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Cautionary Statement

Except for the historical financial information dained herein, the matters discussed in this reporForm 10-Q (as well as documents
incorporated herein by reference) may be considéf@uavard-looking” statements within the meaning®éction 27A of the Securities Act of
1933, as amended, and Section 21E of the SecuUgitielsange Act of 1934, as amended. Such forwankidg statements include declarations
regarding the intent, belief or current expectasaf Silicon Laboratories Inc. and its managemeanrt may be signified by the words
“expects,” “anticipates,” “intends,” “believes” or similar language. You are cautioned that any sfactvard-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 darduse or contribute to such differences incliesé 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.
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Part I. Financial Information
Iltem 1. Financial Statements

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

(Unaudited)

Assets
Current assett
Cash and cash equivalel
Shor-term investment
Accounts receivable, net of allowance for doubsittounts 0$680 at July 4, 2009 and $1,011
January 3, 200
Inventories
Deferred income taxe
Prepaid expenses and other current a:
Total current asse
Long-term investment
Property, equipment and software,
Goodwill
Other intangible assets, r
Other assets, n
Total asset

Liabilities and Stockholders’ Equity

Current liabilities:

Accounts payabl

Accrued expense

Deferred income on shipments to distribut

Income taxe:
Total current liabilities
Long-term obligations and other liabiliti¢
Total liabilities

Commitments and contingenci

Stockholder’ equity:
Preferred stoc--$0.0001 par value; 10,000 shares authorizecshares issued and outstand

Common stock--$0.0001 par value; 250,000 shard®ered; 44,726 and 44,613 shares issued .

outstanding at July 4, 2009 and January 3, 208pectively
Additional paic-in capital
Retained earning
Accumulated other comprehensive I
Total stockholder equity

Total liabilities and stockholde’ equity

The accompanying notes are an integral part ofen@sndensed Consolidated Financial Statements.

3

July 4, January 3,
2009 2009
$199,51! $172,27.
113,20! 101,26°
62,89( 36,14«
26,67 28,29:
6,58 6,43¢
20,09: 18,29"
428,96 362,71:
23,13¢ 51,82:
28,73¢ 30,49¢
104,61. 105,51!
45,77¢ 49,72¢
19,83: 23,97
$651,06: $624,24!
$ 25,411 $ 22,27
21,97 29,11¢
26,83¢ 21,59¢
85 4
74,31 72,99¢
49,60¢ 48,78¢
123,92: 121,78!
4 4
89,73: 75,71:
443,19: 432,79:
(5,789 (6,048
527,14: 502,46(
$651,06. $624,24!
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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 4, July 5, July 4, July 5,
2009 2008 2009 2008

Revenue! $104,21¢ $104,62( $187,91° $202,79¢
Cost of revenue 39,43¢ 38,58 72,45¢ 76,41¢
Gross margit 64,78 66,03 115,45¢ 126,38(
Operating expense

Research and developm 25,86¢ 23,37¢ 51,931 48,05:

Selling, general and administrati 26,185 24,48¢ 49,62¢ 49,09t
Operating expenst 52,05¢ 47,86¢ 101,56¢ 97,14¢
Operating incomi 12,72¢ 18,16¢ 13,89¢ 29,23«
Other income (expense

Interest incom: 65E 2,40¢ 1,53% 7,204

Interest expens (52) (209 (2093 (254)

Other income (expense), r 342 (35%) 29C (497)
Income before income tax 13,67: 20,11: 15,617 35,681
Provision for income taxe 3,942 5,46¢ 5,21¢ 10,23(
Net income $ 9,73« $ 14,64 $ 10,40 $ 25,45’
Earnings per shar

Basic $ 0.22 $ 0.3 $ 0.2t $ 0.51

Diluted $ 0.21 $ 0.2¢ $ 0.2¢ $ 0.5C
Weighte-average common shares outstand

Basic 44,64( 48,51( 44,33¢ 49,85¢

Diluted 45,97 49,70¢ 45,22¢ 50,90:

The accompanying notes are an integral part oféh@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 pravioe operating activities
Depreciation and amortization of property, equiptraard software
Loss (gain) on disposal of property, equipment softlvare
Amortization of other intangible assets and ottsset
Stock compensation exper
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 taxe:
Net cash provided by operating activit
Investing Activities
Purchases cavailable-for-sale investment
Proceeds from sales and maturitie:available-for-sale investment
Proceeds from sales of trading securi
Purchases of property, equipment and soft
Proceeds from the sale of ass
Purchases of other ass
Acquisitions of businesses, net of cash acqt
Net cash provided by investing activiti
Financing Activities
Proceeds from issuance of common si
Excess income tax benefit from employee s-based award
Repurchases of common stc
Repurchases of stock to satisfy employee tax withihg
Net cash used in financing activiti

Increase in cash and cash equival
Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

The accompanying notes are an integral part oféh@sndensed Consolidated Financial Statements.

5

Six Months Ended

July 4, July 5,

2009 2008
$ 10,40 $ 2545
5,96: 5,23¢
32 (15)
3,95( 2,07:
21,00( 20,397
29: 82¢
(273) (625)
1,59:¢ (1,189
(26,42() (521)
1,65¢ (2,015
2,82¢ 5,09:
3,89¢ 1,39¢
(4,389 (7,980
5,24( (3,657)
757 (216)
26,53: 45,26¢
(45,53Y) (140,439
59,43 268,82
2,60( --
(3,979 (5,060
-- 14,26¢
(2,309 (3,687
(2,800 --
7,41¢ 133,90¢
7,341 7,35¢
272 62t
(12,140 (175,369
(2,177) (2,14))
(6,709 (169,53)
27,24" 9,64¢
172,27. 264,40¢
$199,51! $274,05:
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statement
(Unaudited)

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

The Condensed Consolidated Financial Statementgdied herein are unaudited; however, they contdimoamal recurring accruals and
adjustments which, in the opinion of managemeitnacessary to present fairly the condensed calaset] financial position of Silicon
Laboratories Inc. and its subsidiaries (collecy#he “Company”at July 4, 2009 and January 3, 2009, the condermesblidated results of
operations for the three and six months ended4up09 and July 5, 2008, and the Condensed Calasetl Statements of Cash Flows for the
six months ended July 4, 2009 and July 5, 2008.intdrcompany balances and transactions have élgemated. The condensed consolid:
results of operations for the three and six moetided July 4, 2009 are not necessarily indicativheresults to be expected for the full year.

The accompanying unaudited Condensed Consolidateai¢ial Statements do not include certain footnated financial presentations
normally required under U.S. generally acceptedacting principles. Therefore, these Condenseds@latated Financial Statements should
be read in conjunction with the audited Consoliddtgancial Statements and notes thereto for the geded January 3, 2009, included in the
Company’s Form 10-K filed with the Securities anctcEange Commission (SEC) on February 11, 2009.

The Company prepares financial statements on &8852egk year that ends on the Saturday closest¢erbiger 31. Fiscal 2009 will have
52 weeks and fiscal 2008 had 53 weeks. In a 5Xwear, each fiscal quarter consists of 13 weeks. 8xtra week in fiscal 2008 was added to
the first quarter, making such quarter consistbofveeks.
Reclassification:

Certain reclassifications have been made to pear jinancial statements to conform to current yeasentation.
Recent Accounting Pronounceme

In April 2009, the Financial Accounting StandardsaBl (FASB) issued the following FASB Staff PosisqFSPs):

¢ FSP FAS No. 157-Determining Fair Value When the Volume and Levdaiivity for the Asset or Liability Have Signifitidy
Decreased and Identifying Transactions That Are Qiaterly, provides additional guidance for estimating faitue in accordance
with FASB Statement of Financial Accounting Stanlda(SFAS) No. 157 air Value Measurementsvhen the volume and level of
activity for the asset or liability have signifidhndecreased. This FSP also includes guidanceaemtifying circumstances that indic
a transaction is not orderly.

¢ FSP No. FAS 115-2 and FAS 124Recognition and Presentation of Other-Than-Tempptampairments amends the other-than-
temporary impairment guidance in U.S. GAAP for dedaturities to make the guidance more operatiamat@improve the
presentation and disclosure of other-than-tempdrapairments on debt and equity securities in tharfcial statements.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

*  FSP No. FAS 107-1 and APB 28{fhferim Disclosures about Fair Value of Financiastruments amends FASB Statement No. 1
Disclosures about Fair Value of Financial Instruntento require disclosures about fair value of finahmstruments for interim
reporting periods of publicly traded companies af as in annual financial statements. This FSB aleends APB Opinion No. 28,
Interim Financial Reporting to require those disclosures in summarized firsmeformation at interim reporting periods.

These FSPs are effective for reporting periodsrepditer June 15, 2009 and were adopted by the @oynpn April 5, 2009. The adoption
of the FSPs did not have a material impact on thm@any’s financial statements.

In June 2008, the FASB issued FSP Emerging Issask Force (EITF) 03-6-Determining Whether Instruments Granted in SharseBla
Payment Transactions Are Participating Securi. FSP EITF 03-6-1 provides that unvested shareeébpayment awards that contain
nonforfeitable rights to dividends or dividend egplents (whether paid or unpaid) are participasiagurities and shall be included in the
computation of earnings per share pursuant tostbectass method described in FASB SFAS No. E28nings per Share FSP EITF 03-6-1
is effective for financial statements issued facéil years beginning after December 15, 2008 aediim periods within those years on a
retrospective basis. The Company adopted FSP &B¥6-1 at the beginning of fiscal 2009. The adoptich bt have a material impact on
Company'’s financial statements.

2. Earnings Per Share

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

Three Months Ended Six Months Ended

July 4, July 5, July 4, July 5,

2009 2008 2009 2008

Net income $9,73( $ 14,64. $10,40: $ 25,45

Shares used in computing baearnings per sha 44,64( 48,51( 44,33¢ 49,85¢
Effect of dilutive securities

Stock options and awart 1,33¢ 1,19¢ 893 1,04:

Shares used in computing dilutearnings per sha 45,97¢ 49,70¢ 45,22¢ 50,90!

Earnings per shar
Basic $ 0.2 $ 0.3 $ 0.2 $ 0.5
Diluted $ 0.2 $ 0.2 $ 0.2 $ 0.5

Approximately 2.6 million, 3.3 million, 4.2 millioand 3.7 million weighted-average dilutive potelhngiaares of common stock have been
excluded from the earnings per share calculatiothi® three months ended July 4, 2009 and Julp®3 2and for the six months ended July 4,
2009 and July 5, 2008, respectively, as they wetiedilutive.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

3. Financial Instruments
Investment:

The Company'’s short-term investments consist piilgnaf municipal bonds, U.S. government agency spgiction-rate securities
purchased through UBS (“UBS auction-rate secutitiasd corporate bonds. The Company’s long-termestments consist of non-UBS
auction-rate securities. Early in fiscal 2008, tams for many of the Company’s auction-rate sei@gifailed because sell orders exceeded buy
orders. As of July 4, 2009, the Company held $52IBon par value auction-rate securities, alldfich experienced failed auctions. The
underlying assets of the securities consistedunfestt loans and municipal bonds, of which $48.%ionilwere guaranteed by the U.S.
government and the remaining $4.4 million were gely insured. As of July 4, 2009, $43.5 milliontbé auction-rate securities had credit
ratings of AAA, $2.4 million had credit ratings AR and $7.0 million had a credit rating of BBB. @$e securities had contractual maturity
dates ranging from 2025 to 2046 and with currealdg of 0.32% to 2.95% per year at July 4, 2008e Tompany is receiving the underlying
cash flows on all of its auction-rate securiti@he principal associated with failed auctions areexpected to be accessible until a successful
auction occurs, the issuer redeems the secutiesyer is found outside of the auction procegb@underlying securities mature. The
Company is unable to predict if these funds wikdrae available before their maturity dates.

In November 2008, the Company entered into an aggaewith UBS AG, which provides the Company certgghts to sell to UBS the
auction-rate securities which were purchased thidhigm. As of July 4, 2009, the Company held $2&illon par value auctiomate securitie
purchased from UBS. The Company has the opti@elidhese securities to UBS at par value from Bhe010 through July 2, 2012. UBS,
at its discretion, may purchase or sell these #&esion the Company’s behalf at any time provitteel Company receives par value for the
securities sold. The issuers of the auction-rateisties continue to have the right to redeenstwurities at their discretion. The agreement
allows for the continuation of the accrual and pepirof interest due on the securities. The agreealso provides the Company with access
to loans of up to 75% of the market value of theedeemed securities until June 30, 2010. Theseslvauld carry interest rates which would
be consistent with the interest income on the edlatuction-rate securities. As of July 4, 2008, @lompany had no loans outstanding under
this agreement.

The Company'’s right to sell the auction-rate semsito UBS commencing June 30, 2010 represents agbion for a payment equal to the
par value of the auction-rate securities. As thiegption is non-transferable and cannot be atthoti¢he auction-rate securities if they are sold
to another entity other than UBS, it representeastanding instrument between the Company and UB®.Company elected the fair value
option under FASB SFAS No. 158he Fair Value Option for Financial Assets and Fingl Liabilities—Including an amendment of FASB
Statement No. 115 record the put option. The Company has clasbifie UBS auction-rate securities as trading #ésiand, accordingly,
recognizes changes in fair value in earnings. stdjents to the fair values of the put option aredtthding securities generally offset each
other and are recorded in “other income (expems#), The Company intends to exercise its optmsdll its UBS auction-rate securities to
UBS on June 30, 2010 and has therefore classitiduthe UBS auction-rate securities and the relptgdption as shoterm investments as
July 4, 2009.

The Company does not expect to need access tafiitalorepresented by any of its auction-rate sgesmprior to their maturities. The
Company does not intend to sell, and believesribtamore likely than not that it will be requirgasell, its non-UBS auction-rate securities
before their anticipated recovery in market valuéiral settlement at the underlying par value.e Bompany believes that the credit ratings
and credit support of the security issuers inditlaé they have the ability to settle the secwsiiepar value. As such, the Company has
determined that no other-than-temporary impairnesges existed as of July 4, 2009.

8




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

The Company’s available-for-sale investments comdithe following (in thousands):

July 4, 2009
Gross Gross
Unrealized Unrealized
Debt Security Cost Losses Gains Fair Value
Municipal bonds $ 44,211 $ - $34¢E $ 44,55!
U.S. government agen 36,39¢ -- 51 36,45(
Auctior-rate securitie: 27,57¢ (4,437) - 23,13¢
Corporate bond 6,871 - 40 6,917
$115,06: $(4,43) $43¢ $111,06!
January 3, 2009
Gross Gross
Unrealized Unrealized
Debt Security Cost Losses Gains Fair Value
Auctior-rate securitie: $ 30,00( $(4,26() $ -- $ 25,74
Municipal bonds 88,901 -- 503 89,41(
U.S. government agen: 10,00: -- 56 10,057
$128,90¢ $(4,26() $55¢ $125,20°

The Company’s available-for-sale investments thertewin a continuous unrealized loss position aBibf 4, 2009, aggregated by length of
time that individual securities have been in a twuus loss position, were as follows (in thousands

Less Than 12 Months 12 Months or Longer Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Debt Security Fair Value Losses Fair Value Losses Fair Value Losses
Auctior-rate securitie $1,76% $(239) $21,37: $(4,204 $23,13t $(4,43)
$1,76" $(233) $21,37: $(4,209) $23,13¢ $(4,43)

All of the Company’s available-fasale investments with gross unrealized losses aarafary 3, 2009 had been in a continuous lossiqt
for less than 12 months. The gross unrealizecktoas of July 4, 2009 and January 3, 2009 werg@dunarily to the illiquidity of the
Company’s auction-rate securities.

The following summarizes the contractual underlyimgturities of the Company’s available-for-salegstments at July 4, 2009 (in
thousands):

Cost Fair Value

Due in one year or le: $ 80,60! $ 81,00!
Due after one year through three ye 6,871 6,917
Due after ten yeal 27,57¢ 23,13¢
$115,06: $111,06!

In addition, the Company has made equity investminhon-publicly traded companies that it accofmtsinder the cost method. The
Company periodically reviews these investmentsfber-than-temporary declines in fair value basethe specific identification method and
writes down investments to their fair values whetetermines that an other-than-temporary declasedtcurred.

9
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

Derivative Financial Instrument

The Company is exposed to interest rate fluctuatiorthe normal course of its business, includimgugh its corporate headquarters
leases. The base rents for these leases areataftulsing a variable interest rate based on tkeetmonth LIBOR . The Company has entered
into interest rate swap agreements with notionklesof $44.3 million and $50.1 million and, efigety, fixed the rent payment amounts on
these leases through March 2011 and March 2013ectsgely. The Compang’objective is to offset gains and losses resuftioign changes i
interest rates with losses and gains on the déré&vabntracts, thereby reducing volatility of eaugs. The Company does not use derivative
contracts for speculative purposes.

The interest rate swap agreements are designadeguatify as cash flow hedges under FASB SFAS A88punting for Derivative
Instruments and Hedging Activiti. The effective portion of the gain or loss orenest rate swaps is recorded in accumulated other
comprehensive loss as a separate component ohstdeks’ equity and is subsequently recognizecaiimiags when the hedged exposure
affects earnings. Cash flows from derivativesdassified as cash flows from operating activitirethe Consolidated Statement of Cash Flc

The Company estimates the fair values of derivathased on quoted prices and market observablefisitailar instruments. If the lease
agreements or the interest rate swap agreementsrari@ated prior to maturity, the fair value oétimterest rate swaps recorded in accumu
other comprehensive loss may be recognized in ties@idated Statement of Income based on an aseessithe agreements at the time of
termination. During the six months ended July@R2 the Company did not discontinue any cash fiedges.

For interest rate swaps designated as cash flogesethe Company measures effectiveness by congpienchange in fair value of the
hedged item with the change in fair value of theriest rate swap. The Company recognizes ineffegibrtions of the hedge, as well as
amounts not included in the assessment of effawtis® in the Consolidated Statement of IncomeofAsily 4, 2009, no portions of the gains
or losses from the hedging instruments were exddden the assessment of effectiveness. Therenwdedge ineffectiveness for any of the
periods presented.

The Company’s derivative financial instruments dstesl of the following (in thousands):

July 4, 2009
Balance Shee
Location Fair Value

Cash flow hedges
Long-term obligations an
Interest rate sway other liabilities $4,904

10
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)
The effective portions of gains (losses) on deiveatinancial instruments consisted of the follog/ifin thousands):

Recognized in

Accumulated Other Location of Gain
Comprehensive Loss (Loss) Reclassified Reclassified into
during the: into Income Earnings during the:
Three Months Ended Three Months Ended
July 4, July 5, July 4, July 5,
2009 2008 2009 2008
Cash flow hedge:
Interest rate swajf $(113) $-- Rent expens $(622) $--
Six Months Ended Six Months Ended
July 4, July 5, July 4, July 5,
2009 2008 2009 2008
Cash flow hedges
Interest rate sway $(476) $-- Rent expens $(1,175) $--

The Company expects to reclassify $2.8 milliontsfimterest rate swap losses included in accunulilatteer comprehensive loss as of
July 4, 2009 into earnings in the next 12 monthsictvis offset by lower rent payments.

The Company'’s interest rate swap agreements coptairisions that require it to maintain unencumberash and highly-rated short-term
investments of at least $150 million. If the Compa unencumbered cash and highly-rated stesrty investments are less than $150 millio
would be required to post collateral with the cauparty in the amount of the fair value of the iest rate swap agreements in net liability
positions. Both of the Company’s interest ratesmaere in a net liability position at July 4, 20090 collateral has been posted with the
counterparties as of July 4, 2009.

4. Fair Value of Financial Instruments

The Company'’s financial instruments are recordeghatunts that reflect the Compasstimate of their fair values. FASB SFAS No.,:
Fair Value Measuremenprovides a hierarchal disclosure framework assediatith the level of subjectivity used in measurasgets and
liabilities at fair value. The three levels defingy the SFAS 157 hierarchy are as follows:

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

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

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

11
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

The following summarizes the valuation of the Compsa financial instruments measured under the SEBBhierarchy (in thousands).
The table does not include either cash on hands®ts and liabilities that are measured at histbcigst or any basis other than fair value.

Fair Value Measurements
at July 4, 2009 Using

Quoted Prices in Significant Other Significant
Active Markets for Observable Unobservable
Identical Assets Inputs Inputs
Description (Level 1) (Level 2) (Level 3) Total
Assets
Cash equivalent $ 182,39¢ $ - $ - $ 182,39¢
Shor-term investments (1 87,92: -- 25,28t 113,20!
Long-term investments (Z -- -- 23,13¢ 23,13¢
$ 270,32: $ - $ 48,421 $ 318,74:
Liabilities
Derivative instrument $ - $ 4,904 $ - $ 4,90
$ = $4,90¢ $ = $ 4,90/

(1) Included in the Company'’s short-term investmenés$44.6 million of municipal debt securities, $&8lion of corporate debt securities,
$36.4 million of U.S. government agency debt sei@s;i $20.4 million of UBS auction-rate securit@assified as trading and $4.9 million
for a put option.

(2) The Company’s long-term investments consist eptioélavailable-for-sale auction-rate securities.

The Company’s cash equivalents and short-term imesss (other than its UBS auction-rate secur#igs put option) are valued using
guoted prices and other relevant information geedrly market transactions involving identical é&ss@he Company’s auction-rate securities
and put option are valued using a discounted dashrhodel. The assumptions used in preparing ibeodnted cash flow model include
estimates for interest rates, amount of cash flewgected holding periods of the securities, aadiatto reflect the Company’s inability to
liquidate the securities and counterparty riske Tompany’s derivative instruments are valued ugumged prices and market observable data
of similar instruments.

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

The following summarizes the activity in Level &dincial instruments for the three and six monttiednluly 4, 2009 (in thousands):

Three Months Ended Six Months Ended
Auction Auction
Rate Put Rate Put
Securities  Option Total Securities ~ Option Total
Beginning balanc $46,01! $4,78¢  $50,79¢ $46,85¢ $4,96: $51,82:
Net purchases, sales, issuances and settlel (2,47%) -- (2,47%) (2,979 (301) (3,27%)
Unrealized losse -- -- -- 77 - ()
Net recognized gains (loss¢ -- 97 97 (16§) 22C 52
Balance at July 4, 20C $43,54( $4,881  $48,42: $43,54( $4,88: $48,42:
Gain (loss) for period included in earnings atttéile to the
Level 3 financial instruments still held at July20D09 relates
to:
Trading securitie $ - $ - 3 - $ (169 $ - $ (169
F air value of the put optio = 97 97 == 22C 22C
$ - $ 9 3 9 $ (169 $ 22 $ 5:

The Company'’s other financial instruments, inclgdiash, accounts receivable and accounts payables@rded at amounts that
approximate their fair values due to their shorturities.

5. Balance Sheet Details

Balance sheet details consist of the followingtiiousands):

Inventories
July 4, January 3,
2009 2009
Work in progres! $20,78( $23,47:
Finished good 5,892 4,81¢
$26,67: $28,29:

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

The Company issued 559.5 thousand shares of corataok during the six months ended July 4, 2009prépimately 83.0 thousand
shares were withheld by the Company during therginths ended July 4, 2009 to satisfy employee kdigations for the vesting of certain
stock grants made under the Company’s 2000 Stasative Plan and 2009 Stock Incentive Plan.
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Share Repurchase Program

In October 2008, the Company’s Board of Directartharized a program to repurchase up to $100 miltibthe Company’s common stock
over a 12-month period. The program allows fourepases to be made in the open market or in privansactions, including structured or
accelerated transactions, subject to applicabla legiuirements and market conditions. Duringsikenonths ended July 4, 2009, the
Company repurchased 446 thousand shares of its oaratack for $12.1 million under its current rephase program. During the six months
ended July 5, 2008, the Company repurchased 5llBmdhares for $173.3 million under its previohsuse repurchase program that expired in
November 2008
Comprehensive Income

The changes in the components of comprehensiveniecoet of taxes, were as follows (in thousands):

Three Months Ended

July 4, July 5,
2009 2008
Net income $9,73( $14,64:
Net unrealized losses on availe-for-sale securitiesnet of tax benefit o
$46 and $347, respective (85) (647%)
Net unrealized gains on cash flow hedges, neboptavision of $178 an
$0, respectivel 331 -
Comprehensive incon $9,97¢ $14,00(
Six Months Ended
July 4, July 5,
2009 2008
Net income $10,40: $25,45’
Net unrealized losses on availe-for-sale securities, net of tax benefit of
$105 and $1,344, respective (195) (2,49¢)
Net unrealized gains on cash flow hedges, neboptavision of $245 an
$0, respectivel 45¢ --
Comprehensive incon $10,66: $22,96:

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

Unrealized Net Unrealized Losse!
Losses on Cash on Available-For-Sale
Flow Hedges Securities Total
Balance at January 3, 20 $(3,64) $(2,40¢) $(6,04)
Change associated with current period transactivetspf tax (309) (195) (504)
Amount reclassified into earnings, net of 764 - 764
Balance at July 4, 20( $(3,18Y) $(2,60) $(5,789)
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Stock-Based Compensation

In April 2009, the stockholders of the Company aped the 2009 Stock Incentive Plan (the “2009 ItigerPlan”) and the 2009 Employee
Stock Purchase Plan (the “2009 Purchase Plan”g ZDR9 Incentive Plan is currently effective, andurther grants will be issued under the
Company’s 2000 Stock Incentive Plan. The 2009 frase Plan will take effect upon the terminatiomhef existing Employee Stock Purchase
Plan, on or before April 30, 2010.

The Company accounts for its stock-based compemsptans under the recognition and measurementgioog of FASB SFAS No. 123
(revised 2004)Share-Based Paymen{SFAS 123R). Stock-based compensation costgearerally based on the fair values on the date of
grant for stock options and on the date of enratinier the employee stock purchase plans, estimatading the Black-Scholes optigmicing
model. The fair values of stock awards and reastlistock units (RSUs) generally equal their irsiirvalue on the date of grant. The fair
values estimated from the Black-Scholes optionipgienodel were calculated using the following asgtioms:

Six Months Ended

July 4, July 5,
2009 2008
Stock Incentive Plar
Expected volatility n/e 43.7%
Risk-free interest rate ¢ n/e 2.8%
Expected term (in year n/e 5.C
Dividend yield n/e --
Employee Stock Purchase Pl
Expected volatility 47.&% 37.1%
Risk-free interest rate ¢ 0.4% 1.8%
Expected term (in month 9 9

Dividend yield = -
There were no stock options granted during therginths ended July 4, 2009.

The following are the stock-based compensatiorsa@stognized in the Company’s Condensed Consotidétiztements of Income (in
thousands):

Three Months Ended Six Months Ended
July 4, July 5, July 4, July 5,
2009 2008 2009 2008
Cost of revenue $ 372 $ 380 $ 767 $ 750
Research and developmt 3,794 3,976 7,672 7,918
Selling, general and administrati 6,685 5,820 12,561 11,729
10,851 10,176 21,000 20,397
Provision for income taxe 1,457 1,465 2,965 2,712
$ 9,394 $ 8,711 $18,035 $17,685

15




Table of Contents

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

The Company had approximately $77.9 million of totarecognized compensation costs related to siptkns, stock and RSUs at July 4,
2009 that are expected to be recognized over ahezieaverage period of 2.1 years.

7. Commitments and Contingencies
Securities Litigation

On December 6, 2001, a class action complaintifdatrons 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 connectigh the Company’s initial public offering of commaitock. The Consolidated Amended
Complaint alleges that the registration statemadt@ospectus for the Company’s initial public offg 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 exghdor a commitment from the customers to purclaasitional shares in the aftermarket at
pre-determined higher prices. The Complaint allegelations of the Securities Act of 1933 and Sesurities Exchange Act of 1934. The
action seeks damages in an unspecified amountsamelrg coordinated with approximately 300 otherlyeidentical actions filed against otl
companies. A court order dated October 9, 200@idised without prejudice the four officers of then@pany who had been named
individually. Plaintiffs selected six “focus” casevhich do not include the Company, which areridesl to serve as test cases. The Court
indicated that its decisions in the six focus cagesntended to provide strong guidance for thréigmin the remaining cases.

On August 14, 2007, the plaintiffs filed amendechptaints in the six focus cases. On Septembe2@77, the plaintiffs moved to certify a
class in these six cases. On November 14, 2086'tdeafendants in the six focus cases filed motiordigmiss the amended complaints. On
March 26, 2008, the District Court dismissed theuigies Act claims of those members of the putatilasses in the focus cases who sold their
securities for a price in excess of the initiakoiifig price and those who purchased outside thequsly certified class period. With respect to
all other claims, the motions to dismiss were de&ni®n October 10, 2008, at the request of pldmtflaintiffs’ motion for class certification
was withdrawn, without prejudice. On April 3, 20@8e plaintiffs submitted to the Court a motion foeliminary approval of a settlement of
the approximately 300 coordinated cases, whichuiies the Company, the underwriter defendants itlass action lawsuit, and the plaintiff
class in its class action lawsuit. The insurergtie issuer defendants in the coordinated cademadke the settlement payment on behalf o
issuers, including the Company. On June 11, 20@9Court issued an order preliminarily approving proposed stipulation and agreement of
settlement among the parties and certifying settfgmlasses. The settlement is subject to terioimaly the parties under certain
circumstances and final approval by the Court. fAiéa&ring on final approval is currently scheduledSeptember 10, 2009. There is no
assurance that the Court will grant final approval.

As the litigation process is inherently uncertaive Company is unable to predict the outcome obtiw/e described matter. While the
Company does maintain liability insurance, it comcdur losses that are not covered by its liabilitgurance or that exceed the limits of its
liability insurance. Such losses could have a natampact on the Company’s business and its tesifloperations or financial position.
Other

The Company is involved in various other legal pexings that have arisen in the normal course sifibes. While the ultimate results of
these matters cannot be predicted with certaihtyQompany does not expect them to have a maselvarse effect on its consolidated
financial position or results of operations.
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Operating Leases

In March 2006, the Company entered into an opegdéiase agreement and a related participation agnetefor a facility at 400 W. Cesar
Chavez (400 WCC”) in Austin, Texas for its corprieadquarters. In March 2008, the Company ahiete an operating lease agreement
and a related participation agreement for a fgcéft200 W. Cesar Chavez (“200 WCC”) in Austin, &gXor the expansion of its corporate
headquarters. During the terms of the leasesCtimpany has on-going options to purchase the Imgjtdfor purchase prices of approximately
$44.3 million for 400 WCC and $50.1 million for 200CC. Alternatively, the Company can cause each guoperty to be sold to third part
provided it is not in default under that propertigase. The Company is contingently liable orrst flollar loss basis for up to $35.3 million to
the extent that the 400 WCC sale proceeds aréHassthe $44.3 million purchase option and up 1.&4nillion to the extent that the 200
WCC sale proceeds are less than the $50.1 millimoh@ase option.

Discontinued Operations Indemnificati

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”). In connection Withe sale of the Aero product lines,
the Company agreed to indemnify NXP with respediatailities for certain tax matters. There iseantractual limit on exposure with respect
to such matters. As of July 4, 2009, the Compad/rio material liabilities recorded with respecthis indemnification obligation.

8. Income Taxes

Provision for income taxes includes both domesiit f@reign income taxes at the applicable statutatys adjusted for non-deductible
expenses (including a portion of our stock compoisp research and development tax credits, isténeome from tax-exempt investments
and interest and penalties related to unrecognietienefits. Income tax expense was $3.9 miliod $5.5 million for the three months en
July 4, 2009 and July 5, 2008, respectively, rasglin effective tax rates of 28.8% and 27.2%, eespely. Income tax expense was $5.2
million and $10.2 million for the six months endady 4, 2009 and July 5, 2008, respectively, ré@sylin effective tax rates of 33.4% and
28.7%, respectively. The increase in the effeatate for the three months ended July 4, 2009 wiagapily attributable to a decrease in the
deductibility of stock compensation expense, whies partially offset by increases in the foreignrate benefit and the federal research and
development credit. The increase in the effeatite for the six months ended July 4, 2009 was gmilgnattributable to a decrease in the
deductibility of stock compensation expense angdaiction in tax exempt interest income. The ingeesas partially offset by an increase in
the federal research and development credit.

At July 4, 2009, the Company had gross unrecogrtaetenefits of $34.4 million, $34.2 million of veh would affect the effective tax ri
if recognized. During the six months ended Jul2@h9, the Company had gross increases of $1.7omiid its current year unrecognized tax
benefits, primarily due to uncertainty relatedritercompany transfer pricing. During the six maenginded July 5, 2008, the Company had
gross increases of $2.1 million to its unrecognizedbenefits, primarily due to uncertainty relatedntercompany transfer pricing.

The Company believes it is reasonably possiblettireatinrecognized tax benefits will decrease iratineunt of $1.2 million in the next 12
months due to the closing of an open tax year. ntere of the uncertainty relates primarily to wiettbns taken on a prior year tax return.
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Additionally, the Company believes it is reasongibgsible that the gross unrecognized tax bengfitghange in the next 12 months due
to the Company’s participation in the Advance RPigcAgreement program with the U.S. Internal Reve®evice. The Company is unable to
estimate the range of the possible change to trecagnized tax benefits at this time.

The Company recognizes interest and penaltiescktatunrecognized tax benefits in the provisiarifioome taxes. The Company
recognized $0.4 million of interest, net of taxile provision for income taxes for the six morghsled July 4, 2009. The Company recogr
$0.5 million of interest, net of tax, in the praweis for income taxes for the six months ended 3u8008. As of July 4, 2009, the Company
accrued $2.3 million for the payment of intere$ated to unrecognized tax positions.

The tax years 2004 through 2008 remain open to medion by the major taxing jurisdictions to whittte Company is subject. The
Company has been notified by the U.S. Internal RegeService that its federal income tax return22@@5 through 2008 will be examined.
Although the outcome of tax audits is always uraiartthe Company believes that the results of Haenénation will not materially affect its
financial position or results of operations.

9. Headquarter Relocation Costs

In fiscal 2006 and 2007, the Company relocatedutstin, Texas employees to a new corporate heatirgarThe following table
summarizes the accrued relocation costs activityhfe six months ended July 4, 2009 (in thousands):

Balance at Balance at
January 3, 2009 Deductions July 4, 2009
$986 $573 $413

Deductions represent lease payments.
10. Subsequent Events

The Company evaluates events and transactionsdbat after the balance sheet date as potentiakgulent events. This evaluation was
performed through July 29, 2009, the date on wthiehCompany'’s financial statements were issued.

ltem 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 rgmdonjunction with the Condensed
Consolidated Financial Statements and related ntiteseto included elsewhere in this report. Thi&dssion 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 yedrfinancial reporting periods are a 52- or 53-ekeyear ending on the Saturday closest to
December 31st. Fiscal 2009 will have 52 weeks awdlf2008 had 53 week In a 52-week year, each fiscal quarter consi$tsoweeks. The
extra week in fiscal 2008 was added to the firgtrtpr, making such quarter consist of 14 weeksr $@gond quarter of fiscal 2009 ended
July 4, 2009. Our second quarter of fiscal 2008exhJuly 5, 200¢
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Overview

We design and develop proprietary, analog-intenshired-signal integrated circuits (ICs) for a lmtaange 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 applicatiores\ariety of markets, including
communications, consumer, industrial, automotivedital and power management. Our major customehsde 2Wire, Huawei, LG
Electronics, Motorola, Panasonic, Philips, Sams@umy Ericsson, Thomson and Varian Medical Systems.

As a “fabless” semiconductor company, we rely drdtparty semiconductor fabricators in Asia, anédtesser extent the United States and
Europe, to manufacture the silicon wafers thatertfour IC designs. Each wafer contains numer@jsadhich are cut from the wafer to create
a chip for an IC. We rely on third-parties in Asieassemble, package, and, in most cases, test dewices and ship these units to our
customers. Testing performed by such third paftieditates faster delivery of products to ourtousers (particularly those located in Asia),
shorter production cycle times, lower inventoryuiegments, lower costs and increased flexibilityest capacity.

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

¢ RF products, which include our broadcast radioivers and transmitters, short-range wireless trinecs, video tuners and
demodulators, satellite set-top box receivers atellge radio tuners;

e Access products, which include our ISOmodem® embéddodems and Voice over IP (VolP) products, sschust ProSLIC®
subscriber line interface circuits and voice dirotess arrangement (DAA);

e Broad-based products, which include 8-bit microoaligr products, timing products (including clocksecision clock & data
recovery ICs and oscillators) and power productsl(iding our isolators, current sensors, AC-DC @vters and Power over Ethernet
devices); and

e Mature products, which include our silicon DAA f8€ modems, DSL analog front end ICs, optical platdayer transceivers and |
Synthesizers.

Through acquisitions and internal development &ffare have continued to diversify our product fmdid and introduce next generation
ICs with added functionality and further integratioln the first six months of 2009, we introdueeslilicon hybrid TV tuner that supports both
analog and digital broadcasts in a single devidamaly of ProSLIC single channel telephony ICs lwoadband networking equipment, the
expansion of our small form factor microcontrollersa tiny 2x2 mm footprint, a family of ISOpro igperformance, digital isolators, a family
of high pin-count capacitive touch-sense microcaalters for costsensitive embedded systems and the EZRadioPRO ™delathavireless rad
family. We plan to continue to introduce produttst increase the content we provide for existipgliaations, thereby enabling us to serve
markets we do not currently address and expandingotal available market opportunity.
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During the six months ended July 4, 2009, one ecnstpSamsung, represented more than 10% of ounuege No other single end
customer accounted for more than 10% of our revedueng the six months ended July 4, 2009. Iriteghdto direct sales to customers, some
of our end customers purchase products indirentiyn fus through distributors and contract manufaectur An end customer purchasing
through a contract manufacturer typically instrustish contract manufacturer to obtain our prodantsincorporate such products with other
components for sale by such contract manufactartret end customer. Although we actually sellgheducts to, and are paid by, the
distributors and contract manufacturers, we refesuich end customer as our customer. Two of @tirilolitors, Edom Technology and Avnet,
represented 23% and 11% of our revenues duringixh@onths ended July 4, 2009, respectively. Thene no other distributors or contract
manufacturers that accounted for more than 10%uofevenues during the six months ended July 49200

The percentage of our revenues derived from custoloeated outside of the United States was 88%hguhe six months ended July 4,
2009, which reflects market penetration for ourdurs, as many of our customers manufacture arigrdéeeir products in Asia. All of our
revenues to date have been denominated in U.&rglolWe believe that a majority of our revenudsagintinue to be derived from customers
outside of the United States.

The sales cycle for our ICs can be as long as Ilms@r 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 developmehsalting, general and administrative expensestlamdorresponding sales. Conseque
if sales in any quarter do not occur when expearpgenses and inventory levels could be disprommately high, and our operating results for
that quarter and, potentially, future quarters wichg adversely affected. Moreover, the amouninoé between initial research and
development and commercialization of a produaty#r, can be substantially longer than the saleke ¢gr the product. Accordingly, if we
incur substantial research and development cost®uti developing a commercially successful prodogt,operating results, as well as our
growth prospects, could be adversely affected.

Because many of our ICs are designed for use iauwrnar products such as televisions, personal vielmarders, set-top boxes, portable
navigation devices and mobile handsets, we expatthe demand for our products will be typicallypject to some degree of seasonal
demand. However, rapid changes in our marketsaarubs our product areas make it difficult forasdtcurately estimate the impact of
seasonal factors on our business.

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

Revenues. Revenues are generated almost exclusively bg séleur ICs. We recognize revenue on sales whef #he following criteria an
met: 1) there is persuasive evidence that an aeraagt exists, 2) delivery of goods has occurreth&)}ales price is fixed or determinable, and
4) collectibility is reasonably assured. Generallg recognize revenue from product sales to doestomers and contract manufacturers upon
shipment. Certain of our sales are made to digoiswnder agreements allowing certain rights tfrreand price protection on products un:

by distributors. Accordingly, we defer the reverangl cost of revenue on such sales until the digtiils sell the product to the end customer.
Our products typically carry a one-year replacemeartranty. Replacements have been insignificadate. Our revenues are subject to
variation from period to period due to the volunfislsipments made within a period, the mix of pradwee sell and the prices we charge for
our products. The vast majority of our revenuesewegotiated at prices that reflect a discounhftbe list 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 propiadit margin to our distributors who resell oupgucts or 4) in response to competition. In
addition, as a product matures, we expect thaavieeage selling price for such product will declihe 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.
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Cost of Revenues. Cost of revenues includes the cost of purchafsighed silicon wafers processed by independamdaies; 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, otherlgd&lal property license costs and certain
acquired intangible assets; an allocated portioouofoccupancy costs; and allocable depreciatidesting equipment and leasehold
improvements.

Research and Development.Research and development expense consists dsiraagersonnel-related expenses, including stock
compensation, new product mask, wafer, packagidgest costs, external consulting and servicesgcastortization of purchased software,
equipment tooling, equipment depreciation, amatitizeof acquired intangible assets, as well asllacated portion of our occupancy costs for
such operations. Research and development aesivitclude the design of new products and softwafgmement of existing products and
design of test methodologies to ensure compliaritterequired specifications.

Selling, General and Administrative. Selling, general and administrative expense stmgrimarily of personnel-related expenses, irioigid
stock compensation, related allocable portion efamcupancy costs, sales commissions to indepesaérg representatives, applications
engineering support, professional fees, directang! officers’ liability insurance, patent litigatidegal fees, costs related to relocating our
headquarters and promotional and marketing expenses

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

Interest Expense. Interest expense consists of interest on ourt stmal long-term obligations.

Other Income (Expense), Net. Other income (expense), net reflects foreignemaoy remeasurement adjustments and gains on thesdisof
fixed assets.

Provision for Income Taxes. Provision for income taxes includes both domeatid foreign income taxes at the applicable statutdes
adjusted for non-deductible expenses (includingréign of our stock compensation), research aneldgwment tax credits, interest income
from tax-exempt investments and interest and piesaiélated to unrecognized tax benefits.

The following table sets forth our Condensed Cddatéd Statements of Income data as a percentagsefues for the periods indicated:

Three Months Ended Six Months Ended
July 4, July 5, July 4, July 5,
2009 2008 2009 2008
Revenue: 100.0% 100.0% 100.0% 100.0%
Cost of revenue 37.8 36.9 38.6 37.7
Gross margit 62.2 63.1 61.4 62.3
Operating expense
Research and developme 24.8 22.3 27.6 23.7
Selling, general and administrati 25.1 23.4 26.4 24.2
Operating expenst 49.9 45.7 54.0 47.9
Operating incomi 12.3 17.4 7.4 14.4
Other income (expense
Interest incom: 0.5 2.2 0.8 3.5
Interest expens (0.0) (0.2) (0.2) (0.2)
Other income (expense), r 0.3 (0.3) 0.2 (0.2)
Income before income tax 131 19.2 8.3 17.6
Provision for income taxe 3.8 5.2 2.8 5.0
Net income 9.3% 14.0% 5.5% 12.6%
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Revenues
Three Months Ended Six Months Ended
July 4, July 5, % July 4, July 5, %
(in millions) 2009 2008 Change Change 2009 2008 Change Change
Revenue: $104.2 $104.6 $(0.4) (0.4)% $187.9 $202.8 $(14.9) (7.3)%

The decline in the sales of our products in theméesix month period was driven primarily by deseshrevenues from our mature product
group. Unit volumes of our products increased camag to the three and six months ended July 5, B9 .8% and 14.8%, respectively.
Average selling prices decreased during the samedseby 22.1% and 19.2%, respectively. Unit vobsnand average selling prices were
substantially affected by the addition of certaighhvolume, low average selling price products tigto the Integration Associates acquisition.
Excluding the Integration Associates products,mythe same periods, unit volumes increased (desd@dy 3.2% and (4.5)%, respectively,
and average selling prices decreased by only 8it¥8al%, respectively. In general, as our prodhetome more mature, we expect to
experience decreases in average selling pricesantapate that newly announced, higher pricedt generation products and product
derivatives will offset these decreases to someedeg

Gross Margin

Three Months Ended Six Months Ended
July 4, July 5, % July 4, July 5, %
(in millions) 2009 2008 Change Change 2009 2008 Change Change
Gross margir $64.8 $66.0 $(1.2) (1.9)% $115.5 $126.4 $(10.9) (8.6)%
Percent of revenu 62.2% 63.1% 61.4% 62.3%

The decrease in the dollar amount of gross margihe recent six month period was primarily dueuo decreased sales. We may cont
to experience declines in the average selling prideertain of our products. This downward presgun gross margin as a percentage of
revenues may be offset to the extent we are ablb) iatroduce higher margin new products and gaémket share with our ICs; or 2) achieve
lower production costs from our wafer suppliers #rict-party assembly and test subcontractors.

Research and Development

Three Months Ended Six Months Ended
July 4, July 5, % July 4, July 5, %
(in millions) 2009 2008 Change Change 2009 2008 Change Change
Research andevelopmen $25.¢ $23.¢ $2.5 10.7% $51.¢ $48.1 $3.8 8.1%
Percent of revenu 24.8% 22.5% 27.€% 23.1%

The increase in research and development expenie necent three and six month periods was pratigiplue to increases of $1.8 million
and $3.4 million for personnel-related expenseduiting personnel costs associated with the adtqnsof Integration Associates,
respectively. We expect that research and devedopexpense will remain relatively stable in absohlipllars, but may fluctuate somewhat
due to the timing of certain items related to newdpict development initiatives, such as mask an@émaosts. In addition, research and
development expense will fluctuate as a percerfgevenues due to changes in sales.

Significant recent development projects includdieos hybrid TV tuner that supports both analogl aigital broadcasts in a single device,
a family of ProSLIC single channel telephony ICslfooadband networking equipment, a family of IS®©bigh-performance, digital isolators,
a family of high pin-count capacitive touch-sengerocontrollers for cost-sensitive embedded systeéhesEZRadioPRO embedded wireless
radio family, the expansion of our Any-Rate PramisClock family, a new family of clock generatorsdabuffers, an integrated automotive
AM/FM radio receiver IC, a 100% complementary metde semiconductor (CMOS) oscillator and a highbggrated automotive
communications controller. We also further expahoder microcontroller portfolio.

22




Table of Contents

Selling, General and Administrative

Three Months Ended Six Months Ended
July 4, July 5, % July 4, July 5, %
(in millions) 2009 2008 Change Change 2009 2008 Change Change
Selling, general an
administrative $26.2 $24.5 $1.7 6.9% $49.6 $49.1 $0.5 1.1%
Percent of revenu 25.1% 23.4% 26.4% 24.2%

The increase in selling, general and administragi@ense in the recent three and six month periadsprincipally due to increases of $1.6
million and $0.8 million for personnel-related erges, including personnel costs associated withd¢haisition of Integration Associates,
respectively. We expect that selling, general ashahinistrative expense will remain relatively s&alsl absolute dollars in future periods and
may fluctuate with changes in revenues.

Interest Income

Three Months Ended Six Months Ended
July 4, July 5, July 4, July 5,
(in millions) 2009 2008 Change 2009 2008 Change
Interest incom $0.7 $2.4 $(1.7) $1.5 $7.2 $(5.7)

The decrease in interest income for the recenéetang six month periods was due to lower inteistsron the underlying instruments and
lower average cash and investment balances.

Interest Expense

Interest expense was $0.1 million for the three iranonths ended July 4, 2009, as compared torfilibn and $0.3 million for the three
and six months ended July 5, 2008, respectively.

Other Income (Expense), Net

Other income (expense), net was $0.3 million ferttiree and six months ended July 4, 2009, as aet$40.4) million and $(0.5) million
for the three and six months ended July 5, 20GHeetively.

Provision for Income Taxes

Three Months Ended Six Months Ended
July 4, July 5, July 4, July 5,
(in millions) 2009 2008 Change 2009 2008 Change
Provision for income
taxes $ 3.¢ $ 5.k $(1.6) $ 5.2 $ 10.C $(5.0)
Effective tax rate 28.€% 27.2% 33.%% 28.7%

The increase in the effective rate for the threatim®ended July 4, 2009 was primarily attributabla decrease in the deductibility of stock
compensation expense, which was partially offséhbyeases in the foreign tax rate benefit anddleral research and development credit.
The increase in the effective rate for the six rher@nded July 4, 2009 was primarily attributabla ttecrease in the deductibility of stock
compensation expense and a reduction in tax exgrnepest income, partially offset by an increaséhimfederal research and development
credit.

The effective tax rates for each of the periodsg@méed differ from the federal statutory rate o¥&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 itemslinglincreases to the liability for unrecognizes benefits.
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We expect revenues in the third quarter of fis€@l®to be in the range of $114 to $119 million.rtRermore, we expect our diluted
earnings per share to be in the range of $0.2D 2%

Liquidity and Capital Resources

Our principal sources of liquidity as of July 4,080consisted of $312.7 million in cash, cash edeiva and short-term investments. Our
short-term investments consist primarily of munatiponds, U.S government agency notes, UBS aucéittnsecurities and corporate bonds.

Our long-term investments consist of non-UBS auncti@te securities. Early in fiscal 2008, auctiorsmany of our auction-rate securities
failed because sell orders exceeded buy orderof Asly 4, 2009, we held $52.9 million par valueton-rate securities, all of which
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 marketa tash flow model. The assumptions used in pregdhni@ discounted cash flow model include
estimates for interest rates, amount of cash flewpected holding periods of the securities anideodnt to reflect our inability to liquidate tl
securities.

The underlying assets of our auction-rate secsra@nsisted of student loans and municipal borfdshich $48.5 million were guaranteed
by the U.S. government and the remaining $4.4 onilivere privately insured. As of July 4, 2009, $48iillion of the auction-rate securities
had credit ratings of AAA, $2.4 million had creditings of AA and $7.0 million had a credit ratiogBBB. These securities had contractual
maturity dates ranging from 2025 to 2046 and wéskling 0.32% to 2.95% per year at July 4, 2009 &kk receiving the underlying cash
flows on all of our auction-rate securities. Thimpipal associated with failed auctions are ngiexted to be accessible until a successful
auction occurs, the issuer redeems the securiyyer is found outside of the auction process erihderlying securities mature. We are
unable to predict if these funds will become avdéabefore their maturity dates.

In November 2008, we entered into an agreementWlBB8 AG, which provides us certain rights to selllBS the auction-rate securities
which were purchased through them. As of July0992 we held $25.4 million par value auction-ragewsities purchased from UBS. We have
the option to sell these securities to UBS at pdmer from June 30, 2010 through July 2, 2012. URB$s discretion, may purchase or sell tt
securities on our behalf at any time provided wenee par value for the securities sold. The issoéthe auction-rate securities continue to
have the right to redeem the securities at therdiion. The agreement allows for the continuatibthe accrual and payment of interest due
on the securities. The agreement also providegithsaccess to loans of up to 75% of the marketealf the unredeemed securities until
June 30, 2010. These loans would carry interéss nahich would be consistent with the interesbine on the related auction-rate securities.
As of July 4, 2009, we had no loans outstandingeutidis agreement.

We do not expect to need access to the capitadsepted by any of our auction-rate securities poidheir maturities. We do not intend to
sell, and we believe that it is not more likelyrth@ot that we will be required to sell, our non-UBS8estments before their anticipated recovery
in market value or final settlement at the undeidypar value. See Note Bpnancial Instruments to the Condensed Consolidated Financial
Statements for additional information.

Net cash provided by operating activities was $26ilson during the six months ended July 4, 206@npared to net cash provided of
$45.3 million during the six months ended July )& Operating cash flows during the six montrdeenjuly 4, 2009 reflect our net income
of $10.4 million, adjustments of $32.5 million fdepreciation, amortization, deferred income ta®es, stock compensation, and a net cash
outflow of $16.4 million due to changes in our agérg assets and liabilities.
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Accounts receivable increased to $62.9 millionudy 4, 2009 from $36.1 million at January 3, 200%e increase in accounts receivable
resulted primarily from (a) the majority of the ghients occurring in the second half of the quamteted July 4, 2009 versus a substantial
majority occurring in the first half of the lastayter of the prior year and (b) an increase inmeres during the three months ended July 4, 200¢
compared to the three months ended January 3, 200Paverage days sales outstanding (DSO) inalgased days at July 4, 2009 from
33 days at January 3, 2009.

Inventory decreased to $26.7 million at July 4,260m $28.3 million at January 3, 2009. Our inwen level is primarily impacted by our
need to make purchase commitments to support fetetta@emand and variations between forecastedcinal @emand. Our average days of
inventory (DOI) was 61 days at July 4, 2009 andié$s at January 3, 2009.

Net cash provided by investing activities was $#illion during the six months ended July 4, 200@npared to net cash provided of
$133.9 million during the six months ended Jul2@08. The decrease was principally due to a deeref$111.9 million in net proceeds from
sales and maturities of investments, the receiftidt3 million previously held in escrow in conrientwith the sale of the Aero product lines
during the six months ended July 5, 2008 and a paywf $2.8 million during the six months endedyJl2009 for consideration previously
held in escrow in connection with our purchaseit#rbia.

We anticipate capital expenditures of approxima$&yto $12 million for fiscal 2009. Additionallgs part of our growth strategy, we
expect to evaluate opportunities to invest in @ruéie other businesses, intellectual property dntelogies that would complement or expand
our current offerings, expand the breadth of ourketa or enhance our technical capabilities.

Net cash used in financing activities was $6.7ionilduring the six months ended July 4, 2009, caegbéo net cash used of $169.5 million
during the six months ended July 5, 2008. Theeass® was principally due to a decrease of $163l@mior repurchases of our common
stock. In July 2007 and October 2008, our BoarBioéctors authorized programs to repurchase W@® million and $100 million of our
common stock, respectively.

Our future capital requirements will depend on meagfors, including the rate of sales growth, madazeptance 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 requiredpaoidelect, to seek additional funding prior totthme. We may enter into acquisitions or
strategic arrangements in the future which alsddcmrquire us to seek additional equity or debafficing.

Critical Accounting Policies and Estimates

The preparation of financial statements and accoyipg notes in conformity with U.S. generally actsgbaccounting 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 accountinkicies, 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 eoélly require us to make estimates or judgnbatsare difficult or subjective.
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Inventory valuatior— We assess the recoverability of inventories thhothe application of a set of methods, assumptmiasestimates. In
determining net realizable value, we write downeimory that may be slow moving or have some formbsolescence, including inventory
that has aged more than 12 months. We also atigistaluation of inventory when its standard coseeds the estimated market value. We
assess the potential for any unusual customemshased on known quality or business issues aitet-off inventory losses for scrap or non-
saleable material. Inventory not otherwise idédifto be written down is compared to an assessofentr 12-month forecasted demand. The
result of this methodology is compared againsipttoeluct life cycle and competitive situations ie tharketplace to determine the
appropriateness of the resulting inventory lev&gmand for our products may fluctuate significaitver time, and actual demand and market
conditions may be more or less favorable than titwsewe project. In the event that actual denmiarower or market conditions are worse
than originally projected, additional inventory teridowns may be required.

Stock compensationWe recognize the fair-value of stock-based corsgéon transactions in the Consolidated Statentfeimcome in
accordance with FASB SFAS No. 123 (revised 208#gre-Based Payment SFAS 123R). The fair value of our stock-base@rds is
estimated at the date of grant using the Black-Bshaption pricing model. The Blaceholes valuation calculation requires us to estrkay
assumptions such as future stock price volatiéigpected terms, risk-free rates and dividend yiélgpected stock price volatility is based on
implied volatility from traded options on our stoickthe marketplace and historical volatility ofratock. The expected term of options gra
is derived from an analysis of historical exerciaed remaining contractual life of stock optionsd aepresents the period of time that options
granted are expected to be outstanding. Thefmesgkrate is based on the U.S. Treasury yield ciumeffect at the time of grant. We have ne
paid cash dividends, and do not currently intengay cash dividends, and thus have assumed a Q8teddsyield. In addition, we are required
to estimate the expected forfeiture rate of ouclsgrants and only recognize the expense for thbaees expected to vest. If our actual
experience differs significantly from the assumpsizised to compute our stock-based compensationocakdifferent assumptions had been
used, we may have recorded too much or too littleksbased compensation cost. S ee Noftd;kholders’ Equity and Stock-Based
Compensationto the Condensed Consolidated Financial Statesrfent further discussion on stock-based compmmsat

Investments in aucti-rate securities- We determine the fair value of our auction-seurities using a discounted cash flow model. The
assumptions used in preparing the discounted ¢tasiniodel include estimates for interest rates, amaof cash flows, expected holding
periods of the securities and a discount to reflectinability to liquidate the securities. Foethvailable-for-sale auction-rate securities, & th
calculated value is below the carrying amount efghcurities, we then determine if the declinealu® is other-than-temporary. We consider
various factors in determining whether an impairtngmther-than-temporary, including the severitg @uration of the impairment, changes in
underlying credit ratings, forecasted recovery, iatent to sell or the likelihood that we would iegjuired to sell the investment before its
anticipated recovery in market value and the priditgkhat the scheduled cash payments will contino be made. When we conclude that an
other-than-temporary impairment has resulted, tfierdnce between the fair value and the carryialgi@ is recorded as an impairment charge
in the Consolidated Statement of Income. Impaitsiémt we conclude are temporary are recordeddaraulated other comprehensive loss.

Impairment of goodwill and other lo-lived assets- We review long-lived assets which are held aratiysicluding fixed assets and purchased
intangible assets, for impairment whenever changescumstances indicate that the carrying amafithe assets may not be recoverable.
Such evaluations compare the carrying amount @fsaet to future undiscounted net cash flows exgdotbe generated by the asset over its
expected useful life and are significantly impadbgdestimates of future prices and volumes forgroducts, capital needs, economic trends
and other factors which are inherently difficultftmecast. If the asset is considered to be inepaive record an impairment charge equal t
amount by which the carrying value of the asseeeds its fair value determined by either a quotadket price, if any, or a value determined
by utilizing a discounted cash flow technique.
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We test our goodwill for impairment annually agtod first day of our fourth fiscal quarter and mberim 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 of&dire. If the fair value is less than the net
book value, the second step of the analysis corapihesimplied fair value of our goodwill to its eging amount. If the carrying amount of
goodwill exceeds its implied fair value, we recagnan impairment loss equal to that excess amount.

Income taxe— We are required to estimate income taxes in ette jurisdictions in which we operate. This gess involves estimating the
actual current tax liability together with assegdiemporary differences in recognition of inconwsg) for tax and accounting purposes. These
differences result in deferred tax assets andlili@si which are included in our Consolidated Beaa Sheet. We then assess the likelihood that
the deferred tax assets will be recovered fromréutaxable income and, to the extent we believerdwvery is not likely, we establish a
valuation allowance against the deferred tax asset.

We adopted FASB Financial Interpretation No. (F48) Accounting for Uncertainty in Income Taxest the beginning of fiscal 2007. As a
result of the adoption of FIN 48, we recognizeilitibs for uncertain tax positions based on the-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 whethisriitore likely than not that the position will bestained on audit, including resolution of
related appeals or litigation processes. The skstap requires us to measure the tax benefiteofath position taken, or expected to be taken,
in an income tax return as the largest amountishabre than 50% likely of being realized uponraolite settlement. This measurement step is
inherently complex and requires subjective estiomgtiof such amounts to determine the probabilityanfous possible outcomes. We re-
evaluate the uncertain tax positions each quaasedbon factors including, but not limited to, dpesin facts or circumstances, changes in tax
law, expirations of statutes of limitation, effeetly settled issues under audit, and new audivificti Such a change in recognition or
measurement would result in the recognition ofxabienefit or an additional charge to the tax priovisn the period.

Although we believe the measurement of our liabsifor 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 tax\ypstons and accruals. If additional taxes are
assessed as a result of an audit or litigatiozguld have a material effect on our income tax jsiown and net income in the period or periods
for which that determination is made. We operatiiwimultiple taxing jurisdictions and are subjeztwudit in these jurisdictions. These au
can involve complex issues which may require aeredeéd period of time to resolve and could resuftdditional assessments of income tax.
We believe adequate provisions for income taxeg leen made for all periods.

Recent Accounting Pronouncements
In April 2009, the Financial Accounting StandardsaBl (FASB) issued the following FASB Staff PosisqFSPs):

¢ FSP FAS No. 157-Determining Fair Value When the Volume and Levdaiivity for the Asset or Liability Have Signifitdy
Decreased and Identifying Transactions That Are Qiaterly, provides additional guidance for estimating faitue in accordance
with FASB Statement No. 15Fair Value Measurementswvhen the volume and level of activity for theetssr liability have
significantly decreased. This FSP also includeda@uie on identifying circumstances that indicateasaction is not orderly.

«  FSP No. FAS 115-2 and FAS 124Recognition and Presentation of Other-Than-Tempprarpairments amends the other-than-
temporary impairment guidance in U.S. GAAP for dedxturities to make the guidance more operatiamt@improve the
presentation and disclosure of other-than-tempdmapairments on debt and equity securities in tharfcial statements.
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«  FSP No. FAS 107-1 and APB 28ihterim Disclosures about Fair Value of Financiaktruments amends FASB Statement No. 1
Disclosures about Fair Value of Financial Instruntento require disclosures about fair value of finahmstruments for interim
reporting periods of publicly traded companies af as in annual financial statements. This FSB ateends APB Opinion No. 28,
Interim Financial Reporting to require those disclosures in summarized firsmeformation at interim reporting periods.

These FSPs are effective for reporting periodsrgndfter June 15, 2009 and were adopted by us oih3@2009. The adoption of the
FSPs did not have a material impact on our findrstédements.

In June 2008, the FASB issued FSP EITF 03-Betermining Whether Instruments Granted in ShareeBlaPayment Transactions Are
Participating Securities FSP EITF 03-6-1 provides that unvested shased payment awards that contain nonforfeitaghgsito dividends ¢
dividend equivalents (whether paid or unpaid) aeigipating securities and shall be included ia tomputation of earnings per share purs
to the two-class method described in FASB SFASIN8, Earnings per Share FSP EITF 03-6-1 is effective for financial staents issued
for fiscal years beginning after December 15, 2808 interim periods within those years on a retotipe basis. We adopted FSP EITF 03-6-
1 at the beginning of fiscal 2009. The adoptichmidt have a material impact on our financial stegets.

Qualitative and Quantitative Disclosures about Marlet Risk
Interest Income

Our investment portfolio includes cash, cash edaiva, short-term investments and Idegm investments. Our main investment objec
are the preservation of investment capital andrtgimization of after-tax returns on our investmgoittfolio. Our interest income is sensitive
to changes in the general level of U.S. intergsistaBased on our investment portfolio holdingsfatuly 4, 2009, an immediate 100 basis
point decline in the yield for such instruments Vebdecrease our annual interest income by apprdei;n&3.2 million. We believe that our
investment policy is conservative, both in the doraof our investments and the credit qualitytod thvestments we hold.

Headquarters Lease Re

We are exposed to interest rate fluctuations imtivenal course of our business, including throughamrporate headquarters leases. The
base rents for these leases are calculated usiagadle interest rate based on the three-montlfOIRB We have entered into interest rate swap
agreements with notional values of $44.3 milliod &50.1 million and, effectively, fixed the rentyp@aent amounts on these leases through
March 2011 and March 2013, respectively. Thevalue of the interest rate swap agreements at4Jl#909 was a $4.9 million obligation.

Investments in Aucti-rate Securities

Beginning in fiscal 2008, auctions for many of auiction-rate securities failed because sell ordeceeded buy orders. As of July 4, 2009,
we held $52.9 million par value auction-rate se@sj all of which experienced failed auctions.eincipal associated with failed auctions
are not expected to be accessible until a sucdemsftion occurs, the issuer redeems the secyrétibayer is found outside of the auction
process or the underlying securities mature. Weuaable to predict if these funds will become alald before their maturity dates.
Additionally, if we determine that an other-thamafgorary decline in the fair value of any of our iafsle-for-sale auction-rate securities has
occurred, we may be required to adjust the carryaige of the investments through an impairmentgdaln November 2008, we entered into
an agreement with UBS, which provides us certajhts to sell to UBS the auction-rate securitiesclwhivere purchased through them. As of
July 4, 2009, we held $25.4 million par value aneiate securities purchased from UBS. We havejtien to sell these securities to UBS at
par value from June 30, 2010 through July 2, 2082e Note 3Financial Instruments to the Condensed Consolidated Financial Statesrfer
additional information.
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Available Information

Our website address is www.silabs.com. Our anregrt on Form 10-K, quarterly reports on Form 10e@trent reports on Form 8-K and
amendments to those reports filed or furnishedyamnsto Section 13(a) or 15(d) of the Securitieslaxge Act of 1934 are available through
the investor relations page of our internet welfs@e of charge as soon as reasonably practicfblevee electronically file such material with,
or furnish it to, the Securities and Exchange Cossion (SEC). Our website and the information doetitherein or connected thereto are not
intended to be incorporated into this Quarterly &tepn Form 10-Q.

Iltem 3. Quantitative and Qualitative Disclosures Adout Market Risk

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

Item 4. Controls and Procedures

We have performed an evaluation under the supervend with the participation of our managemerdiuding our Chief Executive Offici
(CEO) and Chief Financial Officer (CFO), of theesffiveness of our disclosure controls and proced@®defined in Rule 13a-15(e) under the
Securities Exchange Act of 1934 (the Exchange ABgsed on that evaluation, our management, inogudur CEO and CFO, concluded that
our disclosure controls and procedures were effes of July 4, 2009 to provide reasonable assartrat information required to be
disclosed by us in the reports filed or submittgdib under the Exchange Act is recorded, processmamarized and reported within the time
periods specified in the SEC’s rules and formschSdisclosure controls and procedures include otsémd procedures designed to ensure that
information required to be disclosed is accumulated communicated to our management, includingo&® and CFO, to allow timely
decisions regarding required disclosures. Theremwachange in our internal controls during thedigjuarter ended July 4, 2009 that
materially affected, or is reasonably likely to erélly affect, our internal controls over finarlaieporting.

Part Il. Other Information
Iltem 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 connectidh 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 dseioms from certain investors, and (2) the unditeng had agreed to allocate shares of the
offering in exchange for a commitment from the oustrs to purchase additional shares in the aft&ehat 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 approximaB8®§ other nearly identical actions filed againsteotcompanies. A court order dated
October 9, 2002 dismissed without prejudice our fafficers who had been named individually. Pléfistselected six “focus” cases, which do
not include us, which are intended to serve ascegests. The Court indicated that its decisioriBersix focus cases are intended to provide
strong guidance for the parties in the remainirgesa
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On August 14, 2007, the plaintiffs filed amendechptaints in the six focus cases. On Septembe2@77, the plaintiffs moved to certify a
class in these six cases. On November 14, 208 @dfendants in the six focus cases filed motiortdigmiss the amended complaints. On
March 26, 2008, the District Court dismissed theusigies Act claims of those members of the putatilasses in the focus cases who sold their
securities for a price in excess of the initiakoiifig price and those who purchased outside thequsly certified class period. With respect to
all other claims, the motions to dismiss were déni®n October 10, 2008, at the request of pldmtiflaintiffs’ motion for class certification
was withdrawn, without prejudice . On April 3, Z)@he plaintiffs submitted to the Court a motion jpreliminary approval of a settlement of
the approximately 300 coordinated cases, whichudes us, the underwriter defendants in its clasratawsuit, and the plaintiff class in its
class action lawsuit. The insurers for the isslefendants in the coordinated cases will make étttement payment on behalf of the issuers,
including us. On June 11, 2009, the Court issuredréder preliminarily approving the proposed stitign and agreement of settlement among
the parties and certifying settlement classes. sBtdement is subject to termination by the partieder certain circumstances and final
approval by the Court. The hearing on final apptdés currently scheduled for September 10, 20D®ere is no assurance that the Court will
grant final approval.

As the litigation process is inherently uncertaie, are unable to predict the outcome of the abegertbed matter. While we do maintain
liability insurance, we could incur losses that mo¢ covered by our liability insurance or that egd the limits of our liability insurance. Such
losses could have a material impact on our busiaegour results of operations or financial positio
Other

We are involved in various other legal proceeditingd 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 effeth@iconsolidated financial position or
results of operations.

Item 1A. Risk Factors

Risks Related to our Business

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

Although we have generally experienced revenue tiramvour history, we may not be able to sustais ¢gliowth. We may also experience
significant period-to-period fluctuations in ouvemues and operating results in the future duentanaber of factors, and any such variations
may cause our stock price to fluctuate. In sonteréuperiod our revenues or operating results neaydiow 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, o@yribute 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 #rerate at which our new products may cannibalireolder products;

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

e Thetime lag and realization rate between “desigrsivand production orders;

«  The demand for, and life cycles of, the product®iporating our ICs;
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e The rate of adoption of mixed-signal ICs in the ke#s we target;

»  Deferrals or reductions of customer orders in gvdittion of new products or product enhancements fus or our competitors or otl
providers of ICs;

e Changes in product mix;

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

e The average selling prices for our products gehedaicline over time;

¢ Changes in market standards;

« Impairment charges related to inventory, equipneerther long-lived assets;

¢ The software used in our products, including sofenaovided by third-parties, may not meet the se#dur customers;
*  Significant legal costs to defend our intellectpdperty rights or respond to claims against ud; an

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

The markets for mobile handsets, consumer elecspratellite set-top boxes and VolP applicatioescharacterized by rapid fluctuations
in demand and seasonality that result in corresipgrftlictuations in the demand for our productg #ire incorporated in such devices.
Additionally, the rate of technology acceptanceoly customers results in fluctuating demand formroducts as customers are reluctant to
incorporate a new IC into their products until treav 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 @arnely 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 acceptancerreyytand cost-effective manner. The developmemiged-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,;
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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;
«  Changes in technology, industry standards or eedueferences; and

¢ Cooperation of third-party software providers amd semiconductor vendors to support our chips withsystem.

We cannot provide any assurance that products wircrecently 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 aclienarket acceptance, or if we fail to
develop new products on a timely basis that achieaeket acceptance, our growth prospects, operegsigts and competitive position could
be adversely affected.

We are subject to credit risks related to our acconts receivable

We do not generally obtain letters of credit oresthecurity for payment from customers, distribsitor contract manufacturers.
Accordingly, we are not protected against accotetteivable default or bankruptcy by these entitiEse current economic situation could
increase the likelihood of such defaults and bapiicies. Our ten largest customers or distributepsesent a substantial majority of our
accounts receivable. If any such customer oridigior, or a material portion of our smaller custsor distributors, were to become insol\
or otherwise not satisfy their obligations to ug, @ould be materially harmed.

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 dewicearious markets. As a result, we have devatetlexpect to continue to devote a
large amount of resources to develop products basew and emerging technologies and standartsvtthéwe commercially introduced in
the future. Research and development expensegdilminsix months ended July 4, 2009 was $51.9anillor 27.6% of revenues. A numbel
large companies are actively involved in the depelent of these new technologies and standardsul&hay of these companies delay or
abandon their efforts to develop commercially ata# products based on new technologies and st@sdaur research and development ef
with respect to these technologies and standaelly would 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 develogll, demand for our products that are curreintigevelopment would suffer, resulting in
lower sales of these products than we currentlicipate.
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We depend on a limited number of customers for a &istantial 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 sigaiftaceduction in sales to any one of them, wouddificantly reduce our revenues and
adversely affect our business. During the six merinded July 4, 2009, our ten largest customeuated for 45% of our revenues. Som
the markets for our products are dominated by dlsmeber of potential customers. Therefore, guerating 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,giwathase 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;

e Substantially all of our sales to date have beedenmm a purchase order basis, which permits otowess to cancel, change or delay
product purchase commitments with little or no cetio us and without penalty;

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

«  Some of our customers have developed or acquirtlipts that compete directly with products thesgamers purchase from us,
which could affect our customers’ purchasing decisiin the future.

While we have been a significant supplier of ICedug many of our customers’ products, our custemegularly evaluate alternative
sources of supply in order to diversify their sig@pbase, 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 ableltaseur customers, which would negatively affeat revenues and operating results.

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 suas&s and have opened additional offices in irdéamal markets to expand our
international activities in Europe and Asia. Thas included the establishment of a headquarte3sgmpore for non-U.S. operations. The
percentage of our revenues derived from custoroeeged outside of the United States was 88% duhiegix months ended July 4, 2009. We
may not be able to maintain or increase internatiamarket demand for our products. Our internai@perations are subject to a number of
risks, including:

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

*  Protectionist laws and business practices thatrfloaal 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 intéonal and domestic tax and
other liabilities and result in increased complg®ihd costs;

« Longer sales cycles;

«  Greater difficulty in accounts receivable colleatiand longer collection periods;
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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 systatnsaitn meet the needs of our international busiaed®perating structure.

To date, all of our sales to international custaveard purchases of components from internatiorggll®rs have been denominated in
U.S. dollars. As aresult, an increase in theevalithe U.S. dollar relative to foreign currenaiesild 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 igépart on our ability to manage our relationshijth current and future distributors and
sales representatives, develop additional charfioetse distribution and sale of our products arahage these relationships. As we execute
our indirect sales strategy, we must manage thentiat conflicts that may arise with our directesaéfforts. For example, conflicts with a
distributor may arise when a customer begins pwiogadirectly from us rather than through the distior. The inability to successfully
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.

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 g 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 inventoryy@ag costs, increased obsolescence and incregsdting costs. These inventory risks are
exacerbated when our customers purchase indirdctiygh 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 wouldexsely affect our operating results.

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

Our products are complex and may contain errorsicpgarly when first introduced or as new versi@ms released. Our new products are
increasingly being designed in more complex praeesghich further increases the risk of errors. fédlg primarily on our in-house testing
personnel to design test operations and procedoigstect 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 datesutocostomers. 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 regaent or recall or we could be obligated to acpeptiuct returns. Any of the foregoing
could impose substantial costs and harm our busines
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Product liability claims may be asserted with respe our products. Our products are typicallydsatl prices that are significantly lower
than the cost of the end-products into which threyiacorporated. A defect or failure in our protoeuld cause failure in our customer’s end-
product, so we could face claims for damages tleatlisproportionately higher than the revenuespnéits we receive from the products
involved. Furthermore, product liability risks grarticularly significant with respect to medicaldsautomotive applications because of the risk
of serious harm to users of these products. Ttemebe no assurance that any insurance we maini@sufficiently protect us from any such
claims.

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 litigein the United States involving patents and otheellectual property rights. From time
time, we receive letters from various industry jgggaints alleging infringement of patents, tradeksar misappropriation of trade secrets or
from customers requesting indemnification for claibmought against them by third parties. The gty nature of these inquiries has
become relatively common in the semiconductor itrgusWe respond when we deem appropriate anddsaatby 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.
In the future, we may become involved in additiditggation to defend allegations of infringemessarted by others, both directly and
indirectly as a result of certain industry-standiadbemnities we may offer to our customers. Lggateedings could subject us to significant
liability for damages or invalidate our proprietaights. Legal proceedings initiated by us to pebour intellectual property rights could also
result in counterclaims or countersuits againstAsy litigation, regardless of its outcome, wolileely be time-consuming and expensive to
resolve and would divert our management’s timeattehtion. Most intellectual property litigatiofsa could force us to take specific actions,
including:

e Cease selling products that use the challengelieictigal 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 qealifbn process, which involves testing
of the products in the customesystem as well as rigorous reliability testifdis qualification process may continue for six ti@nor longer
However, qualification of a product by a customeesinot ensure any sales of the product to th&bmes. 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
products are qualified, it can take an additiomahsonths or more before the customer commencaswelproduction of components or
devices that incorporate our products. Despiteahmcertainties, we devote substantial resouiresding design, engineering, sales,
marketing and management efforts, toward qualifgingproducts with customers in anticipation oesallf 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.
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We rely on third parties to manufacture, assemble iad test our products and the failure to successfulimanage our relationships with
our manufacturers and subcontractors would negativly impact our ability to sell our products

We do not have our own wafer fab manufacturinglitees. Therefore, we rely on third-party vendavsnmanufacture the ICs we design.
We also currently rely on Asian third-party assgnmlbcontractors to assemble and package thersiticips provided by the wafers for use in
final products. Additionally, we rely on thesesfbre subcontractors for a substantial portiomeftesting requirements of our products prior
to shipping. We expect utilization of third-pagybcontractors to continue in the future.

The cyclical nature of the semiconductor industiyes wide fluctuations in available capacity atdkparty vendors. On occasion, we h
been unable to adequately respond to unexpectesbises in customer demand due to capacity cortsteid, therefore, were unable to ber
from this incremental demand. We may be unabtibtain adequate foundry, assembly or test cap#oity our third-party subcontractors to
meet our customers’ delivery requirements evereifagdequately forecast customer demand.

There are significant risks associated with relyomghese third-party foundries and subcontractoct,ding:

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

«  Potential insolvency of the third-party subcontoast

* Reduced control over delivery schedules and quality

«  Limited warranties on wafers or products suppliedg;

» Potential increases in prices or payments in advéorccapacity;

* Increased need for international-based supplystimgi and financial management;
e Their inability to supply or support new or chargimackaging 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 specifi@ntities, and at specific prices. Our third-pdotyndry, assembly and test subcontractors
typically do not guarantee that adequate capaditype 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 tmmdRths to transition performance of these
services to new providers. Such a transition nisy equire qualification of the new providers hy customers or their end customers.

Since our inception, most of the silicon waferstfer products that we have shipped were manufatgitker by Taiwan Semiconductor
Manufacturing Co. (TSMC) or its affiliates. Ourstamers typically complete their own qualificatiprocess. If we fail to properly balance
customer demand across the existing semiconduwboication facilities that we utilize or are regadrby our foundry partners to increase, or
otherwise change the number of fab lines that wWieeifor our production, we might not be able tdififl demand for our products and may
need to divert our engineering resources away fiem product development initiatives to supportfdieline transition, which would

adversely affect our operating results.
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Our products incorporate technology licensed fromhird parties

We incorporate technology (including software) fised from third parties in our products. We cduddsubjected to claims of infringem:
regardless of our lack of involvement in the depetent of the licensed technology. Although a tipiadty 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. Se&ignificant litigation over intellectual property our industry may cause
to become involved in costly and lengthy litigatwdmich could seriously harm our businesurthermore, any failure of third party technglog
to perform properly would adversely affect saleswf products incorporating such technology.

Our inability to manage growth could materially and adversely affect our business

Our past growth has placed, and any future grodthupoperations will continue to place, a sigrafit strain on our management persot
systems and resources. We anticipate that wenedt to implement a variety of new and upgradegssalperational and financial enterprise-
wide systems, information technology infrastructym®cedures and controls, including the improvetnoéiour accounting and other internal
management systems to manage this growth and rmegaapliance with regulatory guidelines, includiBgrbanes-Oxley Act requirements.
To the extent our business grows, our internal mament systems and processes will need to impoogadure that we remain in compliance.
We also expect that we will need to continue toaex} train, manage and motivate our workforce. athese endeavors will require
substantial management effort, and we anticipatewe will require additional management persomamel internal processes to manage these
efforts and to plan for the succession from timértee of certain persons who have been key manageanel technical personnel. If we are
unable to effectively manage our expanding glolparations, including our international headquarieiSingapore, our business could be
materially and adversely affected.

We are subject to risks relating to product concerrrgation
We derive a substantial portion of our revenuesmfeolimited number of products, and we expect tipesducts to continue to account for a

large percentage of our revenues in the near t&€amtinued market acceptance of these produdiseisfore, critical to our future success. In
addition, substantially all of our products that gve sold include technology related to one orenudrour issued U.S. patents. If these pal
are found to be invalid or unenforceable, our caiitgrs could introduce competitive products thatldareduce both the volume and price per
unit of our products. Our business, operatingltgsfinancial condition and cash flows could tiere be adversely affected by:

¢ Adecline in demand for any of our more significandducts, including our modem products, FM turegrBroSLIC;

«  Failure of our products to achieve continued magkeeptance;

« Animproved version of our products being offergdalocompetitor;

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

e Afailure to release new products or enhanced @essdf our existing products on a timely basis; and

«  The failure of our new products to achieve markeeatance.
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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 Igrge upon our ability to attract and retain higbkilled managerial, engineering, sales and
marketing personnel. We believe that our futuiezsas will be dependent on retaining the servi€esiokey personnel, developing their
successors and certain internal processes to re@dmaeliance on specific individuals, and on prbpenanaging the transition of key roles
when they occur. There is currently a shortaggualfified personnel with significant experiencehie design, development, manufacturing,
marketing and sales of analog and mixed-signal I@garticular, there is a shortage of enginedrs @are familiar with the intricacies of the
design and manufacturability of analog elementd,@mpetition for such personnel is intense. Qayrtechnical personnel represent a
significant asset and serve as the primary sowarceur technological and product innovations. Waymot be successful in attracting and
retaining sufficient numbers of technical persortoedupport our anticipated growth. The loss of ahour key employees or the inability to
attract or retain qualified personnel both in thated States and internationally, including engisgsales, applications and marketing
personnel, could delay the development and intrboinof, 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 opportunitiesciguére other businesses, intellectual
property or technologies that would complementaurent offerings, expand the breadth of our marketenhance our technical capabilities.
The acquisitions that we have made and may matteeifuture, 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 operatitethnologies or products with our existing businasd products;
. Diversion of management’s time and attenfiom our core business;

. Need for financial resources above our pldrineestment levels;

. Difficulties in retaining business relatioishwith suppliers and customers of the acquiredpgamy;

. Risks associated with entering markets inclvlwve lack prior experience;

. Risks associated with the transfer of licensfeintellectual property;

. Increased operating costs due to acquiretheee;

. Tax issues associated with acquisitions;

. Acquisition-related disputes, including ditggiover earn-outs and escrows;

. Potential loss of key employees of the aeguzompany; and

. Potential impairment of related goodwill anthngible assets.

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

In connection with our sale of the Aero producenwe incurred various risks. This dispositiod any disposition that we may make in
future entail a number of risks that could matériahd adversely affect our business and operaéiaglts, 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 reducedeggtg volume;

Risks related to employee relations;

Risks associated with the transfer and licensinigteflectual property;

Security risks and other liabilities related to thensition services provided in connection with thisposition;
Tax issues associated with dispositions; and

Disposition-related disputes, including disputesrozarn-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 futuidne market price of our common stock
may be significantly affected by the following farg:

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 technologganies, 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;

A large sale of stock by a significant shareholder;

Dilution from the issuance of our stock in conneetiwith acquisitions;

The addition or removal of our stock to or fromtack index fund;

Departures of key personnel; and

The required expensing of stock options.
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The stock market has experienced extreme volatily 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 iwd@aiand our other assembly and test
subcontractors are located in the Pacific Rim negilm addition, many of our customers are locatetthe 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 businesamtion caused by earthquakes as such insuramag @irrently available on terms that we
believe are commercially reasonable. Earthqudkesflooding, lack of water or other natural dgers, an epidemic, political unrest, war,
labor strikes or work stoppages in countries whoenesemiconductor manufacturers, assemblers ahdubesontractors are located, likely
would result in the disruption of our foundry, asdsy or test capacity. There can be no assurdrateatternate capacity could be obtained on
favorable terms, if at all.

A natural disaster, epidemic, labor strike, wapolitical unrest where our customers’ facilitieg éscated would likely reduce our sales to
such customers. North Korea’s geopolitical manengs have created unrest. Such unrest couldesEmnomic 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 oétassembly and testing of our products occurs
in South Korea. Any disruption resulting from thessents could also cause significant delays ipnsénts of our products until we are able to
shift our manufacturing, assembling or testing frithve 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,elie\e that the protection of our intellectual pedy rights is and will continue to be
important to the success of our business. Wearlst combination of patent, copyright, trademartt tade 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, unauthorizadips may attempt to copy or otherwise obtainas&our proprietary technology.
Monitoring unauthorized use of our technology iclilt, and we cannot be certain that the stepane taken will prevent unauthorized use
of our technology, particularly in foreign counihere the laws may not protect our proprietaglits as fully as in the United States. We
cannot be certain that patents will be issuedrasat of our pending applications nor can we béagethat any issued patents would protect or
benefit us or give us adequate protection from aing products. For example, issued patents mayrbemvented or challenged and
declared invalid or unenforceable. We also cabeatertain that others will not develop effectieenpeting technologies on their own.

40




Table of Contents

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. Althonghwork closely with our
foundries and assemblers to minimize the likelihobdeduced manufacturing yields, we have from ttméme experienced lower than
anticipated manufacturing yields. Changes in mactufing processes or the inadvertent use of deéeot contaminated materials could re:
in lower than anticipated manufacturing yields nacceptable performance deficiencies, which camlet our gross margins. If our foundries
fail to deliver fabricated silicon wafers of satisfory quality in a timely manner, we will be uralbd meet our customers’ demand for our
products in a timely manner, which would adversdfgct our operating results and damage our custoaheionships.

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

Our products are currently used by our customepsdduce modems, telephony equipment, mobile hasdsetworking equipment and a
broad range of other devices. We rely on our custs to provide hardware, software, intellectualpgirty indemnification and other technical
support for the products supplied by our customérsur customers do not provide the required fiomality or if our customers do not provi
satisfactory support for their products, the dem@andhese devices that incorporate our productg diminish or we may otherwise be
materially adversely affected. Any reduction ie titemand for these devices would significantly cedour revenues.

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

We could seek to raise additional capital in the fiure through the issuance of equity or debt securigés, but additional capital may not b¢
available on terms acceptable to us, or at all

We believe that our existing cash, cash equivalemdsinvestments will be sufficient to meet our kg capital needs, capital expenditures,
investment requirements and commitments for at kaasnext 12 months. However, it is possible thatmay need to raise additional funds to
finance our activities or to facilitate acquisittoof other businesses, products, intellectual ptgpe technologies. We believe we could raise
these funds, if needed, by selling equity or debusties to the public or to selected investdrsaddition, even though we may not need
additional funds, we may still elect to sell adaiil equity or debt securities or obtain creditlfies for other reasons. However, we may not
be able to obtain additional funds on favorablentgror at all. If we decide to raise additionailda by issuing equity or convertible debt
securities, the ownership percentages of existiageholders would be reduced.

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

Some of our current and potential competitors Hamger operating histories, significantly greaesources and name recognition and a
larger base of customers than we have. As a rékaie competitors may have greater credibility\wur existing and potential customers.
They also may be able to adopt more aggressivangrpolicies and devote greater resources to thieldpment, promotion and sale of their
products than we can to ours. In addition, someuofcurrent and potential competitors have alressdgiblished supplier or joint development
relationships with the decision makers at our guroe potential customers. These competitors neagtide to leverage their existing
relationships to discourage their customers fromehpasing products from us or persuade them to cear products with their products. Our
competitors may also offer bundled chipset kit mgements offering a more complete product desbéedechnical merits or advantages of our
products. These competitors may elect not to sumuo products which could complicate our saldsref. These and other competitive
pressures may prevent us from competing succegsigdinst current or future competitors, and matenly harm our business.
Competition could decrease our prices, reduce @esslower our gross margins and/or decrease adkahshare.
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Provisions in our charter documents and Delaware la could prevent, delay or impede a change in contt@f us and may reduce the
market price of our common stock

Provisions of our certificate of incorporation amgdaws could have the effect of discouraging, delgyr preventing a merger or acquisit
that a stockholder may consider favorable. Fon®te, our certificate of incorporation and bylawsyide 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 sksof our preferred stock in one or more seriebawit further authorization of our
stockholders;

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

« Arequirement that stockholders provide advanceeadaf any stockholder nominations of directorany proposal of new busines:
be considered at any meeting of stockholders; and

« Arequirement that a supermajority vote be obtailoegimend or repeal certain provisions of our fiegtie of incorporation.

We also are subject to the anti-takeover laws dd®are which may discourage, delay or prevent seaémm acquiring or merging with
us, which may adversely affect the market pricewafcommon 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 asdtharacterized by constant and rapid technologlzahge, rapid product obsolescence
and price erosion, evolving standards, short prolifeccycles and wide fluctuations in product slypgnd demand. The industry has
experienced significant fluctuations, often conadatith, or in anticipation of, maturing productctss and new product introductions of both
semiconductor companies’ and their customers’ prtedand fluctuations in general economic conditioDgteriorating general worldwide
economic conditions, including reduced economiovéigt concerns about credit and inflation, incred€nergy costs, decreased consumer
confidence, reduced corporate profits, decreaseddipg and similar adverse business conditions)dvwmake it very difficult for our
customers, our vendors, and us to accurately fetecal plan future business activities and coulsed).S. and foreign businesses to slow
spending on our products. We cannot predict thentj, strength, or duration of any economic slowdax economic recovery. If the
economy or markets in which we operate deteriomatepusiness, financial condition, and resultegdrations would likely be materially and
adversely affected.

Downturns have been characterized by diminishedymmodemand, production overcapacity, high inventevels and accelerated erosior
average selling prices. We believe the semicomaductiustry is currently suffering a downturn dadarge part to adverse conditions in the
global credit and financial markets, including dashed liquidity and credit availability, declinesconsumer confidence, declines in econc
growth, increased unemployment rates and genecartainty regarding the economy. This downturntred, and may continue to have, a
material adverse effect on our business and operatisults.
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Upturns have been characterized by increased proéantand and production capacity constraints cudayencreased competition for
access to third-party foundry, assembly and tgsacity. We are dependent on the availability ahscapacity to manufacture, assemble and
test our ICs. None of our third-party foundry,emsbly or test subcontractors have provided assasatihat adequate capacity will be available
to us.

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

We may experience substantial period-to-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. Ifame unable to offset any such reductions in ourageeselling prices by increasing our sales
volumes, increasing our sales content per appbicaitr reducing production costs, our gross margintsrevenues will suffer. To maintain our
gross margin percentage, we will need to develapimtnoduce new products and product enhancemendstionely basis and continually
reduce our costs. Our failure to do so could causgevenues and gross margin percentage to declin

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 belgeact to rapid technological change. In additaswe target and supply products to
numerous markets and applications, we face congoefiom a relatively large number of competitol&e compete with Analog Devices,
Atmel, Broadcom, Conexant, Cypress, Epson, Freestdlneon Technologies, LS|, Maxim Integrateddrrats, Microchip, NXP
Semiconductors, Renesas, STMicroelectronics, Testgiments, Vectron International, Zarlink Semidoator and 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 prtsdgrow, we also may face competition from tradiéil communications device
companies. These companies may enter the mixeadlsgmiconductor market by introducing their o@s br by entering into strategic
relationships with or acquiring other existing pa®rs of semiconductor products. In addition, éacgmpanies may restructure their operat
to create separate companies or may acquire newdsses that are focused on providing the typgsarfucts 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 unifgraomply with industry standards in
order to operate efficiently together. We depend@mpanies that provide other components of thds to support prevailing industry
standards. Many of these companies are significiarger and more influential in affecting indusstandards than we are. Some industry
standards may not be widely adopted or implememtédrmly, and competing standards may emergerttegt be preferred by our customers
or end users. If larger companies do not suppersame industry standards that we do, or if coimpstandards emerge, market acceptan
our products could be adversely affected which @dwarm our business.

Products for certain applications are based onsimgistandards that are continually evolving. @hifity to compete in the future will
depend on our ability to identify and ensure coanudie with these evolving industry standards. Thergence of new industry standards could
render our products incompatible with products tlgwed by other suppliers. As a result, we coulddugiired to invest significant time and
effort and to incur significant expense to redesign products to ensure compliance with relevaamdards. 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.
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Our pursuit of necessary technological advancesnegyire substantial time and expense. We mapaasuccessful in developing or using
new technologies or in developing new productsrodpct enhancements that achieve market acceptdieer ICs fail to achieve market
acceptance, our growth prospects, operating reasnttscompetitive position could be adversely aéfdct

Item 2. Unregistered Sales of Equity Securities ahUse of Proceeds

Our registration statement (Registration No. 33888} under the Securities Act of 1933, as amena#aling to our initial public offering
of our common stock became effective on March 2802

The following table summarizes repurchases of oanraon stock during the three months ended Julp@92

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 Paid per Share or Programs Programs
April 5, 2009- -
May 2, 2008 63,70( $27.7° 63,70( $68,167,44
May 3, 200&-
May 30, 200¢ 143,40( $31.3¢ 143,40( $63,673,94
May 31, 2009 —
July 4. 200¢ 14,90( $34.8¢ 14,90( $63,154,70
Total 222,00( $30.5¢ 222,00(

In October 2008, we announced that our Board oéddars authorized a program to repurchase up t0 iillion of our common stock.
Such repurchases may occur over a 12-month pefiibd.program allows for repurchases to be madedrmpen market or in private
transactions, including structured or accelerataasactions, subject to applicable legal requiréamand market conditions.

Item 3. Defaults Upon Senior Securities

Not applicable

Iltem 4. Submission of Matters to a Vote of SecuytHolders

On April 23, 2009, we held our Annual Meeting ofas&holders. The matters voted upon at the meatidghe results of those votes were
as follows:

Election of Class Il Director

Total Votes Withheld

Total Votes

For Director From Director
Harvey B. Cash 40,209,517 3,061,23!
Necip Sayine 42,620,78¢ 649,96:
David R. Wellanc 42,611,66¢ 659,08¢

Ratification of the appointment of Ernst & YoundPLas independent auditors for the fiscal year egdianuary 2, 201

Votes Votes Votes Broker
For Against Abstaining Non-Votes
43,163,75: 93,877 13,122 --
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Approval of the 2009 Stock Incentive P

Votes Votes Votes Broker
For Against Abstaining Non-Votes
28,450,67¢ 10,678,631 14,579 4,126,867

Approval of the 2009 Employee Stock Purchase

Votes Votes Votes Broker
For Against Abstaining Non-Votes
32,641,97: 6,488,63< 13,280 4,126,86¢€

The following individuals, who were not up for diien at this Annual Meeting of Shareholders, camtiio serve as directors: Navdeep S.
Sooch, Nelson C. Chan, Robert Ted Enloe, I, ¥nsil. Onken, Laurence G. Walker and William P. Wood

Item 5. Other Information
Not applicable
Item 6. Exhibits
The following exhibits are filed as part of thipoet:

Exhibit
Number
2.1*  Agreement and Plan of Reorganization, dated Jun2a8B, by and among Silicon Laboratories Incinglerger Sub, Inc.,
Integration Associates Incorporated and Sharehdtépresentative Services, LLC (filed as Exhibitt.the Form 8-K filed
June 25, 2008).
3.1*  Form of Fourth Amended and Restated Certificat@modrporation of Silicon Laboratories Inc. (filed Exhibit 3.1 to the
Registrant’s Registration Statement on Form S-t8&es and Exchange Commission File No. 333-938%& “IPO
Registration Statement”)).

3.2* Second Amended and Restated Bylaws of Silicon Latbdes Inc (filed as Exhibit 3.2 to the Registiaitnnual Report on
Form 10-K for the fiscal year ended January 3, 2004

4.1*  Specimen certificate for shares of common stod&dfas Exhibit 4.1 to the IPO Registration Statethen

10.1*+ Silicon Laboratories Inc. 2009 Stock Incentive Rifiled as Exhibit 10.1 to the Registrant’s Curr@®aport on Form 8-K filed on
April 27, 2009).

10.2*+ Silicon Laboratories Inc. 2009 Employee Stock PasehPlan (filed as Exhibit 10.2 to the Registra@tsrent Report on Form 8-
K filed on April 27, 2009).

10.3*+ Form of Restricted Stock Units Grant Notice andtReted Stock Units Award Agreement under Regidtsa009 Stock
Incentive Plan (filed as Exhibit 10.3 to the Regist’'s Current Report on Form 8-K filed on April,2009).

10.4*+ Form of Stock Option Grant Notice and Stock Opt#amard Agreement under Registrant’'s 2009 Stock ItigerPlan (filed as
Exhibit 10.4 to the Registrant’s Current Reportramm 8-K filed on April 27, 2009).

31.1 Certification of the Principal Executive Officels eequired by Section 302 of the Sarbanes-OxleyoA2002.
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31.2 Certification of the Principal Financial Officers aequired by Section 302 of the Sarbanes-OxleyoA2002.
321 Certification as required by Section 906 of theb@aes-Oxley Act of 2002.
* Incorporated herein by reference to the indiddténg.
+ Management contract or compensatory plan ongement
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SIGNATURES

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

SILICON LABORATORIES INC.

July 29, 200¢ /s/ Necip Sayine
Date Necip Sayine
President and
Chief Executive Officer
(Principal Executive Officer

July 29, 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 COMMIS SION
BY REGISTRANT’'S CHIEF EXECUTIVE OFFICER, AS REQUIRE D BY 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 proceduresiused such disclosure controls and procedures tlesigned 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 réipgr, or caused such internal control over finah@aorting 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 presentedsimetport our conclusions
about the effectiveness of the disclosure conantsprocedures as of the end of the period cougredis report based on
such evaluation; and

d) Disclosed in this report any change in the regittsainternal 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 fina¢eporting; and

5. The registrant’s other certifying officers and Mpealisclosed, based on our most recent evaluafioriernal 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 29, 200

/s/ Necip Sayine

Necip Sayine

President anc

Chief Executive Office
(Principal Executive Officer




EXHIBIT 31.2

CERTIFICATION TO THE SECURITIES AND EXCHANGE COMMIS SION
BY REGISTRANT’'S CHIEF FINANCIAL OFFICER, AS REQUIRE D BY 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 proceduresiused such disclosure controls and procedures tlesigned 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 réipgr, or caused such internal control over finah@aorting 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 presentedsimetport our conclusions
about the effectiveness of the disclosure conantsprocedures as of the end of the period cougredis report based on
such evaluation; and

d) Disclosed in this report any change in the regittsainternal 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 fina¢eporting; and

5. The registrant’s other certifying officers and Mpealisclosed, based on our most recent evaluafioriernal 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 weaknesiethe design or operation of internal contralsrdinancial 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 involveammagement or other employees who have a significémin the
registrant’s internal controls over financial refiay.

Date: July 29, 200

/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 CHIEF  FINANCIAL OFFICER

Pursuant to 18 U.S.C. § 1350, as created by Seefi6rof the Sarbanes-Oxley Act of 2002, each oltidersigned officers of Silicon
Laboratories Inc. (the “Company”) hereby certifatth

(i) the accompanying Quarterly Report on Form 10-hef@ompany for the fiscal quarter ended July 49289filed 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 fairly prets, in all material respects, the financial cbadiand 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 29, 200

/s/ Necip Sayine

Necip Sayine
President anc
Chief Executive Office

/s/ William G. Bock

William G. Bock
Senior Vice President ar
Chief Financial Officel




