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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Participants and Plan Administrative Committee of the
Genentech, Inc. Tax Reduction Investment Plan

We have audited the accompanying statements of net assets available for benefits of the Genentech, Inc. Tax
Reduction Investment Plan as of December 31, 2005 and 2004, and the related statement of changes in net assets
available for benefits for the year ended December 31, 2005. These financial statements are the responsibility of the
Plan’s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. We were not engaged to perform an audit of the
Plan’s internal control over financial reporting. Our audits included consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Plan’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the net assets available
for benefits of the Plan at December 31, 2005 and 2004, and the changes in its net assets available for benefits for the
year ended December 31, 2005, in conformity with U.S. generally accepted accounting principles.

Our audits were performed for the purpose of forming an opinion on the financial statements taken as a whole. The
accompanying supplemental schedule of assets (held at end of year) as of December 31, 2005, is presented for
purposes of additional analysis and is not a required part of the financial statements but is supplementary information
required by the Department of Labor’s Rules and Regulations for Reporting and Disclosure under the Employee
Retirement Income Security Act of 1974. This supplemental schedule is the responsibility of the Plan’s management.
The supplemental schedule has been subjected to the auditing procedures applied in our audits of the financial
statements and, in our opinion, is fairly stated in all material respects in relation to the financial statements taken as a
whole.

/s/ Ernst & Young LLP

Palo Alto, California
May 25, 2006
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Genentech, Inc. Tax Reduction Investment Plan

Statements of Net Assets Available for Benefits

December 31,
2005 2004

ASSETS
Investments, at fair value $ 694,391,229 $ 511,024,961
Cash 100,206 57,800
Receivables
Contribution receivable from Genentech, Inc. 44,050,368 34,111,702
Investment income receivable 3,781 679
Other receivable - 155,537
Total receivables 44,054,149 34,267,918
Net assets available for benefits $ 738,545,584 $ 545,350,679

See accompanying notes.
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Genentech, Inc. Tax Reduction Investment Plan

Statement of Changes in Net Assets Available for Benefits

Year Ended
December 31,

2005
ADDITIONS
Investment income
Interest and dividends $ 14,486,673
Realized and unrealized gain, net 67,701,614
Total investment income 82,188,287

Contributions
Employee 65,545,273
Employee rollover 24,323,225
Employer 44,050,368
Total contributions 133,918,866
Total additions 216,107,153

DEDUCTIONS
Benefit payments (22,863,768)
Administrative expenses (48,480)
Total deductions (22,912,248)

Net increase 193,194,905
Net assets available for benefits
Beginning of year 545,350,679
End of year $ 738,545,584

See accompanying notes.
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Genentech, Inc. Tax Reduction Investment Plan

Notes to Financial Statements

December 31, 2005

(1) DESCRIPTION OF THE PLAN

General

The following description of the Genentech, Inc. Tax Reduction Investment Plan (the “Plan”) provides only general
information. Participants should refer to the plan document for a more complete description of the Plan’s provisions.

The Plan is a defined contribution plan and was established, effective January 1, 1985, by Genentech (the “Plan
Sponsor” and the “Plan Administrator”) for the benefit of its eligible employees. The Plan is based on employee
systematic salary reductions. The employee’s salary is reduced by the elected savings amount (the “salary deferral
contributions”) on a pre-tax basis, which may also include age 50 catch-up and annual bonus deferral contributions.
This amount is then invested by the Plan based on the employee’s investment elections. An individual employee’s
account is credited with earnings or losses on a pro rata basis as the actual investment funds report their earnings
performance.

Individuals eligible to participate under the Plan must be employees of Genentech or employees of an affiliate of
Genentech that adopts the Plan with the approval of the Board of Directors of the Plan Sponsor. Such employees
become eligible immediately upon hire. However, the following employees or classes of employees are not eligible to
participate: (i) any employee who is classified as temporary by Genentech, unless such employee has completed at
least 1,000 hours of service in a 12-month period beginning on his or her hire date or any anniversary thereof; (ii) any
part-time employee normally scheduled to work less than 20 hours per week, unless such employee has completed at
least 1,000 hours of service in a 12-month period beginning on his or her hire date or any anniversary thereof; (iii) any
employee who is a member of a collective bargaining unit and who is covered by a collective bargaining agreement
where retirement benefits were the subject of good faith bargaining, unless the agreement specifically provides
coverage of such employee under the Plan; (iv) any individual employed by any corporation or other business entity
that is merged or liquidated into Genentech, unless Genentech designates such employees as eligible employees; (v)
any employee paid from a non-U.S. payroll; or (vi) any employee classified or treated as an independent contractor,
consultant, leased employee (as defined under the Internal Revenue Code of 1986, as amended (“the Code”)), or an
employee of an employment agency or other entity, even if subsequently determined to have been a common-law
employee of Genentech.

Contributions and Vesting

We provide a matching contribution of 100% of salary deferral contributions up to a maximum of 5% of eligible
compensation (the “Match”) and we provide a nonelective contribution equal to 1% of each employee’s eligible
compensation (the “Nonelective Contribution”). All participants employed by Genentech on December 31 (the “Effective
Date”) are eligible for the Match and Nonelective Contribution, which is funded in cash in the first quarter of the
subsequent year.

Salary deferral contributions are accrued and vested when deducted from employee pay; the Match and Nonelective
Contribution are accrued and fully (100%) vested on the Effective Date; and qualified rollover contributions are
recorded and fully (100%) vested when received by Fidelity Management Trust Company (the “Plan Trustee”). All
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contributions are invested pursuant to participants’ directions to the Plan Trustee after receipt of contributions by the
Plan Trustee. Participants may change the amount of contributions (as a percentage of pre-tax eligible compensation)
at any time by contacting the Plan Trustee. Transfers between funds and changes in investment
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allocations can be made at any time, up to ten times per year, effective upon direction by the participant to the Plan
Trustee.

Subject to limitations of the Code, participants in the Plan could elect to defer up to the lesser of $14,000 or 50% of
his or her eligible compensation in 2005 and $13,000 or 25% of his or her eligible compensation in 2004.

Investment Options

Each participant can direct the investment of his or her contributions, the Match and Nonelective Contribution to any
available investment funds of the Plan (or any combination thereof). The Plan currently offers investments in mutual
funds, money market funds, the Company’s common stock and certain other individual securities available through a
brokerage account.

Participant Accounts

Each participant’s account is credited with the participant’s contribution, the Match, the Nonelective Contribution and
Plan earnings. All amounts contributed to the Plan are deposited in a trust account with the Plan Trustee. The Plan
Trustee has blanket bond insurance covering the full market value of the securities and investments in its custody.
Generally, the Plan Trustee’s fees and expenses are paid by the Plan Sponsor and are not charged to the Plan. The
benefit to which a participant is entitled is the benefit that can be provided from the participant’s vested account.

Participant Loans

Loans are made to Plan participants at fixed interest rates (presently 2% above the bank prime interest rate), subject to
certain restrictions, principally related to a participant’s account balance, permissible loan amount, and repayment
through payroll withholding. Loans are repaid through monthly payroll deductions over three or five years, or fifteen
years if the purpose of the loan is to purchase a participant’s principal residence.

Conditions of Withdrawal

Distributions under the Plan are made upon a participant’s death, disability, retirement or other termination of
employment with us, attainment of age 70-1/2 (applicable only to participants who own 5% or more of Genentech’s
stock), or authorized exercise of a participant’s withdrawal rights under the Plan. Upon termination, a participant must
consent to a distribution if his or her account balance under the Plan does not exceed and has not exceeded $5,000.
Distributions are made upon receipt of the participant’s or beneficiary’s election directing the method of distribution.

Anytime prior to termination of employment with us, the Plan Administrative Committee may grant a participant’s
request for a withdrawal from the participant’s account if the Plan Administrative Committee makes a determination
that such withdrawal is necessary in light of the immediate and significant financial needs of the participant and is in
accordance with the requirements of the Code and regulations promulgated thereunder. In addition, a Plan participant
may withdraw up to the entire balance of his or her Plan account if over age 59-1/2.

Plan Termination

Our Board of Directors has the right under the Plan to alter, amend or terminate the Plan, or any part of the Plan. If the
Plan is terminated, the interests of all Plan members would remain fully (100%) vested and nonforfeitable. The
balances credited to their accounts would remain with the Plan Trustee until the balances become distributable in
accordance with the Plan.

Administrative Expenses

Edgar Filing: GENENTECH INC - Form 11-K

8



The Company pays for the Plan administrative expenses not related to loans. Fees related to the administration of the
loans are deducted from each of the applicable participant’s accounts.
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(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

The accompanying financial statements of the Plan are prepared on the accrual basis of accounting in accordance with
U.S. generally accepted accounting principles (or “GAAP”).

Investment Valuation and Income Recognition

Investments are stated at fair value at year-end. Mutual funds are valued at the last quoted price on the last business
day of the year which represents the net asset values of shares held by the Plan at year-end. The units of the common
collective trust funds are valued at the quoted redemption value on the last business day of the plan year. Money
market funds are valued on the basis of historical cost, plus accrued interest, which approximates fair value.
Participant loans are valued at their outstanding balance, which approximates fair value. Common stock is valued at
the quoted market price on the last day of the plan year. All security transactions are recorded on the trade date. Gains
and losses on the disposal of investments are determined based on the average cost of all securities. Dividend income
is recorded on the effective date of a declared dividend. Income from other investments is recorded as earned on an
accrual basis.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make certain estimates that
affect the amounts reported in the financial statements and accompanying notes. Actual results could differ from those
estimates.

Risks and Uncertainties

The Plan provides for various investment options in common stock, mutual funds and money market funds.
Investment securities, in general, are exposed to various risks, such as interest rate, credit and overall market volatility
risk. Due to the level of risk associated with certain investment securities, it is reasonably possible that changes in the
values of investment securities will occur in the near term and that such changes could materially affect the amounts
reported in the statements of net assets available for benefits.

(3) INVESTMENTS

The Plan Trustee holds the Plan’s investments and executes all investment transactions. During 2005, the Plan’s
investments (including investments purchased, sold and held during the year) appreciated in fair value as determined
by quoted market prices as follows:

Net Realized and
Unrealized

Appreciation in
Fair Value of
Investments

Common stock $ 38,778,495
Mutual funds 28,923,119

$ 67,701,614
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The fair value of individual investments that represent 5% or more of the Plan’s net assets is as follows:

December 31,
2005 2004

Genentech Common Stock $ 93,878,547 $ 49,361,728
Fidelity U.S. Equity Index Pool 79,100,590 74,173,421
Fidelity Growth Company Fund 78,206,130 66,862,410
Neuberger & Berman Genesis Trust 66,514,639 37,720,810
Fidelity Magellan Fund 60,528,559 67,083,555
Fidelity Managed Income Portfolio II 59,576,790 -
Fidelity Balanced Fund 58,262,114 41,064,080
Fidelity Diversified International Fund 42,742,772 *
PIMCO Total Return Fund * 28,950,881
Fidelity Retirement Money Market Portfolio - 35,117,869
________________
*   Amount is less than 5% of net plan assets

(4) INCOME TAX STATUS

The Plan received a determination letter from the Internal Revenue Service dated March 18, 2003, stating that the Plan
is qualified under Section 401(a) of the Code and, therefore, the related trust is exempt from taxation. Subsequent to
the issuance of the determination letter, the Plan was amended and restated. Once qualified, the Plan is required to
operate in conformity with the Code to maintain its qualification. Certain immaterial noncompliance items were
recently detected by the Company; however, the Company has indicated that it will take the necessary steps, if any, to
bring the Plan's operation into compliance with the Code.

(5) RELATED PARTY TRANSACTIONS

Transactions in shares of Genentech common stock qualify as party-in-interest transactions under the provisions of
ERISA. During 2005, the Plan made purchases of approximately $18 million and sales of approximately $10 million
of Genentech common stock on behalf of its employees. In addition, the Plan made in-kind transfers of Genentech
common stock to participants of approximately $1 million during 2005.

(6) SUBSEQUENT EVENT

On March 31, 2006 and April 18, 2006, the Plan Administrative Committee approved amendments to the Plan, with
an anticipated effective date of October 1, 2006, to fund the Match concurrent with a participant’s bi-monthly
contribution to the Plan during the year, rather than in the first quarter of the subsequent year, and to limit investments
in Genentech Common Stock to 10% of a participant’s contribution to the Plan, respectively.
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Genentech, Inc. Tax Reduction Investment Plan

EIN: 94-2347624, Plan #001

Schedule H, Line 4i — Schedule of Assets (Held At End of Year)

December 31, 2005

(a) (b) (c) (e)

Identity of issuer, borrower, lessor or similar party

Description of investment
including maturity date,

rate of interest, collateral,
par, or maturity value(1) Current Value

Mutual Funds:
* Fidelity Magellan Fund 568,664 shares $   60,528,559
* Fidelity Growth Company Fund 1,229,076 shares 78,206,130
* Fidelity Balanced Fund 3,105,656 shares 58,262,114
* Fidelity Diversified International Fund 1,313,546 shares 42,742,772
* Fidelity Freedom Income Fund 89,030 shares 1,012,267
* Fidelity Freedom 2000 Fund 25,860 shares 315,751
* Fidelity Freedom 2010 Fund 341,934 shares 4,804,172
* Fidelity Freedom 2020 Fund 697,825 shares 10,265,007
* Fidelity Freedom 2030 Fund 607,559 shares 9,125,540
* Fidelity Freedom 2040 Fund 674,645 shares 5,957,119
* Fidelity International Government Income Fund 392,955 shares 3,941,337
* Fidelity U.S. Equity Index Pool 2,015,815 shares 79,100,590

PIMCO Total Return Fund 3,483,018 shares 36,571,687
Clipper Fund 354,536 shares 31,252,341
Neuberger & Berman Genesis Trust 1,370,023 shares 66,514,639
Domini Social Equity Fund 131,734 shares 3,942,810
GMO U.S. Core Equity Fund 609,244 shares 8,584,252
Laudus Rosenberg International Small Capitalization Fund 523,920 shares 9,692,528

* Fidelity Small Cap Stock Fund 846,712 shares 15,494,827

Common Collective Trust:
* Fidelity Managed Income Portfolio II 59,576,790 units 59,576,790

Money Market Funds:
* Fidelity Institutional Cash Portfolio 831,409 shares 831,409

* Genentech Common Stock 1,014,916 shares 93,878,547

* Assets in Brokerage Link Accounts(4) (2)     6,464,860

* Participant Loans (3)     7,325,181

Total Investments $   694,391,229
___________
(1)Cost information is not provided as all investments are participant directed.
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(2)Various investments, including common stocks, mutual funds and money market funds.
(3)Maturing at various dates through 2021 at interest rates ranging from 6.00% to 11.50%.
(4)Certain investments in the Brokerage Link Accounts are issued by a party-in-interest to

the Plan.

* Indicates party-in-interest to the Plan.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Plan Administrator has duly caused this
annual report to be signed on its behalf by the undersigned hereunto duly authorized.

Genentech, Inc. Tax Reduction Investment Plan
by Genentech, Inc., Plan Administrator

Date:  June 12, 2006 /s/ DAVID A. EBERSMAN
David A. Ebersman
Executive Vice President and
Chief Financial Officer
and Plan Administrative
Committee
Member for Genentech, Inc.
Tax Reduction Investment Plan

Date:  June 12, 2006 /s/ THOMAS T. THOMAS II
Thomas T. Thomas II
Treasurer and Plan Administrative
Committee Member for
Genentech, Inc.
Tax Reduction Investment Plan
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Genentech, Inc. Tax Reduction Investment Plan

Index of Exhibit Filed with Form 11-K
For the Year Ended December 31, 2005

Exhibit
Number Description

23.1 Consent of Independent Registered Public Accounting Firm, filed with this
document
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