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Cautionary Statement

Except for the historical financial information daimed herein, the matters discussed in this reporEorm 10-Q (as well as
documents incorporated herein by reference) magonsidered “forward-looking” statements within theeaning of Section 27A of the
Securities Act of 1933, as amended, and Sectioro2ftie Securities Exchange Act of 1934, as amer&leth forward-looking statements
include declarations regarding the intent, beliefcarrent expectations of Silicon Laboratories laod its management and may be signified
by the words “expects,” “anticipates,” “intends,” believes” or similar language. You are cautionedtthny such forward-looking
statements are not guarantees of future performamckinvolve a number of risks and uncertaintiestual results could differ materially
from those indicated by such forwelooking statements. Factors that could cause atriloute to such differences include those disalisse
under “Risk Factors” and elsewhere in this repdsilicon Laboratories disclaims any intention or iglaltion to update or revise any forward-
looking statements, whether as a result of newrndgion, future events or otherwise.




Part I. Financial Information
Item 1. Financial Statements

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

(Unaudited)
June 30, December 30,
2007 2006
Assets
Current asset:
Cash and cash equivale $ 162,06¢ $ 68,18¢
Shor-term investment 481,93( 318,10
Accounts receivable, net of allowance for doubéfttounts of $501 at June 30, 2007 and $421 at
December 30, 200 42,171 36,651
Inventories 18,982 22,01¢
Deferred income taxe 5,22¢ 12,11¢
Prepaid expenses and ot 31,98¢ 12,94«
Current assets of discontinued operations — 33,68(
Total current assets 742,36 503,70
Property, equipment and software, 29,82« 34,07(C
Goodwill 65,51¢ 65,68(
Other intangible assets, r 18,10¢ 20,271
Other assets, n 24,07( 24,52¢
Non-current assets of discontinued operations — 38,73¢
Total assets $ 879,88¢ $ 686,99t
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payabl $ 30,051 $ 26,43¢
Accrued expense 18,14¢ 23,051
Deferred income on shipments to distribut 18,341 20,56¢
Income taxe: — 15,063
Current liabilities of discontinued operations 10,09¢ 16,50z
Total current liabilities 76,63¢ 101,62:
Long-term obligations and other liabiliti¢ 49,641 15,641
Non-current liabilities of discontinued operations — 1,05C
Total liabilities 126,28( 118,31
Commitments and contingenci
Stockholder' equity:
Preferred stoc—$0.0001 par value; 10,000 shares authorized; n@shssued and outstandi — —
Common stock—$0.0001 par value; 250,000 shareoapdd; 55,114 and 54,802 shares issued and
outstanding at June 30, 2007 and December 30, 28§j@ectively 6 5
Additional paic-in capital 395,49¢ 373,65t
Retained earnings 358,10¢ 195,02:
Total stockholders’ equity 753,60¢ 568,68:
Total liabilities and stockholders’ equity $ 879,88¢ $ 686,99t

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




Silicon Laboratories Inc.

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

Revenues
Cost of revenues
Gross profit
Operating expense
Research and developm
Selling, general and administrati
In-process research and development
Operating expenses
Operating income (loss)
Other income (expense
Interest incomi
Interest expens
Other income (expense), net
Income from continuing operations before incomesax
Provision for income taxes
Income from continuing operations
Income from discontinued operations, net of incaaxes

Net income

Basic earnings per sha
Income from continuing operatiol
Net income

Diluted earnings per shar
Income from continuing operatiol
Net income

Weightec-average common sharoutstanding
Basic
Diluted

(Unaudited)

Three Months Ended

Six Months Ended

June 30, July 1, June 30, July 1,

2007 2006 2007 2006
$ 75597 $ 73,93¢ $149,411 $140,58¢
30,23: 24,44 58,672 45,56¢
45,36/ 49,49/ 90,73¢ 95,01¢
22,14 22,61¢ 46,952 43,68¢
21,28z 22,82 45,574 43,552
— 2,60( — 2,60C
43,421 48,041 92,52¢ 89,84(
1,937 1,45% (1,787) 5,17¢
7,032 3,624 10,867 6,82¢€
(167) (225) (399) (400)
(51) 45 (170) 291
8,751 4,897 8,512 11,89¢
1,85¢ 1,89z 2,36€ 3,693
6,892 3,00% 6,14¢€ 8,202
581 7,132 156,94( 12,99¢
$ 747 $ 10,137 $163,08¢ $ 21,201
$ 013 $ 005 $ 011 $ 0.15
$ 014 $ 0.18 $ 297 % 0.38
$ 012 $ 0.0: $ 011 $ 0.14
$ 012 $ 0.18 $ 290 % 0.37
54,901 55,842 54,85¢ 55,46(
56,31z 57,85¢ 56,30¢ 57,761

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




Silicon Laboratories Inc.
Condensed Consolidated Statements of Cash Flows
(In thousands)
(Unaudited)

Operating Activities
Net income
Adjustments to reconcile net income to cash praYicle operating activities
Income from discontinued operatic
Depreciation and amortization of property, equiptrend softwars
Loss (gain) on disposal of property, equipment softivare
Amortization of other intangible assets and otmet:
Stock compensation exper
In-process research and developn
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
Net cash provided by (used in) operating activitiEsontinuing operation
Investing Activities
Purchases of shi-term investment
Sales and maturities of sh-term investment
Purchases of property, equipment and soft
Proceeds from sales of ass
Purchases of other ass
Acquisition of businesses, net of cash acquired
Net cash provided by investing activities of conting operation:
Financing Activities
Proceeds from Employee Stock Purchase
Proceeds from exercises of stock opti
Excess income tax benefit from employee s-based award
Repurchases of common stc
Payments on debt
Net cash provided by (used in) financing activitiégontinuing operation
Discontinued Operations
Operating activitie:
Investing activities
Financing activities
Net cash provided by discontinued operati

Increase in cash and cash equival

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Supplemental Disclosure of Cash Flow Information
Interest paid

Income taxes paid

Supplemental Disclosure of No-Cash Activity:
Proceeds from the sale of assets held in escrow
Receivable for sale of property, equipment andisk

Six Months Ended

June 30, July 1,
2007 2006
$163,08¢ $ 21,201
(156,940  (12,99¢)

5,794 7,113
187 (129
2,45C 2,14%
20,39( 15,62¢
— 2,60C

1,10€ 9,724
(782) (5,509)
(5,514) (5,36€)
3,21¢ (5,544)
1,846 (11,440
(594) 11,861
(7,90€) 2,35¢
(2,227) 2,78€
2,63¢ (2,617)
(43,36)) (236)
(16,619 31,571
(301,640 (120,506
137,81« 155,94¢
(1,735) (5,742)
270,75( 839
(345) (3,519
— (16,011)
104,84« 11,01t
1,39¢ 1,22¢
5,80z 27,43¢
782 5,50¢
(18,472 —
— (774)
(10,497  33,39¢
11,00¢ 3,151
(1,654) (4,899
6,78€ 4,464
16,13¢ 2,71€
93,87¢ 78,701
68,18¢ 100,50¢
$162,06¢ $179,20¢
$ 617 $ 336
$ 42,83 $ 5,68C
$ 1425( $ —
$ — $ 1,381

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






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

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

The condensed consolidated financial statesriantuded herein are unaudited; however, theyatorall normal recurring accruals and
adjustments which, in the opinion of managemerstn@cessary to present fairly the condensed caiaget] financial position of Silicon
Laboratories Inc. and its subsidiaries (colleciyéhe “Company”) at June 30, 2007 and DecembeRB06, the condensed consolidated
results of its operations for the three and six theended June 30, 2007 and July 1, 2006, andcbtieeased consolidated statements of cash
flows for the six months ended June 30, 2007 ahd1]l2006. All intercompany balances and trarisasthave been eliminated. The
condensed consolidated results of operations fothttee and six months ended June 30, 2007 areenessarily indicative of the results to be
expected for the full year.

The accompanying unaudited condensed consatidenancial statements do not include certairirfotes and financial presentations
normally required under U.S. generally acceptedating principles. Therefore, these condensedaatated financial statements should
be read in conjunction with the audited consoliddieancial statements and notes thereto for tlae gaded December 30, 2006, included in
the Company’s Form 10-K filed with the Securitiesld&xchange Commission (SEC) on February 7, 2007.

Reclassification:

A portion of the Company’s sales are madegtridutors under agreements allowing for pricetgction. The Company defers revenue
and the related costs on such sales until theldistrs sell the product to the end customer. Thmpany has reclassified estimated credits
for price protection in prior periods to conformtke current year presentation. Accordingly, tlienPany has reclassified estimated credits
for price protection in its condensed consolidaedement of cash flows for the six months endéd 312006, which affected cash flows as
follows (in thousands):

July 1,

2006
Accounts receivable $ 323
Accrued expense (639)
Deferred income on shipments to distribut $ 316

The reclassifications had no impact on the @amy’s results of operations or its overall casiw# from operating activities in its
condensed consolidated statements of cash flows.




Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statemen{Continued)
(Unaudited)

Comprehensive Income

Comprehensive income consists of net incondenai unrealized gains (losses) on available-fta-saestments. There were no
significant differences between net income and aeimgnsive income during any of the periods presente

Recent Accounting Pronounceme

In February 2007, the Financial Accountingn8&rds Board (FASB) issued Statement of Finanatal@inting Standards (SFAS) 159,
“The Fair Value Option for Financial Assets anddfinial Liabilities — Including an amendment of FASBEatement No. 115”. SFAS 159
expands the use of fair value accounting to mamgnicial instruments and certain other items. THirevllue option is irrevocable and
generally made on an instrument-by-instrument basisn if a company has similar instruments thaleitts not to measure based on fair
value. SFAS 159 is effective for fiscal years Ibegig after November 15, 2007. The Company iseruly evaluating the effect that the
adoption of SFAS 159 will have on its financial pio® and results of operations.

In September 2006, the FASB issued SFAS 1550y ‘Value Measurements”. SFAS 157 defines fdinegestablishes a framework for
measuring fair value in GAAP and expands disclosat®ut fair value measurements. SFAS 157 isteféefor fiscal years beginning after
November 15, 2007 and interim periods within thiiseal years. The Company is currently evaluatigeffect that the adoption of SF;
157 will have on its financial position and resufoperations.

2. Discontinued Operation

On February 8, 2007, the Company entereddr8ale and Purchase Agreement (“Purchase Agre®mauntsuant to which it sold its
Aero® transceiver, AeroFONE™ single-chip phone padier amplifier product lines (the “Aero productds”) to NXP B.V. and NXP
Semiconductors France SAS (collectively “NXP”) kchange for $285 million in cash, including $14.8lion held in escrow, with
additional earn-out potential of up to an aggregéte65 million over the next three years. Thesahs completed on March 23, 2007.




Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statemen{Continued)
(Unaudited)

The financial results of the sold product linesénaeen presented as discontinued operations itothdensed consolidated financial
statements. As a result, the footnote discloshia@s also been revised to exclude amounts relatdeb tdiscontinued operations. The
following summarizes results from the discontinogérations (in thousands, except per share data):

Three Months Ended Six Months Ended

June 30, July 1, June 30, July 1,

2007 2006 2007 2006
Revenues $ 517¢ $ 49,56¢ $ 43,166 $ 97,45¢
Costs of revenues and operating expenses 4,48¢ 39,74« 41,17¢ 80,37¢
693 9,824 1,99C 17,08(
Gain on sale of discontinued operations 86 — 222,42¢ —
Income from discontinued operations before incoaxes 779 9,824 224,41« 17,08(
Provision for income taxes 198 2,692 67,472 4,082
Income from discontinued operations, net of incdaxes $ 581 $ 7,13z $156,94( $ 12,99¢

Income from discontinued operations per commones|

Basic $ 001 $ 013 $ 286 $ 0.283
Diluted $ 001 $ 012 $ 27¢ $ 0.23
Weightec-average common shares outstand

Basic 54,901 55,84: 54,85¢ 55,46(
Diluted 56,312 57,85¢ 56,30¢ 57,761

Current liabilities of discontinued operatiarsisted of $10.1 million of accrued expensekiat 30, 2007. In June 2007, the Company
made a $40.0 million estimated tax payment dubéaiin on the sale of our Aero product lines.

Continuing Involvement

In connection with the closing of the sales @ompany entered into certain ancillary agreemeittsNXP, including a Transition Services
Agreement (“TSA”) and an Intellectual Property Lise Agreement (“IPLA”). Through the TSA, the Compagreed to sublease certain
premises to NXP and to provide various temporappstt services, such as IT support services. Saplices are expected to be providec
approximately six months from the closing date e Tées for these services will be generally eqeiviaio the Compang’cost. The TSA fee
were approximately $2.0 million for the three manémded June 30, 2007. Through the IPLA, the Compgeanted NXP a license with
respect to retained intellectual property and NX&hted a license to the Company with respect tsfeared intellectual property. However,
these cross-license agreements do not involveettapt or payment of any royalties and therefoeenat considered to be a component of
continuing involvement.




Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statemen{Continued)
(Unaudited)

Although the services provided under the T®Aagate continuing cash flows between the CompadyNXP, the amounts are not
considered to be significant to the ongoing operetiof either entity. In addition, the Company hasontractual ability through the TSA or
any other agreement to significantly influence dperating or financial policies of NXP. Under theyisions of EITF Issue No. 03-13,
“Applying the Conditions of Paragraph 42 of FASEt8ment No. 144 in Determining Whether to Reposcbintinued Operations,” the
Company therefore has no significant continuinglagment in the operations of the former produsdi sold to NXP and has classified such
operating results as discontinued operations.

3. Earnings Per Share

The following table sets forth the computatidrbasic and diluted earnings per share from ooing operations (in thousands, except per
share data):

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,
2007 2006 2007 2006
Income from continuing operations $ 6892 $ 3,00t $ 6,14€ $ 8,20%
Shares used in computing basic earnings per ! 54,901 55,84z 54,85¢ 55,46(
Effect of dilutive securities
Stock options and awards 1,411 2,01€ 1,452 2,301
Shares used in computing diluted earnings per share 56,312 57,85¢ 56,30¢ 57,761
Income from continuing operatiol
Basic earnings per she $ 013 $ 005 $ 011 $ 0.15
Diluted earnings per sha $ 012 $ 00t $ 011 $ 0.14

Approximately 4.1 million, 3.4 million, 4.4 ttion and 2.9 million weighted-average dilutive potial shares of common stock have been
excluded from the earnings per share calculatiothi® three months ended June 30, 2007 and J2§0B, and for the six months ended June
30, 2007 and July 1, 2006, respectively, as theaati-dilutive. The Company issued 1.0 milliomsds of common stock and repurchased
0.6 million shares during the six months ended Bhe007 as part of the previously announced stegmérchase program. Approximately
0.1 million shares were withheld by the Companyirtuthe six month period to satisfy employee takgattions for the vesting of certain
stock grants made under the Company’s 2000 Stawtive Plan.




Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statemen{Continued)
(Unaudited)
4. Balance Sheet Details

Inventories

Inventories are stated at the lower of costeidnined using the first-in, first-out method nearket. Inventories (excluding discontinued
operations) consist of the following (in thousands)

December 30
June 30,

2007 2006
Work in progress $ 17,68 $ 16,332
Finished goods 1,29z 5,684

$ 18,982 $ 22,01¢

Long-term obligations and other liabilities

Long-term obligations and other liabilities congi§the following (in thousands):

December 30

June 30,
2007 2006
Unrecognized tax benefits $ 3843C $ —
Other 11,211 15,641

$ 49,641 $ 15641

5. Stock-Based Compensation and Share Repurchasmgram
Stock-Based Compensation
The Company has two stock-based compensalams,the 2000 Stock Incentive Plan and the Emgl@teck Purchase Plan (the

“Purchase Plan”). Effective January 1, 2006, tbenany adopted FASB SFAS 123 (revised 2004), “SBased Payment”, (SFAS 123R)
using the modified-prospective-transition method.

10




Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statemen{Continued)
(Unaudited)

Accounting for Stock Compensati

Stock-based compensation costs are genemlycbon the fair value calculated from the BlackeBes optionpricing model on the date
grant for stock options and on the date of enrafinfier the Purchase Plan. Restricted stock urii{Rfair values generally equal their
intrinsic value on the date of grant. The weighdwdrage fair value of share-based payments wasatstl using the Black-Scholes option-
pricing model with the following assumptions:

Six Months Ended
June 30, July 1,

2007 2006

2000 Stock Incentive Pla

Expected volatility 53.0% 60.8%

Risk-free interest rate ¢ 4.7% 4.9%

Expected term (in year 4.8 5.0

Dividend yield — —
Employee Stock Purchase Pl

Expected volatility 36.7%  49.7%

Risk-free interest rate ¢ 4.9% 4.9%

Expected term (in month 15 9

Dividend yield — —

The following are the stock-based compensatasts recognized in the Company’s condensed ddasedl statements of income (in
thousands):

Three Months Ended Six Months Ended

June 30, July 1, June 30, July 1,

2007 2006 2007 2006
Cost of revenues $ 379 $ 317 $ 686 $ 461
Research and developmt 4,07¢ 3,187 9,44¢ 6,103
Selling, general and administrative 4,164 4,414 10,25¢€ 9,30¢

$ 8621 $ 7,91¢ $ 20,391 $ 15,87

The Company recorded $3.3 million of stockipensation expense in continuing operations duhiaghree months ended March 31,
2007 for a one-time equity award to employees methby the Company after the sale of the Aero prblites.

The Company recorded an additional $5.5 nmillio“Income from discontinued operations, netrafame taxes” during the three months
ended March 31, 2007 in connection with modificasi@f equity grants to employees who were hiretlKy associated with the sale of the
Aero product lines. As of the closing date of slaée, the Company accelerated the vesting of Albmshares of options and awards, and
extended the exercise period of 0.9 million shafesptions through December 31, 2007. FurtherGbmpany cancelled 0.3 million shares
of unvested options and awards related to the tert®d employees. There were no significant magtitdos made to any other stock grants
during this period.

The Company had approximately $92.7 millioniatél unrecognized compensation costs relatetbtk ®ptions and RSUs at June 30,
2007 that are expected to be recognized over ahtezleaverage period of 2.2 years.

11




Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statemen{Continued)
(Unaudited)

Share Repurchase Program

In July 2006, the Company’s Board of Directauhorized a program to repurchase up to $10Gomidf the Company’s common stock
from time to time over a twelve-month period. Tiregram allowed for repurchases to be made in plea onarket subject to applicable legal
requirements and other factors. As of June 307 200@ Company had repurchased 2.2 million shéfrigss common stock under this plan for
$68.5 million at an average purchase price of $8pdy share.

6. Commitments and Contingencies
Securities Litigation

On December 6, 2001, a class action complaintiolations of U.S. federal securities laws Viiéed in the United States District Court for
the Southern District of New York against the Compdour officers individually and the three invesint banking firms who served as
representatives of the underwriters in connectigh the Company’s initial public offering of 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 purclaakitional shares in the aftermarket at
pre-determined higher prices. The action seeksadasiin an unspecified amount and is being coamtinaith approximately 300 other
nearly identical actions filed against other comean A court order dated October 9, 2002 dismisgttbut prejudice the four officers of the
Company who had been named individually. On Felyrie, 2003, the District Court denied the motiordismiss the complaint against the
Company. On October 13, 2004, the District Coartified a class in six of the approximately 30Bestnearly identical actions (the “focus
cases”) and noted that the decision was intendedotdde strong guidance to all parties regardilagg certification in the remaining cases.
The Underwriter Defendants appealed the decisidnegpanel of the Second Circuit vacated the DisBaurt’'s decision granting class
certification in those six cases on December 562@aintiffs filed a petition for rehearing omigry 5, 2007. On April 6, 2007, the Second
Circuit denied the petition for rehearing, but mbtkat plaintiffs could ask the District Court tertify a more narrow class than the one that
was rejected.

Prior to the Second Circuit’s decision, ther@any had approved a settlement agreement anddelgteements which set forth the terms
of a settlement between the Company, the purppitedtiff class and the vast majority of the othgproximately 300 issuer defendants.
These agreements were submitted to the Court fmoapl. In light of the Second Circuit opiniongtparties agreed that the settlement ce
be approved because the defined settlement dlessheé litigation class, cannot be certified. @me 22, 2007, the plaintiffs and the issuers
agreed to a stipulation terminating the proposéitbseent, subject to court approval. The Courtraped the stipulation terminating the
settlement on June 25, 2007. The Company canedigbiwhether it will be able to renegotiate alsetent that complies with the Second
Circuit's mandate. Due to the inherent uncertamtf litigation, the Company cannot accuratelydpmtethe ultimate outcome of the matter.

The Company is unable to estimate or pretiefpotential damages that might be awarded asult oéghis litigation, whether such

damages would be greater than the Company’s inseremverage, or whether the outcome would havetarimbimpact on the Company’s
results of operations or financial position.

12




Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statemen{Continued)
(Unaudited)

Patent and Copyright Infringement Litigatit

On December 14, 2006, Analog Devices, Inc.al8g Devices), a Massachusetts corporation, filldvauit against the Company, in the
United States District Court in the District of Mashusetts, alleging infringement of United St&atents 7,075,329, 6,262,600, 6,525,566,
6,903,578 and 6,873,065, and copyright infringenoéertain Analog Devices datasheets. On Jandmkr007, the Company filed its
answer to Analog Devices’ complaint, in which then@pany denied infringement and asserted that Anakgces’ patents are invalid. The
Company also filed counterclaims in which it allddbat Analog Devices has engaged in unfair cortipetunder both state and federal law.
The Court has scheduled a trial date in May 200& lawsuit relates to the Company’s Si843x and&i&amily of digital isolator products
and alleges that the infringement was and contitmés willful. At this time, the Company cannatienate the outcome of this matter or
resulting financial impact to it, if any.

Other

The Company is involved in various other lggalceedings that have arisen in the normal caafrbesiness. While the ultimate results of
these matters cannot be predicted with certaihtyQompany does not expect them to have a masehialrse effect on the consolidated
financial position or results of operations.

Discontinued Operations Indemnificati

In connection with the sale of the Aero pradines, the Company agreed to indemnify NXP weéhbpect to (a) liabilities for breach of the
Company’s representations and warranties in thehase Agreement, (b) liabilities for breach of @@mpany’s covenants or agreements
pursuant to the Purchase Agreement, (c) liabiltiethe Company that were not assumed by NXP antiafalities for certain tax matters.
With respect to breaches of representations anthniges, the Company’'maximum potential exposure is limited to $14.8iam (the amour
of cash proceeds held in escrow). There is noraotuial limit on exposure with respect to the offadilities. As of June 30, 2007, the
Company had no material liabilities recorded urtdese indemnification obligations.

7. Income Taxes

The Company adopted FASB Interpretation (F4BI)“Accounting for Uncertainty in Income Taxes"thé beginning of fiscal 2007. As a
result of the implementation of FIN 48, the Compaagognized no change in the liability for unreciagd tax benefits. As of the date of
adoption, the Company had $20.9 million of unrecogrh tax benefits, of which $20.1 million would edf the effective tax rate if
recognized. Also as of the date of adoption, it @eemed reasonably possible that the Company wectd)nize tax benefits in the amount
of $7.0 million in the next twelve months due te tlosing of open tax years. The nature of thetiamty relates to deductions taken on
returns that had previously been examined by tipdicgble tax authority.

At June 30, 2007, the Company had $38.4 milibunrecognized tax benefits, of which $37.4 imillwould affect the effective tax rate if
recognized. During the six months ended June @07 2he Company had gross increases of $18.lomidi its current year unrecognized
benefits, primarily related to tax consequencesaaged with discontinued operations. In additidumring the three months ended June 30,
2007, the Company had gross decreases of $0.Dmidiits unrecognized tax benefits for the prieayrelated to the closure of an income
audit.

13




Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statemen{Continued)
(Unaudited)

The Company recognizes interest and penatilaged to uncertain tax positions in the providimnincome taxes. As of the date of
adoption, the Company had accrued approximately $@lion of interest related to uncertain tax gimsis. During the six months ended J
30, 2007, the Company recognized approximately B0l&n of interest, net of tax, in the provisiéor income taxes. As of June 30, 2007,
the Company had accrued approximately $3.0 milibmterest related to uncertain tax positions.

The tax years 2002 through 2006 remain opexaonination by the major taxing jurisdictions thieh the Company is subject.
8. Acquisition
Silembia

In May 2006, the Company completed its actjoisiof Silembia, a privately held company base&éannes, France. Silembia developed
semiconductor intellectual property for digital dwhnlation and channel decoding. The Company aedw@l of the outstanding capital stock
of Silembia in exchange for approximately $20.5lioml, which includes direct acquisition costs. SDth consideration, $2.8 million was
withheld as security for breaches of representatand warranties and certain other expressly eratetbmatters. The acquisition was
accounted for as a purchase business combinatiaeciordance with SFAS No. 141, “Business Combinati¢SFAS 141), and accordingly,
the results of Silembia’s operations are includethe Company’s consolidated results of operatimoma the date of the acquisition. Through
the acquisition, the Company acquired engineenpgeise and reduced the time required to devetap technologies and products. These
factors contributed to a purchase price that waxaess of the fair value of the net assets aadjainel, as a result, the Company recorded
goodwill. None of the goodwill is deductible f@xt purposes. The purchase price was allocatedllaw/$ (in thousands):

Weighted-Average
Amortization Period

Amount (Years)

Intangible asset:
Core & developed technolog $ 9,40C 7.9
Employmen-related 100 1.9
In-process research and development 2,60C

12,10C
Fair value of net tangible ass: (1,463)
Goodwill 9,888
Total purchase price $ 20,52

Item 2. Management'’s Discussion and Analysis of Rancial Condition and Results of Operations

The following discussion and analysis of ficiahcondition and results of operations shouldread in conjunction with the condensed
consolidated financial statements and related ntieseto included elsewhere in this report. Th&cdssion contains forward-looking
statements. Please see the “Cautionary StatenmsmVe and “Risk Factors” below for a discussiortiod uncertainties, risks and
assumptions associated with these statements fisdaf year-end financial reporting periods are 2-%r 53- week year ending on the
Saturday closest to December 31st. Fiscal 200ithaile 52 weeks. Our second quarter of fiscal 28@¥ed June 30, 2007. Our second
quarter of fiscal 2006 ended July 1, 2006. Alttaf quarterly periods reported in this quarterlypoet on Form 10-Q had thirteen weeks.
Except as noted, financial results are for contimguoperations. Our former Aero product lines aeported as discontinued operations. -
sale of these product lines closed on March 23,7200
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Overview

We design and develop proprietary, analogasite, mixed-signal integrated circuits (ICs) fdiraad range of applications. Mixed-signal
ICs are electronic components that convert realdvamalog signals, such as sound and radio wamesdigital signals that electronic
products can process. Therefore, mixed-signabl€<ritical components in a broad range of aptina in a variety of markets, including
communications, consumer, industrial, automotivedival and power management. Our major customehsde 2Wire, Compal, LSI,
Motorola, Panasonic, Philips, Sagem, Samsung, A®bdad Thomson.

As a “fabless” semiconductor company, we melythird-party semiconductor fabricators in Asiaddo a lesser extent the United States, to
manufacture the silicon wafers that reflect oudisigns. Each wafer contains numerous die, whieteat from the wafer to create a chip for
an IC. We rely on third-parties in Asia to assembplckage, and, in the substantial majority oésatest these devices and ship these units t
our customers. We have increased the portionstihtg performed by such third parties, which faails faster delivery of products to our
customers (particularly those located in Asia),ridrgoroduction cycle times, lower inventory reg@aients, lower costs and increased
flexibility of test capacity.

Our product set addresses a variety of br@egdb mixed-signal applications. Our expertisenm@g-intensive, high-performance, mixed-

signal ICs enables us to develop highly differdrtiasolutions that address multiple markets. Vegour products into the following
categories:

*  ISOmodem® embedded modems;

*  Broadcast products, which include our broadcasortashers and transmitters, satellite set-top Bmeivers and satellite radio tuner;
» Voice over IP products, which include our ProSLIG®scriber line interface circuits and voice diatess arrangement (DAA);

*  Microcontrollers;

e Timing products, which include our precision clakklata recovery ICs and oscillators;

e Power products, which include our isolators and &oover Ethernet controller; and

e Mature products, which include our silicon DAA 8€ modems, DSL analog front end ICs, optical plaldayer transceivers and
RF Synthesizers.

Through acquisitions and internal developnadfarts, we have continued to diversify our pradpertfolio and introduce next generation
ICs with added functionality and further integratioln 2006, we introduced a family of highly intated FM transmitters, a family of digital
isolator products, a Power over Ethernet contr@lied we expanded our microcontroller portfolio wile addition of new USB
microcontrollers, Embedded Ethernet solutions afaaly of highly-integrated microcontrollers des&g specifically for automotive
electronics. In the first six months of 2007, wadduced a fully integrated AM/FM radio receivarjual ProSLIC for VolP equipment and
families of jitter-attenuating clock multipliersngle-chip FM radio transceivers and small formtéaanicrocontrollers. We plan to continue
to introduce products that increase the conterproeide for existing applications and enable usarve markets we do not currently address,
thereby expanding our total available market oppoty.
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We had no customers that accounted for mane 9% of our revenues during the six months edded 30, 2007. In addition to direct
sales to customers, some of our end customers gaegiroducts indirectly from us through distribstand contract manufacturers. An end
customer purchasing through a contract manufactypérally instructs such contract manufactureoldain our products and incorporate s
products with other components for sale by suchlrachmanufacturer to the end customer. Althoughaetually sell the products to, and are
paid by, the distributors and contract manufacsjnee refer to such end customer as our custom&oa of our distributors, Edom
Technology and Avnet, represented 41% and 11% ofemenues during the six months ended June 3(@,,266pectively. There were no
other distributors or contract manufacturers tlvabanted for more than 10% of our revenues dufiegstx months ended June 30, 2007.

The percentage of our revenues derived frostoooers located outside of the United States wés iB4iscal 2006, which reflects our
product and customer diversification and markegpewion for our products, as many of our custommaufacture and design their products
in Asia. All of our revenues to date have beerodaginated in U.S. dollars. We believe that a majasf our revenues will continue to be
derived from customers outside of the United States

The sales cycle for the test and evaluatioouofiCs can range from one month to 12 monthsanemAn additional three to six months or
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 betweezuiming expenses for research and developmentedlnags general and administrative
efforts, and the generation of corresponding sal&msequently, if sales in any quarter do not pedien expected, expenses and inventory
levels could be disproportionately high, and oueraging results for that quarter and, potentidlifuire quarters would be adversely affected.
Moreover, the amount of time between initial resband development and commercialization of a prhdLever, can be substantially
longer than the sales cycle for the product. Adimly, if we incur substantial research and depwlent costs without developing a
commercially successful product, our operatingltesas well as our growth prospects, could be el affected.

Because many of our ICs are designed formusernisumer products such as personal computesyréivideo recorders, setp boxes an
mobile handsets, we expect that the demand foprmgucts will be typically subject to some degrésamsonal demand. However, rapid
changes in our markets and across our product areks it difficult for us to accurately estimate timpact of seasonal factors on our
business.

Discontinued Operation
On February 8, 2007, we entered into a SalePamchase Agreement pursuant to which we sold\ews transceiver, AeroFONE single-
chip phone and power amplifier product lines to NKRxchange for $285 million in cash, with additi earn-out potential of up to an

aggregate of $65 million over the next three yedise sale was completed on March 23, 2007. Tégteeof operations of the sold product
lines have been presented as discontinued opesation
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Results of Operations
The following describes the line items settan our condensed consolidated statements ofrieco

Revenues. Revenues are generated almost exclusively bg séleur ICs. We recognize revenue on sales wher 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 reasonakdguared. Generally, we recognize revenue from potoghles 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 typicadiry a one-year replacement warranty. Replangsreve been insignificant to date.
Our revenues are subject to variation from periogdriod due to the volume of shipments made wishjreriod and the prices we charge for
our products. The vast majority of our revenuesewegotiated at prices that reflect a discounhftbe list prices for our products. These
discounts are made for a variety of reasons, inmetud) 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.
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 inftitere is dependent on increased demand for oabkstied products and our ability to ship
larger volumes of those products in response tb demand, as well as our ability to develop or &equew products and subsequently
achieve customer acceptance of newly introducedymts.

Cost of revenues. Cost of revenues includes the cost of purchdsinghed silicon wafers processed by independemdoies; costs
associated with assembly, test and shipping oftiposducts; costs of personnel and equipment agsdoivith manufacturing support,
logistics and quality assurance; costs of softwayalties and amortization of purchased softwatieeiintellectual property license costs, i
certain acquired intangible assets; an allocatetigmoof our occupancy costs; allocable deprecmtibtesting equipment and leasehold
improvements; and impairment charges related taicemanufacturing equipment held for sale or abaed. Generally, we depreciate
equipment over four years on a straight-line basisleasehold improvements over the shorter oéstienated useful life or the applicable
lease term. Recently introduced products tendate inigher cost of revenues per unit due to ihyjtial production volumes required by our
customers and higher costs associated with newagackariations. As production volumes for a pradincrease, unit production costs tend
to decrease as our yields improve and our semiatadfabricators, assemblers and test suppliereeelyreater economies of scale for that
product. Additionally, the cost of wafer procurethand assembly and test services, which are gignifcomponents of cost of goods sold,
vary cyclically with overall demand for semicondarst and our suppliers’ available capacity of suadpcts and services.

Research and development.Research and development expense consists gsirabpersonnel-related expenses, including stock
compensation, new product mask, wafer, packagidgest costs, external consulting and servicescastortization of purchased software,
equipment tooling, equipment depreciation, amdtittmeof acquired intangible assets, acquired reteand development resulting from
acquisitions, as well as an allocated portion afamcupancy costs for such operations. We genyeatefpreciate our research and developr
equipment over four years and amortize our purachaséiware from computer-aided design tool vendees the shorter of the estimated
useful life or the license term. Research and ldgweent activities include the design of new pradusmnd software, refinement of existing
products and design of test methodologies to erurgliance with required specifications.

Selling, general and administrative. Selling, general and administrative expense stegirimarily of personnel-related expenses,
including stock compensation, related allocabldiporof our occupancy costs, sales commissionsdegendent sales representatives,
applications engineering support, professional,fdigsctors’ and officers’ liability insurance, pat litigation legal fees, reserves for bad debt
and promotional and marketing expenses.
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In-process research and developmer In-process research and development representgedtdgechnology resulting from business
combinations that has not achieved technologicaifglity and has no alternative future use. Thassts are expensed on the date of
acquisition.

Interest income. Interest income reflects interest earned on @eecash, cash equivalents and investment balances.
Interest expense. Interest expense consists of interest on ourt stmak long-term obligations.

Other income (expense), net.Other income (expense), net reflects foreigneswry remeasurement adjustments and gains on thesdis
of fixed assets.

Provision for Income Taxes. We accrue a provision for domestic and foreigiroime tax at the applicable statutory rates adjustedon-
deductible expenses (including stock compensatiesgarch and development tax credits and intevestne from tax-exempt short-term
investments.

The following table sets forth our condensedsolidated statements of income data as a pegmofaevenues for the periods indicated:

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,
2007 2006 2007 2006
Revenue: 100.C% 100.C% 100.C%  100.C%
Cost of revenues 40.0 33.1 39.3 324
Gross profit 60.0 66.9 60.7 67.6
Operating expense
Research and developm 29.3 30.€ 314 31.1
Selling, general and administrati 28.2 30.9 30.5 31.0
In-process research and development — 3.5 — 1.8
Operating expenses 57.5 65.C 61.9 63.9
Operating income (loss) 2.5 1.9 (1.2 3.7
Other income (expense
Interest incom 9.4 5.0 7.3 4.9
Interest expens (0.2) (0.3) (0.2 (0.3)
Other income (expense), net (0.1) 0.1 (0.1) 0.2
Income from continuing operations before income$ax 11.6 6.7 5.8 8.5
Provision for income taxes 2.5 2.6 1.6 2.6
Income from continuing operations 9.1 41 4.2 5.9
Income from discontinued operations, net of incaaxes 0.8 9.6 105.C 9.2
Net income 9.9% 13.7%  109.2% 15.1%
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Revenues

Three Months Ended Six Months Ended
June 30 June 30
July 1, % July 1, %
(in_ millions) 2007 2006 Change Change 2007 2006 Change Change
Revenue! $756 $ 739 $ 17 2.2% $149.4 $140€ $ 88 6.3%

The growth in the sales of our products fer itacent three and six month periods was primdrilyen by increased revenues from our FM
broadcast radio tuners and microcontroller produStsch growth was offset in part by a declinesimenues from our modem and ProSLIC
products. Unit volumes of our products increasamigared to the three and six months ended Jul@d6 By 18.3% and 22.5%, respective
Average selling prices decreased during the samedseby 13.7% and 13.4%, respectively. As oudpods become more mature, we expect
to experience decreases in average selling pridasanticipate that newly announced higher prioedt generation products and product
extensions will offset these decreases to somesdegr

Gross Profit

Three Months Ended Six Months Ended
June 30 June 30
July 1, % July 1, %
(in millions) 2007 2006 Change Change 2007 2006 Change Change
Gross profit $454 $ 495 $ 4.1 (8.3%% 90.7 $ 95.C $ (4.3 (4.5)%
Percent of revent 60.0% 66.2% 60.7% 67.€%

The decrease in gross profit as a percergwatue for the recent three and six month periasprimarily due to changes in product mix,
certain write-downs of inventory and increasesxed manufacturing spending. We may experiencérdescin the average selling prices of
certain of our products. This downward pressurgrass profit as a percentage of revenues mayfbetdb the extent we are able to: 1)
introduce higher margin new products and gain ntagkare with our ICs; or 2) achieve lower produttiosts from our wafer foundries and
third-party assembly and test subcontractors.

Research and Development

Three Months Ended Six Months Ended
June 30, July 1, % June 30, July 1, %
(in millions) 2007 2006 Change Change 2007 2006 Change Change
Research andevelopmen $ 221 $ 226 $ (0.5 2.1)%$ 470 $ 437 $ 33 7.5%
Percent of reven. 29.3%  30.6% 31.4% 31.1%

The decrease in research and development sxpenthe recent three month period was pringipdie to (a) $1.4 million of reduced
occupancy and IT support costs, which were bilteMXP in connection with our transition servicesesgnent, (b) decreased depreciation of
$0.3 million, and (c) decreased product introduttosts of $0.5 million, offset in part by an irase of $1.7 million for stock compensation
and other personnetlated expenses. The increase in research aretbgaevent expense for the recent six month pericgl pracipally due t
an increase of $7.0 million for stock compensatiad other personnel-related expenses, offset irbgaa) $1.4 million of reduced
occupancy and IT support costs, which were bilteMXP in connection with our transition servicesemgnent, (b) decreased depreciation of
$1.5 million, and (c) decreased product introduttiosts of $1.1 million.
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Significant recent development projects ineladfully integrated AM/FM radio receiver, a duab8LIC for VolP equipment, the
expansion of our microcontroller portfolio and féies of jitter-attenuating clock multipliers, simgthip FM radio transceivers and highly
integrated FM transmitters. We expect that re$eand development expense will increase moderatelpsolute dollars and may fluctuate
as a percentage of revenues due to changes inasaldbe timing of certain expensive items relatedew product development initiatives,
such as engineering mask and wafer costs.

Selling, General and Administrative

Three Months Ended Six Months Ended
June 30, July 1, % June 30, July 1, %
(in millions) 2007 2006 Change Change 2007 2006 Change Change
Selling, general and administrati $ 213 $ 228 $ (1.5 6.7%%$ 456 $ 436 $ 2.0 4.6%
Percent of revent 28.2% 30.9% 30.5% 31.0%

The decrease in selling, general and admiatigg expense for the recent three month periodpsiasipally due to a decrease of $1.0
million for stock compensation and other personedied expenses, offset in part by an increa$® af million for depreciation. Selling,
general and administrative expense for the reéembanth period increased primarily due to increase$1.0 million in stock compensation
and other personnel-related expenses, $1.0 mihidegal fees related to litigation and $0.8 millifor depreciation. Selling, general and
administrative expense also reflects a decrea$6.6fmillion for the recent three and six monthiges due to reduced occupancy costs,
which were billed to NXP in connection with our TSWe expect that selling, general and administeagixpense will remain relatively stable
in absolute dollars in future periods.

| n-process research and development

In-process research and development (IPR&Rjed to the acquisition of Silembia was $2.6 moillifor the three and six months ended
July 1, 2006. There was no IPR&D for the three sirdnonths ended June 30, 2007.

Interest Income

Three Months Ended Six Months Ended
June 30 June 30
July 1, July 1,
(in millions) 2007 2006 Change 2007 2006 Change
Interest incom $ 70 $ 36 $ 34 $109 3$ 68 $ 41

The increases in interest income for the rettere and six month periods were primarily dugreater cash and short-term investments
balances, and to a lesser extent, an increasé¢eiret rates of the underlying instruments.

Interest Expense
Interest expense was $0.2 million and $0.4ioniffor the three and six months ended June 307 20d July 1, 2006, respectively.
Other Income (Expense), Net

Other income (expense), for the three andnsirths ended June 30, 2007 was $(0.1) million g8®@¥million, respectively, as compared
to $45 thousand and $0.3 million for the three simdnonths ended July 1, 2006, respectively.
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Provision for Income Taxes

Three Months Ended Six Months Ended
June 30, June 30,
July 1, July 1,
(in_ millions) 2007 2006 Change 2007 2006 Change
Provision for income taxe $ 19 ¢ 19 ¢ 0$ 24 % 37 % (1.9
Effective tax rate 21.2% 38.6% 27.8% 31.0%

The effective tax rate for the three monthdeghJune 30, 2007 was lower than the three montiedeJuly 1, 2006 primarily due to the
non-deductibility of the write-off of in-processsearch and development expense in 2006. This imyecpartially offset by a decrease in
the favorable impact of tax exempt interest incom2007.

The effective tax rate for the six months ehdene 30, 2007 was also lower than the six mamded July 1, 2006 primarily due to the
non-deductibility of the write-off of in-processsearch and development expense in 2006. This imgEcpartially offset by a decrease in
the tax benefit realized on income earned by foreigerations as well as a decrease in the favoraiplact of tax exempt interest income in
2007.

The effective tax rates for each of the pesiptesented differ from the federal statutory odt85% due to the amount of income earned in
foreign jurisdictions where the tax rate may bedowhan the federal statutory rate, tax exemptastancome, non-deductible stock
compensation expense and other permanent items.

Income from discontinued operations, net of incomeaxes

Three Months Ended Six Months Ended
June 30 June 30
July 1, July 1,
(in millions) 2007 2006 Change 2007 2006 Change
Income from discontinued operations, net of incdaxes $ 06 $ 71 $ (6.5 $156.€ $ 13.C $143.¢

Revenues from our discontinued operationshferthree and six months ended June 30, 2007 $#e2emillion and $43.2 million,
respectively, as compared to $49.6 million and $%fillion for the three and six months ended Jyl2d06, respectively. Income from our
discontinued operations for the six months ende@ B0, 2007 included a gain on sale of $154.9 oniJlnet of related income taxes. See
Note 2 for additional informatior

Business Outlook

We expect revenues in the third quarter @f&fi2007 to be in the range of $81 to $84 milli¢turthermore, we expect our diluted net
income per share to be in the range of $0.16 tb8$50.

Liquidity and Capital Resources

Our principal sources of liquidity as of JB®& 2007 consisted of $644.0 million in cash, caghivalents and short-term investments. Our
short-term investments consist primarily of munatiponds.

Net cash used in operating activities was &fillion during the six months ended June 30, 2@@rpared to net cash provided of $31.6
million during the six months ended July 1, 20@yperating cash flows during the six months ende B0, 2007 reflect our net income of
$163.1 million, adjustments of $127.8 million focbme from discontinued operations, depreciatiomréization and stock compensation,
and a net decrease in the change of our operaseisaand liabilities of $51.9 million (includingbd0.0 million estimated tax payment due to
the gain on the sale of our Aero product lines).
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Net cash provided by investing activities d64.8 million during the six months ended June2B07, compared to net cash provided of
$11.0 million during the six months ended July Q& The increase was principally due to cashgeds of $270.7 million from the sale of
our Aero product lines (which excludes $14.3 millizeld in escrow) and a decrease of $16.0 milleeduor business acquisitions, offset by
an increase of $199.3 million in net purchasedoftsterm investments.

We anticipate capital expenditures of appratety $10 to $15 million for fiscal 2007. Additialty, as part of our growth strategy, we
expect to evaluate opportunities to invest in @uire other businesses, intellectual property ohnelogies that would complement or exp.
our current offerings, expand the breadth of ourketd or enhance our technical capabilities.

Net cash used in financing activities was $Xfillion during the six months ended June 30, 2@@mpared to net cash provided of $33.4
million during the six months ended July 1, 200@&e decrease was principally due to a decreas2lo6$nillion of proceeds from the
exercise of employee stock options and paymenr$d®5 million for repurchases of our common statkhie recent six month period.

Net cash provided by discontinued operatioas $16.1 million during the six months ended Junhe2B807, compared to net cash provided
of $2.7 million during the six months ended July2Q06.

Our future capital requirements will dependnoany factors, including the rate of sales growthrket acceptance 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 casld short-term investment balances are suffit@meet our capital requirements through
at least the next 12 months, although we coulcehaired, or could elect, to seek additional funddngr to that time. We may enter into
acquisitions or strategic arrangements in the é&utuhnich also could require us to seek additionaltgapr debt financing.

Critical Accounting Policies and Estimates

The preparation of financial statements ammbapanying notes in conformity with U.S. generalbcepted accounting principles requires
that we make estimates and assumptions that dffee@mounts reported. Changes in facts and cirteunoss could have a significant impact
on the resulting estimated amounts included irfittencial statements. We believe the followindical accounting policies affect our more
complex judgments and estimates. We also have ptiieies that we consider to be key accountiniiciss, such as our policies for revenue
recognition, including the deferral of revenues aast of revenues on sales to distributors; howekiese policies do not meet the definition
of critical accounting estimates because they d@aperally require us to make estimates or judgsiémat are difficult or subjective.

Allowance for doubtful accounts- We evaluate the collectibility of our accountseiwable 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 reaohealieve will be collected. For all other custers, we recognize allowances for doubtful
accounts based on a variety of factors includirgatje of the receivable, the current business@mwient and our historical experience. If
financial condition of our customers were to detezie or if economic conditions worsened, additi@iawances may be required in the
future.

22




Inventory valuation— We assess the recoverability of inventories tghothe application of a set of methods, assumptimasestimates.
In determining net realizable value, we write damventory that may be slow moving or have some fofrabsolescence, including invent
that has aged more than nine months. We alsotatpisaluation of inventory when its standard esteeds the estimated market value.
assess the potential for any unusual customemehased on known quality or business issues dalllish reserves based on the estimated
inventory losses for scrap or non-saleable matetialentory not otherwise identified to be writtdown is compared to an assessment of our
12-month forecasted demand. The result of thihwauktlogy is compared against the product life cyrld competitive situations in the
marketplace to determine the appropriateness akthidting inventory levels. Demand for our progumay fluctuate significantly over time,
and actual demand and market conditions may be ordess favorable than those that we projecthénevent that actual demand is lower or
market conditions are worse than originally pragéctadditional inventory write-downs may be reqlire

Stock compensatien Prior to fiscal 2006, we accounted for stock-lblasempensation plans under the recognition and uneasent
provisions of Accounting Principles Board (APB) @ipin No. 25. Effective January 1, 2006, we adopiedprovisions of SFAS 123R using
the modified-prospective-transition method. SFAR3IR requires companies to recognize the fair-vafusock-based compensation
transactions in the statement of income. Theviaine of our stock-based awards is estimated addbeof grant using the Black-Scholes
option pricing model. The Black-Scholes valuatiahculation requires us to estimate key assumpsaoh as future stock price volatility,
expected terms, risk-free rates and dividend yi&lgpected stock price volatility is based on iraglivolatility from traded options on our
stock in the marketplace and historical volatibfyour stock. The expected term of options gramgetkrived from an analysis of historical
exercises and remaining contractual life of stogkoms, and represents the period of time thabogtgranted are expected to be outstanding.
The risk-free rate is based on the U.S. Treaswalg yiurve in effect at the time of grant. We haeeer paid cash dividends, and do not
currently intend to pay cash dividends, and thuetessumed a 0% dividend yield. In addition, weraquired to estimate the expected
forfeiture rate of our stock grants and only redngrihe expense for those shares expected to Wemir actual experience differs significar
from the assumptions used to compute our stockebem@pensation cost, or if different assumptiorss ibeen used, we may have recorded
too much or too little stockased compensation cost. We had approximately $8#lion of total unrecognized compensation caostated tc
stock options and RSUs at June 30, 2007 that qnected to be recognized over a weighted-averagedoef 2.2 years. See Note 5 for a
further discussion on stock-based compensation.

Impairment of goodwill and other long-lived assetdVe review long-lived assets which are held aretluscluding 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 carpsmgunt of an asset to future undiscounted net ftasis expected to be generated by the
asset over its expected useful life and are sicpnifily impacted by estimates of future prices asldmes for our products, capital needs,
economic trends and other factors which are inhisrdifficult to forecast. If the asset is congield to be impaired, we record an impairment
charge equal to the amount by which the carryidgevaf the asset exceeds its fair value determinyegither a quoted market price, if any, or
a value determined by utilizing a discounted cdmlv fechnique. Occasionally, we may hold certasess for 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 coselio

We test our goodwill for impairment annuallyaf the first day of our fourth fiscal quarter @ndnterim periods if certain events occur
indicating that the carrying value of goodwill mbg impaired. The goodwill impairment test is a 4step 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.
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Income taxes— We are required to estimate income taxes in eadfe jurisdictions in which we operate. Thisgess involves estimating
the actual current tax liability together with assiag temporary differences in recognition of ineofioss) for tax and accounting purposes.
These differences result in deferred tax assetdiaitities, which are included in our consoliddiealance 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 multipbértg jurisdictions and are subject to audit
in these jurisdictions. These audits can involemplex issues which may require an extended peafitidhe to resolve and could result in
additional assessments of income tax. We belideguwate provisions for income taxes have been rfioaddl periods.

Recent Accounting Pronouncements

In February 2007, the FASB issued SFAS 158¢"Fair Value Option for Financial Assets and FaialnLiabilities — Including an
amendment of FASB Statement No. 115”". SFAS 15%edp the use of fair value accounting to many firnnstruments and certain other
items. The fair value option is irrevocable andegyally made on an instrument-by-instrument basien if a company has similar
instruments that it elects not to measure basddiomalue. SFAS 159 is effective for fiscal yeaeginning after November 15, 2007. We
are currently evaluating the effect that the adwptf SFAS 159 will have on our financial positiamd results of operations.

In September 2006, the FASB issued SFAS 1550y Value Measurements”. SFAS 157 defines fdnegestablishes a framework for
measuring fair value in generally accepted accagrrinciples (GAAP) and expands disclosures afmuvalue measurements. SFAS 157
is effective for fiscal years beginning after Novmn 15, 2007 and interim periods within those figesars. We are currently evaluating the
effect that the adoption of SFAS 157 will have am financial position and results of operations.

Qualitative and Quantitative Disclosures about Marlet Risk

Our financial instruments include cash, caghivalents and short-term investments. Our mamstment objectives are the preservation
of investment capital and the maximization of ateet returns on our investment portfolio. Our et income is sensitive to changes in the
general level of U.S. interest rates. Based orcash, cash equivalents and shertn investments holdings as of June 30, 2007mameidiate
100 basis point decline in the yield for such imstents would decrease our annual interest inconappyoximately $6.4 million. We belier
that our investment policy is conservative, botlthia duration of our investments and the creditityuaf the investments we hold.

Available Information

Our internet website address is http://wwwlssl.com. Our annual report on Form 10-K, quartephorts on Form 1@, current reports ¢
Form 8-K and amendments to those reports filediari$hed pursuant to Section 13(a) or 15(d) ofSbeurities Exchange Act of 1934 are
available through the investor relations page afioiernet website free of charge as soon as reddppracticable after we electronically file
such material with, or furnish it to, the Secustend Exchange Commission (SEC). Our internet ite2brd the information contained
therein or connected thereto are not intended fadmwporated into this Quarterly Report on FormQ.0
ltem 3. Quantitative and Qualitative Disclosures Adout Market Risk

Information related to quantitative and quaiite disclosures regarding market risk is setfortManagemens' Discussion and Analysis
Financial Condition and Results of Operations uriggn 2 above. Such information is incorporateddfgrence herein.
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Iltem 4. Controls and Procedures

We have performed an evaluation under thersigien and with the participation of our managemaercluding 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 managgnmatuding our CEO and CFO,
concluded that our disclosure controls and proesiutere effective as of June 30, 2007 to provideaeable assurance that information
required to be disclosed by us in the reports filedubmitted by us under the Exchange Act is ety processed, summarized and reported
within the time periods specified in the SEC’s suéand forms.

In April 2007, we implemented a global entexpresource planning (ERP) system to help us iwgoar planning and management
processes. The migration of certain legacy systerttsee new ERP system required us to make sigmfichanges to our internal controls
over financial reporting. We believe we have takt@necessary steps to monitor and maintain apptepnternal controls during this
implementation. There were no other changes irirdarnal controls during the fiscal quarter endade 30, 2007 that materially affected, or
are reasonably likely to materially affect, oureimtal controls over financial reporting.

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

On December 6, 2001, a class action complaintiolations of U.S. federal securities laws Viiéed in the United States District Court for
the Southern District of New York against us, fotiour officers individually and the three investméanking firms who served as
representatives of the underwriters in connectigh wur initial public offering of common stock.h€& Consolidated Amended Complaint
alleges that the registration statement and praspdaer our initial public offering did not discleshat (1) the underwriters solicited and
received additional, excessive and undisclosed desioms from certain investors, and (2) the undiéerg had agreed to allocate shares
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 with approximately 300 otiearly identical actions filed agai
other companies. A court order dated October 922{fismissed without prejudice our four officersottad been named individually. On
February 19, 2003, the Court denied the motiondmiss the complaint against us. On October 1842the Court certified a class in six of
the approximately 300 other nearly identical actifthe “focus cases”) and noted that the decisias wtended to provide strong guidance to
all parties regarding class certification in thenegning cases. The Underwriter Defendants appehtedecision and a panel of the Second
Circuit vacated the District Court’s decision giagtclass certification in those six cases on Ddwmamb, 2006. Plaintiffs filed a petition for
rehearing on January 5, 2007. On April 6, 200&,3kcond Circuit denied the petition for rehearing,noted that plaintiffs could ask the
District Court to certify a more narrow class thha one that was rejected.

Prior to the Second Circuit’s decision, we hpgroved a settlement agreement and related agregnvhich set forth the terms of a
settlement between us, the purported plaintiffcksd the vast majority of the other approxima8€lQ issuer defendants. These agreements
were submitted to the Court for approval. In lighthe Second Circuit opinion, the parties agribed the settlement cannot be approved
because the defined settlement class, like tlgation class, cannot be certified. On June 227 20@ plaintiffs and the issuers agreed to a
stipulation terminating the proposed settlemertjesti to court approval. The Court approved tigutdtion terminating the settlement on
June 25, 2007. We cannot predict whether we wilhble to renegotiate a settlement that compligstve Second Circu’mandate. Due
the inherent uncertainties of litigation, we canacturately predict the ultimate outcome of thetenat
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We are unable to estimate or predict the pistetlamages that might be awarded as a resufti®fitigation, whether such damages would
be greater than our insurance coverage, or whiétbeyutcome would have a material impact on ourlteef operations or financial position.

Patent and Copyright Infringement Litigatit

On December 14, 2006, Analog Devices, Inc.al8g Devices), a Massachusetts corporation, filldvauit against us, in the United Ste
District Court in the District of Massachusettdeging infringement of United States Patents 7,829, 6,262,600, 6,525,566, 6,903,578 and
6,873,065, and copyright infringement of certairafag Devices datasheets. On January 31, 2007|edeoiur answer to Analog Devices’
complaint, in which we denied infringement and agskthat Analog Devices’ patents are invalid. &lso filed counterclaims in which we
alleged that Analog Devices has engaged in unéairpetition under both state and federal law. TharChas scheduled a trial date in May
2008. The lawsuit relates to our Si843x and Si8&4xily of digital isolator products and allegeattthe infringement was and continues to
be willful. At this time, we cannot estimate th&@me of this matter or resulting financial imptcus, if any.
Other

We are involved in various other legal prodegsl that have arisen in the normal course of tassin While 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 growh and may experience significant period-to-periodléictuations in our revenues
and operating results, which may result in volatilty in our stock price

Although we have generally experienced revegroaith in our history, we may not be able to sinstiais growth. We may also experiet
significant period-to-period fluctuations in ouvemues and operating results in the future duentanaber of factors, and any such variations
may cause our stock price to fluctuate. It isliikbat in some future period our revenues or djregaesults will be below the expectations
public market analysts or investors. If this osguur stock price may drop, perhaps significantly.

A number of factors, in addition to those dite other risk factors applicable to our busin@say contribute to fluctuations in our revenues
and operating results, including:

e The timing and volume of orders received from austomers;
e The timeliness of our new product introductions #mrate at which our new products may cannibalizeolder products;

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

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

»  Deferrals or reductions of customer orders in veitbon of new products or product enhancements fis or our competitors or
other providers of ICs;
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*  Changes in product mix;

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

»  The average selling prices for our products gehedalcline over time;

* Changes in market standards;

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

e The software used in our products and providechbygd{party software providers must meet the nedadsiocustomers;
»  Significant legal costs to defend our intellectpiadperty rights or respond to claims against ud; an

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

The markets for mobile handsets, personal coenp, satellite sebp boxes and VolP applications are characterizedpid fluctuations i
demand and seasonality that result in corresporftlintpations in the demand for our products thiatincorporated in such devices.
Additionally, the rate of technology acceptanceohy customers results in fluctuating demand forgoducts as customers are reluctant to
incorporate a new IC into their products until tteev IC has achieved market acceptance. Once a@aehieves market acceptance, den
for the new IC can quickly accelerate to a poirt #ren level off such that rapid historical growitsales of a product should not be viewe
indicative of continued future growth. In additjatemand can quickly decline for a product whemwa iC product is introduced and recer
market acceptance. Due to the various factorsiored above, the results of any prior quarterlarmmual periods should not be relied upon
as an indication of our future operating perforneanc

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

Our future success will depend on our abtlityeduce our dependence on a few products by ojgwel or acquiring new ICs and product
enhancements that achieve market acceptancernrelytand cost-effective manner. The developmemigéd-signal ICs is highly complex,
and we have at times experienced delays in compl¢hie development and introduction of new prodaots product enhancements.
Successful product development and market acceptammur products depend on a number of factocdyding:

e Changing requirements of customers;

e Accurate prediction of market and technical requiats;

»  Timely completion and introduction of new designs;

*  Market trends towards integration of discrete congmis onto one device;

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

»  Commercial acceptance and volume production optbducts into which our ICs will be incorporated,;

*  Availability of foundry, assembly and test capagity
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»  Achievement of high manufacturing yields;

*  Quality, price, performance, power use and sizeunfproducts;

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

»  Our customer service, application support cap&sliand responsiveness;

»  Successful development of our relationships witisteag and potential customers;

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

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

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

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

Our ICs are used as components in electranids in various markets. As a result, we havetdel and expect to continue to devote a
large amount of resources to develop products basesw and emerging technologies and standartisiithde commercially introduced in
the future. Excluding discontinued operationseagsh and development expense during the six memithsd June 30, 2007 was $47.0
million, or 31.4% of revenues. A number of largenpanies are actively involved in the developménihese new technologies and
standards. Should any of these companies delalgardon their efforts to develop commercially afz# products based on new
technologies and standards, our research and gewetd efforts with respect to these technologiesstandards likely would have no
appreciable value. In addition, if we do not cotiyeanticipate new technologies and standard#,tbe products that we develop based on
these new technologies and standards fail to aehierket acceptance, our competitors may be kaditerto address market demand than we
would. Furthermore, if markets for these new tetbgies and standards develop later than we aatijpr do not develop at all, demand for
our products that are currently in development wauiffer, resulting in lower sales of these prodilean we currently anticipate.

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

The loss of any of our key customers, or aifigant reduction in sales to any one of them, ldaignificantly reduce our revenues and
adversely affect our business. During the six merinded June 30, 2007, our ten largest custoroeosiated for 35% of our revenues from
continuing operations. Some of the markets forproducts are dominated by a small number of piateciistomers. Therefore, our
operating results in the foreseeable future wilitawue to depend on our ability to sell to thesmoh@nt customers, as well as the ability of
these customers to sell products that incorponaté® products. In the future, these customers deyde not to purchase our ICs at all,
purchase fewer ICs than they did in the past er #fieir purchasing patterns, 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 beedenten a purchase order basis, which permits odowess to cancel, change or
delay product purchase commitments with little omotice to us and without penalty;

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

Some of our customers have developed or acquilipts that compete directly with products thestaruers purchase from us,
which could affect our customers’ purchasing deois in the future.

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

We have increased our international activities sigificantly and plan to continue such efforts, whichsubjects us to additional business
risks including increased logistical and financiatomplexity, political instability and currency fluctuations

We have established additional internationbk&iaries and have opened additional officest@rnational 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 frartimeong operations derived from customers locatetdide of the United States was 84%
in fiscal 2006. We may not be able to maintaiinorease international market demand for our prtedu®ur international operations are
subject to a number of risks, including:

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

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

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

Longer sales cycles;

Greater difficulty in accounts receivable colleati@and longer collection periods;

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

Political and economic instability;

Greater difficulty in hiring and retaining qualifidechnical sales and applications engineers amihéstrative personnel; and

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

To date, all of our sales to internationaltongers and purchases of components from interredtsuppliers have been denominated in
U.S. dollars. As aresult, an increase in theevalthe U.S. dollar relative to foreign currenadesild make our products more expensive for
our international customers to purchase, thus mmgleur products less competitive.
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Failure to manage our distribution channel relatiorships could impede our future growth

The future growth of our business will depémthrge part on our ability to manage our relasioips with current and future distributors
and sales representatives, develop additional etsifor the distribution and sale of our producatd enanage these relationships. As we
execute our indirect sales strategy, we must mathegpotential conflicts that may arise with owedt 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 stitategy could impede our future growth. In &ddj relationships with our distributors
often involve the use of price protection and ireey return rights. This often requires a sigrafit amount of sales management’s time and
system resources to manage properly.

We are subject to increased inventory risks and cts because we build our products based on forecagisovided by customers before
receiving purchase orders for the products

In order to ensure availability of our prodaifiir some of our largest customers, we start theufacturing of our products in advance of
receiving purchase orders based on forecasts m\iy these customers. However, these forecaststdepresent binding purchase
commitments and we do not recognize sales for thes#ucts until they are shipped to the custonfer a result, we incur inventory and
manufacturing costs in advance of anticipated saBexause demand for our products may not mategjahanufacturing based on forecasts
subjects us to increased risks of high inventoryyirgg costs, increased obsolescence and incregsdting 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 haveiddsility regarding the accumulated levels ofantory for such customers. A resulting
write-off of unusable or excess inventories wouddexsely affect our operating results.

We are subject to credit risks related to our acconts receivable

We do not generally obtain letters of credibther security for payment from customers, distiors or contract manufacturers.
Accordingly, we are not protected against accotatsivable default or bankruptcy by these entiti@sir ten largest customers or distributors
represent a substantial majority of our accourgsivable. If any such customer or distributor weeréecome insolvent or otherwise not
satisfy their obligations to us, we could be matgriharmed.

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

Our products are complex and may contain grarticularly when first introduced or as newsiens are released. Our new products are
increasingly being designed in more complex praeeséhich further increases the risk of errors. réhg primarily on our in-house testing
personnel to design test operations and procedigstect any errors prior to delivery of our protuto our customers. Because our proc
are manufactured by third parties, should probleotsir in the operation or performance of our ICs,may experience delays in meeting key
introduction dates or scheduled delivery dateaurocastomers. These errors also could causeinsuosignificant re-engineering costs,
divert the attention of our engineering personnainf our product development efforts and cause figmt customer relations and business
reputation problems. Any defects could requiredpm replacement or recall or we could be obligéategiccept product returns. Any of the
foregoing could impose substantial costs and hambosiness.

Product liability claims may be asserted wihpect to our products. Our products are typicalld at prices that are significantly lower
than the cost of the end-products into which theyimcorporated. A defect or failure in our prodoeuld cause failure in our customer’s end-
product, so we could face claims for damages tleatisproportionately higher than the revenuespanfiits we receive from the products
involved. Furthermore, product liability risks grarticularly significant with respect to medicaldeautomotive applications because of the
risk of serious harm to users of these productserd can be no assurance that any insurance wéamanill sufficiently protect us from any
such claims.
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Significant litigation over intellectual property in our industry may cause us to become involved irostly and lengthy litigation which
could seriously harm our business

In recent years, there has been significéigation in the United States involving patents atiter intellectual property rights. From time
to time, we receive letters from various industaytigipants alleging infringement of patents, tnadeks or misappropriation of trade secrets
or from customers requesting indemnification fairrls brought against them by third parties. Thaaratory nature of these inquiries has
become relatively common in the semiconductor itrgusWe respond when we deem appropriate anddseatby legal counsel. We have
been involved in litigation to protect our intelteal property rights in the past and may becomelired in such litigation again in the future.
For example, in December 2006, Analog Devices, fited a lawsuit against us alleging willful infgement of certain intellectual property
rights owned by them - see “Part Il, Item 1. Le@edceedings.” In the future, we may become invbliveadditional litigation to defend
allegations of infringement asserted by otherdh loirectly and indirectly as a result of certaidustry-standard indemnities we may offer to
our customers. Legal proceedings could subjett smnificant liability for damages or invalidaberr proprietary rights. Legal proceedings
initiated by us to protect our intellectual progetights could also result in counterclaims or deusuits against us. Any litigation, regardless
of its outcome, would likely be time-consuming angbensive to resolve and would divert our manag#siéme and attention. Most
intellectual property litigation also could force o take specific actions, including:

» Cease selling products that use the challengelieictigal property;

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

* Redesign those products that use infringing intali@l property; or
»  Pursue legal remedies with third parties to enfaeindemnification rights, which may not adeqlafgotect our interests.
Our customers require our products to undergo a legthy and expensive qualification process without anassurance of product sales

Prior to purchasing our products, our cust@amequire that our products undergo an extensiadifpation process, which involves testing
of the products in the customer’s system as waligagous reliability testing. This qualificatiggrocess may continue for six months or
longer. However, qualification of a product byustomer does not ensure any sales of the prodtitat@ustomer. Even after successful
gualification and sales of a product to a customeauybsequent revision to the IC or software, chairg the ICS manufacturing process or |
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, ihc@ke an additional six months or more beforectiomer commences volume productiol
components or devices that incorporate our produgespite these uncertainties, we devote subataetources, including design,
engineering, sales, marketing and management gffosvard qualifying our products with customeraimicipation of sales. If we are
unsuccessful or delayed in qualifying any of owdurcts with a customer, such failure or delay waarketlude or delay sales of such product
to the customer, which may impede our growth andeaur business to suffer.

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

We do not have our own wafer fab manufactufawijities. Therefore, we rely principally on otierd-party vendor, Taiwan
Semiconductor Manufacturing Co. (TSMC), to manufeethe ICs we design. We also currently rely @mA third-party assembly
subcontractors, principally Advanced SemiconduEtagineering (ASE), to assemble and package tremsilthips provided by the wafers for
use in final products. Additionally, we rely oretfe offshore subcontractors for a substantial grodf the testing requirements of our
products prior to shipping. We expect utilizatwirthird-party subcontractors to continue in theufa.
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The cyclical nature of the semiconductor indudrives wide fluctuations in available capaatythird-party 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 bablsto obtain adequate foundry, assembly or sgsiaty from our third-party
subcontractors to meet our customers’ deliveryireqents even if we adequately forecast customesadd.

There are significant risks associated withing on these third-party foundries and subcontna:; including:
e Failure by us, our customers or their end custortwegsialify 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 adv&rccapacity;
* Increased need for international-based supplystmgi and financial management;
»  Their inability to supply or support new or chargimackaging technologies; and
*  Low testyields.

We typically do not have long-term supply ¢ants with our third-party vendors which obligdte endor to perform services and supply
products to us for a specific period, in specifiantities, and at specific prices. Our third-pdoiyndry, assembly and test subcontractors
typically do not guarantee that adequate capadltypoe available to us within the time requirednb@et demand for our products. In the event
that these vendors fail to meet our demand for @eatreason, we expect that it would take up tdvieveonths to transition performance of
these services to new providers. Such a trangitiay also require qualification of the new provilby our customers or their end customers.

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

We incorporate technology (including softwdiegnsed from third parties in our products. Véeld be subjected to claims of
infringement regardless of our lack of involveminthe development of the licensed technology hédigh 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 litigatexer intellectual property in our industry

may cause us to become involved in costly and kgnlifigation which could seriously harm our busiee Furthermore, any failure of third
party technology to perform properly would adveysaffect sales of our products incorporating swathihology.
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Our inability to manage growth could materially and adversely affect our busines

Our past growth has placed, and any futurevtiref our operations will continue to place, angfigant strain on our management
personnel, systems and resources. We anticipattethwill need to implement a variety of new apgnaded sales, operational and financial
enterprise-wide systems, information technologyasifructure, procedures and controls, includingrtirovement of our accounting and
other internal management systems to manage thvglgrand maintain compliance with regulatory guites, including Sarbanes-Oxley Act
requirements. In April 2007, we implemented a glanterprise resource planning (ERP) system to iieimprove our planning and
management processes. We have experienced, ancomiityue to experience, challenges in implemeritiegnew ERP system and other
related systems that could adversely affect ouinless by disrupting our ability to timely and acatety process and report key componen
our financial position, affecting our ability tomplete the evaluation of our internal control ofreancial reporting and attestation activities
pursuant to Section 404 of the Sarbanes-Oxley A2062 or disrupting our ability to process certaansactions necessary for our
operations. To the extent our business growsimemal management systems and processes willtodatprove to ensure that we remait
compliance. We also expect that we will need tatiooie to expand, train, manage and motivate oukfoce. All of these endeavors will
require substantial management effort, and we igatie that we will require additional managemenspenel and internal processes to
manage these efforts and to plan for the succefsiontime to time of certain persons who have begnmanagement and technical
personnel. If we are unable to effectively manageexpanding global operations, including ourrinéional headquarters in Singapore, our
business could be materially and adversely affected

We are subject to risks relating to product concemation and lack of revenue diversification

We derive a substantial portion of our revexiiem a limited number of products, and we expeese products to continue to account for
a large percentage of our revenues in the near t&€omtinued market acceptance of these prodctberefore, critical to our future success.
In addition, substantially all of our products tha 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 produbeg could reduce both the volume and
price per unit of our products. Our business, afpeg results, financial condition and cash flowsld therefore be adversely affected by:

» Adecline in demand for any of our more significandducts, including our modem products, FM turterBroSLIC;
»  Failure of our products to achieve continued maaeeptance;

* Animproved version of our products being offergdalbcompetitor;

»  Technological standard or change that we are urialddddress with our products;

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

e The failure of our new products to achieve markeeatance.
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We depend on our key personnel to manage our busisg effectively in a rapidly changing market, and ifve are unable to retain our
current personnel and hire additional personnel, ouability to develop and successfully market our poducts could be harmed

We believe our future success will dependchinge part upon our ability to attract and retaghhy skilled managerial, engineering, sales
and marketing personnel. We believe that our &usiurccess will be dependent on retaining the ses\o€ our key personnel, developing their
successors and certain internal processes to reducgeliance on specific individuals, and on prpeanaging the transition of key roles
when they occur. There is currently a shortaggualified personnel with significant experienceahe design, development, manufacturing,
marketing and sales of analog and mixed-signal I@satrticular, there is a shortage of enginedre are familiar with the intricacies of the
design and manufacturability of analog elementd,@mpetition for such personnel is intense. Gayrtiechnical personnel represent a
significant asset and serve as the primary sowceur technological and product innovations. Waymot be successful in attracting and
retaining sufficient numbers of technical persortoedupport our anticipated growth. The loss of ahour key employees or the inability to
attract or retain qualified personnel both in th@teld States and internationally, including engisgsales, applications and marketing
personnel, could delay the development and intrdoluof, and negatively impact our ability to selyr products.

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

As part of our growth and product diversifioatstrategy, we continue to evaluate opportunitiescquire other businesses, intellectual
property or technologies that would complementaurent offerings, expand the breadth of our marketenhance our technical capabiliti
The acquisitions that we have made and may matteifuture entail a number of risks that could mally and adversely affect our business
and operating results, including:

»  Problems integrating the acquired operations, telcigies or products with our existing business pratiucts;
« Diversion of management’s time and attention fram@ore business;

* Need for financial resources above our plannedsiment levels;

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

* Risks associated with entering markets in whicHag& prior experience;

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

» Tax issues associated with acquisitions;

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

* Potential loss of key employees of the acquiredpgamy; and

»  Potential impairment of related goodwill and intdodg assets.

Future acquisitions also could cause us taridebt or contingent liabilities or cause us Buasequity securities that could negatively
impact the ownership percentages of existing sludders.
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Any dispositions we make could harm our financial ondition

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

«  Diversion of management’s time and attention fram@ore business;

« Difficulties separating the divested business;

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

* Reduced leverage with suppliers due to reduceceggtg volume;

» Risks related to employee relations;

* Risks associated with the transfer and licensingteflectual property;

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

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

Our stock price may be volatile

The market price of our common stock has hedatile in the past and may be volatile in theufet The market price of our common
stock may be significantly affected by the follogifactors:

e Actual or anticipated fluctuations in our operathegults;
e Changes in financial estimates by securities atatysour failure to perform in line with such esttes;
» Changes in market valuations of other technologgmanies, particularly semiconductor companies;

 Announcements by us or our competitors of significachnical innovations, acquisitions, strategidiperships, joint ventures or
capital commitments;

» Introduction of technologies or product enhancem#émt reduce the need for our products;
e The loss of, or decrease in sales to, one or meyekstomers;

* Alarge sale of stock by a significant shareholder;

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

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

»  Departures of key personnel; and

»  The required expensing of stock options.
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The stock market has experienced extremeilityldhat often has been unrelated to the perfaroegeof particular companies. These me
fluctuations may cause our stock price to fall rdigss of our performance.

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

Most of TSMC'’s foundries and several of owseasbly and test subcontractors’ sites are locatd@iwan and our other assembly and test
subcontractors are located in the Pacific Rim negilm addition, many of our customers are locatetthe Pacific Rim region. The risk of
earthquakes in Taiwan and the Pacific Rim regiaigaificant due to the proximity of major earthgadault lines in the area. We are not
currently covered by insurance against businesaption caused by earthquakes as such insurame @irrently available on terms that we
believe are commercially reasonable. Earthqudkesflooding, lack of water or other natural dsers, an epidemic, political unrest, war,
labor strikes or work stoppages in countries wienresemiconductor manufacturers, assemblers ahdubsontractors are located, likely
would result in the disruption of our foundry, asddy or test capacity. There can be no assurdratestich alternate capacity could be
obtained on favorable terms, if at all.

A natural disaster, epidemic, labor striker wapolitical unrest where our customers’ faaéftiare located would likely reduce our sales to
such customers. North Korea'’s geopolitical mangngs have created unrest. Such unrest couldecezanomic uncertainty or instability,
could escalate to war or otherwise adversely affecith Korea and our South Korean customers andteeolur sales to such customers,
which would materially and adversely affect our igtieg results. In addition, a significant portiofithe assembly and testing of our prod
occurs in South Korea. Any disruption resultingnfrthese events could also cause significant déestsipments of our products until we
able to shift our manufacturing, assembling oringstrom the affected subcontractor to anothedtpiarty vendor.

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

Our products rely on our proprietary technglognd we expect that future technological advancade by us will be critical to sustain
market acceptance of our products. Therefore, eliev® that the protection of our intellectual pedy rights is and will continue to be
important to the success of our business. Weamlg combination of patent, copyright, trademard tiade secret laws and restrictions on
disclosure to protect our intellectual propertyhtgy We also enter into confidentiality or liceraggeements with our employees, consultants,
intellectual property providers and business pastrend control access to and distribution of amounentation and other proprietary
information. Despite these efforts, unauthorizadips may attempt to copy or otherwise obtainas®lour proprietary technology.
Monitoring unauthorized use of our technology iiclilt, and we cannot be certain that the stepsenee 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 igagethat any issued patents would protect
or benefit us or give us adequate protection frompeting products. For example, issued patentshaajrcumvented or challenged and
declared invalid or unenforceable. We also cabeatertain that others will not develop effectieenpeting technologies on their own.
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The semiconductor manufacturing process is highlyamplex and, from time to time, manufacturing yieldsmay fall below our
expectations, which could result in our inability b satisfy demand for our products in a timely manne

The manufacture of our products is a highljnptex and technologically demanding process. Algiowe work closely with our foundri
to minimize the likelihood of reduced manufacturiiglds, our foundries from time to time have exgeaced lower than anticipated
manufacturing yields. Changes in manufacturingesses or the inadvertent use of defective or ountted materials by our foundries
could result in lower than anticipated manufactgjields or unacceptable performance deficieneiaéch could lower our gross profits. If
our foundries fail to deliver fabricated silicon fees of satisfactory quality in a timely manner, widl be unable to meet our customers’
demand for our products in a timely manner, whiduld adversely affect our operating results andatgrour customer relationships.

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

Our products are currently used by our custsrteeproduce modems, telephony equipment, mobif@gets, networking equipment and a
broad range of other devices. We rely on our ¢usts to provide hardware, software, intellectuabpgrty indemnification and other
technical support for the products supplied byaustomers. If our customers do not provide thaired functionality or if our customers do
not provide satisfactory support for their produth® demand for these devices that incorporat@mgucts may diminish or we may
otherwise be materially adversely affected. Arguetion in the demand for these devices would §ganitly reduce our revenues.

In certain products such as the DAA, somewfaustomers offer their own competitive producthiese customers may find it
advantageous to support their own offerings innizeketplace in lieu of promoting our products.

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

We believe that our existing cash, cash edginta and investments will be sufficient to meetworking capital needs, capital
expenditures, investment requirements and commisrfenat least the next 12 months. However, [iidssible that we may need to raise
additional funds to finance our activities or teifiéate acquisitions of other businesses, produntsllectual 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
convertible debt securities, the ownership pergm#af existing shareholders would be reduced.

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

Some of our current and potential competil@ge longer operating histories, significantly geeaesources and name recognition and a
larger base of customers than we have. As a rélsafte competitors may have greater credibilitywur 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 alressigblished supplier or joint developm
relationships with the decision makers at our autrog potential customers. These competitors neagiile to leverage their existing
relationships to discourage their customers fromeclpasing products from us or persuade them tocepar products with their products.
Our competitors may also offer bundled chipseakiangements offering a more complete product teesipé technical merits or advantages
of our products. These competitors may electmsupport our products which could complicate @les efforts. These and other
competitive pressures may prevent us from compeaticgessfully against current or future competjtangl may materially harm our
business. Competition could decrease our prieglsiae our sales, lower our gross profits or deereas market share.
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Provisions in our charter documents and Delaware \a could prevent, delay or impede a change in contt@f us and may reduce the
market price of our common stock

Provisions of our certificate of incorporatiand bylaws could have the effect of discouragiledaying or preventing a merger or
acquisition that a stockholder may consider favieralB-or example, our certificate of incorporatenmd bylaws provide for:

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

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

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

* Arequirement that stockholders provide advanceeaatf any stockholder nominations of directorsny proposal of new business
to be considered at any meeting of stockholders; an

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

We also are subject to the anti-takeover lafABelaware which may discourage, delay or pregenteone from acquiring or merging with
us, which may adversely affect the market pricelafcommon stock.

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

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

Downturns have been characterized by diminigireduct demand, production overcapacity, higkemaory levels and accelerated erosion
of average selling prices. For example, in fis@#01, the semiconductor industry suffered a downtlure to reductions in the actual unit si
of personal computers and wireless phones as ceahpaprevious robust forecasts. This downturnlted in a material adverse effect on
our business and operating results in fiscal 2001.

Upturns have been characterized by increasstlipt demand and production capacity constraistated by increased competition for
access to third-party foundry, assembly and tgztcity. We are dependent on the availability ahscapacity to manufacture, assemble and

test our ICs. None of our third-party foundry,exebly or test subcontractors have provided assasathat adequate capacity will be
available to us.
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The average selling prices of our products could deease rapidly which may negatively impact our reveues and gross profits

We may experience substantial period-to-peftioctuations in future operating results due te ¢énosion of our average selling prices. We
have reduced the average unit price of our prododsticipation of or in response to competitivieing pressures, new product introducti
by us or our competitors and other factors. Ifare unable to offset any such reductions in ourageeselling prices by increasing our sales
volumes, increasing our sales content per appbisatr reducing production costs, our gross pratitd revenues will suffer. To maintain our
gross profit percentage, we will need to develog iatroduce new products and product enhancemendstionely basis and continually
reduce our costs. Our failure to do so would causaevenues and gross profit percentage to declin

Competition within the numerous markets we target nay reduce sales of our products and reduce our maet share

The markets for semiconductors in general,fandixed-signal ICs in particular, are intensebmpetitive. We expect that the market for
our products will continually evolve and will belgect to rapid technological change. In additiaswe target and supply products to
numerous markets and applications, we face congrefiom a relatively large number of competitoi#’e compete with Analog Devices,
Atmel, Broadcom, Conexant, Cypress, Epson, FreesEaiitsu, Infineon Technologies, Legerity, LSlakim Integrated Products, MediaT
Microchip, National Semiconductor, NXP Semicondust&kenesas, Texas Instruments, Vectron Interreltaomd others. We expect to face
competition in the future from our current compmtt other manufacturers and designers of semiaboidy and start-up semiconductor
design companies. As the markets for communicatwoducts grow, we also may face competition ftaditional communications device
companies. These companies may enter the mixeddsgmiconductor market by introducing their o@s br by entering into strategic
relationships with or acquiring other existing pidars of semiconductor products. In addition, éacgmpanies may restructure their
operations to create separate companies or mayracww businesses that are focused on providiedytbes of products we produce or
acquire our customers.

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

Generally, our products comprise only a p&e device. All components of such devices mu#ouamly comply with industry standards
in order to operate efficiently together. We depen companies that provide other components ofi¢lvices to support prevailing industry
standards. Many of these companies are significearger 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 suppersame industry standards that we do, or if coimgpstandards emerge, market acceptance
of our products could be adversely affected whicluled harm our business.

Products for certain applications are basethduastry standards that are continually evolvi@ur ability to compete in the future will
depend on our ability to identify and ensure coanpte with these evolving industry standards. Thergence of new industry standards
could render our products incompatible with produdetveloped by other suppliers. As a result, wedcbe required to invest significant tir
and effort and to incur significant expense to sigie our products to ensure compliance with relestandards. If our products are not in
compliance with prevailing industry standards faignificant period of time, we could miss oppoitias to achieve crucial design wins.

Our pursuit of necessary technological advamaay require substantial time and expense. Wenuogle successful in developing or

using new technologies or in developing new prasloctproduct enhancements that achieve market teceap If our ICs fail to achieve
market acceptance, our growth prospects, operegsgts and competitive position could be adveraéfigcted.
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Item 2. Unregistered Sales of Equity Securities ahUse of Proceed

Our registration statement (Registration N88-34853) under the Securities Act of 1933, as almeéprelating to our initial public offering
of our common stock became effective on March 2802

The following table summarizes repurchasesunfcommon stock during the three months ended 30n2007:

Approximate

Total Number of Dollar Value of

Shares Purchased Shares that May

as Part of Publicly Yet Be Purchased

Total Number of Average Price Announced Plans Under the Plans or
Period Shares Purchased (1 Paid per Share or Programs Programs

April 1, 2007— April 28, 2007 96,50z $ 29.8¢€ 95,00C $ 32,535,98.
April 29, 2007— May 26, 2007 4,201 $ 34.62 —  $ 32,535,98:
May 27, 2007 — June 30, 2007 31,09C $ 32.9¢€ 30,00C $ 31,547,68:
Total 131,79 $ 30.7¢ 125,00(

(1) Includes 6,793 shares of our common stock withbglds to satisfy employee tax obligations uportiigsf certain stock grants made
under our 2000 Stock Incentive Plan.

In July 2006, our board of directors authorized@gpam to repurchase up to $100 million of our camrtock over a twelve-
month period. The program allowed for repurchdasdse made in the open market subject to markalitons, applicable legal
requirements and other factors.

Item 3. Defaults Upon Senior Securities
Not applicable
Item 4. Submission of Matters to a Vote of SecurtHolders

On April 19, 2007, we held our Annual Meeting ofa®&holders. The matters voted upon at the meatidghe results of
those votes were as follows:

Election of Class Il Director

Total Votes Total Votes Withheld
For Director From Director
Robert Ted Enloe, Il 52,711,991 175,078

Ratification of the appointment of Ernst & Young Rlas independent auditors for the fiscal year enBiecember 29, 2007.

Votes Votes Votes Broker
For Against Abstaining Non-Votes
52,616,98¢ 264,240 5,840 —

The following individuals, who were not up flection at this Annual Meeting of Shareholdeositmue to serve as directors: Navdeep S.
Sooch, Necip Sayiner, David R. Welland, Harvey Bslig; Laurence G. Walker and William P. Wood.
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ltem 5. Other Information

Not applicable

Item 6. Exhibits

Number

The following exhibits are filed as part ofstheport:

Exhibit

2.1

3.1

3.2%

4.1*

311

31.2

32.1

Agreement and Plan of Merger, dated August 19, 269%nd among Silicon Laboratories Inc., SabineddeSub, Inc., and
Silicon MAGIKE, Inc. (filed as Exhibit 2.1 to theoFm ¢-K filed August 22, 2005)

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

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

Specimen certificate for shares of common stod&dfas Exhibit 4.1 to the IPO Registration Stateth
Certification of the Principal Executive Officels eequired by Section 302 of the Sarbi-Oxley Act of 2002
Certification of the Principal Accounting Officeas 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 indicailedyf
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SIGNATURES

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

SILICON LABORATORIES INC.

July 25, 200: /s/ Necip Sayine
Date Necip Sayiner
President and
Chief Executive Officer
(Principal Executive Officer

July 25, 2005 /s/ William G. Bock
Date William G. Bock
Senior Vice President and
Chief Financial Officer
(Principal Financial Officer)
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Exhibit 31.1

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

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

2. Based on my knowledge, this report does not comaynuntrue statement of a material fact or ométéde a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading 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 maintainingld&ae controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirgg @efined 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 finah@aorting to be
designed under our supervision, to provide readeradsurance 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 registsadisclosure controls and procedures and presentais report our conclusiol
about the effectiveness of the disclosure conaints procedures as of the end of the period coveyéhis report based on
such evaluation; and

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

5. The registrant’s other certifying officers and Mbalisclosed, based on our most recent evaluafionteynal control over financial

reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors persons fulfilling the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contralsrdinancial 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 significdain the
registrant’s internal controls over financial refiay.

Date: July 25, 2007

/sl Necip Sayine

Necip Sayine

President anc

Chief Executive Office
(Principal Executive Officer




Exhibit 31.2

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

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

2. Based on my knowledge, this report does not comaynuntrue statement of a material fact or ométéde a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading 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 maintainingld&ae controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirgg @efined 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 finah@aorting to be
designed under our supervision, to provide readeradsurance 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 registsadisclosure controls and procedures and presentais report our conclusiol
about the effectiveness of the disclosure conaints procedures as of the end of the period coveyéhis report based on
such evaluation; and

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

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

a) All significant deficiencies and material weaknessethe design or operation of internal contralsrdinancial 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 significdain the
registrant’s internal controls over financial refiay.

Date: July 25, 2007

/s/ William G. Bock

William G. Bock

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




Exhibit 32.1
Certification of Chief Executive Officer and Chieihancial Officer

Pursuant to 18 U.S.C. § 1350, as created by Segti6rof the Sarbanes-Oxley Act of 2002, each oliidersigned officers of Silicon
Laboratories Inc. (the “Company”) hereby certifatth

(i) the accompanying Quarterly Report on FormQ.6f the Company for the fiscal quarter ended Bhe€2007 as filed with the
Securities and Exchange Commission (the “Repoutty tomplies with the requirements of Section 33(@Section 15(d), as applicable, of
the Securities Exchange Act of 1934; and

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

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

Dated: July 25, 2007

/sl Necip Sayine

Necip Sayine
President anc
Chief Executive Office

/s/ William G. Bock

William G. Bock
Senior Vice President ar
Chief Financial Officel




