $6.6 milliand $4.9 million, respectively.

Amortization of capitalized software devaiwent costs is computed on an individual produsidir those products available for ma
and is recognized based on the product’s estimetedomic life, generally three years. Patents erertized using the straight-line method
over their estimated period of benefit, generadlyenteen years. Total intangible assets amortizatipense were $10.7 million, $8.3 million
and $6.2 million for the years ended December 80522004 and 2003, respectively.

Capitalized software development costsuied technology, patents and other have weightedage useful lives of 2.4, 4.9, 11.8 and
4.9, respectively, as of the end of December 3052The estimated future amortization expensea@ltt intangible assets as of December
31, 2005 is as follows:

Amount
(in
thousands)
2006 $ 13,30(
2007 9,81¢
2008 7,75¢
2009 3,19¢
2010 2,441
Thereaftel 7,09(
$ 43,60

We established a valuation reserve in Z00the estimated total impairment of our $2.5 ol cost-method investment in a start-up
company. This impairment was based on our lackpéeted recovery of our investment based on thiegpacompany's lack of profitability.

Note 6: Goodwill

The carrying amount of goodwill for 2004da2005 are as follows:

Amount

(in thousands)
Balance as of December 31, 2( $ 11,89:
Acquisitions/purchase accounting adjustme 1,46:
Divestitures —
Balance as of December 31, 2( 13,35¢
Acquisitions/purchase accounting adjustme 39,17%
Divestitures —
Balance as of December 31, 2( $ 52,53:¢

The excess purchase price over the fairevaf assets acquired is recorded as goodwillctomance with SFAS 148500dwill and
Other Intangible Assetsgoodwill is tested for impairment on an annuaibaand between annual tests if indicators ofm@kimpairment
exist, using a fair-value-based approach. No inmpaiit of goodwill has been identified during anythef periods presented.

Note 7: Income taxes



The components of income before incomedaxe as follows (in thousands):

Years Ended December 31

2005 2004 2003
Domestic $ 4046( $ 37,78 $ 35,71%
Foreign 40,22( 27,02} 8,77¢

$ 80,68 $ 64,81 $ 44,49

The provision for income taxes chargedgerations is as follows (in thousands):

Years Ended December 31

2005 2004 2003
Current tax expens:
U.S. feders $ 11,02: $ 10,59« $ 8,43¢
State 1,02¢ 1,10¢ 477
Foreigr 3,72t 3,30( 69¢
Total currer 15,77¢ 15,00( 9,60¢
Deferred tax expense (benef
U.S. feders 2,39¢ 1,041 1,02¢
State (102 121 39
Foreigr 1,09z 41 452
Total deferre 3,381 1,20z 1,51¢
Total provisiol $ 19,16 $ 16,20 $ 11,12¢

Deferred tax liabilities (assets) at Decentkil, 2005 and 2004 as follows (in thousands):

December 31

2005 2004

Capitalized softwar $ 628 $ 4171
Unrealized gain on derivative instrume 86 —
Depreciation and amortizatic 8,59¢ 9,741
Unrealized exchange ga 1,23¢ 50
Accrued rent expenst — 25€
Undistributed earnings of foreign subsidiai 4,41(C 2,187

Gross deferred tax liabilitie 20,62( 16,40¢
Operating loss carryforwart (22,677) (15,557
Intangibles (71,12% (93,995
Vacation and other accruz (2,946 (2,646
Inventory valuation and warranty provisic (9,049 (6,187
Doubtful accounts and sales provisic (1,545 (1,135
Intercompany profi (2,442 (2,847)
Accrued rent expensi a7 —
Accrued legal expens: (12 (1,139
Unrealized loss on derivative instrume — (34€)
10% minority stock investmel (911 (947)
Stocl-based compensatic (569 —
Other (629) (772)

Gross deferred tax ass (111,909 (125,567
Valuation allowanct 91,53¢ 106,18

Net deferred tax liability (asse $ 24¢  $ (2,970

A reconciliation of income taxes at the Ifeleral statutory income tax rate to the effectax rate follows



Years Ended December 31
2005 2004 2003

U.S. federal statutory tax ra 35% 35% 35%
Foreign sales corporation/ETI bene (2 3 (4)
Domestic production activitie Q) — —
Foreign taxes more (less) than federal statutdgy (7) (6) (4)
Change in valuation allowan: (@) — —
Research and development tax cr (@D} (@)} (@D}
Tax exempt interes (1) @ 2
State income taxes, net of federal tax bel 1 1 1
Other 1 — —
Effective tax rate 24% 25% 25%

As of December 31, 2005, eighteen of obis&liaries have available, for income tax purpoiesjgn net operating loss carryforwards
of an aggregate of approximately $142.5 millionwbiich $7.5 million expire during the years 20082845 and $135.0 million of which may
be carried forward indefinitely. Our tax valuatialiowance relates to the realizability of certairtrese foreign net operating loss
carryforwards and benefits of tax deductible godidwiexcess of book goodwiill.

We maintain a manufacturing facility in Hyamy. As a result of certain foreign investmeneintives available under Hungarian law, the
profit from our Hungarian operation is currentlyeexpt from income tax. Based on our capital investnireHungary and current exemption
limits which apply to this and any capital investriteemade through December 31, 2005, we currenfig@xhis special tax status will
terminate on or before December 31, 2007. The gatgeax benefit of the exemption was $3.4 milkmad $3.1 million for the years ended
December 31, 2005 and 2004, respectively.

In 2003, we restructured the organizatibouwr manufacturing operation in Hungary. The taxuictible goodwill in excess of book
goodwill created by this restructuring resulteadur being required to record a gross deferred saeteof $91.0 million. The amortization of
this excess tax deductible goodwill resulted ir28.$ million and $11.3 million deferred tax asswtthe associated net operating loss for the
year ended December 31, 2005 and 2004, respectivelygf December 31, 2005 and 2004, the gross efeax asset related to the exc
tax goodwill was $71.1 million and $94.0 milliorspectively, and the gross deferred tax asseecktatthe net operating loss was $20.1
million and $11.3 million, respectively. Because a@eenot expect to have significant taxable incomt#he relevant jurisdiction in future
periods to realize the benefit of these deferredhtsets, a valuation allowance for the entire arhotithese deferred tax assets has been
established.

We have not provided for U.S. federal ineoamd foreign withholding taxes on approximatel®.$/million of certain non-U.S.
subsidiariesundistributed earnings as of December 31, 2005sd karnings would become subject to taxes of appatgly $24.3 million, it
they were actually or deemed to be remitted tq#rent company as dividends or if we should sellsteck in these subsidiaries. We
currently intend to reinvest indefinitely these istdbuted earnings.

Note 8: Stockholders’ equity
Stock repurchases and retirements

In 1998, our Board of Directors approvee thpurchase and retirement of shares of commahk giaeduce the dilutive effect of our
stock plans. Pursuant to the 1998 repurchase progeahave repurchased and retired a total of 17282shares for approximately $23.1
million. In 2002, our Board of Directors approvedew repurchase and retirement plan, which repléwed 998 plan. Under the plan
approved in 2002, we have authorization to repuehgp to 4,700,000 shares of National InstrumeantksThis plan has no expiration date.
Pursuant to our repurchase program, we have repsednand retired a total of 2,614,196 shares foroxpmately $65.5 million.

Stock option plans

Our stockholders approved the 1994 Incerffitock Option Plan on May 9, 1994. At the timeoproval, 9,112,500 shares of our
common stock were reserved for issuance undeplais In 1997, an additional 7,087,500 shares ofcommon stock were reserved for
issuance under this plan, and an additional 750s6@@es were reserved for issuance under this ggasnended, in 2004. The 1994 Plan
terminated in May 2005, except with respect to tamding awards previously granted thereunder. Awardier the plan were incentive stock
options within the meaning of Section 422 of theitnal Revenue Code or nonqualified options. Tktrio purchase shares vests over a five
to ten-year period, beginning on the date of gr&tdck options must be exercised within ten yeams fdate of grant. Stock options were
issued at the market price at the grant date.

Transactions under all stock option plaressummarized as follows:

Number of Weighted
shares under average
option exercise price




Outstanding at December 31, 2( 10,488,00 $ 17.1¢

Exercise( (1,121,79) 10.2¢
Canceles (315,00) 23.5¢
Grantec 675,20 22.1¢F
Outstanding at December 31, 2( 9,726,41 $ 18.07
Exercise( (882,539 9.6(
Canceles (325,91) 27.6¢
Grantec 1,262,59 29.71
Outstanding at December 31, 2( 9,780,56! $ 20.0Z
Exercise( (1,188,61) 10.72
Canceles (358,44) 29.4¢
Grantec 244.72! 24.2¢
Outstanding at December 31, 2( 8,478,23. $ 21.0%
Options exercisable at December
2003 6,278,29 $ 153t
2004 6,353,23 17.2¢
200% 5,946,13' 19.1¢(

Number of Weighted
shares under average fair

options value
Weighted average, grant date fair value of optgnasited during
2003 675,20’ $ 12.07
2004 1,262,59! 16.7:
2005 244 72" 12.8¢
December 31, 200!
Options Outstanding Options Exercisable
Weighted
average
Number Weighted remaining Number Weighted
outstanding as  average contractual exercisable as average
Exercise price of 12/31/2005 exercise price life of 12/31/2005 exercise price
$5.93-$9.37 301,80 $ 6.47 — 299,56: $ 6.47
9.63- 15.22 1,728,05; $ 10.7¢ 3 1,656,60; $ 10.7¢
15.31- 20.83 1,647,221, $ 16.7¢ 6 1,315,91. $ 16.0¢
21.04- 28.39 2,212,117 $ 22.52 6 1,276,54! $ 22.2¢
28.79- 34.38 2,588,99i $ 31.0¢ 8 1,397,51 $ 31.6¢
8,478,23: $ 21.0¢ 4.55 5,946,13' $ 19.1(

The fair value of each option grant isrestied on the date of grant using the Black-Schab¢ien-pricing model with the following
weighted-average assumptions:

2005 2004 2003

Dividend expense vyiel 0.2% 0.2% 0.1%
5L 5.5
Expected life year: years 5year
Expected volatility 43.3% 53.2% 55.8%
Risk-free interest rat 4.0% 2.7% 2.7%

Restricted stock plan

Our stockholders approved the 2005 Incerféilan on May 10, 2005. At the time of approvat0B,000 shares of our common stock
were reserved for issuance under this plan, asasalhe number of shares which had been reseruedpbissued under the 1994 Plan (our
incentive stock option plan which terminated in M205), and any shares that returned to the 1994 &4 a result of termination of options
or repurchase of shares issued under such plar2d0tePlan, administered by the Compensation Caoreendf the Board of Directors,
provides for granting of incentive awards in theriaf restricted stock and restricted stock uritditectors, executive officers and employ
of the Company and its subsidiaries. Awards vest avthree, five or ten-year period, beginninglmndate of grant. Vesting may accelerate
based on Company performance. Shares availab@gdat at December 31, 2005 were 4,277,



Transactions under the restricted stock pt® summarized as follows:

RSUs
Weighted
Number of Average
RSUs Grant Price

Balance at January 1, 20 0 0
Grantec 813,30! 22.2¢
Vested/exercise 0 0
Cancelet (15,000 22.1z

Balance at December 31, 2C 798,30! 22.2¢

Employee stock purchase plan

Our employee stock purchase plan permhstantially all domestic employees and employeatesfgnated subsidiaries to acquire our
common stock at a purchase price of 85% of the l@f/the market price at the beginning or the ehtthe participation period. On December
21, 2005, our Compensation Committee amended tedseo be quarterly beginning on November 1, Baby 1, May 1 and August 1 of
each year. The initial period commences in Apr2@06 and ends on July 31, 2006. Employees magls up to 15% of their
compensation for the purchase of common stock. Camstock reserved for future employee purchaseseggted 1,362,850 shares at
December 31, 2005. Shares issued under this plem465,932 in 2005. The weighted average fair vafube employeegurchase rights, ¢
shown below was estimated using the Black-Scholedetrwith the following assumptions:

2005 2004 2003

Dividend expense vyiel 0.2% 0.2% 0.1%

6 6 6
Expected life month«  months  month:
Expected volatility 29% 35% 33%
Risk-free interest rat 3.2% 1.0% 1.1%

Weighted average, grant date fair valupwthase rights granted under the Employee StoathBse Plan:

Weighted
Number of average fair
shares value
2003 389,86: $ 5.9¢
2004 380,21: 7.77
2005 467,93: 6.0¢

Authorized Preferred Stock and Preferred StogicRase Rights Plan

We have 5,000,000 authorized shares omed stock. On January 21, 2004, our Board ofdbirs designated 750,000 of these shares
as Series A Participating Preferred Stock in cortjon with its adoption of a Preferred Stock Rightgreement (the “Rights Agreemengihd
declaration of a dividend of one preferred shamelpase right (a “Right”) for each share of commtotk outstanding held as of May 10,
2004 or issued thereafter. Each Right will eniideholder to purchase one one-thousandth of segffddational Instruments’ Series A
Participating Preferred Stock at an exercise mfcg200, subject to adjustment, under certain anrstances. The Rights Agreement was not
adopted in response to any effort to acquire coofrblational Instruments.

The Rights only become exercisable in aetteited circumstances following the tenth dayjeafa person or group announces
acquisitions of or tender offers for 20% or moreof common stock. In addition, if an acquirer gabto certain exclusions for certain
current stockholders of National Instruments, acdiéiring Person”) obtains 20% or more of our comrstmtk, then each Right (other than
the Rights owned by an Acquiring Person or itdiatés) will entitle the holder to purchase, foe #axercise price, shares of our common s
having a value equal to two times the exercisesptilder certain circumstances, our Board of Dinecinay redeem the Rights, in whole,
not in part, at a purchase price of $0.01 per Righé Rights have no voting privileges and arechtd to and automatically traded with our
common stock until the occurrence of specifiedgigevents. The Rights will expire on the earlieMay 10, 2014 or the exchange or
redemption of the Rights.

Note 9: Employee retirement plan

We have a defined contribution retiremdahgpursuant to Section 401(k) of the Internal ReseCode. Substantially all domestic
employees with at least thirty days of continuceivise are eligible to participate and may contigbwp to 15% of their compensation. The
Board of Directors has elected to make matchingrifrions equal to 50% of employee contributionkjch may be applied to a maximum
of 6% of each participant’'s compensation. Employeeseligible for our matching contributions aftere year of continuous service.
Company contributions vest immediately. Our polieghibits participants from direct investment irags of our common stock within t



plan. Company contributions charged to expense $21@ million, $2.4 million and $2.0 million in 2602004 and 2003, respectively.
Note 10: Financial instruments
Fair value of financial instruments

The estimated fair value amounts discldsldw have been determined using available manfetmation and valuation methodologies
described below. For certain of our financial instents, including cash and cash equivalents, atsoeceivable, accounts payable and
accrued liabilities, the carrying amount approxiesaiair value due to the shaerm maturity of these instruments. The estimatédvilues o
the other assets (liabilities) of our remainingafigial instruments at December 31, 2005 and 20®4sfollows (in thousands):

December 31

2005 2004
Carrying Carrying
Amount Fair Value Amount Fair Value
Shor-term investment $119,84¢ $119,84t¢ $150,39: $150,39:
Other assets/liabilities
Forward contract 523 523 (2,940 (2,940

The fair values of shoterm investments and foreign currency forward amtsy were estimated based upon quotes from brakeysthe
applicable balance sheet date.

Note 11: Derivative instruments and hedging actities

We have operations in 40 countries. Apprately 52% of our revenues are generated outse@miericas. Our activities expose us to a
variety of market risks, including the effects bhoges in foreign-currency exchange rates andesiteates. These financial risks are
monitored and managed by us as an integral padiobverall risk management program.

We maintain a foreign-currency risk managetistrategy that uses derivative instruments iareurrency forward and purchased
options contracts) to protect our earnings and #lasts from fluctuations caused by the volatilityéurrency exchange rates. Movements in
foreign-currency exchange rates pose a risk to our opastind competitive position, since exchange raaag@bs may affect our profitabili
and cash flow, and business or pricing stratediesionon-U.S. based competitors.

Foreign currency fair value and cash flow hedges

The vast majority of our foreign sales demominated in the customers’ local currency. Wielpase foreign currency forward and
purchased options contracts as hedges of forecaateslthat are denominated in foreign currengidsaa hedges of foreign currency
denominated receivables. These contracts are dritdgpeto protect against the risk that the evelndo#ar-net-cash inflows resulting from
such sales or firm commitments will be adversefg@éd by changes in exchange rates.

We held forward contracts with notional amts totaling $24.1 million and $31.3 million atd&enber 31, 2005 and 2004, respectively,
that were designated as foreign currency fair vakdges of our foreign denominated receivables.fainealue of these contracts, which are
for 90-day periods, is a receivable of $278,000 alidbility of $2.6 million at December 31, 2008082004, respectively. We recorded net
gains of $2.2 million, and net losses of $2.6 milland $4.6 million for fair value hedges for treays ended December 31, 2005, 2004 and
2003, respectively, which was recorded in “Fordigrchange Gain (Loss).” We hedge up to 90% of otstanding foreign denominated
receivables.

We held forward contracts with a notion@lcaint of $7.1 million and $10.2 million at DecemiBdr, 2005 and 2004, respectively, that
were designated as foreign currency cash flow hedgated to our anticipated sales transactions.fdin value of these contracts, which are
for terms up to twelve months, is a receivable %000 and a liability of $309,000 at December2)5 and 2004, respectively, and a net
unrealized deferred gain of $245,000 and a netalizesl deferred loss of $309,000 at December 305 2Mid 2004, respectively, was
recorded in “Accumulated Other Comprehensive IncdMée hedge up to 100% of anticipated foreign curredeyyominated cash inflows f
up to 40 months. We recorded net gains of $105z0@0net losses of $5.8 million and $6.9 million éash flow hedges for the year ended
December 31, 2005, 2004 and 2003, respectivelyciwiias included in “Net Sales.”

As of December 31, 2005, $245,000 of defkgains on cash flow hedges recorded in “Accuradi&ther Comprehensive Income” are
expected to be reclassified to earnings duringnthe twelve months. The actual foreign sales exgubtt occur over the next twelve months
will necessitate the reclassifying to earningshefse derivative losses.

Hedge effectiveness of a foreign currenatjom contract designated as a cash flow hedges@sored by comparing the hedging
instrument’s cumulative change in fair value framoéption to maturity to the forecasted transactideirminal value. No amounts were
excluded from the assessment of hedge effectivdoesise years ended December 31, 2005 and -



Note 12: Segment information

In accordance with SFAS 13lisclosures about Segments of an Enterprise anat&eInformationwe determine operating segments
using the management approach. The managementappitesignates the internal organization thates loy management for making
operating decisions and assessing performance adthice of our operating segments. It also regydiisclosures about products and serv
geographic areas and major customers.

While we sell our products to many diffarerarkets, management has chosen to organize @&ty by geographic areas, and as a
result has determined that we have one operatygeat. Substantially all of the interest incomegréeiation and amortization is recorded in
the Americas. Net sales, operating income and iiigie assets, classified by the major geographéas in which we operate, are as follows
(in thousands):

Years Ended December 31

2005 2004 2003
Net sales:
Americas:
Unaffiliated customer sal $ 27552: $ 243,65 $ 200,21(
Geographic transfe 87,07: 84,52( 63,48:
362,59¢ 328,17: 263,69
Europe:
Unaffiliated customer sal 171,49¢ 164,89! 137,76:
Geographic transfe 125,65( 99,95¢ 50,30:
297,14¢ 264,85 188,06:
Asia Pacific:
Unaffiliated customer sali 124,81¢ 105,54: 87,92:
Eliminations (212,729 (184,479 (113,789

$ 571,84. $ 514,08t $ 425,89

Years Ended December 31

2005 2004 2003
Operating income:
Americas $ 63267 $ 5347. $ 31,64¢
Europe 61,79( 55,70¢ 44,42¢
Asia Pacific 40,99¢ 38,21: 35,16¢
Unallocated:
Research and development exper (87,84) (84,697 (70,896

$ 7821 $ 62,69 $ 40,34¢

December 31

2005 2004
Identifiable assets:
Americas $ 459,39. $ 454,79:
Europe 73,291 80,57¢
Asia Pacific 75,64¢ 46,72¢

$ 608,33t $ 582,09

Total sales outside the United States @52 2004 and 2003 were $323.9 million, $293.3iariland $244.9 million, respectively.

Note 13: Commitments, contingencies and leases

We have commitments under neamcelable operating leases primarily for officglfaes and equipment. Certain leases requireoysat
property taxes, insurance and routine maintenarmkjnclude escalation clauses. Future minimuneleayments as of December 31, 2(



for each of the next five years are as followsliimusands):

2006 $ 6,06¢
2007 3,49t
2008 2,29
2009 1,58¢
2010 88C
Thereaftel 172

$ 14,49¢

Rent expense under operating leases wasxpately $7.8 million, $6.5 million and $6.3 nidh for the years ended December 31,
2005, 2004 and 2003, respectively.

As of December 31, 2005, we have non-cadelpurchase commitments with various supplierustomized inventory and inventory
components totaling approximately $5.6 million othez next twelve months.

As of December 31, 2005, we have outstandirarantees for payment of foreign operating leasgstoms and foreign grants totaling
approximately $2.9 million.

Note 14: Litigation

We filed a patent infringement action onukry 25, 2001 in the U.S. District Court, Easterstrict of Texas (Marshall Division)
claiming that The MathWorks, Inc. (“MathWorks”) niriged certain of our U.S. patents. On January2803, a jury found infringement by
MathWorks of three of the patents involved and aledrus specified damages. On June 23, 2003, thecDBourt entered final judgment in
favor of us and entered an injunction against Math®" sale of its Simulink and related products atayed the injunction pending appeal.
Upon appeal, the judgment and the injunction wéfieraed by the U.S. Court of Appeals for the Fed&mcuit (September 3, 2004).
Subsequently the stay of injunction was lifted ly District Court. In November 2004, the final juggnt amount of $7.4 million which had
been held in escrow pending appeal was releasesl to

An action was filed by MathWorks againstomsSeptember 22, 2004, in the U.S. District Cdtiaistern District of Texas (Marshall
Division), claiming that on that day MathWorks hateased modified versions of its Simulink andteddgproducts, and seeking a declaratory
judgment that the modified products do not infriige three patents adjudged infringed in the Qis@iour’s decision of June 23, 2003, (and
affirmed by the Court of Appeals on September 84300n November 2, 2004, MathWorks served the daimipon us. We filed an answer
to MathWorks’ declaratory judgment complaint, dergyMathWorks’ claims of non-infringement and allegiour own affirmative defenses.
On January 5, 2005, the Court denied a contempbmbyy us to enjoin the modified Simulink produatgder the injunction in effect from tl
first case. On January 7, 2005, we amended ourarswnclude counterclaims that MathWorksodified products are infringing three of «
patents, and requested unspecified damages anguantion. MathWorks filed its reply to our countkims on February 7, 2005, denying
counterclaims and alleging affirmative defensesMamch 2, 2005, we filed a notice of appeal regagdhe Court’s denial of the contempt
motion. On March 15, 2005, the Court stayed Math&odeclaratory judgment action, pending a decisinrthe appeal by the Court of
Appeals for the Federal Circuit. The case scheldageyet to be set in this action. On February 962€he Court of Appeals for the Federal
Circuit affirmed the District Court’s January 200&ler. During the fourth quarter of 2004, we acdrfié million related to our probable loss
from this contingency, which consists entirely ofieipated patent defense costs that are probdlileing incurred. We charged
approximately $19,000 against this accrual durirgfourth quarter of 2005. We have charged a t#téB44,000 against this accrual through
December 31, 2005.

NOTE 15: Acquisitions

On January 31, 2005, we acquired all ofctimamon stock of Toronto, Canada-based ElectraMagkbench, a supplier of electronics
design automation software. The acquisition wasaeted for as a purchase. The purchase price afdtpeisition, subject to adjustment as
provided for in the purchase agreement, was $18libmin cash. We funded the purchase price froasting cash balances. Our consolidi
financial statements include the operating redudts the date of acquisition. Pro-forma result®pérations have not been presented because
the effects of those operations were not matdrnialccordance with SFAS 14Rusiness Combinationghe total purchase consideration has
been allocated to the assets acquired and liasiléssumed, including identifiable intangible asdmsed on their respective estimated fair
values at the date of acquisition. The purchasemnd resulting allocation to the underlying asaetjuired, net of deferred income taxes,
were as follows (in thousands):

Goodwiill $ 8,16¢
Acquired Core Technolog 2,917
Intangible Asset 521
Trade Accounts Receivak 1,27
Other Net Tangible Liabilitie (749

Total Assets Acquire $ 12,13t




On April 29, 2005, we acquired the opemgtissets of Measurement Computing Corporation (M@@)ovider of low-cost data
acquisition products. The acquisition was accoufiteds a purchase. We acquired the operatingsasé®8CC, which included the legal
positions of MCC and SoftWIRE in litigation against. As a result of the asset acquisition, a penidigal action was dismissed with
prejudice and we eliminated our remaining $1.9iomllaccrual for patent defense costs related to MCf@ gain that resulted from the
elimination of the accrual was recorded in genanal administrative expenses in the quarter endeel 30, 2005. The purchase price of the
acquisition, subject to adjustment as providedridhe purchase agreement, was $33.2 million ih.cé& funded the purchase price from
existing cash balances. Our consolidated finastéements include the operating results from #te df acquisition. Pro-forma results of
operations have not been presented because tlotsadfehose operations were not material. In ataoce with SFAS 141, the total purchase
consideration has been allocated to the assetsradgnd liabilities assumed, including identifialalssets, based on their respective estimate
fair values at the date of acquisition. Analysipmarting the purchase price allocation includeslaation of assets and liabilities as of the
closing date, including a third party valuationifangible items and a detailed review of the opgiialance sheet to determine adjustments
required to recognize assets and liabilities atfaiue. The purchase price and resulting allocatiothe underlying assets acquired, net of
deferred income taxes, were as follows (in thousand

Goodwill $ 22,92¢
Acquired Core Technolog 5,50(
Intangible Asset 2,32
Trade Accounts Receivak 1,44:
Inventories 1,47¢
Other Net Tangible Liabilitie (51€)
Total Assets Acquire $ 33,15

In accordance with FASB Interpretation Applicability of FASB Statement 2 to Business Cdnitions Accounted for by the Purchase
Method”, the $200,000 of in-process research aréldpment acquired was writteif at the date of acquisition and was recordectgearcl
and development expenses.

On October 17, 2005, we acquired the opeyatssets of I0tech, Inc., a provider of PC-baksd acquisition and instrumentation
products. The acquisition was accounted for agrehaise. The purchase price of the acquisition estiltp adjustment as provided for in the
purchase agreement, was $17.6 million in cash. Wded the purchase price from existing cash batar@er consolidated financial
statements include the operating results from #te df acquisition. Pro-forma results of operatibage not been presented because the
effects of those operations were not materialcboedance with SFAS 141, the total purchase cordide has been allocated to the assets
acquired and liabilities assumed, including idealtife assets, based on their respective estimaiedalues at the date of acquisition. The
purchase price and resulting allocation to the dyihg assets acquired, net of deferred incomegawxere as follows (in thousands):

Goodwiill $ 8,99%
Acquired Core Technolog 4,20¢
Intangible Asset 542
Trade Accounts Receivak 1,621
Inventories 2,697
Other Net Tangible Liabilitie (459
Total Assets Acquire $ 17,60t

Goodwill is deductible for tax purposes.c@will is not amortized but is reviewed periodigdibr impairment. Acquired core technology
and intangible assets are amortized over theiubBeés, which range from three to eight years.dktization expense for intangible assets
acquired was approximately $2.0 million for 200bwhich approximately $1.7 million was recordeccwst of sales and approximately
$309,000 was recorded in operating expenses. Timeated amortization expense of intangible assaisieged for the current fiscal year and
in future years will be recorded in the consolidateatements of income as follows (in thousands):

Acquisition related

costs and
Fiscal Year Cost of Sales amortization, net Total
2006 $ 2,68¢ $ 45C $ 3,13¢
2007 2,68¢ 45C 3,13¢
2008 2,532 412 2,94
2009 2,25¢ 33¢ 2,597
2010 1,72t 177 1,902
Thereafte 1,16¢ 271 1,437
Total $ 13,06( $ 2,09¢ $ 15,15¢

Note 16: Related party transactions



During 2002, we contributed approximateBy@million to the National Instruments Foundatiar§01(c)(3) charitable foundation
established in 2002 for the purpose of continuesnation of scientific and engineering research eghacation at higher education institutic
worldwide. This contribution was recorded as gelnand administrative expense in 2002. Two of the fiirectors of the National
Instruments Foundation are current officers of dladi Instruments.

Note 17: Quarterly results (unaudited)

The following quarterly results have beenived from unaudited consolidated financial staeta that, in the opinion of management,
reflect all adjustments (consisting only of normedurring adjustments) necessary for a fair presiemt of such quarterly information. The
operating results for any quarter are not necdgsadicative of the results to be expected for &unyre period. The unaudited quarterly
financial data for each of the eight quarters mtihio years ended December 31, 2005 are as follovlsousands, except per share data):

Three Months Ended
Mar. 31, Jun. 30, Sep. 30, Dec. 31,

2005 2005 2005 2005
Net sales $ 129,74( $ 140,820 $ 141,61¢ $ 159,66:
Gross profit 97,37¢ 104,10¢ 103,72! 117,32:
Operating incom:i 14,18: 19,09: 18,34: 26,59
Net income 11,13¢ 15,02« 14,39¢ 20,95¢
Basic earnings per she $ 014 $ 0.1¢ $ 0.1t $ 0.27
Weighted average shares outstan-basic 79,17t 78,30: 78,15¢ 78,50¢
Diluted earnings per sha $ 014 $ 0.1¢ $ 0.1t $ 0.2€
Weighted average shares outstan-diluted 81,92/ 80,19( 80,57¢ 80,82
Dividends declared per she $ 0.0t $ 0.0t $ 0.0t $ 0.0t

Three Months Ended
Mar. 31, Jun. 30, Sep. 30, Dec. 31,

2004 2004 2004 2004
Net sales $ 124,63t $ 127,127 $ 125,34 $ 136,97
Gross profit 93,06¢ 93,80: 91,10! 100,64
Operating incom 16,34¢ 15,00¢ 10,03 21,30¢
Net income 12,82 11,36( 7,937 16,48¢
Basic earnings per she $ 0.1€ $ 0.1t $ 0.1C $ 0.21
Weighted average shares outstan-basic 77,96¢ 78,28 78,67 78,82
Diluted earnings per sha $ 0.1€ $ 014 $ 0.1C $ 0.2C
Weighted average shares outstan-diluted 81,90t 81,99 81,74¢ 81,80:
Dividends declared per she $ 0.0: $ 0.0t $ 0.0t $ 0.0t

Note 18: Subsequent Event

On January 25, 2006, our Board of Directlgslared a quarterly cash dividend of $0.06 perrnon share, payable February 27, 2006,
to shareholders of record February 6, 2006.

SCHEDULE I
NATIONAL INSTRUMENTS CORPORATION
VALUATION AND QUALIFYING ACCOUNTS
(In thousands)
Allowance for doubtful accounts and sales returns:

Provision
Balance at for Bad Write -Offs Balance at
Beginning Debt Chargedto End of

Year Description of Period Expense Allowances Period
200z Allowance for doubtful accounts and sales reti $375] $ 501 $ 1,008 $ 3,24«
200¢ Allowance for doubtful accounts and sales rett 3,24¢ 59¢ 32¢ 3,511
200t Allowance for doubtful accounts and sales reti 3,511 1,462 23¢ 4,73¢






SUBSIDIARIES OF THE COMPANY
Unless noted, all subsidiaries are formed undexl li@ov.

DASYTEC USA, Incorporated, a New Hampshire corporat
Electronic Workbench Corporation, Canada

Enterprise International Holding B.V., Netherlands
Hyperception, Inc., a Texas corporation

IOtech, Inc., a Texas Corporation

Measurement Computing Corporation, a Delaware catjmm
National Instruments Australia Corporation, a Tezasporatior
National Instruments Belgium N.\

National Instruments Brazil Ltd

National Instruments Canada Corporation, a Texgsocation
National Instruments China Corporation, a Texapa@tion
National Instruments (Czech Republic) s.

National Instruments Corporation (UK) Limited, Uzt Kingdom
National Instruments de Mexico, S.A. de C

National Instruments de Mexico Servicios, S.A. d¥.(

National Instruments Engineering GmbH, Germ

National Instruments Engineering GmbH & Co. KG, @any
National Instruments Europe Corporation, a Texapamation
National Instruments Europe Software and Hardwaaefiacturing Kft., Hungar
National Instruments Finland C

National Instruments France Corporation, a Texagaration
National Instruments Germany Gml

National Instruments Gesellschaft m.b.H., Aus

National Instruments Hellas Measurement and Aut@m&aystems, E.P.E., Gree
National Instruments Hong Kong Limitt

National Instruments Hungary Trading K

National Instruments (Ireland) Limite

Nationallnstruments Ireland Resources Limited

National Instruments Instrumentacija, avtomatizamijupravljanje procesov d.o.0., Slover

National Instruments Israel Lt

National Instruments Italy s.r

National Instruments Japan Kabushiki Kai:

National Instruments (Korea) Corporati

National Instruments Lebanon Corporation, a Texaparation
National Instruments Netherlands B

National Instruments New Zealand Limit

National Instruments Poland Sp.Zc

National Instruments Portugal Unipessoal L

National Instruments Russia Corporation, a Texasaration
National Instruments Scandinavia Corporation, aaBesorporatiol
National Instruments Services B.V., Netherla

National Instruments Singapore (PTE) L

National Instruments Spain, S.

National Instruments Sweden A.

National Instruments Switzerland Corporation, ad®gorporatiol
National Instruments Taiwan Corporation, a Texapa@tion
National Instruments Thailand Lt

NICEC, Inc., a Texas Corporatit

NI Hungary Software and Hardware Manufacturing |

NI Solutions (Proprietary) Limited, South Afris

NI Systems (India) Private Limited, Inc

NIR Engineering S.R.L., Roman

Shanghai NI Instruments LTD, People’s Republic bira
Virtual Instruments SDN BHD, Malaysia

Washington Holding and Finance B.V., Netherlands

EXHIBIT 21.1



EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inRbgistration Statements (Form S-8 No. 333-127F6im S-8 No. 333-118034 and Form
S-8 No. 333-91671) pertaining to the 2005 Incenilan, and the Amended and Restated 1994 Incekireof our reports dated February
17, 2006, with respect to the consolidated findrst@tements and schedule of National Instrumentp@ation, National Instrument
Corporation management's assessment of the effeetdg of internal control over financial reportiagd the effectiveness of internal control

over financial reporting of National Instrumentsr@aration, incorporated by reference in the AnrReport (Form 10-K) for the year ended
December 31, 2005.

/sl Ernst & Young LLP

Austin, Texas
February 22, 20(



EXHIBIT 23.2
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémtlee Registration Statements on Forms S-8 (N88%91671, 333-118034 and 333-
127751) of National Instruments Corporation of mport dated March 4, 2005 relating to the constdid financial statements and financial
statement schedule, which appears in this Form.10-K

/sl PricewaterhouseCoopers LLP

Austin, Texas
February 23, 20(



EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, James Truchard, certify that:

1. | have reviewed this report on Form-K of National Instruments Corporatio

2. Based on my knowledge, this report does notatoriny untrue statement of a material fact or dongttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this annual repc

3. Based on my knowledge, the financial statememis,other financial information included in thisnaal report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in
report;

4, The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15@)) and internal control over financial repagtias defined in Exchange Act RL
13e15(f) and 15-15(f)) for the registrant and hay

a) Designed such disclosure controls and proesdor caused such disclosure controls and proeedoibe designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingmared

b) Designed such internal control over finanoggdorting, or caused such internal control oveairitial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in atmare with generally accepted accounting princij

C) Evaluated the effectiveness of the registeagiitsclosure controls and procedures and presentbis report our conclusions
about the effectiveness of the disclosure conaints procedures, as of the end of the period coueyéhis report based on su
evaluation; ant

d) Disclosed in this report any change in thastegnt's internal control over financial reportititat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evaituat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing thevedent
functions):

a) All significant deficiencies and material waakses in the design or operation of internal obntrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

b) Any fraud, whether or not material, that inved management or other employees who have aisa@mifole in the registrant’s
internal control over financial reportin

Date: February 22, 2006

/s/ James Truchard
James Truchard
Chief Executive Officer



EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Alexander Davern, certify that:

1. | have reviewed this report on Form-K of National Instruments Corporatio

2. Based on my knowledge, this report does notatoriny untrue statement of a material fact or dongttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this annual repc

3. Based on my knowledge, the financial statememis,other financial information included in thisnaal report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in
report;

4, The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15@)) and internal control over financial repagtias defined in Exchange Act RL
13e15(f) and 15-15(f)) for the registrant and hay

a) Designed such disclosure controls and proesdor caused such disclosure controls and proeedoibe designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingmared

b) Designed such internal control over finanoggdorting, or caused such internal control oveairitial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in atmare with generally accepted accounting princij

C) Evaluated the effectiveness of the registeagiitsclosure controls and procedures and presentbis report our conclusions
about the effectiveness of the disclosure conaints procedures, as of the end of the period coueyéhis report based on su
evaluation; ant

d) Disclosed in this report any change in thastegnt's internal control over financial reportititat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evaituat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing thevedent
functions):

a) All significant deficiencies and material waakses in the design or operation of internal obntrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

b) Any fraud, whether or not material, that inved management or other employees who have aisa@mifole in the registrant’s
internal control over financial reportin

Date: February 22, 2006

/sl Alexander Davern
Alexander Davern
Chief Financial Officer



EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, James Truchard, certify, pursuant to 18 U.S&&ti&n 1350, as adopted pursuant to Section 9@geabarbanes-Oxley Act of 2002, that the
Annual Report of National Instruments CorporationForm 10-K for the fiscal year ended December2BD5 fully complies with the
requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934 and that informationtagmed in such Form 10-K fairly
presents in all material respects the financiab@won and results of operations of National Instants Corporation.

By: /s/ James Truchard
Name: James Trucha
Title: Chief Executive Office

I, Alexander Davern, certify, pursuant to 18 U.SS€ection 1350, as adopted pursuant to Section B Garbanes-Oxley Act of 2002, that
the Annual Report of National Instruments Corparathn Form 10-K for the fiscal year ended Decendier2005 fully complies with the
requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934 and that informationtegmed in such Form 10-K fairly
presents in all material respects the financiab@won and results of operations of National Instants Corporation.

By: /s/ Alexander Davern
Name: Alexander Davel
Title: Chief Financial Office



