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EXCEPT FOR THE HISTORICAL FINANCIAL INFORMATION CONAINED HEREIN, THE MATTERS DISCUSSED IN THIS
REPORT ON FORM 10-Q (AS WELL AS DOCUMENTS INCORPORAD HEREIN BY REFERENCE) MAY BE CONSIDERED
“FORWARD-LOOKING” STATEMENTS WITHIN THE MEANING OFSECTION 27A OF THE SECURITIES ACT OF 1933, AS
AMENDED, AND SECTION 21E OF THE SECURITIES EXCHANGECT OF 1934, AS AMENDED. SUCH FORWARD-LOOKING
STATEMENTS INCLUDE DECLARATIONS REGARDING THE INTEN, BELIEF OR CURRENT EXPECTATIONS OF SILICON
LABORATORIES INC. AND ITS MANAGEMENT AND MAY BE SINIFIED BY THE WORDS “EXPECTS,” “ANTICIPATES,”
“INTENDS,” “BELIEVES” OR SIMILAR LANGUAGE. YOU ARE CAUTIONED THAT ANY SUCH FORWARD-LOOKING
STATEMENTS ARE NOT GUARANTEES OF FUTURE PERFORMANGHEID INVOLVE A NUMBER OF RISKS AND
UNCERTAINTIES. ACTUAL RESULTS COULD DIFFER MATERIALY FROM THOSE INDICATED BY SUCH FORWARD-
LOOKING STATEMENTS. FACTORS THAT COULD CAUSE OR CAORIBUTE TO SUCH DIFFERENCES INCLUDE THOSE
DISCUSSED UNDER “RISK FACTORS” AND ELSEWHERE IN THIREPORT. SILICON LABORATORIES DISCLAIMS ANY
INTENTION OR OBLIGATION TO UPDATE OR REVISE ANY FOR/ARD-LOOKING STATEMENTS, WHETHER AS A RESULT O
NEW INFORMATION, FUTURE EVENTS OR OTHERWISI




PART I. FINANCIAL INFORMATION
Item 1. Financial Statements

SILICON LABORATORIES INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS, EXCEPT PER SHARE DATA)

ASSETS

Current asset:

Cash and cash equivalel

Shor-term investment

Accounts receivable, net of allowance for doub#fttounts of $1,088 at April 1, 2006 and

December 31, 200

Inventories

Deferred income taxe

Prepaid expenses and ot
Total current asse
Property, equipment and software,
Goodwill
Other intangible assets, r
Other assets, n
Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl
Accrued expense
Deferred income on shipments to distribut
Income taxes payab
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; n@shssued an outstanding
Common stock—8.0001 par value; 250,000 shares authorized; 554€154,530 shares issued
outstanding at April 1, 2006 and December 31, 28€&pectively
Additional paic-in capital
Deferred stock compensati
Retained earning
Total stockholder equity

Total liabilities and stockholde’ equity

April 1, December 31,
2006 2005
(Unaudited)
$ 105,59 $ 100,50:-
301,49 263,20¢
76,057 68,82«
24,05 23,13
13,11 11,50¢
16,44: 9,67(
536,75! 476,84
28,50 32,58¢
62,871 62,87
14,04 14,83¢
31,09: 25,86:
$ 673,27: $ 613,00:
$ 42,30¢  $ 43,84¢
13,06: 11,307
42,11 34,03¢
15,86( 18,34¢
113,34. 107,53
11,66¢ 7,41¢
125,00¢ 114,95!
6 5
373,33. 335,28
— (1,108
174,92¢ 163,86«
548,26¢ 498,04¢
$ 673,27: $ 613,00:

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS.
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CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Revenue!
Cost of revenue
Gross profit
Operating expense
Research and developm
Selling, general and administrati
Operating expenst
Operating incom:
Other income (expense
Interest incom:
Interest expens
Other income (expense), r
Income before income tax
Provision for income taxe

Net income

Net income per shar
Basic
Diluted

Weightec-average common sharoutstanding

Basic
Diluted

SILICON LABORATORIES INC.

(UNAUDITED)

(IN THOUSANDS, EXCEPT PER SHARE DATA)

Three Months Ended

April 1, April 2,
2006 2005
$ 11454 $ 104,76:
51,30( 48,56(
63,24( 56,20«
27,551 19,55:
24,70 16,87¢
52,25¢ 36,43
10,98: 19,77:
3,20z 1,412
(175) (56)
247 (15)
14,25¢ 21,11+
3,191 3,741
$ 11,06: $ 17,37:
$ 0.2C $ 0.3<
$ 0.1¢ % 0.31
55,06¢ 52,46¢
57,65¢ 55,36¢

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
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SILICON LABORATORIES INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)
(IN THOUSANDS)

OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to cash praVicle operating activities
Depreciation and amortization of property, equiptreerd softwart
Loss (gain) on disposal of property, equipment softlvare
Amortization of other intangible assets and otlsset
Stock compensation exper
Additional income tax benefit from employee st-based award
Excess income tax benefit from employee s-based award
Changes in operating assets and liabilit
Accounts receivabl
Inventories
Prepaid expenses and other as
Accounts payabl
Accrued expense
Deferred income on shipments to distribut
Deferred income taxe
Income taxes payab
Net cash provided by operating activit

INVESTING ACTIVITIES

Purchases of sh-term investment

Sales and maturities of sh-term investment
Purchases of property, equipment and soft
Proceeds from sale of property, equipment and soé
Purchases of other ass

Net cash provided by (used in) investing activi

FINANCING ACTIVITIES

Net proceeds from exercises of stock opti

Excess income tax benefit from employee s-based award
Net cash provided by financing activiti

Increase in cash and cash equival
Cash and cash equivalents at beginning of pe
Cash and cash equivalents at end of pe

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Interest paic
Income taxes pai

SUPPLEMENTAL DISCLOSURE OF NON-CASH ACTIVITY:
Receivable for sale of property, equipment andisi

Three Months Ended

April 1, April 2,
2006 2005

$ 11,06¢ $ 17,37:

4,69t 4,237

(129 —

982 62%

9,82 753

6,141 907

(3,072 —

(7,239) (5,99

(784) 8,41¢

(8,329 (2,679

2,70¢ (3,53¢)

1,75¢ (23¢9

8,07¢ 3,232

(1,609 (181)

(2,48¢) 2,89¢

21,61( 25,81

(80,45 (76,969

42,16¢ 186,17:

(2,709 (2,010

49 21E

(1,699 (65)

(42,639 107,34«

23,04¢ 2,61¢€

3,072 —

26,12( 2,61¢€

5,091 135,77:

100,50« 48,63¢

$ 105,59 $ 184,40°

$ 144  $ 42

$ 807 $ 18¢€

$ 217: $ =

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
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SILICON LABORATORIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(UNAUDITED)
April 1, 2006

1. SIGNIFICANT ACCOUNTING POLICIES
BASIS OF PRESENTATION

The condensed consolidated financial statemeritsr thhan the condensed consolidated balance sheétecember 31, 2005, included
herein are unaudited; however, they contain alimarecurring accruals and adjustments which, énagjpinion of management, are necessary
to present fairly the condensed consolidated firzuposition of Silicon Laboratories Inc. and itgsidiaries (collectively, the “Company”) at
April 1, 2006, the condensed consolidated restilits @perations for the three months ended Apr2d06 and April 2, 2005, and the
condensed consolidated statements of cash flontkdéathree months ended April 1, 2006 and Apr2@)5. All intercompany accounts and
transactions have been eliminated. The condensebbidated results of operations for the three m@ended April 1, 2006 are not
necessarily indicative of the results to be expktte the full year.

The accompanying unaudited condensed consolidetaddial statements do not include certain footnaied financial presentations
normally required under U.S. generally acceptedacting principles. Therefore, these condenseddlmated financial statements should
read in conjunction with the audited consolidatiedricial statements and notes thereto for the geded December 31, 2005, included in the
Company’s Form 10-K/A filed with the Securities aBdchange Commission (SEC) on April 24, 2006.

RECLASSIFICATIONS

Certain reclassifications have been made to peood financial statements. Previously, the Compacprded amortization of stock
compensation as a separate line item of the cataell statements of income. The Securities anddigehCommission (SEC) released Staff
Accounting Bulletin No. 107, “Share-Based Payme(8AB 107) which states that companies should ptebe expense related to share-
based payment arrangements in the same line grdimeash compensation paid to the same employeawxdingly, the Company has
reclassified share-based payments previously redoad “amortization of stock compensation” to thprapriate functional categories. The
reclassifications had no impact on the Companyiarfcial position, operating income or net income Tollowing table summarizes
amortization of stock compensation that is now reéed within functional categories in the condenseaksolidated statements of income (in
thousands):

Three Months Ended

April 2,

2005
Cost of revenue $ 10
Research and developmt 58€
Selling, general and administrati 157
Total $ 75%




SILICON LABORATORIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)
(UNAUDITED)

The Company has also reclassified investmentsriaha-rate demand notes from cash and cash egquigaio short-term investments in
prior periods to conform to the current year présgon. Accordingly, the Company has revised tlassification to exclude $154.9 million
from cash and cash equivalents at December 31, &0@%0 include such amount under short-term imvests. In addition, the Company has
reclassified the purchase and maturity of thesestments in variable-rate demand notes in its amsgteconsolidated statements of cash
flows, which decreased cash flows from investinyvages by $57.7 million for the three months edd&pril 2, 2005. The reclassifications
had no impact on the Company’s results of operat@rits overall financial position.

INVENTORIES

Inventories are stated at the lower of cost, datechusing the first-in, first-out method, or markehipping and handling costs are
classified as a component of cost of revenue irctimelensed consolidated statements of income. foxes consist of the following (in
thousands):

April 1, December 31,
2006 2005
Work in progres: $ 15,497 $ 15,40¢
Finished good 8,55¢€ 7,728
$ 24,05: $ 23,13:

OTHER COMPREHENSIVE INCOME
There were no significant differences between metme and comprehensive income during any of thegepresented
INCOME TAXES

The effective tax rate for the three months endpdlA, 2006 reflects the non-renewal of the fetlezaearch and development credit. If
the federal research and development credit imdettat a later date, the future effective tax madg be reduced.
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SILICON LABORATORIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)
(UNAUDITED)
EARNINGS PER SHARE

The following table sets forth the computation asiz and diluted net income per share (in thousanaept per share data):

Three Months Ended

April 1, April 2,
2006 2005
Net income $ 11,06 $ 17,37
Basic:
Weightec-average shares of commstock outstandin 55,06¢ 52,67:
Weightec-average shares of comm stock subject to repurche — (204)
Shares used in computing banet income per sha 55,06¢ 52,46¢
Effect of dilutive securities
Weightec-average shares of comm stock subject to repurche — 15C
Contingent shares, acquisiti — 712
Stock options and awari 2,59( 2,03t
Shares used in computing dilut net income per sha 57,65¢ 55,36¢
Basic net income per she $ 0.2C $ 0.3¢
Diluted net income per sha $ 0.1¢ $ 0.31

Approximately 2.5 million and 3.7 million weightexrerage dilutive potential shares of common staletheen excluded from the
diluted net income per share calculation for thhe¢gtmonths ended April 1, 2006 and April 2, 20@spectively, as they are anti-dilutive. The
Company issued 1.0 million shares of common staging the three months ended April 1, 2006, naepfirchases.

2. SEGMENT REPORTING

The Company has one operating segment, mixed-sigrabg intensive integrated circuits ( ICs), cetiisg of numerous product areas.
The Company’s chief operating decision maker issa®red to be the Chief Executive Officer. The tbjgerating decision maker allocates
resources and assesses performance of the buairtbssher activities at the operating segment level

3. STOCK-BASED COMPENSATION

The Company has two stock-based compensation 2000 Stock Incentive Plan and the EmployeekSturchase Plan, which are
described below. Prior to fiscal 2006, the Compacgounted for those plans under the recognitiomaeaisurement provisions of Account
Principles Board (APB) Opinion No. 25, “Accountifay Stock Issued to Employees”, and related In&tgiions, as permitted by Financial
Accounting Standards Board (FASB) Statement of ¢ Accounting Standards (SFAS) No. 123, “Accangpfor Stock-Based
Compensation”, (SFAS 123). Compensation costsaglat stock options granted at fair value undes¢haans were not recognized in the
consolidated statements of income. Compensatias celated to restricted stock, restricted stodksuiRSUs) and stock options granted
below fair value were recognized in the consolidamtements of income.
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SILICON LABORATORIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)
(UNAUDITED)

In December 2004, FASB issued SFAS 123 (revised 208hare-Based Payment”, (SFAS 123R). Under #ve standard, companies
are no longer able to account for share-based cosagien transactions using the intrinsic value mefin accordance with APB Opinion No.
25. Instead, companies are required to accoursifth transactions using a fair-value method anogréze the expense in the consolidated
statement of income.

Effective January 1, 2006, the Company adopted SEZ8R using the modified-prospective-transitionmet Under this transition
method, stock compensation cost recognized beginfanuary 1, 2006 includes: (a) compensation costlf share-based payments granted
prior to, but not yet vested as of January 1, 206@8ed on the grant date fair value estimateddordance with the original provisions of
SFAS 123, and (b) compensation cost for all shaset payments granted on or subsequent to Janu209a, based on the grant-date fair
value estimated in accordance with the provisidrBRAS 123R. Results for prior periods have nohbestated.

The Company’s i ncome before income taxes andngenie for the three months ended April 1, 2006 w@ser by $7.3 million and
$5.9 million, respectively, than if the Company twahtinued to account for share-based compensatider APB Opinion No. 25. Basic and
diluted earnings per share for the same period $@rEl and $0.10 lower, respectively, due to then@any adopting SFAS 123R.

Prior to adopting SFAS 123R, the Company preseaitdex benefits of deductions resulting from tixereise of stock grants as opera
cash flows in the consolidated statements of dastsf SFAS 123R requires the cash flows resultingifthe tax benefits from tax deductic
in excess of the compensation cost recognized $exes benefits) to be classified as financing ¢sts. As a result, $3.1 million of excess
tax benefits for the three months ended April H&@Bave been classified as financing cash flows.

2000 Stock Incentive Plan

In fiscal 2000, the Company'’s board of directord atockholders approved the 2000 Stock Incentia@ ithe 2000 Plan). The 2000 Plan
contains programs for (i) the discretionary gragiifi stock options to employees, non-employee bosrthbers and consultants for the
purchase of shares of the Company’s common stocky€ discretionary issuance of common stockallye(as granted under direct issuance
shares and RSUs), (iii) the granting of speciableiarket stock options to executive officers and othighly compensated employees of
Company for which the exercise price can be paiiigusayroll deductions and (iv) the automatic isgueaof stock options to non-employee
board members. The discretionary issuance of constomk, RSUs and stock options generally contasting provisions ranging from three
to eight years. If permitted by the Company, stopkions can be exercised immediately and, simildh¢ direct issuance shares, are subject
to repurchase rights which generally lapse in atmoce with the vesting schedule. The repurchabgsrigrovide that upon certain defined
events, the Company can repurchase unvested sttahesprice paid per share. The term of each siptikn is no more than ten years from
the date of grant.

There were no stock options granted from the 20860 &uring the fiscal quarter ended April 1, 208&o0, there were no significant
modifications made to any stock grants during thecal.




SILICON LABORATORIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)
(UNAUDITED)

Employee Stock Purchase Plan

The Employee Stock Purchase Plan (the Purchasgwésmnadopted by the Company’s board of directofiscal 2000. Eligible
employees may purchase a limited number of shdrie €Company’s common stock at 85% of the markéierduring a series of offering
periods. Each offering period is divided into seanirual purchase intervals and has a maximum tei24 afonths. During the fiscal quarter
ended on April 1, 2006, there were no enrollmemtis ihe Purchase Plan.

Accounting for Stock Compensation

Stock-based compensation costs are generally loasted fair value calculated from the Black-Schap8on-pricing model on the date
of grant for stock options and on the date of dmveht for the Purchase Plan . RSU fair values gdlyegqual their intrinsic value on the date
of grant.

The fair values of stock grants are amortized aspamsation expense on a straight-line basis oeevehting period of the grants.
Compensation expense recognized is shown in thetipg activities section of the consolidated stegats of cash flow.

In anticipation of adopting SFAS 123R, the Compawngluated the assumptions used in the Black-Schabeiel. As a result, the
Company changed its methodology for computing etqueeolatility and expected term. Calculation opegted volatility was changed from
being based solely on historical volatility to ardmnation of both historical volatility and impliealatility derived from traded options on the
Companys stock in the marketplace. The Company believasstiie combination of historical volatility and iligal volatility provides a bettt
estimate of future stock price volatility. The egfe term was previously calculated based on alysisaf historical exercises of stock
options. The Company believes that an analysisstbtical exercises and remaining contractualdifeptions provides a better estimate of
future exercise pattern.

The Company continues to base the estimate ofméskrate on the U.S. Treasury yield curve in gfégdhe time of grant. The Company
has never paid cash dividends and does not currietdind to pay cash dividends, thus has assun®&d dividend yield.

As part of the requirements of SFAS 123R, the Camgsirequired to estimate potential forfeiturestafck grants and adjust
compensation cost recorded accordingly. The estimfaforfeitures will be adjusted over the req@siervice period to the extent that actual
forfeitures differ, or are expected to differ, frauch estimates. Changes in estimated forfeituikbevrecognized through a cumulative
catch-up adjustment in the period of change anbalgb impact the amount of stock compensation es@éo be recognized in future periods.
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SILICON LABORATORIES INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)
(UNAUDITED)

A summary of the Company’s stock compensation agtwith respect to the fiscal quarter ended AfriP006 follows:

Weighted-
Weighteo- Average Aggregate
Average Remaining Intrinsic
Shares Exercise Contractual Value
Stock Options (000s) Price Term ($000s)
Outstanding at December 31, 2( 937/ % 29.2¢
Granted — —
Exercisec (960) 24.0z
Cancelled or expire (63 36.42
Outstanding at April 1, 200 8,351 $ 29.7¢ 6.8¢ $ 210,61¢
Vested at April 1, 2006 and expected to \ 8,04¢ $ 29.61 6.8t $ 203,82-
Exercisable at April 1, 200 4,231 % 27.8¢ 597 $ 115,02:
Weighted-
Weighted- Average Aggregate
Average Remaining Intrinsic
Shares Exercise Vesting Value
Restricted Stock Units (000s) Price Term ($000s)
Outstanding at December 31, 2( 1,151 $ 0.0C
Granted 69 0.0C
Issuec — —
Cancelled or expire (20) 0.0C
Outstanding at April 1, 200 1,20 $ 0.0C 268 $ 65,93¢
Vested at April 1, 2006 and expected to \ 1,04¢ $ 0.0C 257 $ 57,63
Exercisable at April 1, 200 — 9 — — $ —

A summary of the Company’s nonvested shares agctuith respect to the fiscal quarter ended Apri2@06 follows:

Weighted—
Average
Shares Grant-Date
Stock Options (000s) Fair Value
Nonvested at December 31, 2( 497: $ 17.91
Granted — —
Vested (581) 16.3(
Forfeited (63 21.27
Nonvested at April 1, 20C 4,32¢ $ 18.0¢
Weighted—
Average
Shares Grant-Date
Restricted Stock Units (000s) Fair Value
Nonvested at December 31, 2( 1,151 $ 32.13
Granted 69 48.8:
Vested — —
Forfeited (20) 32.0¢
Nonvested at April 1, 20C 1,20C $ 33.1:

11




SILICON LABORATORIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)
(UNAUDITED)

The weighted average fair value per share of shaded payments granted to employees during the thoaths ended April 1, 2006 and
April 2, 2005 were $48.83 and $19.53, respectivBlyring the same periods, the total intrinsic vadfistock options exercised were $23.9
million and $6.3 million, respectively and the td&ir value of stock options that vested were $8iblion and $8.8 million, respectively.

There were no RSUs that vested during the threghmanded April 1, 2006. The Company had $105 anilbf total unrecognized
compensation costs related to stock options andsRBWpril 1, 2006 that are expected to be recaghaver a weightedverage period of 2
years. There were no significant stock compensatists capitalized into assets as of April 1, 2(

During the first quarter of fiscal 2006, $23.0 noifl was received for the exercise of stock opti@ash was not used to settle any equity
instruments previously granted. The Company isshases from the 2000 Stock Incentive Plan resgpea the exercise of stock options and
vesting of RSUs. The Company does not currentheeiip repurchase shares from any source to satisly obligation under the Plan.

The following are the stock-based compensationsaestognized in the Company’s condensed consotidatgements of income (in
thousands, except per share amounts):

Three Months Ended

April 1, April 2,

2006 2005
Cost of revenue $ 144 % 10
Research and developmt 4,30z 58€
Selling, general and administrati 5,37¢ 157
Total decrease in income before income te 9,822 758
Decrease in provision for income ta (1,739 (272)
Decrease in net incon $ 8,08¢ $ 481

As discussed above, results for prior periods mtdeen restated to reflect the effects of implaing SFAS 123R. The following table
illustrates the effect on net income and earniregsspare if the Company had applied the fair vadwegnition provisions of SFAS 123 to
stock options granted under the Company'’s stocioomgtians for the three months ended April 2, 2@8%. purposes of this pro forma
disclosure, the value of the stock options wasrestd using a Black- Scholes option-pricing formaa amortized to expense over the
options’ vesting periods (in thousands, exceptgbere amounts):

12




SILICON LABORATORIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)
(UNAUDITED)

Three Months Ended

April 2,
2005
Net income- as reportel $ 17,37:
Total stockbased compensation cost, net of related tax efiiecsded ir
the determination of net income as repo 47C
The stock-based employee compensation cost, metatéd tax effects,
that would have been included in the determinadiomet income if the
fair value based method had been applied to altds (6,439
Pro forma net incom $ 11,40¢

Net income per shar

Basic- as reportel $ 0.3t
Basic- pro forma $ 0.22
Diluted - as reportet $ 0.31
Diluted - pro forma $ 0.21

4. COMMITMENTS AND CONTINGENCIES
Operating Leases

The Company leases its facilities under operatragé agreements that expire at various dates thQi3. Some of these arrangements
contain renewal options, and require the Compampatotaxes, insurance and maintenance costs.

The minimum annual future rentals under the terfrthase leases at April 1, 2006 are as followghousands):

FISCAL YEAR

2006 $ 5,011
2007 6,32(
2008 6,161
2009 5,58¢
2010 3,262
Thereafte 6,032
Total minimum lease paymer 32,37(
Minimum sublease rental incon (4,715
Total net minimum lease paymel $ 27,65¢

In March 2006, the Company entered into an opegdéiase agreement and a related participation axgnate(collectively, the “leasefpr
a facility in Austin, Texas for its corporate headders. The lease has a term of seven years. ad®erbnt for the term of the lease is an
amount equal to the interest accruing on $44.3onikt 110 basis points over the three-month LIB@Rich would be approximately $18.8
million over seven years assuming LIBOR averag86%.during such term).
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SILICON LABORATORIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)
(UNAUDITED)

The Company has granted certain rights and remsaligae lessor in the event of certain defaultsluiding the right to terminate the
lease, to bring suit to collect damages, and topasitihe Company to purchase the facility. The lemsgains other customary representations,
warranties, obligations, conditions, indemnificatjorovisions and termination provisions, includoayenants that the Company shall
maintain unencumbered cash and highly-rated sbort investments of at least $75 million and a refitunded debt to earnings before
interest expense, income taxes, depreciation, &abadn, lease expense and other non-cash chaE@FMAR) over the four prior fiscal
quarters of no greater than 1.5 to 1. As of Apri2Q06, the Company believes it was in complianite all covenants of the lease.

During the term of the lease, the Company has agoamg option to purchase the building for a tgaichase price of approximately
$44.3 million. Alternatively, the Company can catise property to be sold to third parties provided not in default under the lease. The
Company is contingently liable for the guarantezsidual value associated with this property ineghent that the net sale proceeds are less
than the original financed cost of the facility.eT@ompany is contingently liable for the residuaiie guarantee associated with the lease of
approximately $35.3 million. To the extent that thet proceeds generated from the sale of thetfatilia third party exceed $9.0 million, the
Company would have the right to receive (a) sulistdynall of such excess proceeds if the sale cxguior to the end of the term or (b) up to
approximately $35.3 million of such excess procattle sale occurs after the end of the term.

In accordance with the FASB Interpretation No. ‘4&arantor’'s Accounting and Disclosure Requireméaotssuarantees, Including
Indirect Guarantees of Indebtedness of Others,Cihimpany determined that the fair value associaitdthe guaranteed residual value was
$1.0 million. The amount was recorded in “Otheretssnet” and “Long-term obligations and otheriliibs” in the condensed consolidated
balance sheets and will be amortized over the tdrine lease.

The Company is required to periodically evaluatedhkpected fair value of the facility at the endhaf lease term. If the Company
determines that it is estimable and probable tiaekpected fair value will be less than $44.3iamillit will ratably accrue the loss up to a
maximum of approximately $35.3 million over the @@mng lease term. As of April 1, 2006, the Compéaag determined that a loss
contingency accrual is not required.
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SILICON LABORATORIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)
(UNAUDITED)

Securities Litigation

On December 6, 2001, a class action complaintifdations of U.S. federal securities laws was filedhe United States District Court
for the Southern District of New York against then@pany, four officers individually and the threga@stment banking firms who served as
representatives of the underwriters in connectidgh the Company’s initial public offering of commatock. The Consolidated Amended
Complaint alleges that the registration statemadt@ospectus for the Company’s initial public offg did not disclose that (1) the
underwriters solicited and received additional,essive and undisclosed commissions from certaiesitors, and (2) the underwriters had
agreed to allocate shares of the offering in exghdor a commitment from the customers to purclaakktional shares in the aftermarket at
pre-determined higher prices. The action seeks dasi@ an unspecified amount and is being coorelthaith approximately 300 other
nearly identical actions filed against other conipsnA court order dated October 9, 2002 dismisgi#iibut prejudice the four officers of the
Company who had been named individually. On Felgriir 2003, the Court denied the motion to disrttiescomplaint against the
Company. On October 13, 2004, the Court certifiethas in six of the approximately 300 other neatintical actions and noted that the
decision is intended to provide strong guidancalltparties regarding class certification in thmaining cases. Plaintiffs have not yet moved
to certify a class in the Silicon Laboratories cadee underwriter defendants have appealed the ckxsification decision to the Second
Circuit. The Company has approved a settlemeneageat and related agreements which set forth thestef a settlement between the
Company, the plaintiff class and the vast majasityhe other approximately 300 issuer defendantsoAg other provisions, the settlement
provides for a release of the Company and the iddal defendants for the conduct alleged in the@adb be wrongful. The Company would
agree to undertake certain responsibilities, indgagreeing to assign away, not assert, or releaain potential claims the Company may
have against its underwriters. The settlement ageeé also provides a guaranteed recovery of $ibhbitb plaintiffs for the cases relating to
all of the approximately 300 issuers. To the extbat the underwriter defendants settle all ofdhages for at least $1 billion, no payment will
be required under the issuers’ settlement agreermerthe extent that the underwriter defendantesfetr less than $1 billion, the issuers are
required to make up the difference. The Companigigates that its potential financial obligationgiaintiffs pursuant to the terms of the
settlement agreement and related agreements wéthbered by existing insurance. The Company isam@re of any material limitations on
the expected recovery of any potential financidigation to plaintiffs from its insurance carrietts carriers appear to be solvent, and the
Company is not aware of any uncertainties as tdefpa sufficiency of an insurance claim with resp® any recovery by plaintiffs.
Therefore, the Company does not expect that thikesent would involve any material payment by itrthermore, even if the Company’s
insurance were unavailable due to insurer insolyem®therwise, the Company expects that its marirfinancial obligation to plaintiffs
pursuant to the settlement agreement would behess$3.4 million. On February 15, 2005, the Cauainted preliminary approval of the
settlement agreement, subject to certain moditicatconsistent with its opinion. Those modificasidrave been made. On March 20, 2006,
the underwriter defendants submitted objectiorthéosettlement to the Court. The Court is expetddwbld a hearing regarding these and any
other objections to the settlement at a fairnessihg scheduled for April 24, 2006. There is nauaasce that the Court will grant final
approval to the settlement. If the settlement agegd is not approved and the Company is founddiable Company is unable to estimate or
predict the potential damages that might be awangdbdther such damages would be greater than thg@&uay’s insurance coverage, or
whether the outcome would have a material impa¢herCompany’s results of operations or financaifon.
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SILICON LABORATORIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)
(UNAUDITED)

Trade Secret and Patent Infringement Litigation

On February 17, 2004, the Company filed a lawsggiresst Axiom Microdevices Inc., a California corption, and a former employee in
the United States District Court for the Westersti)it of Texas, Austin Division, alleging theft whde secrets by Axiom and the
individual. The lawsuit also alleged that the fememployee breached his ethical, contractual @ltiiry obligations to the Company by
disclosing trade secrets and confidential infororato Axiom and that Axiom tortiously interferedttvithe former employee’s contractual
obligations to the Company. On September 14, 20@Company added claims for infringement of Unisgdtes Patents 6,549,071 and
6,788,141 to the pending suit. The patents retatke Company’s proprietary technology for complataey metal oxide semiconductor
(CMOS) RF power amplifiers. On April 6, 2006, ayjdound that Axiom misappropriated trade secreaddieet documents including the
Company’s confidential information and that the apigropriation was done with malice, fraud or gnesgligence. The jury did not find
misappropriation of other trade secrets, breaatbtifjations by the Company’s former employee, wotidus interference with the former
employee’s contractual relationship. The juryrfdduhe ‘071 and ‘141 patents to be valid, but néiinged by the accused products. The
Court held an additional hearing on April 20, 2@06&letermine the appropriate remedies and sanctiondas not yet entered a judgment. At
this time, the Company cannot estimate the fined@ue of this matter or resulting financial impsztt, if any.

On December 14, 2005, Power-One, Inc. (Power-GnBglaware corporation, filed a lawsuit against@oenpany, in the United States
District Court for the Eastern District of TexasaiMhall Division, alleging willful infringement dfnited States Patents 6,936,999 and
6,949,916, and of patent applications Nos. 2008062A1 and 2004/0093533A1. On February 28, 20@6Ctmpany filed a declaratory
judgment action in the United States District Cdartthe Western District of Texas, Austin Divisisaeking a declaration that Po-One’s
U.S. Patent No. 7,000,125 (the patent that isstgad the patent application No. 2004/0123164A1)asinfringed by the Company. The
lawsuits relate to the Company’s Si825x family fihl power supply controllers. At this time, ti®@mpany cannot estimate the outcome of
this matter or resulting financial impact to itaify.

Other Litigation

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

ltem 2.  Management’s Discussion and Analysis of Financial @dition and Results of Operations

THE FOLLOWING DISCUSSION AND ANALYSIS OF FINANCIALCONDITION AND RESULTS OF OPERATIONS SHOULD E
READ IN CONJUNCTION WITH THE CONDENSED CONSOLIDATEBINANCIAL STATEMENTS AND RELATED NOTES
THERETO INCLUDED ELSEWHERE IN THIS REPORT. THIS DI®SSION CONTAINS FORWARD-LOOKING STATEMENTS.
PLEASE SEE THE “CAUTIONARY STATEMENT” ABOVE AND “REK FACTORS” BELOW FOR A DISCUSSION OF THE
UNCERTAINTIES, RISKS AND ASSUMPTIONS ASSOCIATED WH THESE STATEMENTS. OUR FISCAL YEAREND FINANCIAL
REPORTING PERIODS ARE A 52- OR 53- WEEK YEAR ENDINGBN THE SATURDAY CLOSEST TO DECEMBER 31ST. FISCAL
YEAR 2006 WILL HAVE 52 WEEKS. OUR FIRST QUARTER GHSCAL YEAR 2006 ENDED APRIL 1, 2006. OUR FIRST QBAER
OF FISCAL YEAR 2005 ENDED APRIL 2, 2005. ALL OF THRQUARTERLY PERIODS REPORTED IN THIS QUARTERLY REPOR
ON FORM 10-Q HAD THIRTEEN WEEKS.
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OVERVIEW

We design and develop proprietary, analog-intensniged-signal integrated circuits (ICs) for a lildange of applications. Our
innovative ICs can dramatically reduce the cogg sind system power requirements of the produatsotir customers sell. We currently of
ICs that can be incorporated into communicationsogés, such as wireless phones and modems, aasvetlble and satellite set-top boxes,
residential communication gateways for cable oitaigubscriber line (DSL), FM broadcast radio ttsnend networking equipment. We also
offer a family of 8-bit microcontrollers (MCUs) farse in applications such as industrial automadimeh control, automotive sensors and
controls, medical instrumentation, and electroast aind measurement equipment. Our major custdnwusle Agere Systems, Amoi, Arirr
Conexant, LG Electronics, Motorola, Philips, Sag&amsung and Thomson.

Our company was founded in 1996. Our business tmgngsince our inception, as reflected by our elygdoheadcount, which increased
to 659 as of April 1, 2006, from 588 employeeshaténd of fiscal 2004. As a “fabless” semiconductumpany, we rely on third-party
semiconductor fabricators in Asia, and to a lessé&nt the United States, to manufacture the siligafers that reflect our IC designs. Each
wafer contains numerous die, which are cut fromwhéer to create a chip for an IC. We rely on tipatties in Asia to assemble, package,
and, in the substantial majority of cases, testa@tdevices and ship these units to our customezsal¥e rely on third-party providers of
software to supply a complete AeroFONE™ mobile lsg@hdolution to our customers. We have increaseg@dition of testing performed by
such third parties, which facilitates faster defyvef products to our customers (particularly thtmeated in Asia), shorter production cycle
times, lower inventory requirements, lower costd mmcreased flexibility of test capacity.

Our product set has expanded to a broad portfaligeting mobile handset and broad-based mixed{signudications. Our expertise in
analog-intensive, high-performance, mixed-signa édables us to develop highly differentiated sohst that address multiple markets. For
example, our silicon direct access arrangement (PgrAduct family is optimized for the personal cartgy (PC) modem market; our
ISOmodem® family of embedded modems has been widely adoptesatellite set-top box manufacturers; and our Aglabal System for
Mobile Communications (GSM)/ General Packet RadioviBes (GPRS) transceiver family is being shipmeahobile handsets worldwide.
We continue to introduce next generation ICs wittlead functionality and further integration. In 86005, we introduced a family of FM
broadcast radio tuner products, a family of digit@iver products, families of oscillators (XOs) amdtage-controlled oscillators (VCXOs),
the Aero lle single-chip EDGE transceiver, the fa®modem embedded modem, the AeroFONE single-diopg the Quad ProSLIC® and
the SIRX™ satellite receivers. In the first threentis of fiscal 2006, we introduced a family ofitligisolator products and expanded our
MCU portfolio with the addition of new USB MCUs, Bradded Ethernet solutions and new small form fadéeices. Through acquisitions
and internal development efforts, we have continoddrther diversify our product portfolio. We pléo continue to diversify our product
portfolio by introducing products that increase tioatent we provide for existing applications agdriroducing ICs for markets we do not
currently address, thereby expanding our totallalvks market opportunity.

We group our products into two categories, mohéledset products and broad-based mixed-signal prmddobile handset products
include our Aero Transceivers, the AeroFONE sirdig phone, Power Amplifiers (PA), and to the exianorporated into handsets, FM
broadcast radio tuners. Broad-based mixed-sigmayats include our silicon DAA, ISOmodem embeddexdiems, ProSLIC telephony
interface circuits, microcontroller products, DSha#og front end, SiPHY®ptical physical layer transceivers, precision kl&cdata recover
ICs (CDRs), XM satellite radio tuner, digital powmoducts, FM broadcast radio tuners for non-harasglications, oscillators (XOs),
voltage-controlled oscillators (VCXOs), generalpoase RF Synthesizers and SiRX satellite receivers.
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During the three months ended April 1, 2006, twstomers, Sagem and Samsung, represented 12% andf bdftrevenues,
respectively. Sagem sells to both mobile handsgtbanad-based mixed-signal customers while Samselig primarily to mobile handset
customers. No other single end customer accountemidre than 10% of our revenues during the threeths ended April 1, 2006. In
addition to direct sales to customers, some ofeodrcustomers purchase products indirectly frorthrmugh distributors and contract
manufacturers. An end customer purchasing througdn&ract manufacturer typically instructs suchtcaet manufacturer to obtain our
products and incorporate such products with otberponents for sale by such contract manufacturdreé@nd customer. Although we
actually sell the products to, and are paid by dis&ibutors and contract manufacturers, we refesuch end customer as our customer. Two
of our distributors, Edom Technology and Avnetresented 36% and 11% of our revenues during tlee timonths ended April 1, 2006,
respectively. There were no other distributorsartract manufacturers that accounted for more 1886 of our revenues during the three
months ended April 1, 2006.

The percentage of our revenues derived from custhoeated outside of the United States was 91fisdal 2005, 89% in fiscal 2004
and 80% in fiscal 2003. This percentage increaskdriwo most recent years reflects our productarstomer diversification and increased
market penetration for our products, as many ofreabile handset, and increasingly, broad-baseddréignal customers manufacture and
design their products in Asia. All of our reventeslate have been denominated in U.S. dollars. 8lieve that a majority of our revenues
will continue to be derived from customers outsifi¢he United States.

The sales cycle for the test and evaluation oflGarcan range from one month to 12 months or mmeadditional three to six months
more are usually required before a customer shfigraficant volume of devices that incorporate its. Due to this lengthy sales cycle, we
typically experience a significant delay betweeruiming expenses for research and developmentedlndgs general and administrative
efforts, and the generation of corresponding s&essequently, if sales in any quarter do not oeduen expected, expenses and inventory
levels could be disproportionately high, and oueraging results for that quarter and, potentidlifyire quarters would be adversely affected.
Moreover, the amount of time between initial reshand development and commercialization of a prhdLever, can be substantially
longer than the sales cycle for the product. Acemld, if we incur substantial research and devedept costs without developing a
commercially successful product, our operating ltesas well as our growth prospects, could be el affected.

Because many of our ICs are designed for use isuwroar products such as PCs, personal video respiigrtop boxes and mobile
handsets, we expect that the demand for our prsdvititbe typically subject to some degree of seatdemand resulting in increased sal
the third and fourth quarters of each year whemotuers place orders to meet holiday demand. Howeapid changes in our markets and
across our product areas make it difficult forauatcurately estimate the impact of seasonal factorour business.
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The following describes the line items set forttour condensed consolidated statements of income :

REVENUES. Revenues are generated almost exelysiy sales of our ICs. We recognize revenue tessahen all of the following
criteria are met: 1) there is persuasive evidehatan arrangement exists, 2) delivery of goodskasrred, 3) the sales price is fixed or
determinable, and 4) collectibility is reasonaldgw@ared. Generally, we recognize revenue from pitoghles direct to customers and contract
manufacturers upon shipment. Certain of our sakesmade to distributors under agreements allowartain rights of return and price
protection on products unsold by distributors. Adiagly, we defer the revenue and cost of revenusuzh sales until the distributors sell
product to the end customer. Our products typiczlyry a one-year replacement warranty. Replacentente been insignificant to date. Our
revenues are subject to variation from period tgopedue to the volume of shipments made withireaqul and the prices we charge for our
products. The vast majority of our revenues wegptiated at prices that reflect a discount fromliteprices for our products. These
discounts are made for a variety of reasons, imatd) to establish a relationship with a new oustr, 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 thaaveeage selling price for such product will declches to the greater availability of compet
products. Our ability to increase revenues in thereé is dependent on increased demand for oublesttad 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
achieve customer acceptance of newly introducedymts.

COST OF REVENUES. Cost of revenues includestist of purchasing finished silicon wafers procddsgindependent foundries;
costs associated with assembly, test and shipditimoee products; costs of personnel and equipemEsuciated with manufacturing support,
logistics and quality assurance; costs of softwayalties and amortization of purchased softwatigemintellectual property license costs, i
certain acquired intangible assets; an allocatetigmoof our occupancy costs; allocable deprecmtibtesting equipment and leasehold
improvements; and impairment charges related tmicemanufacturing equipment held for sale or abaed. Generally, we depreciate
equipment over four years on a straight-line bastsleasehold improvements over the shorter oéstienated useful life or the applicable
lease term. Recently introduced products tend ve hégher cost of revenues per unit due to initidiv production volumes required by our
customers and higher costs associated with newagackariations. Generally, as production volumesfproduct increase, unit production
costs tend to decrease as our yields improve angdemniconductor fabricators, assemblers and tegllisus achieve greater economies of
scale for that product. Additionally, the cost aifer procurement and assembly and test servicashwahe significant components of cost of
goods sold, vary cyclically with overall demand g&miconductors and our suppliers’ available capacisuch products and services.

RESEARCH AND DEVELOPMENT. Research and developnexpense consists primarily of personnel-relageenses, including
stock compensation, new product mask, wafer, pasgand test costs, external consulting and ses\éosts, amortization of purchased
software, equipment tooling, equipment depreciatéonortization of acquired intangible assets, aeguiesearch and development, as well as
an allocated portion of our occupancy costs fohsymerations. We generally depreciate our resemrdidevelopment equipment over four
years and amortize our purchased software from oter-aided design tool vendors over three to four yeResearch and development
activities include the design of new products amitivgare, refinement of existing products and desiftest methodologies to ensure
compliance with required specifications.

SELLING, GENERAL AND ADMINISTRATIVE. Selling, geeral and administrative expense consists primafilyersonnel-related
expenses, including stock compensation, relatedable portion of our occupancy costs, sales cosiatis to independent sales
representatives, applications engineering suppoofessional fees, directors’ and officers’ liatyilinsurance, patent litigation legal fees, other
promotional and marketing expenses, and reservdmtbdebt.
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INTEREST INCOME. Interest income reflects instrearned on average cash, cash equivalents agstiment balances. We generally
invest in tax-exempt short-term investments.

INTEREST EXPENSE. Interest expense consistatefést on our short and long-term obligations.
OTHER INCOME (EXPENSE), NET. Other income (exge) net primarily reflects the gain on the dispo$éixed assets.

PROVISION FOR INCOME TAXES. We accrue a provisior domestic and foreign income tax at the ajgblie statutory rates
adjusted for non-deductible expenses, researclileelopment tax credits and interest income froteteempt short-term investments.

RESULTS OF OPERATIONS

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

Three Months Ended

April 1, April 2,
2006 2005
Revenue: 100.(% 100.(%
Cost of revenue 44.¢ 46.°
Gross profit 55.2 53.7
Operating expense
Research and developm 24.1 18.7
Selling, general and administrati 21.€ 16.1
Operating expenst 45.7 34.¢
Operating incom: 9.5 18.€
Other income (expense
Interest incom 2.8 1.4
Interest expens (0.2) (0.2)
Other income (expense), r 0.2 (0.0)
Income before income tax 12.t 20.2
Provision for income taxe 2.8 3.€
Net income 9.7% 16.€%

COMPARISON OF THE THREE MONTHS ENDED APRIL 1, 2000 THE THREE MONTHS ENDED APRIL 2, 2005.

REVENUES
Three Months Ended
April 1, April 2, %
(in millions) 2006 2005 Change Change
Mobile Handset: $ 52¢ $ 45t % 7.1 15.8%
Broac-Based Mixe-Signal 61.C 59.5 2.€ 4.3
Total $ 1145 $ 104.¢ $ 9.7 9.2%

Mobile Handsets: The growth in the sales of our mobile handsetlpets for the recent three month period was prigdriven by revenues
from our FM broadcast radio tuners and our Aer;m$caiver family of products. Unit volumes of ourbile handset products increased
compared to the three months ended April 2, 200660%%. This increase was offset in part by dectjraverage selling prices of 30.3%
partially due to product transitions.
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Broad-Based Mixed-Signal : The growth in the sales of our broad-based mbigdal products for the recent three month periad primarily
driven by increased revenues from our: (1) ProSui@lucts reflecting growth in demand in the Voiseminternet Protocol (VolP) market;
and (2) microcontroller products. Such growth wHset in part by a decline in revenue from our madeoducts (consisting of our DAA a
ISOmodem products). Average selling prices oftroad-based mixesignal products increased compared to the threghm@mded April 2
2005 by 19.1%. This increase was offset in paméslining unit volumes of 12.4%.

As our products become more mature, we expectygereence decreases in average selling prices ifuthee. Our revenues will be
dependent on our ability to increase sales volwanesintroduce higher priced, next generation prteand product extensions.

GROSS PROFIT

Three Months Ended

April 1, April 2, %
(in millions) 2006 2005 Change Change
Gross profi $ 63.2 $ 56.2 $ 7.C 12.5%
Percent of revent 55.2% 53.1%

The increase in gross profit for the recent threati period was primarily due to an increased niisroad-based mixed-signal products. We
expect to experience declines in the average gglliites of our mobile handset products and cedhour broad-based mixed-signal
products, especially with respect to our modem petsl This downward pressure on gross profit asregmtage of revenues may be offset to
the extent we are able to: 1) introduce higher imamgw products and continue to gain market shétfe aur broad-based mixed-signal ICs;
or 2) achieve lower production costs from our wédemdries and third-party assembly and test sufiraotors.

RESEARCH AND DEVELOPMENT

Three Months Ended

April 1, April 2, %
(in millions) 2006 2005 Change Change
Research and developm $ 27.€ $ 19.€ $ 8.C 40.€%
Percent of revent 24.1% 18.7%

The increase in research and development expensigefoecent three month period was principally thu€1) an increase of
approximately $3.5 million of stock compensatiopense resulting from our adoption of SFAS 123Rhanfirst quarter of fiscal 2006 and 1
issuance of restricted stock awards; (2) an ineredapproximately $2.1 million for other personrnelated expenses; and (3) a decrease of
approximately $1.2 million for a foreign researchrg credit. Some of our more significant developtr@ojects in the mobile-handset
product area included the AeroFONE single-chip ghatime Aero lle single-chip EDGE transceiver arelfM broadcast radio tuners for
handsets. Significant development projects in tload-based mixed-signal product area included famdf oscillators (XOs) and voltage-
controlled oscillators (VCXOs), the fax ISOmodembamided modem, digital power products and the Si&t¥llite receivers . All of these
development projects have been completed. Addifiprraany of these new products are being sampjeckintain of our customers and art
the design-in phase. With the exception of the Fivatcast radio tuners, we don’t expect the prodietived from these projects to begin to
contribute to revenues in a meaningful way befate fiscal 2006. We expect that research and dewedat expense will increase in absolute
dollars in future periods as we continue to inceeasr staffing and associated costs to pursueiadditnew product development
opportunities, and may fluctuate as a percentagevaues due to changes in sales and the timiogrtiin expensive items related to new
product development initiatives, such as engingemiask and wafer costs.
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We identified three research and development pt®jaacconnection with the acquisition of Silicon IM4KE, including Voice, High
Voltage and other power-related technologies. Atdate of acquisition, the acquired technology tadlternative future use and did not
otherwise qualify for capitalization. The remainirggearch and development efforts include layoaskiset, integration and testing the
product. Completion costs to date on all projeetgehbeen consistent with estimates made at thedirte acquisition. The estimated cost to
complete these projects was expected to be appatedyr$5.0 million in the aggregate as of AprikD06. The Company doesn’t expect the
products derived from these technologies to begiontribute to revenues prior to fiscal 2007.

SELLING, GENERAL AND ADMINISTRATIVE

Three Months Ended

April 1, April 2, %
(in millions) 2006 2005 Change Change
Selling, general anadministrative $ 24.1 $ 16.¢ $ 7.8 46.4%
Percent of revent 21.6% 16.1%

The increase in the dollar amount of selling, gahand administrative expense for the recent threeth period was principally
attributable to: (1) an increase of approximatéy2dmillion of stock compensation expense resultingy our adoption of SFAS 123R and
issuance of restricted stock awards; (2) an ineredapproximately $1.9 million for other personnelated expenses; and (3) an increase of
approximately $1.0 million for higher legal feeated to litigation. We expect that selling, gemared administrative expense will increast
absolute dollars in future periods as we contimuexppand our sales channels, marketing applica@ffosts and administrative infrastructure.
In addition, we expect selling, general and adniaitve expense to fluctuate as a percentage efmezs because of (1) potential significant
variability in our future revenues; (2) increaseg@port costs related to new product introductiard €3) fluctuating legal costs related to
litigation and intellectual property matters.

INTEREST INCOME

Three Months Ended
April 1, April 2,
(in millions) 2006 2005 Change
Interest incom $ 3.2 $ 1.4 $ 1.8

The increase in the dollar amount of interest inedar the three months ended April 1, 2006 wastdwegreater amount of cash and
short-term investments balances and to an inciieabe interest rates of the underlying instrumehuisng the period.

INTEREST EXPENSE

Interest expense for the three months ended Ap#0Q6 was $0.2 million as compared to $0.1 millonthe three months ended Apri
2005.

OTHER INCOME (EXPENSE), NET

Other income (expense), net for the three montbsaipril 1, 2006 was $0.2 million as compared@d3$nillion for the three months
ended April 2, 2005.
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PROVISION FOR INCOME TAXES

Three Months Ended

April 1, April 2,
(in millions) 2006 2005 Change
Provision for income taxe $ 3.2 $ 3.7 $ (0.5)
Effective tax rate 22.{% 17.7%

The effective tax rate for the three months endpdlA, 2006 was higher than the three months edged 2, 2005, primarily due to the
favorable impact of a non-taxable foreign resegpeimt in the prior year resulting from a study peried on our research and development
expenditures during fiscal 2004. The effectivertae was also unfavorably impacted in the currenariggr due to the recording of stock
compensation expense at a lower than averageieffiéak rate and the non-renewal of the federaassh and development tax credit. The
total effective tax rate impact of the stock congaion and the non-renewal of the research andaj@went credit were mostly offset by the
impact of a larger portion of our income being i@taed in jurisdictions with a lower tax rate andiacrease in tax exempt interest income.

The effective tax rates for each of the periods@néed differ from the federal statutory rate d¥38ue to the amount of income earne
foreign jurisdictions where the tax rate may bedothan the federal statutory rate, tax-exempta@steancome, stock compensation expense
deductible at a corporate blended tax rate lowen 86%, and other permanent items. The effectiteefoa the three months ended April 2,
2005 also differs from the federal statutory rét8%9 due to the federal research and developragntredit.

BUSINESS OUTLOOK

We expect revenues in the second quarter of f@@b to be in the range of $116 million to $120lioml. Furthermore, we expect our
diluted net income per share to be in the rangkOdi8 to $0.20.

LIQUIDITY AND CAPITAL RESOURCES

Our principal sources of liquidity as of April 10@6 consisted of $407.1 million in cash, cash egleivts and shotterm investments. Ol
short-term investments consist primarily of corperand U.S. Government Agency debt securities.

Net cash provided by operating activities was $24il6on during the three months ended April 1, 806ompared to net cash provide:
$25.8 million during the three months ended Apyi2Q05. Operating cash flows during the three meetided April 1, 2006 reflect our net
income of $11.1 million, adjustments of $18.4 mofflifor depreciation, amortization, stock compeisagind tax benefits associated with the
exercise of stock options, and a net increaseeittimponents of our working capital of $7.9 million

Net cash used in investing activities was $42.6ionilduring the three months ended April 1, 20G8npared to net cash provided of
$107.3 million during the three months ended Apyi2005. The decrease was principally due to aease of $147 million in net purchases
of short-term investments and a $2.5 million inseem net purchases of property, equipment anevacétand other assets. We have
reclassified investments in variable-rate demartdsifsom cash and cash equivalents to short-tevestments in prior periods to conform to
the current year presentation. See RECLASSIFICATSONNote 1 for additional information.

We anticipate capital expenditures of approxima9 to $25 million for fiscal 2006. Additionallgs part of our growth strategy, we
expect to evaluate opportunities to invest in @ua® other businesses, intellectual property ohitelogies that would complement or exp:
our current offerings, expand the breadth of ourketd or enhance our technical capabilities.
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Net cash provided by financing activities was $28illion during the three months ended April 1, 806ompared to net cash provide:
$2.6 million during the three months ended Apri2@05. The increase was due to higher proceedstfieraxercise of employee stock
options and excess tax benefits from such exercises

Our future capital requirements will depend on mtagtors, including the rate of sales growth, madaeeptance of our products, the
timing and extent of research and development praj@otential acquisitions of companies or tecbgigls and the expansion of our sales and
marketing activities. We believe our existing casl shorterm investment balances are sufficient to meetapital requirements through
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 é&utuhich also could require us to seek additionaltgapr debt financing.

OFF-BALANCE SHEET ARRANGEMENTS

In March 2006, we entered into an operating leaseeament and a related participation agreemene(tively, the “lease”) for a facility
in Austin, Texas for our corporate headquarter [Ease has a term of seven years. The base rehefterm of the lease is an amount equal
to the interest accruing on $44.3 million at 118ibaoints over the three-month LIBOR (which wob&lapproximately $18.8 million over
seven years assuming LIBOR averages 4.96% durirtgteum).

We have granted certain rights and remedies ttetisor in the event of certain defaults, includimg right to terminate the lease, to br
suit to collect damages, and to compel us to pweetize facility. The lease contains other customgpyesentations, warranties, obligations,
conditions, indemnification provisions and termioatprovisions, including covenants that we shaldimtain unencumbered cash and highly-
rated short term investments of at least $75 millad a ratio of funded debt to earnings beforer@st expense, income taxes, depreciation,
amortization, lease expense and other casti charges (EBITDAR) over the four prior fiscahgers of no greater than 1.5 to 1. As of Api
2006, we believe we were in compliance with allegants of the lease.

During the term of the lease, we have an on-goptgpo to purchase the building for a total purchaisee of approximately $44.3
million. Alternatively, we can cause the properdybe sold to third parties provided we are notéfadlt under the lease. We are contingently
liable for the guaranteed residual value associattthis property in the event that the net galeceeds are less than the original financed
cost of the facility. We are contingently liable fbe residual value guarantee associated witketige of approximately $35.3 million. To the
extent that the net proceeds generated from tleeodhe facility to a third party exceed $9.0 roifl, we would have the right to receive (a)
substantially all of such excess proceeds if the @ecurs prior to the end of the term or (b) uppproximately $35.3 million of such excess
proceeds if the sale occurs after the end of ttma.te

In accordance with the FASB Interpretation No. ‘4&arantor’'s Accounting and Disclosure Requireméaotssuarantees, Including
Indirect Guarantees of Indebtedness of Others,d@termined that the fair value associated withgileranteed residual value was $1.0
million. The amount was recorded in “Other assa#$; and “ Long-term obligations and other lialidg ” in the condensed consolidated
balance sheets and will be amortized over the tédrine lease.

We are required to periodically evaluate the exgaé€ir value of the facility at the end of thedederm. If we determine that it is
estimable and probable that the expected fair vallide less than $44.3 million, we will ratablgaue the loss up to a maximum of
approximately $35.3 million over the remaining ledsrm. As of April 1, 2006, we have determined thibss contingency accrual is not
required.
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements and accowipg notes in conformity with U.S. generally aceshaccounting principles requir
that we make estimates and assumptions that #fffe@mounts reported. Changes in facts and ciranoss could have a significant impact
on the resulting estimated amounts included irfittencial statements. We believe the followingicat accounting 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 aaost of revenues on sales to distributors; howeftiese policies do not meet the definition
of critical accounting estimates because they d@aperally require us to make estimates or judgsémat are difficult or subjective.

Allowance for doubtful accounts - We evaluate the collectibility of our accountseaiwable based on a combination of factors. In
circumstances where we are aware of a specifiomests inability to meet its financial obligatiots us, we record a specific allowance to
reduce the net receivable to the amount we reaohalieve will be collected. For all other custaisiewe recognize allowances for doubtful
accounts based on a variety of factors includirglémgth of time the receivables are past theitractual due date, the current business
environment, and our historical experience. Iffihancial condition of our customers were to detexie or if economic conditions worsened,
additional allowances may be required in the future

Inventory valuation - We assess the recoverability of inventories thhothe application of a consistent set of methadsymptions and
estimates. In determining net realizable valueywite down inventory that may be slow moving or @é@aome form of obsolescence,
including inventory that has aged more than ninatima We also adjust the valuation of inventory whg standard cost exceeds the
estimated market value. We assess the potentialhfpunusual customer returns based on known yualivusiness issues and establish
reserves based on the estimated inventory lossasii@p or non-saleable material. Inventory noentlise identified to be written down is
compared to an assessment of our 12-month forecdstaand. The result of this methodology is compagainst the product life cycle and
competitive situations in the marketplace to deteenthe appropriateness of the resulting inventewvgls. Demand for our products may
fluctuate significantly over time, and actual deh@md market conditions may be more or less faverdan those that we project. In the
event that actual demand is lower or market conwlitiare worse than originally projected, additionaéntory write-downs may be required.

Sock compensation - Prior to fiscal 2006, we accounted for stock-lbasempensation plans under the recognition and uneseent
provisions of APB Opinion No. 25. Effective Janudry2006, we adopted the provisions of SFAS 123Rgukie modified-prospective-
transition method. SFAS 123R requires companiesdognize the fair-value of stock-based compensdtansactions in the statement of
income. The fair value of our stock-based awar@sisnated at the date of grant using the Blaclel&shoption pricing model. The Black-
Scholes valuation calculation requires us to egérkay assumptions such as future stock price Nitfaexpected terms, risk-free rates and
dividend yield. Expected stock price volatilityiased on implied volatility from traded optionsaur stock in the marketplace and historical
volatility of our stock. We use historical datagstimate option exercises and employee terminatidtién the valuation model. The expected
term of options granted is derived from an analg$isistorical exercises and remaining contraclifmlof stock options, and represents the
period of time that options granted are expectdiktoutstanding. The risk-free rate is based oJtle Treasury yield curve in effect at the
time of grant. We have never paid cash dividendd,dn not currently intend to pay cash dividends, taus have assumed a 0% dividend
yield. If our actual experience differs significhnfrom the assumptions used to compute our -based compensation cost, or if different
assumptions had been used, we may have recordesuttio or too little stock-based compensation dosaddition, we are required to
estimate the expected forfeiture rate of our stgrelats and only recognize the expense for thoseslexpected to vest. If the actual forfeit
rate is materially different from our estimate, stock-based compensation expense could be mteliiérent.
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Impairment of goodwill and other long-lived assets - We review long-lived assets which are held areumcluding fixed assets and
purchased intangible assets, for impairment whenehanges in circumstances indicate that the gagrgmount of the assets may not be
recoverable. Such evaluations compare the cargimgunt of an asset to future undiscounted net ftask expected to be generated by the
asset over its expected useful life and are sicamifily impacted by estimates of future prices amdmes for our products, capital needs,
economic trends and other factors which are inlirdifficult to forecast. If the asset is considdrto be impaired, we record an impairment
charge equal to the amount by which the carryidgevaf the asset exceeds its fair value determiayegither a quoted market price, if any, or
a value determined by utilizing a discounted césiv fechnique. Occasionally, we may hold certagessfor sale. In those cases, the assets
are reclassified on our balance sheet from longr-tercurrent, and the carrying value of such assetseviewed and adjusted each period
thereafter to the fair value less expected coselo

We test our goodwill for impairment annually agfué first day of our fourth fiscal quarter and ierrim periods if certain events occur
indicating that the carrying value of goodwill miag impaired. The goodwill impairment test is a tstep process. The first step of the
impairment analysis compares our fair value torairbook value. In determining fair value, the aodmg 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 coraghesimplied fair value of our goodwill to its cging amount. If the carrying amount of
goodwill exceeds its implied fair value, we recagnan impairment loss equal to that excess amount.

Income taxes - We are required to estimate income taxes in e&the jurisdictions in which we operate. This mss involves estimating
the actual current tax liability together with assiag temporary differences in recognition of ineoftoss) for tax and accounting purposes.
These differences result in deferred tax assetdialpitities, which are included in our consolidatealance sheet. We then assess the
likelihood that the deferred tax assets will beokered from future taxable income and, to the extenbelieve that recovery is not likely, we
establish a valuation allowance against the deddee asset. Further, we operate within multipieng jurisdictions and are subject to audi
these jurisdictions. These audits can involve cemsues which may require an extended perioiinef to resolve and could result in
additional assessments of income tax. We belieeguate provisions for income taxes have been nwadalfperiods.

QUALITATIVE AND QUANTITATIVE DISCLOSURE ABOUT MARKE T RISK

Our financial instruments include cash, cash edenta and short-term investments. Our main investrobjectives are the preservation
of investment capital and the maximization of aftet returns on our investment portfolio. Our iet&rincome is sensitive to changes in the
general level of U.S. interest rates. Based orcash, cash equivalents and short-term investniatdéngs as of April 1, 2006, an immediate
100 basis point decline in the yield for such iastents would decrease our annual interest inconappyoximately $4.1 million. We believe
that our investment policy is conservative, botlthia duration of our investments and the creditityuaf the investments we hold.

In March 2006, we entered into an operating legseeament for a facility in Austin, Texas for ourgorate headquarters. The lease has a
term of seven years. The base rent for the tertheofease is an amount equal to the interest aggan $44.3 million at 110 basis points over
the three-month LIBOR . LIBOR is sensitive to chesgn the general level of U.S. interest ratesitkmediate 100 basis point increasdha
three-month LIBOR would increase our annual baselrg approximately $0.4 million.

26




AVAILABLE INFORMATION

Our Internet website address is http://www.silatas.cOur annual report on Form 10-K, quarterly répon Form 10-Q, current reports
on Form 8-K and amendments to those reports fitddraished pursuant to Section 13(a) or 15(dhef$ecurities Exchange Act of 1934 are
available through the investor relations page oflnternet website as soon as reasonably practictdr we electronically file such material
with, or furnish it to, the Securities and Excha@mgnmission (SEC). Our Internet website and therinfition contained therein or connected
thereto are not intended to be incorporated into@uarterly Report on Form 10-Q.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Information related to quantitative and qualitatilisclosures regarding market risk is set fortMamagement’s Discussion and Analysis
of Financial Condition and Results of Operationdemtem 2 above. Such information is incorpordigdeference herein.

ltem 4. Controls and Procedures

We have performed an evaluation under the supervesind with the participation of our managemerdiding our Chief Executive
Officer (CEO) and Chief Financial Officer (CFO), thie effectiveness of our disclosure controls amtgdures, as defined in Rule 13a-15(e)
under the Securities Exchange Act of 1934 (the Brgk Act). Based on that evaluation, our managermattding our CEO and CFO,
concluded that our disclosure controls and proesiurere effective as of April 1, 2006 to providasenable assurance that information
required to be disclosed by us in the reports filedubmitted by us under the Exchange Act is sty processed, summarized and reported
within the time periods specified in the SEC’s susand forms. There was no change in our internatals during the fiscal quarter ended
April 1, 2006 that materially affected, or is reaably likely to materially affect, our internal dools over financial reporting.
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PART II. OTHER INFORMATION
tem 1. Legal Proceedings
Securities Litigation

On December 6, 2001, a class action complaintifdations of U.S. federal securities laws was filedhe United States District Court
for the Southern District of New York against us,if of our officers individually and the three istment banking firms who served as
representatives of the underwriters in connectigh wur initial public offering of common stock. €iConsolidated Amended Complaint
alleges that the registration statement and praspder our initial public offering did not discleshat (1) the underwriters solicited and
received additional, excessive and undisclosed dssioms from certain investors, and (2) the unditéens had agreed to allocate shares o
offering in exchange for a commitment from the oustrs to purchase additional shares in the aftdwhat pre-determined higher prices.
The action seeks damages in an unspecified amadrisdeing coordinated witipproximately 300 other nearly identical actiomesdfiagains
other companies. A court order dated October 92 2€missed without prejudice our four officers wiad been named individually. On
February 19, 2003, the Court denied the motiondmids the complaint against us. On October 13420 Court certified a class in six of
the approximately 300 other nearly identical actiand noted that the decision is intended to peostcong guidance to all parties regarding
class certification in the remaining cases. Plfiswliave not yet moved to certify a class in thHe&e&n Laboratories case. The underwriter
defendants have appealed the class certificatioisida to the Second Circuit. We have approvediteseent agreement and related
agreements which set forth the terms of a settléimemveen us, the plaintiff class and the vast nitgjof the other approximately 300 issuer
defendants. Among other provisions, the settlerpemtides for a release of us and the individuaéddénts for the conduct alleged in the
action to be wrongful. We would agree to undertedwtain responsibilities, including agreeing toigiss&way, not assert, or release certain
potential claims we may have against our undervgrifEhe settlement agreement also provides a gieméhmnecovery of $1 billion to plaintif
for the cases relating to all of the approxima®dp issuers. To the extent that the underwriteertddints settle all of the cases for at least $1
billion, no payment will be required under the isg] settlement agreement. To the extent that tidemwriter defendants settle for less than
$1 billion, the issuers are required to make updifference. We anticipate that our potential fici@ahobligation to plaintiffs pursuant to the
terms of the settlement agreement and related mgras will be covered by existing insurance. Weranteaware of any material limitations
on the expected recovery of any potential finanaidigation to plaintiffs from our insurance cargeOur carriers appear to be solvent, an
are not aware of any uncertainties as to the legfficiency of an insurance claim with respectny eecovery by plaintiffs. Therefore, we do
not expect that the settlement would involve anyemial payment by us. Furthermore, even if our ineae were unavailable due to insurer
insolvency or otherwise, we expect that our maxinfumancial obligation to plaintiffs pursuant to teettlement agreement would be less than
$3.4 million. On February 15, 2005, the Court geanpreliminary approval of the settlement agreepsiiiject to certain modifications
consistent with its opinion. Those modificationy@d&®een made. On March 20, 2006, the underwritendants submitted objections to the
settlement to the Court. The Court is expecteditd h hearing regarding these and any other objestio the settlement at a fairness hearing
scheduled for April 24, 2006. There is no assurdhatthe Court will grant final approval to thetksment. If the settlement agreement is not
approved and we are found liable, we are unabéstimate or predict the potential damages that niglawarded, whether such damages
would be greater than our insurance coverage, ethven the outcome would have a material impactwnresults of operations or financial
position.

28




Trade Secret and Patent Infringement Litigation

On February 17, 2004, we filed a lawsuit againsbAxMicrodevices Inc., a California corporationdaaformer employee in the United
States District Court for the Western District @XBs, Austin Division, alleging theft of trade sserby Axiom and the individual. The
lawsuit also alleged that the former employee Hreddis ethical, contractual and fiduciary obligasi to us by disclosing trade secrets and
confidential information to Axiom and that Axiomrtimusly interfered with the former employee’s a@tual obligations to us. On
September 14, 2004, we added claims for infringe¢raEbnited States Patents 6,549,071 and 6,788d #ie pending suit. The patents relate
to our proprietary technology for CMOS RF power éfigss. On April 6, 2006, a jury found that Axiomisappropriated trade secret data
sheet documents including our confidential inforioratind that the misappropriation was done withieeafraud or gross negligence. The
jury did not find misappropriation of other tradeceets, breach of obligations by our former empéoywr tortious interference with t
former employee’s contractual relationship. Thy jiound our ‘071 and ‘141 patents to be valid, bot infringed by the accused products.
The Court held an additional hearing on April 200@ to determine the appropriate remedies andisascbut has not yet entered a
judgment. At this time, we cannot estimate thelfomacome of this matter or resulting financial iagpto us, if any

On December 14, 2005, Power-One, Inc. (Power-GnBglaware corporation, filed a lawsuit againstimghe United States District
Court for the Eastern District of Texas, MarshailliBion, alleging willful infringement of United Stes Patents 6,936,999 and 6,949,916, and
of patent applications Nos. 2004/0123164A1 and ZWWB533A1. On February 28, 2006, we filed a dettay judgment action in the
United States District Court for the Western Dittof Texas, Austin Division seeking a declaratioat Power-One’s U.S. Patent No.
7,000,125 (the patent that issued from the pafgpitcation No. 2004/0123164A1) is not infringed ly. The lawsuits relate to our Si825x
family of digital power supply controllers. At thigne, we cannot estimate the outcome of this matteesulting financial impact to us, if
any.

Other Litigation

We are involved in various other legal proceeditigg 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 effeth@mronsolidated financial position or
results of operations.
Item 1A. Risk Factors
RISKS RELATED TO OUR BUSINESS
WE MAY NOT BE ABLE TO MAINTAIN OUR HISTORICAL GROWT AND MAY EXPERIENCE SIGNIFICANT PERIOD-TO-
PERIOD FLUCTUATIONS IN OUR REVENUES AND OPERATINGHSULTS, WHICH MAY RESULT IN VOLATILITY IN OUR
STOCK PRICE

Although we have generally experienced revenue tdrawour history, we may not be able to sustais ¢ginowth. We may also
experience significant period-to-period fluctuasan our revenues and operating results in thedutue to a number of factors, and any such
variations may cause our stock price to fluctukitis. likely that in some future period our revesu® operating results will be below the
expectations of public market analysts or investibthis occurs, our stock price may drop, perhsigsificantly.

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

¢ the timing and volume of orders received from austomers;
¢ the timeliness of our new product introductions #relrate at which our new products may cannibalizeolder products;

¢ the rate of acceptance of our products by our custs, including the acceptance of new products ag develop for integration in
the products manufactured by such customers, wichefer to as “design wins”;
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¢ the time lag and realization rate between “desigrsivand production orders;
¢ the demand for, and life cycles of, the product®iporating our ICs;
* the rate of adoption of mixed-signal ICs in the ke#s we target;

¢ deferrals or reductions of customer orders in gioon of new products or product enhancements fus or our competitors or
other providers of ICs;

¢ changes in product mix;

* the average selling prices for our products coutghsuddenly due to competitive offerings or contjpet predatory pricing,
especially with respect to our mobile handset andem products;

* the average selling prices for our products gehedaicline over time;

¢ changes in market standards;

* impairment charges related to inventory, equipnoemther long-lived assets;

* the software used in our products and providechbigd{party software providers must meet the nedasipcustomers;
¢ significant legal costs to defend our intellectpiadperty rights or respond to claims against ud; an

¢ the rate at which new markets emerge for produetsing currently developing or for which our destgpertise can be utilized to
develop products for these new markets.

The markets for mobile handsets, personal compuatsllite television set-top boxes and VolP aggtions are characterized by rapid
fluctuations in demand and seasonality that reésudorresponding fluctuations in the demand for parducts that are incorporated in such
devices. Additionally, the rate of technology ade@pe by our customers results in fluctuating deirfanour products as customers are
reluctant to incorporate a new IC into their pragumtil the new IC has achieved market acceptadoee a new IC achieves market
acceptance, demand for the new IC can quickly acatl to a point and then level off such that rédyistrical growth in sales of a product
should not be viewed as indicative of continuedrfeitgrowth. In addition, demand can quickly decfiorea product when a new IC product is
introduced and receives market acceptance . Fongeamobile handset transceivers that provide soiniee functionality provided by our
RF Synthesizers have been introduced to markeskand our competitors. The introduction of thesapeting transceivers, including our
Aero Transceiver, resulted in a rapid decline ingales of RF Synthesizers for mobile handsets.tDtige various factors mentioned above,
the results of any prior quarterly or annual pesistould not be relied upon as an indication offoture operating performance.

WE DEPEND ON A LIMITED NUMBER OF CUSTOMERS FOR A 83TANTIAL PORTION OF OUR REVENUES, AND THE LOSS
OF, OR A SIGNIFICANT REDUCTION IN ORDERS FROM, ANKEY CUSTOMER COULD SIGNIFICANTLY REDUCE OUR
REVENUES

The loss of any of our key customers, or a sigaiftaoeduction in sales to any one of them, wouddifcantly reduce our revenues and
adversely affect our business. During the firse¢hmonths of fiscal 2006, our ten largest custormecsunted for 52% of our revenues. We
had two customers, Sagem and Samsung, which repeesE2% and 10% of our revenues, respectively tidohe markets for our products
are dominated by a small number of potential custsmrherefore, our operating results in the farabke future will continue to depend on
our ability to sell to these dominant customersyal as the ability of these customers to seldpiais that incorporate our IC products. In the
future, these customers may decide not to purobiaskCs at all, purchase fewer ICs than they dithapast or alter their purchasing patte
particularly because:

¢ we do not have material long-term purchase corgnaith our customers;
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¢ substantially all of our sales to date have beedentan a purchase order basis, which permits otowgs's to cancel, change or
delay product purchase commitments with little omtice to us and without penalty;

¢ some of our customers may have efforts underwagtively diversify their vendor base which coulduee purchases of our ICs;
and

¢ some of our customers have developed or acquitlpts that compete directly with products thess#amers purchase from us,
which could affect our customers’ purchasing decisiin the future.

While we have been a significant supplier of ICedusn many of our customers’ products, our custemegularly evaluate alternative
sources of supply in order to diversify their su@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 adeéfieset on the prices we are able to
charge and volume of product that we are ableltdseur customers, which would negatively affeatr revenues and operating results.

WE ARE SUBJECT TO RISKS RELATING TO PRODUCT CONCERATION AND LACK OF REVENUE DIVERSIFICATION

We derive a substantial portion of our revenuesifeolimited number of products, and we expect tipesducts to continue to account
a large percentage of our revenues in the near teomtinued market acceptance of these produdisersfore, critical to our future success.
In addition, substantially all of our products ta have sold include technology related to oneare of our issued U.S. patents. If these

patents are found to be invalid or unenforceahle competitors could introduce competitive produhtt could reduce both the volume and
price per unit of our products. Our business, apgagaesults, financial condition and cash flowsiidotherefore be adversely affected by:

¢ adecline in demand for any of our more signifigarttducts, including our Aero Transceiver, modewdpicts or ProSLIC;
¢ failure of our products to achieve continued madasteptance;

e animproved version of our products being offergalrompetitor;

¢ technological standard or change that we are unatdddress with our products;

e afailure to release new products or enhancedores$if our existing products on a timely basis; and

the failure of our new products, such as our rdgémtroduced AeroFONE and FM tuner products, thieee market acceptance.

We are particularly dependent on sales of our nedidindset products which constituted 46% of o tetvenues during the first three
months of fiscal 2006 and 44% of our total reverindiscal 2005. In particular, our Aero Transceiv@obile handset product and its
subsequent derivatives represent a substantiabpart our mobile handset product revenues. Ifrttagket for the Aero Transceiver or the
market for GSM/GPRS or Enhanced Data Rates for #&lBholution (EDGE) mobile handsets in which thpeeducts are incorporated
deteriorates, our operating results would be nmaltgrand adversely affected.
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IF WE ARE UNABLE TO DEVELOP OR ACQUIRE NEW AND ENHWRCED PRODUCTS THAT ACHIEVE MARKET ACCEPTANCE
IN A TIMELY MANNER, OUR OPERATING RESULTS AND COMPHTIVE POSITION COULD BE HARMED

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

changing requirements of customers;

accurate prediction of market and technical requinets, such as the shift of GSM/GPRS to EDGE ande¥and Code Division
Multiple Access (WCDMA);

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 capacity

achievement of high manufacturing yields;

quality, price, performance, power use and sizeuofproducts;

availability, quality, price and performance of queting products and technologies;

our customer service, application support capasliand responsiveness;

successful development of our relationships witisteag and potential customers;

changes in technology, industry standards or eed{u®ferences; and

cooperation of third-party software providers and ®emiconductor vendors to support our chips withsystem.

We cannot provide any assurance that products widchecently have developed or may develop in titeré will achieve market
acceptance. We have introduced to market or adevelopment of many ICs. If our ICs fail to achiewarket acceptance, or if we fail to
develop new products on a timely basis that achieaket acceptance, our growth prospects, operegsgigts and competitive position could
be adversely affected. For example, in October 2@8@5ntroduced the AeroFONE single-chip phonesTrbduct is in the early stages of
customer adoption and we cannot be certain thetliachieve market acceptance.
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OUR RESEARCH AND DEVELOPMENT EFFORTS ARE FOCUSED @GNLIMITED NUMBER OF NEW TECHNOLOGIES AND
PRODUCTS, AND ANY DELAY IN THE DEVELOPMENT, OR ABAIWONMENT, OF THESE TECHNOLOGIES OR PRODUCTS BY
INDUSTRY PARTICIPANTS, OR THEIR FAILURE TO ACHIEVIMARKET ACCEPTANCE, COULD COMPROMISE OUR
COMPETITIVE POSITION

Our ICs are used as components in electronic dewicearious markets. As a result, we have devatetlexpect to continue to devote a
large amount of resources to develop products baseetw and emerging technologies and standartsithée commercially introduced in
the future. Research and development expense dilnénitnree months ended April 1, 2006 was $27.6anjlor 24.1% of revenues. A
number of large companies are actively involvethandevelopment of these new technologies and atdadShould any of these companies
delay or abandon their efforts to develop comméycivailable products based on new technologiesstandards, our research and
development efforts with respect to these techrietognd standards likely would have no appreciadlige. In addition, if we do not correc
anticipate new technologies and standards, oeiptioducts that we develop based on these newdkdias and standards fail to achieve
market acceptance, our competitors may be bettertataddress market demand than we would. Furthernif markets for these new
technologies and standards develop later than tiezate, or do not develop at all, demand for praducts that are currently in developm
would suffer, resulting in lower sales of thesedurets than we currently anticipate. For examplehase introduced to market the Aero
Transceiver product for use in wireless phonesaipay on the GSM/GPRS standard. We believe thiketas now in the early stages of
adopting the EDGE and WCDMA standards, which alflomenhanced data generation and transmission nsafgle handsets. Forecasters
expect the EDGE and WCDMA markets to further depelnd expand in 2006 and 2007. In September 200®xtended our Aero family to
meet the EDGE standard with the Aero lle singlggdliDGE Radio. However, we cannot be certain thatge of this technology will not
change in the future and thereby make our produtdsitable. Furthermore, we cannot be certainghgtproduct we develop for these
standards will achieve market acceptance.

WE HAVE INCREASED OUR INTERNATIONAL ACTIVITIES SIGNFICANTLY AND PLAN TO CONTINUE SUCH EFFORTS,
WHICH SUBJECTS US TO ADDITIONAL BUSINESS RISKS INCIDING INCREASED LOGISTICAL AND FINANCIAL
COMPLEXITY, POLITICAL INSTABILITY AND CURRENCY FLUCTUATIONS

We have established additional international suases and have opened additional offices in irdéamal markets to expand our
international activities in Europe and the Padiim region. This has included the establishmera béadquarters in Singapore for non-U.S.
operations. The percentage of our revenues tomesslocated outside of the United States was 9ifisdal 2005, 89% in fiscal 2004 and
80% in fiscal 2003. We may not be able to maintaimcrease international market demand for oudpets. Our international operations are
subject to a number of risks, including:

* increased complexity and costs of managing intesnat operations and related tax obligations, idtig our headquarters for non-
U.S. operations in Singapore;

e  protectionist laws and business practices thatrflneal competition in some countries;

multiple, conflicting and changing tax laws anduledions that may impact both our international dochestic tax liabilities and
result in increased complexity and costs;

* longer sales cycles;

e greater difficulty in accounts receivable colleatiand longer collection periods;

high levels of distributor inventory subject togaiprotection and rights of return to us;

political and economic instability;
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e greater difficulty in hiring and retaining qualifi¢echnical sales and applications engineers amihégtrative personnel; and

* the need to have business and operations systamsatihmeet the needs of our international busimed®perating structure.

To date, all of our sales to international custa@yard purchases of components from internationmdlgrs have been denominated in
U.S. dollars. As a result, an increase in the vafube U.S. dollar relative to foreign currenctesild make our products more expensive for
our international customers to purchase, thus mmgleur products less competitive.

FAILURE TO MANAGE OUR DISTRIBUTION CHANNEL RELATIONSHIPS COULD IMPEDE OUR FUTURE GROWTH

The future growth of our business will depend igéapart on our ability to manage our relationshigib current and future distributors
and sales representatives, develop additional etafor the distribution and sale of our producatd enanage these relationships. As we
execute our indirect sales strategy, we must mathagpotential conflicts that may arise with outedt sales efforts. For example, conflicts
with a distributor may arise when a customer beginghasing directly from us rather than throughdrstributor. The inability to
successfully execute or manage a multi-channes satategy could impede our future growth. In additrelationships with our distributors
often involve the use of price protection and irteey return rights. This often requires a signifitamount of sales management’s time and
system resources to manage properly.

WE ARE SUBJECT TO INCREASED INVENTORY RISKS AND CO@S BECAUSE WE BUILD OUR PRODUCTS BASED ON
FORECASTS PROVIDED BY CUSTOMERS BEFORE RECEIVINGRCHASE ORDERS FOR THE PRODUCTS

In order to ensure availability of our products $ome of our largest customers, we start the matwfag of our products in advance of
receiving purchase orders based on forecasts oy 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&8lesause demand for our products may not mategiatanufacturing based on forecasts
subjects us to increased risks of high inventoryyiiag costs, increased obsolescence and incregmerdting costs. These inventory risks are
exacerbated when our customers purchase inditbrtygh contract manufacturers or hold componerdritory levels greater than their
consumption rate because this causes us to haveisdsility regarding the accumulated levels ofentory for such customers. A resulting
write-off of unusable or excess inventories wouddexsely affect our operating results.

OUR PRODUCTS ARE COMPLEX AND MAY CONTAIN ERRORS WBH COULD LEAD TO PRODUCT LIABILITY, AN
INCREASE IN OUR COSTS AND/OR A REDUCTION IN OUR REEWUES

Our products are complex and may contain erromsicpéarly when first introduced or as new versiams released. We rely primarily on
our in-house testing personnel to design test dipesaand procedures to detect any errors pridetivery of our products to our customers.
Because our products are manufactured by thirdegaghould problems occur in the operation orgearénce of our ICs, we may experience
delays in meeting key introduction dates or schedldklivery dates to our customers. These errscsauld cause us to incur significant re-
engineering costs, divert the attention of our pegiing personnel from our product development&ffand cause significant customer
relations and business reputation problems. Angalefcould require product replacement or recal@could be obligated to accept product
returns. Any of the foregoing could impose substhebsts and harm our business.
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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 theyiacorporated. A defect or failure in our prodaetild cause failure in our customer’s end-
product, so we could face claims for damages tteatisproportionately higher than the revenuespanfits we receive from the products
involved. Furthermore, product liability risks grarticularly significant with respect to medicabasutomotive applications because of the
risk of serious harm to users of these producterdan be no assurance that any insurance weaimaivitl sufficiently protect us from any
such claims.

An increasing number of our new product development being designed in even more complex procelSsesxample, our Aero I
was designed in a .13 micron CMOS process, whids adst, complexity and elements of experimentadizthdevelopment, particularly in
the area of advanced mixed-signal design.

OUR CUSTOMERS REQUIRE OUR PRODUCTS TO UNDERGO A KENHY AND EXPENSIVE QUALIFICATION PROCESS
WITHOUT ANY ASSURANCE OF PRODUCT SALES

Prior to purchasing our products, our customerairedhat our products undergo an extensive qaalifon process, which involves
testing of the products in the custonsesystem as well as rigorous reliability testingisTqualification process may continue for six ni@nor
longer. However, qualification of a product by atumer does not ensure any sales of the prodticataustomer. Even after successful
qualification and sales of a product to a custoraesybsequent revision to the IC or software, chanmythe IC$ manufacturing process or 1
selection of a new supplier by us may require a gealification process, which may result in delays in us holding excess or obsolete
inventory. After our products are qualified, it dake an additional six months or more before theamer commences volume production of
components or devices that incorporate our prodi¢esexperienced this lengthy introduction to voluproduction cycle time with our
CMOS Power Amplifier, which was introduced in tralg part of fiscal 2004 and did not contributeotar revenues until the fourth quarter of
fiscal 2005. Despite these uncertainties, we desalbstantial resources, including design, engingesales, marketing and management
efforts, toward qualifying our products with custers in anticipation of sales. If we are unsuccessfdelayed in qualifying any of our
products with a customer, such failure or delay iquieclude or delay sales of such product to tletamer, which may impede our growth
and cause our business to suffer.

WE RELY ON THIRD PARTIES TO MANUFACTURE, ASSEMBLENRD TEST OUR PRODUCTS AND THE FAILURE TO
SUCCESSFULLY MANAGE OUR RELATIONSHIPS WITH OUR MANEACTURERS AND SUBCONTRACTORS WOULD
NEGATIVELY IMPACT OUR ABILITY TO SELL OUR PRODUCT

We do not have our own wafer fab manufacturinglitaes. Therefore, we rely principally on one thjpdrty vendor, Taiwan
Semiconductor Manufacturing Co. (TSMC), to manufeethe ICs we design. We also currently rely ppalty on two Asian third-party
assembly subcontractors, Advanced SemiconductonEegng (ASE) and Amkor Technology, to assemble @axckage the silicon chips
provided by the wafers for use in final productslditionally, we rely on these offshore subcontresfor a substantial portion of the testing
requirements of our products prior to shipping. &pect utilization of third-party subcontractorsctintinue in the future.

The cyclical nature of the semiconductor industiyeb wide fluctuations in available capacity atdfparty vendors. On occasion, we
have been unable to adequately respond to unexpiecteases in customer demand due to capacityreants and, therefore, were unable to
benefit from this incremental demand. We may béleto obtain adequate foundry, assembly or tgsaty from our third-party
subcontractors to meet our customers’ deliveryirequents even if we adequately forecast customerade. We are currently experiencing
some constraints on our ability to secure all afdesired capacity.
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There are significant risks associated with relyamgthese third-party foundries and subcontractoctding:
e failure by us, our customers or their end custorterpialify a selected supplier;

*  potential insolvency of the third-party subcontoast

* reduced control over delivery schedules and quality

¢ limited warranties on wafers or products supplieds;

* potential increases in prices or payments in advdoiccapacity;

* increased need for international-based supplystmgi and financial management;

¢ their inability to supply or support new or changpackaging technologies; and

* low test yields.

We typically do not have long-term supply contraeith our third-party vendors which obligate thender to perform services and
supply products to us for a specific period, incsfi@ quantities, and at specific prices. Our thiarty foundry, assembly and test
subcontractors typically do not guarantee that mdeggcapacity will be available to us within theeirequired to meet demand for our
products. In the event that these vendors failéetrour demand for whatever reason, we expectttauld take up to twelve months to
transition performance of these services to newigess. Such a transition may also require qualifan of the new providers by our
customers or their end customers.

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

OUR PRODUCTS INCORPORATE TECHNOLOGY LICENSED FROMIRD PARTIES

We incorporate technology (including software) tised from third parties in our products. We cowddshbjected to claims of
infringement regardless of our lack of involveminthe development of the licensed technology. édiyh a third party licensor is typically
obligated to indemnify us if the licensed technglagfringes on another party’s intellectual propeights, such indemnification is typically
limited in amount and may be worthless if the le@nbecomes insolvent. See “SIGNIFICANT LITIGATIGDWER INTELLECTUAL
PROPERTY IN OUR INDUSTRY MAY CAUSE US TO BECOME INMLVED IN COSTLY AND LENGTHY LITIGATION WHICH
COULD SERIOUSLY HARM OUR BUSINESS.” Furthermoreyafailure of third party technology to perform peyly would adversely
affect sales of our products incorporating suchnetogy.
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OUR INABILITY TO MANAGE GROWTH COULD MATERIALLY AND ADVERSELY AFFECT OUR BUSINESS

In recent periods, we have increased the scoparadferations and expanded our workforce from 58pleyees at the end of fiscal 2(
to 659 employees at April 1, 2006. This growth pla&ed, and any future growth of our operation$ eghtinue to place, a significant strain
on our management personnel, systems and resoWeesnticipate that we will need to implement aefgrof new and upgraded sales,
operational and financial enterprise-wide systdnfsymation technology infrastructure, procedurad aontrols, including the improvement
of our accounting and other internal managemeriemysto manage this growth and maintain compliaviteregulatory guidelines,
including Sarbanes-Oxley Act requirements . Astmginess grows our internal management systempragdsses will need to improve to
ensure that we remain in compliance. We also expattwve will need to continue to expand, trainnage and motivate our workforce. All
these endeavors will require substantial managesfént, and we anticipate that we will require achal management personnel and
internal processes to manage these efforts aniddq@r the succession from time to time of cerfaénsons who have been key management
and technical personnel. If we are unable to dffelst manage our expanding global operations, iiclg our international headquarters in
Singapore, our business could be materially aneérsely affected.

WE DEPEND ON OUR KEY PERSONNEL TO MANAGE OUR BUSISE EFFECTIVELY IN A RAPIDLY CHANGING MARKET,
AND IF WE ARE UNABLE TO RETAIN OUR CURRENT PERSONNEAND HIRE ADDITIONAL PERSONNEL, OUR ABILITY TO
DEVELOP AND SUCCESSFULLY MARKET OUR PRODUCTS COULBE 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 fusuiezess will be dependent on retaining the sesva€eur key personnel, developing their
successors and certain internal processes to reduceliance on specific individuals, and on pripeanaging the transition of key roles
when they occur. There is currently a shortageuafified personnel with significant experiencelie design, development, manufacturing,
marketing and sales of analog and mixed-signal iCparticular, 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. Wey mat be successful in attracting and
retaining sufficient numbers of technical persortoedupport our anticipated growth. The loss of ahgur key employees or the inability to
attract or retain qualified personnel both in theateld States and internationally, including engigesales, applications and marketing
personnel, could delay the development and intrboluof, and negatively impact our ability to selyr products.

ANY ACQUISITIONS WE MAKE COULD DISRUPT OUR BUSINESBND HARM OUR FINANCIAL CONDITION

As part of our growth and product diversificatidragegy, we continue to evaluate opportunitiesciuére other businesses, intellectual
property or technologies that would complementaurent offerings, expand the breadth of our marketenhance our technical capabilities.
The Cygnal Integrated Products (Cygnal) and SiliRtkGIKE acquisitions and other acquisitions thatmay potentially make in the future
entail a number of risks that could materially adgersely affect our business and operating resottliding:

e problems integrating the acquired operations, teldgies or products with our existing business praiucts;

¢ diversion of management’s time and attention framaore business;

* need for financial resources above our plannedsimvent levels;

¢ (difficulties in retaining business relationshipgwsuppliers and customers of the acquired company;
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*  risks associated with entering markets in whichHae& prior experience;

*  risks associated with the transfer of licensesit#lliectual property;

* acquisition-related disputes, including disputesraarn-outs and escrows;
*  potential loss of key employees of the acquiredamy; and

* potential impairment of related goodwill and intdslg assets.

Future acquisitions also could cause us to incht decontingent liabilities or cause us to issqeity securities that could negatively
impact the ownership percentages of existing sludders.

OUR STOCK PRICE MAY BE VOLATILE

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

e actual or anticipated fluctuations in our operatiegults;
¢ changes in financial estimates by securities atetysour failure to perform in line with such estites;
¢ changes in market valuations of other technologypmanies, particularly semiconductor companies;

* announcements by us or our competitors of sigmifitechnical innovations, acquisitions, strategidperships, joint ventures or
capital commitments;

¢ introduction of technologies or product enhancesémit reduce the need for our products;
¢ the loss of, or decrease in sales to, one or meyeustomers;

* alarge sale of stock by a significant shareholder;

¢  dilution from the issuance of our stock in connattwith acquisitions;

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

¢  departures of key personnel; and

* the required expensing of stock options.

The stock market has experienced extreme volathiy often has been unrelated to the performahparticular companies. These
market fluctuations may cause our stock price laégardless of our performance.
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MOST OF OUR CURRENT MANUFACTURERS, ASSEMBLERS, TESERVICE PROVIDERS, AND CUSTOMERS ARE
CONCENTRATED IN THE SAME GEOGRAPHIC REGION, WHICHNCREASES THE RISK THAT A NATURAL DISASTER,
EPIDEMIC, LABOR STRIKE, WAR OR POLITICAL UNREST COLD DISRUPT OUR OPERATIONS OR SALES

Most of TSMC's foundries and one of our assembly st subcontractor’s sites are primarily locatethe same region within Taiwan
and our other assembly and test subcontractolseaied in the Pacific Rim region. In addition, mari our customers, particularly mobile
handset manufacturers, are located in the PadificrBgion. The risk of earthquakes in Taiwan arelRlacific Rim region is significant due
the proximity of major earthquake fault lines i threa. We are not currently covered by insuraga@at business disruption caused by
earthquakes as such insurance is not currentlyadlmion terms that we believe are commerciallgoeable. Earthquakes, fire, flooding, lack
of water or other natural disasters in Taiwan erRiacific Rim region, or an epidemic, political est; war, labor strikes or work stoppages in
countries where our semiconductor manufacturegrabkers and test subcontractors are located, likelyld result in the disruption of our
foundry, assembly or test capacity. There can bassarance that such alternate capacity could taénell on favorable terms, if at all.

A natural disaster, epidemic, labor strike, wapaoilitical unrest where our customefatilities are located would likely reduce our sate
such customers. For example, Samsung is basedith Eorea and represented 10% of our revenuesglthinfirst three months of fiscal
2006. North Korea’s decision to withdraw from theckear Non-Proliferation Treaty and related gedjuall maneuverings has created unrest.
Such unrest could create economic uncertaintystability, could escalate to war or otherwise adebraffect South Korea and our South
Korean customers and reduce our sales to suchneestpwhich would materially and adversely affant operating results. In addition, a
significant portion of the assembly and testingof mobile handset products occurs in South Kokeg.disruption resulting from these
events could also cause significant delays in sbigmof our products until we are able to shift manufacturing, assembling or testing from
the affected subcontractor to another third-paetydor.

WE MAY BE UNABLE TO PROTECT OUR INTELLECTUAL PROPERY, WHICH WOULD NEGATIVELY AFFECT OUR ABILITY
TO COMPETE

Our products rely on our proprietary technologyd are expect that future technological advances rbgdes will be critical to sustain
market acceptance of our products. Therefore, Weugethat the protection of our intellectual prageights is and will continue to be
important to the success of our business. We melg combination of patent, copyright, trademark tade secret laws and restrictions on
disclosure to protect our intellectual propertyhtgy We also enter into confidentiality or licermggeements with our employees, consultants,
intellectual property providers and business pastrend control access to and distribution of aguinentation and other proprietary
information. Despite these efforts, unauthorizedipa may attempt to copy or otherwise obtain as&laur proprietary technology.
Monitoring unauthorized use of our technology iiclilt, and we cannot be certain that the stepsese taken will prevent unauthorized use
of our technology, particularly in foreign coungiehere the laws may not protect our proprietagits as fully as in the United States. We
cannot be certain that patents will be issuedrasalt of our pending applications nor can we rgage that any issued patents would protect
or benefit us or give us adequate protection frompmeting products. For example, issued patentstraayrcumvented or challenged and
declared invalid or unenforceable. We also caneatdytain that others will not develop effectiveneting technologies on their own.
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THE SEMICONDUCTOR MANUFACTURING PROCESS IS HIGHLY@VPLEX AND, FROM TIME TO TIME, MANUFACTURING
YIELDS MAY FALL BELOW OUR EXPECTATIONS, WHICH COULDRESULT IN OUR INABILITY TO SATISFY DEMAND FOR
OUR PRODUCTS IN A TIMELY MANNER

The manufacture of our products is a highly compled technologically demanding process. Althoughweek closely with our
foundries to minimize the likelihood of reduced mtatturing yields, our foundries from time to tifnave experienced lower than anticipated
manufacturing yields. Changes in manufacturing @sses or the inadvertent use of defective or cansed materials by our foundries co
result in lower than anticipated manufacturing ggebr unacceptable performance deficiencies. Ifaumndries fail to deliver fabricated silic
wafers of satisfactory quality in a timely mannee will be unable to meet our customers’ demandaftorproducts in a timely manner, which
would adversely affect our operating results andaige our customer relationships.

WE DEPEND ON OUR CUSTOMERS TO SUPPORT OUR PRODUCAMSD SOME OF OUR CUSTOMERS OFFER COMPETING
PRODUCTS

Our products are currently used by our customepsdduce modems, telephony equipment, mobile hasdsetworking equipment ant
broad range of other devices. We rely on our custsrto provide hardware, software, intellectuaperty indemnification and other techni
support for the products supplied by our customémur customers do not provide the required fiowality or if our customers do not
provide satisfactory support for their productg tlemand for these devices that incorporate outysts may diminish or we may otherwise
be materially adversely affected. Any reductiomhie demand for these devices would significantjuce our revenues.

In certain products such as the DAA, some of ostamers (including Agere Systems and Conexanty difsr own competitive
products. These customers may find it advantagtosigpport their own offerings in the marketplatdieu of promoting our products.

SIGNIFICANT LITIGATION OVER INTELLECTUAL PROPERTY N OUR INDUSTRY MAY CAUSE US TO BECOME INVOLVED
IN COSTLY AND LENGTHY LITIGATION WHICH COULD SERIOWSLY HARM OUR BUSINESS

In recent years, there has been significant litigeith the United States involving patents and pthellectual property rights. From time
to time, we receive letters from various industaytizipants alleging infringement of patents, tradeks or misappropriation of trade secrets
or from customers requesting indemnification fairls brought against them by third parties. Thdaapory nature of these inquiries has
become relatively common in the semiconductor itrgu$Ve respond when we deem appropriate and dsextlioy legal counsel. We have
been involved in litigation to protect our intelteal property rights in the past and may becomelirad in such litigation again in the future.
For example, in December 2005, Power-One, Ind fildawsuit against us alleging patent infringenrel#ted to our digital power supply
products . In the future, we may become involveddditional litigation to defend allegations ofrinfyement asserted by others, both directly
and indirectly as a result of certain industry-gtma indemnities we may offer to our customers.al@goceedings could subject us to
significant liability for damages or invalidate curoprietary rights. Legal proceedings initiatedusyto protect our intellectual property rights
could also result in counterclaims or countersagainst us. Any litigation, regardless of its ouey would likely be time-consuming and
expensive to resolve and would divert our managé&sméme and attention. Most intellectual propéditigation also could force us to take
specific actions, including:

e cease selling products that use the challengeliieictieal property;

e  obtain from the owner of the infringed intellectpabperty a right to a license to sell or use #ilevant technology, which license
may not be available on reasonable terms, or;at all
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* redesign those products that use infringing intélial property; or

* pursue legal remedies with third parties to enfanaeindemnification rights, which may not adeqlyafgotect our interests.

WE COULD SEEK TO RAISE ADDITIONAL CAPITAL IN THE FOURE THROUGH THE ISSUANCE OF EQUITY OR DEBT
SECURITIES, BUT ADDITIONAL CAPITAL MAY NOT BE 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 commisrfenat least the next 12 months. However, jitdssible that we may need to raise
additional funds to finance our activities or taifiate acquisitions of other businesses, produntellectual property or technologies. We
believe we could raise these funds, if neededgebing equity or debt securities to the public @stlected investors. In addition, even though
we may not need additional funds, we may still elesell additional equity or debt securities btain credit facilities for other reasons.
However, we may not be able to obtain additionatition favorable terms, or at all. If we decideaise additional funds by issuing equity or
convertible debt securities, the ownership pergm#af existing shareholders would be reduced.

WE ARE A RELATIVELY SMALL COMPANY WITH LIMITED RESOURCES COMPARED TO SOME OF OUR CURRENT AND
POTENTIAL COMPETITORS AND WE MAY NOT BE ABLE TO COMETE EFFECTIVELY AND INCREASE MARKET SHARE

Some of our current and potential competitors Hamger operating histories, significantly grea&saurces and name recognition and a
larger base of customers than we have. As a rélsafte competitors may have greater credibilithwiir existing and potential customers.
They also may be able to adopt more aggressivangnolicies and devote greater resources to theldpment, promotion and sale of their
products than we can to ours. In addition, somauofcurrent and potential competitors have alressdgiblished supplier or joint development
relationships with the decision makers at our aurog potential customers. These competitors magtibe to leverage their existing
relationships to discourage their customers fromclpasing products from us or persuade them to cepdar products with their products. C
competitors may also offer bundled chipset kit mgements offering a more complete product despédechnical merits or advantages of
products. These competitors may elect not to supporproducts which could complicate our salesrt$f These and other competitive
pressures may prevent us from competing succegsfgdlinst current or future competitors, and magenmlly harm our business.
Competition could decrease our prices, reduce aasslower our gross profits or decrease our nhathare.

PROVISIONS IN OUR CHARTER DOCUMENTS AND DELAWARE LW COULD PREVENT, DELAY OR IMPEDE A CHANGE IN
CONTROL OF US AND MAY REDUCE THE MARKET PRICE OF GRUICOMMON STOCK

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

¢ the division of our board of directors into thréasses to be elected on a staggered basis, orsecelels year;

¢ the ability of our board of directors to issue &sanf our preferred stock in one or more seriebowit further authorization of our
stockholders;

¢ aprohibition on stockholder action by written cent
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¢ elimination of the right of stockholders to capecial meeting of stockholders;

* arequirement that stockholders provide advandeeof any stockholder nominations of directorgny proposal of new business
to be considered at any meeting of stockholders; an

* arequirement that a supermajority vote be obtainednend or repeal certain provisions of our fiegtie of incorporation.

We also are subject to the anti-takeover laws ddBare which may discourage, delay or prevent so@mémm acquiring or merging
with us, which may adversely affect the marketgoé our common stock.

WE ARE SUBJECT TO CREDIT RISKS RELATED TO OUR ACCQUS 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 entitiag: ten largest customers or distributors
represent a substantial majority of our accourtsivable. If any such customer or distributor wierbecome insolvent or otherwise not
satisfy their obligations to us, we could be mat@riharmed.

THE PERFORMANCE OF OUR PRODUCTS MAY BE ADVERSELY RECTED BY SEVERE ENVIRONMENTAL CONDITIONS
THAT MAY REQUIRE MODIFICATIONS, WHICH COULD LEAD TOAN INCREASE IN OUR COSTS OR A REDUCTION IN OUR
REVENUES

For example, although our DSL Analog Front End (ABEd modem related products are compliant witHighied specifications, these
established specifications might not adequatelyesidall conditions that must be satisfied in otdeyperate in harsh environments. This
includes environments where there are wide variatio electrical quality, telephone line qualitigti electricity and operating temperatures
or that may be affected by lightning or impropendiiang by customers and end users. These envirotaifastors may result in unanticipated
returns of our products. Any necessary modificaioould cause us to incur significant re-engingeciosts, divert the attention of our
engineering personnel from our product developreéfotts and cause significant customer relatiorsslarsiness reputation problems.

RISKS RELATED TO OUR INDUSTRY

WE ARE SUBJECT TO THE CYCLICAL NATURE OF THE SEMIG@UCTOR INDUSTRY, WHICH HAS BEEN SUBJECT TO
SIGNIFICANT FLUCTUATIONS

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

Downturns have been characterized by diminishedymiodemand, production overcapacity, high inventevels and accelerated eros
of average selling prices. For example, in fis@) 2, the semiconductor industry suffered a downtlu to reductions in the actual unit sales
of personal computers and wireless phones as caahpaiprevious robust forecasts. This downturnlteduin a material adverse effect on
business and operating results in fiscal 2001.

Upturns have been characterized by increased proeéntand and production capacity constraints cddagencreased competition for
access to third-party foundry, assembly and tgsacisy. We are dependent on the availability ofhscapacity to manufacture, assemble and
test our ICs. None of our thingarty foundry, assembly or test subcontractors lpaeeided assurances that adequate capacity wilbaable
to us.
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THE AVERAGE SELLING PRICES OF OUR PRODUCTS COULD OREASE RAPIDLY WHICH MAY NEGATIVELY IMPACT OUR
REVENUES AND GROSS PROFITS

We may experience substantial period-to-perioddiations in future operating results due to thesieroof our average selling prices,
particularly for mobile handset products. We haaguced the average unit price of our products fitigation of or in response to
competitive pricing pressures, new product intrdisuns by us or our competitors and other factdraid are unable to offset any such
reductions in our average selling prices by indrepeur sales volumes, increasing our sales copmapplication or reducing production
costs, our gross profits and revenues will suffermaintain our gross profit percentage, we wikdé¢o develop and introduce new products
and product enhancements on a timely basis anthcaily reduce our costs. Our failure to do so wiozduse our revenues and gross profit
percentage to decline.

COMPETITION WITHIN THE NUMEROUS MARKETS WE TARGET MY REDUCE SALES OF OUR PRODUCTS AND REDUCE
MARKET SHARE

The markets for semiconductors in general, ananfi@ed-signal ICs in particular, are intensely competitiVée expect that the market
our products will continually evolve and will belgect to rapid technological change. In additiawe target and supply products to
numerous markets and applications, we face conquefiom a relatively large number of competitdfge compete with Agere Systems,
Atmel, Analog Devices, Broadcom, Conexant, Cypressescale, Fujitsu, Infineon Technologies, Legehaxim Integrated Products,
MediaTek, Microchip, National Semiconductor, Phlilrenesas, RF Micro Devices, Semtech, Skywork#tiBok, Texas Instruments and
others. We expect to face competition in the fuftwen our current competitors, other manufactuesrd designers of semiconductors, and
start-up semiconductor design companies. Somerofugtomers, such as Agere Systems and Intel)svdaage, established semiconductor
suppliers. Our sales to and support of these cus®may enable them to become a source of conguetitius, despite our efforts to protect
our intellectual property rights. As the marketsdommunications products grow, we also may facepmtition from traditional
communications device companies. These companigentar the mixed-signal semiconductor market Iipaucing their own ICs or by
entering into strategic relationships with or acipg other existing providers of semiconductor protd.

In addition, large companies may restructure tbperations to create separate companies or mayracggw businesses that are focused
on providing the types of products we produce guéae our customers. For example, in 2004, Motoselparated its semiconductor
operations into Freescale Semiconductor, a pultlialyed company focused on communications andriteg) electronic systems. As an
additional example, in February 2004, Conexant@lubespanVirata merged to form a company focusecbammunication semiconductors.
This combined entity will focus on all broadbangbgations and may compete with our DAA, ISOmoderd asymmetric digital subscriber
line (ADSL) product lines.

OUR PRODUCTS MUST CONFORM TO INDUSTRY STANDARDS ANCECHNOLOGY IN ORDER TO BE ACCEPTED BY END
USERS IN OUR MARKETS

Generally, our products comprise only a part oéaick. All components of such devices must unifgrodmply with industry standards
in order to operate efficiently together. We depend:ompanies that provide other components ofllvices to support prevailing industry
standards. Many of these companies are significdentyer and more influential in affecting indusstandards than we are. Some industry
standards may not be widely adopted or implemeuntéfdrmly, and competing standards may emergerttaat be preferred by our customers
or end users. If larger companies do not supperséme industry standards that we do, or if comgetiandards emerge, market acceptance
of our products could be adversely affected whicluld harm our business.
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Products for communications applications are baseithdustry standards that are continually evolvirgr example, GSM mobile
handsets now commonly use the GPRS specificatioarfabling data communications, but there is aelacating trend toward the EDGE
protocol. Other suppliers , including us, are ndfering mobile handset devices utilizing the EDGftpcol to support higher data
communication rates on GSM networks. In additiartain suppliers are now offering mobile handseiats utilizing the WCDMA protocol
to support higher data communication rates on WCDhAvorks. We do not currently have a WCDMA molbiéndset product. Our ability
to compete in the future will depend on our abitdyidentify and ensure compliance with these emghindustry standards. The emergence of
new industry standards could render our producisnipatible with products developed by other supplids a result, we could be requirec
invest significant time and effort and to incurrgfgcant expense to redesign our products to ensomgpliance with relevant standards. If our
products are not in compliance with prevailing istity standards for a significant period of time, so@lld miss opportunities to achieve
crucial design wins.

Our pursuit of necessary technological advancesnegyire substantial time and expense. We may esubcessful in developing or
using new technologies or in developing new prosloctproduct enhancements that achieve market @oeap If our ICs fail to achieve
market acceptance, our growth prospects, operegsugts and competitive position could be adveraéfigcted.

ltem 2.  Unregistered Sales of Equity Securities and Use Bfoceeds

Our registration statement (Registration No. 33858} under the Securities Act of 1933, as amenadaking to our initial public
offering of our common stock became effective orrda23, 2000.

No securities were repurchased during the firsttquaf fiscal 2006.
Item 3.  Defaults Upon Senior Securities
Not applicable
ltem 4.  Submission of Matters to a Vote of Security Holders
Not applicable
Item 5.  Other Information
Not applicable
Item 6.  Exhibits

The following exhibits are filed as part of thipoest:

Exhibit
Number

2.1 Agreement and Plan of Merger, dated August 19, 269%nd among Silicon Laboratories Inc., SabinegdeSub,
Inc., and Silicon MAGIKE, Inc. (filed as Exhibit2to the Form -K filed August 22, 2005)

3.1* Form of Fourth Amended and Restated Certificat@odrporation of Silicon Laboratories Inc. (filed Bxhibit 3.1 to
the Registrant’s Registration Statement on Form(Seturities and Exchange Commission File No. 38353)
(the"IPO Registration Stateme”)).

3.2 Second Amended and Restated Bylaws of Silicon Latbdes Inc (filed as Exhibit 3.2 to the Registtatnnual
Report on Form 1-K for the fiscal year ended January 3, 20!
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4.1*

10.1

10.2¢

31.1

31.2

32.1

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

Lease, Deed of Trust and Security Agreement datatiM30, 2006 among Silicon Laboratories Inc., BAkestment &
Advisory, Inc. and Gary S. Farmer (filed as Exhilit1 to the Registrant’s Current Report on ForkKifded on April
5, 2006).

Participation Agreement dated March 30, 2006 anfiifigon Laboratories Inc., BAL Investment & Advispdnc., Wells
Fargo Bank Northwest, National Association andawasiother financial institutions named thereindfiges Exhibit 10.2
to the Registra’s Current Report on Forn-K filed on April 5, 2006).

Certification of the Principal Executive Officeis eequired by Section 302 of the Sarb-Oxley Act of 2002

Certification of the Principal Accounting Officaas required by Section 302 of the Sarb-Oxley Act of 2002

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

* Incorporated herein by reference to the indiddténg.
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SIGNATURES

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

SILICON LABORATORIES INC.

(Registrant
April 24, 2006 /s/ Necip Sayine
Date Necip Sayine
President and
Chief Executive Officer

(Principal Executive Officer)

April 24, 2006 /s/Russell J. Brenna
Date Russell J. Brenna
Vice President and
Chief Financial Officer
(Principal Accounting Officer)
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Exhibit 31.1

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

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

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

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

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

a) Designed such disclosure controls and proceduresused such disclosure controls and proceduties tiesigned under
our supervision, to ensure that material informatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifige prepared,;

b) Designed such internal control over financial réipgr, or caused such internal control over finaheorting to be
designed under our supervision, to provide readeragsurance regarding the reliability of financégorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

c) Evaluated the effectiveness of the registiadtsclosure controls and procedures and presentbis report our conclusiol
about the effectiveness of the disclosure conints procedures as of the end of the period coveyebis report based on
such evaluation; and

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

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

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

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

Date: April 24, 2006

/sl Necip Sayine

Necip Sayine

President and

Chief Executive Officer
(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

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

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

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

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

a) Designed such disclosure controls and proceduresused such disclosure controls and proceduties tiesigned under
our supervision, to ensure that material informatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifige prepared,;

b) Designed such internal control over financial réipgr, or caused such internal control over finaheorting to be
designed under our supervision, to provide readeragsurance regarding the reliability of financégorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

c) Evaluated the effectiveness of the registiadtsclosure controls and procedures and presentbis report our conclusiol
about the effectiveness of the disclosure conints procedures as of the end of the period coveyebis report based on
such evaluation; and

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

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

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

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

Date: April 24, 2006

/s/ Russell J. Brenne

Russell J. Brenna

Vice President and

Chief Financial Officer
(Principal Accounting Officer




Exhibit 32.1
Certification of Chief Executive Officer and Chieihancial Officer

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

() the accompanying Quarterly Report on Fofivd of the Company for the fiscal quarter endedildpr2006 as filed with the
Securities and Exchange Commission (the “Repoutty tomplies with the requirements of Section }3(aSection 15(d), as applicable, of
the Securities Exchange Act of 1934; and

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

A signed original of this written statement reqdit®y Section 906 has been provided to the Compady| be retained by the Company
and furnished to the Securities Exchange Commissiais staff upon request.

Dated: April 24, 2006

/sl Necip Sayine
Necip Sayine
President and

Chief Executive Office

/s/ Russell J. Brenne
Russell J. Brenna
Vice President and
Chief Financial Officel




