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Cautionary Statement

Except for the historical financial information daimed herein, the matters discussed in this reparEorm 10-Q (as well as documents
incorporated herein by reference) may be considéfeavard-looking” statements within the meaning ®éction 27A of the Securities Act of
1933, as amended, and Section 21E of the Secugitieisange Act of 1934, as amended. Such forwankiflg statements include declarations
regarding the intent, belief or current expectasaf Silicon Laboratories Inc. and its managemert may be signified by the words
“expects,” “anticipates,” “intends,” “believes” or similar language. You are cautioned that any siactvard-looking statements are not
guarantees of future performance and involve a remolbrisks and uncertainties. Actual results cbdiffer materially from those indicated
such forward-looking statements. Factors that daduse or contribute to such differences incldaesé discussed under “Risk Factors” and
elsewhere in this report. Silicon Laboratoriesaléms any intention or obligation to update or isevany forwardeoking statements, wheth
as a result of new information, future events dreotvise.




Part I. Financial Information
Iltem 1. Financial Statements

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

July 5, December 29,
2008 2007
(Unaudited)
Assets

Current assett

Cash and cash equivale $ 274,05: $ 264,40¢

Shor-term investment 118,38: 308,56¢

Accounts receivable, net of allowance for doub#ittounts 0$612 at July 5, 2008 and $517

December 29, 200 51,73: 51,211

Inventories 29,60¢ 28,58

Deferred income taxe 6,274 6,02t

Prepaid expenses and other current assets 16,90¢ 33,89¢
Total current asse 496,95! 692,69:
Long-term investment 57,96( —
Property, equipment and software, 27,98 28,151
Goodwill 73,09¢ 73,19¢
Other intangible assets, r 16,00¢ 18,07%
Other assets, n 31,14¢ 28,12
Total assets $ 703,14t $ 840,24t

Liabilities and Stockholders’ Equity

Current liabilities:

Accounts payabl $ 31,12. % 33,32!

Accrued expense 19,13¢ 26,391

Deferred income on shipments to distribut 24,79¢ 28,44¢

Income taxes 97¢ 5,22¢
Total current liabilities 76,02¢ 93,39
Long-term obligations and other liabilities 47,80 43,30¢
Total liabilities 123,83( 136,70
Commitments and contingenci
Stockholder’ equity:

Preferred sto—$0.0001 par value; 10,000 shares authorizecshares issued and outstand — —

Common stock—$0.0001 par value; 250,000 share®angd; 47,917 and 52,810 shares issued

outstanding at July 5, 2008 and December 29, 2@3pectively 5 5

Additional paic-in capital 156,49: 303,68:

Retained earning 425,31! 399,85¢

Accumulated other comprehensive i (2,496 —
Total stockholders’ equity 579,31¢ 703,54
Total liabilities and stockholde’ equity $ 703,14¢ $ 840,24¢

The accompanying notes are an integral part ofen@sndensed 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
July 5, June 30, July 5, June 30,
2008 2007 2008 2007

Revenue! $ 104,62( $ 75,597 $ 202,79¢ $ 149,41:
Cost of revenues 38,58 30,23: 76,41¢ 58,67
Gross profil 66,03: 45,36¢ 126,38( 90,73¢
Operating expense

Research and developm 23,37¢ 22,14 48,05: 46,95:

Selling, general and administrati 24,48¢ 21,28: 49,09¢ 45,57¢
Operating expenses 47,86 43,42, 97,14¢ 92,52¢
Operating income (los 18,16¢ 1,93 29,23¢ (1,787
Other income (expense

Interest incom: 2,40¢ 7,03 7,204 10,86

Interest expens (109) (167) (254) (39¢)

Other income (expense), net (355) (51) (497) (170
Income from continuing operations before incomeax 20,11: 8,751 35,68 8,517
Provision for income taxes 5,46¢ 1,85¢ 10,23( 2,36¢€
Income from continuing operatiol 14,64 6,892 25,45} 6,14¢
Income from discontinued operations, net of incaaxes — 581 — 156,94(
Net income $ 14,64 $ 7477 $ 25,457 $ 163,08t
Basic earnings per shal

Income from continuing operatiol $ 03C $ 0.1z $ 051 $ 0.11

Net income $ 03C $ 014 $ 051 $ 2.97
Diluted earnings per shat

Income from continuing operatiol $ 02¢ $ 01z $ 05C $ 0.11

Net income $ 02¢ $ 0.1z $ 05C $ 2.9C
Weighte-average common sharoutstanding

Basic 48,51( 54,90 49,85¢ 54,85¢

Diluted 49,70¢ 56,31: 50,90: 56,30¢

The accompanying notes are an integral part ofen@sndensed 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 praviole (used in) operating activitie
Income from discontinued operatic
Depreciation and amortization of property, equiptrem softwar¢
Loss (gain) on disposal of property, equipment softivare
Amortization of other intangible assets and otlesete
Stock compensation exper
Additional income tax benefit from employee st-based award
Excess income tax benefit from employee s-based award
Deferred income taxe
Changes in operating assets and liabilit
Accounts receivabl
Inventories
Prepaid expenses and other as
Accounts payabl
Accrued expense
Deferred income on shipments to distribut
Income taxes
Net cash provided by (used in) operating activitiEsontinuing operation
Investing Activities
Purchases cavailable-for-sale investment
Sales and maturities available-for-sale investment
Purchases of property, equipment and softy
Proceeds from the sale of ass
Purchases of other assets
Net cash provided by investing activities of coniirg operation:
Financing Activities
Proceeds from exercises of stock opti
Proceeds from Employee Stock Purchase
Excess income tax benefit from employee s-based award
Repurchases of common stc
Repurchases of stock to satisfy employee tax witlihg
Net cash used in financing activities of continuapgeration:s
Discontinued Operations
Operating activitie:
Investing activities
Financing activities
Net cash provided by discontinued operati

Increase in cash and cash equival

Cash and cash equivalents at beginning of pe
Cash and cash equivalents at end of period
Supplemental Disclosure of No-Cash Activity:
Proceeds from the sale of assets held in escrow

Six Months Ended

July 5, June 30,
2008 2007

25457 $ 163,08¢
— (156,94()
5,23¢ 5,794
(15) 187
2,07: 2,45(
20,39 20,391
82¢ 1,10¢
(625) (782)
(1,187 2,63¢
(521) (5,519
(1,017) 3,21¢
5,09:¢ 1,847
1,39¢ (594)
(7,98() (4,917)
(3,652) (2,227
(21€) (43,36)
45,26¢ (13,61))
(140,439 (301,64()
268,82 137,81«
(5,060 (1,735
14,26¢ 270,75(
(3,681) (34E)
133,90¢ 104,84
5,78¢ 5,80z
1,56¢ 1,39¢
62F 782
(175,36 (18,472
(2,149 (2,996
(169,53) (13,48))
— 11,00«
= (1,659
— 6,78¢
— 16,13¢
9,64¢ 93,87¢
264,40¢ 68,18¢
274,05 $ 162,06¢
— 3 14,25(

The accompanying notes are an integral part oféh@sndensed 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 Consolidia

The condensed consolidated financial statemerter than the condensed consolidated balance sheétecember 29, 2007, included
herein are unaudited; however, they contain alim@recurring accruals and adjustments which, énapinion of management, are necessa
present fairly the condensed consolidated finarpmaltion of Silicon Laboratories Inc. and its sdigries (collectively, the “Company”) at
July 5, 2008 and December 29, 2007, the conderm®blidated results of its operations for the traee six months ended July 5, 2008 and
June 30, 2007, and the condensed consolidatednstate of cash flows for the six months ended JuB0®8 and June 30, 2007. All
intercompany balances and transactions have beeimaled. The condensed consolidated results efatipns for the three and six months
ended July 5, 2008 are not necessarily indicatitheresults to be expected for the full year.

The accompanying unaudited condensed consolidatadcdial statements do not include certain footnated financial presentations
normally required under U.S. generally acceptedacting principles. Therefore, these condenseddadatated financial statements should be
read in conjunction with the audited consolidatedricial statements and notes thereto for the gieded December 29, 2007, included in the
Company’s Form 10-K filed with the Securities anctcEange Commission (SEC) on February 7, 2008.

The Company prepares financial statements on235&eek year that ends on the Saturday closesttember 31. Fiscal 2008 will have
weeks with the extra week occurring in the firsadar of the year. Fiscal 2007 had 52 weeks.

Reclassification:
Certain reclassifications have been made to pear jinancial statements to conform with currergnfgresentation.
Recent Accounting Pronounceme

In May 2008, the Financial Accounting StandardsBd&ASB) issued Statement of Financial Accounfitgndards (SFAS) No. 16Phe
Hierarchy of Generally Accepted Accounting Prineg. SFAS 162 identifies the sources of accountirigcgles and the framework for
selecting the principles used in the preparatiofinaincial statements of nongovernmental entities are presented in conformity with
generally accepted accounting principles in theté¢hStates (the GAAP hierarchy). SFAS 162 willdrae effective 60 days following the
SEC'’s approval of the Public Company Accounting Qight Board amendments to AU Section 4Iie Meaning of Present Fairly in
Conformity With Generally Accepted Accounting Piptes. Based on its current operations, the Compang doeexpect that the adoption of
SFAS 162 will have a material impact on its finahgosition or results of operations.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

In December 2007, the FASB issued SFAS No. 14ligeeh2007)Business CombinationgSFAS 141R). SFAS 141R establishes
principles and requirements for how an acquireogaizes and measures in its financial statemest&gtntifiable assets acquired, including
goodwill, the liabilities assumed and any non-coltitrg interest in the acquiree. The Statement alstablishes disclosure requirements to
enable users of the financial statements to evaliat nature and financial effects of the busiessbination. SFAS 141R is effective for
business combinations for which the acquisitioredsaion or after the beginning of the first anmeglorting period beginning on or after
December 15, 2008. The impact of adopting SFASRI«Ill be dependent on the future business comiginatthat the Company may pursue
after its effective date.

In September 2006, the FASB issued SFAS No. E&if,Value MeasurementsSFAS 157 defines fair value, establishes a fraonke for
measuring fair value in GAAP and expands disclosal®ut fair value measurements. In February 20@8-ASB amended SFAS 157 by
issuing FASB Staff Position (FSP) FAS 157Application of FASB Statement No. 157 to FASB B¢ No. 13 and Other Accounting
Pronouncements That Address Fair Value Measurenfenfurposes of Lease Classification or Measuregroeder Statement 13,nd FAS
157-2,Effective Date of FASB Statement No. 197SP FAS 157-1 amends SFAS 157 to exclude SFABcE®unting for Leaseand certain
other lease-related accounting pronouncements. FASP157-2 delays the effective date of SFAS 15 hfmfinancial assets and nonfinancial
liabilities, except for items that are recognizediisclosed at fair value in the financial statetsam a recurring basis (at least annually), to
fiscal years beginning after November 15, 2008e Tompany adopted certain provisions of SFAS 1&tt¥e December 30, 2007 (see
Note 4,Fair Value of Financial Instrumentgto the Condensed Consolidated Financial Statesrienadditional information). The Company is
currently evaluating the effect that the adoptibthe provisions deferred by FSP FAS 157-2 will&@aw its financial position and results of
operations.

2. Discontinued Operation

In March 2007, the Company sold its Aero® transeeieroFONE™ single-chip phone and power amplifierduct lines (the “Aero
product lines”) to NXP B.V. and NXP SemiconductBrance SAS (collectively “NXP”) for $285 million icash, (including $14.3 million held
in escrow recorded in the “prepaid expenses aner ailrrent assets” line of the consolidated balaheet at December 29, 2007), plus
additional earn-out potential of up to an aggreg@tg65 million over the next three years. In Mag908, the full amount previously held in
escrow was distributed to the Company.




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

The financial results of the sold product linesdnaeen presented as discontinued operations otidensed consolidated financial
statements. The following summarizes results filoendiscontinued operations (in thousands, excepsipare data):

June 30, 2007

Three Months Six Months
Ended Ended

Revenues $ 517¢ $ 43,16¢
Costs of revenues and operating expe 4,48 41,17¢

693 1,99(
Gain on sale of discontinued operatit 86 222,42:
Income from discontinued operations before incoaxes 77¢ 224,41
Provision for income taxe 19¢ 67,47¢
Income from discontinued operations, net of incaaxes $ 581 $ 156,94(
Income from discontinued operations per commones|
Basic $ 0.01% 2.8¢
Diluted $ 0.01% 2.7¢
Weighte-average common sharoutstanding
Basic 54,901 54,85¢
Diluted 56,31: 56,30¢

In connection with the closing of the sale, the @any entered into certain ancillary agreements WP, including a Transition Services
Agreement (“TSA”"). Through the TSA, the Company subleased certainipesnto NXP and provided various temporary supgemtices, suc
as IT support services. Such services were proviimegpproximately six months from the closing datel are no longer being provided. The
fees for these services were generally equivatetite Company’s cost. The TSA fees were $2.0 milfar the three and six months ended
June 30, 2007.

In June 2007, the Company made a $40.0 milliomedéd tax payment due to the gain on the saleeoA#to product lines.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

3. Earnings Per Share

The following table sets forth the computation aéle and diluted earnings per share from continojerations (in thousands, except per
share data):

Three Months Ended Six Months Ended
July 5, June 30, July 5, June 30,
2008 2007 2008 2007
Income from continuing operations ~ $ 14,64 $ 6,89 $ 25457 $ 6,14¢
Shares used in computing basic
earnings per sha 48,51( 54,90! 49,85¢ 54,85¢
Effect of dilutive securities
Stock options and awart 1,19¢ 1,411 1,04: 1,452
Shares used in computing diluted
earnings per sha 49,70¢ 56,317 50,90! 56,30¢
Income from continuing operatiol
Basic earnings per she $ 03C $ 0.1 $ 051 $ 0.11
Diluted earnings per sha $ 0.2¢ $ 0.1z $ 05C $ 0.11

Approximately 3.3 million, 4.1 million, 3.7 millioand 4.4 million weighted-average dilutive potelngiaares of common stock have been
excluded from the earnings per share calculatiothi® three months ended July 5, 2008 and Jun2(®0T,, and for the six months ended Jul
2008 and June 30, 2007, respectively, as theyrdrelidutive.

4. Fair Value of Financial Instruments

The Company'’s financial instruments are recordeghatunts that reflect the Company’s estimate df fag values. SFAS 15Fair Value
Measurementprovides a hierarchal disclosure framework assediatith the level of subjectivity used in measurésgets and liabilities at fair
value. The three levels defined by the SFAS 1&7vanchy are as follows:

Level 1 - Inputs are unadjusted, quoted pricesfiva markets for identical assets or liabiliti¢sree measurement date.

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

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




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

The following summarizes the valuation of @@mpany’s financial instruments measured undeS#&S 157 hierarchy (in thousands):

Fair Value Measurements
at July 5, 2008 Using

Quoted Prices in Significant
Active Markets for Unobservable
Identical Assets Inputs
Description (Level 1) (Level 3) Total
Cash equivalent $ 258,44; $ — 3% 258,44
Shor-term investment 118,38: — 118,38:
Long-term investment — 57,96( 57,96(

The Company’s cash equivalents and short-term imesss are valued using quoted prices and othevaat information generated by
market transactions involving identical assetse Tompany’s long-term investments are valued usidigcounted cash flow model. The
assumptions used in preparing the discounted ¢astnfiodel include estimates for interest rates, amof cash flows, expected holding
periods of the securities and a discount to refleetCompany’s ability to liquidate the securiti€¥ee Note Snvestmentsto the Condensed
Consolidated Financial Statements for additionfdrimation on the Company’s investments.

The following summarizes the activity in Level 8dincial instruments for the six months ended JuB0B8 (in thousands):

Long-term

Investments
Balance at December 29, 2007 $ —
Net transfers into Level 3 (. 68,80(
Net purchases, sales, issuances and settlel (7,000
Unrealized losses (3,840
Balance at July 5, 2008 $ 57,96(

(1) Early in fiscal 2008, quoted prices for the Gramy’s long-term investments were no longer obdsevaAs such, the Company changed its
fair value measurement methodology from quotedegrin active markets to a cash flow model. Accayifinthese securities were reclassified
from Level 1 to Level 3.

5. Investments

The Company’s short-term investments consist piilgnaf municipal bonds and U.S. government agenutes. These securities typically
have original maturities greater than ninety dag/efahe date of purchase and are classified dkbilefor-sale. Investments in which the
Company has the ability and intent, if necessaryjiguidate in order to support its current opemasi (including those with contractual
maturities greater than one year from the dateuodhmse) are classified as short-term. The Conipdmyg-term investments consist of
auction-rate securities.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

Prior to fiscal 2008, the Company classified alttian-rate securities as short-term investmentalytn fiscal 2008, auctions for many of
the Company’s auction-rate securities failed bee@edl orders exceeded buy orders. As of Julyp882the Company held $61.8 million of
auction-rate securities at cost, of which $59.8iamlexperienced failed auctions during the fiistraonths of the year. The underlying assets
of the securities consisted of student loans andicipal bonds, of which $51.6 million were guaraady the U.S. government and the
remaining $10.2 million were insured. $55.6 milliof the auction-rate securities had credit ratimig8AA and $6.2 million had credit ratings
of AA. The securities had contractual maturityedatanging from 2025 to 2046 and with yields o2 7.0% per year at July 5, 2008. The
Company is receiving the underlying cash flows bofats auction-rate securities. The funds asstec with failed auctions are not expected
to be accessible until a successful auction octhesissuer redeems the securities, a buyer igifoutside of the auction process or the
underlying securities mature. The Company is lenabpredict if these funds will become availab&fore their maturity dates. As such, the
Company’s auction-rate securities have been cladsifs long-term investments as of July 5, 2008.

The Company reviews its investments as of the émdch reporting period for other-than-temporarglides in fair value based on the
specific identification method. The Company coessdvarious factors in determining whether an impant is other-than-temporary,
including the severity and duration of the impaindorecasted recovery and its ability and intertiold the investment for a period of time
sufficient to allow for any anticipated recoverynrarket value. When the Company concludes thatlar-¢han-temporary impairment has
resulted, the difference between the fair valuethedarrying value is written off and recordecaasmpairment charge in the consolidated
statement of income. The Company does not expawted access to the capital represented by ats/afction-rate securities due to its
ability and intent to hold the investments for aipe of time sufficient to allow for any anticipateecovery in market value . In addition, the
Company believes that the credit ratings and ceegiport of the security issuers indicate that theye the ability to settle the securities at par
value. As such, the Company has determined thathrer-than-temporary impairment losses existeof dsily 5, 2008.

The carrying value of the Company’s short-term stieents approximates its fair value. Long-ternestments as of July 5, 2008 consist
of the following (in thousands):

Gross
Unrealized Estimated
Cost Losses Fair Value
Auction-rate securitie $ 61,80( $ (3,840() $ 57,96(
6. Balance Sheet Details
Balance sheet details consist of the followingtiiousands):
Inventories
July 5, December 29,
2008 2007
Work in progres: $ 25,42 % 25,60¢!
Finished good 4,18 2,982
$ 29,60¢ $ 28,581
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

7. Acquisition

On June 24, 2008, the Company entered into an mgmeo acquire Integration Associates Incorporétedegration Associates”). Under
the terms of the Agreement, the Company will aggintegration Associates for $80.0 million plusaemount equal to the excess of Integration
Associates’ cash and other assets minus liabilitiesf the closing date. Of such consideratior) $8llion will be withheld as security for
breaches of representations and warranties anaircether expressly enumerated matters. Integr&{8sociates develops silicon solutions for
wireless, wireline and power system managemenicgijgns for a wide range of systems. The tramsaaiosed on July 29, 2008.

8. Stockholders’ Equity and Stock-Based Compensatio
Common Stock

The Company issued 0.7 million shares of commockstiniring the six months ended July 5, 2008. Agipnately 66 thousand shares w
withheld by the Company during the six months enildy 5, 2008 to satisfy employee tax obligatiomsthe vesting of certain stock grants
made under the Company’s 2000 Stock Incentive Plan.
Share Repurchase Program

In July 2007, the Company’s Board of Directors autted a program to repurchase up to $400 millibitne Company’s common stock
from time to time over a 24-month period. The pawg allows for repurchases to be made in the opaniehor in private transactions,
including structured or accelerated transactionisjest to applicable legal requirements and markatitions. During the six months ended
July 5, 2008, the Company repurchased 5.5 milllares of its common stock for $173.3 million undeicurrent repurchase program. During
the six months ended June 30, 2007, the Companyaiegsed 0.6 million shares for $18.5 million uniieprevious share repurchase program
that expired in July 2007.
Comprehensive Income

The changes in the components of other comprehensiome, net of taxes, were as follows (in thodsgn

Three Months Ended Six Months Ended
July 5, June 30, July 5, June 30,
2008 2007 2008 2007
Net income $ 14,64: $ 747 $ 25,457 $ 163,08t
Change in net unrealized losses on available-flersecurities (643) — (2,496 —
Comprehensive incon $ 14,000 $ 747 $ 22,96 $ 163,08t

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

July 5, December 29,
2008 2007
Net unrealized losses on availe-for-sale securities $ (2,496 $ —
Accumulated other comprehensive i $ (2,496 $ —
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

Stock-Based Compensation

The Company has two stock-based compensation gtem&000 Stock Incentive Plan and the EmployeekSurchase Plan (th@tirchas
Plan”). Effective January 1, 2006, the Companypaeld FASB SFAS No. 123 (revised 2008hare-Based Paymen{SFAS 123R) using the
modified-prospective-transition method.

Accounting for Stock Compensati

Stock-based compensation costs are generally loastied fair value calculated from the Black-Schapson-pricing model on the date of
grant for stock options and on the date of enrdfinfer the Purchase Plan. The fair values of seaglrds and restricted stock units (RSUs)
generally equal their intrinsic value on the ddtgrant. The weighted-average fair value of shzased payments was estimated using the
Black-Scholes option-pricing model with the followgi assumptions:

Six Months Ended

July 5, June 30,
2008 2007
2000 Stock Incentive Pla
Expected volatility 43.7% 53.(%
Risk-free interest rate ¢ 2.8% 4.7%
Expected term (in year 5.C 4.8
Dividend yield — —
Employee Stock Purchase Pl
Expected volatility 37.1% 36.7%
Risk-free interest rate ¢ 1.8% 4.9%
Expected term (in month 9 15

Dividend yield — —

The following are the stock-based compensatiorsaestognized in the Company’s condensed consotidagégements of income (in
thousands):

Three Months Ended Six Months Ended
July 5, June 30, July 5, June 30,
2008 2007 2008 2007

Cost of revenues $ 38C $ 37¢ % 75C $ 68€
Research and developmt 3,97¢ 4,07¢ 7,91¢ 9,44¢
Selling, general and administrati 5,82( 4,164 11,72¢ 10,25¢
10,17¢ 8,621 20,397 20,39:

Provision for income taxe 1,46t 1,137 2,712 3,20¢
$ 8,711 $ 7,48, % 17,68 $ 17,18¢

During the three months ended March 31, 2007, thagany recorded $3.3 million of stock compensatimpense in continuing operations
for a one-time equity award to employees retainethb Company after the sale of the Aero produnedi

The Company had approximately $90.5 million of tot@recognized compensation costs related to siptikns and RSUs at July 5, 2008
that are expected to be recognized over a weigitedage period of 2.1 years.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

9. Commitments and Contingencies
Securities Litigation

On December 6, 2001, a class action complaintifdations of U.S. federal securities laws was filedhe United States District Court for
the Southern District of New York against the Compdour officers individually and the three invesint banking firms who served as
representatives of the underwriters in connectidh the Company’s initial public offering of commeatock. The Consolidated Amended
Complaint alleges that the registration statemedt@ospectus for the Company'’s initial public offig did not disclose that (1) the
underwriters solicited and received additional,essive and undisclosed commissions from certaiesitovs, and (2) the underwriters had
agreed to allocate shares of the offering in exghdar a commitment from the customers to purclaasktional shares in the aftermarket at
pre-determined higher prices. The Complaint aegelations of the Securities Act of 1933 and 8ezurities Exchange Act of 1934. The
action seeks damages in an unspecified amountsamelrng coordinated with approximately 300 otherlyeidentical actions filed against otl
companies. A court order dated October 9, 200@idised without prejudice the four officers of thengpbany who had been named
individually. On December 5, 2006, the Second @irecacated a decision by the District Court gragittlass certification in six “focus” cases,
which are intended to serve as test cases. Thtifflaselected these six cases, which do nouitelthe Company. The Court has indicated
that its decisions in the six focus cases are d@dno provide strong guidance for the partiehéremaining cases. On April 6, 2007, the
Second Circuit denied a petition for rehearingdfitey plaintiffs, but noted that plaintiffs couldkathe District Court to certify more narrow
classes than those that were rejected.

On August 14, 2007, the plaintiffs filed amendechptaints in the six focus cases. On Septembe2@77, the plaintiffs moved to certify
class in the six focus cases. On November 14, 28@7ssuers and the underwriters named as defenofethe six focus cases filed motions to
dismiss the amended complaints against them. Quhlviz6, 2008, the District Court dismissed the &&es Act claims of those members of
the putative classes in the focus cases who seldgacurities for a price in excess of the initiiering price and those who purchased outside
the previously certified class period. With redgecll other claims, the motions to dismiss weeaied. The Company is awaiting a decision
from the Court on the class certification motion.

The Company is unable to estimate or predict thergal damages that might be awarded as a refsthlisditigation, whether such
damages would be greater than the Company’s insereoverage, or whether the outcome would havetarrmbimpact on the Company’s
results of operations or financial position.

Patent and Copyright Infringement Litigati

On December 14, 2006, Analog Devices, Inc. (An@egices), a Massachusetts corporation, filed alévesgjainst the Company, in the
United States District Court in the District of Mashusetts, alleging infringement of United St&atents Nos. 7,075,329, 6,262,600,
6,525,566, 6,903,578 and 6,873,065, and copyrighihgement of certain Analog Devices datashe€s.September 17, 2007, the Company
filed a lawsuit against Analog Devices in the @ditStates District Court for the Eastern DistricTexas, Marshall Division, alleging
infringement of United States Patent No. 7,171,5@2. March 7, 2008, the Company settled both latsswith Analog Devices. In connection
with the settlement, each company agreed to distinéskawsuits.
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(Unaudited)
Other

The Company is involved in various other legal pestings that have arisen in the normal course sihbas. While the ultimate results of
these matters cannot be predicted with certaihty@ompany does not expect them to have a maseivarse effect on its consolidated
financial position or results of operations.

Operating Leases

400 W. Cesar Chavez Building

In March 2006, the Company entered into an opegdéiase agreement and a related participation awggmetefor a facility in Austin, Texas
for its corporate headquarters. During the terrtheflease, the Company has an on-going optionrichpse the building for a total purchase
price of approximately $44.3 million. Alternativelihe Company can cause the property to be sdahirtbparties provided it is not in default
under the lease. The Company is contingently liabla first dollar loss basis for the guarantesititeal value associated with this property in
the event that the net sale proceeds are lesgtbaniginal financed cost of the facility up topapximately $35.3 million.

200 W. Cesar Chavez Building

In March 2008, the Company entered into an opegdéase agreement and a related participation agnetefor a facility in Austin, Texas
for the expansion of its corporate headquartette [€ase has a term of five years. The baseaetid term of the lease is an amount equal to
the interest accruing on $50.1 million at 155 basists over the three-month LIBOR (which wouldagproximately $10.3 million over the
remaining term assuming LIBOR averages 2.79% dwuai term).

The Company has granted certain rights and remédligse lessor in the event of certain defaultsiuiding the right to terminate the lease,
to bring suit to collect damages, and to compel@bepany to purchase the facility. The lease énstather customary representations,
warranties, obligations, conditions, indemnificatjgrovisions and termination provisions, includoayenants that the Company shall maintain
unencumbered cash and highly-rated short-term imesgs of at least $75 million. If the Companyrsencumbered cash and highly-rated
short-term investments are less than $150 militomust also maintain a ratio of funded debt toeags before interest expense, income taxes,
depreciation, amortization, lease expense and othrecash charges (EBITDAR) over the four prior fiscahgers of no greater than 2 to 1.
of July 5, 2008, the Company believes it was in gliemce with all covenants of the lease.

During the term of the lease, the Company has agoimg option to purchase the building for a totatghase price of approximately $5I
million. Alternatively, the Company can cause fineperty to be sold to third parties provided ih¢t in default under the lease. The Comg
is contingently liable for up to $40.0 million the extent that the sale proceeds are less th&bth& million purchase option. To the extent
that the net proceeds generated from the saleedidility to a third party exceed the purchaseasptthe Company would have the right to
receive substantially all of such excess proceftthe isale occurs prior to the end of the termheflease. If the property is sold after the term of
the lease, the Company would have the right tovercibs $40.0 million guarantee, to the extent ssale proceeds exceed $10.1 million.
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In accordance with FASB Interpretation No. @jarantor’'s Accounting and Disclosure RequiremdatsGuarantees, Including Indirect
Guarantees of Indebtedness of Othetee Company determined that the fair value assediwith the guaranteed residual value was $1.2
million. The amount was recorded in “Other assed$; and “Long-term obligations and other lialid#” in the condensed consolidated bale
sheets and is being amortized over the term ofehse.

The Company is required to periodically evaluateehkpected fair value of the facility at the endhef lease term. If the Company
determines that it is estimable and probable tiaekpected fair value will be less than $50.1iamllit will ratably accrue the loss up to a
maximum of approximately $40.0 million over the @@ning lease term. As of July 5, 2008, the Compzay determined that a loss
contingency accrual is not required.

Discontinued Operations Indemnificati

In connection with the sale of the Aero producefinthe Company agreed to indemnify NXP with resfmekabilities for certain tax
matters. There is no contractual limit on exposwith respect to such matters. As of July 5, 2@68,Company had no material liabilities
recorded with respect to this indemnification oatign.

10. Income Taxes

At July 5, 2008, the Company had gross unrecogriaetenefits of $29.4 million which would affebieteffective tax rate if recognized.
During the six months ended July 5, 2008, the Comend gross increases of $2.1 million to its auirgeear unrecognized tax benefits,
primarily due to uncertainty related to intercomp@&mansfer pricing. During the six months endedel80, 2007, the Company had gross
increases of $17.4 million to its unrecognizedhaxefits, primarily due to tax consequences asttiaith discontinued operations. The
Company believes it is reasonably possible thagthes unrecognized tax benefits will decreas@éraimount of $6.6 million in the next
twelve months due to the closing of an open tax.y@&&e nature of the uncertainty relates primawlyleductions taken on a prior year tax
return. Additionally, the Company believes itémsonably possible that the gross unrecognizebeagfits will change in the next twelve
months due to the Company’s participation in theaute Pricing Agreement program with the U.S. maéRevenue Service. The Company
is unable to estimate the range of reasonably Iplesshange to the unrecognized tax benefits atithis.

The Company recognizes interest and penaltieerktatunrecognized tax benefits in the provisianiioome taxes. The Company
recognized $0.5 million of interest, net of taxiie provision for income taxes for each of thersbnths ended July 5, 2008 and June 30,
2007. As of July 5, 2008, the Company had accizefl million for the payment of interest relateditrecognized tax positions.

The tax years 2004 through 2008 remain open to medion by the major taxing jurisdictions to whittte Company is subject. The
Company is not currently under audit in any magxirig jurisdiction.
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11. Headquarter Relocation Costs

In fiscal 2006, the Company relocated most of itst#n, Texas employees to a new corporate headgearn fiscal 2007, the Company
relocated the remainder of its Austin employedsstbeadquarters. The following table summarthesaccrued relocation costs activity for
six months ended July 5, 2008 (in thousands):

Balance at Balance at
December 29, 2007 Deductions July 5, 2008

$ 2,61 $ 1,03z $ 1,58¢

Deductions represent lease payments.
Iltem 2. Management’s Discussion and Analysis of kancial Condition and Results of Operations

The following discussion and analysis of financiahdition and results of operations should be regmdonjunction with the condensed
consolidated financial statements and related ntitegeto included elsewhere in this report. Thgdssion contains forward-looking
statements. Please see the “Cautionary Stateredmtte and “Risk Factors” below for discussionsto tincertainties, risks and assumptions
associated with these statements. Our fiscal gedrfinancial reporting periods are a 52- or 53-akeyear ending on the Saturday closest to
December 31st. Fiscal 2008 will have 53 weeks thithextra week occurring in the first quarter o tyear. Fiscal 2007 had 52 weeks. (
second quarter of fiscal 2008 ended July 5, 2008r second quarter of fiscal 2007 ended June 3072 Except as noted, financial results
for continuing operations. Our former Aero prodlioes are reported as discontinued operationse Sale of these product lines closet
March 2007.

Overview

We design and develop proprietary, analog-intenshiged-signal integrated circuits (ICs) for a lt@ange of applications. Mixed-signal
ICs are electronic components that convert realdvamalog signals, such as sound and radio wanesdigital signals that electronic products
can process. Therefore, mixed-signal ICs arecatitomponents in a broad range of applicatiorsvariety of markets, including
communications, consumer, industrial, automotivedival and power management. Our major customehsde 2Wire, Garmin, Huawei, LG
Electronics, Motorola, Panasonic, Philips, Sageam&ing and Thomson.

As a “fabless” semiconductor company, we rely drdtparty semiconductor fabricators in Asia, anétesser extent the United States, to
manufacture the silicon wafers that reflect oudisigns. Each wafer contains numerous die, whiglta from the wafer to create a chip for
an IC. We rely on third-parties in Asia to assesnplackage, and, in the substantial majority oésatest these devices and ship these units to
our customers. We have increased the portionstihge performed by such third parties, which faatks faster delivery of products to our
customers (particularly those located in Asia),rergoroduction cycle times, lower inventory reguirents, lower costs and increased flexik
of test capacity.

Our product set addresses a variety of broad-babes-signal applications. Our expertise in andhlignsive, high-performance, mixed-
signal ICs enables us to develop highly differeetissolutions that address multiple markets. Weigiour products into the following
categories:

«  Broadcast products, which include our broadcasoragteivers and transmitters, satellite set-topdeceivers and satellite radio
tuner;

. ISOmodem® embedded modems;
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» Voice over IP (VolP) products, which include ounBLIC® subscriber line interface circuits and voiieect access arrangement
(DAA);

* Microcontrollers;
» Timing products, which include our clocks, precismock & data recovery ICs and oscillators;
» Power products, which include our isolators, cureemsors and Power over Ethernet devices; and

» Mature products, which include our silicon DAA € modems, DSL analog front end ICs, optical ptajdayer transceivers and |
Synthesizers.

Through acquisitions and internal development &fave have continued to diversify our product fmdid and introduce next generation
ICs with added functionality and further integratioln the first six months of 2008, we introdu@etamily of integrated isolated gate drivers,
four new FM receivers with embedded antenna suppaingle-chip digital video demodulator, a singleut, single output jitter-attenuating
clock multiplier IC, two high-performance radio datystem (RDS) receivers for portable and in-caigagion devices, a family of fully-
integrated AM/FM radio receivers with weather baongerage and expanded our microcontroller portfaiidtn the addition of low voltage
microcontrollers capable of operating down to Gfisrand new small form factor microcontrollersmEPROM. We plan to continue to
introduce products that increase the content weigedor existing applications, thereby enablingaiserve markets we do not currently
address and expanding our total available markgbpnity.

We had no customers that accounted for more thésmdfGur revenues during the six months ended SuB008. In addition to direct
sales to customers, some of our end customers gaegiroducts indirectly from us through distribstand contract manufacturers. An end
customer purchasing through a contract manufactypésally instructs such contract manufactureoliéain our products and incorporate such
products with other components for sale by suctiraohmanufacturer to the end customer. Althoughaatually sell the products to, and are
paid by, the distributors and contract manufacgjree refer to such end customer as our custof@ee of our distributors, Edom Technology,
represented 33% of our revenues during the six Insoeded July 5, 2008. There were no other digtib or contract manufacturers that
accounted for more than 10% of our revenues duhagix months ended July 5, 2008.

The percentage of our revenues derived from custhoeated outside of the United States was 88%hguhe six months ended July 5,
2008, which reflects our product and customer difieation and market penetration for our produatsmany of our customers manufacture
and design their products in Asia. All of our reues to date have been denominated in U.S. doN&esbelieve that a majority of our reven
will continue to be derived from customers outsifi¢ghe United States.

The sales cycle for our ICs can be as long as I#tmmr 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 saledeywe typically experience a significant
delay between incurring research and developmehsaliing, general and administrative expensestlamdorresponding sales. Conseque
if sales in any quarter do not occur when expeaggenses and inventory levels could be disprapuately high, and our operating results for
that quarter and, potentially, future quarters wideg adversely affected. Moreover, the amouninoé between initial research and
development and commercialization of a produatyér, can be substantially longer than the salele ¢gr the product. Accordingly, if we
incur substantial research and development costeuti developing a commercially successful prodoat,operating results, as well as our
growth prospects, could be adversely affected.

Because many of our ICs are designed for use isuwnar products such as personal computers, pergdeal recorders, sébp boxes an
mobile handsets, we expect that the demand fopamgtucts will be typically subject to some degréseasonal demand. However, rapid
changes in our markets and across our product araks it difficult for us to accurately estimate timpact of seasonal factors on our busir
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Discontinued Operation

In March 2007, we sold our Aero transceiver, AerbiEOsingle-chip phone and power amplifier producedi to NXP for $285 million in
cash, plus additional earn-out potential of uprt@aggregate of $65 million over the following theears. The results of operations of the sold
product lines have been presented as discontinpeigiions.

Results of Operations
The following describes the line items set forttour condensed consolidated statements of income:

Revenues. Revenues are generated almost exclusively bg séleur ICs. We recognize revenue on sales wherf the following
criteria are met: 1) there is persuasive evidehaean arrangement exists, 2) delivery of goodsokasrred, 3) the sales price is fixed or
determinable, and 4) collectibility is reasonabdgared. Generally, we recognize revenue from ptoshies to direct customers and contract
manufacturers upon shipment. Certain of our salesnade to distributors under agreements allowartam rights of return and price
protection on products unsold by distributors. Adbagly, we defer the revenue and cost of revenmusuzh sales until the distributors sell the
product to the end customer. Our products typiczdiry a one-year replacement warranty. Replan&reave been insignificant to date. Our
revenues are subject to variation from period tdopedue to the volume of shipments made withireaqa and the prices we charge for our
products. The vast majority of our revenues wegotiated at prices that reflect a discount fromlist prices for our products. These
discounts are made for a variety of reasons, imetudL) to establish a relationship with a new oostr, 2) as an incentive for customers to
purchase products in larger volumes, 3) to propidsdit margin to our distributors who resell oungducts or 4) in response to competition. In
addition, as a product matures, we expect thaatkeeage selling price for such product will decléhe to the greater availability of competing
products. Our ability to increase revenues inftitere is dependent on increased demand for oabkstied products and our ability to ship
larger volumes of those products in response th demand, as well as our ability to develop or &eguew products and subsequently ach
customer acceptance of newly introduced products.

Cost of revenues. Cost of revenues includes the cost of purchaiighed 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 royadtiesamortization of purchased software, otherlgtglal property license costs, and certain
acquired intangible assets; an allocated portioouofoccupancy costs; allocable depreciation ditg®quipment and leasehold improveme
and impairment charges related to certain manufiactequipment held for sale or abandoned. Gelyeraé depreciate equipment over four
years on a straig-line basis and leasehold improvements over thetahof the estimated useful life or the applicdekese term. Recently
introduced products tend to have higher cost aémeres per unit due to initially low production vales required by our customers and higher
costs associated with new package variations. rédygtion volumes for a product increase, unit paiithn costs tend to decrease as our yields
improve and our semiconductor fabricators, asserslalled test suppliers achieve greater economissadé for that product. Additionally, the
cost of wafer procurement and assembly and tegicest which are significant components of coggadds sold, vary cyclically with overall
demand for semiconductors and our suppliers’ abkleapacity of such products and services.

Research and development.Research and development expense consists dsirabdersonnel-related expenses, including stock
compensation, new product mask, wafer, packagidgest costs, external consulting and servicesgcastortization of purchased software,
equipment tooling, equipment depreciation, amatitreof acquired intangible assets, acquired reteand development resulting from
acquisitions, as well as an allocated portion af@acupancy costs for such operations. We geneaiefpreciate our research and development
equipment over four years and amortize our purchaséware from computer-aided design tool vendwes the shorter of the estimated
useful life or the license term. Research and ld@weent activities include the design of new prddwmnd software, refinement of existing
products and design of test methodologies to ermsumgliance with required specifications.
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Selling, general and administrative. Selling, general and administrative expense stsigirimarily of personnel-related expenses,
including stock compensation, related allocabldiporof our occupancy costs, sales commissionsdegendent sales representatives,
applications engineering support, professional,fdigectors’ and officers’ liability insurance, pat litigation legal fees, costs related to
relocating our headquarters and promotional andketialg expenses.

Interest income. Interest income reflects interest earned on aghgcash equivalents and investment balances.
Interest expense. Interest expense consists of interest on ourt stmat long-term obligations.

Other income (expense), net.Other income (expense), net reflects foreignenoy remeasurement adjustments and gains on {hesdis
of fixed assets.

Provision for Income Taxes. We accrue a provision for domestic and foreigroime tax at the applicable statutory rates adjustedon-
deductible expenses (including stock compensatiesgarch and development tax credits and interesine from tax-exempt investments.
We recognize interest and penalties related tocagmrzed tax benefits in the provision for incoragets.

The following table sets forth our condensed cadatéd statements of income data as a percentageaiues for the periods indicated:

Three Months Ended Six Months Ended
July 5, June 30, July 5, June 30,
2008 2007 2008 2007

Revenue: 100.(% 100.(% 100.(% 100.(%
Cost of revenues 36.€ 40.C 37.7 39.2
Gross profil 63.1 60.C 62.3 60.7
Operating expense

Research and developme 22.¢ 29.5 23.7 31.4

Selling, general and administrati 23.4 28.2 24.2 30.5
Operating expenses 45.7 57.5 47.¢ 61.€
Operating income (los: 17.4 2.t 14.4 (1.2
Other income (expense

Interest incomt 2.2 9.4 3.5 7.3

Interest expens (0.2) (0.2 (0.2) (0.2

Other income (expense), net 0.3 (0.7) (0.2 (0.7)
Income from continuing operations befc

income taxe: 19.2 11.€ 17.€ 5.8
Provision for income taxe 5.2 2.5 5.C 1.6
Income from continuing operations 14.C 9.1 12.€ 4.2
Income from discontinued operations,

of income taxe: 0.C 0.8 0.C 105.(
Net income 14.(% 9.S% 12.€% 109.2%
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Revenues

Three Months Ended Six Months Ended
July 5, June 30, % July 5, June 30, %
(in millions) 2008 2007 Change Change 2008 2007 Change Change
Revenue: $ 104¢€¢ $ 75€ $ 29.C 3806 % 202.¢& $ 1494 $ 534 35.7%

The growth in the sales of our products for theenéthree and six month periods was primarily drileg increased revenues from
substantially all of our product groups. Unit voles of our products increased compared to the #mdesix months ended June 30, 2007 by
46.1% and 49.2%, respectively. Average sellinggzidecreased during the same periods by 6.0%ah& Llrespectively. As our products
become more mature, we expect to experience desr@asaverage selling prices. We anticipate teatlypannounced higher priced, next
generation products and product extensions wilaiffhese decreases to some degree.

Gross Profit

Three Months Ended Six Months Ended
July 5, June 30, % July 5, June 30, %
(in millions) 2008 2007 Change Change 2008 2007 Change Change
Gross profil $ 66 $ 45<2 $ 20.€ 45.€% $ 126.« $ 90.7 $ 35.€ 39.2%
Percent of revenu 63.1% 60.(% 62.2% 60.7%

The increase in gross profit as a percenewémue for the recent three and six month pericasprimarily due to changes in product mix,
improvements in our inventory management and priocost reductions.

We may experience declines in the average sellimgpof certain of our products. This downwaregsure on gross profit as a percen
of revenues may be offset to the extent we aretabl) introduce higher margin new products anid gaarket share with our ICs; or 2)
achieve lower production costs from our wafer sigopland third-party assembly and test subcontracto

Research and Development

Three Months Ended Six Months Ended
July 5, June 30, % July 5, June 30, %
(in millions) 2008 2007 Change Change 2008 2007 Change Change
Research andevelopmen $ 234 $ 221 $ 1.3 56% $ 481 $ 47.C $ 1.1 2.2%
Percent of revenu 22.2% 29.2% 23.7% 31.4%

The increase in research and development expengieefoecent three and six month periods was graligi due to $1.4 million of reduced
occupancy and IT support costs during the threesanohonths ended June 30, 2007, which were biledXP in connection with our
transition services agreement (which has now edpir@his impact was partially offset by increaseslearch credits of $0.6 million for the
recent three and six month periods. Research emelapment expense for the recent three month ¢ghetsm reflects an increase of $1.3
million in stock compensation and other persometdted expenses. The decrease in research aatbpeent expense as a percent of reve
is principally due to our increased sales.
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Significant recent development projects includaraify of integrated isolated gate drivers, four ieM receivers with embedded antenna
support, a single-chip digital video demodulatosjragle input, single output jitter-attenuatingakamultiplier IC, two high-performance radio
data system (RDS) receivers for portable and imea&igation devices, a family of fully-integratedM~M radio receivers with weather band
coverage, a dual-function, single-port Power ovieeEnet (PoE) controller with an integrated dc-dnteoller for power sourcing equipment,
fully-integrated AM/FM radio receivers with shortawe and long-wave band coverage, a family of sioflp AC current sensors and we
further expanded our microcontroller portfolio. \&epect that research and development expenseanéase with revenue in absolute dollars
due to increases in hiring and may fluctuate asragmtage of revenue due to changes in sales arhtimg of certain expensive items related
to new product development initiatives, such asregging mask and wafer costs.

Selling, General and Administrative

Three Months Ended Six Months Ended
July 5, June 30, % July 5, June 30, %
(in millions) 2008 2007 Change Change 2008 2007 Change Change
Selling, general and administrati $ 24t $ 21: $ 3.2 151% $ 491 $ 45¢ $ 35 7.7%
Percent of revenu 23.2% 28.2% 24.2% 30.5%

The increase in selling, general and administragigense for the recent three and six month peri@dsprincipally due to increases of
$2.6 million and $2.5 million for stock compensat@and other personnel-related expenses, respactiVéle decrease in selling, general and
administrative expense as a percent of revenyainisipally due to our increased sales. We extietselling, general and administrative
expense will increase slightly in absolute doliarfuture periods.

Interest Income

Three Months Ended Six Months Ended
July 5, June 30, July 5, June 30,
(in millions) 2008 2007 Change 2008 2007 Change
Interest incom $ 24 % 7C $ 4.6 $ 72 % 10 $ 3.7

The decrease in interest income for the recenéetanel six month periods was primarily due to loweash and investments balances and
lower interest rates of the underlying instruments.

Interest Expense

Interest expense was $0.1 million and $0.3 milflmnthe three and six months ended July 5, 20Geetively, as compared to $0.2
million and $0.4 million for the three and six mbstended June 30, 2007, respectively.

Other Income (Expense), Net

Other income (expense), net was $(0.4) million ${d5) million for the three and six months endely 5, 2008, respectively, as
compared to $(0.1) million and $(0.2) million féwetthree and six months ended June 30, 2007, tesgdgc
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Provision for Income Taxes

Three Months Ended Six Months Ended
July 5, June 30, July 5, June 30,
(in millions) 2008 2007 Change 2008 2007 Change
Provision for income taxe $ 55 $ 19 $ 3€ $ 10z $ 24 $ 7.8
Effective tax rate 27.2% 21.2% 28.1% 27.&%

The effective tax rates for both the three andhsinth periods ended July 5, 2008 were higher tharitiree and six month periods ended
June 30, 2007 primarily due to the reduction ingggmpt interest income in 2008 and the non-reneftile federal research and development
tax credit in 2008. The impact was partially offeg an increase in the ratio of tax deductiblekttompensation expense as a percentage of
income before income taxes.

The effective tax rates for each of the periods@nged differ from the federal statutory rate d¥38ue to the amount of income earned in
foreign jurisdictions where the tax rate may bedothan the federal statutory rate, tax exemptestancome, the limited deductibility of sto
compensation expense and other permanent items.

Income from discontinued operations, net of incom&axes

Three Months Ended Six Months Ended
July 5, June 30, July 5, June 30,
(in millions) 2008 2007 Change 2008 2007 Change
Income from discontinue
operations, net of income tax $ — 3 0€ $ 0.6) $ — 3 156.¢ $ (156.9)

Revenues from our discontinued operations forliheet and six months ended July 5, 2008 were zerocprmpared to $5.2 million and
$43.2 million for the three and six months endekJB80, 2007, respectively. Income from our disitw@d operations for the sironths ende
June 30, 2007 included a gain on the sale of owo Asoduct lines of $222.4 million and a provision income taxes of $67.5 million. We do
not expect to recognize any additional revenue foormdiscontinued operations. See NotBigcontinued Operationto the Condensed
Consolidated Financial Statements for additionfdrimation.

Business Outlook

We expect revenues in the third quarter of fis€gl®to be in the range of $111 to $115 million.rthermore, we expect our diluted net
loss per share to be in the range of $(0.09) tdl&j0

Liquidity and Capital Resources

Our principal sources of liquidity as of July 5,080consisted of $392.4 million in cash, cash edaiva and short-term investments. Our
short-term investments consist primarily of munétiponds and U.S government agency notes.

Our long-term investments consist of auction-rausities. Early in fiscal 2008, auctions for marfyour auction-rate securities failed
because sell orders exceeded buy orders. AsybJ@008, we held $61.8 million of auction-ratewsties, of which $59.8 million
experienced failed auctions. The securities hadipusly been valued using quoted prices in actiagkets. When the auctions began to fail,
quoted prices for the securities were no longeenlable. As such, we changed our fair value measent methodology for all auction-rate
securities from quoted prices in active markets tash flow model. The assumptions used in pregdhia discounted cash flow model include
estimates for interest rates, amount of cash flewpected holding periods of the securities anideodnt to reflect our ability to liquidate the
securities.
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The underlying assets of our auction-rate secsra@sisted of student loans and municipal borfdshh $51.6 million were guaranteed
by the U.S. government and the remaining $10.4amillvere insured. $55.6 million of the aucticate securities had credit ratings of AAA i
$6.2 million had credit ratings of AA. The seci@#thad contractual maturity dates ranging fromb2@22046 and yielded 2.4% to 7.0% per
year. We are receiving the underlying cash flowsl of our auctio-rate securities. The funds associated with faalections are not expeci
to be accessible until a successful auction octhesissuer redeems the security, a buyer is foutside of the auction process or the
underlying securities mature. We are unable tdiptéf these funds will become available beforeithmaturity dates. As such, our auction-
rate securities have been classified as long-temestments as of July 5, 2008. We do not expeesal access to the capital represented by
any of these auctiorate securities due to our ability and intent ttdhbe investments for a period of time sufficiemillow for any anticipate
recovery in market value. See Notdriyestmentsto the Condensed Consolidated Financial Statesfenadditional information.

Net cash provided by operating activities was $48ilBon during the six months ended July 5, 200@npared to net cash used of $13.6
million during the six months ended June 30, 200perating cash flows during the six months endeyl 5, 2008 reflect our net income of
$25.5 million, adjustments of $26.7 million for depiation, amortization, deferred income taxes stodk compensation, and a net cash
outflow of $6.9 million due to changes in our ogerg assets and liabilities.

Accounts receivable increased to $51.7 millionuy 5, 2008 from $51.2 million at December 29, 20@ur average days sales
outstanding (DSO) decreased to 45 days at Julp@ &om 46 days at December 29, 2007.

Inventory increased to $29.6 million at July 5, 206bm $28.6 million at December 29, 2007. Ourentory level is primarily impacted |
our need to make purchase commitments to suppatdsted demand and variations between forecastedciual demand. Our average days
of inventory (DOI) was 69 days at July 5, 2008 &@0ddays at December 29, 2007.

Net cash provided by investing activities was $238illion during the six months ended July 5, 20@@npared to net cash provided of
$104.8 million during the six months ended June2B®,7. The increase was principally due to aneiase of $292.2 million in net maturities
available-for-sale investments offset by a decréasash proceeds of $256.5 million from the sdlew Aero product lines. Net cash provided
by investing activities during the six months endaty 5, 2008 includes receipt of the $14.3 millpmeviously held in escrow in connection
with the sale of the Aero product lines.

We anticipate capital expenditures of approxima$dl@ to $15 million for fiscal 2008. Additionallgs part of our growth strategy, we
expect to evaluate opportunities to invest in @uire other businesses, intellectual property cnitelogies that would complement or expand
our current offerings, expand the breadth of ourkets or enhance our technical capabilities. Qrelid, 2008, we entered into an agreement
to acquire Integration Associates. Under the tesfrthe Agreement, we will acquire Integration Asistes for $80.0 million plus an amount
equal to the excess of Integration Associates’ emshother assets minus liabilities as of the npsiate. S ee Note Acquisition, to the
Condensed Consolidated Financial Statements fdtiaola information.

Net cash used in financing activities was $169 Hioniduring the six months ended July 5, 2008, pamed to net cash used of $13.5
million during the six months ended June 30, 200MFe increase was principally due to an increasgl66.9 million for repurchases of our
common stock. In July 2007, our Board of Directaughorized a program to repurchase up to $400omitf our common stock over a 24-
month period, of which $317.9 million had been faged through July 5, 2008.

Net cash provided by discontinued operations wes dering the six months ended July 5, 2008. Msh@rovided by discontinued
operations during the six months ended June 307 2@3 $16.1 million, which included adjustment$df4 million for stock compensation ¢
$6.8 million for proceeds from the exercise of &toptions from employees who were hired by NXPanrection with the sale of the Aero
product lines.
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Our future capital requirements will depend on méagtors, including the rate of sales growth, madezeptance of our products, the
timing and extent of research and development pi®j@otential acquisitions of companies or tecbgials and the expansion of our sales and
marketing activities. We believe our existing casld investment balances are sufficient to meetapital requirements through at least the
next 12 months, although we could be requiredpaictelect, to seek additional funding prior totttime. We may enter into acquisitions or
strategic arrangements in the future which alsddcmrquire us to seek additional equity or debafficing.

Off-Balance Sheet Arrangements

In March 2008, we entered into an operating legseeanent and a related participation agreemerie@tidely, the “lease”jor a facility in
Austin, Texas for the expansion of our corporatadogiarters. The lease has a term of five yeahng. base rent for the term of the lease is an
amount equal to the interest accruing on $50.lionilht 155 basis points over the three-month LIB@Rich would be approximately $10.3
million over the remaining term assuming LIBOR ag®s 2.79% during such term). We entered intageléor a similar building in Austin in
March 2006.

We have granted certain rights and remedies tteisor in the event of certain defaults, includimg right to terminate the lease, to bring
suit to collect damages, and to compel us to pweitae facility. The lease contains other custgmepresentations, warranties, obligations,
conditions, indemnification provisions and termiaatprovisions, including covenants that we shalimtain unencumbered cash and highly-
rated short-term investments of at least $75 nmilliéf our unencumbered cash and highly-rated steonh investments are less than $150
million, we must also maintain a ratio of fundedt®® earnings before interest expense, incomestadapreciation, amortization, lease expt
and other non-cash charges (EBITDAR) over the foiar fiscal quarters of no greater than 2 to & oAJuly 5, 2008, we believe we were in
compliance with all covenants of the lease.

During the term of the lease, we have argoimg option to purchase the building for a totalghase price of approximately $50.1 millic
Alternatively, we can cause the property to be $olthird parties provided we are not in defauldenthe lease. We are contingently liable for
up to $40.0 million to the extent that the salecpeals are less than the $50.1 million purchasermpflo the extent that the net proceeds
generated from the sale of the facility to a thgedty exceed the purchase option, we would haveighéto receive substantially all of such
excess proceeds if the sale occurs prior to theoétite term of the lease. If the property is safier the term of the lease, we would have the
right to recover our $40.0 million guarantee, te &xtent such sale proceeds exceed $10.1 million.

In accordance with FASB Interpretation No. @jarantor’'s Accounting and Disclosure RequiremdatsGuarantees, Including Indirect
Guarantees of Indebtedness of Othenge determined that the fair value associated thighguaranteed residual value was $1.2 milliohe T
amount was recorded in “Other assets, net” and gkignm obligations and other liabilities” in thermiensed consolidated balance sheets and i
being amortized over the term of the lease.

We are required to periodically evaluate the exgubéair value of the facility at the end of thedederm. If we determine that it is
estimable and probable that the expected fair vailide less than $50.1 million, we will ratablg@ue the loss up to a maximum of
approximately $40.0 million over the remaining keésrm. As of July 5, 2008, we have determinetldHass contingency accrual is not
required.
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Critical Accounting Policies and Estimates

The preparation of financial statements and accogipg notes in conformity with U.S. generally actspaccounting principles requires
that we make estimates and assumptions that affee@mounts reported. Changes in facts and ciraunoss could have a significant impac
the resulting estimated amounts included in tharfaial statements. We believe the following caitigccounting policies affect our more
complex judgments and estimates. We also have ptiieies that we consider to be key accountinkicigs, such as our policies for revenue
recognition, including the deferral of revenues aast of revenues on sales to distributors; howehese policies do not meet the definition of
critical accounting estimates because they do eoéglly require us to make estimates or judgnbatsare difficult or subjective.

Inventory valuatior- We assess the recoverability of inventories thhothe application of a set of methods, assumptmasestimates. In
determining net realizable value, we write dowreimwory that may be slow moving or have some formbsfolescence, including inventory
that has aged more than 12 months. We also atipistaluation of inventory when its standard coseeds the estimated market value. We
assess the potential for any unusual customemehased on known quality or business issues dalllist reserves based on the estimated
inventory losses for scrap or non-saleable matefiatentory not otherwise identified to be writtdown is compared to an assessment of our
12-month forecasted demand. The result of thihouilogy is compared against the product life caeld competitive situations in the
marketplace to determine the appropriateness akethdting inventory levels. Demand for our progdumay fluctuate significantly over time,
and actual demand and market conditions may be ordess favorable than those that we projecthénevent that actual demand is lower or
market conditions are worse than originally pragectadditional inventory write-downs may be reqggire

Stock compensatiehWe recognize the fair-value of stock-based corsaton transactions in the statement of incomeaodance with
SFAS 123R. We adopted the provisions of SFAS 129Rg the modified-prospective-transition methdeefve January 1, 2006. The fair
value of our stock-based awards is estimated addbe of grant using the Black-Scholes option pganodel. The Black-Scholes valuation
calculation requires us to estimate key assumpsagch as future stock price volatility, expectauni® risk-free rates and dividend yield.
Expected stock price volatility is based on imphexdatility from traded options on our stock in tharketplace and historical volatility of our
stock. The expected term of options granted iszddrfrom an analysis of historical exercises amaining contractual life of stock options,
and represents the period of time that optionstgthare expected to be outstanding. Thefris&-rate is based on the U.S. Treasury yield ¢
in effect at the time of grant. We have never maish dividends, and do not currently intend to gash dividends, and thus have assumed a
0% dividend yield. In addition, we are requirecetimate the expected forfeiture rate of our sgrekits and only recognize the expense for
those shares expected to vest. If our actual expee differs significantly from the assumptiongdiso compute our stock-based compensation
cost, or if different assumptions had been usednag have recorded too much or too little stockeblasompensation cost. See Note 8,
Stockholders’ Equity and Stock-Based Compensatiothe Condensed Consolidated Financial Statesifent further discussion on stock-
based compensation.

Long-term investmentsOur long-term investments consist of auction-sateurities. We determine the fair value of omgleerm auction-
rate securities using a discounted cash flow modikke assumptions used in preparing the discow#sk flow model include estimates for
interest rates, amount of cash flows, expectedihglderiods of the securities and a discount tecebur ability to liquidate the securities. |If
the calculated value is below the carrying amotihe securities, we then determine if the deciimealue is other-than-temporary. We
consider various factors in determining whethemapairment is other-than-temporary, including tegesity and duration of the impairment,
forecasted recovery and our ability and intentdtullihe investment for a period of time sufficiémtallow for any anticipated recovery in
market value. When we conclude that an other-tearporary impairment has resulted, the differeretevben the fair value and the carrying
value is recorded as an impairment charge in theaaated statement of income. Impairments tlatanclude are temporary are recorded in
accumulated other comprehensive income.
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Impairment of goodwill and other long-lived asset&/e review long-lived assets which are held aretluscluding fixed assets and
purchased intangible assets, for impairment whanghenges in circumstances indicate that the aagrgmount of the assets may not be
recoverable. Such evaluations compare the cargimpgunt of an asset to future undiscounted netfbawis expected to be generated by the
asset over its expected useful life and are sigpnitly impacted by estimates of future prices amldmes for our products, capital needs,
economic trends and other factors which are intigréifficult to forecast. If the asset is considd to be impaired, we record an impairment
charge equal to the amount by which the carryidgeraf the asset exceeds its fair value determiryegither a quoted market price, if any, or a
value determined by utilizing a discounted caslwftechnique. Occasionally, we may hold certairetssfor sale. In those cases, the assets ar
reclassified on our balance sheet from long-tereutoent, and the carrying value of such assetseaiewed and adjusted each period
thereafter to the fair value less expected coseto

We test our goodwill for impairment annually astod first day of our fourth fiscal quarter and imerim periods if certain events occur
indicating that the carrying value of goodwill miag impaired. The goodwill impairment test is a-{step process. The first step of the
impairment analysis compares our fair value tormtrbook value. In determining fair value, the aotng guidance allows for the use of
several valuation methodologies, although it stgtested market prices are the best evidence oféire. If the fair value is less than the net
book value, the second step of the analysis corapiaesimplied fair value of our goodwill to its e@ing amount. If the carrying amount of
goodwill exceeds its implied fair value, we recagnan impairment loss equal to that excess amount.

Income taxes We are required to estimate income taxes in eftie jurisdictions in which we operate. This g#es involves estimating
the actual current tax liability together with assiag temporary differences in recognition of ineofioss) for tax and accounting purposes.
These differences result in deferred tax assetdialnitities, which are included in our consoliddtiealance sheet. We then assess the likeli
that the deferred tax assets will be recovered figore taxable income and, to the extent we beliiat recovery is not likely, we establish a
valuation allowance against the deferred tax adsetther, we operate within multiple taxing juiisttbns and are subject to audit in these
jurisdictions. These audits can involve complesués which may requiian extended period of time to resolve and couldlrés additional
assessments of income tax. We believe adequatesioms for income taxes have been made for albdsr

We adopted FASB Financial Interpretation No. (F#8) Accounting for Uncertainty in Income Taxes the beginning of fiscal 2007. As
a result of the adoption of FIN 48, we recogniabilities for uncertain tax positions based ontthe-step process prescribed by the
interpretation. The first step requires us to deiee if the weight of available evidence indicatiest the tax position has met the threshold for
recognition; therefore, we must evaluate whethirribore likely than not that the position will bestained on audit, including resolution of
related appeals or litigation processes. The skst@p requires us to measure the tax benefiteofath position taken, or expected to be taken,
in an income tax return as the largest amountishiabre than 50% likely of being realized uponméte settlement. This measurement step is
inherently difficult and requires subjective esttinas of such amounts to determine the probahilityarious possible outcomes. We
reevaluate the uncertain tax positions each quibased on factors including, but not limited toampes in facts or circumstances, changes in
tax law, effectively settled issues under audity aaw audit activity. Such a change in recognitomeasurement would result in the
recognition of a tax benefit or an additional clearg the tax provision in the period.

Although we believe the measurement of our liaksifor uncertain tax positions is reasonable,ssugnce can be given that the final
outcome of these matters will not be different thdrat is reflected in the historical income taxypsmns and accruals. If additional taxes are
assessed as a result of an audit or litigatiacgutd have a material effect on our income tax @ion and net income in the period or periods
for which that determination is made.
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Recent Accounting Pronouncements

In May 2008, the FASB issued SFAS No. 18Be Hierarchy of Generally Accepted Accounting Bipfes. SFAS 162 identifies the
sources of accounting principles and the framevimriselecting the principles used in the preparatibfinancial statements of
nongovernmental entities that are presented inoconify with generally accepted accounting principie the United States (the
GAAP hierarchy). SFAS 162 will become effectiveddys following the SEC’s approval of the Publion@many Accounting Oversight Board
amendments to AU Section 41lhe Meaning of Present Fairly in Conformity Withn@eally Accepted Accounting PrinciplesBased on our
current operations, we do not expect that the aoloptf SFAS 162 will have a material impact on énancial position or results of operations.

In December 2007, the FASB issued SFAS No. 14lideev2007)Business CombinationgSFAS 141R). SFAS 141R establishes
principles and requirements for how an acquireogeizes and measures in its financial statemestgltntifiable assets acquired, including
goodwill, the liabilities assumed and any non-coltitig interest in the acquiree. The Statement algtablishes disclosure requirements to
enable users of the financial statements to evaliat nature and financial effects of the busimessbination. SFAS 141R is effective for
business combinations for which the acquisitioredaion or after the beginning of the first anmeglorting period beginning on or after
December 15, 2008. The impact of adopting SFASRIWII be dependent on the future business comizinathat we may pursue after its
effective date.

In September 2006, the FASB issued SFAS No. E&if,Value Measurements SFAS 157 defines fair value, establishes a fraonke for
measuring fair value in GAAP and expands disclosat®ut fair value measurements. In February 20@8-ASB amended SFAS 157 by
issuing FASB Staff Position (FSP) FAS 157Application of FASB Statement No. 157 to FASB Stat¢ No. 13 and Other Accounting
Pronouncements That Address Fair Value Measurenfeniurposes of Lease Classification or Measuremiader Statement 13,nd FAS
157-2,Effective Date of FASB Statement No. 137SP FAS 157-1 amends SFAS 157 to exclude SFABcE®unting for Leaseand certain
other lease-related accounting pronouncements. FASP157-2 delays the effective date of SFAS 15htmfinancial assets and nonfinancial
liabilities, except for items that are recognizediizclosed at fair value in the financial statetsem a recurring basis (at least annually), to
fiscal years beginning after November 15, 2008. allepted certain provisions of SFAS 157 effectiee@nber 30, 2007 (see Note-4jr
Value of Financial Instrumentgto the Condensed Consolidated Financial Statesrfenadditional information). We are currentlyagvating
the effect that the adoption of the provisions defé by FSP FAS 157-2 will have on our financiasition and results of operations.

Qualitative and Quantitative Disclosures about Marlet Risk

Our investment portfolio includes cash, cash edeiva, short-term investments and long-term investist Our main investment
objectives are the preservation of investment aapitd the maximization of after-tax returns on iowestment portfolio. Our interest income
is sensitive to changes in the general level of tht8rest rates. Based on our investment pootfadildings as of July 5, 2008, an immediate
100 basis point decline in the yield for such instents would decrease our annual interest inconappsoximately $4.5 million. We believe
that our investment policy is conservative, botthi& duration of our investments and the creditityuaf the investments we hold.

Our long-term investments consist of auction-rateusities. Beginning in fiscal 2008, auctions fimeiny of our auction-rate securities
failed because sell orders exceeded buy ordersof Asly 5, 2008, we held $61.8 million of auctimate securities, of which $59.8 million
experienced failed auctions during the first sixtig of the year. The funds associated with fadlections are not expected to be accessible
until a successful auction occurs, the issuer made@e securities, a buyer is found outside ofatltion process or the underlying securities
mature. We are unable to predict if these fundsheitome available before their maturity datesddiionally, if we determine that an other-
than-temporary decline in the fair value of anyof auction-rate securities has occurred, we magteired to adjust the carrying value of the
investments through an impairment charge. See Bldtestmentsto the Condensed Consolidated Financial Statesrfentidditional
information.
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In March 2006 and March 2008, we entered into dpeydease agreements for facilities in Austin, dgfor our corporate headquarters.
The leases have terms of seven and five yearsetgply. The base rents for the terms of thedsase amounts equal to the interest accruing
on $44.3 million at 110 basis points over the thremth LIBOR and $50.1 million at 155 basis poiower the three-month LIBOR. LIBOR is
sensitive to changes in the general level of Lh&rest rates. An immediate 100 basis point irseéa the three-month LIBOR would increase
our annual base rent by approximately $0.9 million.

Available Information

Our internet website address is www.silabs.comr @wual report on Form 10-K, quarterly reportd=onm 10-Q, current reports on
Form 8-K and amendments to those reports filediori$hed pursuant to Section 13(a) or 15(d) ofSbeurities Exchange Act of 1934 are
available through the investor relations page ofioternet website free of charge as soon as reddppracticable after we electronically file
such material with, or furnish it to, the Secustind Exchange Commission (SEC). Our internet iteebad the information contained therein
or connected thereto are not intended to be incated into this Quarterly Report on Form 10-Q.

ltem 3. Quantitative and Qualitative Disclosures Adout Market Risk

Information related to quantitative and qualitatdisclosures regarding market risk is set fortMemagemens Discussion and Analysis
Financial Condition and Results of Operations unten 2 above. Such information is incorporateddfgrence herein.

Item 4. Controls and Procedures

We have performed an evaluation under the supervisnd with the participation of our managemerduding our Chief Executive
Officer (CEQ) and Chief Financial Officer (CFO), thie effectiveness of our disclosure controls amt@dures, as defined in Rule 13a-15
(e) under the Securities Exchange Act of 1934 kehange Act). Based on that evaluation, our mamemt, including our CEO and CFO,
concluded that our disclosure controls and proasiwere effective as of July 5, 2008 to providesoeable assurance that information reqt
to be disclosed by us in the reports filed or sutadiby us under the Exchange Act is recorded,ga®ed, summarized and reported within the
time periods specified in the SEC’s rules and forkere was no change in our internal controlsnduthe fiscal quarter ended July 5, 2008
that materially affected, or is reasonably likedynhaterially affect, our internal controls overdircial reporting.
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Part Il. Other Information
Item 1. Legal Proceedings
Securities Litigation

On December 6, 2001, a class action complaintifdations of U.S. federal securities laws was filedhe United States District Court for
the Southern District of New York against us, foliour officers individually and the three investméanking firms who served as
representatives of the underwriters in connecti@h wur initial public offering of common stock.h& Consolidated Amended Complaint
alleges that the registration statement and pragpdar our initial public offering did not discleghat (1) the underwriters solicited and
received additional, excessive and undisclosed dssioms from certain investors, and (2) the unditevs had agreed to allocate shares of the
offering in exchange for a commitment from the oustrs to purchase additional shares in the aftéehat pre-determined higher prices. The
Complaint alleges violations of the Securities A£1933 and the Securities Exchange Act of 19BHe action seeks damages in an unspec
amount and is being coordinated with approximad@§ other nearly identical actions filed againstotcompanies. A court order dated
October 9, 2002 dismissed without prejudice our fafticers who had been named individually. On &maber 5, 2006, the Second Circuit
vacated a decision by the District Court grantilags certification in six “focus” cases, which arended to serve as test cases. The plaintiffs
selected these six cases, which do not includelie. Court has indicated that its decisions insikdocus cases are intended to provide strong
guidance for the parties in the remaining cases.A@xil 6, 2007, the Second Circuit denied a petitior rehearing filed by plaintiffs, but noted
that plaintiffs could ask the District Court to t8r more narrow classes than those that were t&jec

On August 14, 2007, the plaintiffs filed amendethptaints in the six focus cases. On Septembe2@77, the plaintiffsnoved to certify
class in the six focus cases. On November 14, 2@8@7ssuers and the underwriters named as defeniathe six focus cases filed motions to
dismiss the amended complaints against them. CQuhlviz6, 2008, the District Court dismissed the &&es Act claims of those members of
the putative classes in the focus cases who seldgacurities for a price in excess of the initiiering price and those who purchased outside
the previously certified class period. With redpgecll other claims, the motions to dismiss weeaied. We are awaiting a decision from the
Court on the class certification motion.

We are unable to estimate or predict the poteddaiages that might be awarded as a result ofitigiation, whether such damages would
be greater than our insurance coverage, or whtteesutcome would have a material impact on ourlteef operations or financial position.

Other

We are involved in various other legal proceeditigd have arisen in the normal course of busingésile the ultimate results of these
matters cannot be predicted with certainty, we aloexpect them to have a material adverse effetih@®consolidated financial position or
results of operations.

30




Iltem 1A. Risk Factors

Risks Related to our Business

We may not be able to maintain our historical growih 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 tirawour history, we may not be able to sustais ¢ginowth. We may also experier
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 sontgréuperiod our revenues or operating results nealgedow the expectations of public market
analysts or investors. If this occurs, our stogkegpmay drop, perhaps significantly.

A number of factors, in addition to those citedther risk factors applicable to our business, m@ytribute 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 cannibaizeolder products;

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

The time lag and realization rate between “desigrsivand production orders;
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 guaitton of new products or product enhancements fus or our competitors or
other providers of ICs;

Changes in product mix;

The average selling prices for our products coutppduddenly due to competitive offerings or coritpet predatory pricing,
especially with respect to our mobile handset andem products;

The average selling prices for our products gehedsicline over time;

Changes in market standards;

Impairment charges related to inventory, equipnegmther long-lived assets;

The software used in our products and providechrd{party software providers may not meet the sexcbur customers;
Significant legal costs to defend our intellectpidperty rights or respond to claims against ud; an

The rate at which new markets emerge for produetsng currently developing or for which our desigpertise can be utilized to
develop products for these new markets.
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The markets for mobile handsets, personal compgatsllite setop boxes and VolP applications are characterizedpid fluctuations i
demand and seasonality that result in corresporfilintuations in the demand for our products thatiacorporated in such devices.
Additionally, the rate of technology acceptanceohy customers results in fluctuating demand forgreducts as customers are reluctant to
incorporate a new IC into their products until tieav IC has achieved market acceptance. Once daGashieves market acceptance, demand
for the new IC can quickly accelerate to a poird #ren level off such that rapid historical grovrtsales of a product should not be viewed as
indicative of continued future growth. In additiatemand can quickly decline for a product wherw C product is introduced and receives
market acceptance. Due to the various factorsioread above, the results of any prior quarterlpmmmual periods should not be relied upon as
an indication of our future operating performance.

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

Our future success will depend on our ability tduee our dependence on a few products by develapiagquiring new ICs and product
enhancements that achieve market acceptancerirelytand cost-effective manner. The developmemtigéd-signal ICs is highly complex,
and we have at times experienced delays in comglétie development and introduction of new prodaat$ product enhancements.
Successful product development and market acceptamur products depend on a number of factocsyding:

¢ Changing requirements of customers;

e Accurate prediction of market and technical requizets;

e 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,;

e Availability of foundry, assembly and test capagity

«  Achievement of high manufacturing yields;

¢ Quality, price, performance, power use and sizeuofproducts;

¢ Availability, quality, price and performance of cpeting products and technologies;

e  Our customer service, application support capasliand responsiveness;

»  Successful development of our relationships witisteng and potential customers;

e Changes in technology, industry standards or eedu®ferences; and

«  Cooperation of third-party software providers and emiconductor vendors to support our chips withsystem.

We cannot provide any assurance that products whéctecently 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 aclianarket acceptance, or if we fail to
develop new products on a timely basis that achieaeket acceptance, our growth prospects, operegsgts and competitive position could

be adversely affected.
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Our research and development efforts are focused amlimited number of new technologies and productsnd 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 deucearious markets. As a result, we have devatetexpect to continue to devote a
large amount of resources to develop products basew and emerging technologies and standartsvtthébe commercially introduced in
the future. Research and development expensegdilminsix months ended July 5, 2008 was $48.1anillor 23.7% of revenues. A numbel
large companies are actively involved in the degedent of these new technologies and standardsul&hay of these companies delay or
abandon their efforts to develop commercially atal# products based on new technologies and st daur research and development ef
with respect to these technologies and standéeely hwvould have no appreciable value. In additibme do not correctly anticipate new
technologies and standards, or if the productswieadlevelop based on these new technologies andsstis fail to achieve market acceptance,
our competitors may be better able to address mdegmand than we would. Furthermore, if marketdtiese new technologies and standards
develop later than we anticipate, or do not devealogll, 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 fustantial 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 sigaificeduction in sales to any one of them, wouldificantly reduce our revenues and
adversely affect our business. During the six ms®nded July 5, 2008, our ten largest customexsuated for 39% of our revenues. Som
the markets for our products are dominated by dlsmmber of potential customers. Therefore, querating 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, thesstomers may decide not to purchase our ICs,giwithase fewer ICs than they did in the
past or alter their purchasing patterns, partitylaecause:

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

«  Substantially all of our sales to date have beedenten a purchase order basis, which permits odorwess to cancel, change or
delay product purchase commitments with little omotice to us and without penalty;

*  Some of our customers may have efforts underwagtioely diversify their vendor base which coulduee purchases of our ICs;
and

e Some of our customers have developed or acquikatlpts that compete directly with products thessamers 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 sugpbase, which increases their negotiating leveraigh us and protects their ability to secure
these components. We believe that any expansionrafustomers’ supplier bases could have an agedfsct on the prices we are able to
charge and volume of product that we are ableltdcseur customers, which would negatively affear revenues and operating results.
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We have increased our international activities sigificantly and plan to continue such efforts, whichsubjects us to additional business
risks including increased logistical and financiakomplexity, political instability and currency fluctuations

We have established additional international sués&s and have opened additional offices in irdéamal markets to expand our
international activities in Europe and the Padiim region. This has included the establishmerat oéadquarters in Singapore for non-U.S.
operations. The percentage of our revenues defivedcustomers located outside of the United Statas 88% during the six months ended

July 5, 2008. We may not be able to maintain ordase international market demand for our produdtsr international operations are sub
to a number of risks, including:

« Increased complexity and costs of managing intesnat operations and related tax obligations, iditlg our headquarters for non-
U.S. operations in Singapore;

*  Protectionist laws and business practices thatrftoaal competition in some countries;
« Difficulties related to the protection of our inegtual property rights in some countries;

«  Multiple, conflicting and changing tax and othew$aand regulations that may impact both our intiéonal and domestic tax and
other liabilities and result in increased comphg@nd costs;

«  Longer sales cycles;

e Greater difficulty in accounts receivable colleatiand longer collection periods;

e High levels of distributor inventory subject to ggiprotection and rights of return to us;

e Political and economic instability;

«  Greater difficulty in hiring and retaining qualifi¢echnical sales and applications engineers aminggtrative personnel; and

«  The need to have business and operations systatnsaiin meet the needs of our international busiaed®perating structure.

To date, all of our sales to international custaaerd purchases of components from internatiorggllmrs have been denominated in
U.S. dollars. As a result, an increase in theevalithe U.S. dollar relative to foreign currenatesild make our products more expensive for
our international customers to purchase, thus mamgleur products less competitive.

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 relationshijts current and future distributors
and sales representatives, develop additional @tafor the distribution and sale of our producetd enanage these relationships. As we
execute our indirect sales strategy, we must matihegpotential conflicts that may arise with ouredt sales efforts. For example, conflicts
with a distributor may arise when a customer begunghasing directly from us rather than throughdrstributor. The inability to successfu
execute or manage a multi-channel sales stratagyg aopede our future growth. In addition, relaships with our distributors often involve
the use of price protection and inventory retughts. This often requires a significant amounéaleés management’s time and system

resources to manage properly.
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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 matwiag of our products in advance of
receiving purchase orders based on forecasts @iy these customers. However, these forecasistdepresent binding purchase
commitments and we do not recognize sales for thes#ucts until they are shipped to the custondera result, we incur inventory and
manufacturing costs in advance of anticipated saeEcause demand for our products may not matjahanufacturing based on forecasts
subjects us to increased risks of high inventoryyirag costs, increased obsolescence and incregsedting costs. These inventory risks are
exacerbated when our customers purchase indirgctygh contract manufacturers or hold componersritory levels greater than their
consumption rate because this causes us to haveisdsility regarding the accumulated levels oféntory for such customers. A resulting
write-off of unusable or excess inventories wouddexsely affect our operating results.

We are subject to credit risks related to our acconts receivable

We do not generally obtain letters of credit orestbecurity for payment from customers, distribsitor contract manufacturers.
Accordingly, we are not protected against accotetteivable default or bankruptcy by these entit®sir ten largest customers or distributors
represent a substantial majority of our accourtsiv@ble. If any such customer or distributor wieerbecome insolvent or otherwise not sat
their obligations to us, we could be materiallyrhad.

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 errorsicpéarly when first introduced or as new versiame released. Our new products are
increasingly being designed in more complex praeesghich further increases the risk of errors. rélg primarily on our in-house testing
personnel to design test operations and procedaigstect any errors prior to delivery of our protuto our customers. Because our products
are manufactured by third parties, should probleotsir in the operation or performance of our ICs,may experience delays in meeting key
introduction dates or scheduled delivery datesurocostomers. These errors also could causeinsuosignificant re-engineering costs, divert
the attention of our engineering personnel fromproduct development efforts and cause significastomer relations and business repute
problems. Any defects could require product reghaent or recall or we could be obligated to acpeptluct 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 typicallydsat prices that are significantly lower
than the cost of the end-products into which threyiacorporated. A defect or failure in our protdoeuld cause failure in our customer’s end-
product, so we could face claims for damages tteatisproportionately higher than the revenuesganéits we receive from the products
involved. Furthermore, product liability risks grarticularly significant with respect to medicaldeautomotive applications because of the risk
of serious harm to users of these products. Ttemebe no assurance that any insurance we maimiidsufficiently protect us from any such
claims.
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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 othtellectual property rights. From time
time, we receive letters from various industry jgguants alleging infringement of patents, tradekaar misappropriation of trade secrets or
from customers requesting indemnification for claibnought against them by third parties. The exgty nature of these inquiries has
become relatively common in the semiconductor itrgudVe respond when we deem appropriate and a@sextiy legal counsel. We have
been involved in litigation to protect our intelteal property rights in the past and may becomelired in such litigation again in the future.
the future, we may become involved in additionggdition to defend allegations of infringement atet by others, both directly and indirectly
as a result of certain industry-standard indermsitte may offer to our customers. Legal proceedaogsd subject us to significant liability for
damages or invalidate our proprietary rights. Lggateedings initiated by us to protect our intgli@l property rights could also result in
counterclaims or countersuits against us. Anydiiign, regardless of its outcome, would likely imeet-consuming and expensive to resolve and
would divert our management’s time and attentionsMntellectual property litigation also could derus to take specific actions, including:

«  Cease selling products that use the challengelieictieal 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 intéli@ property; or
*  Pursue legal remedies with third parties to enforweindemnification rights, which may not adeqlaf@otect our interests.
Our customers require our products to undergo a legthy and expensive qualification process without anassurance of product sales

Prior to purchasing our products, our customersireghat our products undergo an extensive qaalifin process, which involves testing
of the products in the customer’s system as weligasous reliability testing. This qualificatiomqress may continue for six months or longer.
However, qualification of a product by a customeesinot ensure any sales of the product to thébmes. Even after successful qualification
and sales of a product to a customer, a subsegemsion to the IC or software, changes in the I@anufacturing process or the selection of a
new supplier by us may require a new qualificapoocess, which may result in delays and in us hgléixcess or obsolete inventory. After our
products are qualified, it can take an additiomahsonths or more before the customer commencaswelproduction of components or
devices that incorporate our products. Despitectiuegertainties, we devote substantial resourcekiding design, engineering, sales,
marketing and management efforts, toward qualifogproducts with customers in anticipation oesalf we are unsuccessful or delayed in
qualifying any of our products with a customer,Istailure or delay would preclude or delay saleswth product to the customer, which may
impede our growth and cause our business to suffer.

We rely on third parties to manufacture, assemble ad 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 principally on one thipdrty vendor, Taiwan
Semiconductor Manufacturing Co. (TSMC), to manufeethe ICs we design. We also currently rely oraAshird-party assembly
subcontractors, principally Advanced SemiconduEtogineering (ASE), to assemble and package thesilthips provided by the wafers for
use in final products. Additionally, we rely on sieeoffshore subcontractors for a substantial poxifcthe testing requirements of our products
prior to shipping. We expect utilization of thiréuy subcontractors to continue in the future.
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The cyclical nature of the semiconductor industiyes wide fluctuations in available capacity atdkparty vendors. On occasion, we
have been unable to adequately respond to unexpecieases in customer demand due to capacityredmts and, therefore, were unable to
benefit from this incremental demand. We may bélento obtain adequate foundry, assembly or tgsdaity from our third-party
subcontractors to meet our customers’ deliveryirequents even if we adequately forecast customerade.

There are significant risks associated with relyomghese third-party foundries and subcontractocsyding:
»  Failure by us, our customers or their end custontegsialify a selected supplier;
»  Potential insolvency of the third-party subcontoast
* Reduced control over delivery schedules and quality
«  Limited warranties on wafers or products suppliedg;
» Potential increases in prices or payments in advéorccapacity;
* Increased need for international-based supplystiagi and financial management;
»  Their inability to supply or support new or changipackaging technologies; and

* Low test yields.

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 specifiaqtities, and at specific prices. Our third-pdoyndry, assembly and test subcontractors
typically do not guarantee that adequate capaditypes available to us within the time requiredni@et demand for our products. In the event
that these vendors fail to meet our demand for eweatreason, we expect that it would take up tsmdRths to transition performance of these
services to new providers. Such a transition mag e¢quire qualification of the new providers by oustomers or their end customers.

Since our inception, most of the silicon waferstfoe products that we have shipped were manufatritber by TSMC or its affiliates.
Our customers typically complete their own quadifion process. If we fail to properly balance costo demand across the existing
semiconductor fabrication facilities that we uiar are required by our foundry partners to ineeear otherwise change the number of fab
lines that we utilize for our production, we migtut be able to fulfill demand for our products andy need to divert our engineering resources
away from new product development initiatives tpmart the fab line transition, which would adveysaffect our operating results.

Our products incorporate technology licensed fromhird parties

We incorporate technology (including software) tised from third parties in our products. We cowddshbjected to claims of infringem:
regardless of our lack of involvement in the depetent of the licensed technology. Although a tipiadity licensor is typically obligated to
indemnify us if the licensed technology infringasanother party’s intellectual property rights, siredemnification is typically limited in
amount and may be worthless if the licensor becanmsedvent. See “Significant litigation over intetitual property in our industry may cause
us to become involved in costly and lengthy litigatwhich could seriously harm our business.” Rennore, any failure of third party
technology to perform properly would adversely efffeales of our products incorporating such teatmol
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Our inability to manage growth could materially and adversely affect our business

Our past growth has placed, and any future groftiuboperations will continue to place, a sigrafit strain on our management
personnel, systems and resources. We anticipatevéhaill need to implement a variety of new andtguled sales, operational and financial
enterprise-wide systems, information technologyaistructure, procedures and controls, includingrifgrovement of our accounting and other
internal management systems to manage this gravdimaintain compliance with regulatory guidelinesjuding Sarbanes-Oxley Act
requirements. In April 2007, we implemented a gl@rderprise resource planning (ERP) system to beglimprove our planning and
management processes. We have experienced, andomizyue to experience, challenges in implemertiegnew ERP system and other
related systems that could adversely affect ouinkess by disrupting our ability to timely and actety process and report key components of
our financial position, affecting our ability to mplete the evaluation of our internal control ofieancial reporting and attestation activities
pursuant to Section 404 of the Sarbanes-Oxley A2002 or disrupting our ability to process certeansactions necessary for our operations.
To the extent our business grows, our internal mement systems and processes will need to impoogedure that we remain in compliance.
We also expect that we will need to continue toagx}y train, manage and motivate our workforce oAthese endeavors will require
substantial management effort, and we anticipatewe will require additional management persormamel internal processes to manage these
efforts and to plan for the succession from timérte of certain persons who have been key manageanel technical personnel. If we are
unable to effectively manage our expanding glolparations, including our international headquarneiSingapore, our business could be
materially and adversely affected.

We are subject to risks relating to product concermition and lack of revenue diversification
We derive a substantial portion of our revenuemfeolimited number of products, and we expect tipesducts to continue to account for

a large percentage of our revenues in the near teomtinued market acceptance of these produdiseisfore, critical to our future success. In
addition, substantially all of our products that nseve sold include technology related to one oramdrour issued U.S. patents. If these patents
are found to be invalid or unenforceable, our catitqrs could introduce competitive products thatldareduce both the volume and price per
unit of our products. Our business, operating tesfihancial condition and cash flows could therefbe adversely affected by:

» Adecline in demand for any of our more significamducts, including our modem products, FM tureerBroSLIC;

»  Failure of our products to achieve continued maaceeptance;

* Animproved version of our products being offergdalocompetitor;

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

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

*  The failure of our new products to achieve markeeptance.
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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 layge upon our ability to attract and retain higbkjlled managerial, engineering, sales
and marketing personnel. We believe that our fusueeess will be dependent on retaining the ses\o€eur key personnel, developing their
successors and certain internal processes to reduceliance on specific individuals, and on prypenanaging the transition of key roles
when they occur. There is currently a shortageualified personnel with significant experiencelie tlesign, development, manufacturing,
marketing and sales of analog and mixed-signal llCparticular, there is a shortage of engineers afe 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. Weymat be successful in attracting and
retaining sufficient numbers of technical personnedupport our anticipated growth. The loss of ahgur key employees or the inability to
attract or retain qualified personnel both in th@teld States and internationally, including engisesales, applications and marketing
personnel, could delay the development and intrboluof, and negatively impact our ability to selyr products.

Any acquisitions we make could disrupt our businesand harm our financial condition

As part of our growth and product diversificatidrategy, we continue to evaluate opportunitiesciguire 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 malteeifuture, including our acquisition of Integratidssociates, entail a number of risks 1
could materially and adversely affect our busiress$ operating results, including:

*  Problems integrating the acquired operations, telcgies or products with our existing business arodiucts;
«  Diversion of management’s time and attention framaore business;

* Need for financial resources above our plannedsiment levels;

« Difficulties in retaining business relationshipgtwsuppliers and customers of the acquired company;

» Risks associated with entering markets in whichHag& prior experience;

» Risks associated with the transfer of licensestafliectual property;

»  Taxissues associated with acquisitions;

»  Acquisition-related disputes, including disputegiogarn-outs and escrows;

» Potential loss of key employees of the acquiredpamy; and

»  Potential impairment of related goodwill and intdolg assets.

Future acquisitions also could cause us to incht decontingent liabilities or cause us to issgeity securities that could negatively
impact the ownership percentages of existing sluddels.
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Any dispositions we make could harm our financial andition

In connection with our sale of the Aero produceinwe incurred various risks. This disposition ang disposition that we may make in
the future entail a number of risks that could mally and adversely affect our business and opegaesults, including:

«  Diversion of management’s time and attention framaore business;

» Difficulties separating the divested business;

* Risks to relations with customers who previouslychased products from our disposed product lines;

*  Reduced leverage with suppliers due to reduceceggtg volume;

» Risks related to employee relations;

» Risks associated with the transfer and licensinigteflectual property;

»  Security risks and other liabilities related to ttensition services provided in connection with thsposition;
»  Taxissues associated with dispositions; and

» Disposition-related disputes, including disputesrazarn-outs and escrows.

Our stock price may be volatile

The market price of our common stock has been l@latthe past and may be volatile in the futdree market price of our common st
may be significantly affected by the following fars:

» Actual or anticipated fluctuations in our operatiegults;
* Changes in financial estimates by securities ateatysour failure to perform in line with such esdtes;
«  Changes in market valuations of other technologgmamnies, particularly semiconductor companies;

*  Announcements by us or our competitors of signifidechnical innovations, acquisitions, strategiderships, joint ventures or
capital commitments;

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

» Alarge sale of stock by a significant shareholder;

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

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

»  Departures of key personnel; and

»  The required expensing of stock options.
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The stock market has experienced extreme volatildy often has been unrelated to the performahparticular companies. These market
fluctuations may cause our stock price to fall rdigss 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 TSMC'’s foundries and several of our assgnalold test subcontractors’ sites are located iwadaiand our other assembly and test
subcontractors are located in the Pacific Rim negin addition, many of our customers are locatethé Pacific Rim region. The risk of
earthquakes in Taiwan and the Pacific Rim regiaigaificant due to the proximity of major earthgadault lines in the area. We are not
currently covered by insurance against businessmtion caused by earthquakes as such insurame# @irrently available on terms that we
believe are commercially reasonable. Earthquakes fiooding, lack of water or other natural digas, an epidemic, political unrest, war, la
strikes or work stoppages in countries where oomig@nductor manufacturers, assemblers and tesbatiactors are located, likely would
result in the disruption of our foundry, assemhbiyeast capacity. There can be no assurance thataternate capacity could be obtained on
favorable terms, if at all.

A natural disaster, epidemic, labor strike, wapaolitical unrest where our customers’ facilitieg éscated would likely reduce our sales to
such customers. North Korea's geopolitical maneingsrhave created unrest. Such unrest could cegatgomic uncertainty or instability,
could escalate to war or otherwise adversely aBecith Korea and our South Korean customers antteegur sales to such customers, which
would materially and adversely affect our operatiegults. In addition, a significant portion of tagsembly and testing of our products occurs
in South Korea. Any disruption resulting from thesents could also cause significant delays inmshigts of our products until we are able to
shift our manufacturing, assembling or testing fritva affected subcontractor to another third-peaetydor.

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, Weuethat the protection of our intellectual prayeights is and will continue to be
important to the success of our business. We melg combination of patent, copyright, trademark &ade secret laws and restrictions on
disclosure to protect our intellectual propertyhtgy We also enter into confidentiality or licermggeements with our employees, consultants,
intellectual property providers and business pastrend control access to and distribution of aauinentation and other proprietary
information. Despite these efforts, unauthorizedips may attempt to copy or otherwise obtain aselaur proprietary technology. Monitoring
unauthorized use of our technology is difficultdame cannot be certain that the steps we have taltlieprevent unauthorized use of our
technology, particularly in foreign countries whée laws may not protect our proprietary rightudly as in the United States. We cannot be
certain that patents will be issued as a resutuofpending applications nor can we be certaindhgtissued patents would protect or benefit us
or give us adequate protection from competing petsld-or example, issued patents may be circumgeanrtehallenged and declared invalic
unenforceable. We also cannot be certain that thi#irnot develop effective competing technologiestheir own.
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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 coepdnd technologically demanding process. Althowghwork closely with our
foundries to minimize the likelihood of reduced ratatturing yields, our foundries from time to titave experienced lower than anticipated
manufacturing yields. Changes in manufacturing gsees or the inadvertent use of defective or cdntted materials by our foundries could
result in lower than anticipated manufacturing ggebr unacceptable performance deficiencies, wtnethd lower our gross profits. If our
foundries fail to deliver fabricated silicon wafafsatisfactory quality in a timely manner, welsi¢é unable to meet our customedemand fo
our products in a timely manner, which would adebraffect our operating results and damage outocusr relationships.

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

Our products are currently used by our customepsdaduce modems, telephony equipment, mobile hasdsetworking equipment and a
broad range of other devices. We rely on our custsrto provide hardware, software, intellectuaperty indemnification and other technical
support for the products supplied by our customémmur customers do not provide the required fiomality or if our customers do not provide
satisfactory support for their products, the demfandhese devices that incorporate our productg diainish or we may otherwise be
materially adversely affected. Any reduction in theemand for these devices would significantly redoar revenues.

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

We could seek to raise additional capital in the fuure through the issuance of equity or debt securigs, but additional capital may not be
available on terms acceptable to us, or at all

We believe that our existing cash, cash equivalamtsinvestments will be sufficient to meet our king capital needs, capital
expenditures, investment requirements and commirfenat least the next 12 months. However, jitdssible that we may need to raise
additional funds to finance our activities or teiftate acquisitions of other businesses, produntsllectual property or technologies. We
believe we could raise these funds, if neededghbing equity or debt securities to the public @istlected investors. In addition, even though
we may not need additional funds, we may still elecell additional equity or debt securities btain credit facilities for other reasons.
However, we may not be able to obtain additionatiion favorable terms, or at all. If we decidestige additional funds by issuing equity or
convertible debt securities, the ownership pergagaf existing shareholders would be reduced.

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

Some of our current and potential competitors Hamger operating histories, significantly greatesources and name recognition and a
larger base of customers than we have. As a résaie competitors may have greater credibilitywilr existing and potential customers.
They also may be able to adopt more aggressivangraplicies and devote greater resources to theldpment, promotion and sale of their
products than we can to ours. In addition, somauofcurrent and potential competitors have alrezstgblished supplier or joint development
relationships with the decision makers at our auroe potential customers. These competitors magtibe to leverage their existing
relationships to discourage their customers fromelpasing products from us or persuade them to cemar products with their products. Our
competitors may also offer bundled chipset kit mgements offering a more complete product despéeaechnical merits or advantages of our
products. These competitors may elect not to sumporproducts which could complicate our salesrgdf These and other competitive
pressures may prevent us from competing succegsfgdinst current or future competitors, and magenely harm our business. Competiti
could decrease our prices, reduce our sales, lowegross profits and/or decrease our market share.
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Provisions in our charter documents and Delaware M could prevent, delay or impede a change in conttef 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 incorporatiordadylaws provide for:

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

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

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

» Arequirement that stockholders provide advanceeaaf any stockholder nominations of directorany proposal of new business
to be considered at any meeting of stockholders; an

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

We also are subject to the anti-takeover laws ddWare which may discourage, delay or prevent somémm acquiring or merging with
us, which may adversely affect the market pricelofcommon stock.

Risks related to our industry
We are subject to the cyclical nature of the semicwluctor industry, which has been subject to signitiant fluctuations

The semiconductor industry is highly cyclical ardtharacterized by constant and rapid technologltahge, rapid product obsolescence
and price erosion, evolving standards, short prolifeccycles and wide fluctuations in product slyppnd demand. The industry has
experienced significant fluctuations, often conedawith, or in anticipation of, maturing producicss and new product introductions of both
semiconductor companies’ and their customers’ prtsdand fluctuations in general economic conditions

Downturns have been characterized by diminishedymmodemand, production overcapacity, high inventevels and accelerated erosion
of average selling prices. For example, in fis€d 2 the semiconductor industry suffered a downtlura to reductions in the actual unit sales
of personal computers and wireless phones as ceapamprevious robust forecasts. This downturnltedun a material adverse effect on our
business and operating results in fiscal 2001.

Upturns have been characterized by increased proeéantand and production capacity constraints codayencreased competition for
access to third-party foundry, assembly and tgzicigy. We are dependent on the availability ofhscgpacity to manufacture, assemble and
test our ICs. None of our third-party foundry, asbé or test subcontractors have provided assusatheg adequate capacity will be available
to us.
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The average selling prices of our products could deease rapidly which may negatively impact our reveues and gross profits

We may experience substantial period-to-periodt@lations in future operating results due to thesieroof our average selling prices. We
have reduced the average unit price of our prodod@sticipation of or in response to competitiveeing pressures, new product introductions
by us or our competitors and other factors. If weewnable to offset any such reductions in ourayeselling prices by increasing our sales
volumes, increasing our sales content per appticaifr reducing production costs, our gross prafitd revenues will suffer. To maintain our
gross profit percentage, we will need to develog iatroduce new products and product enhancemengstionely basis and continually reduce
our costs. Our failure to do so could cause ouemeres and gross profit percentage to decline.

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 cotitpe. We expect that the market for
our products will continually evolve and will belgect to rapid technological change. In additiahwe target and supply products to nume
markets and applications, we face competition feoralatively large number of competitors. We corapeith Analog Devices, Atmel,
Broadcom, Conexant, Cypress, Epson, Freescaléskujnfineon Technologies, Zarlink Semiconduct|, Maxim Integrated Products,
Microchip, National Semiconductor, NXP Semicondustdrenesas, Texas Instruments, Vectron Interredtaomd others. We expect to face
competition in the future from our current comp@st other manufacturers and designers of semiactody and start-up semiconductor design
companies. As the markets for communications prizdgiow, we also may face competition from traditibcommunications device
companies. These companies may enter the mixedisggmiconductor market by introducing their owis & by entering into strategic
relationships with or acquiring other existing pa®rs of semiconductor products. In addition, lacgepanies may restructure their operations
to create separate companies or may acquire newdsses that are focused on providing the typ@sarfucts we produce or acquire our
customers.

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

Generally, our products comprise only a part oéaick. All components of such devices must unifgrodmply with industry standards in
order to operate efficiently together. We depend¢@mpanies that provide other components of thécds\to support prevailing industry
standards. Many of these companies are signifigéantlier and more influential in affecting industtandards than we are. Some industry
standards may not be widely adopted or implememtéfdrmly, and competing standards may emergerttegt 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 of
our products could be adversely affected which @dwarm our business.

Products for certain applications are based onsimgistandards that are continually evolving. Chilitg to compete in the future will
depend on our ability to identify and ensure coanudie with these evolving industry standards. Thergance of new industry standards could
render our products incompatible with products tigwed by other suppliers. As a result, we coulddopiired to invest significant time and
effort and to incur significant expense to redesign products 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 advancesnegyire substantial time and expense. We may esubcessful in developing or us
new technologies or in developing new productsrodpct enhancements that achieve market acceptémmee.ICs fail to achieve market
acceptance, our growth prospects, operating reasnttscompetitive position could be adversely aéfdct
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Item 2. Unregistered Sales of Equity Securities andse of Proceeds

Our registration statement (Registration No. 33883) under the Securities Act of 1933, as amenegaling to our initial public offering
of our common stock became effective on March 2802

The following table summarizes repurchases of oanmroon stock during the three months ended Julp832

Approximate

Total Number of Dollar Value of

Shares Purchased Shares that May

as Part of Publicly Yet Be Purchased

Total Number of Average Price Announced Plans Under the Plans or
Period Shares Purchased (1) Paid per Share or Programs Programs
April 6, 2008- May 3, 200¢ 2,29¢ $ 31.8¢ — 8 118,285,98
May 4, 200&- May 31, 200¢ 363,58t $ 36.0¢ 350,58 $ 105,639,22
June 1, 2008 — July 5, 2008 676,39( $ 34.9¢ 673,25! $ 82,092,65
Total 1,042,27. $ 35.3¢ 1,023,841

(1) Includes 18,434 shares of our common stotkheid by us to satisfy employee tax obligationsrupesting of certain stock grants made
under our 2000 Stock Incentive Plan.

On July 25, 2007, we announced that our Board oféd®ors authorized a program to repurchase up®@6 $4llion of our common stock.
Such repurchases may occur over arshth period ending July 31, 2009. The programvadifor repurchases to be made in the open mar|
in private transactions, including structured crederated transactions, subject to applicable legalirements and market conditions.

Item 3. Defaults Upon Senior Securities

Not applicable

Item 4. Submission of Matters to a Vote of SecurityHolders

On April 24, 2008, we held our Annual Meeting ofagéholders. The matters voted upon at the meetiddhee results of those votes were
as follows:

Election of Class | Directors

Total Votes Total Votes Withheld

For Director From Director
Navdeep S. Sooc 46,861,52 534,32
Laurence G. Walke 47,244,43 151,41¢
William P. Wood 46,861,68 534,16:

Ratification of the appointment of Ernst & Young Rlas independent auditors for the fiscal year endémuary 3, 2009.

Votes Votes Votes Broker
For Against Abstaining Non-Votes
46,940,03 448,50¢ 7,313 —
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The following individuals, who were not up for efien at this Annual Meeting of Shareholders, camtino serve as directors: Necip
Sayiner, David R. Welland, Harvey B. Cash, Nelsoi©@an, Robert Ted Enloe, 11l and Kristen M. Onken.

Item 5. Other Information
Not applicable
Iltem 6. Exhibits

The following exhibits are filed as part of thipoet:

Exhibit
Number
2.1* Agreement and Plan of Reorganization, dated Jupn2@B, by and among Silicon Laboratories Inc.inlgv
Merger Sub, Inc., Integration Associates Incorpettatnd Shareholder Representative Services, LI« @§is
Exhibit 2.1 to the Form-K filed June 25, 2008
3.1* Form of Fourth Amended and Restated Certificatmodrporation of Silicon Laboratories Inc. (filed Exhibit
3.1 to the Registrant’s Registration Statement@mFS-1 (Securities and Exchange Commission File388-
94853) (the'IPO Registration Stateme”)).
3.2* Second Amended and Restated Bylaws of Silicon Latbdes Inc (filed as Exhibit 3.2 to the Registtant
Annual Report on Form -K for the fiscal year ended January 3, 20I
4.1* Specimen certificate for shares of common stod&dfas Exhibit 4.1 to the IPO Registration Stateth:
31.1 Certification of the Principal Executive Officers eequired by Section 302 of the Sarbi-Oxley Act of 2002
31.2 Certification of the Principal Financial Officers aequired by Section 302 of the Sarbi-Oxley Act of 2002
32.1 Certification as required by Section 906 of theb®@ae-Oxley Act of 2002

* Incorporated herein by reference to the indicdikal.

46




SIGNATURES

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

SILICON LABORATORIES INC.

July 30, 200¢ /s/ Necip Sayine
Date Necip Sayiner
President and
Chief Executive Officer
(Principal Executive Officer

July 30, 200¢ /s/ William G. Bock
Date William G. Bock
Senior Vice President and
Chief Financial Officer
(Principal Financial Officer)
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Exhibit 31.1

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

I, Necip Sayiner, certify that:
1. | have reviewed this report on Form 10-Q of Silid@boratories Inc.;

2. Based on my knowledge, this report does not comtajnuntrue statement of a material fact or omgitete a material fact necessar
make the statements made, in light of the circunt&ts.under which such statements were made, ntadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statement$adimer financial information included in this refdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtf@ periods presented in this report;

4. The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingld&ae controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ve have:

a) Designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhbsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifg prepared;

b) Designed such internal control over financial réipg; 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 ataece with generally accepted accounting princjples

c) Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsineort our conclusions
about the effectiveness of the disclosure conantsprocedures as of the end of the period covgredis report based on
such evaluation; and

d) Disclosed in this report any change in the regmtsanternal 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 materiallyeaftf, the registrant’s internal control over finaleceporting; and

5. The registrant’s other certifying officers and Mpealisclosed, based on our most recent evaluafiorieznal control over financial
reporting, to the registrant’s auditors and theitae@mmittee of registrant’s board of directors parsons fulfilling the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting

which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaard report financial
information; and

b) Any fraud, whether or not material, that involvearmmagement or other employees who have a significéain the
registrant’s internal controls over financial reiay.

Date: July 30, 2008

/s/ Necip Sayine

Necip Sayine

President anc

Chief Executive Office
(Principal Executive Officer




Exhibit 31.2

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

[, William G. Bock, certify that:
1. | have reviewed this report on Form 10-Q of Silid@boratories Inc.;

2. Based on my knowledge, this report does not comtajnuntrue statement of a material fact or omgitete a material fact necessar
make the statements made, in light of the circunt&ts.under which such statements were made, ntadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statement$adimer financial information included in this refdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtf@ periods presented in this report;

4. The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingld&ae controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ve have:

a) Designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhbsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifg prepared;

b) Designed such internal control over financial réipg; 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 ataece with generally accepted accounting princjples

c) Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsineort our conclusions
about the effectiveness of the disclosure conantsprocedures as of the end of the period covgredis report based on
such evaluation; and

d) Disclosed in this report any change in the regmtsanternal 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 materiallyeaftf, the registrant’s internal control over finaleceporting; and

5. The registrant’s other certifying officers and Mpealisclosed, based on our most recent evaluafiorieznal control over financial
reporting, to the registrant’s auditors and theitae@mmittee of registrant’s board of directors parsons fulfilling the equivalent
functions):

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

b) Any fraud, whether or not material, that involvearmmagement or other employees who have a significéain the
registrant’s internal controls over financial reiay.

Date: July 30, 2008

/s/ William G. Bock

William G. Bock

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 Seefi6rof the Sarbanes-Oxley Act of 2002, each olti#ersigned officers of Silicon
Laboratories Inc. (the “Company”) hereby certifatth

(i) the accompanying Quarterly Report on Form16f the Company for the fiscal quarter ended Bul¥008 as filed with the Securities
and Exchange Commission (the “Repoftilly complies with the requirements of Sectiond)3¢r Section 15(d), as applicable, of the Se@s
Exchange Act of 1934; and

(i) the information contained in the Report faigresents, in all material respects, the finanmaldition and results of operations of the
Company.

A signed original of this written statement reqditey Section 906 has been provided to the Compadydl be retained by the Company and
furnished to the Securities Exchange Commissidtsataff upon request.

Date: July 30, 2008

/s/ Necip Sayine

Necip Sayine
President anc
Chief Executive Office

/s/ William G. Bock

William G. Bock
Senior Vice President ar
Chief Financial Officel




