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QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended June 28, 2014
or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from to

Commission file number: 000-29823

SILICON LABORATORIES INC.

(Exact name of registrant as specified in its arart

Delaware 74-2793174
(State or other jurisdiction of incorporation oganization) (I.R.S. Employer Identification No
400 West Cesar Chavez, Austin, Texe 78701
(Address of principal executive office (Zip Code)

(512) 416-8500
(Registrant’s telephone number, including area yode

Indicate by check mark whether the registrant él filed all reports required to be filed by Sewsid 3 or 15(d) of the Securities Exchal
Act of 1934 during the preceding 12 months (orsiach shorter period that the registrant was reduodile such reports), and (2) has been
subject to such filing requirements for the pastiags. YesO No

Indicate by check mark whether the registrant lasmtted electronically and posted on its corpo¥&b site, if any, every Interactive
Data File required to be submitted and posted auntstio Rule 405 of Regulation5¢8232.405 of this chapter) during the precedi@grbnths
(or for such shorter period that the registrant veagiired to submit and post such file&l Yes O No

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, m-accelerated filer, or a smaller reporting

company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act.

Large accelerated file[X] Accelerated filerO Non-accelerated fileid Smaller reporting compan[]
Indicate by check mark whether the registrantsell company (as defined in Rule 12b-2 of the Exge Act).O0 Yes No

As of July 15, 2014, 43,421,471 shares of commocksdf Silicon Laboratories Inc. were outstanding.




Table of Contents

Table of Contents

Page
Number
Part |. Financial Informatio
Item 1. Financial Statements (Unaudite
Condensed Consolidated Balance Sheets at Jun@28a2d December 28, 20 3
Condensed Consolidated Statements of Income fdhtke and six months ended June 28, 2014 and
June 29, 201 4
Condensed Consolidated Statements of Comprehelmsiome for the three and six months ended
June 28, 2014 and June 29, 2I 5
Condensed Consolidated Statements of Cash Flowhda@ix months ended June 28, 2014 and
June 29, 201 6
Notes to Condensed Consolidated Financial Statey 7
ltem 2. Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior 23
Iltem 3. Quantitative and Qualitative Disclosures About MarRisk 35
Item 4. Controls and Procedur 35
Part Il. Other Informatiol
Item 1. Legal Proceeding 35
Item 1A. Risk Factor 36
Item 2. Unregistered Sales of Equity Securities and Uderoteed: 51
Item 3. Defaults Upon Senior Securiti 51
Item 4. Mine Safety Disclosure 51
Iltem 5. Other Informatior 51
Item 6. Exhibits 52

Cautionary Statement

Except for the historical financial information dained herein, the matters discussed in this reporForm 10-Q (as well as documents
incorporated herein by reference) may be considéi@uvard-looking” statements within the meaning $&ction 27A of the Securities Act of
1933, as amended, and Section 21E of the SecuEitigsange Act of 1934, as amended. Such forwatklAgastatements include declarations
regarding the intent, belief or current expectatiaf Silicon Laboratories Inc. and its managemerd may be signified by the words
“believe,” “estimate,” “expect,” “intend,” “anticip ate,” “plan,” “project,” “will” or similar language . You are cautioned that any such
forward-looking statements are not guarantees of futurégperance and involve a number of risks and unceties. Actual results could dift
materially from those indicated by such forwardkom statements. Factors that could cause or cbnta to such differences include those
discussed under “Risk Factors” and elsewhere is tleiport. Silicon Laboratories disclaims any infentor obligation to update or revise any

forward-looking statements, whether as a result of nearimétion, future events or otherwise.

2




Table of Contents

Part I. Financial Information
Item 1. Financial Statements

Silicon Laboratories Inc.
Condensed Consolidated Balance Sheets
(In thousands, except per share data)

(Unaudited)

Assets
Current asset:
Cash and cash equivalel
Shor-term investment
Accounts receivable, net of allowances for doutdftdounts of $788 at June 28, 2014 and $797
December 28, 201
Inventories
Deferred income taxe
Prepaid expenses and other current a:
Total current asse
Long-term investment
Property and equipment, r
Goodwill
Other intangible assets, r
Other assets, n
Total asset

Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payabl
Current portion of lon-term debt
Accrued expense
Deferred income on shipments to distribut
Income taxe:
Total current liabilities
Long-term debi
Other nor-current liabilities
Total liabilities
Commitments and contingenci
Stockholder' equity:
Preferred stoc— $0.0001 par value; 10,000 shares authorized; n@shssued and outstandi
Common stock —®.0001 par value; 250,000 shares authorized; 4346612,779 shares issued
outstanding at June 28, 2014 and December 28, 284j3ctively
Additional paic-in capital
Retained earning
Accumulated other comprehensive |
Total stockholder equity

Total liabilities and stockholde’ equity

June 28, December 28
2014 2013

$ 93,29( $ 95,80(
235,64! 179,59:.

69,04: 72,12«

45,55° 45,27:

17,65¢ 18,87¢

47,78t 47,65

508,97 459,31

10,99 10,63:

129,35 132,44!
228,78 228,78
124,10t 131,59:

22,25 28,38:

$ 1,024,46! $ 991,15(
$ 24,74 % 22,12¢
10,00( 7,50(

65,67: 45,97¢

33,43° 30,85:

89¢ 2,69:

134,75( 109,14

82,50( 87,50(

29,61( 55,94

246,86( 252,58t

4 4

65,19¢ 48,63(

713,00: 690,61:
(59¢) (684)

777,60! 738,56

$ 1,024,46! $ 991,15(

The accompanying notes are an integral part oktiEmdensed Consolidated Financial Statements.
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Silicon Laboratories Inc.

Condensed Consolidated Statements of Income

(In thousands, except per share data)

(Unaudited)
Three Months Ended Six Months Ended
June 28, June 29, June 28, June 29,
2014 2013 2014 2013

Revenue! $ 154,91¢ $ 141 ,54: 300,60¢ $ 286,91¢
Cost of revenue 56,25¢ 52,77( 114,84 110,77
Gross margir 98,66 88,77: 185, 76¢ 176,14!
Operating expense

Research and developme 41,84 37,38 84,32¢ 74,96¢

Selling, general and administrati 36,01% 32,357 70,62¢ 61,51(
Operating expenst 77,86 69,74« 154,95 136,47¢
Operating incom: 20,80z 19,02¢ 30,81: 39,66¢
Other income (expense

Interest income 20C 152 502 487

Interest expens (780) (831) (1,579 (1,679

Other income (expense), r (6) 114 61 62
Income before income tax 20,21¢ 18,46¢ 29,79¢ 38,54
Provision for income taxe 5,931 5,852 7,407 5,89¢
Net income $ 14,27¢ $ 12,61: 22,38¢ $ 32,64¢
Earnings per shar

Basic $ 03z $ 0.3C 05z $ 0.77

Diluted $ 03z $ 0.2¢ 051 $ 0.7¢
Weightec-average common shares outstand

Basic 43,46 42,55 43,27 42,37(

Diluted 44,21¢ 43,26¢ 44,137 43,19:

The accompanying notes are an integral part okt@emdensed Consolidated Financial Statements.
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Silicon Laboratories Inc.
Condensed Consolidated Statements of Comprehensiveeome
(In thousands)

(Unaudited)
Three Months Ended Six Months Ended
June 28, June 29, June 28, June 29,
2014 2013 2014 2013
Net income $ 14,27¢ $ 12,61: $ 22,38¢ $ 32,64¢
Other comprehensive income (loss), before
Net changes to availal-for-sale securitie
Unrealized gains (losses) arising during the pe 59 (1,099 472 (1,207
Reclassification for gains included in net inca — (232) — (232)
Net changes to cash flow hed
Unrealized gains (losses) arising during the pe (48€) 1,101 (627) 1,14¢
Reclassification for losses included in net incc 142 141 28€ 32z
Other comprehensive income (loss), before (2849) (83) 131 27
Provision (benefit) for income tax (99 (29 46 10
Other comprehensive income (lo (18E) (54) 85 17
Comprehensive incorr $ 14,09¢ $ 12,55¢ $ 22,47: $ 32,66:

The accompanying notes are an integral part okt@emdensed Consolidated Financial Statements.
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Silicon Laboratories Inc.
Condensed Consolidated Statements of Cash Flows
(In thousands)
(Unaudited)

Operating Activities
Net income
Adjustments to reconcile net income to cash praVicle operating activities
Depreciation of property and equipmi
Amortization of other intangible assets and otlsset
Stocl-based compensation expel
Income tax benefit (shortfall) from stc-based award
Excess income tax benefit from st-based award
Deferred income taxe
Changes in operating assets and liabilii
Accounts receivabl
Inventories
Prepaid expenses and other as
Accounts payabl
Accrued expense
Deferred income on shipments to distribut
Income taxes
Net cash provided by operating activit

Investing Activities

Purchases of availal-for-sale investment

Proceeds from sales and maturities of avai-for-sale investment
Purchases of property and equipir

Purchases of other assets

Net cash provided by (used in) investing activi

Financing Activities

Proceeds from issuance of common stock, net oeshaithheld for taxe
Excess income tax benefit from st-based award

Repurchases of common stc

Payments on debt

Net cash provided by (used in) financing activi

Increase (decrease) in cash and cash equiv:
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Six Months Ended

June 28, June 29,
2014 2013

$ 22,38¢ % 32,64¢
6,42 6,63¢
8,83¢ 5,63t
18,55¢ 13,68«
371 (489
(58¢) (249
4,66 9,27
3,08: 9,38¢
(129) (1,029
3,39¢ 5,02:
3,84¢ (2,279
(4,909 (6,019
2,58¢ 29:¢
(5,130 (6,439
63,41¢ 66,09
(117,74 (121,99
61,80: 146,87
(3,339 (6,499
(2,726 (2,43
(62,006 15,94(
8,94: 9,517
58¢ 245
(10,959 —
(2,500 (3,750
(3,92 6,00f
(2,510 88,04
95,80( 105,42(
$ 93,29( $ 193,46¢

The accompanying notes are an integral part oktiEmdensed Consolidated Financial Statements.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statement
(Unaudited)

1. Significant Accounting Policies
Basis of Presentation and Principles of Consolioia

The Condensed Consolidated Financial Statemeritsgdied herein are unaudited; however, they contdimoamal recurring accruals and
adjustments which, in the opinion of managememtn@cessary to present fairly the condensed colased financial position of Silicon
Laboratories Inc. and its subsidiaries (collectiy¢he “Company™at June 28, 2014 and December 28, 2013, the coedeassolidated resul
of its operations for the three and six months dnlime 28, 2014 and June 29, 2013, the Condenseblitated Statements of Comprehen
Income for the three and six months ended Jun2®8} and June 29, 2013, and the Condensed Cortsdifitatements of Cash Flows for the
six months ended June 28, 2014 and June 29, 20lidtgkcompany balances and transactions have émmated in consolidation. The
condensed consolidated results of operations #ttifee and six months ended June 28, 2014 arenessarily indicative of the results to be
expected for the full year.

The accompanying unaudited Condensed Consolidataa¢tal Statements do not include certain footnaied financial presentations
normally required under U.S. generally accepteadacting principles (GAAP). Therefore, these Condein§onsolidated Financial Statements
should be read in conjunction with the audited @tidated Financial Statements and notes theretthéoyear ended December 28, 2013,
included in the Company’s Form 10-K filed with tBecurities and Exchange Commission (SEC) on Jargiar014.

The Company prepares financial statements on &852e®k year that ends on the Saturday closest¢erbeer 31. Fiscal 2014 will have
53 weeks with the extra week occurring in the fowtarter of the year. Fiscal 2013 had 52 weeksa 32-week year, each fiscal quarter
consists of 13 weeks.

Revenue Recognitic

Revenues are generated predominately by saleg @dampany’s integrated circuits (ICs). The Compeaanpgnizes revenue when all of
the following criteria are met: 1) there is persua®vidence that an arrangement exists, 2) dglisegoods has occurred, 3) the sales price is
fixed or determinable, and 4) collectibility is semably assured. Generally, revenue from prodles sa direct customers and contract
manufacturers is recognized upon shipment.

A portion of the Company’s sales are made to dhstars under agreements allowing certain rightetfrn and price protection related to
the final selling price to the end customers. Adaagly, the Company defers revenue and cost ofmes®n such sales until the distributors
the product to the end customers. The net balahdeferred revenue less deferred cost of revensmcaged with inventory shipped to a
distributor but not yet sold to an end customeerded in the deferred income on shipments toildigors liability on the Consolidated
Balance Sheet. Such net deferred income balaneetethe Company’s estimate of the impact of sgiftreturn and price protection.

A small portion of the Company’s revenues is datifrem the sale of patents. The above revenue retog criteria for patent sales are
generally met upon the execution of the patentagteement.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatemenfContinued)
(Unaudited)

Recent Accounting Pronounceme

In June 2014, the Financial Accounting Standardsr8¢FASB) issued FASB Accounting Standards Up@ag) No. 2014-12,
Compensation — Stock Compensation (Topic 718): ke for Share-Based Payments When the Terms Afheard Provide That a
Performance Target Could Be Achieved after the RéguService Perio. The amendments in this update require that apaénce target th
affects vesting and that could be achieved aferélguisite service period should be treated asfanmance condition. A reporting entity
should apply existing guidance in Topic 718 agliates to awards with performance conditions tffatfvesting to account for such awards.
As such, the performance target should not beateftein estimating the grant-date fair value ofdlgard. ASU 2014-12 is effective for annual
periods and interim periods within those annuaiqutsr beginning after December 15, 2015. Earliepéido is permitted. The Company is
currently evaluating the effect that the adoptibthes ASU will have on its financial statements.

In May 2014, the FASB issued FASB ASU No. 2014R8yenue from Contracts with Customers (Topic 606ich supersedes the
revenue recognition requirements in ASC @R8yenue RecognitiarThe core principle of ASU 2014-09 is that an tgrghould recognize
revenue to depict the transfer of promised goodsorices to customers in an amount that reflbetsonsideration to which the entity expects
to be entitled in exchange for those goods or sesviThe guidance provides a five-step processhiewe that core principle. ASU 2014-09
requires disclosures enabling users of financakstents to understand the nature, amount, timdguacertainty of revenue and cash flows
arising from contracts with customers. Additionatiyalitative and quantitative disclosures are ireguabout contracts with customers,
significant judgments and changes in judgments,amsets recognized from the costs to obtain ailfal€ontract. ASU 20149 is effective fo
annual reporting periods beginning after DecemBeR016, including interim periods within that retdog period, using one of two
retrospective application methods. Early applicationot permitted. The Company is currently eviihgathe effect that the adoption of this
ASU will have on its financial statements.

In April 2014, the FASB issued FASB ASU No. 2014-B8&sentation of Financial Statements (Topic 20%) Broperty, Plant, and
Equipment (Topic 360): Reporting Discontinued Opierss and Disclosures of Disposals of ComponengndEntity. The amendments in this
update require a disposal of a component of atyemtia group of components of an entity to be regabin discontinued operations if the
disposal represents a strategic shift that hagi{bhave) a major effect on an entity’s operati@ml financial results. ASU 2014-08 expands
disclosure requirements about discontinued opersitmd adds new disclosures for individually sigaifit dispositions that do not qualify as
discontinued operations. ASU 2014-08 is effectin@spectively for annual periods beginning on oeaBecember 15, 2014, and interim
periods within annual periods beginning on or alecember 15, 2015. Early adoption is permitted omly for disposals that have not been
reported in financial statements previously issUdt adoption of this ASU is not expected to haweaterial impact on the Company’s
financial statements.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatemenfContinued)
(Unaudited)

2. Earnings Per Share

The following table sets forth the computation afic and diluted earnings per share (in thousanagpt per share data):

Three Months Ended Six Months Ended
June 28, June 29, June 28, June 29,
2014 2013 2014 2013

Net income $ 14,27¢  $ 12,61: $ 22,38¢ $ 32,64¢
Shares used in computing basic earnings per ! 43,46: 42 ,55: 43,27 42,37(
Effect of dilutive securities

Stock options and other stc-based award 75€ 717 86€ 821
Shares used in computing diluted earnings per ¢ 44,21¢ 43,26¢ 44,13; 43,19:
Earnings per shar

Basic $ 03 % 03C $ 05z $ 0.77

Diluted $ 03z $ 02¢ $ 051 $ 0.7¢€

For the three months ended June 28, 2014 and 3yr2®23 and the six months ended June 28, 2014waral29, 2013, approximately 0.1
million, 0.5 million, 0.2 million and 0.4 millionkares, respectively, were not included in the ddutarnings per share calculation since the
shares were anti-dilutive.

3. Cash, Cash Equivalents and Investments

The Company’s cash equivalents and short-term tmessts as of June 28, 2014 consisted of municipadl, corporate bonds, variable-
rate demand notes, commercial paper, money markdsf certificates of deposit, asset-backed séesirinternational government bonds, U.S
government bonds and U.S. government agency. Thg@uay’s long-term investments consisted of auctair-securities. In fiscal 2008,
auctions for many of the Company’s auction-rateigties failed because sell orders exceeded bugrserds of June 28, 2014, the Company
held $12.4 million par value auction-rate secusitigll of which have experienced failed auctiortee Tinderlying assets of the securities
consisted of student loans and municipal bondeha¢h $10.4 million were guaranteed by the U.S.egoment and the remaining $2.0 million
were privately insured. As of June 28, 2014, $6illan had credit ratings of AA, $2.0 million hadcaedit rating of A and $4.4 million of the
auction-rate securities had credit ratings of BBBese securities have contractual maturity dategimg from 2033 to 2046 at June 28, 2014.
The Company is receiving the underlying cash flowsll of its auction-rate securities. The printi@amounts associated with failed auctions
are not expected to be accessible until a sucdemsttion occurs, the issuer redeems the secyriibayer is found outside of the auction
process or the underlying securities mature. Thaamy is unable to predict if these funds will beecavailable before their maturity dates.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatemenfContinued)
(Unaudited)

The Company does not expect to need access tapiitalaepresented by any of its auction-rate sgesprior to their maturities. The
Company does not intend to sell, and believesribtamore likely than not that it will be requiremisell, its auction-rate securities before their
anticipated recovery in market value or final gsttént at the underlying par value. The Companyebes that the credit ratings and credit
support of the security issuers indicate that theye the ability to settle the securities at pdumeaAs such, the Company has determined th
other-than-temporary impairment losses existed dsme 28, 2014.

The Company’s cash, cash equivalents and invessneensist of the following (in thousands):

June 28, 201+

Gross Gross
Unrealized Unrealized
Cost Losses Gains Fair Value
Cash and Cash Equivalents
Cash on han $ 56,95¢ $ — 3 — % 56,95¢
Available-for-sale securities
Money market fund 16,67( — — 16,67(
Commercial pape 13,44¢ — — 13,44¢
Certificates of depos 5,31t — — 5,31¢
Municipal bonds 90C — — 90C
Total available-for-sale securities 36,33 — — 36,33:
Total cash and cash equivalents $ 93,29( $ — 3 — $ 93,29(
Short-term Investments:
Available-for-sale securities
Municipal bonds $ 157,600 $ 2 $ 29C $ 157,88t
Corporate bond 32,47( (15) 67 32,52;
Variable-rate demand note 29,64: — — 29,64:
Commercial pape 6,542 — — 6,542
Asse-backed securitie 4,41( 3 2 4,40¢
International government bon 2,53¢ (D) 1 2,53¢
Certificates of depos 85( — — 85(
U.S. government bonc 65C — — 65C
U.S. government agency 601 (D — 60C
Total short-term investments $ 235,300 $ 22) $ 36C $ 235,64!
Long-term Investments:
Available-for-sale securities
Auction rate securities $ 12,428 $ (1,432 $ — $ 10,99:
Total long-term investments $ 12,42 $ (1,439 $ — $ 10,99¢
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatemenfContinued)

(Unaudited)
December 28, 201
Gross Gross
Unrealized Unrealized
Cost Losses Gains Fair Value
Cash and Cash Equivalents
Cash on han $ 4554: % — $ — 45,54«
Available-for-sale securities
Money market fund 39,53¢ — — 39,53¢
Certificates of depos 7,76¢ — — 7,76¢
Commercial pape 2,49¢ — — 2,49¢
Municipal bonds 451 — — 451
Total available-for-sale securities 50,25¢ — — 50,25¢
Total cash and cash equivalents $ 95,80 $ — 3 — 95,80(
Short-term Investments:
Available-for-sale securities
Municipal bonds $ 119,28¢ $ (11 s 182 119,46(
Variable-rate demand note 38,02¢ — — 38,02¢
Corporate bond 17,78¢ (4) 6C 17,84«
Commercial pape 3,74¢ — — 3,74¢
Asset-backed securities 51F — 1 51€
Total short-term investments $ 179,36! $ (15 $ 245 179,59
Long-term Investments:
Available-for-sale securities
Auction rate securities $ 12,42F $ (1,799 $ — 10,63:
Total long-term investments $ 12,42F  $ (1,799 $ — 10,63:

The available-for-sale investments that were inr@iouous unrealized loss position, aggregatedbygth of time that individual securities
have been in a continuous loss position, were limafe (in thousands):

Less Than 12 Months 12 Months or Greater Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized

As of June 28, 201- Value Losses Value Losses Value Losses
Auction rate securitie $ — $ — $ 10,99: $ (1,439 $ 10,99 $ (1,437
Corporate bond 10,99: (15) — 10,99: (15)
Municipal bonds 8,15¢ 2 — — 8,15¢ 2
Asse-backed securitie 2,791 ©)] — — 2,791 ©)]
International government boi 1,471 @ — — 1,471 @
U.S. government agency 60C (1) — — 60C (1)
$ 2400t $ (22 $ 1099 $ (143) $ 3500 $ (1,459

11
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatemenfContinued)

(Unaudited)
Less Than 12 Months 12 Months or Greater Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
As of December 28, 201 Value Losses Value Losses Value Losses
Municipal bonds $ 11,07¢ $ 11 $ — $ — $ 11,07¢ $ (11
Auction rate securitie — — 10,63: (1,799 10,63: (1,799
Corporate bonds 2,60¢ (4) — — 2,60¢ (4)
$ 13,68: $ (15) $ 10,63: $ (1,799 & 2431t $ (1,809

The gross unrealized losses as of June 28, 201BDeceinber 28, 2013 were due primarily to the illigty of the Company’s auction-rate
securities and, to a lesser extent, to changesaikehinterest rates.

The following summarizes the contractual underlyimgturities of the Company’s available-for-salegstiments at June 28, 2014 (in
thousands):

Fair
Cost Value
Due in one year or less $ 128,33¢ $ 128,44.
Due after one year through ten ye 116,82¢ 117,06:
Due after ten years 38,89¢ 37,46:
$ 284,06. $ 282,96¢

4. Derivative Financial Instruments

The Company is exposed to interest rate fluctuatinrthe normal course of its business, includimgugh its Credit Facilities. The interest
payments on the facility are calculated using dabéde-rate of interest. The Company has enteredantinterest rate swap agreement with an
original notional value of $100 million (equal teetfull amount borrowed under the Term Loan Fapilind, effectively, converted the LIBOR
portion of the variable-rate interest paymentsxed-rate interest payments through July 2017 ifthéurity date of the Term Loan
Facility). The Company’s objective is to offsetiieases and decreases in expenses resulting frargahan interest rates with gains and losse
on the derivative contract, thereby reducing vbtatof earnings. The Company does not use dexeatbntracts for speculative purposes.

The Companys interest rate swap agreement is designated aalifiegias a cash flow hedge. The effective portibthe gain or loss on tl
interest rate swap is recorded in accumulated a@thvaprehensive loss as a separate component &hsiders’ equity and is subsequently
recognized in earnings when the hedged exposwetaféarnings. Cash flows from derivatives aresifiagl according to the nature of the cast
receipt or payment in the Consolidated Statemefash Flows.

The Company estimates the fair values of derivathased on quoted prices and market observablefisitailar instruments. If the Term
Loan Facility or the interest rate swap agreemetgriminated prior to maturity, the fair value lo¢ interest rate swap recorded in accumulate
other comprehensive loss may be recognized in tms@idated Statement of Income based on an assatsirthe agreements at the time of
termination. The Company did not discontinue arshdéow hedges in any of the periods presented.

12
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatemenfContinued)
(Unaudited)

The Company measures the effectiveness of itsfeasthedge by comparing the change in fair valughefhedged variable interest
payments with the change in fair value of the iegérate swap. The Company recognizes ineffectivegns of the hedge, as well as amounts
not included in the assessment of effectiveneghdrConsolidated Statement of Income. As of J&Q14, no portion of the gains or losses
from the Company’s hedging instrument was excludeh the assessment of effectiveness. Hedge ineféaess was not material for any of
the periods presented.

The Company’s derivative financial instrument cetesil of the following (in thousands):

Fair Value
June 28, December 28
Balance Sheet Locatior 2014 2013

Interest rate swap Other assets, n $ 172 $ 513

The before-tax effect of derivative instrumentgash flow hedging relationships was as followslfimusands):

Loss Reclassifiec

Gain (Loss) Recognize( from Accumulated
in OCI on Derivatives OCl into Income
(Effective Portion) (Effective Portion)
during the: during the:
Three Months Ended Location of Loss Three Months Ended
June 28, June 29, Reclassified into June 28, June 29,
2014 2013 Income 2014 2013
Interest rate sway $ (48¢) $ 1,101 Interest expens $ (143 $ (142
Six Months Ended Six Months Ended
June 28, June 29, June 28, June 29,
2014 2013 2014 2013
Interest rate swag $ (627) $ 1,14¢ Interest expens  $ (28¢) $ (322)

The Company expects to reclassify $0.5 milliontsfnterest rate swap losses included in accuntufztteer comprehensive loss as of
June 28, 2014 into earnings in the next 12 monthgh would be offset by lower interest payments.

5. Fair Value of Financial Instruments

The fair values of the Company’s financial instrumiseare recorded using a hierarchal disclosuredvaork based upon the level of
subjectivity of the inputs used in measuring asanttliabilities. The three levels are describeldwe

Level 1 - Inputs are unadjusted, quoted pricesiiva markets for identical assets or liabilitiestee measurement date.

Level 2 - Inputs are inputs other than quoted grioeluded within Level 1 that are observable far &sset or liability, either directly or
indirectly.

Level 3 - Inputs are unobservable for the asséability and are developed based on the best inédion available in the circumstances, which
might include the Company’s own data.

13
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatemenfContinued)

(Unaudited)

The following summarizes the valuation of the Comps financial instruments (in thousands). Theeatdo not include either cash on
hand or assets and liabilities that are measurhistatrical cost or any basis other than fair value

Fair Value Measurements
at June 28, 2014 Using

Quoted Prices in
Active Markets for

Significant Other
Observable

Significant
Unobservable

Identical Assets Inputs Inputs
Description (Level 1) (Level 2) (Level 3) Total
Assets:
Cash Equivalents:

Money market fund 16,67( — — 3 16,67(

Commercial pape — 13,44¢ — 13,44¢

Certificates of depos — 5,31t — 5,31t

Municipal bonds — 90C — 90C
Total cash equivalents 16,67( 19,66: — 8 36,33:
Short-term Investments:

Municipal bonds — 157,88t — % 157,88t

Corporate bond — 32,52: — 32,52:

Variable-rate demand note — 29,64¢ — 29,64

Commercial pape — 6,542 — 6,542

Asse-backed securitie — 4,40¢ — 4,40¢

International government bon — 2,53¢ — 2,53¢

Certificates of depos — 85C — 85C

U.S. government bor 65C — — 65C

U.S. government agency — 60C — 60C
Total short-term investments 65C 234,99! — % 235,64!
Long-term Investments:

Auction rate securities — — 10,99¢ $ 10,99:
Total long-term investments — — 10,99 $ 10,99:
Other assets, net

Derivative instruments — 172 — $ 17z
Total — 172 —  $ 172
Total 17,32( 254,82¢ 10,99 $ 283,14:
Liabilities:

Accrued expenses

Contingent consideratic — — 3,20z $ 3,20z
Other non-current liabilities:

Contingent consideration — — 8,75: $ 8,75:
Total — — 11,95 $ 11,95¢
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Fair Value Measurements
at December 28, 2013 Usin
Quoted Prices in Significant Other Significant
Active Markets for Observable Unobservable
Identical Assets Inputs Inputs
Description (Level 1) (Level 2) (Level 3) Total
Assets:
Cash Equivalents:

Money market fund $ 39,53¢ $ — 3 — 3 39,53¢

Certificates of depos — 7,76¢ — 7,76¢

Commercial pape — 2,49¢ — 2,49¢

Municipal bonds — 451 — 451
Total cash equivalents $ 39,53¢ $ 10,71¢ $ — 50,25¢
Short-term Investments:

Municipal bonds $ — 3 119,46( $ — 3 119,46(

Variable-rate demand note — 38,02t — 38,02t

Corporate bond — 17,84« — 17,84«

Commercial pape — 3,74¢ — 3,74¢

Asset-backed securities — 51€ — 51€
Total short-term investments $ — $ 179,59 $ — 3 179,59:
Long-term Investments:

Auction rate securities $ — $ — $ 10,63: $ 10,63:
Total long-term investments $ — $ — $ 10,63: $ 10,63:
Other assets, net

Derivative instruments $ — $ 51 § — $ 51¢
Total $ — $ 51 $ — 3 51z
Total $ 39,53t $ 190,82 $ 10,63: $ 240,99:
Liabilities:

Other non-current liabilities:

Contingent consideration $ — 3 — $ 12,91¢ $ 12,91¢

Total $ — $ —  $ 12,91¢ % 12,91¢

The Company’s cash equivalents and short-term imes#ts that are classified as Level 1 are valugdyuguoted prices and other relevant
information generated by market transactions inmglvdentical assets. Cash equivalents and short-itevestments classified as Level 2 are
valued using non-binding market consensus pricatsatte corroborated with observable market datategumarket prices for similar
instruments in active markets; or pricing modelghsas a discounted cash flow model, with all digaint inputs derived from or corroborated
with observable market data. Investments classd&tevel 3 are valued using a discounted cashrfiodel. The assumptions used in
preparing the discounted cash flow model includenedes for interest rates, amount of cash flowpgeted holding periods of the securities
and a discount to reflect the Company’s inabilityiuidate the securities. The Companglerivative instruments are valued using a distzul
cash flow model. The assumptions used in prepdhiagliscounted cash flow model include quoted @geswap rates and market observable
data of similar instruments.

15




Table of Contents

Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatemenfContinued)
(Unaudited)

The Company’s contingent consideration is valuadgia Monte Carlo simulation model or a probabilitgighted discounted cash flow
model. The assumptions used in preparing the MBaté® simulation model include estimates for reveegtowth rates, revenue volatility,
contractual terms and discount rates. The assungtised in preparing the discounted cash flow miodiide estimates for outcomes if
milestone goals are achieved, the probability biedng each outcome and discount rates.

The following summarizes quantitative informatidioat Level 3 fair value measurements.

Auction rate securities

Fair Value at
June 28, 2014 Weighted
(000s) Valuation Technique Unobservable Input Average
$ 10,99 Discounted cash flo Estimated yielc 0.98%
Expected holding peria 10 years
Estimated discount ra 3.48%

The Company has followed an established internatrobprocedure used in valuing auction rate séiestiThe procedure involves the
analysis of valuation techniques and evaluationnabservable inputs commonly used by market ppé#ids to price similar instruments, and
which have been demonstrated to provide reasomaskil@ates of prices obtained in actual market &retisns. Outputs from the valuation
process are assessed against various market sattreaghey are available, including marketplacetesiarecent trades of similar illiquid
securities, benchmark indices and independentngrisérvices. The technique and unobservable irgrainpeters may be recalibrated
periodically to achieve an appropriate estimatibthe fair value of the securities.

Significant changes in any of the unobservabletmpsged in the fair value measurement of auctitssecurities in isolation could result in
a significantly lower or higher fair value measush An increase in expected yield would resuli imgher fair value measurement, whereas
an increase in expected holding period or estimdigszbunt rate would result in a lower fair valueasurement. Generally, a change in the
assumptions used for expected holding period israpanied by a directionally similar change in tesuamptions used for estimated yield and
discount rate.

Contingent consideration

Fair Value at
June 28, 2014
(000s) Valuation Technique Unobservable Input Range
$ 11,95 Monte Carlo simulatiol Expected revenue growth re 19.7%— 40.9%
Expected revenue volatilit 20.0%
Expected tern 0.5 year= 4.5 years
Estimated discount ra 0.0%-1.7%
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The Company has followed an established internairobprocedure used in valuing contingent consitien. The valuation of contingent
consideration for the Energy Micro acquisition &sbd on a Monte Carlo simulation model. The faiue®f this valuation is estimated on a
quarterly basis through a collaborative effort by Company’s sales, marketing and finance depattmen

Significant changes in any of the unobservabletimpsged in the fair value measurement of contingensideration in isolation could res
in a significantly lower or higher fair value. A@hge in projected revenue growth rates would berapanied by a directionally similar char
in fair value. A change in discount rate would beampanied by a directionally opposite change iinvialue.

The following summarizes the activity in Level 8dincial instruments for the three and six montlteedrJune 28, 2014 (in thousands):

Assets

Three Months Six Months
Auction Rate Securities Ended Ended
Beginning balanc $ 10,99° $ 10,63:
Gain (loss) included in other comprehensive incdlogs) (4) 361
Balance at June 28, 2014 $ 10,997 $ 10,99:
Liabilities

Three Months Six Months
Contingent Consideration (1) Ended Ended
Beginning balanc $ 13,25¢ $ 12,91¢
Gain recognized in earnings (2) (1,300 (964)
Balance at June 28, 2014 $ 11,95¢ $ 11,95¢
Net gain for the period included in earnings atttéle to contingent consideration h

at the end of the perio $ 1,301 $ 964

(1) In connection with the acquisition of Energy Mictbe Company recorded contingent considerationdoapen the expected achievement
of certain milestone goals. Changes to the fawevalf contingent consideration due to changessaraptions used in preparing the
valuation model are recorded in selling, generdl aministrative expenses in the Consolidated Biaté of Income.

(2) The Company decreased the estimated fair valuerdfingent consideration because the Company nowatsa lower level of earn-out
achievement.

Fair values of other financial instrumer

The Company’s Term Loan Facility bears interedtiBOR plus an applicable margin. The fair valugted Company’s Term Loan Facility
approximates its carrying values as of June 284201 December 28, 2013, based on the estimategimubrserved for loans to companies
under similar terms and credit profiles. The Cony@nther financial instruments, including cashc@mts receivable and accounts payable,
are recorded at amounts that approximate theivédires due to their short maturities.
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6. Balance Sheet Details

The following shows the details of selected ConddrSonsolidated Balance Sheet items (in thousands):

Inventories
June 28, December 28
2014 2013
Work in progress $ 34,46. $ 34,50:
Finished goods 11,09¢ 10,76¢
$ 45557 $ 45,27
7. Debt

On July 31, 2012, the Company and certain of iteektic subsidiaries (the “Guarantors”) entered e&230 million five-year Credit
Agreement (the “Agreement”). The Agreement cong$® $100 million Term Loan Facility and a $130lion Revolving Credit Facility
(collectively, the “Credit Facilities”).

The Term Loan Facility provides for quarterly pijped amortization (equal to 5% of the principakiach of the first two years and 10% of
the principal in each of the next three years) whhremaining balance payable upon the maturity. ddhe Revolving Credit Facility include
$25 million letter of credit sublimit and a $10 hidh swingline loan sublimit. The Company has ati@pto increase the size of the Revolving
Credit Facility by up to an aggregate of $50 millio additional commitments, subject to certaindibans. On September 27, 2012, the
Company borrowed $100 million under the Term LoanilRy. To date, the Company has not borrowed utitke Revolving Credit Facility.

The Term Loan Facility and Revolving Credit Fagilibther than swingline loans, will bear interest BBOR plus an applicable margin or,
at the option of the Company, a base rate (defasathe highest of the Bank of America prime rdte Rederal Funds rate plus 0.50% and a
daily rate equal to one-month LIBOR plus 1.00%)spdim applicable margin. Swingline loans accrua@steat the base rate plus the applicable
margin for base rate loans. The applicable marginthe LIBOR rate loans range from 1.50% to 2.588d for base rate loans range from
0.50% to 1.50%, depending in each case, on thedgeeatio as defined in the Agreement. The Compdsty pays a commitment fee on the
unused amount of the Revolving Credit Facility.

In connection with the closing of the Credit Agrem) the Company entered into a security and pledgeement. Under the security and
pledge agreement, the Company pledged equity siesunil certain of its subsidiaries, subject toaptons and limitations. The Credit
Facilities contain various conditions, covenantd eepresentations with which the Company must lmmpliance in order to borrow funds
and to avoid an event of default, including finahciovenants that the Company must maintain a d@eeratio (funded debt/EBITDA) of no
more than 2.5 to 1 and a minimum fixed charge cyeratio (EBITDA/debt payments, income taxes amital expenditures) of no less than
1.50 to 1. As of June 28, 2014, the Company wasmpliance with all covenants of the Credit Faieiit
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As of June 28, 2014, the remaining contractual rités of the Term Loan Facility were as follows {housands):

Fiscal Year

2014 $ 5,00(
2015 10,00(
2016 10,00(
2017 67,50(
Total $ 92,50(

Interest Rate Swap Agreem

In connection with the $100 million borrowed untlee Term Loan Facility, the Company entered intinéerest rate swap agreement as a
hedge against the LIBOR portion of such variabterigst payments. Under the terms of the swap agmtethe Company effectively conver
the LIBOR portion of the interest on the Term Ld@acility to a fixed interest rate of 0.764% throubk maturity date. As of June 28, 2014,
combined interest rate on the Term Loan Facilithifl includes an applicable margin) was 2.514%.M&te 4,Derivative Financial
Instruments, for additional information.
8. Stockholders’ Equity
Common Stock

The Company issued 0.9 million shares of commockstinring the six months ended June 28, 2014.

Share Repurchase Programs

The Board of Directors authorized the following igheepurchase programs (in thousands):

Program
Termination Program
Program Authorization Date Date Amount
January 201 January 201! $ 100,00(
January 201 January 201 $ 50,00(
April 2012 January 201 $ 100,00(

These programs allow for repurchases to be matteeinpen market or in private transactions, inclgditructured or accelerated
transactions, subject to applicable legal requirgsiand market conditions. The Company repurch@shillion shares of its common stock
for $11.0 million during the six months ended J@B8e2014. These shares were retired upon repurchseCompany did not repurchase any
shares of its common stock during the six montlieedrdune 29, 2013.
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Accumulated Other Comprehensive L

The components of accumulated other comprehens$s het of taxes, were as follows (in thousands):

Unrealized Gain Net Unrealized Losse:
on Cash Flow on Available-For-Sale
Hedge Securities Total
Balance at December 28, 2013 $ 338 % (1,017 $ (684)
Other comprehensive income (loss) before reclassifins (407) 30€ (207
Amount reclassified from accumulated other compnehe loss 18€ — 18€
Net change for the peric (221) 30€ 85
Balance at June 28, 2014 $ 11z $ (711) $ (599
Reclassifications From Accumulated Other Compreiverisoss
Three Months Ended Six Months Ended
June 28, June 29, June 28, June 29,
Reclassification (in thousands 2014 2013 2014 2013
Losses on cash flow hedges
Interest expens $ (143 3 (141) $ (28¢) $ (322
Gains on availab-for-sales securities ti
Interest incom — 232 — 232
(143) 91 (28€) (90)
Income tax (provision) benefit 50 (32) 10C 32
Total reclassifications $ 93 $ 58 $ (186) $ (59

9. Stock-Based Compensation

In fiscal 2009, the stockholders of the Companyrapgd the 2009 Stock Incentive Plan (the “2009 Bland the 2009 Employee Stock
Purchase Plan (the “2009 Purchase Pladt) April 15, 2014, the stockholders of the Compapgroved amendments to both the 2009 Plai
the 2009 Purchase Plan. The amendments authodzitibaal shares of common stock for issuanceptapy with changes in applicable law,
improve the Company’s corporate governance anchpdement other best practices. The amended plansuarently effective.

Stock-based compensation costs are based on thafiaés on the date of grant for stock options @mthe date of enrollment for the
employee stock purchase plans, estimated by ussBlack-Scholes option-pricing model. The fairuesd of stock awards and restricted stock
units (RSUs) equal their intrinsic value on theedaft grant. The fair values of market stock unitS{Js) generally are estimated using a Monte
Carlo simulation based on the date of grant.
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The following table presents details of stock-basamipensation costs recognized in the Condensedoidated Statements of Income (in
thousands):

Three Months Ended Six Months Ended
June 28, June 29, June 28, June 29,
2014 2013 2014 2013

Cost of revenue $ 17¢ $ 262 % 374 $ 517
Research and developmt 4,32 3,48: 8,56¢ 6,821
Selling, general and administrati 4,77 3,67¢ 9,617 6,34¢
9,28: 7,42¢ 18,55¢ 13,68¢

Income tax benefi 587 17C 1,89¢ 91¢
$ 8,69t $ 725¢ % 16,66 $ 12,76¢

The increase in stock-based compensation costeiretent three and six month periods was priflgipale to increased headcount. The
Company had approximately $67.9 million of totafesognized compensation costs related to grante#f stvards as of June 28, 2014 that
expected to be recognized over a weighted-averagedoof 2.1 years. There were no significant stbaked compensation costs capitalized
into assets in any of the periods presented.

10. Commitments and Contingencies
Patent Litigation

On January 21, 2014, Cresta Technology Corporgtoresta Technology”), a Delaware corporation,dikelawsuit against the Company,
Samsung Electronics Co., Ltd., Samsung Electrofimsrica, Inc., LG Electronics Inc. and LG ElectramlJ.S.A., Inc. in the United States
District Court in the District of Delaware, allegiinfringement of United States Patent Nos. 7,08%,5,265,792 and 7,251,466. The lawsuit
relates to the Company'’s family of television tupesducts. Cresta Technology seeks unspecifiegppeasatory and enhanced damages,
attorney fees and a permanent injunction. On Jgr2&r2014, Cresta Technology also filed a comphaith the United States International
Trade Commission (“ITC"plleging infringement of the same patents agalresGompany, Samsung and LG Electronics and seékipgeven
the importation and sale of allegedly infringinggucts in the United States. The ITC institutednaestigation based on Cresta Technology’s
complaint on February 27, 2014. The Delaware is@ourt action has been stayed pending completidihhe proceedings in the ITC. The
Company intends to vigorously defend against tlaflsgations.

On April 11, 2014, the Company filed a lawsuit aghiCresta Technology in the United States Dis€mirt in the Western District of
Texas, Austin Division, alleging infringement of ithd States Patent Nos. 6,308,055, 6,965,761 &%8,011. On July 14, 2014, the Court
dismissed the lawsuit without prejudice due tol#uk of commercial activity by Cresta Technologythie Western District of Texas. On
July 16, 2014, the Company refiled its claims for 055, ‘761 and ‘011 patents in a lawsuit in thdted States District Court in the Northern
District of California. In addition, the Companydstl additional claims alleging infringement of nitStates Patent Nos. 6,304,146, 6,137
and 6,233,441. The Company is seeking a permangmniction stopping the sale of all allegedly inffing Cresta Technology products and an
award of damages and attorney fees.
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On May 6, 2014, the Company filed a complaint vtita ITC alleging infringement of United States Ratdos. 6,137,372 and 6,233,441
against Cresta Technology, Hauppauge Digital, Hayppague Computer Works, Inc., PCTV Systemst.5.auxembourg and PCTV
Systems S.a.r.l., seeking to prevent the imponaind sale of allegedly infringing products in theited States. On June 6, 2014, the ITC
instituted an investigation based on the Compaogtaplaint. On June 13, 2014, Cresta Technologyqeeg a consent order whereby Cresta
Technology will not sell for importation, import sell in the United States television tuners th&irige the patent claims asserted by the
Company. On July 1, 2014, the Administrative Lawigkiaccepted the proposed consent order and iasuedial Determination terminating
the investigation based on the Company’s compégainst Cresta Technology.

At this time, the Company cannot predict the outeahthese matters or the resulting financial impadt, if any.
Other

The Company is involved in various other legal pextings that have arisen in the normal course sifbas. While the ultimate results of
these matters cannot be predicted with certaihyCompany does not expect them to have a matehi@rse effect on its consolidated
financial statements.

11. Income Taxes

Provision for income taxes includes both domesgiit f@reign income taxes at the applicable statutatgs adjusted for non-deductible
expenses, research and development tax creditsthadpermanent differences. Income tax expensept@million for the three months
ended June 28, 2014 and June 29, 2013, resultiefeictive tax rates of 29.4% and 31.7%, respelgtivecome tax expense was $7.4 million
and $5.9 million for the six months ended JuneZBd4 and June 29, 2013, respectively, resultireffective tax rates of 24.9% and 15.3%,
respectively. The effective tax rate for the thmeenths ended June 28, 2014 decreased from thepmimd, primarily due to the recording of a
valuation allowance in the prior period relatediéderred tax assets for state net operating l@sstsesearch and development tax credits. Th
decrease was partially offset by the non-renew#h®?2014 federal research and development taxt énethe current period. The effective tax
rate for the six months ended June 28, 2014 inetkftem the prior period, primarily due to the prieriod recognition of the 2012 federal
research and development tax credit due to thetmeat of the American Taxpayer Relief Act of 201R2January 2, 2013, as well as the non-
renewal of the 2014 federal research and developtarmcredit in the current period. This increases\partially offset by the release in the
current period of prior year unrecognized tax biaelue to the lapse of the statute of limitatiapglicable to a tax deduction claimed on a
prior year foreign tax return.

At June 28, 2014, the Company had gross unrecagjtézebenefits of $3.5 million, $3.5 million of wdti would affect the effective tax rate
if recognized. The Company recognizes interestpamlties related to unrecognized tax benefithénptrovision for income taxes. The
Company had a gross decrease of $1.5 million torits year unrecognized tax benefits related dpsé of the statute of limitations applicable
to an uncertain tax position during the six morghded June 28, 2014, a portion of which represemfedeign currency remeasurement
adjustment and was recognized in other income fesg)enet.

The tax years 2009 through 2014 remain open to ixainn by the major taxing jurisdictions to whittte Company is subject. The
Company is not currently under audit in any magoairig jurisdiction.
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Item 2. Management’s Discussion and Analysis of Rancial Condition and Results of Operations

The following discussion and analysis of financiahdition and results of operations should be meatnjunction with the Condensed
Consolidated Financial Statements and related iégsto included elsewhere in this report. Théedssion contains forward-looking
statements. Please see the “Cautionary Statemeoteaand “Risk Factors” below for discussions @ timcertainties, risks and assumptions
associated with these statements. Our fiscal yedifieancial reporting periods are a 52- or 53- kvgear ending on the Saturday closest to
December 31st. Fiscal 2014 will have 53 weeks trithextra week occurring in the fourth quarterhaf year. Fiscal 2013 had 52 weeks. Our
second quarter of fiscal 2014 ended June 28, 2Daiksecond quarter of fiscal 2013 ended June 28.20

Overview

We design and develop proprietary, analog-intensniged-signal integrated circuits (ICs) for a lfdange of applications. Mixed-signal
ICs are electronic components that convert realdhvamalog signals, such as sound and radio wamesdigital signals that electronic products
can process. Therefore, mixed-signal ICs are atitomponents in products addressing a varietyarkats, including communications,
consumer, industrial and automotive. Our majora@wstrs include Alcatel, Cisco, Harman Becker, Huaw&i Electronics, Panasonic,
Samsung, Technicolor, Varian Medical Systems and.ZT

As a fabless semiconductor company, we rely onltparty semiconductor fabricators in Asia, and tesser extent the United States and
Europe, to manufacture the silicon wafers thaemfour IC designs. Each wafer contains numeragisadiich are cut from the wafer to crea
chip for an IC. We rely on third parties in Asiagssemble, package, and, in most cases, testdbemes and ship these units to our customer
Testing performed by such third parties facilitefgester delivery of products to our customers {paldrly those located in Asia), shorter
production cycle times, lower inventory requirensehdwer costs and increased flexibility of tegpaeity.

Our expertise in analog-intensive, high-performameied-signal ICs enables us to develop highlfedéntiated solutions that address
multiple markets. We group our products into thieofeing categories:

e Broad-based products, which include our microcdlergMCU) and wireless products, timing produatbo¢ks and oscillators),
power and isolation devices, and sensors;

e Broadcast products, which include our broadcasivaaad video products; and
*  Access products, which include our Voice over IBI®) products, embedded modems and our Power dkerriet (PoE) devices.

Through acquisitions and internal development &ffare have continued to diversify our product fadid and introduce next-generation
ICs with added functionality and further integrati@®n February 28, 2014, we purchased the full pcbdortfolio and intellectual property of
Touchstone Semiconductor, including op-amps, ctisense amplifiers, low-power analog-to-digital eerers (ADCs), comparators, power
management ICs, timers, and voltage detectorsefacences.

In the first six months of fiscal 2014, we intro@dcdigital isolators offering high channel courgrfprmance, reliability and data rates for
cost-sensitive consumer electronics applicationsrgy-efficient capacitive sensing MCUs for humaaehine interfaces (HMI); a
comprehensive software solution designed to simié development of wirelessly connected smaremsdbr electricity, gas, water and heat
resources; a 32-bit hardware and firmware developrkiedesigned to accelerate the design of Madéfod®/iPhone®/iPad® (MFi)
accessories; a new version of the Simplicity Sttlidevelopment ecosystem that provides unified sugpoour energy-friendly 32-bit
EFM32™ Gecko MCUs and 8-bit MCUs; the expansionwuf ARM®-based Ember® ZigBee® system-on-chip (Sta@)ily providing larger
memory options for advanced smart energy and harmretion applications; and singteip digital ultraviolet (UV) index sensors desigrte
track UV exposure, ambient light and biometricssorartphone and wearable computing products. Wetplaontinue to introduce products
that increase the content we provide for existipgliaations, thereby enabling us to serve marketsla/not currently address and expanding
our total available market opportunity.
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During the six months ended June 28, 2014, we haccastomer, Samsung, whose purchases acrosety\airproduct areas represented
more than 10% of our revenues. In addition to disates to customers, some of our end customech@se products indirectly from us throt
distributors and contract manufacturers. An endatuer purchasing through a contract manufactugc&ly instructs such contract
manufacturer to obtain our products and incorposatd products with other components for sale loy sontract manufacturer to the end
customer. Although we actually sell the productsatal are paid by, the distributors and contractufecturers, we refer to such end customer
as our customer. Two of our distributors, Edom Tetbgy and Avnet, represented more than 10% ofexenues during the six months en
June 28, 2014. There were no other distributoratract manufacturers that accounted for more 1884 of our revenues during the six
months ended June 28, 2014.

The percentage of our revenues derived from outsidlee United States was 85% during the six moatided June 28, 2014. All of our
revenues to date have been denominated in U.@urslolWe believe that a majority of our revenues euihtinue to be derived from customers
outside of the United States.

The sales cycle for our ICs can be as long as I#thmear more. An additional three to six monthsnare are usually required before a
customer ships a significant volume of devices ithedrporate our ICs. Due to this lengthy saledesywe typically experience a significant
delay between incurring research and developmenhsaliing, general and administrative expensestldorresponding sales. Consequently
if sales in any quarter do not occur when expeaggenses and inventory levels could be disprogately high, and our operating results for
that quarter and, potentially, future quarters wicag adversely affected. Moreover, the amountoé tboetween initial research and
development and commercialization of a produay#r, can be substantially longer than the salele ¢gr the product. Accordingly, if we
incur substantial research and development cositmuti developing a commercially successful prodogt,operating results, as well as our
growth prospects, could be adversely affected.

Because many of our ICs are designed for use iawnar products such as televisions, set-top boad®s and mobile handsets, we
expect that the demand for our products will bedgily subject to some degree of seasonal demaodeler, rapid changes in our markets
across our product areas make it difficult forauatcurately estimate the impact of seasonal factoour business.

Results of Operations
The following describes the line items set forttoim Condensed Consolidated Statements of Income:

Revenues. Revenues are generated predominately by salmsd€s. We recognize revenue on sales when #fieofollowing criteria are me

1) there is persuasive evidence that an arrangeenésts, 2) delivery of goods has occurred, 3)sthles price is fixed or determinable, and 4)
collectibility is reasonably assured. Generally,r@eognize revenue from product sales to dirediboosrs and contract manufacturers upon
shipment. Certain of our sales are made to digtsiswunder agreements allowing certain rights afrreand price protection on products un:
by distributors. Accordingly, we defer the reveraumal cost of revenue on such sales until the digtils sell the product to the end customer. /
small portion of our revenues is derived from thke ©f patents. The above revenue recognitionriifer patent sales are generally met upon
the execution of the patent sale agreement. Owlugts typically carry a one-year replacement wayraReplacements have been insignificant
to date.
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Our revenues are subject to variation from periopdriod due to the volume of shipments made widhireriod, the mix of products we
sell and the prices we charge for our products.vis majority of our revenues were negotiatediaep that reflect a discount from the list
prices for our products. These discounts are mada Variety of reasons, including: 1) to estabéisielationship with a new customer, 2) as ar
incentive for customers to purchase products igelavolumes, 3) to provide profit margin to ourtdisutors who resell our products or 4) in
response to competition. In addition, as a prodwiures, we expect that the average selling poiceuch product will decline due to the
greater availability of competing products. Ourligbto increase revenues in the future is dependarincreased demand for our established
products and our ability to ship larger volumeshafse products in response to such demand, assvellr ability to develop or acquire new
products and subsequently achieve customer acaeptdmewly introduced products.

Cost of Revenues. Cost of revenues includes the cost of purchafsiighed silicon wafers processed by independamdioies; costs
associated with assembly, test and shipping oftiposducts; costs of personnel and equipment agsdoivith manufacturing support, logist
and quality assurance; costs of software royaltitger intellectual property license costs andateracquired intangible assets; and an alloc
portion of our occupancy costs.

Research and Development.Research and development expense consists dyirapersonnel-related expenses, including stoagell
compensation, as well as new product masks, exteonaulting and services costs, equipment tookgiipment depreciation, amortization of
intangible assets, and an allocated portion ofo@aupancy costs. Research and development actiiititude the design of new products,
refinement of existing products and design of testhodologies to ensure compliance with requiretifigations.

Selling, General and Administrative. Selling, general and administrative expense stmgirimarily of personnel-related expenses, irinyd
stock-based compensation, as well as an allocateibip of our occupancy costs, sales commissiomsdependent sales representatives,
applications engineering support, professional,flegml fees and promotional and marketing expenses

Interest Income. Interest income reflects interest earned on ashgccash equivalents and investment balances.

Interest Expense. Interest expense consists of interest on ourt stmal long-term obligations, including our CreditcHities.

Other Income (Expense), Net. Other income (expense), net consists primariffpafign currency remeasurement adjustments asaseaithe
non-operating income and expenses.

Provision for Income Taxes. Provision for income taxes includes both domestid foreign income taxes at the applicable stajuttes
adjusted for non-deductible expenses, researcldevelopment tax credits and other permanent differs.
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The following table sets forth our Condensed Cadatéd Statements of Income data as a percentageeariues for the periods indicated:

Three Months Ended Six Months Ended
June 28, June 29, June 28, June 29,
2014 2013 2014 2013

Revenue! 100.(% 100.(% 100.(% 100.(%
Cost of revenue 36.5 37.5 38.2 38.€
Gross margir 63.7 62.7 61.€ 61.4
Operating expense

Research and developme 27.C 26.4 28.1 26.1

Selling, general and administrati 28:& 22.€ 23.t 21.t
Operating expense 50.8 49.5 51.€ 47.€
Operating incom: 13.4 13.4 10.z 13.¢
Other income (expense

Interest income 0.1 0.1 0.2 0.2

Interest expens (0.5 (0.6) (0.5 (0.5

Other income (expense), r 0.C 0.1 0.C 0.C
Income before income tax 13.C 13.C 9.¢ 13.t
Provision for income taxe 3.8 4.1 2.5 2.1
Revenues

Three Months Ended Six Months Ended
June 28, June 29, % June 28, June 29, %
(in millions) 2014 2013 Change Change 2014 2013 Change Change
Broac-basec $ 797 $ 68.t $ 10.¢ 158 $ 152 $ 1361 $ 15.¢ 11.7%
Broadcas 50.t 48.% 2.2 4.5% 101.2 99.t 1.7 1.7%
Access 24.7 24.2 0.2 1.2% 47.L 51.: (3.9 (7.5)%
$ 154¢ $ 141t $ 13.¢ 94% $ 3006 $ 286¢ $ 13.7 4.%

The change in revenues in the recent three momtbdoeas due primarily to:

* Increased revenues of $10.9 million for our Broaddd ICs, due primarily to market share gains tioMCU and wireless products
and the addition of revenues from the acquisitibBreergy Micro in July 2013.

* Increased revenues of $2.2 million for B roadcdigg primarily to the sale of patents of $5.0 millidhe increase in Broadcast
revenues was offset by decreased revenues fomudio ECs due to declines in market share.

* Increased revenues of $0.3 million for our Accé&ss |

The change in revenues in the recent six montltogevas due primarily to:

* Increased revenues of $15.9 million for our Broaddd ICs, due primarily to market share gains tioMCU and wireless products
and the addition of revenues from the acquisitibEreergy Micro. Broad-based revenue growth wasetfiis part by a decline in
revenue for our touch controller ICs due to out &eim this market.

* Increased revenues of $1.7 million for B roadodisg primarily to market share gains for our vid€s hnd the sale of patents of $5.0
million. The increase in Broadcast revenues wasebthy decreased revenues for our audio ICs ddediines in market share.

»  Decreased revenues of $3.9 million for our Acc€ss tHue primarily to declines in the market for exhtled modem ICs.
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Unit volumes of our products increased by 9.4% aretage selling prices decreased by 3.0% comparte three months ended June 29
2013. Unit volumes of our products decreased b%a6éd average selling prices increased by 3.9% acedpto the six months ended June 29
2013. The average selling prices of our productg fla@tuate significantly from period to period. ¢igneral, as our products become more
mature, we expect to experience decreases in avsediing prices. We anticipate that newly annodnbgher priced, next generation prod
and product derivatives will offset some of theserdases.

Gross Margin

Three Months Ended Six Months Ended
June 28, June 29, June 28, June 29,
(in millions) 2014 2013 Change 2014 2013 Change
Gross margir $ 98.7 $ 88.E $ 9¢ $ 185.¢ $ 176.1 $ 9.7
Percent of revenu 63.7% 62.7% 1.C% 61.8% 61.4% 0.4%

The increased dollar amount of gross margin irréloent three month period was due to increasessgnargin of $7.1 million for our
Broad-based products, $2.5 million for our Broadgasducts and $0.3 million for our Access produ@tse increased dollar amount of gross
margin in the recent six month period was due todases in gross margin of $10.6 million for ouo&i-based products and $1.2 million for
our Broadcast products, offset by a decrease issgrargin of $2.1 million for our Access produdtse recent three and six month periods
include gross margin from the sale of patents 0d $aillion, which had no associated cost of revenue

We may experience declines in the average sellimgpof certain of our products. This creates deand pressure on gross margin as a
percentage of revenues and may be offset to tlemewke are able to: 1) introduce higher margin pevducts and gain market share with our
ICs; 2) reduce costs of existing products througproved design; 3) achieve lower production castfour wafer suppliers and third-party
assembly and test subcontractors; 4) achieve lprestuction costs per unit as a result of improviettg throughout the manufacturing
process; or 5) reduce logistics costs.

Research and Development

Three Months Ended Six Months Ended
June 28, June 29, % June 28, June 29, %
(in millions) 2014 2013 Change Change 2014 2013 Change Change
Research and developme  $ 41¢ % 372 % 4.4 11.% $ 84.: $ 75.C $ 9.2 12.5%
Percent of revenu 27.(% 26.2% 28.1% 26.1%

The increase in research and development expeltse necent three and six month periods was pratigiglue to increases of (a) $2.6
million and $4.8 million, respectively, for persahrelated expenses, including personnel costsaed with (i) increased headcount, and (i)
the acquisition of Energy Micro, (b) $1.3 millioné$2.7 million, respectively, for the amortizatiohintangible assets primarily related to our
acquisition of Energy Micro, and (c) $0.4 millioncda$1.6 million, respectively, for new product oduction costs. We expect that research
development expense will increase in absolute doltathe third quarter of 2014.
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Recent development projects include digital isokatiffering high channel count, performance, rdligband data rates for cost-sensitive
consumer electronics applications; energy-effic@apacitive sensing MCUs for HMI; a comprehensivivgare solution designed to simplify
the development of wirelessly connected smart radterelectricity, gas, water and heat resourc&2-ait hardware and firmware developm
kit designed to accelerate the design of MFi aanéss; a new version of the Simplicity Studio depghent ecosystem that provides unified
support for our energy-friendly 32-bit EFM32 Gedd&€Us and 8-bit MCUs; the expansion of our ARM-baksaber ZigBee SoC family
providing larger memory options for advanced sreadrgy and home automation applications; sitgie-digital UV index sensors designet
track UV exposure, ambient light and biometricsdorartphone and wearable computing products; afamily of sub-GHz wireless MCUs
optimized for power-sensitive, battery-powered syt with RF connectivity; a high-performance bridgetroller for USB connectivity
applications; relative humidity (RH) and temperatsensors that simplify RH sensing designs whiteiging power efficiency and ease of L
the EFM32 Zero Gecko MCU family designed to achilove system energy consumption for a wide rangeadtiery-powered applications; a
family of universal DVB demodulators that suppd tatest worldwide DVB standards for cable, tdriglsand satellite reception; a low-jitter,
low-power and frequency-flexible timing solutiorr faigh-speed networking equipment based on the Bgtendard; a new family of silicon
TV tuners offering high performance, integratiom d&ow system cost while supporting all worldwideréstrial and cable TV standards; and
highly integrated, feature-rich 8-bit MCUs optimizéor cost-sensitive motor control applications.

Selling, General and Administrative

Three Months Ended Six Months Ended
June 28, June 29, % June 28, June 29, %
(in millions) 2014 2013 Change Change 2014 2013 Change Change
Selling, general and administrati $ 360 $ 324 $ 3¢ 11.% $ 70€ $ 61t $ 9.1 14.8%
Percent of revenu 23.2% 22.%% 23.5% 21.5%

The increase in selling, general and administraixgense in the recent three month period wasipalg due to increases of (a)
$2.6 million for personnel-related expenses, prilpassociated with (i) increased headcount, andh@ acquisition of Energy Micro, and (b)
$1.4 million for legal fees, primarily related itidation. The increase in selling, general and iaistrative expense in the recent six month
period was principally due to increases of (a) $dilion for personnel-related expenses, (b) $2ilfion for adjustments to the fair value of
acquisition-related contingent consideration, ar)db(.3 million for legal fees. We expect thatisgl] general and administrative expense will
increase in absolute dollars in the third quarfetGi4.
Interest Income

Interest income for the three and six months edded 28, 2014 and June 29, 2013 was $0.2 millidr@rb million, respectively.
Interest Expense

Interest expense for the three and six months edaleel 28, 2014 was $0.8 million and $1.6 milli@spectively, compared to $0.8 million
and $1.7 million for the three and six months endiege 29, 2013, respectively.

Other Income (Expense), Net

Other income (expense), net for the three and sinths ended June 28, 2014 was $(6) thousand anth@&64and, respectively, compared
to $0.1 million for the three and six months endede 29, 2013.
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Provision for Income Taxes

Three Months Ended Six Months Ended
June 28, June 29, June 28, June 29,
(in millions) 2014 2013 Change 2014 2013 Change
Provision for income taxe $ 5 $ 5 §% — $ 74 $ 5 % 1.t
Effective tax rate 29.4% 31.71% 24.% 15.2%

The effective tax rate for the three months ended 28, 2014 decreased from the prior period, piiyndue to the recording of a valuation
allowance in the prior period related to deferm@eddssets for state net operating losses and obsaad development tax credits. This decreas
was partially offset by the non-renewal of the 2@dderal research and development tax credit irctineent period. The effective tax rate for
the six months ended June 28, 2014 increased fiemrtor period, primarily due to the prior peri@tognition of the 2012 federal research
and development tax credit due to the enactmetfiteoAmerican Taxpayer Relief Act of 2012 on Janugr2013, as well as the noerewal of
the 2014 federal research and development taxtéretitie current period. This increase was paytiaffset by the release in the current period
of prior year unrecognized tax benefits due toldépse of the statute of limitations applicable taxadeduction claimed on a prior year foreign
tax return.

The effective tax rates for each of the periods@néd differ from the federal statutory rate d¥38ue to the amount of income earned in
foreign jurisdictions where the tax rate may bedowhan the federal statutory rate, research anelalement tax credits and other permanent
items including changes to the liability for unrgo@ed tax benefits.

Business Outlook

We expect revenues in the third quarter of fis€dl2to be in the range of $153 to $157 million.tRermore, we expect our diluted
earnings per share to be in the range of $0.18.14$

Liquidity and Capital Resources

Our principal sources of liquidity as of June 2812 consisted of $328.9 million in cash, cash egeits and short-term investments, of
which approximately $233.7 million was held by alfs. entities. The remaining balance was held nfaneign subsidiaries. Our cash
equivalents and short-term investments consistedurficipal bonds, corporate bonds, variable-rateatel notes, commercial paper, money
market funds, certificates of deposit, asset-badesdirities, international government bonds, Udseghnment bonds and U.S. government
agency.

Our long-term investments consisted of auction-sataurities. In fiscal 2008, auctions for many of auction-rate securities failed because
sell orders exceeded buy orders. As of June 281,204 held $12.4 million par value auction-rateusiies, all of which have experienced
failed auctions. These securities have contrachaalirity dates ranging from 2033 to 2046. We aceikéng the underlying cash flows on all
our auction-rate securities. The principal amoastsociated with failed auctions are not expectdzbtaccessible until a successful auction
occurs, the issuer redeems the security, a buyeuisl outside of the auction process or the ugiteylsecurities mature. We are unable to
predict if these funds will become available befibreir maturity dates. We do not expect to nee@sto the capital represented by any of ou
auction-rate securities prior to their maturities.

Net cash provided by operating activities was $&3ilon during the six months ended June 28, 2@bfnpared to net cash provided of
$66.1 million during the six months ended June22d,3. Operating cash flows during the six monttdeenJune 28, 2014 reflect our net
income of $22.4 million, adjustments of $38.3 roiflifor depreciation, amortization, stock-based cemsption and deferred income taxes, anc
a net cash inflow of $2.7 million due to changesin operating assets and liabilities.

Accounts receivable decreased to $69.0 millioruae28, 2014 from $72.1 million at December 28,20he decrease in accounts
receivable resulted primarily from normal variaidn the timing of collections and billings. Ouresage days sales outstanding (DSO) was 4(
days at June 28, 2014 and 44 days at Decembef28, 2
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Inventory increased to $45.6 million at June 28,2from $45.3 million at December 28, 2013. Ourimtory level is primarily impacted
by our need to make purchase commitments to sufpedasted demand and variations between foraetasid actual demand. Our average
days of inventory (DOI) was 73 days at June 284281d 71 days at December 28, 2013.

Net cash used in investing activities was $62.0enilduring the six months ended June 28, 2014 paoed to net cash provided of $15.9
million during the six months ended June 29, 201 decrease in cash inflows was principally due decrease of $80.8 million of net
proceeds from sales and maturities of marketaldergies.

We anticipate capital expenditures of approxima$dl9 to $14 million for fiscal 2014. Additionallgs part of our growth strategy, we
expect to evaluate opportunities to invest in @ua@ other businesses, intellectual property ohitelogies that would complement or expand
our current offerings, expand the breadth of ourkeizd or enhance our technical capabilities.

Net cash used in financing activities was $3.9iamlduring the six months ended June 28, 2014, epeapto net cash provided of $6.0
million during the six months ended June 29, 201&: increase in cash outflows was principally duart increase of $11.0 million for
repurchases of our common stock. In January 20irdBoard of Directors authorized a program to repase up to $100 million of our
common stock through January 2015.

Debt

On July 31, 2012, we entered into a $230 millimefyear Credit Agreement (the “Agreement”). The égment consists of a $100 million
Term Loan Facility and a $130 million Revolving @iteFacility.

The Term Loan Facility provides for quarterly pijped amortization (equal to 5% of the principakiach of the first two years and 10% of
the principal in each of the next three years) whhremaining balance payable upon the maturity. dde Revolving Credit Facility include
$25 million letter of credit sublimit and a $10 hidh swingline loan sublimit. We have an optioniriorease the size of the Revolving Credit
Facility by up to an aggregate of $50 million irddnal commitments, subject to certain conditiods September 27, 2012, we borrowed
$100 million under the Term Loan Facility. To dates have not borrowed under the Revolving Crediflfa

The Term Loan Facility and Revolving Credit Fagilibther than swingline loans, will bear interest BOR plus an applicable margin or,
at our option, a base rate (defined as the higifahe Bank of America prime rate, the Federal Rurade plus 0.50% and a daily rate equal to
one-month LIBOR plus 1.00%) plus an applicable rimar§wingline loans accrue interest at the basephts the applicable margin for base
rate loans. The applicable margins for the LIBOR taans range from 1.50% to 2.50% and for bageloains range from 0.50% to 1.50%,
depending in each case, on the leverage ratiofamdean the Agreement. We also pay a commitmeatdie the unused amount of the
Revolving Credit Facility.

In connection with the closing of the Credit Agrem) we entered into a security and pledge agreerdeder the security and pledge
agreement, we pledged equity securities of cedhour subsidiaries, subject to exceptions andtétiins. The Credit Facilities contain various
conditions, covenants and representations with vive must be in compliance in order to borrow fuadd to avoid an event of default,
including financial covenants that we must maintaieverage ratio (funded debt/EBITDA) of no mdrart 2.5 to 1 and a minimum fixed
charge coverage ratio (EBITDA/debt payments, inctames and capital expenditures) of no less thad tb. 1. As of June 28, 2014, the
Company was in compliance with all covenants ofGnedit Facilities. See Note Debt, to the Condensed Consolidated Financial Statesmen
for additional information.

We have entered into an interest rate swap agraeasenhedge against the LIBOR portion of the wéginterest payments under the Te
Loan Facility and effectively converted the LIBORBrfion of the interest on the Term Loan Facilityatéixed interest rate through the maturity
date. See Note Qerivative Financial Instrumentsto the Condensed Consolidated Financial Statesrienadditional information.
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Our future capital requirements will depend on méagfors, including the rate of sales growth, madaeeptance of our products, the
timing and extent of research and development praj@otential acquisitions of companies or tecbgigls and the expansion of our sales and
marketing activities. We believe our existing casdsh equivalents, investments and credit undeCoedit Facilities are sufficient to meet our
capital requirements through at least the next @8ths, although we could be required, or couldtetecseek additional funding prior to that
time. We may enter into acquisitions or strategiarrgements in the future which also could requg¢o seek additional equity or debt
financing.

Critical Accounting Policies and Estimates

The preparation of financial statements and accoryipg notes in conformity with U.S. generally acmgbaccounting principles requires
that we make estimates and assumptions that dfffe@mounts reported. Changes in facts and ciranoss could have a significant impact or
the resulting estimated amounts included in tharfaial statements. We believe the following critmecounting policies affect our more
complex judgments and estimates. We also have ptiieies that we consider to be key accountingcped, such as our policies for revenue
recognition, including the deferral of revenues aast of revenues on sales to distributors; howetiese policies do not meet the definition of
critical accounting estimates because they do eoelly require us to make estimates or judgmibatsare difficult or subjective.

Inventory valuatio— We assess the recoverability of inventories tghotine application of a set of methods, assumptimasestimates. In
determining net realizable value, we write dowreimory that may be slow moving or have some formlsolescence, including inventory
that has aged more than 12 months. We also atiigistaiuation of inventory when its manufacturingtoexceeds the estimated market value
less selling costs. We assess the potential fouangual customer returns based on known qualibusiness issues and write-off inventory
losses for scrap or non-saleable material. Invgmiot otherwise identified to be written down isygmared to an assessment of our 12-month
forecasted demand. The result of this methodolsgpimpared against the product life cycle and cdithesituations in the marketplace to
determine the appropriateness of the resultingnitorg levels. Demand for our products may fluctustgmificantly over time, and actual
demand and market conditions may be more or lessdhle than those that we project. In the evemt aélotual demand is lower or market
conditions are worse than originally projected,ifiddal inventory write-downs may be required.

Stock-based compensatien We recognize the fair-value of stock-based cormpton transactions in the Consolidated Statenwdritecome.
The fair value of our full-value stock awards (wille exception of market-based performance awaqisls the fair market value of our stock
on the date of grant. The fair value of our matk@ted performance award grants is estimated alatieeof grant using a Monte-Carlo
simulation. The fair value of our stock option ardployee stock purchase plan grants is estimaté atate of grant using the Black-Scholes
option pricing model. In addition, we are requitedestimate the expected forfeiture rate of ouclstgrants and only recognize the expense fol
those shares expected to vest. If our actual esqpesidiffers significantly from the assumptionsdigecompute our stock-based compensatiol
cost, or if different assumptions had been usednag have recorded too much or too little stockebdasompensation cost. See Not&tck-
Based Compensatic, to the Condensed Consolidated Financial Statesrfenadditional information.
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Investments in aucti-rate securities— We determine the fair value of our investmentaunction-rate securities using a discounted cawsf fl
model. The assumptions used in preparing the digedwcash flow model include estimates for interatts, amount of cash flows, expected
holding periods of the securities and a discoumefi@ct our inability to liquidate the securiti¢or available-for-sale auction-rate securities, if
the calculated value is below the carrying amodtithe securities, we then determine if the dedimealue is other-than-temporary. We
consider various factors in determining whethemapairment is other-than-temporary, including tegeyity and duration of the impairment,
changes in underlying credit ratings, forecastedvery, our intent to sell or the likelihood thag¢ would be required to sell the investment
before its anticipated recovery in market value gnedprobability that the scheduled cash paymeiitg@ntinue to be made. When we
conclude that an other-than-temporary impairmestdzurred, we assess whether we intend to sedletarity or if it is more likely than not
that we will be required to sell the security befoecovery. If either of these two conditions is,me recognize a charge in earnings equal to
the entire difference between the security’s amedicost basis and its fair value. If we do nagnitto sell a security and it is not more likely
than not that we will be required to sell the ségurefore recovery, the unrealized loss is sepdraito an amount representing the credit loss
which is recognized in earnings, and the amouatedlto all other factors, which is recorded inuacalated other comprehensive loss.

Acquired intangible asse— When we acquire a business, a portion of thelase price is typically allocated to identifiabiaingible assets,
such as acquired technology and customer relatipsishair value of these assets is determined pilymasing the income approach, which
requires us to project future cash flows and applappropriate discount rate. We amortize intaegilsksets with finite lives over their expec
useful lives. Our estimates are based upon assongpbielieved to be reasonable but which are inltigrencertain and unpredictable.
Assumptions may be incomplete or inaccurate, arahtiripated events and circumstances may occusriect estimates could result in future
impairment charges, and those charges could beialdteour results of operations.

Impairment of goodwill and other lo-lived assets— We review long-lived assets which are held areluscluding fixed assets and
purchased intangible assets, for impairment whaneh@nges in circumstances indicate that the gagrgimount of the assets may not be
recoverable. Such evaluations compare the cargmimgunt of an asset to future undiscounted netftasis expected to be generated by the
asset over its expected useful life and are sicpanifily impacted by estimates of future prices asldmes for our products, capital needs,
economic trends and other factors which are inhgreifficult to forecast. If the asset is considdrto be impaired, we record an impairment
charge equal to the amount by which the carryiigevaf the asset exceeds its fair value determiyegither a quoted market price, if any, ¢
value determined by utilizing a discounted castvftechnique.

We test our goodwill for impairment annually aghué first day of our fourth fiscal quarter andmerrim periods if certain events occur
indicating that the carrying value of goodwill miag impaired. The goodwill impairment test is a tstep process. The first step of the
impairment analysis compares our fair value torairbook value. In determining fair value, the asding guidance allows for the use of
several valuation methodologies, although it stgtested market prices are the best evidence ofédire. If the fair value is less than the net
book value, the second step of the analysis corsheeimplied fair value of our goodwill to its cging amount. If the carrying amount of
goodwill exceeds its implied fair value, we recagnan impairment loss equal to that excess amount.

Income taxe— We are required to calculate income taxes in eatihegurisdictions in which we operate. This preg@volves calculating tt
actual current tax liability together with assegsi@mporary differences in recognition of inconmsg) for tax and accounting purposes. These
differences result in deferred tax assets andliligdsi which are included in our Consolidated Bala Sheet. We record a valuation allowance
when it is more likely than not that some portiorath of the deferred tax assets will not be readizin assessing the need for a valuation
allowance, we are required to estimate the amouemected future taxable income. Judgment is hitgin this process and differences
between the estimated and actual taxable incomle cesult in a material impact on our Consolida@uhncial Statements.
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We recognize liabilities for uncertain tax posisdmased on a two-step process. The first stepreesgjus to determine if the weight of
available evidence indicates that the tax positias met the threshold for recognition; therefore must evaluate whether it is more likely tl
not that the position will be sustained on auditjuding resolution of any related appeals orditign processes. The second step requires us
measure the tax benefit of the tax position takemxpected to be taken, in an income tax retuthesargest amount that is more than 50%
likely of being realized upon ultimate settlemértiis measurement step is inherently complex andires)subjective estimations of such
amounts to determine the probability of varioussiale outcomes. We re-evaluate the uncertain takipos each quarter based on factors
including, but not limited to, changes in factccocumstances, changes in tax law, expirationgatfites of limitation, effectively settled issues
under audit, and new audit activity. Such a changecognition or measurement would result in #agognition of a tax benefit or an additio
charge to the tax provision in the period.

Although we believe the measurement of our liabsifor uncertain tax positions is reasonable,ssu@@nce can be given that the final
outcome of these matters will not be different thdmat is reflected in the historical income taxyismons and accruals. If additional taxes are
assessed as a result of an audit or litigaticcgutd have a material effect on our income tax jgiom and net income in the period or periods
for which that determination is made. We operathiwimultiple taxing jurisdictions and are subjeztudit in these jurisdictions. These audits
can involve complex issues which may require arredkd period of time to resolve and could resudtdditional assessments of income tax.
We believe adequate provisions for income taxeg t@en made for all periods.

Recent Accounting Pronouncements

In June 2014, the Financial Accounting Standardsr8¢FASB) issued FASB Accounting Standards Up@agl) No. 2014-12,
Compensation — Stock Compensation (Topic 718):uktew for Share-Based Payments When the Terms Afheard Provide That a
Performance Target Could Be Achieved after the RéguService Perio. The amendments in this update require that apaénce target th
affects vesting and that could be achieved aferélguisite service period should be treated asfanmance condition. A reporting entity
should apply existing guidance in Topic 718 agliates to awards with performance conditions tffatavesting to account for such awards.
As such, the performance target should not beateftein estimating the grant-date fair value ofdlagard. ASU 2014-12 is effective for annual
periods and interim periods within those annualqusr beginning after December 15, 2015. Earliep#ida is permitted. We are currently
evaluating the effect that the adoption of this ABil) have on our financial statements.

In May 2014, the FASB issued FASB ASU No. 2014R8yenue from Contracts with Customers (Topic 686ich supersedes the
revenue recognition requirements in ASC 6R8yenue RecognitiarThe core principle of ASU 2014-09 is that an tyrghould recognize
revenue to depict the transfer of promised goodseorices to customers in an amount that refléesonsideration to which the entity expects
to be entitled in exchange for those goods or sesviThe guidance provides a five-step processttiewe that core principle. ASU 2014-09
requires disclosures enabling users of financakstents to understand the nature, amount, timdguacertainty of revenue and cash flows
arising from contracts with customers. Additionatiyalitative and quantitative disclosures are ireguabout contracts with customers,
significant judgments and changes in judgments,aeséts recognized from the costs to obtain atlfal€ontract. ASU 20149 is effective fo
annual reporting periods beginning after DecembBe2016, including interim periods within that retyag period, using one of two
retrospective application methods. Early appligattonot permitted. We are currently evaluatingeffect that the adoption of this ASU will
have on our financial statements.

33




Table of Contents

In April 2014, the FASB issued FASB ASU No. 2014-B8sentation of Financial Statements (Topic 20%) Broperty, Plant, and
Equipment (Topic 360): Reporting Discontinued Opierss and Disclosures of Disposals of ComponengndEntity. The amendments in this
update require a disposal of a component of atyemtia group of components of an entity to be ragubin discontinued operations if the
disposal represents a strategic shift that hawi{bhave) a major effect on an entity’s operati@ml financial results. ASU 2014-08 expands
disclosure requirements about discontinued opersitmd adds new disclosures for individually sigaifit dispositions that do not qualify as
discontinued operations. ASU 2014-08 is effectin@spectively for annual periods beginning on oeaBecember 15, 2014, and interim
periods within annual periods beginning on or ailtecember 15, 2015. Early adoption is permitted omly for disposals that have not been
reported in financial statements previously issudt adoption of this ASU is not expected to haweagerial impact on our financial
statements.

Quantitative and Qualitative Disclosures about Marlet Risk
Interest Incomq

Our investment portfolio includes cash, cash edaimus, short-term investments and Idegm investments. Our main investment object
are the preservation of investment capital andrthgimization of after-tax returns on our investmpoittfolio. Our interest income is sensitive
to changes in the general level of U.S. intergststaOur investment portfolio holdings as of JuBe2ZD14 yielded less than 100 basis points. A
decline in yield to zero basis points on our inrestt portfolio holdings as of June 28, 2014 wowddréase our annual interest income by
approximately $1.1 million. We believe that ouréstment policy, which defines the duration, conegian, and minimum credit quality of the
allowable investments, meets our investment ohjesti

Interest Expens

We are exposed to interest rate fluctuations imtirenal course of our business, including through@redit Facilities. The interest
payments on the facility are calculated using dade-rate of interest. We have entered into agr@st rate swap agreement with an original
notional value of $100 million (equal to the futhaunt borrowed under the Term Loan Facility) ariféatively, converted the variable-rate
interest payments on the Term Loan Facility todixate interest payments through July 2017.

Investments in Aucti-rate Securities

In fiscal 2008, auctions for many of our auctioktersecurities failed because sell orders exceedgdtuers. As of June 28, 2014, we held
$12.4 million par value auction-rate securitiespalwhich have experienced failed auctions. Thagpal amounts associated with failed
auctions are not expected to be accessible ustiteessful auction occurs, the issuer redeemstheites, a buyer is found outside of the
auction process or the underlying securities maie are unable to predict if these funds will beecavailable before their maturity dates.
Additionally, if we determine that an other-tham@orary decline in the fair value of any of our itatale-for-sale auction-rate securities has
occurred, we may be required to adjust the carryalge of the investments through an impairmentgha

Available Information

Our website address is www.silabs.com. Our anregdnt on Form 10-K, quarterly reports on Form 1G:Qrent reports on Form 8-K and
amendments to those reports filed or furnishedyansto Section 13(a) or 15(d) of the Securitiestaxge Act of 1934 are available through
the investor relations page of our website freehafrge as soon as reasonably practicable aftelestanically file such material with, or
furnish it to, the Securities and Exchange Commis$6EC). Our website and the information contaitiedein or connected thereto are not
intended to be incorporated into this Quarterly &epn Form 10-Q.
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ltem 3. Quantitative and Qualitative Disclosures Aout Market Risk

Information related to quantitative and qualitattlisclosures regarding market risk is set fortMemagement’s Discussion and Analysis of
Financial Condition and Results of Operations urittgn 2 above. Such information is incorporateddfgrence herein.

Iltem 4. Controls and Procedures

We have performed an evaluation under the supervisnd with the participation of our managemerdiuding our Chief Executive Offic
(CEO) and Chief Financial Officer (CFO), of theeaffiveness of our disclosure controls and procej@® defined in Rule 13a-15(e) under the
Securities Exchange Act of 1934 (the Exchange Aadked on that evaluation, our management, inajudir CEO and CFO, concluded that
our disclosure controls and procedures were effects of June 28, 2014 to provide reasonable assithat information required to be
disclosed by us in the reports filed or submittgdib under the Exchange Act is recorded, processeamarized and reported within the time
periods specified in the SEC’s rules and forms.hSiisclosure controls and procedures include ctménod procedures designed to ensure the
information required to be disclosed is accumulated communicated to our management, includingd®® and CFO, to allow timely
decisions regarding required disclosures. Therensashange in our internal controls during thedisquarter ended June 28, 2014 that
materially affected, or is reasonably likely to evédlly affect, our internal controls over finarlaieporting.

Part Il. Other Information
Item 1. Legal Proceedings
Patent Litigation

On January 21, 2014, Cresta Technology Corporgtresta Technology”), a Delaware corporation,dikelawsuit against us, Samsung
Electronics Co., Ltd., Samsung Electronics Ameriga,, LG Electronics Inc. and LG Electronics U.S.Kc. in the United States District
Court in the District of Delaware, alleging infriegnent of United States Patent Nos. 7,075,585, 772@%nd 7,251,466. The lawsuit relates to
our family of television tuner products. Crestaii®ology seeks unspecified compensatory and entiatmeages, attorney fees and a
permanent injunction. On January 28, 2014, Crestdiiology also filed a complaint with the Unitedt8s International Trade Commission
(“ITC") alleging infringement of the same patentmast us, Samsung and LG Electronics and see&ipgevent the importation and sale of
allegedly infringing products in the United Statéke ITC instituted an investigation based on Grdstichnology’s complaint on February 27,
2014. The Delaware District Court action has baapesl pending completion of the proceedings inTi& We intend to vigorously defend
against these allegations.

On April 11, 2014, we filed a lawsuit against Cee$echnology in the United States District Courthiea Western District of Texas, Austin
Division, alleging infringement of United Statestét# Nos. 6,308,055, 6,965,761 and 7,353,011. @nlay 2014, the Court dismissed the
lawsuit without prejudice due to the lack of comaigractivity by Cresta Technology in the Westeiistict of Texas. On July 16, 2014, we
refiled our claims for the ‘055, ‘761 and ‘011 patein a lawsuit in the United States District Ganrthe Northern District of California. In
addition, we added additional claims alleging imjiément of United States Patent Nos. 6,304,14876372 and 6,233,441. We are seeking a
permanent injunction stopping the sale of all abHly infringing Cresta Technology products and waral of damages and attorney fees.
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On May 6, 2014, we filed a complaint with the ITzging infringement of United States Patent Nq438,372 and 6,233,441 against
Cresta Technology, Hauppauge Digital, Inc., Hauppagomputer Works, Inc., PCTV Systems, S.a.r.Ixdmabourg and PCTV Systems
S.a.r.l., seeking to prevent the importation and shallegedly infringing products in the Unitethfs. On June 6, 2014, the ITC instituted an
investigation based on our complaint. On June 0342Cresta Technology proposed a consent orderelh&resta Technology will not sell
for importation, import or sell in the United Statelevision tuners that infringe the patent claasserted by us. On July 1, 2014, the
Administrative Law Judge accepted the proposedertrarder and issued an Initial Determination teating the investigation based on our
complaint against Cresta Technology.

At this time, we cannot predict the outcome of éhemtters or the resulting financial impact toitiany.
Other

We are involved in various other legal proceeditings have arisen in the normal course of busindédle the ultimate results of these
matters cannot be predicted with certainty, we akenxpect them to have a material adverse effeduorconsolidated financial statements.

Iltem 1A. Risk Factors
Risks Related to our Business

We may not be able to maintain our historical growh and may experience significant period-to-periodléictuations in our revenues and
operating results, which may result in volatility in our stock price

Although we have generally experienced revenue tiramvour history, we may not be able to sustais ¢fiowth. We may also experience
significant period-to-period fluctuations in ouvemues and operating results in the future duentanaber of factors, and any such variations
may cause our stock price to fluctuate. In someréuperiod our revenues or operating results mayebmv the expectations of public market
analysts or investors. If this occurs, our stodkgomay drop, perhaps significantly.

A number of factors, in addition to those citedther risk factors applicable to our business, o@tribute to fluctuations in our revenues
and operating results, including:

*  The timing and volume of orders received from austomers;
*  The timeliness of our new product introductions #relrate at which our new products may cannibalireolder products;

*  The rate of acceptance of our products by our custs, including the acceptance of new products a develop for integration in
the products manufactured by such customers, whéchefer to as “design wins”;

* The time lag and realization rate between “desigrstwand production orders;
e«  The demand for, and life cycles of, the product®iporating our ICs;
»  The rate of adoption of mixed-signal ICs in the ke#s we target;

»  Deferrals or reductions of customer orders in gvditbon of new products or product enhancements fis or our competitors or
other providers of ICs;

*  Changes in product mix;
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»  The average selling prices for our products coutppuddenly due to competitive offerings or coritjwet predatory pricing;
»  The average selling prices for our products gehedacline over time;
e Changes in market standards;
e Impairment charges related to inventory, equipneemither long-lived assets;
e The software used in our products, including sofenarovided by third parties, may not meet the saddur customers;
»  Significant legal costs to defend our intellectpadperty rights or respond to claims against ud; an

*  The rate at which new markets emerge for produetam currently developing or for which our destgpertise can be utilized to
develop products for these new markets.

The markets for consumer electronics, for exangle characterized by rapid fluctuations in demardiseasonality that result in
corresponding fluctuations in the demand for owdpcts that are incorporated in such devices. Aatditly, the rate of technology acceptance
by our customers results in fluctuating demandfarproducts as customers are reluctant to incatpa new IC into their products until the
new IC has achieved market acceptance. Once a@aehieves market acceptance, demand for the nean@uickly accelerate to a point
and then level off such that rapid historical growt sales of a product should not be viewed agatide of continued future growth. In
addition, demand can quickly decline for a produmicen a new IC product is introduced and receiveketacceptance. Due to the various
factors mentioned above, the results of any pri@rggrly or annual periods should not be reliednug® an indication of our future operating
performance.

If we are unable to develop or acquire new and enlmezed products that achieve market acceptance in &tely manner, our operating
results and competitive position could be harmed

Our future success will depend on our ability twelep or acquire new ICs and product enhancembatsathieve market acceptance in a
timely and cost-effective manner. The developmémized-signal ICs is highly complex, and we havéraes experienced delays in
completing the development and introduction of peaducts and product enhancements. Successful girdduelopment and market
acceptance of our products depend on a numbectfr&a including:

*  Requirements of customers;

e Accurate prediction of market and technical requiats;

»  Timely completion and introduction of new designs;

»  Timely qualification and certification of our ICerfuse in our customers’ products;

»  Commercial acceptance and volume production optbducts into which our ICs will be incorporated,;
*  Availability of foundry, assembly and test capagity

e Achievement of high manufacturing yields;

e Quality, price, performance, power use and sizeuwfproducts;

»  Availability, quality, price and performance of cpating products and technologies;
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»  Our customer service, application support cap&sliand responsiveness;
e Successful development of our relationships witistéag and potential customers;
e Technology, industry standards or end-user preéererand
e Cooperation of third-party software providers amd semiconductor vendors to support our chips withsystem.

We cannot provide any assurance that products winctecently have developed or may develop in tiheré will achieve market
acceptance. We have introduced to market or adevelopment of many ICs. If our ICs fail to achiewarket acceptance, or if we fail to
develop new products on a timely basis that achieaket acceptance, our growth prospects, operagsgigts and competitive position could
be adversely affected.

Our research and development efforts are focused amlimited number of new technologies and productsgnd any delay in the
development, or abandonment, of these technologies products by industry participants, or their fail ure to achieve market acceptance,
could compromise our competitive position

Our ICs are used as components in electronic deuicearious markets. As a result, we have devatetlexpect to continue to devote a
large amount of resources to develop products baseew and emerging technologies and standartsvihée commercially introduced in
the future. Research and development expense dinéngjx months ended June 28, 2014 was $84.3millir 28.1% of revenues. A numbe
large companies are actively involved in the depelent of these new technologies and standards.I&hoy of these companies delay or
abandon their efforts to develop commercially atseé products based on new technologies and stis)daur research and development ef
with respect to these technologies and standdeely Wwould have no appreciable value. In additibmje do not correctly anticipate new
technologies and standards, or if the productswieadevelop based on these new technologies andastis fail to achieve market acceptance
our competitors may be better able to address rhddmaand than we would. Furthermore, if marketdtiese new technologies and standards
develop later than we anticipate, or do not develogll, demand for our products that are curreintigevelopment would suffer, resulting in
lower sales of these products than we currentlicipate.

We depend on a limited number of customers for a dastantial portion of our revenues, and the loss ofyr a significant reduction in
orders from, any key customer could significantly educe our revenues

The loss of any of our key customers, or a sigaifiodeduction in sales to any one of them, wouddifcantly reduce our revenues and
adversely affect our business. During the six meetided June 28, 2014, our ten largest customeosiaied for 37% of our revenues. Som
the markets for our products are dominated by dlsmmber of potential customers. Therefore, ougrating results in the foreseeable future
will continue to depend on our ability to sell teese dominant customers, as well as the abilithede customers to sell products that
incorporate our IC products. In the future, thesst@mers may decide not to purchase our ICs gi@ithase fewer ICs than they did in the
or alter their purchasing patterns, particularlgaese:

*  We do not have material long-term purchase corgnaith our customers;

e  Substantially all of our sales to date have beedentan a purchase order basis, which permits odorgs's to cancel, change or delay
product purchase commitments with little or no o@tio us and without penalty;

*  Some of our customers may have efforts underwagtively diversify their vendor base which coulduee purchases of our ICs;
and
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*  Some of our customers have developed or acquilipts that compete directly with products thestamers purchase from us,
which could affect our customers’ purchasing decisiin the future.

While we have been a significant supplier of ICedus many of our customers’ products, our custemegularly evaluate alternative
sources of supply in order to diversify their su@pbase, which increases their negotiating leveraith us and protects their ability to secure
these components. We believe that any expansioaorafustomers’ supplier bases could have an adeéfeset on the prices we are able to
charge and volume of product that we are ableltacseur customers, which would negatively affear revenues and operating results.

Significant litigation over intellectual property in our industry may cause us to become involved irostly and lengthy litigation which
could seriously harm our business

In recent years, there has been significant litigain the United States involving patents and othillectual property rights. From time to
time, we receive letters from various industry jggrants alleging infringement of patents, tradeksar misappropriation of trade secrets or
from customers or suppliers requesting indemnificafor claims brought against them by third parti€he exploratory nature of these
inquiries has become relatively common in the semdactor industry. We respond when we deem appatepand as advised by legal counsel
We have been involved in litigation to protect auellectual property rights in the past and magdmee involved in such litigation again in the
future. We are currently involved in litigation WiCresta Technology in which we and certain ofaustomers have been accused of patent
infringement related to our television tuner pragun the future, we may become involved in addiil litigation to defend allegations of
infringement asserted by others, both directly imditectly as a result of certain indusstandard indemnities we may offer to our custoroe
suppliers. Legal proceedings could subject usgnificant liability for damages or invalidate owoprietary rights. Legal proceedings initiated
by us to protect our intellectual property rightsild also result in counterclaims or countersugiaiast us. Any litigation, regardless of its
outcome, would likely be time-consuming and expensd resolve and would divert our management's timd attention. Intellectual property
litigation also could force us to take specificiacs, including:

»  Cease selling or manufacturing products that useliallenged intellectual property;

Obtain from the owner of the infringed intellectpabperty a right to a license to sell or use #levant technology, which license
may not be available on reasonable terms, or;at all

* Redesign those products that use infringing int&li@l property; or

»  Pursue legal remedies with third parties to enfaueeindemnification rights, which may not adeqlafotect our interests.
Any acquisitions we make could disrupt our businesand harm our financial condition

As part of our growth and product diversificatidragegy, we continue to evaluate opportunitiesciguére other businesses, intellectual
property or technologies that would complementaurent offerings, expand the breadth of our marketenhance our technical capabilities.

The acquisitions that we have made and may matteeifuture entail a number of risks that could mially and adversely affect our business
and operating results, including:

»  Problems integrating the acquired operations, telcigies or products with our existing business pratiucts;
»  Diversion of management’s time and attention fram aore business;
*  Need for financial resources above our plannedsiment levels;

« Difficulties in retaining business relationshipghwsuppliers and customers of the acquired company;
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* Risks associated with entering markets in whicHag& prior experience;

» Risks associated with the transfer of licensesi@lectual property;

* Increased operating costs due to acquired overhead;

e  Tax issues associated with acquisitions;

e Acquisition-related disputes, including disputegiogarn-outs and escrows;
»  Potential loss of key employees of the acquiredpamg; and

»  Potential impairment of related goodwill and intdodg assets.

Future acquisitions also could cause us to incbt decontingent liabilities or cause us to issqgaity securities that could negatively
impact the ownership percentages of existing sluders.

We may be unable to protect our intellectual propety, which would negatively affect our ability to canpete

Our products rely on our proprietary technologyd are expect that future technological advances rbgdes will be critical to sustain
market acceptance of our products. Therefore, Weuegethat the protection of our intellectual prageights is and will continue to be
important to the success of our business. We nelg combination of patent, copyright, trademark tade secret laws and restrictions on
disclosure to protect our intellectual propertyhtigy We also enter into confidentiality or licermggeements with our employees, consultants,
intellectual property providers and business pastrend control access to and distribution of aouinentation and other proprietary
information. Despite these efforts, unauthorizediga may attempt to copy or otherwise obtain asel aur proprietary technology. Monitoring
unauthorized use of our technology is difficultdame cannot be certain that the steps we have takieprevent unauthorized use of our
technology, particularly in foreign countries whéne laws may not protect our proprietary right$ully as in the United States. We cannot be
certain that patents will be issued as a resutiuofpending applications nor can we be certainahgtissued patents would protect or benefit u
or give us adequate protection from competing petsllFor example, issued patents may be circumgeantehallenged and declared invalic
unenforceable. We also cannot be certain that ®thiéirnot develop effective competing technologoestheir own.

Failure to manage our distribution channel relatiorships could impede our future growth

The future growth of our business will depend igéapart on our ability to manage our relationshwiis current and future distributors a
sales representatives, develop additional chafoetee distribution and sale of our products arahage these relationships. During the six
months ended June 28, 2014, 61% of our revenuelaraged from distributors. As we execute our indirgales strategy, we must manage the
potential conflicts that may arise with our direates efforts. For example, conflicts with a disitor may arise when a customer begins
purchasing directly from us rather than throughdistributor. The inability to successfully execotemanage a multi-channel sales strategy
could impede our future growth. In addition, redaships with our distributors often involve the aderice protection and inventory return
rights. This often requires a significant amounsalies management’s time and system resourcesragaaroperly.
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We are subject to increased inventory risks and cts because we build our products based on forecagisovided by customers before
receiving purchase orders for the products

In order to ensure availability of our products $ome of our largest customers, we start the mahufag of our products in advance of
receiving purchase orders based on forecasts @iy these customers. However, these forecaststdepresent binding purchase
commitments and we do not recognize sales for thesgucts until they are shipped to the customsraAesult, we incur inventory and
manufacturing costs in advance of anticipated s8lesause demand for our products may not mategiathanufacturing based on forecasts
subjects us to increased risks of high inventoryyireg costs, increased obsolescence and increpsrdting costs. These inventory risks are
exacerbated when our customers purchase indirdrtygh contract manufacturers or hold componerdgrtory levels greater than their
consumption rate because this causes us to haveisdsility regarding the accumulated levels ofentory for such customers. A resulting
write-off of unusable or excess inventories wouddersely affect our operating results.

Our products are complex and may contain errors whih could lead to product liability, an increase inour costs and/or a reduction in
our revenues

Our products are complex and may contain erromsicpéarly when first introduced or as new versi@me released. Our new products are
increasingly being designed in more complex praeesghich further increases the risk of errors. @lg primarily on our in-house testing
personnel to design test operations and proceduigetect any errors prior to delivery of our protuto our customers. Because our products
are manufactured by third parties, should probleatsir in the operation or performance of our ICs,may experience delays in meeting key
introduction dates or scheduled delivery datesutocastomers. These errors also could cause usto significant re-engineering costs, divert
the attention of our engineering personnel frommwoduct development efforts and cause significastomer relations and business repute
problems. Any defects could require product reptaeet or recall or we could be obligated to acceptipct returns. Any of the foregoing
could impose substantial costs and harm our busines

Product liability claims may be asserted with respe our products. Our products are typically satighrices that are significantly lower
than the cost of the end-products into which theyiacorporated. A defect or failure in our prodaetild cause failure in our customer’s end-
product, so we could face claims for damages tteatisproportionately higher than the revenuespanfits we receive from the products
involved. Furthermore, product liability risks grarticularly significant with respect to medicaldasutomotive applications because of the risk
of serious harm to users of these products. Tharée no assurance that any insurance we mainthudficiently protect us from any such
claims.

We rely on third parties to manufacture, assemblead test our products and the failure to successfullmanage our relationships with
our manufacturers and subcontractors would negativly impact our ability to sell our products

We do not have our own wafer fab manufacturinglitees. Therefore, we rely on third-party vendassmianufacture the ICs we design. We
also currently rely on Asian thirdarty assembly subcontractors to assemble and gactha silicon chips provided by the wafers for instnal
products. Additionally, we rely on these offshoudcontractors for a substantial portion of theingstequirements of our products prior to
shipping. We expect utilization of third-party sobtractors to continue in the future.

The cyclical nature of the semiconductor industiyes wide fluctuations in available capacity atdkparty vendors. On occasion, we have
been unable to adequately respond to unexpecteshises in customer demand due to capacity cortstamid, therefore, were unable to ber
from this incremental demand. We may be unablétain adequate foundry, assembly or test capagcity bur third-party subcontractors to
meet our customers’ delivery requirements evereifagdequately forecast customer demand.
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There are significant risks associated with relyonghese third-party foundries and subcontractochding:

Failure by us, our customers or their end custorntegsialify a selected supplier;

»  Potential insolvency of the third-party subcontoast

*  Reduced control over delivery schedules and quality

*  Limited warranties on wafers or products supplzds;

»  Potential increases in prices or payments in advé&wrccapacity;

* Increased need for international-based supplystmgi and financial management;
e Their inability to supply or support new or chargimackaging technologies; and
Low testyields.

We typically do not have long-term supply contragith our third-party vendors which obligate thender to perform services and supply
products to us for a specific period, in specifiagtities, and at specific prices. Our third-pdoyndry, assembly and test subcontractors
typically do not guarantee that adequate capadityoe available to us within the time requiredni@et demand for our products. In the event
that these vendors fail to meet our demand for @tetreason, we expect that it would take up tendths to transition performance of these
services to new providers. Such a transition may edquire qualification of the new providers by oustomers or their end customers.

Most of the silicon wafers for the products thatseéd during fiscal 2013 were manufactured eitheTaiwan Semiconductor
Manufacturing Co. (TSMC) or TSMC'’s affiliates or Bgmiconductor Manufacturing International Corpiora{SMIC). Our customers
typically complete their own qualification procefswe fail to properly balance customer demanassithe existing semiconductor fabricatior
facilities that we utilize or are required by oouhdry partners to increase, or otherwise changadmber of fab lines that we utilize for our
production, we might not be able to fulfill demdfiod our products and may need to divert our engingeesources away from new product
development initiatives to support the fab linegidion, which would adversely affect our operatirgults.

Our customers require our products to undergo a legthy and expensive qualification process without anassurance of product sales

Prior to purchasing our products, our customerairedhat our products undergo an extensive qeatifoin process, which involves testing
of the products in the customer’s system as weligasous reliability testing. This qualificatiomgress may continue for six months or longer.
However, qualification of a product by a customeesinot ensure any sales of the product to thémes. Even after successful qualification
and sales of a product to a customer, a subsegegsion to the IC or software, changes in the Ii@anufacturing process or the selection of &
new supplier by us may require a new qualificapoocess, which may result in delays and in us hgl@ixcess or obsolete inventory. After oul
products are qualified, it can take an additiomahsonths or more before the customer commencaswelproduction of components or
devices that incorporate our products. Despitecthieeertainties, we devote substantial resouroekiding design, engineering, sales,
marketing and management efforts, toward qualifgngproducts with customers in anticipation oesalf we are unsuccessful or delayed in
qualifying any of our products with a customer,tstailure or delay would preclude or delay saleswth product to the customer, which may
impede our growth and cause our business to suffer.
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We have substantial international activities, whichsubjects us to additional business risks includin@pgistical and financial complexity,
political instability and currency fluctuations

We have established international subsidiarieshave opened offices in international markets tqsupour activities in Europe and Asia.
This has included the establishment of a headqearesingapore for nobkS. operations. The percentage of our revenuégedkirom outsid

of the United States was 85% during the six moatided June 28, 2014. We may not be able to maiataircrease international market
demand for our products. Our international operetiare subject to a number of risks, including:

*  Complexity and costs of managing international apiens and related tax obligations, including osadquarters for non-U.S.
operations in Singapore;

»  Protectionist laws and business practices thatrfloal competition in some countries;
« Difficulties related to the protection of our intstual property rights in some countries;

e Multiple, conflicting and changing tax and othew$aand regulations that may impact both our intégonal and domestic tax and
other liabilities and result in increased complgxihd costs;

* Longer sales cycles;

»  Greater difficulty in accounts receivable colleatiand longer collection periods;

« High levels of distributor inventory subject toq@iprotection and rights of return to us;

e Political and economic instability;
»  Greater difficulty in hiring and retaining qualifi¢echnical sales and applications engineers amihéstrative personnel; and
*  The need to have business and operations systatnsain meet the needs of our international busimedperating structure.

To date, all of our sales to international custanaerd purchases of components from internatiorpdl®rs have been denominated in
U.S. dollars. As a result, an increase in the vafube U.S. dollar relative to foreign currencasild make our products more expensive foi
international customers to purchase, thus rendenimgproducts less competitive. Similarly, a desecia the value of the U.S. dollar could
reduce our buying power with respect to internaticuppliers.

Our products incorporate technology licensed fromtird parties

We incorporate technology (including software) tised from third parties in our products. We cowddshbjected to claims of infringement
regardless of our lack of involvement in the depetent of the licensed technology. Although a thuedty licensor is typically obligated to
indemnify us if the licensed technology infringesanother party’s intellectual property rights, lsirdemnification is typically limited in
amount and may be worthless if the licensor becanssvent. Se&ignificant litigation over intellectual property our industry may cause
to become involved in costly and lengthy litigatiaimich could seriously harm our busineBarthermore, any failure of third-party technology

to perform properly would adversely affect salesaf products incorporating such technology.
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Our inability to manage growth could materially and adversely affect our business

Our past growth has placed, and any future groWthuooperations will continue to place, a sigrafit strain on our management
personnel, systems and resources. We anticipatevéhwill need to implement a variety of new andjxgaled sales, operational and financial
enterprise-wide systems, information technologyaisifructure, procedures and controls, includingrtiprovement of our accounting and other
internal management systems to manage this gravethraintain compliance with regulatory guidelines|uding Sarbanes-Oxley Act
requirements. To the extent our business growsinbeimal management systems and processes willtodenprove to ensure that we remain
in compliance. We also expect that we will needdntinue to expand, train, manage and motivatevaukforce. All of these endeavors will
require substantial management effort, and we ipatie that we will require additional managemenspenel and internal processes to mar
these efforts and to plan for the succession fiore to time of certain persons who have been keyagement and technical personnel. If we
are unable to effectively manage our expandingaloperations, including our international headtprarin Singapore, our business could be
materially and adversely affected.

We are subject to risks relating to product concemttion

We derive a substantial portion of our revenuesifeolimited number of products, and we expect tipesducts to continue to account fc
large percentage of our revenues in the near ©omtinued market acceptance of these productseisfore, critical to our future success. In
addition, substantially all of our products that ka&ve sold include technology related to one oremofrour issued U.S. patents. If these patent
are found to be invalid or unenforceable, our catitgms could introduce competitive products thatildoreduce both the volume and price per
unit of our products. Our business, operating tesfihancial condition and cash flows could therefbe adversely affected by:

e Adecline in demand for any of our more significantducts;

»  Failure of our products to achieve continued maakeeptance;

»  Competitive products;

*  New technological standards or changes to existiagdards that we are unable to address with @dupts;

» Afailure to release new products or enhanced oassof our existing products on a timely basis; and

e The failure of our new products to achieve markeeatance.
We are subject to credit risks related to our acconts receivable

We do not generally obtain letters of credit oresthecurity for payment from customers, distribsitor contract manufacturers.
Accordingly, we are not protected against accortgtsivable default or bankruptcy by these entiflé® current economic situation could
increase the likelihood of such defaults and bapicias. Our ten largest customers or distributepsesent a substantial majority of our
accounts receivable. If any such customer or Bistior, or a material portion of our smaller custosrma distributors, were to become insolvent

or otherwise not satisfy their obligations to ug, eould be materially harmed.
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We depend on our key personnel to manage our busise effectively in a rapidly changing market, and ifve are unable to retain our
current personnel and hire additional personnel, ouability to develop and successfully market our poducts could be harmed

We believe our future success will depend in lgrget upon our ability to attract and retain higbkjlled managerial, engineering, sales an
marketing personnel. We believe that our futurecess will be dependent on retaining the servicesiokey personnel, developing their
successors and certain internal processes to reduceliance on specific individuals, and on pripeanaging the transition of key roles
when they occur. There is currently a shortageualified personnel with significant experiencelie design, development, manufacturing,
marketing and sales of analog and mixed-signal lfCparticular, there is a shortage of engineers ate familiar with the intricacies of the
design and manufacturability of analog elementd,@mpetition for such personnel is intense. Oyrtkehnical personnel represent a
significant asset and serve as the primary sowrceur technological and product innovations. We mat be successful in attracting and
retaining sufficient numbers of technical persortoedupport our anticipated growth. The loss of ahgur key employees or the inability to
attract or retain qualified personnel both in thateld States and internationally, including engisgsales, applications and marketing
personnel, could delay the development and intridlnof, and negatively impact our ability to selyr products.

Any dispositions could harm our financial condition

Any disposition of a product line would entail anmoer of risks that could materially and adverséfga our business and operating resi
including:

« Diversion of management’s time and attention fram aore business;
« Difficulties separating the divested business;
* Risks to relations with customers who previouslycpased products from our disposed product line;
* Reduced leverage with suppliers due to reduceceggtg volume;
» Risks related to employee relations;
* Risks associated with the transfer and licensingteflectual property;
e Security risks and other liabilities related to trensition services provided in connection with thisposition;
e Taxissues associated with dispositions; and
« Disposition-related disputes, including disputesragarn-outs and escrows.
Our stock price may be volatile

The market price of our common stock has been imiatthe past and may be volatile in the futdree market price of our common stock
may be significantly affected by the following facs:

e Actual or anticipated fluctuations in our operathegults;
 Changes in financial estimates by securities atatysour failure to perform in line with such esttes;

» Changes in market valuations of other technologganies, particularly semiconductor companies;
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* Announcements by us or our competitors of significachnical innovations, acquisitions, strategidiperships, joint ventures or
capital commitments;

« Introduction of technologies or product enhancesémit reduce the need for our products;
e The loss of, or decrease in sales to, one or meyekstomers;

e Alarge sale of stock by a significant shareholder;

»  Dilution from the issuance of our stock in conneetwith acquisitions;

*  The addition or removal of our stock to or fromt@ck index fund,;

»  Departures of key personnel; and

e The required expensing of stock awards.

The stock market has experienced extreme volatiay often has been unrelated to the performahparticular companies. These market
fluctuations may cause our stock price to fall rdtgss of our performance.

Most of our current manufacturers, assemblers, tesservice providers, distributors and customers areoncentrated in the same
geographic region, which increases the risk that aatural disaster, epidemic, labor strike, war or pditical unrest could disrupt our
operations or sales

Most of our foundries and several of our assemhbtytast subcontractors’ sites are located in Taisrahmost of our other foundry,
assembly and test subcontractors are located iRdahiic Rim region. In addition, many of our custrs are located in the Pacific Rim region.
The risk of earthquakes in Taiwan and the Pacifin Region is significant due to the proximity of jpeearthquake fault lines in the area.
Earthquakes, tsunamis, fire, flooding, lack of wateother natural disasters, an epidemic, politicaiest, war, labor strikes or work
stoppages in countries where our semiconductor faaturers, assemblers and test subcontractorseaiet, likely would result in the
disruption of our foundry, assembly or test cagadibere can be no assurance that alternate cgpacitd be obtained on favorable terms, if a
all.

A natural disaster, epidemic, labor strike, wapolitical unrest where our customers’ facilitieg &wcated would likely reduce our sales to
such customers. North Korea's geopolitical manengsrhave created unrest. Such unrest could ceeatemic uncertainty or instability,
could escalate to war or otherwise adversely afecith Korea and our South Korean customers antteeour sales to such customers, whick
would materially and adversely affect our operatiesults. In addition, a significant portion of thesembly and testing of our products occurs
in South Korea. Any disruption resulting from thesents could also cause significant delays inmsbigts of our products until we are able to
shift our manufacturing, assembling or testing fritve affected subcontractor to another third-paetydor.
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The semiconductor manufacturing process is highlyamplex and, from time to time, manufacturing yieldsmay fall below our
expectations, which could result in our inability b satisfy demand for our products in a timely manneand may decrease our gross
margins due to higher unit costs

The manufacturing of our products is a highly coempnd technologically demanding process. Althowghwork closely with our
foundries and assemblers to minimize the likelihobteduced manufacturing yields, we have from timéme experienced lower than
anticipated manufacturing yields. Changes in mastufiang processes or the inadvertent use of defecti contaminated materials could result
in lower than anticipated manufacturing yields nacceptable performance deficiencies, which camel our gross margins. If our foundries
fail to deliver fabricated silicon wafers of satisfory quality in a timely manner, we will be unald meet our customers’ demand for our
products in a timely manner, which would adversdfgct our operating results and damage our custoefetionships. Additionally, we are
beginning to utilize microelectromechanical systéMEMS) in certain of our timing products ratheaththe pure CMOS manufacturing
process that we have traditionally utilized. Wedbss operating history with MEMS IC design andWEEIC manufacturing processes. If we
are unable to successfully execute the design eodlpt qualification of MEMS-based products we reagounter lower yields and reduced
manufacturing capacity.

We depend on our customers to support our productand some of our customers offer competing products

We rely on our customers to provide hardware, sariéwintellectual property indemnification and attechnical support for the products
supplied by our customers. If our customers dgpnatide the required functionality or if our custers do not provide satisfactory support for
their products, the demand for these devices titatrporate our products may diminish or we may mtfee be materially adversely affected.
Any reduction in the demand for these devices waiddificantly reduce our revenues.

In certain products, some of our customers offeirtbwn competitive products. These customers rimal/if advantageous to support their
own offerings in the marketplace in lieu of promgtiour products.

Our debt could adversely affect our operations andinancial condition

We believe we have the ability to service our detater our credit facilities, but our ability to neathe required payments thereunder when
due depends upon our future performance, whichbeikubject to general economic conditions, ingustcles and other factors affecting our
operations, including risk factors described urtter Item 1A, many of which are beyond our cont@lr credit facilities also contain
covenants, including financial covenants. If wedaoteany of the covenants under our credit facdliied do not obtain appropriate waivers,
then, subject to any applicable cure periods, oistanding indebtedness thereunder could be dddimmediately due and payable.

We could seek to raise additional debt or equity qatal in the future, but additional capital may not be available on terms acceptable to
us, or at all

We believe that our existing cash, cash equivalémiestments and credit under our credit fac8itigll be sufficient to meet our working
capital needs, capital expenditures, investmentireaients and commitments for at least the nexh@8ths. However, our ability to borrow
further under the credit facilities is dependendrupur ability to satisfy various conditions, coaeats and representations. It is possible that wi
may need to raise additional funds to finance ativiies or to facilitate acquisitions of otherdimesses, products, intellectual property or
technologies. We believe we could raise these fuhdseded, by selling equity or debt securit@shte public or to selected investors. In
addition, even though we may not need additionadi$, we may still elect to sell additional equitydebt securities or obtain credit facilities
for other reasons. However, we may not be abldtaio additional funds on favorable terms, or htlflve decide to raise additional funds by
issuing equity or convertible debt securities, dlagmership percentages of existing shareholdersdvogireduced.

47




Table of Contents

We are a relatively small company with limited resarces compared to some of our current and potentiadompetitors and we may not
be able to compete effectively and increase markshare

Some of our current and potential competitors Hamger operating histories, significantly greagsaurces and name recognition and a
larger base of customers than we have. As a rékalte competitors may have greater credibilithwitr existing and potential customers.
They also may be able to adopt more aggressivingrlicies and devote greater resources to theldpment, promotion and sale of their
products than we can to ours. In addition, somauofcurrent and potential competitors have alressdgiblished supplier or joint development
relationships with the decision makers at our auroe potential customers. These competitors maghibe to leverage their existing
relationships to discourage their customers fromelpasing products from us or persuade them tocemar products with their products. Our
competitors may also offer bundled solutions offgra more complete product despite the technicatsma advantages of our products. Th
competitors may elect not to support our produdtskvcould complicate our sales efforts. These@hdr competitive pressures may prevent
us from competing successfully against currentuture competitors, and may materially harm our fess. Competition could decrease our
prices, reduce our sales, lower our gross margidéoadecrease our market share.

Provisions in our charter documents and Delaware \a could prevent, delay or impede a change in conttof us and may reduce the
market price of our common stock

Provisions of our certificate of incorporation amdaws could have the effect of discouraging, delgyr preventing a merger or
acquisition that a stockholder may consider favierabor example, our certificate of incorporatiarddylaws provide for:

e The division of our Board of Directors into thrdasses to be elected on a staggered basis, osecalels year;

*  The ability of our Board of Directors to issue skeof our preferred stock in one or more serieBawit further authorization of our
stockholders;

* A prohibition on stockholder action by written cens;
»  Elimination of the right of stockholders to calspecial meeting of stockholders;

e Arequirement that stockholders provide advance&adadf any stockholder nominations of directorsoy proposal of new busines:
be considered at any meeting of stockholders; and

* Arequirement that a supermajority vote be obtatoegimend or repeal certain provisions of our fiegtie of incorporation.

We also are subject to the anti-takeover laws daBare which may discourage, delay or prevent somdi@m acquiring or merging with
us, which may adversely affect the market pricewofcommon stock.
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Risks related to our industry
We are subject to the cyclical nature of the semicamluctor industry, which has been subject to signifiant fluctuations

The semiconductor industry is highly cyclical ana&haracterized by constant and rapid technologltahge, rapid product obsolescence
and price erosion, evolving standards, short prblifieccycles and wide fluctuations in product slyppnd demand. The industry has
experienced significant fluctuations, often conedawith, or in anticipation of, maturing productiss and new product introductions of both
semiconductor companies’ and their customers’ prtsdand fluctuations in general economic conditi@eteriorating general worldwide
economic conditions, including reduced economievigt concerns about credit and inflation, incredenergy costs, decreased consumer
confidence, reduced corporate profits, decreaseddipg and similar adverse business conditions)dvmake it very difficult for our
customers, our vendors, and us to accurately feteral plan future business activities and couled).S. and foreign businesses to slow
spending on our products. We cannot predict thngnstrength, or duration of any economic slowdaweconomic recovery. If the economy
or markets in which we operate deteriorate, oummss, financial condition, and results of operaiaiould likely be materially and adversely
affected.

Downturns have been characterized by diminishedymodemand, production overcapacity, high inventevels and accelerated erosion
of average selling prices. In the recent past, @lebe the semiconductor industry suffered a downtlue in large part to adverse conditions ir
the global credit and financial markets, includdiginished liquidity and credit availability, desés in consumer confidence, declines in
economic growth, increased unemployment rates andrgl uncertainty regarding the economy. Such tlowa may have a material adverse
effect on our business and operating results.

Upturns have been characterized by increased proeéatand and production capacity constraints cdeagencreased competition for
access to third-party foundry, assembly and tgsacity. We are dependent on the availability ohscapacity to manufacture, assemble and
test our ICs. None of our third-party foundry, asbé or test subcontractors have provided assusaiied adequate capacity will be available
to us.

The average selling prices of our products could deease rapidly which may negatively impact our reveues and gross margins

We may experience substantial period-to-perioddiations in future operating results due to thesieroof our average selling prices. We
have reduced the average unit price of our prodoasticipation of or in response to competitiveeing pressures, new product introductions
by us or our competitors and other factors. If weeumable to offset any such reductions in ourayeselling prices by increasing our sales
volumes, increasing our sales content per apptioair reducing production costs, our gross margittsrevenues will suffer. To maintain our
gross margin percentage, we will need to develahirtnoduce new products and product enhancemeanastionely basis and continually
reduce our costs. Our failure to do so could causeevenues and gross margin percentage to decline
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Competition within the numerous markets we target nay reduce sales of our products and reduce our maek share

The markets for semiconductors in general, andniged-signal ICs in particular, are intensely cofitpe. We expect that the market for
our products will continually evolve and will belgect to rapid technological change. In additianwee target and supply products to nume
markets and applications, we face competition feoralatively large number of competitors. We corapeith Analog Devices, Atmel,
Conexant, Cypress, Epson, Freescale, IDT, Lantaxii Integrated Products, MaxLinear, Microchip, kigemi, NXP Semiconductors,
Renesas, Sony Semiconductor, STMicroelectronicead tnstruments, Vectron International and othéfs.expect to face competition in the
future from our current competitors, other manufests and designers of semiconductors, and stasenyconductor design companies. As th
markets for communications products grow, we alsg face competition from traditional communicatialevice companies. These compa
may enter the mixedignal semiconductor market by introducing theind@s or by entering into strategic relationshipthwr acquiring othe
existing providers of semiconductor products. Idiidn, large companies may restructure their oji@ma to create separate companies or ma
acquire new businesses that are focused on prgyvitiatypes of products we produce or acquire astotners.

Our products must conform to industry standards andtechnology in order to be accepted by end users gur markets

Generally, our products comprise only a part oéaick. All components of such devices must unifgradmply with industry standards in
order to operate efficiently together. We dependampanies that provide other components of thé&cdevo support prevailing industry
standards. Many of these companies are significdantyer and more influential in affecting indusstandards than we are. Some industry
standards may not be widely adopted or implememtéfdrmly, and competing standards may emergerttaat be preferred by our customers
or end users. If larger companies do not supperséme industry standards that we do, or if comgetiandards emerge, market acceptance
our products could be adversely affected which wdwarm our business.

Products for certain applications are based ongimgstandards that are continually evolving. Chility to compete in the future will
depend on our ability to identify and ensure coapte with these evolving industry standards. Thergence of new industry standards could
render our products incompatible with products ttgwved by other suppliers. As a result, we coulddagiired to invest significant time and
effort and to incur significant expense to redesignproducts to ensure compliance with relevaamdsrds. If our products are not in
compliance with prevailing industry standards faignificant period of time, we could miss oppoiti@s to achieve crucial design wins.

Our pursuit of necessary technological advancesmgyire substantial time and expense. We may esubcessful in developing or using
new technologies or in developing new productsrodpct enhancements that achieve market acceptidimes.|Cs fail to achieve market
acceptance, our growth prospects, operating resuttompetitive position could be adversely aéidct

We may be subject to information technology failure that could damage our reputation, business operiains and financial condition

We rely on information technology for the effectimgeration of our business. Our systems are sutgjeimage or interruption from a
number of potential sources, including natural stises, accidents, power disruptions, telecommubicsffailures, acts of terrorism or war,
computer viruses, physical or electronic break-tyber attacks, sabotage, vandalism, or similan&sver disruptions. Our security measures
may not detect or prevent such security breacheg.siich compromise of our information security dosult in the unauthorized publication
of our confidential business or proprietary infotima, result in the unauthorized release of custosugpplier or employee data, result in a
violation of privacy or other laws, expose us tis& of litigation or damage our reputation. In diteh, our inability to use or access these
information systems at critical points in time abuhfavorably impact the timely and efficient ogara of our business, which could negati\
affect our business and operating results.
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Third parties with which we conduct business, saglioundries, assembly and test contractors, atdhditors, have access to certain
portions of our sensitive data. In the event thase third parties do not properly safeguard ota tet they hold, security breaches could r
and negatively impact our business, operationdfiaadcial results.

Customer demands and new regulations related to cfiict-free minerals may adversely affect us

The Dodd-Frank Wall Street Reform and Consumerdetimn Act imposes new disclosure requirementsrdiga the use of “conflict”
minerals mined from the Democratic Republic of Gmagd adjoining countries in products, whetherairthese products are manufactured by
third parties. These new requirements could affexpricing, sourcing and availability of mineraksed in the manufacture of semiconductor
devices (including our products). There will be iiddal costs associated with complying with theatthsure requirements, such as costs re
to determining the source of any conflict minergsd in our products. Our supply chain is complek\we may be unable to verify the origins
for all metals used in our products. We may alsmanter challenges with our customers and stoclenslid we are unable to certify that our
products are conflict free.

Item 2. Unregistered Sales of Equity Securities ahUse of Proceeds

Our registration statement (Registration No. 33858} under the Securities Act of 1933, as amenaidakjng to our initial public offering
of our common stock became effective on March 2802

The following table summarizes repurchases of oumroon stock during the three months ended Jun2®8} (in thousands, except per
share amounts):

Total Number of Approximate Dollar
Shares Purchased Value of Shares that
Total Number Average Price as Part of Publicly May Yet Be
of Shares Paid per Announced Plans Purchased Under the

Period Purchased Share or Programs Plans or Programs
March 30, 201+~ April 26, 2014 6 $ 42.9¢ 6 $ 99,75(
April 27, 2014- May 24, 201< 181 $ 44.2¢ 181 $ 91,75:
May 25, 2014 June 28, 201 60 $ 44.8( 60 $ 89,05
Total 247 % 44.3¢ 247

In January 2014, our Board of Directors authoriaggogram to repurchase up to $100 million of @mmmon stock through January 2015.
The program allows for repurchases to be madesimfien market or in private transactions, includitrgctured or accelerated transactions,
subject to applicable legal requirements and markeditions.

Item 3. Defaults Upon Senior Securities

Not applicable
Item 4. Mine Safety Disclosures

Not applicable
Item 5. Other Information

Not applicable
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Item 6. Exhibits

The following exhibits are filed as part of thipost:

Exhibit
Number
2.1*

3.1*

3.2*

4.1*

31.1

31.2

32.1

101.INS

101.SCH

101.CAL

101.LAB

101.PRE

101.DEF

Share Purchase Agreement, dated June 6, 2013ddyetiveen Silicon Laboratories International Ptd. nd Energy AS and
Silicon Laboratories Inc. (filed as Exhibit 2.1ttee Form K filed on June 7, 2013

Form of Fourth Amended and Restated Certificat@odrporation of Silicon Laboratories Inc. (filed Bxhibit 3.1 to the
Registrant’s Registration Statement on Form S-tBes and Exchange Commission File No. 333-9486@ “IPO
Registration Stateme”)).

Second Amended and Restated Bylaws of Silicon Labdes Inc. (filed as Exhibit 3.2 to the Registim#nnual Report on
Form 1(-K for the fiscal year ended January 3, 20!

Specimen certificate for shares of common stodkdfas Exhibit 4.1 to the IPO Registration Stateths
Certification of the Principal Executive Officels eequired by Section 302 of the Sarbi-Oxley Act of 2002
Certification of the Principal Financial Officers aequired by Section 302 of the Sarbi-Oxley Act of 2002
Certification as required by Section 906 of theb@ae-Oxley Act of 2002

XBRL Instance Documer

XBRL Taxonomy Extension Schema Docum

XBRL Taxonomy Extension Calculation Linkbase Docuntr

XBRL Taxonomy Extension Label Linkbase Docum

XBRL Taxonomy Extension Presentation Linkbase Doent

XBRL Taxonomy Extension Definition Linkbase Docun

* Incorporated herein by reference to the indicdikialy.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréiport to be signed on its behalf by
the undersigned thereunto duly authorized.

SILICON LABORATORIES INC.

July 25, 201¢ /sl G. Tyson Tuttle

Date G. Tyson Tuttle
Chief Executive Officer
( Principal Executive Officer

July 25, 201+ /s/ John C. Holliste

Date John C. Hollister
Senior Vice President and
Chief Financial Officer
(Principal Financial and Accounting Office
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Exhibit 31.1

Certification to the Securities and Exchange Corsiois
by Registrant’s Chief Executive Officer, as reqdilsy Section 302
of the Sarbanes-Oxley Act of 2002

I, G. Tyson Tuttle, certify that:
1. | have reviewed this report on Form 10-Q of Sili¢@boratories Inc.;

2. Based on my knowledge, this report does not comajnuntrue statement of a material fact or omgtéte a material fact necessar
make the statements made, in light of the circuntgtsiunder which such statements were made, nigtadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statement$odimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) andrke responsible for establishing and maintainirsgldsure controls and procedures (a:
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a) Designed such disclosure controls and proceduregused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

b) Designed such internal control over financial réipgr, or caused such internal control over finahegorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamuce with generally accepted accounting princjples

c) Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimgport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

d) Disclosed in this report any change in the regitsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finalceporting; and

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

a) All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéamin the
registrant’s internal control over financial repogt

Date: July 25, 201

/sl G. Tyson Tuttle

G. Tyson Tuttle
Chief Executive Office
(Principal Executive Officer




Exhibit 31.2

Certification to the Securities and Exchange Corsiois
by Registrant’s Chief Financial Officer, as reqditey Section 302
of the Sarbanes-Oxley Act of 2002

[, John C. Hollister, certify that:
1. | have reviewed this report on Form 10-Q of Sili¢@boratories Inc.;

2. Based on my knowledge, this report does not comajnuntrue statement of a material fact or omgtéte a material fact necessar
make the statements made, in light of the circuntgtsiunder which such statements were made, nigtadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statement$odimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) andrke responsible for establishing and maintainirsgldsure controls and procedures (a:
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a) Designed such disclosure controls and proceduregused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

b) Designed such internal control over financial réipgr, or caused such internal control over finahegorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamuce with generally accepted accounting princjples

c) Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimgport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

d) Disclosed in this report any change in the regitsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finalceporting; and

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

a) All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéamin the
registrant’s internal control over financial repogt

Date: July 25, 201

/s/ John C. Holliste

John C. Holliste

Senior Vice President ar
Chief Financial Officel
(Principal Financial Officer)




Exhibit 32.1
Certification of Chief Executive Officer and Chieihancial Officer

Pursuant to 18 U.S.C. § 1350, as created by Se@tiérof the Sarbanes-Oxley Act of 2002, each oftidersigned officers of Silicon
Laboratories Inc. (the “Company”) hereby certifatth

(i) the accompanying Quarterly Report on FormQ.6f the Company for the fiscal quarter ended 28)2014 as filed with the
Securities and Exchange Commission (the “Repéutly complies with the requirements of Sectiond)3¢r Section 15(d), as applicable, of
Securities Exchange Act of 1934; and

(ii) the information contained in the Report fgidresents, in all material respects, the finanmialdition and results of operations of the
Company.

A signed original of this written statement reqdil®y Section 906 has been provided to the Compadyn| be retained by the Company and
furnished to the Securities Exchange Commissidts@taff upon request.

Date: July 25, 2014

/sl G. Tyson Tuttle

G. Tyson Tulttle
Chief Executive Office

/s/ John C. Holliste

John C. Holliste
Senior Vice President ar
Chief Financial Officel




