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Cautionary Statement

Except for the historical financial information damed herein, the matters discussed in this reparForm 10-Q (as well as documents
incorporated herein by reference) may be considéf@uvard-looking” statements within the meaning®éction 27A of the Securities Act of
1933, as amended, and Section 21E of the Secufiielsange Act of 1934, as amended. Such forwarkidgastatements include declarations
regarding the intent, belief or current expectasasf Silicon Laboratories Inc. and its managemeanrt may be signified by the words
“believe,” “estimate,” “expect,” “intend,” “anticip ate,” “plan,” “project,” “will” or similar language . You are cautioned that any such
forward-looking statements are not guarantees of futurégperance and involve a number of risks and uncetigs. Actual results could diff
materially from those indicated by such forwardiom statements. Factors that could cause or cbatd to such differences include those
discussed under “Risk Factors” and elsewhere iis tigiport. Silicon Laboratories disclaims any infentor obligation to update or revise any
forward-looking statements, whether as a result of nearinétion, future events or otherwise.
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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 asset:
Cash and cash equivalel
Shor-term investment
Accounts receivable, net of allowances for doukdftdounts of $669 at June 30, 2012 and $725
December 31, 201
Inventories
Deferred income taxe
Prepaid expenses and other current a:
Total current asse
Long-term investment
Property and equipment, r
Goodwill
Other intangible assets, r
Other assets, n
Total asset

Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payabl
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 authorized; neshssued and outstandi
Common stoc—$0.0001 par value; 250,000 shares authorized; 415884142,068 shares issued i
outstanding at June 30, 2012 and December 31, 284fectively
Additional paic-in capital
Retained earning
Accumulated other comprehensive I
Total stockholder equity

Total liabilities and stockholde’ equity

June 30, December 31
2012 2011
$ 173,75 $ 94,96¢
138,14 212,52¢
72,66¢ 55,351
35,971 34,77¢
6,17( 11,56:
48,15: 43,86
474,86 453,04¢
11,02¢ 17,47
23,46¢ 25,141
115,48¢ 115,48¢
55,44 60,00¢
40,97 34,83(
$ 721,27: $ 705,99
$ 36,38: $ 26,35¢
30,95¢ 30,851
26,33¢ 24,96:
707 665
94,37¢ 82,83¢
9,70( 24,21¢
104,07¢ 107,05:
4 4
— 14,74¢
618,83¢ 586,65
(1,64¢€) (2,467)
617,19! 598,93¢
$ 721,27:  $ 705,99

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

Condensed Consolidated Statements of Income
(In thousands, except per share data)

(Unaudited)
Three Months Ended Six Months Ended
June 30, July 2, June 30, July 2,
2012 2011 2012 2011

Revenue: $ 135,67( $ 126,19 261,37 $ 245,83:
Cost of revenue 52,86¢ 49,98¢ 103,47- 97,46:
Gross margit 82,80: 76,21: 157,89¢ 148,37(
Operating expense

Research and developme 34,24* 34,17: 67,17" 69,53

Selling, general and administrati 32,17¢ 26,05¢ 57,58( 57,91«
Operating expenst 66,42: 60,22¢ 124,75} 127,44
Operating incom 16,37¢ 15,98« 33,14 20,92¢
Other income (expense

Interest incom 363 472 86( 1,044

Interest expens (32 5) (65) (10

Other income (expense), r 1,07¢ 164 96€ 373
Income before income tax 17,78¢ 16,61¢ 34,90¢ 22,33(
Provision (benefit) for income tax (2,720 3,24¢ 77 10,91¢
Net income $ 20,50¢ $ 13,37: 34,82¢ $ 11,41;
Earnings per shar

Basic $ 04t $ 0.3C 08z $ 0.2¢

Diluted $ 0471 $ 0.2¢ 08C $ 0.2t
Weighte-average common shares outstand

Basic 42,65¢ 44,60z 42 55¢ 44,43t

Diluted 43,42 45,95! 43,63] 45,99¢

The accompanying notes are an integral part ofen@sndensed Consolidated Financial Statements.
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Silicon Laboratories Inc.
Condensed Consolidated Statements of Comprehensiveome
(In thousands)

(Unaudited)
Three Months Ended Six Months Ended
June 30, July 2, June 30, July 2,
2012 2011 2012 2011
Net income $ 20,50¢ $ 13,37: $ 34,82¢ $ 11,41
Other comprehensive income, before
Net changes to availal-for-sale securitie
Unrealized gains (losses) arising during the pe (182 58€ 517 14C
Net changes to cash flow hed
Unrealized losses arising during the pel (6) (405) (13€) (427)
Reclassification for losses included in net incc 447 475 88C 1,297
Other comprehensive income, before 25¢ 654 1,25¢ 1,01C
Provision for income taxe 91 22€ 44C 354
Other comprehensive incor 16€ 42t 81¢ 65€
Comprehensive incornr $ 20,670 $ 13,79° $ 35,64¢ $ 12,06¢

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

Operating Activities
Net income

Adjustments to reconcile net income to cash praVviole operating activities

Depreciation of property and equipmi
Amortization of other intangible assets and ottsset
Stock-based compensation expel
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 of availat-for-sale investment
Proceeds from sales and maturities of marketaloiergies
Purchases of property and equipm
Purchases of other ass
Acquisition of businesses, net of cash acqu
Net cash provided by (used in) investing activi
Financing Activities
Proceeds from issuance of common stock, net oeshaithheld for taxe
Excess income tax benefit from employee s-based award
Repurchases of common stc
Payments on debt
Net cash used in financing activiti

Increase (decrease) in cash and cash equivs
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of pe

Six Months Ended

June 30, July 2,

2012 2011
$ 34,82¢ % 11,41:
6,74¢ 6,68(
4,55¢ 6,077
15,86¢ 18,07«
2,62 2,08:
(2,450) (1,967)
1,62¢ 181
(17,315 (23,567)
(1,299 2,02z
4,80¢ (1,027)
8,76¢ 256
(5,209) (2,847
1,37z 5,157
(13,679 3,672
41,25¢ 26,23(
(105,16 (75,856
186,51 104,83:
(5,095 (5,05¢)
(7,919 (66E)
— (27,267)
68,33: (4,010
2,92% 2,48¢
2,45( 1,96:
(36,179 (23,247
— (7,179
(30,807) (25,967)
78,78¢ (3,749
94,96¢ 138,56°
$ 173,75. $ 134,82

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

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

The Condensed Consolidated Financial Statementgdied herein are unaudited; however, they contdimoamal recurring accruals and
adjustments which, in the opinion of managemeimtnacessary to present fairly the condensed calaset] financial position of Silicon
Laboratories Inc. and its subsidiaries (colleciyéhe “Company”at June 30, 2012 and December 31, 2011, the coadeossolidated resul
of its operations for the three and six months dnlige 30, 2012 and July 2, 2011, the Condenseddidated Statements of Comprehensive
Income for the three and six months ended Jun2CI® and July 2, 2011, and the Condensed Consadid&tatements of Cash Flows for the
six months ended June 30, 2012 and July 2, 201llint&rcompany balances and transactions have elmmated in consolidation. The
condensed consolidated results of operations #othtee and six months ended June 30, 2012 areenessarily indicative of the results to be
expected for the full year.

The accompanying unaudited Condensed Consolidateai¢ial Statements do not include certain foothaied financial presentations
normally required under U.S. generally acceptedasting principles (GAAP). Therefore, these Cona@ehSonsolidated Financial Statements
should be read in conjunction with the audited @tidated Financial Statements and notes theretth®oyear ended December 31, 2011,
included in the Company’s Form 10-K filed with tBecurities and Exchange Commission (SEC) on Fepd&r2012.

The Company prepares financial statements on 8852e®k year that ends on the Saturday closest¢ereer 31. Fiscal 2012 will have
52 weeks and fiscal 2011 had 52 weeks. In a 52wear, each fiscal quarter consists of 13 weeks.

Revenue Recognitic

Revenues are generated almost exclusively by sélbe Company'’s integrated circuits (ICs). The @amy recognizes revenue when all
of the following criteria are met: 1) there is pesive evidence that an arrangement exists, 2)adglof goods has occurred, 3) the sales price
is fixed or determinable, and 4) collectibilityrsasonably assured. Generally, revenue from prales to direct customers and contract
manufacturers is recognized upon shipment.

A portion of the Company’s sales are made to distdrs under agreements allowing certain rightetfrn and price protection related to
the final selling price to the end customers. Adawgly, the Company defers revenue and cost ofmesen such sales until the distributors
the product to the end customers. The net balahdeferred revenue less deferred cost of revensecaged with inventory shipped to a
distributor but not yet sold to an end customeeorded in the deferred income on shipments toilligors liability on the Consolidated
Balance Sheet. Such net deferred income balanleetethe Company’s estimate of the impact of sgiftreturn and price protection.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

Recent Accounting Pronounceme

In December 2011, the Financial Accounting Stansl@uolard (FASB) issued FASB Accounting StandardsdtgpdASU) No. 2011-11,
Balance Sheet (Topic 21— Disclosures about Offsetting Assets and LiabgitiASU 2011-11 requires an entity to disclose infation about
offsetting and related arrangements to enable wééts financial statements to understand thecefd® those arrangements on its financial
position. Entities are required to disclose botbsgrand net information about these instrumentsl 2&11-11 is effective for annual reporting
periods beginning on or after January 1, 2013, iat@im periods within those annual periods. Thepidn of this ASU is not expected to h:
a material impact on the Company’s financial staets.

2. Earnings Per Share

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

Three Months Ended Six Months Ended
June 30, July 2, June 30, July 2,
2012 2011 2012 2011
Net income $ 20,50¢ $ 13,37: $ 34,82¢ $ 11,410
Shares used in computing basic earnings per ! 42,65¢ 44,60z 42 ,55¢ 44,43t
Effect of dilutive securities
Stock options and other stc-based award 76€ 1,34¢ 1,081 1,56:
Shares used in computing diluted earnings per ¢ 43,42 45,95! 43,63 45,99¢
Earnings per shar
Basic $ 04t $ 03C $ 08z $ 0.2¢
Diluted $ 047 $ 02¢ $ 08C $ 0.2t

For the three months ended June 30, 2012 and J2y14 and the six months ended June 30, 2012wyp@,J2011, approximately 1.2
million, 0.5 million, 0.8 million and 0.4 milliontgres, respectively, were not included in the ddutarnings per share calculation since the
shares were anti-dilutive.

3. Cash, Cash Equivalents and Investments

The Company'’s cash equivalents and short-term tmess as of June 30, 2012 consisted of corpomtdd) money market funds,
municipal bonds, U.S. Treasury bills, U.S. governtri®nds, asset-backed securities, variable-rateadd notes, international government
bonds and U.S. government agency discount notesCbimpany’s long-term investments consist of auneatide securities. Early in fiscal 201
auctions for many of the Company’s auction-rataistes failed because sell orders exceeded bugrserd\s of June 30, 2012, the Company
held $12.5 million par value auction-rate secusiti@l of which have experienced failed auctiorise Tinderlying assets of the securities
consisted of student loans and municipal bondghi¢h $10.5 million were guaranteed by the U.S.egament and the remaining $2.0 million
were privately insured. As of June 30, 2012, $4ilian of the auction-rate securities had creditrrgs of AAA, $6.0 million of the auctiorate
securities had credit ratings of AA and $2.0 miilisad a credit rating of A. These securities har@ractual maturity dates ranging from 2033
to 2046 and with current yields of 0.26% to 0.5786 year at June 30, 2012. The Company is recethi@ginderlying cash flows on all of its
auction-rate securities. The principal amounts @ased with failed auctions are not expected tadeessible until a successful auction occurs,
the issuer redeems the securities, a buyer is foutgide of the auction process or the underlygaysties mature. The Company is unable to
predict if these funds will become available befibreir maturity dates.

8




Table of Contents

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

The Company does not expect to need access tapfitalaepresented by any of its auction-rate sgesiprior to their maturities. The
Company does not intend to sell, and believesribtamore likely than not that it will be requiremisell, its auction-rate securities before their
anticipated recovery in market value or final sstient at the underlying par value. The Companyebeti that the credit ratings and credit
support of the security issuers indicate that theeye the ability to settle the securities at paumeaAs such, the Company has determined th
other-than-temporary impairment losses existed dsree 30, 2012.

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

June 30, 2012

Gross Gross
Unrealized Unrealized
Cost Losses Gains Fair Value
Cash and Cash Equivalents
Cash on han $ 107,59 $ — $ — $ 107,59!
Available-for-sale securities
Money market fund 49,91% — — 49,91%
U.S. Treasury bills 16,24! — — 16,24!
Total availabl-for-sale securitie 66,15¢ — — 66,15¢
Total cash and cash equivale $ 173,750 $ — $ — $ 173,75:
Short-term Investments:
Available-for-sale securities
Corporate bond $ 62,99: $ (36) $ 197 $ 63,15¢
Municipal bonds 32,49t (8 45 32,53
U.S. government bonc 12,641 — 8 12,65¢
Asse-backed securitie 10,65¢ — 10 10,66¢
Variable-rate demand note 8,98( — 1 8,981
U.S. Treasury bill: 7,14¢ — 1 7,15(
International government bon 2,111 (@D} — 2,11c
U.S. government agency 90C — — 90C
Total shor-term investment $ 137,93( $ (45 $ 26z $ 138,14
Long-term Investments:
Available-for-sale securities
Auction rate securitie $ 12,52t $ (1,497 $ — $ 11,02¢
Total long-term investments $ 12,52F $ (1,49%) $ — $ 11,02¢
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)

(Unaudited)
December 31, 2011
Gross Gross
Unrealized Unrealized
Cost Losses Gains Fair Value
Cash and Cash Equivalents
Cash on han $ 44,110 $ — 3 — 8 44,11
Available-for-sale securities
Money market fund 50,85: — — 50,85!
Total cash and cash equivalents $ 94,96¢ $ — $ — $ 94,96+
Short-term Investments:
Available-for-sale securities
Corporate bond $ 75,18¢ $ (369 $ 234 % 75,06(
Municipal bonds 56,91¢ 12 81 56,98
Variable-rate demand note 41,28( — — 41,28(
U.S. government agen 19,82( (12 28 19,83t
U.S. Treasury bill: 8,60( — — 8,60(
Asse-backed securitie 5,74: (5) 1 5,73¢
U.S. government bonc 2,507 — — 2,507
Certificates of depos 1,57¢ — — 1,57¢
International government bonds 95C — — 95(
Total shor-term investment $ 212,57 $ (392) $ 344 $ 212,52t
Long-term Investments:
Available-for-sale securities
Auction rate securitie $ 19,228 $ (1,749 $ — 3 17,47
Total lon¢-term investment $ 19,22F $ (1,748 $ — $ 17,47,

The available-for-sale investments that were inm@tiouous unrealized loss position, aggregatedhygth of time that individual securities
have been in a continuous loss position, were l&sife (in thousands):

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

As of June 30, 2012 Value Losses Value Losses Value Losses
Corporate bond $ 13,01¢ $ (36) $ — 3 — 3 13,01¢ $ (36)
Auction rate securitie — — 11,02¢ (1,497) 11,02¢ (1,497
Municipal bonds 8,431 (8) — — 8,431 8
International government bon 2,11( (1) — — 2,11( )
$ 23,56( $ (45 $ 11,02¢ $ (1,497 $ 3458t $ (1,542)
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)

(Unaudited)
Less Than 12 Months 12 Months or Greater Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
As of December 31, 201 Value Losses Value Losses Value Losses
Corporate bond $ 25,43¢ $ (363 $ — 3 — $ 25,43¢ $ (363
Auction rate securitie — — 17,47 (1,74%) 17,47 (1,74¢
Municipal bonds 10,437 (12 — — 10,437 (12
U.S. government agent 5,772 (12 — — 5,772 (12)
Asset-backed securities 4,53¢ (5) — — 4,53¢ (5
$ 46,18¢ $ (392) $ 17470 $ (1,749 $ 63,66: $ (2,140)

The gross unrealized losses as of June 30, 201Peaceimber 31, 2011 were due primarily to the ilidiy of the Company’s auction-rate
securities and, to a lesser extent, to changesrkehinterest rates.

The following summarizes the contractual underlyimaturities of the Company’s available-for-saledstments at June 30, 2012 (in
thousands):

Fair

Cost Value
Due in one year or le: $ 109,03( $ 109,11:
Due after one year through ten ye 87,52¢ 87,66
Due after ten yeal 20,05¢ 18,55¢
$ 216,610 $ 215,33¢

4. Derivative Financial Instruments

The Company is exposed to interest rate fluctuatiorthe normal course of its business, includirgugh its corporate headquarters lee
The base rents for these leases are calculategl asiariable interest rate based on the three-mdB®R. The Company has entered into
interest rate swap agreements with notional vaddi€g4.3 million and $50.1 million and, effectiveljxed the rent payment amounts on these
leases through March 2011 and March 2013, respdgtiVhe Company’s swap agreement with a notioahlesof $44.3 million matured in
March 2011 and was not renewed. The Company’s tieis to offset increases and decreases in eggaesulting from changes in interest
rates with gains and losses on the derivative aotgr thereby reducing volatility of earnings. Tempany does not use derivative contract
speculative purposes.

The interest rate swap agreements are designatieguatify as cash flow hedges. The effective portibthe gain or loss on interest rate
swaps is recorded in accumulated other compreheihssg as a separate component of stockholder#yeand is subsequently recognized in
earnings when the hedged exposure affects earr@agh flows from derivatives are classified as dhasits from operating activities in the
Consolidated Statement of Cash Flows.

The Company estimates the fair values of derivathesed on quoted prices and market observablefisimilar 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 tes@idated Statement of Income based on an aseessithe agreements at the time of
termination. The Company did not discontinue arshdéow hedges in any of the periods presented.

11




Table of Contents

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

The Company measures the effectiveness of itsftmsthedges by comparing the change in fair valiihe hedged item with the change
in fair value of the interest rate swap. The Conypatognizes ineffective portions of the hedgewalt as amounts not included in the
assessment of effectiveness, in the Consolidatgér8ent of Income. As of June 30, 2012, no pouiotme gains or losses from the Company’
hedging instrument was excluded from the assessofeftectiveness. There was no hedge ineffectiseffier any of the periods presented.

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

Fair Value
June 30, December 31,
Balance Sheet Location 2012 2011
Interest rate sway Accrued expense $ 1,25¢ $ —
Long-term obligations and other liabiliti¢ — 1,99¢
Total $ 1,25¢ $ 1,99¢

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

Loss Reclassifiec

Loss Recognized in from Accumulated
OCI on Derivatives Location of Loss OCl into Income
(Effective Portion) Reclassified into (Effective Portion)
during the: Income during the:
Three Months Ended Three Months Ended
June 30, July 2, June 30, July 2,
2012 2011 2012 2011
Interest rate sway $ ® $ (405) Rent expens $ 447 $ (473
Six Months Ended Six Months Ended
June 30, July 2, June 30, July 2,
2012 2011 2012 2011
Interest rate sway $ (13¢) $ (427) Rent expens $ (880) $ (1,297%)

The Company expects to reclassify $1.3 milliontsfimterest rate swap losses included in accunullatteer comprehensive loss as of
June 30, 2012 into earnings in the next nine monthgch is offset by lower rent payments.

The Company'’s interest rate swap agreement conpaivisions that require it to maintain unencumbezash and highly-rated short-term
investments of at least $150 million. If the Comyparunencumbered cash and highly-rated short-terastments are less than $150 million, it
would be required to post collateral with the ceuparty in the amount of the fair value of the iiet rate swap agreements in net liability
positions. The Company'interest rate swap was in a net liability positid June 30, 2012. No collateral has been reqtiréé posted with tr
counterparty as of June 30, 2012.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

5. Fair Value of Financial Instruments

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

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

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

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

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

Fair Value Measurements
at June 30, 2012 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 Equivalents:

Money market fund $ 49917 $ — 3 — 3 49,917

U.S. Treasury bills 16,24 — — 16,24
Total cash equivalents $ 66,15¢ $ — 3 — 3 66,15¢
Short-term Investments:

Corporate bond $ — $ 63,15 $ — 3 63,15¢

Municipal bonds — 32,53: — 32,53

U.S. government bonc 12,65t — — 12,65t

Asse-backed securitie — 10,66¢ — 10,66¢

Variable-rate demand note — 8,981 — 8,981

U.S. Treasury bill: 7,15( — — 7,15(

International government bon — 2,11(C — 2,11C

U.S. government agency — 90C — 90C
Total shor-term investment $ 19,80 $ 118,34: $ — % 138,14
Long-term Investments:

Auction rate securitie $ — $ — $ 11,02¢ $ 11,02¢
Total long-term investments $ — $ — $ 11,02¢ $ 11,02¢
Total $ 85,96! $ 118,34: $ 11,02¢ $ 215,33:
Liabilities:

Derivative instrument $ — $ 1,25¢ $ — $ 1,25¢
Total $ — $ 1,25¢ $ — $ 1,25¢
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

Fair Value Measurements

at December 31, 2011 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 Equivalents:

Money market fund $ 50,85. $ — $ — $ 50,85:
Total cash equivalents $ 50,85. $ — % — % 50,85:
Short-term Investments:

Corporate bond $ — 3 75,06( $ — % 75,06(

Municipal bonds — 56,98 — 56,98

Variable-rate demand note — 41,28( — 41,28(

U.S. government agen: — 19,83¢ — 19,83

U.S. Treasury bill: 8,60( — — 8,60(

Asse-backed securitie — 5,73¢ — 5,73¢

U.S. government bonc 2,507 — — 2,507

Certificates of depos — 1,57¢ — 1,57(C

International government bonds — 95C — 95C
Total shor-term investment $ 11,107 $ 201,41¢ $ — % 212,52¢
Long-term Investments:

Auction rate securities $ — 3 — $ 17470 $ 17,47
Total long-term investments $ — $ — $ 17470 $ 17,47
Total $ 61,95¢ $ 201,41¢ $ 17,477 $ 280,85
Liabilities:

Derivative instrument $ — % 1,99¢ $ — 3 1,99¢

Contingent consideratic — — 87€ 87¢€
Total $ — $ 1,99¢ $ 87€ $ 2,87¢

The Company'’s cash equivalents and short-term imar#ts that are classified as Level 1 are valugtyupuoted prices and other relevant
information generated by market transactions inmgiidentical assets. Cash equivalents and short-tevestments classified as Level 2 are
valued using non-binding market consensus pricasate corroborated with observable market datateqglimarket prices for similar
instruments in active markets; or pricing modelshsas a discounted cash flow model, with all digant inputs derived from or corroborated
with observable market data. Investments classigtevel 3 are valued using a discounted cashiflodel. The assumptions used in
preparing the discounted cash flow model includeneges for interest rates, amount of cash flowpeeted holding periods of the securities
and a discount to reflect the Company’s inabil@jiguidate the securities.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

The Company’s derivative instruments are valuedgiaidiscounted cash flow model. The assumptioed uspreparing the discounted
cash flow model include quoted interest swap ratesmarket observable data of similar instruméFtie. Company’s contingent consideration
is valued using a probability weighted discountestcflow model. The assumptions used in prepahiagliscounted cash flow model include
estimates for possible outcomes if certain milestgoals are achieved, the probability of achiexagh outcome and discount rates.

The following summarizes quantitative informatidyoat Level 3 fair value measurements.

Fair Value at
June 30, 2012 Valuation Weighted
Description (000s) Technique Unobservable Input Average
Auction rate securitie $ 11,02¢ Discounted cash floy Estimated yielc 1.0€%
Expected holding peric 10 year
Estimated discount ra 2.92%

The Company has followed an established internatrobprocedure used in valuing auction rate séiesti The procedure involves several
layers of the Company’s finance management in tiadyais of valuation techniques and evaluationrafhservable inputs commonly used by
market participants to price similar instruments] avhich have been demonstrated to provide reasmeabimates of prices obtained in actual
market transactions. Outputs from the valuatiorc@ss are assessed against various market soureashdy are available, including
marketplace quotes, recent trades of similar iiticgecurities, benchmark indices and independecingrservices. The technique and
unobservable input parameters may be recalibratgddically to achieve an appropriate estimatiotheffair value of the securities.

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

The following summarizes the activity in Level 8dincial instruments for the three and six monttgedrdune 30, 2012 (in thousands):

Assets

Three Months Six Months
Auction Rate Securities Ended Ended
Beginning balanc $ 17,72¢ $ 17,477
Settlement: (6,650 (6,700
Gains (losses) included in other comprehensiventa (51) 251
Balance at June 30, 2012 $ 11,02¢ $ 11,02¢
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Notes to Condensed Consolidated Financial StatementContinued)

(Unaudited)
Liabilities
Six Months
Contingent Consideration (1) Ended
Beginning balanc $ 87€
Gain recognized in earnings ( (87€)
Balance at June 30, 2012 $ —

(1) In connection with the acquisition of ChipSensdting, Company recorded contingent consideration baged the achievement of certain
milestone goals. Changes to the fair value of gt consideration due to changes in assumptigets in preparing the discounted cash
flow model are recorded in selling, general and iathtrative expenses in the Consolidated Statemlmcome. Changes resulting from
foreign currency remeasurement adjustments todhgrgent consideration liability are recorded they income (expense), net.

(2) The Company reduced the estimated fair value ofimgant consideration because certain milestonésgeare not achieved.

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

6. Balance Sheet Details

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

Inventories
June 30, December 31,
2012 2011
Work in progres: $ 29,54¢ $ 28,02!
Finished goods 6,431 6,75¢
$ 35,977 $ 34,77¢

7. Separation Agreement

On March 1, 2012, the Company entered into a séparagreement with its former Chief Executive ©éfi (CEO), Necip Sayiner.
Pursuant to the agreement, Mr. Sayiner agreedrtonue to serve as CEO through April 18, 2012 and aon-executive advisor through
July 19, 2012. Upon his separation from the Company execution of a release of claims, Mr. Saywi#receive a severance package
consisting of (a) accelerated vesting of certagtrigted stock units (RSUs) and market stock uihSUs) and the extension of the exercise
period of certain stock options, (b) cash paymants(c) other benefits. The separation agreemeutteg in a total expense of approximately
$3.2 million, which will be recognized over thewee period in selling, general and administratxpenses.
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8. Stockholders’ Equity
Common Stock

The Company issued 1.0 million shares of commockstiniring the six months ended June 30, 2012, fn@@amillion shares withheld to
satisfy employee tax obligations for the vesting@eftain stock grants made under the Company’« steentive plans.

Share Repurchase Programs

In April 2012, the Board of Directors authorizedleare repurchase program to repurchase up to $l@hrof the Company’s common
stock through January 2013. In October 2011, ther@of Directors adopted a share repurchase protgraepurchase up to $50 million of the
Company’s common stock through April 2012. The Camys repurchase program announced in July 201Bpdred the repurchase of up to
$150 million of the Company’s common stock thro@fi1, and was completed in August 2011. These anogallow for repurchases to be
made in the open market or in private transactimdyding structured or accelerated transactisnbject to applicable legal requirements and
market conditions. The Company repurchased 1.1amilhares of its common stock for $38.8 milliomidg the six months ended June 30,
2012. The Company repurchased 0.6 million sharés eabmmon stock for $24.0 million during the sionths ended July 2, 2011.

9. Stock-Based Compensation

In fiscal 2009, the stockholders of the Companyrapgd the 2009 Stock Incentive Plan (the “2009 Bland the 2009 Employee Stock
Purchase Plan (the “2009 Purchase Plan”). The P0@®is currently effective, and has a term of éarg from the shareholders’ approval date.
The 2009 Purchase Plan became effective upon itiménigtion of the previous Employee Stock Purchdaa,n April 30, 2010.

Stock-based compensation costs are based on thelfiaes on the date of grant for stock options @mthe date of enroliment for the
employee stock purchase plans, estimated by ussBlack-Scholes option-pricing model. The fairues of stock awards and RSUs equal
their intrinsic value on the date of grant. The failues of market-based performance awards géyeral estimated using a Monte Carlo
simulation based on the date of grant.

The following table presents details of stock-basemipensation costs recognized in the Condensedolidated Statements of Income (in
thousands):

Three Months Ended Six Months Ended

June 30, July 2, June 30, July 2,

2012 2011 2012 2011
Cost of revenue $ 317 $ 34z $ 677 $ 67¢
Research and developmt 2,95¢ 3,70¢ 6,55¢ 7,70z
Selling, general and administrati 5,901 4,55( 8,632 9,692
9,17 8,601 15,86¢ 18,07¢
Income tax benefi 1,661 78¢€ 3,21( 1,81¢
$ 7511 $ 781 $ 12,65 $ 16,25¢
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The Company recorded $2.6 million and $1.4 millieselling, general and administrative expenserdyifie three and six months ended
June 30, 2012, respectively, in connection with ifications to certain stock awards. The Companyebrated the vesting of certain RSUs and
MSUs and extended the exercise period of stoclopptpursuant to a separation agreement betweeotin@any and its former CEO. Stock
compensation for the six months ended June 30, R@lZed the reversal of previously recognizedlsttompensation for the modified
awards.

The Company had approximately $48.6 million of tot@recognized compensation costs related to siptikns and stock awards at
June 30, 2012 that are expected to be recognizedaoweighted-average period of 1.8 years. There we significant stock-based
compensation costs capitalized into assets in &themeriods presented.

10. Commitments and Contingencies
Patent Litigation

On May 13, 2012, MaxLinear, Inc., a Delaware cogpion, filed a lawsuit against the Company in theted States District Court in the
Southern District of California, San Diego Divisj@eeking a declaratory judgment that MaxLinearrt@snfringed 19 of the Company’s
patents and that such patents are invalid. On Jup@12, the Company filed a motion to dismiss stlahms. On July 17, 2012, the Company
filed a lawsuit against MaxLinear in the Unitedt8&District Court in the Southern District of Gathia, San Diego Division, alleging
infringement of 20 of the Company’s patents relateRF and mixed-signal design. The Company agkedourt for an injunction stopping
the sale of all allegedly infringing MaxLinear prars. At this time, the Company cannot predictaheome of this matter or the resulting
financial impact to it, if any.

Other

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

Operating Leases

In March 2006, the Company entered into an opegdéiase agreement and a related participation axgneefor a facility at 400 W. Cesar
Chavez (400 WCC”) in Austin, Texas for its corpmrdieadquarters. In March 2008, the Company entetedn operating lease agreement
and a related participation agreement for a fgcéft200 W. Cesar Chavez (“200 WCC”) in Austin, &gxXor the expansion of its corporate
headquarters. During the terms of the leases, timep@ny has on-going options to purchase the bgdfar purchase prices of approximately
$44.3 million for 400 WCC and $50.1 million for 200@CC. Alternatively, the Company can cause each puoperty to be sold to third parties
provided it is not in default under that propertiase. The Company is contingently liable on st filollar 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 .&4nillion to the extent that the 200
WCC sale proceeds are less than the $50.1 millimoh@ase option.
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11. Income Taxes

Provision for income taxes includes both domesiit fareign income taxes at the applicable statutarys adjusted for non-deductible
expenses, research and development tax creditstaadpermanent differences. Income tax expenseetitewas $(2.7) million and $3.2
million for the three months ended June 30, 20kR Ay 2, 2011, respectively, resulting in effeettex rates of (15.3)% and 19.5%,
respectively. Income tax expense was $0.1 millioth $10.9 million for the six months ended JuneZ81,2 and July 2, 2011, respectively,
resulting in effective tax rates of 0.2% and 48.98spectively. The effective tax rate for the thmeenths ended June 30, 2012 decreased from
the prior period, primarily due to the release wbipyear unrecognized tax benefits that were deiteed to be effectively settled during the
current period, which was partially offset by thenrrenewal of the federal research and developtagridredit. The effective tax rate for the
six months ended June 30, 2012 decreased fronrittrepgriod, primarily due to the prior period telxarge related to the intercompany license
of certain technology and other one-time nondebletosts associated with the acquisition of Spddmear in 2011, along with the release of
prior year unrecognized tax benefits that wererdgteed to be effectively settled during the curneetiod. The impact of these items was
partially offset by the non-renewal of the fedeedearch and development tax credit.

At June 30, 2012, the Company had gross unrecagjtézebenefits of $2.8 million, $2.6 million of wdh would affect the effective tax rate
if recognized. The Company recognizes interestpamdlties related to unrecognized tax benefithénprovision for income taxes. The
Company had a gross decrease of $8.4 million torits year unrecognized tax benefits related toreertain tax position that was determined
to be effectively settled in the three months endlatke 30, 2012, a portion of which representedeidn currency remeasurement adjustment
and was recognized in other income (expense), net.

The tax years 2005 through 2012 remain open to eion by the major taxing jurisdictions to whittte Company is subject. The
Company is not currently under audit in any magoaing jurisdiction.

12. Subsequent Event
Acquisition

On July 3, 2012, the Company acquired Ember Cotjooraa privately held company. Ember’s productegnate high-performance, low-
power 2.4 GHz wireless ICs with reliable and sci@aoftware into a flexible and robust networkidatform. This strategic acquisition brings
the Company the technology and software expertigaired to enable the low-power mesh sensor netwmging deployed today in a wide
range of residential, commercial and industrialli@pgions.

The Company acquired Ember for a purchase priegpfoximately $72.0 million, plus an amount eqoahie sum of Ember’s cash minus
certain liabilities as of the closing date. Potalrdidditional consideration is payable on a ddbbadollar basis to the extent that revenue of the
acquired products exceeds $27.0 million over ayma-period from the beginning of the third fisqabrter of 2012 through the end of the
second fiscal quarter of 2013.

The Company will record the purchase of Ember utfiegacquisition method of accounting and will rgriae the assets acquired and
liabilities assumed at their fair values as ofdlage of the acquisition. The results of Ember’srapens will be included in the Company’s
consolidated results of operations beginning ordtte of the acquisition.

The Company is currently evaluating the fair valoEthe consideration transferred, assets acqainediabilities assumed. The Company
expects to complete its purchase price allocatiahe third quarter of fiscal 2012.
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Item 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 readnjunction with the Condensed
Consolidated Financial Statements and related tiogzsto included elsewhere in this report. Théedssion contains forward-looking
statements. Please see the “Cautionary Statemleoteaand “Risk Factors” below for discussions & timcertainties, risks and assumptions
associated with these statements. Our fiscal yedfirancial reporting periods are a 52- or 53- kvgear ending on the Saturday closest to
December 31st. Fiscal 2012 will have 52 weeks &@uaif2011 had 52 weeks. Our second quarter adlfi@12 ended June 30, 2012. Our
second quarter of fiscal 2011 ended July 2, 2011.

Overview

We design and develop proprietary, analog-intenshiged-signal integrated circuits (ICs) for a bdgange of applications. Mixed-signal
ICs are electronic components that convert realedhamalog signals, such as sound and radio wamsdigital signals that electronic products
can process. Therefore, mixed-signal ICs are atiftomponents in a broad range of applicationsvargety of markets, including
communications, consumer, industrial, automotivedital and power management. Our major customehsde Cisco, Huawei, LG
Electronics, Pace, Panasonic, Samsung, Sony, TagbniVarian Medical Systems and ZTE.

As a fabless semiconductor company, we rely onl{party semiconductor fabricators in Asia, and tesser extent the United States and
Europe, to manufacture the silicon wafers thatemtfour IC designs. Each wafer contains numeragisathich are cut from the wafer to crea
chip for an IC. We rely on third parties in Asiagssemble, package, and, in most cases, testdbemes and ship these units to our customers
Testing performed by such third parties facilitefeester delivery of products to our customers {palarly those located in Asia), shorter
production cycle times, lower inventory requirengembwer costs and increased flexibility of tegpaeity.
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Our expertise in analog-intensive, high-performamaged-signal ICs enables us to develop highlfedéntiated solutions that address
multiple markets. We group our products into thiéofeing categories:

e Broad-based products, which include our microcdletrs, timing products (clocks and oscillators)reléss receivers, isolation
devices and human interface sensors and controllers

e Broadcast products, which include our broadcasioaaitd video products;

*  Access products, which include our Voice over IBIR®) products, embedded modems and our Power dherriet (PoE) devices;
and

*  Mature products, which include certain devices #ratat the end of their respective life cycles tuealefore receive minimal or no
continued research and development investmentiditey our DSL analog front end ICs and IRDA devices

Through acquisitions and internal development é&ffare have continued to diversify our product fmdid and introduce next generation
ICs with added functionality and further integratidn the first six months of fiscal 2012, we irduzed the Precision32™ 32-bit mixed-signal
microcontroller family, based on a patented arciitee that provides customers with flexibility, f@mance and low power. We also
introduced a family of TV tuners offering both béstclass RF performance and support for all woithwTV standards, a multimedia
demodulator that merges all digital video broad¢(@$tB) standards into a single-chip solution, itethanalog-to-digital (ADC) converters
designed specifically for the demands of mains firanitoring, a single-port PoE controller that lgsriplug-and-play” simplicity to embedded
power sourcing equipment (PSE) designs, high pexdoce, low power sub-GHz transceivers designedaiximize range and battery life for
wireless systems, ultra-small and low power custaive clock generators ideal for space-limitedt-sessitive embedded and consumer
electronics and the expansion of our clocking smhstto address the stringent specifications o6& Express (PCle) Generation 1/2/3
standards. We plan to continue to introduce pradiictt increase the content we provide for exisdiplications, thereby enabling us to serve
markets we do not currently address and expandingotal available market opportunity.

During the six months ended June 30, 2012, we hadccastomer, Samsung, whose purchases acrosetywdrproduct areas represented
more than 10% of our revenues. In addition to disates to customers, some of our end customechase products indirectly from us throt
distributors and contract manufacturers. An endosuer purchasing through a contract manufactugcéjly instructs such contract
manufacturer to obtain our products and incorposatd products with other components for sale loh swntract manufacturer to the end
customer. Although we actually sell the productsatad are paid by, the distributors and contraciufecturers, we refer to such end customer
as our customer. Two of our distributors, Edom Tetbgy and Avnet, represented more than 10% ofewenues during the six months en
June 30, 2012. There were no other distributoatract manufacturers that accounted for more @84 of our revenues during the six
months ended June 30, 2012.

The percentage of our revenues derived from outsfidee United States was 88% during the six moatided June 30, 2012. All of our
revenues to date have been denominated in U.2rgoWe believe that a majority of our revenue$ eahtinue to be derived from customers
outside of the United States.
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The sales cycle for our ICs can be as long as Ihmmr more. An additional three to six monthsnore are usually required before a
customer ships a significant volume of devices ihedrporate our ICs. Due to this lengthy saledesywe typically experience a significant
delay between incurring research and developmehsaliing, general and administrative expensestladorresponding sales. Consequently,
if sales in any quarter do not occur when expeaggenses and inventory levels could be disprapuately high, and our operating results for
that quarter and, potentially, future quarters widug adversely affected. Moreover, the amountoé thetween initial research and
development and commercialization of a produatyir, can be substantially longer than the salele dgr the product. Accordingly, if we
incur substantial research and development costeuti developing a commercially successful prodoat,operating results, as well as our
growth prospects, could be adversely affected.

Because many of our ICs are designed for use iawoar products such as televisions, set-top b@xetable navigation devices and
mobile handsets, we expect that the demand fopmgtucts will be typically subject to some degréseasonal demand. However, rapid
changes in our markets and across our product araks it difficult for us to accurately estimate timpact of seasonal factors on our busir

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 whHef e following criteria are
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. Generadlg, recognize revenue from product sales to daestomers and contract manufacturers upon
shipment. Certain of our sales are made to digoiswnder agreements allowing certain rights afrreand price protection on products un:
by distributors. Accordingly, we defer the reveraungl cost of revenue on such sales until the digtiils sell the product to the end customer.
Our products typically carry a one-year replacenearanty. 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 revenuesewergotiated at prices that reflect a discount ftioenlist prices for our products. These
discounts are made for a variety of reasons, imotudl) to establish a relationship with a new ougtr, 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 declihee to the greater availability of competing
products. Our ability to increase revenues in thare is dependent on increased demand for oublisdtad products and our ability to ship
larger volumes of those products in response th demand, as well as our ability to develop or &eguew products and subsequently ach
customer acceptance of newly introduced products.

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

Research and Development.Research and development expense consists dsimbdersonnel-related expenses, including stoagebl
compensation, new product mask, external consudtiniyservices costs, equipment tooling, equipmeptetiation, amortization of intangible
assets, as well as an allocated portion of ourpegey costs for such operations. Research andajswveht activities include the design of new
products, refinement of existing products and desigtest methodologies to ensure compliance veitfuired specifications.

Selling, General and Administrative. Selling, general and administrative expense stmgirimarily of personnel-related expenses, irioigid
stockbased compensation, related allocable portion pboaupancy costs, sales commissions to indepesdéad representatives, applicati
engineering support, professional fees, legal ésgspromotional and marketing expenses.
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Interest Income. Interest income reflects interest earned on eashgccash equivalents and investment balances.
Interest Expense. Interest expense consists of interest on ourt stmak long-term obligations.

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

Provision (Benefit) for Income Taxes. Provision (benefit) for income taxes includeshbddmestic and foreign income taxes at the apgdécab
statutory rates adjusted for non-deductible expgnmesearch and development tax credits and odrergnent differences.

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
June 30, July 2, June 30, July 2,
2012 2011 2012 2011

Revenue:! 100.(% 100.(% 100.(% 100.(%
Cost of revenues 39.C 39.€ 39.€ 39.€
Gross margit 61.C 60.4 60.4 60.4
Operating expense

Research and developme 25.2 27.1 25.7 28.2

Selling, general and administrative 23.7 20.€ 22.C 23.€
Operating expenst 48.€ 47.7 47.7 51.€
Operating incomi 12.1 12.7 12.7 8.5
Other income (expense

Interest incomt 0.3 0.4 0.3 0.4

Interest expens 0.C 0.C 0.C 0.C

Other income (expense), r 0.7 0.1 0.3 0.2
Income before income taxes 13.1 13.2 13.z 9.1
Provision (benefit) for income tax (2.0 2.6 0.C 4.5
Net income 15.1% 10.6% 13.2% 4.6%
Revenues

Three Months Ended Six Months Ended
June 30, July 2, % June 30, July 2, %

(in millions) 2012 2011 Change Change 2012 2011 Change Change
Revenue: $ 1357 $ 1262 $ 9.5 75% $ 261.<. $ 245¢ $ 15.¢€ 6.2%

The growth in revenues in the recent three andnsirth periods was due primarily to increases inketaghare. Unit volumes of our
products increased compared to the three and smthe@nded July 2, 2011 by 11.6% and 13.2%, reispgctAverage selling prices decrea
during the same periods by 3.8% and 6.1%, respygtiVhe average selling prices of our products fhatuate significantly from period to
period. In general, as our products become motanmmave expect to experience decreases in aveelyeg prices. We anticipate that newly
announced, higher priced, next generation prodaradisproduct derivatives will offset some of theserdases.
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Gross Margin

Three Months Ended Six Months Ended
June 30, July 2, % June 30, July 2, %
(in millions) 2012 2011 Change Change 2012 2011 Change Change
Gross margit $ 82t $ 76.2 % 6.6 8% 3$ 157¢ $ 148.< % 9.5 6.4%
Percent of revenu 61.(% 60.4% 60.4% 60.4%

The increase in the dollar amount of gross mamgithé recent three and six month periods was pilyrmue to (a) our increased sales, and
(b) charges related to the acquisition of Spectnedr and a one-time charge for the cancellatian-pfocess material in the prior periods with
no such costs in the recent periods.

We may experience declines in the average sellimgpof certain of our products. This creates deand pressure on gross margin as a
percentage of revenues and may be offset to tlemewte are able to: 1) introduce higher margin pesducts and gain market share with our
ICs; 2) achieve lower production costs from ouravafuppliers and third-party assembly and testautbactors; 3) achieve lower production
costs per unit as a result of improved yields thfmut the manufacturing process; or 4) reduce fiogisosts.

Research and Development

Three Months Ended Six Months Ended
June 30, July 2, % June 30, July 2, %
(in millions) 2012 2011 Change Change 2012 2011 Change Change
Research and
developmen $ 34z $ 34z $ — 0%$ 672 $ 695 $ (2.9 (3.9%
Percent of revenu 25.2% 27.1% 25.7% 28.2%

The decrease in research and development expettse riecent six month period was principally dua harge of $1.6 million for one-
time personnel-related expenses associated withdipaisition of Spectra Linear in the six monthdeshJuly 2, 2011 with no such costs in the
recent period. We expect that research and developexpense will increase in absolute dollars @ntttird quarter of 2012 due to costs
associated with the acquisition of Ember.

Recent development projects include a family oftliNers offering both best-in-class RF performamuk support for all worldwide TV
standards, a multimedia demodulator that mergd3\& standards into a single-chip solution, isoda#C converters designed specifically
for the demands of mains line monitoring, a singdet POE controller that brings “plug-and-play” gilicity to embedded PSE designs, the
Precision32 32-bit mixed-signal microcontroller fgmhigh performance, low power sub-GHz transcesvéesigned to maximize range and
battery life for wireless systems, ultra-small &ma power customizable clock generators ideal faace-limited, cost-sensitive embedded and
consumer electronics, the expansion of our clockmigtions to address the stringent specificataitbe PCle Generation 1/2/3 standards,
energy-efficient microcontroller and wireless moatroller solutions for power-sensitive embeddgpliaations, high-performance receivers
ideal for multi-tuner car radio systems with HD Ratéchnology, single-chip hybrid TV receivers dgsid to simplify TV and set-top box
designs, a multi-band radio receiver that streasslithhe design of wheel-tuned radio products wigfitali displays, a silicon TV tuner solution
for TV makers in China and Taiwan, next generat®@modem® embedded modems with advanced voicerésator a wide range of data
modem applications, six-channel digital isolatorgisolation ratings up to 5 kV and a highly intatgd, cost-effective and power-efficient
SLIC solution for VolP gateways.
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Selling, General and Administrative

Three Months Ended Six Months Ended
June 30, July 2, % June 30, July 2, %
(in millions) 2012 2011 Change Change 2012 2011 Change Change
Selling, general and
administrative $ 32z $ 261 $ 6.1 235% $ 57€ $ 57¢ % 0.3 (0.6)%
Percent of revenu 23.1% 20.6% 22.(% 23.6%

The increase in selling, general and administragi@ense in the recent three month period wasipeatyg due to (a) charges of $3.9 milli
for severance in the recent period, primarily edatio a separation agreement between us and anef@EO, (b) an increase of $1.7 million
for legal fees, primarily related to litigation aadquisition-related costs, and (c) a decline c®$dillion in the fair value of acquisition-related
contingent consideration in the three months edddéd?2, 2011 with no such reduction in the recesrtqu. The decrease in selling, general and
administrative expense in the recent six monthggewas principally due a charge of $3.0 million éore-time personnel-related expenses
associated with the acquisition of Spectra Linaahe six months ended July 2, 2011 with no sudtscio the recent period, offset in part by
charges of $3.1 million for severance in the regamiod. Excluding these charges for the Spectnedsi acquisition and severance, personnel
expenses decreased $1.0 million in the recent sixtimperiod. We expect that selling, general andiaistrative expense will decrease in
absolute dollars in the third quarter of 2012.

Interest Income

Interest income for the three and six months edded 30, 2012 was $0.4 million and $0.9 milliorspectively, compared to $0.5 million
and $1.0 million for the three and six months endiggl 2, 2011, respectively.

Interest Expense

Interest expense for the three and six months eddee 30, 2012 was $32 thousand and $65 thousespkatively, compared to $5
thousand and $10 thousand for the three and sithm@nded July 2, 2011, respectively.

Other Income (Expense), Net

Other income (expense), net for the three and siths ended June 30, 2012 was $1.1 million and ®ill®n, respectively, compared to
$0.2 million and $0.4 million for the three and swonths ended July 2, 2011, respectively. The asén other income (expense), net in the
recent three and six month periods was primarily whuthe reversal of unrealized foreign currensgés in connection with the release of prior
year unrecognized tax benefi
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Provision (Benefit) for Income Taxes

Three Months Ended Six Months Ended
June 30, July 2, June 30, July 2,
(in millions) 2012 2011 Change 2012 2011 Change
Provision (benefit) for income tax: $ 27 % 32 % 59 $ 01 $ 10¢ $ (20.¢)
Effective tax rate (15.9% 19.5% 0.2% 48.¢%

The effective tax rate for the three months enderek B0, 2012 decreased from the prior period, priyndue to the release of prior year
unrecognized tax benefits that were determineceteffectively settled during the current periodjaithwas partially offset by the non-renewal
of the federal research and development tax crddie effective tax rate for the six months endeteJ30, 2012 decreased from the prior
period, primarily due to the prior period tax charglated to the intercompany license of certathielogy and other one-time nondeductible
costs associated with the acquisition of Spectr@ai in 2011, along with the release of prior yeaecognized tax benefits that were
determined to be effectively settled during theent period. The impact of these items was p#rtaffset by the non-renewal of the federal
research and development tax credit.

The effective tax rates for each of the periodsg@néed 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, research anélolement tax credits and other permanent
items including changes to the liability for unrgoed tax benefits.

Business Outlook

We expect revenues in the third quarter of fis€dl2to be in the range of $140 to $145 million.tRermore, we expect our diluted
earnings per share to be in the range of $0.28 833

Liquidity and Capital Resources

Our principal sources of liquidity as of June 3012 consisted of $311.9 million in cash, cash egjeints and short-term investments, of
which approximately $160.7 million was held by &uss. entities. The remaining balance was held byfaneign subsidiaries. Our cash
equivalents and short-term investments consisbgarate bonds, money market funds, municipal boddS. Treasury bills, U.S. government
bonds, asset-backed securities, variable-rate démates, international government bonds and U.gemgwnent agency discount notes.

Our long-term investments consist of auction-rateusities. Early in fiscal 2008, auctions for maniyour auction-rate securities failed
because sell orders exceeded buy orders. As of3lur2N12, we held $12.5 million par value auctiate securities, all of which have
experienced failed auctions. These securities ham&actual maturity dates ranging from 2033 to&04e are receiving the underlying cash
flows on all of our auction-rate securities. Thapipal amounts associated with failed auctionsramteexpected to be accessible until a
successful auction occurs, the issuer redeemsetheity, a buyer is found outside of the auctioogess or the underlying securities mature
are unable to predict if these funds will becomailable before their maturity dates. We do not expe need access to the capital represented
by any of our auction-rate securities prior to theaturities.

Net cash provided by operating activities was $4dilBon during the six months ended June 30, 2@b2pared to net cash provided of
$26.2 million during the six months ended July @1 2. Operating cash flows during the six monthseentune 30, 2012 reflect our net income
of $34.8 million, adjustments of $29.0 million fdepreciation, amortization, stock-based compensaitial deferred income taxes, and a net
cash outflow of $22.5 million due to changes in operating assets and liabilities.

Accounts receivable increased to $72.7 millionuaie]30, 2012 from $55.4 million at December 31,1220he increase in accounts
receivable resulted primarily from an increasehiipments during the quarter ended June 30, 201amed to the last quarter of fiscal 2011.
Our average days sales outstanding (DSO) was 48atajune 30, 2012 and 39 days at December 31, 2011
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Inventory increased to $36.0 million at June 3@, 26om $34.8 million at December 31, 2011. Oureimtory level is primarily impacted
our need to make purchase commitments to suppertdsted demand and variations between forecastedctual demand. Our average days
of inventory (DOI) was 61 days at June 30, 2012 &®days at December 31, 2011.

Net cash provided by investing activities was $68ifion during the six months ended June 30, 2@b2ypared to net cash used of $4.0
million during the six months ended July 2, 201keTncrease in cash inflows was principally duariancrease of $52.4 million from net
proceeds from sales and maturities of marketaldlerges and a net payment of $27.3 million for #ugjuisition of Spectra Linear during the
six months ended July 2, 2011.

We anticipate capital expenditures of approxima$dl9 to $14 million for fiscal 2012. Additionallgs part of our growth strategy, we
expect to evaluate opportunities to invest in @ure other businesses, intellectual property chnitelogies that would complement or expand
our current offerings, expand the breadth of ourketa or enhance our technical capabilities. Oy 3uR012, we acquired Ember, a privately
held company, for a purchase price of approxime#@®.0 million, plus an amount equal to the surkmmber’s cash minus certain liabilities as
of the closing date. Potential additional consitlerais payable on a dollar for dollar basis to &xéent that revenue from Ember’s products
exceed $27.0 million over a one-year period fromhbginning of the third fiscal quarter of 2012otgh the end of the second fiscal quarter of
2013.

Net cash used in financing activities was $30.8iomlduring the six months ended June 30, 2012, paoed to net cash used of $26.0
million during the six months ended July 2, 201keTncrease in cash outflows was principally duénarease of $12.9 million for repurchases
of our common stock, offset by a payment of $7.Rioni on debt acquired in the acquisition of Spadtinear during the six months ended
July 2, 2011. In April 2012, our Board of Directauthorized a program to repurchase up to $1d®maf our common stock through
January 2013.
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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 pigj@otential acquisitions of companies or tecbgials and the expansion of our sales and
marketing activities. We believe our existing casish equivalents and investments are sufficientdet our capital requirements through at
least the next 12 months, although we could beireduor could elect, to seek additional fundingpto that time. We may enter into
acquisitions or strategic arrangements in the &uunich also could require us to seek additionaltgar debt financing.

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 cireumoss could have a significant impact on
the resulting estimated amounts included in therfaial statements. We believe the following criteecounting policies affect our more
complex judgments and estimates. We also have ptiieies that we consider to be key accountingcpes, such as our policies for revenue
recognition, including the deferral of revenues aast of revenues on sales to distributors; howehese policies do not meet the definition of
critical accounting estimates because they do eoéglly require us to make estimates or judgnbatsare difficult or subjective.

Inventory valuatior— We assess the recoverability of inventories thlothe application of a set of methods, assumptioilsestimates. In
determining net realizable value, we write downeimory that may be slow moving or have some formlsolescence, including inventory
that has aged more than 12 months. We also atiistatiuation of inventory when its standard coseexls the estimated market value less
selling costs. We assess the potential for anyualugistomer returns based on known quality orfmass issues and write-off inventory losses
for scrap or non-saleable material. Inventory rtheowise identified to be written down is compate@n assessment of our 12-month
forecasted demand. The result of this methodolsgyimpared against the product life cycle and caithyeesituations in the marketplace to
determine the appropriateness of the resultingntorg levels. Demand for our products may fluctuggmificantly over time, and actual
demand and market conditions may be more or lessdble than those that we project. In the evestt dletual demand is lower or market
conditions are worse than originally projected,iiddal inventory write-downs may be required.

Stock-based compensatien We recognize the fair-value of stock-based corspton transactions in the Consolidated Statemeincome.

The fair value of our full-value stock awards (witte exception of market-based performance awa@isdls the fair market value of our stock
on the date of grant. The fair value of our math@ed performance award grants is estimated afatieeof grant using a Monte-Carlo
simulation. The fair value of our stock option dmiployee Stock Purchase Plan grants is estimatihe atate of grant using the Black-Scholes
option pricing model. In addition, we are requitedestimate the expected forfeiture rate of ouclsgrants and only recognize the expense for
those shares expected to vest. If our actual expesidiffers significantly from the assumptionsdusecompute our stock-based compensation
cost, or if different assumptions had been usednag have recorded too much or too little stockebasompensation cost. See Not&&ck-
Based Compensaitic, to the Condensed Consolidated Financial Statesrientdditional information.
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Investments in aucti-rate securities— We determine the fair value of our investmentaution-rate securities using a discounted cast fl
model. The assumptions used in preparing the digedwash flow model include estimates for interatgs, amount of cash flows, expected
holding periods of the securities and a discoumeflect our inability to liquidate the securitid=or available-for-sale auction-rate securities, if
the calculated value is below the carrying amotithe securities, we then determine if the dedlimealue is other-than-temporary. We
consider various factors in determining whethemapairment is other-than-temporary, including tegesity and duration of the impairment,
changes in underlying credit ratings, forecastedvery, our intent to sell or the likelihood thag¢ would be required to sell the investment
before its anticipated recovery in market value tnedprobability that the scheduled cash paymeiits@ntinue to be made. When we
conclude that an other-than-temporary impairmestdwurred, we assess whether we intend to sedletbwrity or if it is more likely than not
that we will be required to sell the security befoecovery. If either of these two conditions ist,mee recognize a charge in earnings equal to
the entire difference between the security’s amedicost basis and its fair value. If we do nagnltto sell a security and it is not more likely
than not that we will be required to sell the séguyefore recovery, the unrealized loss is sepdratto an amount representing the credit loss,
which is recognized in earnings, and the amouatedito all other factors, which is recorded inuacalated other comprehensive loss.

Acquired intangible asse— When we acquire a business, a portion of thehage price is typically allocated to identifiali¢aingible assets,
such as acquired technology and customer relatijpsishair value of these assets is determined pifymasing the income approach, which
requires us to project future cash flows and applyppropriate discount rate. We amortize intaegalsisets with finite lives over their expec
useful lives. Our estimates are based upon assonspielieved to be reasonable but which are intigrencertain and unpredictable.
Assumptions may be incomplete or inaccurate, aahticipated events and circumstances may occusriect estimates could result in future
impairment charges, and those charges could beialateour results of operations.

Impairment of goodwill and other lo-lived assets— We review long-lived assets which are held aretlugcluding fixed assets and
purchased intangible assets, for impairment whanewanges in circumstances indicate that the gagrgimount of the assets may not be
recoverable. Such evaluations compare the carafimgunt of an asset to future undiscounted net fbasis expected to be generated by the
asset over its expected useful life and are sicanifily impacted by estimates of future prices amldmes for our products, capital needs,
economic trends and other factors which are inhbréifficult to forecast. If the asset is considdrto be impaired, we record an impairment
charge equal to the amount by which the carryidgeraf the asset exceeds its fair value determiryegither a quoted market price, if any, or a
value determined by utilizing a discounted castwftechnique.

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 tstep 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 corapiaesimplied fair value of our goodwill to its e@ing amount. If the carrying amount of
goodwill exceeds its implied fair value, we recagnan impairment loss equal to that excess amount.

Income taxe— We are required to calculate income taxes in e&dhegurisdictions in which we operate. This pregévolves calculating tt
actual current tax liability together with assegdiemporary differences in recognition of incomasg) 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.
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We recognize liabilities for uncertain tax posidmased on a two-step process. The first stepresjus to determine if the weight of
available evidence indicates that the tax positias met the threshold for recognition; therefore must evaluate whether it is more likely tl
not that the position will be sustained on auditJuding resolution of any related appeals orditign processes. The second step requires us tc
measure the tax benefit of the tax position takemxpected to be taken, in an income tax retuth@targest amount that is more than 50%
likely of being realized upon ultimate settlemérttis measurement step is inherently complex andiregsubjective estimations of such
amounts to determine the probability of varioussilde outcomes. We re-evaluate the uncertain takipns each quarter based on factors
including, but not limited to, changes in factocumstances, changes in tax law, expirationgattites of limitation, effectively settled issues
under audit, and new audit activity. Such a changecognition or measurement would result in xeognition of a tax benefit or an additio
charge to the tax provision in the period.

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

Recent Accounting Pronouncements

In December 2011, the Financial Accounting Stansl&uolard (FASB) issued FASB Accounting StandardsdtgdASU) No. 2011-11,
Balance Sheet (Topic 21— Disclosures about Offsetting Assets and LiabgitiASU 2011-11 requires an entity to disclose infation about
offsetting and related arrangements to enable wééts financial statements to understand thecefd® those arrangements on its financial
position. Entities are required to disclose bottsgrand net information about these instrumenttl 2811-11 is effective for annual reporting
periods beginning on or after January 1, 2013, iat@im periods within those annual periods. Thepidn of this ASU is not expected to h:
a material impact on our financial statements.

Quantitative and Qualitative Disclosures about Marlet Risk
Interest Incom:

Our investment portfolio includes cash, cash edaiva, short-term investments and Idiegm investments. Our main investment object
are the preservation of investment capital andrthrimization of after-tax returns on our investmgaitfolio. Our interest income is sensitive
to changes in the general level of U.S. intergsstaDur investment portfolio holdings as of JueZD12 yielded less than 100 basis points. A
decline in yield to zero basis points on our inwestt portfolio holdings as of June 30, 2012 wowddrédase our annual interest income by
approximately $1.2 million. We believe that ouréstment policy meets our investment objectivesh bothe duration of our investments and
the credit quality of the investments we hold.

Headquarters Lease Re

We are exposed to interest rate fluctuations imthrenal course of our business, including throughamrporate headquarters leases. The
base rents for these leases are calculated usiagadble interest rate based on the three-montlfOIRBWe 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. In Mar8hL, our swap agreement with a notional value df$4nillion matured and was not
renewed. The fair value of the remaining interagt swap agreement at June 30, 2012 was a $1li8malbligation. An immediate 100 basis
point increase in the three-month LIBOR would irae the base rent for the remaining nine montlog@er our lease that is no longer hedged
by approximately $0.3 million.
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Investments in Aucti-rate Securities

Beginning in fiscal 2008, auctions for many of auiction-rate securities failed because sell ordecgeded buy orders. As of June 30,
2012, we held $12.5 million par value auction-rsgeurities, all of which have experienced failedtmms. The principal amounts associated
with failed auctions are not expected to be acbéssintil a successful auction occurs, the issedeems the securities, a buyer is found outside
of the auction process or the underlying securitiasure. We are unable to predict if these fundishe&come available before their maturity
dates. Additionally, if we determine that an otttemn-temporary decline in the fair value of anyof available-for-sale auction-rate securities
has occurred, we may be required to adjust thgiogrrvalue of the investments through an impairnadrarge.

Available Information

Our website address is www.silabs.com. Our anregnt on Form 10-K, quarterly reports on Form 10@yent reports on Form 8-K and
amendments to those reports filed or furnishedyamsto Section 13(a) or 15(d) of the Securitiesiexge Act of 1934 are available through
the investor relations page of our website freehafrge as soon as reasonably practicable afteleweanically file such material with, or
furnish it to, the Securities and Exchange Commis$SEC). Our website and the information contaitimeglein or connected thereto are not
intended to be incorporated into this Quarterly &epn Form 10-Q.

Item 3. Quantitative and Qualitative Disclosures Aout 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 ungin 2 above. Such information is incorporateddfgrence herein.

Iltem 4. Controls and Procedures

We have performed an evaluation under the supervend with the participation of our managemerdiuding our Chief Executive Offic
(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 A#dkxed on that evaluation, our management, inafudim CEO and CFO, concluded that
our disclosure controls and procedures were effes of June 30, 2012 to provide reasonable assithat 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 forms.hSlisclosure controls and procedures include cénénod procedures designed to ensure that
information required to be disclosed is accumulaed communicated to our management, includingod&® and CFO, to allow timely
decisions regarding required disclosures. Therengashange in our internal controls during thedisfuarter ended June 30, 2012 that
materially affected, or is reasonably likely to erélly affect, our internal controls over finarlaieporting.

Part II. Other Information
Iltem 1. Legal Proceedings
Patent Litigation

On May 13, 2012, MaxLinear, Inc., a Delaware cogpion, filed a lawsuit against us in the Unitedt&eDistrict Court in the Southern
District of California, San Diego Division, seekiagdeclaratory judgment that MaxLinear has nofirigied 19 of our patents and that such
patents are invalid. On June 1, 2012, we filed #iando dismiss such claims. On July 17, 2012, ileglfa lawsuit against MaxLinear in the
United States District Court in the Southern Dgtaf California, San Diego Division, alleging infgement of 20 of our patents related to RF
and mixed-signal design. We asked the Court fanpmction stopping the sale of all allegedly infying MaxLinear products. At this time, we
cannot predict the outcome of this matter or tisailteng financial impact to us, if any.
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Other

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

Iltem 1A. Risk Factors
Risks Related to our Business

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

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

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

e The timing and volume of orders received from austomers;

The timeliness of our new product introductions #rerate at which our new products may cannibaizeolder 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;
e The rate of adoption of mixed-signal ICs in the ke#s we target;

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

e Changes in product mix;

«  The average selling prices for our products coutppduddenly due to competitive offerings or coritppet predatory pricing,
especially with respect to our mobile handset pctsju

*  The average selling prices for our products gehedglcline over time;

¢ Changes in market standards;

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

e The software used in our products, including sofen@rovided by third parties, may not meet the segdur customers;

«  Significant legal costs to defend our intellectpdperty rights or respond to claims against ud; an
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*  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 consumer electronics, for examgrie characterized by rapid fluctuations in demamtiseasonality that result in
corresponding fluctuations in the demand for owdpicts that are incorporated in such devices. Aaftitly, the rate of technology acceptance
by our customers results in fluctuating demandfarproducts as customers are reluctant to incatpa new IC into their products until the
new IC has achieved market acceptance. Once a@eagHieves market acceptance, demand for the nean@uickly accelerate to a point
and then level off such that rapid historical growt sales of a product should not be viewed ag#atide of continued future growth. In
addition, demand can quickly decline for a produmicen a new IC product is introduced and receivesketacceptance. Due to the various
factors mentioned above, the results of any primrggrly or annual periods should not be reliednua® an indication of our future operating
performance.

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

Our future success will depend on our ability teelep or acquire new ICs and product enhancembatsathieve market acceptance in a
timely and cost-effective manner. The developmémiiged-signal ICs is highly complex, and we hatvéraes experienced delays in

completing the development and introduction of qewducts and product enhancements. Successful girdduelopment and market
acceptance of our products depend on a numbectafr& including:

¢ Requirements of customers;

«  Accurate prediction of market and technical requeets;

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:;
« Availability of foundry, assembly and test capagity

«  Achievement of high manufacturing yields;

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

« Availability, quality, price and performance of cpating products and technologies;

e  Our customer service, application support capasliand responsiveness;

«  Successful development of our relationships witistexg and potential customers;

¢ Technology, industry standards or end-user pretesrand

»  Cooperation of third-party software providers amnd semiconductor vendors to support our chips withsystem.

We cannot provide any assurance that products wirchecently have developed or may develop indaheré will achieve market
acceptance. We have introduced to market or adevelopment of many ICs. If our ICs fail to achiemarket acceptance, or if we fail to
develop new products on a timely basis that achieaket acceptance, our growth prospects, operegsgts and competitive position could
be adversely affected.
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Our research and development efforts are focused amlimited number of new technologies and productsnd any delay in the
development, or abandonment, of these technologies products by industry participants, or their fail ure to achieve market acceptance,
could compromise our competitive position

Our ICs are used as components in electronic dewcearious markets. As a result, we have devateexpect to continue to devote a
large amount of resources to develop products basesw and emerging technologies and standartdsvthhe commercially introduced in
the future. Research and development expense dinéngjx months ended June 30, 2012 was $67.2omiltir 25.7% of revenues. A numbe
large companies are actively involved in the degedent of these new technologies and standards I&hoy of these companies delay or
abandon their efforts to develop commercially ald# products based on new technologies and s@s)daur research and development ef
with respect to these technologies and standéely iwould have no appreciable value. In additibme do not correctly anticipate new
technologies and standards, or if the productsvtieadlevelop based on these new technologies andastis fail to achieve market acceptance,
our competitors may be better able to address rhdgteand than we would. Furthermore, if marketgtese new technologies and standards
develop later than we anticipate, or do not devealogll, demand for our products that are curreintigevelopment would suffer, resulting in
lower sales of these products than we currentlicipate.

We depend on a limited number of customers for a fistantial 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 sigaiftceduction in sales to any one of them, wouddificantly reduce our revenues and
adversely affect our business. During the six meetided June 30, 2012, our ten largest customeosiated for 44% of our revenues. Som
the markets for our products are dominated by dlsmeber of potential customers. Therefore, ougraging results in the foreseeable future
will continue to depend on our ability to sell teese dominant customers, as well as the abilithede customers to sell products that
incorporate our IC products. In the future, thesst@mers may decide not to purchase our ICs giaithase fewer ICs than they did in the
or alter their purchasing patterns, particularlgdese:

e 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 o@tio us and without penalty;

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

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

While we have been a significant supplier of ICedug many of our customers’ products, our custemegularly evaluate alternative
sources of supply in order to diversify their sug@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 adeéfeset 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.
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Significant litigation over intellectual property in our industry may cause us to become involved irostly and lengthy litigation which
could seriously harm our business

In recent years, there has been significant litigein the United States involving patents and otheellectual property rights. From time to
time, we receive letters from various industry jgguants alleging infringement of patents, tradekaar misappropriation of trade secrets or
from customers or suppliers requesting indemnificetor claims brought against them by third parti€he exploratory nature of these
inquiries has become relatively common in the sendeictor industry. We respond when we deem apptpand as advised by legal counsel.
We have been involved in litigation to protect mtellectual property rights in the past and magdmee involved in such litigation again in the
future. In the future, we may become involved iditidnal litigation to defend allegations of infgament asserted by others, both directly and
indirectly as a result of certain industry-standiaidemnities we may offer to our customers or sigppl Legal proceedings could subject us to
significant liability for damages or invalidate cpnoprietary rights. Legal proceedings initiatedusyto protect our intellectual property rights
could also result in counterclaims or countersagfginst us. Any litigation, regardless of its oumep would likely be time-consuming and
expensive to resolve and would divert our managéméme and attention. Most intellectual propditigation also could force us to take
specific actions, including:

*  Cease selling or manufacturing products that usehiallenged intellectual property;

«  Obtain from the owner of the infringed intellectpabperty a right to a license to sell or use #evant 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 enfaeindemnification rights, which may not adeqlateotect our interests.
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 rhgdes will be critical to sustain
market acceptance of our products. Therefore, weuethat the protection of our intellectual prayeights is and will continue to be
important to the success of our business. We melg combination of patent, copyright, trademark &iade 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, unauthorizedigs may attempt to copy or otherwise obtain asel aur proprietary technology. Monitoring
unauthorized use of our technology is difficultdame cannot be certain that the steps we have taltlieprevent unauthorized use of our
technology, particularly in foreign countries whée laws may not protect our proprietary rightudly as in the United States. We cannot be
certain that patents will be issued as a resubuofpending applications nor can we be certainahgtissued patents would protect or benefit us
or give us adequate protection from competing petsllFor example, issued patents may be circumgeantehallenged and declared invalic
unenforceable. We also cannot be certain that tligrnot develop effective competing technologiestheir own.

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

The future growth of our business will depend igéapart on our ability to manage our relationshijts current and future distributors a
sales representatives, develop additional charfoetke distribution and sale of our products arahage these relationships. As we execut:
indirect sales strategy, we must manage the patergnflicts that may arise with our direct salfferts. 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 stratagg aopede our future growth. In addition, relasbips with our distributors often involve
the use of price protection and inventory retught$. This often requires a significant amountadés managemesttime and system resourt
to manage properly.
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We are subject to increased inventory risks and c¢s 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 maturfag of our products in advance of
receiving purchase orders based on forecasts iy these customers. However, these forecaststdepresent binding purchase
commitments and we do not recognize sales for thesgucts until they are shipped to the customsraAesult, we incur inventory and
manufacturing costs in advance of anticipated s&8esause demand for our products may not mategiainanufacturing based on forecasts
subjects us to increased risks of high inventoryyirag costs, increased obsolescence and incregsedting costs. These inventory risks are
exacerbated when our customers purchase indirgctiygh contract manufacturers or hold componersritory levels greater than their
consumption rate because this causes us to haveisdsility regarding the accumulated levels oféntory for such customers. A resulting
write-off of unusable or excess inventories wouddexsely affect our operating results.

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

Our products are complex and may contain erromsicpéarly when first introduced or as new versi@ame released. Our new products are
increasingly being designed in more complex preeesgich further increases the risk of errors. Al primarily on our in-house testing
personnel to design test operations and procedoidstect any errors prior to delivery of our protuto our customers. Because our products
are manufactured by third parties, should probleotsir in the operation or performance of our ICs,may experience delays in meeting key
introduction dates or scheduled delivery datesurocostomers. These errors also could cause ustio significant 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 repiaeet or recall or we could be obligated to acceptipct returns. Any of the foregoing
could impose substantial costs and harm our busines

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

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

As part of our growth and product diversificatidrategy, we continue to evaluate opportunitiesciquére other businesses, intellectual

property or technologies that would complementaurent offerings, expand the breadth of our marketenhance our technical capabilities.

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

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

* Need for financial resources above our plannedsiment levels;

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

* Risks associated with entering markets in whichHag& prior experience;
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* Risks associated with the transfer of licenses@llectual property;
* Increased operating costs due to acquired overhead;
« Taxissues associated with acquisitions;
« Acquisition-related disputes, including disputegmogarn-outs and escrows;
« Potential loss of key employees of the acquiredpamy; and
e Potential impairment of related goodwill and intdolg assets.

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

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

We have substantial international activities, whichsubjects us to additional business risks includintpgistical and financial complexity,
political instability and currency fluctuations

We have established international subsidiariesheave opened offices in international markets tqsupour activities in Europe and Asia.
This has included the establishment of a headggartesingapore for nob-S. operations. The percentage of our revenuégedifrom outsid
of the United States was 88% during the six moatiged June 30, 2012. We may not be able to maiataicrease international market
demand for our products. Our international operatiare subject to a number of risks, including:

«  Complexity and costs of managing international apens and related tax obligations, including oeadiquarters for non-U.S.
operations in Singapore;

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

*  Multiple, conflicting and changing tax and othewtaand regulations that may impact both our intéonal and domestic tax and
other liabilities and result in increased complg®ihd costs;

e Longer sales cycles;

e 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 custavaard purchases of components from internatiorggll®rs have been denominated in
U.S. dollars. As a result, an increase in the valube U.S. dollar relative to foreign currenceesilld make our products more expensive for
international customers to purchase, thus rendenimgproducts less competitive. Similarly, a desecim the value of the U.S. dollar could

reduce our buying power with respect to internal@uppliers.

We rely on third parties to manufacture, assemble ad 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 vendasgtanufacture the ICs we design. We
also currently rely on Asian thirdarty assembly subcontractors to assemble and gacka silicon chips provided by the wafers for insinal
products. Additionally, we rely on these offshovbeontractors for a substantial portion of theitgstequirements of our products prior to
shipping. We expect utilization of third-party sobtractors to continue in the future.

The cyclical nature of the semiconductor industiyets wide fluctuations in available capacity atdkparty vendors. On occasion, we have
been unable to adequately respond to unexpectegbaises in customer demand due to capacity cortstemid, therefore, were unable to ber
from this incremental demand. We may be unablétaip adequate foundry, assembly or test capawcity bur third-party subcontractors to
meet our customers’ delivery requirements evereifatequately forecast customer demand.

There are significant risks associated with relyomgthese third-party foundries and subcontractoch,ding:

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

«  Potential insolvency of the third-party subcontoast

e Reduced control over delivery schedules and quality

*  Limited warranties on wafers or products suppliedsg;

« Potential increases in prices or payments in advéorccapacity;

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

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

Since our inception, most of the silicon waferstfer products that we have shipped were manufatgitker by Taiwan Semiconductor
Manufacturing Co. (TSMC) or its affiliates. Our taimers typically complete their own qualificatioropess. 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 wieeifor our production, we might not be able tdfifl 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.

Our products incorporate technology licensed fromhird parties

We incorporate technology (including software) fised from third parties in our products. We cowddshbjected to claims of infringement
regardless of our lack of involvement in the depetent of the licensed technology. Although a tipiadity licensor is typically obligated to
indemnify us if the licensed technology infringesanother party’s intellectual property rights, lsircdemnification 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 litigatieiich could seriously harm our busineBarthermore, any failure of third party technology
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 grodvttuboperations will continue to place, a sigrafit strain on our management
personnel, systems and resources. We anticipatevéhaill need to implement a variety of new andjtgzled sales, operational and financial
enterprise-wide systems, information technologyaistiructure, procedures and controls, includingrfgrovement of our accounting and other
internal management systems to manage this gravathmeintain compliance with regulatory guidelinies)uding Sarbanes-Oxley Act
requirements. To the extent our business growsinbeimal management systems and processes willtodenprove to ensure that we remain
in compliance. We also expect that we will needdntinue to expand, train, manage and motivatenaukforce. All of these endeavors will
require substantial management effort, and we igatie that we will require additional managemenspenel and internal processes to manage
these efforts and to plan for the succession fiore to time of certain persons who have been keyagement and technical personnel. If we
are unable to effectively manage our expandingajloperations, including our international headtprarin Singapore, 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 fc
large percentage of our revenues in the near omtinued market acceptance of these productseiefore, critical to our future success. In
addition, substantially all of our products that nseve sold include technology related to one oramdrour issued U.S. patents. If these patents
are found to be invalid or unenforceable, our caiitgrs could introduce competitive products thatildareduce both the volume and price per
unit of our products. Our business, operating tesfihancial condition and cash flows could therefbe adversely affected by:

e Adecline in demand for any of our more significamducts;

«  Failure of our products to achieve continued magkeeptance;

39




Table of Contents

e Competitive products;

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

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

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

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

or otherwise not satisfy their obligations to ug, @ould be materially harmed.

We depend on our key personnel to manage our busise effectively in a rapidly changing market, and ifve are unable to retain our
current personnel and hire additional personnel, ouability to develop and successfully market our poducts could be harmed

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

Any dispositions could harm our financial condition

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

«  Diversion of management'’s time and attention framanre business;

« Difficulties separating the divested business;

« Risks to relations with customers who previouslychased products from our disposed product line;
*  Reduced leverage with suppliers due to reduceceggtg volume;

e Risks related to employee relations;

* Risks associated with the transfer and licensinigteflectual property;
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»  Security risks and other liabilities related to trensition services provided in connection with thsposition;
e  Taxissues associated with dispositions; and
« Disposition-related disputes, including disputesrazarn-outs and escrows.

Our stock price may be volatile

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

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

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

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

« Alarge sale of stock by a significant shareholder;

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

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

«  Departures of key personnel; and

e The required expensing of stock awards.

The stock market has experienced extreme volatiidy 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 assgmalold test subcontractors’ sites are located iwd@aiand most of our other foundry,
assembly and test subcontractors are located iRahi#ic Rim region. In addition, many of our cus&rs are located in the Pacific Rim region.
The risk of earthquakes in Taiwan and the Pacifio FRegion is significant due to the proximity of jpaearthquake fault lines in the area.
Earthquakes, tsunamis, fire, flooding, lack of wateother natural disasters, an epidemic, politiceest, war, labor strikes or work
stoppages in countries where our semiconductor faaturers, assemblers and test subcontractorseate, likely would result in the
disruption of our foundry, assembly or test capadihere can be no assurance that alternate cgpacitd be obtained on favorable terms, if at
all.
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A natural disaster, epidemic, labor strike, wapolitical unrest where our customers’ facilitieg dvcated would likely reduce our sales to
such customers. North Korea's geopolitical maneingsrhave created unrest. Such unrest could cegatgomic uncertainty or instability,
could escalate to war or otherwise adversely aBecith Korea and our South Korean customers antteegur sales to such customers, which
would materially and adversely affect our operatiegults. In addition, a significant portion of thesembly and testing of our products occurs
in South Korea. Any disruption resulting from thesents could also cause significant delays inmshigts of our products until we are able to
shift our manufacturing, assembling or testing fritva affected subcontractor to another third-peaetydor.

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 coempdnd technologically demanding process. Althowghwork closely with our
foundries and assemblers to minimize the likelihobdeduced manufacturing yields, we have from ttméme experienced lower than
anticipated manufacturing yields. Changes in mastufang processes or the inadvertent use of defecti contaminated materials could result
in lower than anticipated manufacturing yields nacceptable performance deficiencies, which caulet 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 custoategionships.

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 hasidsetworking equipment and a
broad range of other devices. We rely on our custsrto provide hardware, software, intellectualperty indemnification and other technical
support for the products supplied by our custonlémmur customers do not provide the required figmlity or if our customers do not provide
satisfactory support for their products, the dem@ndhese devices that incorporate our productg diminish or we may otherwise be
materially adversely affected. Any reduction in tremand for these devices would significantly redowgr revenues.

In certain products, some of our customers offeirtbwn competitive products. These customers rimayif advantageous to support their
own offerings in the marketplace in lieu of promgtiour products.
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We could seek to raise additional capital in the fiure through the issuance of equity or debt securigs, but additional capital may not b¢
available on terms acceptable to us, or at all

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

We are a relatively small company with limited resarces compared to some of our current and 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 résalie competitors may have greater credibilitywilr 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 alresstgblished supplier or joint development
relationships with the decision makers at our aurog potential customers. These competitors magtibe 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 solutions offgra more complete product despite the technicaltsma advantages of our products. Th
competitors may elect not to support our produdtikvcould complicate our sales efforts. These@hdr competitive pressures may prevent
us from competing successfully against currentiture competitors, and may materially harm our iess. Competition could decrease our
prices, reduce our sales, lower our gross margidfoadecrease our market share.

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

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

The ability of our Board of Directors to issue stsof our preferred stock in one or more seriebawit further authorization of our
stockholders;

* A prohibition on stockholder action by written cens;
«  Elimination of the right of stockholders to 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 dé®are which may discourage, delay or prevent seraémm acquiring or merging with
us, which may adversely affect the market pricewafcommon stock.
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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 aeadtharacterized by constant and rapid technologltahge, rapid product obsolescence
and price erosion, evolving standards, short prolifeccycles and wide fluctuations in product slyppnd demand. The industry has
experienced significant fluctuations, often conadaith, or in anticipation of, maturing productctss and new product introductions of both
semiconductor companies’ and their customers’ prtsdand fluctuations in general economic conditi@eteriorating 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)dvmake 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 thengrstrength, or duration of any economic slowdawmconomic recovery. If the economy
or markets in which we operate deteriorate, ouirass, financial condition, and results of operaiaould likely be materially and adversely
affected.

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

Upturns have been characterized by increased pragantand and production capacity constraints cdeayencreased competition for
access to third-party foundry, assembly and tgsacity. We are dependent on the availability ofhscapacity to manufacture, assemble and
test our ICs. None of our third-party foundry, asbé or test subcontractors have provided assusathze 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-periodtiations in future operating results due to thesieroof our average selling prices. We
have reduced the average unit price of our prodod@sticipation of or in response to competitiveeing pressures, new product introductions
by us or our competitors and other factors. If weewmnable to offset any such reductions in ouragyeiselling prices by increasing our sales
volumes, increasing our sales content per appbicati reducing production costs, our gross margintsrevenues will suffer. To maintain our
gross margin percentage, we will need to develapiatnoduce new products and product enhancemendstimnely basis and continually
reduce our costs. Our failure to do so could causegevenues and gross margin percentage to decline
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Competition within the numerous markets we target nay reduce sales of our products and reduce our mast share

The markets for semiconductors in general,fandhixed-signal ICs in particular, are intensebmpetitive. We expect that the market for
our products will continually evolve and will bebject to rapid technological change. In additichwe target and supply products to nume
markets and applications, we face competition feoralatively large number of competitors. We corapeith Analog Devices, Atmel,
Broadcom, Conexant, Cypress, Epson, Freescale,Udrtiq, Maxim Integrated Products, Microchip, Misemi, NXP Semiconductors,
Renesas, Sony Semiconductor, ST-Ericsson, STMiectrehics, Texas Instruments, Vectron Internati@mal others. We expect to face
competition in the future from our current compm@st, other manufacturers and designers of semiatody and start-up semiconductor design
companies. As the markets for communications prizdgiow, we also may face competition from tradiibcommunications device
companies. These companies may enter the mixedisgsgmiconductor market by introducing their owis & by entering into strategic
relationships with or acquiring other existing piders of semiconductor products. In addition, latgempanies may restructure their operations
to create separate companies or may acquire neiwdssgs that are focused on providing the typ@sarfucts we produce or acquire our
customers.

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

Generally, our products comprise only a pée device. All components of such devices musfaunily comply with industry standards in
order to operate efficiently together. We depend¢@mpanies that provide other components of thécdswo support prevailing industry
standards. Many of these companies are significéantjer and more influential in affecting indusstandards than we are. Some industry
standards may not be widely adopted or implementdfdrmly, and competing standards may emergertteat be preferred by our customers
or end users. If larger companies do not suppersime industry standards that we do, or if comgetiandards emerge, market acceptance of
our products could be adversely affected which @dwdrm our business.

Products for certain applications are basethdustry standards that are continually evolvidgr ability to compete in the future will
depend on our ability to identify and ensure coamudie with these evolving industry standards. Thergence of new industry standards could
render our products incompatible with products tlgyed by other suppliers. As a result, we coulddugiired to invest significant time and
effort and to incur significant expense to redegign products to ensure compliance with relevaamidards. If our products are not in
compliance with prevailing industry standards faignificant period of time, we could miss oppoitigs to achieve crucial design wins.

Our pursuit of necessary technological advameay require substantial time and expense. Wenogle successful in developing or using
new technologies or in developing new productsrodpct enhancements that achieve market acceptdmee.|Cs fail to achieve market
acceptance, our growth prospects, operating reanttssompetitive position could be adversely aédct
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Item 2. Unregistered Sales of Equity Securities ahUse of Proceeds

Our registration statement (Registration N28-94853) under the Securities Act of 1933, as aleénrelating to our initial public offering
of our common stock became effective on March 2802

The following table summarizes repurchasesunfcommon stock during the three months ended 3002012 (in thousands, except per
share amounts):

Total Number of Approximate
Shares Purchased Dollar Value of
as Part of Shares that May
Average Price Publicly Yet Be Purchased
Total Number of Paid per Announced Plans Under the Plans
Period Shares Purchased Share or Programs or Programs
April 1, 2012— April 28, 2012 — 3 — — 3 100,00(
April 29, 2012— May 26, 201z 23z % 33.7¢ 23z % 92,18¢
May 27, 2012— June 30, 201 87¢ $ 35.2¢ 87¢ $ 61,24:
Total 1,11C % 34.9: 1,11(

In April 2012, our Board of Directors authaiza program to repurchase up to $100 million ofoommon stock through January 2013.
program allows for repurchases to be made in tles oparket or in private transactions, includingictinred or accelerated transactions, subject
to applicable legal requirements and market couasti
Item 3. Defaults Upon Senior Securities

Not applicable
Iltem 4. Mine Safety Disclosures

Not applicable
Item 5. Other Information

Not applicable
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Iltem 6. Exhibits

The following exhibits are filed as part ofstiheport:

Exhibit

Number

2.1* Agreement and Plan of Merger, dated May 16, 20¢&rtdl among Silicon Laboratories Inc., El Doradadée Sub, Inc.
Ember Corporation and Todd Hixon, as Stakeholdgré&sentative (filed as Exhibit 2.1 to the For-K filed May 21, 2012)

3.1* Form of Fourth Amended and Restated Certificateodrporation of Silicon Laboratories Inc. (filed Bxhibit 3.1 to thq
Registrant’s Registration Statement on Form S-t{8ges and Exchange Commission File No. 333-938&& “IPO
Registration Stateme”)).

3.2* Second Amended and Restated Bylaws of Silicon Latbdes Inc (filed as Exhibit 3.2 to the Registfa#tnnual Report on
Form 1(-K for the fiscal year ended January 3, 20I

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

31.1 Certification of the Principal Executive Officels eequired by Section 302 of the Sarbi-Oxley Act of 2002

31.2 Certification of the Principal Financial Officers aequired by Section 302 of the Sarbi-Oxley Act of 2002

32.1 Certification as required by Section 906 of theb@ae-Oxley Act of 2002

101.INS** XBRL Instance Documer

101.SCH** XBRL Taxonomy Extension Schema Docum

101.CAL** XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.LAB** XBRL Taxonomy Extension Label Linkbase Docum
101.PRE** XBRL Taxonomy Extension Presentation Linkbase Doent

101.DEF** XBRL Taxonomy Extension Definition Linkbase Docunh

* Incorporated herein by reference to the indiddtkng.

** The information in these exhibits shall not beedned to be “filed” for purposes of Section 18hef Securities Exchange Act of 1934, as
amended, or otherwise subject to the liabilitylafttsection. The information contained thereinlsia be incorporated by reference into any
filing with the U.S. Securities and Exchange Consiois made by Silicon Laboratories, whether madereedr after the date hereof, regard
of any general incorporation language in suchdilin
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SIGNATURES

Pursuant to the requirements of the Secuiitiehange Act of 1934, the registrant has duly edukis report to be signed on its behalf by
the undersigned thereunto duly authorized.

SILICON LABORATORIES INC.

July 25, 2012 s/ G. Tyson Tuttle

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

July 25, 2012 /s/ Paul V. Walsh, J

Date Paul V. Walsh, Jr.
Senior Vice President and
Chief Financial Officer
(Principal Financial Officer)
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Exhibit 31.1

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

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

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessary
to make the statements made, in light of the citances under which such statements were madmisieading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly 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 Mealisclosed, based on our most recent evaluafionieynal 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 25, 201

/s! G. Tyson Tuttle

G. Tyson Tuttle

President anc

Chief Executive Office
(Principal Executive Officer




Exhibit 31.2

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

[, Paul V. Walsh, Jr., certify that:
1. | have reviewed this report on Form 10-Q of Silid@boratories Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessary
to make the statements made, in light of the citances under which such statements were madmisieading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly 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 Mealisclosed, based on our most recent evaluafionieynal 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 25, 201

/s/ Paul V. Walsh, J

Paul V. Walsh, Ji

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




Exhibit 32.1
Certification of Chief Executive Officer and Chieihancial Officer

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

(i) the accompanying Quarterly Report on Formd6f the Company for the fiscal quarter ended Bhe012 as filed with the
Securities and Exchange Commission (the “Repdutlyy complies with the requirements of Sectiond)3¢r Section 15(d), as applicable, of
Securities Exchange Act of 1934; and

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

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

Date: July 25, 2012

/s! G. Tyson Tuttle

G. Tyson Tuttle
President anc
Chief Executive Office

/s/ Paul V. Walsh, J

Paul V. Walsh, Ji
Senior Vice President and
Chief Financial Officel




