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Cautionary Statement

Except for the historical financial information damed herein, the matters discussed in this reporForm 10-Q (as well as documents
incorporated herein by reference) may be considéfeavard-looking” statements within the meaning ®éction 27A of the Securities Act of
1933, as amended, and Section 21E of the SecuEitielsange Act of 1934, as amended. Such forwarkidgastatements include declarations
regarding the intent, belief or current expectasaf Silicon Laboratories Inc. and its managemert may be signified by the words
“expects,” “anticipates,” “intends,” “believes” or similar language. You are cautioned that any suetvérd-looking statements are not
guarantees of future performance and involve a remolbrisks and uncertainties. Actual results codiffler materially from those indicated |
such forward-looking statements. Factors that caaddse or contribute to such differences includséhdiscussed under “Risk Factors” and
elsewhere in this report. Silicon Laboratories tiéms any intention or obligation to update or rewiany forward-looking statements, whether

as a result of new information, future events treotvise.
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Part I. Financial Information
Iltem 1. Financial Statements

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

(Unaudited)
October 2, January 2,
2010 2010
Assets

Current assett

Cash and cash equivale $ 107,65: $ 195,73

Shor-term investment 238,34: 214,48t

Accounts receivable, net of allowance for doubéfttounts of $771 at October 2, 2010 and $567

January 2, 201 63,80: 56,12¢

Inventories 38,14( 31,51:

Deferred income taxe 10,31¢ 7,62(

Prepaid expenses and other current a: 29,96( 18,51¢
Total current asse 488,21: 523,99¢
Long-term investment 19,31 24,67¢
Property and equipment, r 25,91( 27,78t
Goodwill 109,22. 105,10¢
Other intangible assets, r 46,15¢ 41,88¢
Other assets, n 21,32¢ 19,38¢
Total asset $ 710,24 $ 742,83t

Liabilities and Stockholders’ Equity

Current liabilities:

Accounts payabl $ 26,837 $ 28,75¢

Accrued expense 27,75 25,39¢

Deferred income on shipments to distribut 33,19: 28,47(

Income taxe: 29¢ 6,011
Total current liabilities 88,07¢ 88,63¢
Long-term obligations and other liabiliti¢ 21,66 24,40:;
Total liabilities 109,74( 113,04:
Commitments and contingenci
Stockholder equity:

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

Common stoc—$0.0001 par value; 250,000 shares authori43,720 and 45,772 shares issued

outstanding at October 2, 2010 and January 2, 2@%pectively 4 5

Additional paic-in capital 37,17" 128,26:

Retained earning 566,24« 505,88

Accumulated other comprehensive I (3,029 (4,35€)
Total stockholder equity 600,40( 629,79¢
Total liabilities and stockholde’ equity $ 710,14C  $ 742,83t

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

Condensed Consolidated Statements of Income

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

Earnings per shar
Basic
Diluted

Weighte-average common shares outstand
Basic
Diluted

(In thousands, except per share data)

(Unaudited)
Three Months Ended Nine Months Ended
October 2, October 3, October 2, October 3,
2010 2009 2010 2009
120,15 $ 125,91 $ 381,45( $ 313,83(
41,48« 44 87¢ 128,29° 117,33¢
78,67( 81,03¢ 253,15: 196,49:
30,76¢ 25,90¢ 91,20( 77,84
28,55¢ 28,59 86,29¢ 78,22
59,32¢ 54,49¢ 177,49¢ 156,06:
19,34¢ 26,53¢ 75,651 40,43
54C 54¢€ 1,83¢ 2,08:
(21) (51) (66) (154)
(394) 8 (1,277 29¢
19,47( 27,04 76,15 42,65¢
1,237 4,60: 15,79« 9,81¢
18,23 $ 22,43¢ $ 60,35¢ $ 32,84(
041 $ 05C $ 132 3 0.7:
04C $ 047 $ 1.2¢ % 0.71
44,34 45,17( 45,18: 44,81«
46,00¢ 47,32 47,10: 46,127

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

Operating Activities
Net income
Adjustments to reconcile net income to cash praVviole operating activities
Depreciation of property and equipmi
Loss on disposal of property and equipn
Amortization of other intangible assets and otleset
Stock compensation exper
Income tax benefit from employee st-based award
Excess income tax benefit from employee s-based award
Deferred income taxe
Changes in operating assets and liabilit
Accounts receivabl
Inventories
Prepaid expenses and other as
Accounts payabl
Accrued expense
Deferred income on shipments to distribut
Income taxes
Net cash provided by operating activit
Investing Activities
Purchases cavailable-for-sale investment
Proceeds from sales and maturities of marketaloiergies
Purchases of property and equipm
Purchases of other ass
Acquisitions of businesses, net of cash acquired
Net cash used in investing activiti
Financing Activities
Proceeds from issuance of common stock, net oeshaithheld for taxe
Excess income tax benefit from employee s-based award
Repurchases of common stock
Net cash provided by (used in) financing activi

Decrease in cash and cash equival
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of pe

Nine Months Ended

October 2, October 3,
2010 2009

$ 60,35¢ $ 32,84(
8,73¢ 9,021
21 32
5,461 5,92¢
31,26: 32,17¢
2,85t 1,672
(2,009 (1,379
(1,649 62€
(7,429 (25,016
(6,487) (5,25€)
(5,54¢) 3,441
607 5,65¢€
(145) 3,801
4,728 10,367
(7,275 4,24¢
83,48: 78,15¢
(293,50:) (182,039
277,54 82,91:
(6,792 (6,997
(7,147 (2,767
(18,357 (2,800
(48,25)) (111,68))
15,00¢ 21,27:
2,00¢ 1,37¢
(140,33) (12,325
(123,31) 10,32¢
(88,086 (23,200
195,73 172,27.
$ 107,65 $ 149,07:

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

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

The Condensed Consolidated Financial Statementgdied herein are unaudited; however, they contdimoamal recurring accruals and
adjustments which, in the opinion of managemeimtnacessary to present fairly the condensed calaset] financial position of Silicon
Laboratories Inc. and its subsidiaries (colleciyéhe “Company”) at October 2, 2010 and Janua3020, the condensed consolidated results
of its operations for the three and nine monthsedr@ctober 2, 2010 and October 3, 2009, and thel€@wm®ed Consolidated Statements of Cash
Flows for the nine months ended October 2, 2010Gatdber 3, 2009. All intercompany balances aaddactions have been eliminated. The
condensed consolidated results of operations #thtee and nine months ended October 2, 2010cameeressarily indicative of the results to
be expected for the full year.

The accompanying unaudited Condensed Consolidateséial Statements do not include certain footniated financial presentations
normally required under U.S. generally acceptedasting principles. Therefore, these Condensed @utaded Financial Statements should
be read in conjunction with the audited Consoliddtgancial Statements and notes thereto for the geded January 2, 2010, included in the
Company’s Form 10-K filed with the Securities andcEange Commission (SEC) on February 10, 2010.

The Company prepares financial statements on &8852egk year that ends on the Saturday closestc¢erbger 31. Fiscal 2010 will have
52 weeks and fiscal 2009 had 52 weeks. In a 52wear, each fiscal quarter consists of 13 weeks.

Reclassification:
Certain reclassifications have been made to pear jinancial statements to conform to current yeasentation.
Revenue Recognitic

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

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

Recent Accounting Pronounceme

In January 2010, the Financial Accounting Stand8atsrd (FASB) issued FASB Accounting Standards Wp@dasU) No. 2010-06air
Value Measurements and Disclosures (Topic 820)—dwipg Disclosures about Fair Value Measuremerfthe ASU requires new disclosu
about significant transfers in and out of Leveblntl 2 fair value measurements and separate disefoabout purchases, sales, issuances and
settlements relating to Level 3 fair value measaets The ASU also clarifies existing disclosumguieements regarding inputs and valuation
techniques, as well as the level of disaggregdtioeach class of assets and liabilities for wtieparate fair value measurements should be
disclosed. The Company adopted ASU 2010-06 atelgenhing of fiscal 2010, except for the separaseldsures about purchases, sales,
issuances and settlements relating to Level 3 meamnts, which is effective for the Company athibginning of fiscal 2011. The adoption of
this ASU did not have a material impact, and thieded provisions of this ASU are not expectedduveha material impact, on the Company’s
financial statements.

2. Earnings Per Share

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

Three Months Ended Nine Months Ended
October 2, October 3, October 2, October 3,
2010 2009 2010 2009

Net income $ 18,23: $ 22,43¢ $ 60,35¢ $ 32,84(
Shares used in computing baearnings per sha 44,34 45,17( 45,18: 44,81«
Effect of dilutive securities

Stock options and awart 1,66¢ 2,152 1,921 1,31
Shares used in computing dilutearnings per sha 46,00¢ 47,32: 47,10¢ 46,12
Earnings per shar

Basic $ 041 $ 05C $ 134 $ 0.7:

Diluted $ 0.4C $ 047 $ 1.2¢ $ 0.71

Approximately 0.8 million, 0.9 million, 0.7 millioand 3.1 million weighted-average dilutive potelngiaares of common stock have been
excluded from the earnings per share calculatiothi® three months ended October 2, 2010 and Oc&)#09, and for the nine months er
October 2, 2010 and October 3, 2009, respectieaslyhey were anti-dilutive.

7
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

3. Cash, Cash Equivalents and Investments

The Company’s cash equivalents and short-term tmes#s as of October 2, 2010 consisted primarilgasporate bonds, U.S. Treasury
bills, money market funds, variable-rate deman@sdt.S. government agency bonds and discount,matescipal bonds, international
government bonds, certificates of deposit and coroialepaper. The Company’s long-term investmentssigi of auction-rate securities. Early
in fiscal 2008, auctions for many of the Comparaustionrate securities failed because sell orders exceledgdrders. As of October 2, 20
the Company held $19.9 million par value auctiore-ecurities, all of which have experienced fadedtions. The underlying assets of the
securities consisted of student loans and munidcipatls, of which $17.9 million were guaranteedh®y/ t.S. government and the remaining
$2.0 million were privately insured. As of Octol2r2010, $17.9 million of the auction-rate secasthad credit ratings of AAA and $2.0
million had a credit rating of A. These securitiesl contractual maturity dates ranging from 2022046 and with current yields of 0.5% to
3.3% per year at October 2, 2010. The Companyciivieg the underlying cash flows on all of its Bioe-rate securities. The principal
amounts associated with failed auctions are notebeg to be accessible until a successful auctioars, the issuer redeems the securities, a
buyer is found outside of the auction process erihderlying securities mature. The Company is lentbpredict if these funds will become
available before their maturity dates.

The Company does not expect to need access tapfitalaepresented by any of its auction-rate sgesiprior to their maturities. The
Company does not intend to sell, and believesribtamore likely than not that it will be requiremisell, its auction-rate securities before their
anticipated recovery in market value or final settént at the underlying par value. The Companebes that the credit ratings and credit
support of the security issuers indicate that theeye the ability to settle the securities at paumeaAs such, the Company has determined th
other-than-temporary impairment losses existed &ctwber 2, 2010.

8
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

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

October 2, 2010

Gross Gross
Unrealized Unrealized
Cost Losses Gains Fair Value
Cash and Cash Equivalents
Cash on han $ 29,45¢ $ 29,45¢
Available-for-sale securities
Money market fund 56,20C $ — 3 — 56,20(
U.S. Treasury bills 21,991 — — 21,991
Total available-for-sale securities 78,197 — — 78,191
Total cash and cash equivalents $ 107,65. $ — $ — $ 107,65:
Short-term Investments:
Available-for-sale securities
Corporate bond $ 80,77¢ $ (23) $ 49z $ 81,24t
Variable-rate demand note 44,12¢ — — 44,12¢
U.S. Treasury bill: 39,091 — 1 39,09¢
U.S. government agen 35,71( @) 65 35,76¢
Municipal bonds 22,21 — 47 22,25¢
International government bon 10,84: — 57 10,89¢
Certificates of depos 2,74% 2 — 2,74%
Commercial paper 2,20¢ — — 2,20/
Total short-term investments $ 237,71. $ 32 $ 66z $ 238,34:
Long-term Investments:
Available-for-sale securities
Auction rate securitie $ 19,85 $ (637 $ — 3 19,31
Total long-term investments $ 19,85( $ (537) $ — $ 19,318
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)

(Unaudited)
January 2, 2010
Gross Gross
Unrealized Unrealized Fair
Cost Losses Gains Value
Cash and Cash Equivalents
Cash on han $ 21,62: $ 21,62:
Available-for-sale securities
Money market fund 167,13¢ $ — 3 — 167,13¢
U.S. Treasury bill: 5,00( — — 5,00(
U.S. government agen 2,00( (24) — 1,97¢
Total available-for-sale securities 174,13¢ (24) — 174,11"
Total cash and cash equivalents $ 195,76. $ 29 $ — 3 195,73
Short-term Investments:
Available-for-sale securities
Corporate bond $ 74,431 $ (133 $ 18¢ % 74,48¢
U.S. government agen 41,79( (@) 32 41,82
Municipal bonds 37,40! 3) 132 37,53(
U.S. Treasury bill: 21,48¢ — 7 21,49¢
International government bon 12,467 (20 6 12,46:
Commercial paper 2,69¢ — — 2,69¢
Total availabl-for-sale securitie $ 190,27¢ $ (147) $ 36E 190,49:
Trading securities
Auction rate securities and put opti 23,99:
Total short-term investments $ 214,48t
Long-term Investments:
Available-for-sale securities
Auction rate securities $ 27,32t $ (2,649 $ — $ 24,67¢
Total lon¢-term investment $ 27,328 $ (2,649 $ — 3 24,67¢

The available-for-sale investments that were inm@tiouous unrealized loss position, aggregatedhygth of time that individual securities

have been in a continuous loss position, were [&safe (in thousands):

Less Than 12 Months 12 Months or Greater Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
As of October 2, 2010 Value Losses Value Losses Value Losses
Auction rate securitie $ — 3 — $ 1931 % (537 $ 19,31 $ (537
U.S. government agent 10,51¢ @) — 10,51¢ (7)
Corporate bond 6,70z 12 3,69¢ (17) 10,40( (23
Certificates of deposit 1,56¢ (2 — — 1,56¢ 2
$ 1878t $ (21) $ 2301 $ (546 $ 41,790 $ (569)
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)

(Unaudited)
Less Than 12 Months 12 Months or Greater Total
Gross Gross Gross

Fair Unrealized Fair Unrealized Fair Unrealized
As of January 2, 201( Value Losses Value Losses Value Losses
Corporate bond $ 39,51! $ (133 ¢ — $ — $ 3951¢ $ (133
Auction rate securitie — 24.,67¢ (2,649 24.67¢ (2,649
International government bon 5,21 (10 — — 5,21 (10
U.S. government agent 4,97¢ (25) — — 4,97¢ (25)
Municipal bonds 1,64: (3 — 1,64 (3

$ 51,34, $ (171) $ 2467¢ $ (2649 $ 76,02 $ (2,820

The gross unrealized losses as of October 2, 20d @anuary 2, 2010 were due primarily to the illiity of the Company’s auction-rate
securities and, to a lesser extent, to changesrkehinterest rates.

The following summarizes the contractual underlyimaturities of the Company’s available-for-saledstments at October 2, 2010 (in
thousands):

Fair

Cost Value
Due in one year or le: $ 20591¢ % 206,15«
Due after one year through three ye 65,86 66,25¢
Due after ten yeal 63,97¢ 63,43¢
$ 335,75¢ $ 335,85:

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

4. Derivative Financial Instruments

The Company is exposed to interest rate fluctuatiorthe normal course of its business, includimgugh its corporate headquarters lee
The base rents for these leases are calculategl asiariable interest rate based on the three-mdB®R. The Company has entered into
interest rate swap agreements with notional vaddi€g4.3 million and $50.1 million and, effectiveljxed the rent payment amounts on these
leases through March 2011 and March 2013, respygtiVhe Company’s objective is to offset increased decreases in expenses resulting
from changes in interest rates with losses andsgairthe derivative contracts, thereby reducingtidl of earnings. The Company does not
use derivative contracts for speculative purposes.

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

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

The Company estimates the fair values of derivathased on quoted prices and market observablefisimilar instruments. If the lease
agreements or the interest rate swap agreementsrari@ated prior to maturity, the fair value oétimterest rate swaps recorded in accumu
other comprehensive loss may be recognized in tnsdlidated Statement of Income based on an assessfithe agreements at the time of
termination. The Company did not discontinue arshddow hedges in any of the periods presented.

The Company measures the effectiveness of itsftmsthedges by comparing the change in fair valthe hedged item with the change
in fair value of the interest rate swap. The Conyp@tognizes ineffective portions of the hedgewal as amounts not included in the
assessment of effectiveness, in the Consolidaersent of Income. As of October 2, 2010, no posgtiof the gains or losses from the hed;
instruments were excluded from the assessmenfaiftefeness. There was no hedge ineffectivenesarfpiof the periods presented.

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

October 2, 201C

Balance Sheet Fair

Location Value
Interest rate swap Accrued expense $ 70€
Long-term obligations and other liabiliti¢ 4,03¢
Total $ 4,74

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

Loss Reclassified

Loss Recognized ir from Accumulated
OCI on Derivatives OCl into Income
(Effective Portion) (Effective Portion)
during the: during the:
Three Months Ended Location of Loss Three Months Ended
October 2, October 3, Reclassified into October 2, October 3,
2010 2009 Income 2010 2009
Interest rate sway $ (835 $ (1,117 Rent expens $ (791 $ (775)
Nine Months Ended Nine Months Ended
October 2, October 3, October 2, October 3,
2010 2009 2010 2009
Interest rate sway $ (2,739 $ (2,587 Rent expens $ (2,480 $ (2,950

The Company expects to reclassify $2.6 milliontsfimterest rate swap losses included in accunulilatteer comprehensive loss as of
October 2, 2010 into earnings in the next 12 magnttnéch is offset by lower rent payments.

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

The Company'’s interest rate swap agreements coptauisions that require it to maintain unencumbezash and highly-rated short-term
investments of at least $150 million. If the Comyarunencumbered cash and highly-rated short-terastments are less than $150 million, it
would be required to post collateral with the ceuparty in the amount of the fair value of the iiet rate swap agreements in net liability
positions. Both of the Company’s interest rate ssmapre in a net liability position at October 2100No collateral has been posted with the
counterparties as of October 2, 2010.

5. Fair Value of Financial Instruments

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

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

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

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

13
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

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

Fair Value Measurements
at October 2, 2010 Using

Quoted Prices in Significant Other Significant
Active Markets for Observable Unobservable
Identical Assets Inputs Inputs
Description (Level 1) (Level 2) (Level 3) Total
Assets:
Cash Equivalents:

Money market fund $ 56,20C $ — % — % 56,20(

U.S. Treasury bills 21,99% — — 21,99°
Total cash equivalen $ 78,197 $ — 3 — 3 78,19:
Short-term Investments:

Corporate bond $ 81,24t $ — $ — 3 81,24¢

Variable-rate demand note 44,12°¢ — — 44,12¢

U.S. Treasury bill: 39,09¢ — — 39,09¢

U.S. government agen: 35,76¢ — — 35,76¢

Municipal bonds 22,25¢ — — 22,25¢

International government bon 10,89¢ — — 10,89¢

Certificates of depos 2,74: — — 2,74:

Commercial paper 2,20¢ — — 2,20¢
Total shor-term investment $ 238,34: $ — % — % 238,34
Long-term Investments:

Auction rate securities $ — 3 — $ 19,31 $ 19,31:
Total lon¢-term investment $ — $ — $ 19,311 $ 19,31
Total $ 316,53t $ — $ 19,31 $ 335,85:
Liabilities:

Derivative instruments $ — $ 4,748 $ — $ 4,74¢
Total $ — $ 4,748 $ — $ 4,74~

14
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial StatementContinued)
(Unaudited)

The Company’s cash equivalents and short-term imes#s are valued using quoted prices and othevaat information generated by
market transactions involving identical assets. Thenpany’s auction-rate securities are valued uaidgcounted cash flow model. The
assumptions used in preparing the discounted ¢astnfiodel include estimates for interest rates, amof cash flows, expected holding
periods of the securities, a discount to refleet@ompany’s inability to liquidate the securitieglaounterparty risk. The Compasyderivative
instruments are valued using a discounted cashrfiodel. The assumptions used in preparing the diged cash flow model include quoted
interest swap rates and market observable daiedésinstruments.

The following summarizes the activity in Level 8dincial instruments for the three and nine montitke@ October 2, 2010 (in thousands):

Three Months Ended Nine Months Ended
Auction Auction
Rate Put Rate Put

Securities Option Total Securities Option Total
Beginning balance $ 26,17C $ — 3 26,17C $ 4557 $ 3,09 $ 48,66¢
Net purchases, sales, issuances

settlement: (6,697%) — (6,697%) (31,019 (2,22€) (33,244)(1)

Unrealized gain 48 — 48 1,86¢ — 1,86¢
Net recognized gains (losst (212) — (212) 2,88¢ (867 2,021
Balance at October 2, 2010 $ 19,31 $ — 3 19,311 $ 19,31: $ — 3 19,31

(1) The Company previously held $23.5 million patue auction-rate securities purchased througB BB. During the nine months
ended October 2, 2010, the Company sold theseigesuo UBS at par value under an agreement whiokided the Company with
certain rights to sell to UBS the auction-rate siti@s that were purchased through them.

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

6. Balance Sheet Details

Balance sheet details consist of the followingtifiousands):

Inventories
October 2, January 2,
2010 2010
Work in process $ 33,06: $ 24,64
Finished good 5,07¢ 6,87(
$ 38,14( $ 31,51:
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7. Acquisition

On April 23, 2010, the Company acquired SilicondRk Inc., a privately held company that desigrs develops microelectromechanical
system (MEMS) technology to enable the manufaatfislicon resonators and sensors directly on gtsh€MOS wafers. The Company
acquired Silicon Clocks for approximately $21.0liofl in cash. Of such consideration, $2.0 millioasadeposited in escrow as security for
breaches of representations and warranties anaircether expressly enumerated matters.

The Company recorded the purchase of Silicon Closksg the acquisition method of accounting andetingly, recognized the assets
acquired and liabilities assumed at their fair ealas of the date of the acquisition. The restl&liwon Clocks’ operations are included in the
Companys consolidated results of operations beginning thiéhdate of the acquisition. Revenues and earmih§dicon Clocks and pro forn
financial information have not been presented bsedloe results of Silicon Clocks’ operations wesematerial. Acquisitiorrelated costs wet
not significant.

The Company believes that the acquisition will éedbe Company to accelerate its entry into the éowt timing market while further
scaling the Company'’s engineering team. These factntributed to a purchase price that was in exoéthe fair value of the net assets
acquired and, as a result, the Company recordedvgthoThe goodwill was allocated to the Compangiee operating segment and is not
expected to be deductible for tax purposes. Thehase price was allocated as follows (in thousands)

Weighted-Average
Amortization Period

Amount (Years)
Intangible asset:
In-process research and developn $ 9,47( 9.8
Developed technolog 23C 3.0
Customer relationships 3C 2.0
9,73(
Cash and cash equivalel 514
Other current asse 477
Deferred tax asse— nor-current 10,61°
Other nor-current assel 322
Goodwill 4,11:
Current liabilities (2,339
Deferred tax liabilities — non-current (3,400
Total purchase pric $ 21,02¢

The purchase price allocation is preliminary anjestt to revision as more detailed analysis is deteg and additional information about
the fair value of assets and liabilities becomeslable. Adjustments in the fair value of the netets acquired may affect the calculation of
goodwill.
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8. Stockholders’ Equity
Common Stock

The Company issued 1.2 million shares of commockstiniring the nine months ended October 2, 201i00i@.2 million shares withheld
to satisfy employee tax obligations for the vestifigertain stock grants made under the Compangtksncentive plans.

Share Repurchase Program

In October 2009, the Company’s Board of Directartharized a program to repurchase up to $150 millibthe Company common stoc
through 2010. In July 2010, the Board of Directadepted a new share repurchase program to reperapas $150 million of the Company’s
common stock through 2011. The new program becdfaetiee immediately and terminated the remainihgre repurchase authorization of
the prior program. These programs allow for repaseis to be made in the open market or in privateséctions, including structured or
accelerated transactions, subject to applicabla legiuirements and market conditions. During tine months ended October 2, 2010, the
Company repurchased 3.3 million shares of its comstock for $140.3 million. During the nine montreed October 3, 2009, the Company
repurchased 0.5 million shares for $12.3 million.

Comprehensive Income

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

Three Months Ended

October 2, October 3,
2010 2009
Net income $ 18,23: % 22,43¢
Net unrealized gains on availa-for-sale securities, net of tax provision
$(109) and $(795), respective 20¢ 1,477
Net unrealized losses on cash flow hedges, netxgbitovision of $16 an
$118, respectivel (29 (21¢)
Comprehensive income $ 18,407 % 23,69¢
Nine Months Ended
October 2, October 3,
2010 2009
Net income $ 60,35¢ $ 32,84(
Net unrealized gains on availa-for-sale securities, net of tax provision
$(806) and $(690), respective 1,49¢ 1,28:
Net unrealized gains (losses) on cash flow hedgsf tax provision o
$89 and $(127), respective (165) 23€
Comprehensive income $ 61,69: $ 34,35¢

17




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

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

Net Unrealized

Unrealized Gains (Losses) on
Losses on Cash Available-For-Sale
Flow Hedges Securities Total
Balance at January 2, 2010 $ (2,919 $ (1,437 $ (4,35€)
Change associated with current period transactitetsof tax 1,777) 1,417 (360)
Amount reclassified into earnings, net of tax 1,617 81 1,69:
Balance at October 2, 20. $ (3,089 $ 61 $ (3,029

9. Stock-Based Compensation

In fiscal 2009, the stockholders of the Companyrapgd the 2009 Stock Incentive Plan (the “2009 Bland the 2009 Employee Stock
Purchase Plan (the “2009 Purchase Plan”). The P0@®is currently effective, and no further gramtii be issued under the Company’s 2000
Stock Incentive Plan (the “2000 Plan”) as of thieetfve date of the 2009 Plan. The 2009 Purchase Btcame effective upon the termination
of the previous Employee Stock Purchase Plan @hechase Plan”), on April 30, 2010.

Stockbased compensation costs are generally based daitivalues on the date of grant for stock optiand on the date of enroliment-
the employee stock purchase plans, estimated by tis¢ Black-Scholes option-pricing model. The faitues of stock awards and restricted
stock units (RSUs) generally equal their intrinsatue on the date of grant. The fair values estgh&tom the Black-Scholes option-pricing
model were calculated using the following assurmstio

Nine Months Ended

October 2, October 3,
Employee Stock Purchase Plan 2010 2009
Expected volatility 33.8% 47.&%
Risk-free interest rate ¢ 0.6% 0.4%
Expected term (in month 15 9

Dividend yield — —
There were no stock options granted during the mioaths ended October 2, 2010 or October 3, 2009.

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

Three Months Ended Nine Months Ended
October 2, October 3, October 2, October 3,
2010 2009 2010 2009

Cost of revenue $ 36 $ 37t $ 1,07t $ 1,14z
Research and developmt 4,371 2,82¢ 12,92: 10,501
Selling, general and administrati 5,591 7,97¢ 17,268 20,53
10,33( 11,17 31,26: 32,17¢

Provision for income taxe 1,321 1,69¢ 4,32¢ 4,657
$ 9,00¢ $ 9,482 $ 26,93 $ 27,51¢
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The Company had approximately $51.5 million of tot@recognized compensation costs related to siptikns and RSUs at October 2,
2010 that are expected to be recognized over ahezleaverage period of 1.6 years. There were nofiignt stock compensation costs
capitalized into assets in any of the periods priesk

10. Commitments and Contingencies
Securities Litigation

On December 6, 2001, a class action complaintifdations of U.S. federal securities laws was filedhe United States District Court for
the Southern District of New York against the Compdour officers individually and the three invesnt banking firms who served as
representatives of the underwriters in connectidh 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,emsive and undisclosed commissions from certaiesitors, and (2) the underwriters had
agreed to allocate shares of the offering in exghdar a commitment from the customers to purclaasktional shares in the aftermarket at
pre-determined higher prices. The Complaint allegelations of the Securities Act of 1933 and tlee&ities Exchange Act of 1934. The
action seeks damages in an unspecified amountsadrelng coordinated with approximately 300 otherlyeidentical actions filed against otl
companies. A court order dated October 9, 2002 id&ssd without prejudice the four officers of thenmany who had been named
individually. On December 5, 2006, the Second Gircacated a decision by the District Court gragtitass certification in six of the
coordinated cases, which are intended to servesgsor “focus” cases. The plaintiffs selected ¢h&ig cases, which do not include the
Company. On April 6, 2007, the Second Circuit dérdepetition for rehearing filed by the plaintiffayt noted that the plaintiffs could ask the
District Court to certify more narrow classes thlose that were rejected.

The parties in the approximately 300 coordinatesesaincluding the parties in the case againsCtmpany, reached a settlement. The
insurers for the issuer defendants in the coordthatises will make the settlement payment on behé#ie issuers, including the Company. On
October 5, 2009, the Court granted final approvdhe settlement. Six notices of appeal have bied. fJudgment was entered on January 13,
2010. The time to file additional notices of apgd®ss expired. A group of three objectors, whodfitenotice of appeal, also filed a petition to
the Second Circuit seeking permission to appeabDibtrict Court’s final approval of the settlemennt the basis that the settlement class is
broader than the class previously rejected by #wd Circuit in its December 5, 2006 order vacgtire District Court’s order certifying
classes in the focus cases. Plaintiffs filed arogjijpn to the petition.

As the litigation process is inherently uncertaive Company is unable to predict the outcome oftiw/e described matter if the settlen
does not survive the appeal. While the Company daatain liability insurance, it could incur lossthat are not covered by its liability
insurance or that exceed the limits of its liailitsurance. Such losses could have a materialdhgrathe Company’s business and its results
of operations or financial position.

Other

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

In March 2006, the Company entered into an opegdéiase agreement and a related participation agnetefor a facility at 400 W. Cesar
Chavez (400 WCC") in Austin, Texas for its corp@rdieadquarters. In March 2008, the Company entetedn operating lease agreement
and a related participation agreement for a fgcét200 W. Cesar Chavez (“200 WCC”) in Austin, &gxXor the expansion of its corporate
headquarters. During the terms of the leases, timep@ny has on-going options to purchase the bgdfar purchase prices of approximately
$44.3 million for 400 WCC and $50.1 million for 200CC. Alternatively, the Company can cause each puoperty to be sold to third parties
provided it is not in default under that propertiase. The Company is contingently liable on st filollar loss basis for up to $35.3 million to
the extent that the 400 WCC sale proceeds aréHaasthe $44.3 million purchase option and up .&4nillion to the extent that the 200
WCC sale proceeds are less than the $50.1 millimoh@ase option.

Discontinued Operations Indemnificati

In fiscal 2007, the Company sold its Aero® trangeei AeroFONE™ single-chip phone and power ampilifi@duct lines (the “Aero
product lines”) to NXP B.V. and NXP SemiconductBrance SAS (collectively “NXP”). In connection withe sale of the Aero product lines,
the Company agreed to indemnify NXP with respediatailities for certain tax matters. There is mntractual limit on exposure with respec
such matters. As of October 2, 2010, the Compadynisamaterial liabilities recorded with respecthis indemnification obligation.

11. Income Taxes

Provision for income taxes includes both domesiit f@reign income taxes at the applicable statutatys adjusted for non-deductible
expenses (including a portion of stock compensgti@search and development tax credits and ottvengnent differences. Income tax
expense was $1.2 million and $4.6 million for theee months ended October 2, 2010 and October03, 28spectively, resulting in effective
tax rates of 6.4% and 17.0%, respectively. Incameskpense was $15.8 million and $9.8 million far hine months ended October 2, 2010
and October 3, 2009, respectively, resulting ie&ffe tax rates of 20.7% and 23.0%, respectivihg effective tax rate for the three months
ended October 2, 2010 decreased from the priooggprimarily due to a reduction to the liabiligrfunrecognized tax benefits as well as tax
return adjustments made in the current period. éfffeetive tax rate for the nine months ended Oat@) 2010 decreased from the prior per
primarily due to an increase in the foreign taxe ia¢nefit as well as tax return adjustments madesirturrent period, partially offset by the
intercompany license of certain technology obtaimetthe acquisition of Silicon Clocks during theripe ended July 3, 2010.

At October 2, 2010, the Company had gross unreezegdrtax benefits of $10.6 million, all of which wdwaffect the effective tax rate if
recognized. The Company recognizes interest andlfiesirelated to unrecognized tax benefits ingitevision for income taxes. During the
nine month period ended October 2, 2010, the Cognpad a gross decrease of $2.8 million to its curyear unrecognized tax benefits rele
to an uncertain tax position that was determindoketeffectively settled in the three months endetbker 2, 2010.

The tax years 2004 through 2010 remain open to dion by the major taxing jurisdictions to whittte Company is subject. During the
third quarter of 2010, the examination of the Conyps 2005 through 2008 federal income tax returngibyu.S. Internal Revenue Service
completed. The Company is not currently under andiiny major taxing jurisdiction.
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Item 2. Management’s Discussion and Analysis of Rancial Condition and Results of Operations

The following discussion and analysis of financiahdition and results of operations should be readnjunction with the Condensed
Consolidated Financial Statements and related tiogzsto included elsewhere in this report. Théedssion contains forward-looking
statements. Please see the “Cautionary Statemleoteaand “Risk Factors” below for discussions & timcertainties, risks and assumptions
associated with these statements. Our fiscal yedfirancial reporting periods are a 52- or 53- kvgear ending on the Saturday closest to
December 31st. Fiscal 2010 will have 52 weeks &@wuaif 2009 had 52 weeks. Our third quarter of fi2€d 0 ended October 2, 2010. Our third
quarter of fiscal 2009 ended October 3, 2009.

Overview

We design and develop proprietary, analog-intenshiged-signal integrated circuits (ICs) for a bdgange of applications. Mixed-signal
ICs are electronic components that convert realedhamalog signals, such as sound and radio wamsdigital signals that electronic products
can process. Therefore, mixed-signal ICs are atiftomponents in a broad range of applicationsvargety of markets, including
communications, consumer, industrial, automotivedital and power management. Our major customehsde 2Wire, Apple, Cisco,

Huawei, LG Electronics, Nokia, Pace (formerly R¥g), Samsung, Thomson and Varian Medical Systems.

As a “fabless” semiconductor company, we rely drdtparty semiconductor fabricators in Asia, and tessér extent the United States
Europe, to manufacture the silicon wafers thatemtfour IC designs. Each wafer contains numeragisathich are cut from the wafer to crea
chip for an IC. We rely on thirgarties in Asia to assemble, package, and, in wassts, test these devices and ship these units tastomers
Testing performed by such third parties facilitefeester delivery of products to our customers {palarly those located in Asia), shorter
production cycle times, lower inventory requirengembwer costs and increased flexibility of tegpaeity.

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

«  Broadcast products, which include our broadcasoragteivers and transmitters, video tuners andadieators, Class D amplifiers,
satellite set-top box receivers and satellite rawliers;

¢ Access products, which include our ISOmodem® embéddodems, Voice over IP (VolP) products, suchuedPooSLIC®
subscriber line interface circuits and voice di@atess arrangement (DAA), and our Power over Bétalevices;

«  Broad-based products, which include 8-bit microoalter products, timing products (including clocksecision clock & data
recovery ICs and oscillators), short-range wiretesissceivers, digital isolators and current sesisamd our QuickSense™ portfolio of
touch, proximity and ambient light sensing devicey]

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

Through acquisitions and internal development &ffare have continued to diversify our product fmdid and introduce next generation
ICs with added functionality and further integratidn April 2010, we acquired Silicon Clocks, Ina.privately held company that designs and
develops microelectromechanical system (MEMS) tetdgy to enable the manufacture of silicon resorsadmd sensors directly on standard
CMOS wafers. The acquired technology is alignedhwitr efforts to leverage our CMOS-based timingdpiats into high-volume applications
such as consumer electronics.
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In the first nine months of fiscal 2010, we intredd a Class D amplifier ideal for consumer applicet like portable radios and docking
stations, a universal serial bus (USB) touch scle#yge IC, an EZRadio® wireless IC solution desigito be a remote control on a chip, low
power capacitive touch-sense microcontrollersna ¢if digital isolators and isolated gate drivegsigned to replace traditional optocouplers, a
digital TV demodulator that combines satelliteréstrial and cable digital video broadcast (DVB)dtions in one highly integrated device, a
frequency-flexible timing IC solution for networlgrand telecommunications applications, a familylefa-low-power wireless
microcontrollers ideal for battery-powered systend a highly integrated AM/FM receiver for analaged radios that reduces radio design
and manufacturing costs. We plan to continue tmthtce products that increase the content we pedwaidexisting applications, thereby
enabling us to serve markets we do not currentliress and expanding our total available market dppiy.

We had no customers that accounted for more thétmdf®ur revenues during the nine months endedl@ctd, 2010. In addition to direct
sales to customers, some of our end customers geeqiroducts indirectly from us through distribstand contract manufacturers. An end
customer purchasing through a contract manufactypésally instructs such contract manufactureoliéain our products and incorporate such
products with other components for sale by suchrachmanufacturer to the end customer. Althougtaeteally sell the products to, and are
paid by, the distributors and contract manufactjnee refer to such end customer as our custormey.of our distributors, Edom Technology
and Avnet, represented 29% and 14% of our reveduieisg the nine months ended October 2, 2010, otisiedy. There were no other
distributors or contract manufacturers that acoediibr more than 10% of our revenues during the mionths ended October 2, 2010.

The percentage of our revenues derived from custhoeated outside of the United States was 86%hduhe nine months ended
October 2, 2010. All of our revenues to date Haeen denominated in U.S. dollars. We believe thmagprity of our revenues will continue to
be derived from customers outside of the UnitedeSta

The sales cycle for our ICs can be as long as Imsamr more. An additional three to six monthsnare are usually required before a
customer ships a significant volume of devices ihedrporate our ICs. Due to this lengthy saledesywe typically experience a significant
delay between incurring research and developmehsalting, general and administrative expensesttamdorresponding sales. Consequently,
if sales in any quarter do not occur when expearpgenses and inventory levels could be disprommately high, and our operating results for
that quarter and, potentially, future quarters widug adversely affected. Moreover, the amountoé thetween initial research and
development and commercialization of a produaty#r, can be substantially longer than the saleke ¢gr the product. Accordingly, if we
incur substantial research and development cost®uti developing a commercially successful prodogt,operating results, as well as our
growth prospects, could be adversely affected.

Because many of our ICs are designed for use iawoar products such as televisions, personal vielearders, set-top boxes, portable
navigation devices and mobile handsets, we expatttie demand for our products will be typicallyjgect to some degree of seasonal
demand. However, rapid changes in our markets arug our product areas make it difficult for usitourately estimate the impact of
seasonal factors on our business.
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Results of Operations
The following describes the line items set fortlour Condensed Consolidated Statements of Income:

Revenues. Revenues are generated almost exclusively bg séleur ICs. We recognize revenue on sales wHeni tie following criteria are
met: 1) there is persuasive evidence that an aeraagt exists, 2) delivery of goods has occurreth&)}ales price is fixed or determinable, and
4) collectibility is reasonably assured. Generadg, recognize revenue from product sales to daestomers and contract manufacturers upon
shipment. Certain of our sales are made to digoiswnder agreements allowing certain rights tfrreand price protection on products un:
by distributors. Accordingly, we defer the reveraungl cost of revenue on such sales until the digtiils sell the product to the end customer.
Our products typically carry a one-year replacemertranty. Replacements have been insignificadate. Our revenues are subject to
variation from period to period due to the volunfislsipments made within a period, the mix of pradwee sell and the prices we charge for
our products. The vast majority of our revenuesewergotiated at prices that reflect a discount ftioenlist prices for our products. These
discounts are made for a variety of reasons, imetudL) to establish a relationship with a new oostr, 2) as an incentive for customers to
purchase products in larger volumes, 3) to propiadit margin to our distributors who resell oupgucts or 4) in response to competition. In
addition, as a product matures, we expect thaavieeage selling price for such product will declihes to the greater availability of competing
products. Our ability to increase revenues in thare is dependent on increased demand for ounlesttad products and our ability to ship
larger volumes of those products in response th demand, as well as our ability to develop or &eguew products and subsequently ach
customer acceptance of newly introduced products.

Cost of Revenues. Cost of revenues includes the cost of purchafsighed silicon wafers processed by independamdaies; costs
associated with assembly, test and shipping ofetiposducts; costs of personnel and equipment agedaivith manufacturing support, logist
and quality assurance; costs of software royadtiebamortization of purchased software, otherlgd&lal property license costs and certain
acquired intangible assets; an allocated portioouofoccupancy costs; and allocable depreciatidesting equipment and leasehold
improvements.

Research and Development.Research and development expense consists dsiraagersonnel-related expenses, including stock
compensation, new product mask, wafer, packagidgest costs, external consulting and servicesgcegquipment tooling, equipment
depreciation, amortization of acquired intangildeeds, as well as an allocated portion of our c@ecy costs for such operations. Research anc
development activities include the design of neadpicts, refinement of existing products and desigiest methodologies to ensure
compliance with required specifications.

Selling, General and Administrative. Selling, general and administrative expense st&primarily of personnel-related expenses, irolyd
stock compensation, related allocable portion efamcupancy costs, sales commissions to indepesdérs representatives, applications
engineering support, professional fees, pategglibn legal fees and promotional and marketingeasps.

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

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

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

Provision for Income Taxes. Provision for income taxes includes both domemtid foreign income taxes at the applicable statutdes
adjusted for nomeductible expenses (including a portion of ouclsttompensation), research and development taxsud other permane
differences.
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The following table sets forth our Condensed Cddatéd Statements of Income data as a percentagsefues for the periods indicated:

Three Months Ended Nine Months Ended
October 2, October 3, October 2, October 3,
2010 2009 2010 2009

Revenue! 100.(% 100.(% 100.(% 100.(%
Cost of revenue 34.F 35.¢ 33.€ 37.4
Gross margin 65.5 64.4 66.4 62.€
Operating expense

Research and developme 25.€ 20.¢ 23.¢ 24.¢

Selling, general and administrati 23.¢ 22.0 22.7 24.€
Operating expenses 49.4 43.8 46.€ 49.7
Operating incom 16.1 21.1 19.¢ 12.€
Other income (expense

Interest incomt 04 04 04 0.6

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

Other income (expense), net 0.9 0.C 0.9 0.1
Income before income tax 16.2 21.5 19.¢€ 13.€
Provision for income taxes 1.C 3.7 4.1 3.1
Net income 15.2% 17.€% 15.8% 10.5%
Revenues

Three Months Ended Nine Months Ended
October 2, October 3, % October 2, October 3, %

(in millions) 2010 2009 Change Change 2010 2009 Change Change
Revenue! $ 120z $ 125¢ $ (5.7 46% $ 38Lt $ 313¢ $ 67.7 21.5%

The decline in the sales of our products in themethree month period was driven primarily by dathaveakness for our consumer-
oriented products. The growth in revenue in tleemé nine month period was due primarily to improeats in the health of our products’ end
markets and increases in market share. Unit volwhear products decreased compared to the threghme@nded October 3, 2009 by 17.1%.
Unit volumes of our products increased comparafiemine months ended October 3, 2009 by 14.8%raleeselling prices increased during
the same periods by 15.0% and 6.2%, respectivelgeheral, as our products become more maturexpexeto experience decreases in
average selling prices. We anticipate that newhoamced, higher priced, next generation produaispraduct derivatives will offset these
decreases to some degree.
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Gross Margin

Three Months Ended Nine Months Ended
October 2, October 3, % October 2, October 3, %
(in millions) 2010 2009 Change Change 2010 2009 Change Change
Gross margit $ 787 $ 81C $ (2.9 9% $ 2532 $ 196f $  56.7 28.6%
Percent of revenu 65.5% 64.4% 66.4% 62.6%

The increase in the dollar amount of gross mamgithé recent nine month period was primarily dueubincreased sales. The increase in
gross margin as a percent of revenue in the redeatmonth period was primarily due to changesadpct mix, improvements in our
inventory management and manufacturing cost resletiWe may experience declines in the averagegeltices of certain of our products.
This creates downward pressure on gross margirpascantage of revenues and may be offset to ttemewe are able to: 1) introduce higher
margin new products and gain market share with@sr 2) achieve lower production costs from ouravafuppliers and third-party assembly
and test subcontractors; 3) achieve lower prodoaasts per unit as a result of improved yieldsulghout the manufacturing process; or 4)
reduce logistics costs.

Research and Development

Three Months Ended Nine Months Ended
October 2, October 3, % October 2, October 3, %
(in millions) 2010 2009 Change Change 2010 2009 Change Change
Research andevelopmen $ 30.& $ 25¢ $ 4.9 1880 % 91z $ 778 $ 134 17.2%
Percent of revenu 25.6% 20.6% 23.%% 24.&%

The increase in research and development expeltise necent three and nine month periods was jafigidue to increases of $4.0 milli
and $11.5 million for personnel-related expensespectively. We expect that research and developexpense will continue to increase
modestly in absolute dollars in the fourth quaaie2010.

Significant recent development projects includdas€D amplifier ideal for consumer applicatiohk® Iportable radios and docking static
a universal serial bus (USB) touch screen bridgealtCEZRadio wireless IC solution designed to benaote control on a chip, low power
capacitive touch-sense microcontrollers, a lindigital isolators and isolated gate drivers desigtwereplace traditional optocouplers, a digital
TV demodulator that combines satellite, terrestia cable digital video broadcast (DVB) functiamene highly integrated device, a
frequency-flexible timing IC solution for networlgrand telecommunications applications, a familylaf-low-power wireless
microcontrollers ideal for battery-powered systemhbijghly integrated AM/FM receiver for analog tdrradios that reduces radio design and
manufacturing costs, a family of ultra-efficientamacontrollers for power-sensitive and battery-pmaeembedded systems, a family of highly
integrated, energy-efficient quad PoE PSE contmlla new line of automotive-qualified microconlkeo$ that enable a dramatic reduction in
system cost and footprint in body electronics aggions, our QuickSense portfolio of highly accarand fast-response touch, proximity and
ambient light sensing devices and the expansi@muofny-Rate Precision Clock family with web-custaable 8-output CMOS clock
generators.
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In-Process Research and Development

In connection with the purchase of Silicon Cloaks, acquired certain in-process research and develop(IPR&D) assets. IPR&D
represents acquired technology that had not actiiahnological feasibility as of the acquisitidasing date and had no alternative future
These costs were recorded as indefinite-lived gitde assets at fair value. The assets are tegtéohpairment through their completion and
then amortized to research and development expmmreseheir useful lives. The fair value of eachjpcd was determined using the income
approach. The discount rate applicable to the ftagls was 19.0%. This rate reflects the weightedrage cost of capital and the risks inherent
in the development process. The IPR&D recordedimection with the acquisition consisted of thédiming (in thousands):

Fair
Project Value
Resonato $ 5,20(
Clocks 4,27(
$ 9,47(

We are developing the IPR&D projects using MEMShtedlogy. The remaining research and developmeattsfinclude additional desig
integration and testing. As of the acquisition date projected the costs to complete the projecket$8.1 million. Such costs have been
consistent with our assumptions at the time ofabguisition. The significant risks associated wfith successful completion of these projects
include our potential inability to finish the proctudesigns, produce working models and gain custaoeeptance. Failure to complete these
projects in a timely manner could result in lostareues. We do not expect the products in desigmetefrom these technologies to begin to
contribute to revenues prior to fiscal 2011.

Selling, General and Administrative

Three Months Ended Nine Months Ended
October 2, October 3, % October 2, October 3, %
(in millions) 2010 2009 Change Change 2010 2009 Change Change
Selling, general an
administrative $ 28 $ 28. $ — 0.C% $ 86.5 $ 782 % 8.1 10.2%
Percent of revenu 23.&% 22.% 22.1% 24.%

The increase in selling, general and administragiense in the recent nine month period was gratlgi due to an increase of (a) $4.4
million for personnel-related expenses, and (b $dillion for legal fees, primarily related to ftition. The decrease in selling, general and
administrative expense as a percent of revenuibeirecent nine month period is due to our increéasdes. We expect that selling, general and
administrative expense will remain stable in abisotollars in the fourth quarter of 2010.

Interest Income

Three Months Ended Nine Months Ended
October 2, October 3, October 2, October 3,
(in millions) 2010 2009 Change 2010 2009 Change
Interest incom $ 05 % 0t $ — 18 $ 21 $% (0.9

The decrease in interest income for the recentmioieth period was largely due to lower interestgsain the underlying instruments, and
partially offset by a higher average investmenabeé.

Interest Expense

Interest expense for the three and nine monthsde@deober 2, 2010 was $0.0 million and $0.1 millimspectively, compared to $0.1
million and $0.2 million, for the three and nine mtlas ended October 3, 2009, respectively.
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Other Income (Expense), Net

Other income (expense), net for the three and mioeths ended October 2, 2010 was $(0.4) million®@d3) million, respectively,
compared to $0.0 million and $0.3 million for thede and nine months ended October 3, 2009, regplyct

Provision for Income Taxes

Three Months Ended Nine Months Ended
October 2, October 3, October 2, October 3,
(in millions) 2010 2009 Change 2010 2009 Change
Provision for income taxe $ 12 $ 46 $ (3.4 $ 15.¢ $ 98 $ 6.C
Effective tax rate 6.4% 17.(% 20.7% 23.(%

The effective tax rate for the three months endetbler 2, 2010 decreased from the prior perioangrily due to a reduction to the liabil
for unrecognized tax benefits as well as tax readjustments made in the current period. The &ffetax rate for the nine months ended
October 2, 2010 decreased from the prior periddhamily due to an increase in the foreign tax tag¢eefit as well as tax return adjustments
made in the current period, partially offset by iercompany license of certain technology obtaimethe acquisition of Silicon Clocks duri
the period ended July 3, 2010.

The effective tax rates for each of the periodsg@néed differ from the federal statutory rate o¥&38ue to the amount of income earned in
foreign jurisdictions where the tax rate may bedothan the federal statutory rate, the limiteduséitdility of stock compensation expense,
research and development tax credits and othergresmt items including changes to the liability dorecognized tax benefits.

Business Outlook

We expect revenues in the fourth quarter of fi2€dl0 to be in the range of $105 to $111 millionttkermore, we expect our diluted
earnings per share to be in the range of $0.15.@1$

Liquidity and Capital Resources

Our principal sources of liquidity as of Octobe2R10 consisted of $346.0 million in cash, cashwedents and short-term investments.
Our cash equivalents and short-term investmentsisiprimarily of corporate bonds, U.S. Treasufisbmoney market funds, variable-rate
demand notes, U.S. government agency bonds anoudisnotes, municipal bonds, international govemmnbe®nds, certificates of deposit and
commercial paper.

Our long-term investments consist of auction-rateusities. Early in fiscal 2008, auctions for maniyour auction-rate securities failed
because sell orders exceeded buy orders. As ob&cgy 2010, we held $19.9 million par value auttiate securities, all of which have
experienced failed auctions. The securities hadipusly been valued using quoted prices in actieek®ts. When the auctions began to fail,
quoted prices for the securities were no longeendable. As such, we changed our fair value measemeé methodology for all auction-rate
securities from quoted prices in active marketa tash flow model. The assumptions used in pregdhni@ discounted cash flow model include
estimates for interest rates, amount of cash flewpected holding periods of the securities anideodnt to reflect our inability to liquidate tl
securities.
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The underlying assets of our auction-rate secar@@nsisted of student loans and municipal borfdshach $17.9 million were guaranteed
by the U.S. government and the remaining $2.0 onilivere privately insured. As of October 2, 20117.9 million of the auction-rate
securities had credit ratings of AAA and $2.0 roiflihad credit ratings of A. These securities hadrestual maturity dates ranging from 2029
to 2046 and were yielding 0.5% to 3.3% per ye@®ebber 2, 2010. We are receiving the underlyirghdiows on all of our auction-rate
securities. The principal amounts associated wailed auctions are not expected to be accessilileausuccessful auction occurs, the issuer
redeems the security, a buyer is found outsidaefuction process or the underlying securitiesureatVe are unable to predict if these funds
will become available before their maturity datd& do not expect to need access to the capitadsepted by any of our auctioate securitie
prior to their maturities. We do not intend to salid we believe that it is not more likely thart that we will be required to sell, our auction-
rate securities before their anticipated recovemnarket value or final settlement at the undegypar value.

Net cash provided by operating activities was $83ilson during the nine months ended October 2,&2Gompared to net cash provide:
$78.2 million during the nine months ended Octd)e2009. Operating cash flows during the nine meetihded October 2, 2010 reflect our
income of $60.4 million, adjustments of $44.7 roilifor depreciation, amortization, stock compemsasind deferred income taxes, and a net
cash outflow of $21.6 million due to changes in operating assets and liabilities.

Accounts receivable increased to $63.8 million etoDer 2, 2010 from $56.1 million at January 2,@0The increase in accounts receiv:
resulted primarily from a larger portion of themients occurring in the second half of the quasteted October 2, 2010 in contrast to the
more linear shipments that occurred during thedasrter of the prior year. Our average days salestanding (DSO) was 48 days at
October 2, 2010 and 40 days at January 2, 2010.

Inventory increased to $38.1 million at Octobe2@10 from $31.5 million at January 2, 2010. Ourentory level is primarily impacted by
our need to make purchase commitments to suppetdsted demand and variations between forecastedciual demand. The increase in
inventory in the recent quarter resulted primafriym actual demand falling short of our forecasdedhand. Our average days of inventory
(DOI) was 83 days at October 2, 2010 and 65 dayaratary 2, 2010.

Net cash used in investing activities was $48.3ianilduring the nine months ended October 2, 2@tfpared to net cash used of $111.7
million during the nine months ended October 3,20the decrease was principally due to a decrefa@302 million in net outflows for
purchases of investments, offset by a net payme$t&4 million for the acquisition of Silicon Clks.

We anticipate capital expenditures of approxima$dlg to $16 million for fiscal 2010. Additionallgs part of our growth strategy, we
expect to evaluate opportunities to invest in aruéie other businesses, intellectual property dntelogies that would complement or expand
our current offerings, expand the breadth of ourketa or enhance our technical capabilities.

Net cash used in financing activities was $123foniduring the nine months ended October 2, 2@bdpared to net cash provided of
$10.3 million during the nine months ended Octdhe2009. The decrease was principally due to arease of $128.0 million for repurchases
of our common stock. In July 2010, our Board ofddtors authorized a program to repurchase up %6 $iillion of our common stock prior to
the end of 2011.

Our future capital requirements will depend on meagfors, including the rate of sales growth, madazeptance of our products, the
timing and extent of research and development pt®j@otential acquisitions of companies or tecbgigls and the expansion of our sales and
marketing activities. We believe our existing casld investment balances are sufficient to meetapital requirements through at least the
next 12 months, although we could be requiredpaoidcelect, to seek additional funding prior totttime. We may enter into acquisitions or
strategic arrangements in the future which alsddcoequire us to seek additional equity or debarficing.
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Critical Accounting Policies and Estimates

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

Inventory valuatior— We assess the recoverability of inventories tglothe application of a set of methods, assumptioilsestimates. In
determining net realizable value, we write downeimory that may be slow moving or have some formbsolescence, including inventory
that has aged more than 12 months. We also atiistatiuation of inventory when its standard coseexls the estimated market value. We
assess the potential for any unusual customemehased on known quality or business issues aitel-off inventory losses for scrap or non-
saleable material. Inventory not otherwise ideatifio be written down is compared to an assessofi@ur 12-month forecasted demand. The
result of this methodology is compared againsiptteeluct life cycle and competitive situations ie tharketplace to determine the
appropriateness of the resulting inventory levlsmand for our products may fluctuate significamer time, and actual demand and market
conditions may be more or less favorable than thiwaewe project. In the event that actual demaridvwer or market conditions are worse t
originally projected, additional inventory writesgtas may be required.

Stock compensatior We recognize the fair-value of stock-based corspgon transactions in the Consolidated Statemieimicome. The fair
value of our stock-based awards is estimated addbeof grant using the Black-Scholes option pganodel. The Black-Scholes valuation
calculation requires us to estimate key assumpsagh as future stock price volatility, expectauni® risk-free rates and dividend yield.
Expected stock price volatility is based on imphexdatility from traded options on our stock in tharketplace and historical volatility of our
stock. The expected term of options granted isvédrfrom an analysis of historical exercises amdaiaing contractual life of stock options,
and represents the period of time that optionstgohare expected to be outstanding. The risk-fiteis based on the U.S. Treasury yield curve
in effect at the time of grant. We have never maish dividends, and do not currently intend to gash dividends, and thus have assumed
dividend yield. In addition, we are required toimsite the expected forfeiture rate of our stockitgand only recognize the expense for those
shares expected to vest. If our actual experieiffargisignificantly from the assumptions used donpute our stock-based compensation cost,
or if different assumptions had been used, we naag mecorded too much or too little stock-basedprmmsation cost. See Noteipck-Based
Compensationto the Condensed Consolidated Financial Statesrienadditional information.

Investments in aucti-rate securities— We determine the fair value of our investmentaution-rate securities using a discounted cast fl
model. The assumptions used in preparing the digedwash flow model include estimates for interatgs, amount of cash flows, expected
holding periods of the securities and a discoumeflect our inability to liquidate the securitid=or available-for-sale auction-rate securities, if
the calculated value is below the carrying amotithe securities, we then determine if the dediimealue is other-than-temporary. We
consider various factors in determining whethemapairment is other-than-temporary, including tegesity and duration of the impairment,
changes in underlying credit ratings, forecastedvery, our intent to sell or the likelihood thag¢ would be required to sell the investment
before its anticipated recovery in market value tiredprobability that the scheduled cash paymeiitg@ntinue to be made. When we
conclude that an other-than-temporary impairmestdwurred, we assess whether we intend to sedletbwrity or if it is more likely than not
that we will be required to sell the security befoecovery. If either of these two conditions ist,mee recognize a charge in earnings equal to
the entire difference between the security’s amedicost basis and its fair value. If we do nagnltto sell a security or it is not more likely
than not that we will be required to sell the séguyefore recovery, the unrealized loss is sepdratto an amount representing the credit loss,
which is recognized in earnings, and the amouatedito all other factors, which is recorded inuscalated other comprehensive loss.
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Impairment of goodwill and other lo-lived assets— We review long-lived assets which are held aretlugicluding fixed assets and
purchased intangible assets, for impairment whanghwenges in circumstances indicate that the aagrgmount of the assets may not be
recoverable. Such evaluations compare the cargmmgunt of an asset to future undiscounted net ftasis expected to be generated by the
asset over its expected useful life and are sicanifily impacted by estimates of future prices amldmes for our products, capital needs,
economic trends and other factors which are inhigréifficult to forecast. If the asset is considdrto be impaired, we record an impairment
charge equal to the amount by which the carryirigevaf the asset exceeds its fair value determiyegither a quoted market price, if any, or a
value determined by utilizing a discounted castwftechnique.

We test our goodwill for impairment annually agtod first day of our fourth fiscal quarter and feirim periods if certain events occur
indicating that the carrying value of goodwill mlag impaired. The goodwill impairment test is a tstep process. The first step of the
impairment analysis compares our fair value tormtrbook value. In determining fair value, the agtong guidance allows for the use of
several valuation methodologies, although it stgtested market prices are the best evidence of#ire. If the fair value is less than the net
book value, the second step of the analysis compghesimplied fair value of our goodwill to its cging amount. If the carrying amount of
goodwill exceeds its implied fair value, we recagnan impairment loss equal to that excess amount.

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

We recognize liabilities for uncertain tax posidmased on a two-step process. The first stepreesgjus to determine if the weight of
available evidence indicates that the tax positias met the threshold for recognition; therefore must evaluate whether it is more likely tl
not that the position will be sustained on audit]uding resolution of any related appeals orditigh processes. The second step requires us tc
measure the tax benefit of the tax position tabemxpected to be taken, in an income tax retuthetargest amount that is more than 50%
likely of being realized upon ultimate settlemérttis measurement step is inherently complex andiregsubjective estimations of such
amounts to determine the probability of varioussilale outcomes. We re-evaluate the uncertain takipos each quarter based on factors
including, but not limited to, changes in factscocumstances, changes in tax law, expirationgatfites of limitation, effectively settled issues
under audit, and new audit activity. Such a changecognition or measurement would result in #xeognition of a tax benefit or an additio
charge to the tax provision in the period.

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

In January 2010, the Financial Accounting Stand8wksrd (FASB) issued FASB Accounting Standards WpdaSuU) No. 2010-06-air
Value Measurements and Disclosures (Topic 820)—dwipg Disclosures about Fair Value Measuremerfthe ASU requires new disclosu
about significant transfers in and out of Levelnd 2 fair value measurements and separate disetoabout purchases, sales, issuances and
settlements relating to Level 3 fair value measaets The ASU also clarifies existing disclosumguieements regarding inputs and valuation
techniques, as well as the level of disaggregdtioeach class of assets and liabilities for wtieparate fair value measurements should be
disclosed. We adopted ASU 2010-06 at the beginoiritgcal 2010, except for the separate disclosalerit purchases, sales, issuances and
settlements relating to Level 3 measurements, wikiefffective for us at the beginning of fiscal 20The adoption of this ASU did not have a
material impact, and the deferred provisions of thEU are not expected to have a material impactus financial statements.

Quantitative and Qualitative Disclosures about Marlet Risk
Interest Income¢

Our investment portfolio includes cash, cash edaiva, short-term investments and Idiegm investments. Our main investment object
are the preservation of investment capital andrthrimization of after-tax returns on our investmgaitfolio. Our interest income is sensitive
to changes in the general level of U.S. intergsistaDur investment portfolio holdings as of Octabe2010 yielded less than 100 basis points.
A decline in yield to zero basis points on our istveent portfolio holdings as of October 2, 2010 ldalecrease our annual interest income by
approximately $2.1 million. We believe that ouréstment policy is conservative, both in the duratbour investments and the credit quality
of the investments we hold.

Headquarters Lease Re

We are exposed to interest rate fluctuations imthrenal course of our business, including throughamrporate headquarters leases. The
base rents for these leases are calculated usiagadle interest rate based on the three-monttOIRBWe have entered into interest rate swap
agreements with notional values of $44.3 milliod &50.1 million and, effectively, fixed the rentypaent amounts on these leases through
March 2011 and March 2013, respectively. The falug of the interest rate swap agreements at Oc&I2010 was a $4.7 million obligation.

Investments in Aucti-rate Securities

Beginning in fiscal 2008, auctions for many of awiction-rate securities failed because sell ordeceeded buy orders. As of October 2,
2010, we held $19.9 million par value auction-rsgeurities, all of which have experienced failedtimms. The principal amounts associated
with failed auctions are not expected to be acbéssintil a successful auction occurs, the issedeems the securities, a buyer is found outside
of the auction process or the underlying securitiasure. We are unable to predict if these fundshe&come available before their maturity
dates. Additionally, if we determine that an otttemn-temporary decline in the fair value of anyof available-for-sale auction-rate securities
has occurred, we may be required to adjust thgiiogrvalue of the investments through an impairnavarge.

Available Information

Our website address is www.silabs.com. Our anregnt on Form 10-K, quarterly reports on Form 10@yent reports on Form 8-K and
amendments to those reports filed or furnishedyantsto Section 13(a) or 15(d) of the SecuritiesHaxge Act of 1934 are available through
the investor relations page of our internet welfsée of charge as soon as reasonably practicéielevee electronically file such material with,
or furnish it to, the Securities and Exchange Cossion (SEC). Our website and the information cortaitherein or connected thereto are not
intended to be incorporated into this Quarterly &tepn Form 10-Q.
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ltem 3. Quantitative and Qualitative Disclosures Adout Market Risk

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

Item 4. Controls and Procedures

We have performed an evaluation under the supervisnd with the participation of our managemerduding our Chief Executive Offic
(CEO) and Chief Financial Officer (CFO), of theesffiveness of our disclosure controls and procej@®defined in Rule 13a-15(e) under the
Securities Exchange Act of 1934 (the Exchange Aaked on that evaluation, our management, inajudur CEO and CFO, concluded that
our disclosure controls and procedures were effects of October 2, 2010 to provide reasonablerasse that information required to be
disclosed by us in the reports filed or submittgdib under the Exchange Act is recorded, processedmarized and reported within the time
periods specified in the SEC’s rules and forms hSllisclosure controls and procedures include ctnénad procedures designed to ensure that
information required to be disclosed is accumulaied communicated to our management, includingd&® and CFO, to allow timely
decisions regarding required disclosures. Therengashange in our internal controls during thedisguarter ended October 2, 2010 that
materially affected, or is reasonably likely to erally affect, our internal controls over finandieporting.

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

On December 6, 2001, a class action complaintifdations of U.S. federal securities laws was filedhe United States District Court for
the Southern District of New York against us, foliour officers individually and the three invesmméanking firms who served as
representatives of the underwriters in connecti@h wur initial public offering of common stock. &Consolidated Amended Complaint
alleges that the registration statement and praspéar our initial public offering did not discleshat (1) the underwriters solicited and
received additional, excessive and undisclosed dseioms from certain investors, and (2) the undieevs had agreed to allocate shares of the
offering in exchange for a commitment from the oustrs to purchase additional shares in the aftéehat pre-determined higher prices. The
Complaint alleges violations of the Securities 8£1933 and the Securities Exchange Act of 1934 ddtion seeks damages in an unspecified
amount and is being coordinated with approximad®§ other nearly identical actions filed againsieotcompanies. A court order dated
October 9, 2002 dismissed without prejudice our fufticers who had been named individually. On Deber 5, 2006, the Second Circuit
vacated a decision by the District Court grantitags certification in six of the coordinated casesich are intended to serve as test, or “focus”
cases. The plaintiffs selected these six casegwdo not include us. On April 6, 2007, the Sec@nduit denied a petition for rehearing filed
by the plaintiffs, but noted that the plaintiffsudd ask the District Court to certify more narrolasses than those that were rejected.

The parties in the approximately 300 coordinatezbsaincluding the parties in the case againseashed a settlement. The insurers for
issuer defendants in the coordinated cases willentlad settlement payment on behalf of the issimskiding us. On October 5, 2009, the Ci
granted final approval of the settlement. Six regiof appeal have been filed. Judgment was enterddnuary 13, 2010. The time to file
additional notices of appeal has expired. A grolhiee objectors, who filed a notice of appeapdiled a petition to the Second Circuit
seeking permission to appeal the District Couitialfapproval of the settlement on the basis thaisettlement class is broader than the class
previously rejected by the Second Circuit in itxBrmber 5, 2006 order vacating the District Cowtler certifying classes in the focus cases.
Plaintiffs filed an opposition to the petition.
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As the litigation process is inherently uncertaie, are unable to predict the outcome of the abegeribed matter if the settlement does
survive the appeal. While we do maintain liabilitgurance, we could incur losses that are not eavby our liability insurance or that exceed
the limits of our liability insurance. Such lossesild have a material impact on our business andesullts of operations or financial position.
Other

We are involved in various other legal proceeditigd have arisen in the normal course of busind$sle the ultimate results of these
matters cannot be predicted with certainty, we aloexpect them to have a material adverse effecuortonsolidated 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 volatility in our stock price

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

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

*  The timing and volume of orders received from austomers;

The timeliness of our new product introductions #rerate at which our new products may cannibalireolder products;

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

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

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

e Changes in product mix;

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

e The average selling prices for our products gehedaicline over time;
e Changes in market standards;

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

33




Table of Contents
e The software used in our products, including sofea@rovided by third-parties, may not meet the sescbur customers;
*  Significant legal costs to defend our intellectpdperty rights or respond to claims against ud; an

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

The markets for mobile handsets, consumer elecspratellite set-top boxes and VolP applicatioescharacterized by rapid fluctuations
in demand and seasonality that result in corresipgrftlictuations in the demand for our productg #ire incorporated in such devices.
Additionally, the rate of technology acceptanceohy customers results in fluctuating demand forpgreducts as customers are reluctant to
incorporate a new IC into their products until treav IC has achieved market acceptance. Once a@eawHieves market acceptance, demand
for the new IC can quickly accelerate to a poird #ren level off such that rapid historical grovrtsales of a product should not be viewed as
indicative of continued future growth. In additialemand can quickly decline for a product whenw I& product is introduced and receives
market acceptance. Due to the various factors wreedi above, the results of any prior quarterlyrovual periods should not be relied upon as
an indication of our future operating performance.

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

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

e Requirements of customers;

e Accurate prediction of market and technical requizets;

e Timely completion and introduction of new designs;

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

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

e Availability of foundry, assembly and test capagity

«  Achievement of high manufacturing yields;

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

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

e Our customer service, application support capasliand responsiveness;

«  Successful development of our relationships witisteng and potential customers;
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e Technology, industry standards or end-user prefe®rand
»  Cooperation of third-party software providers amnd semiconductor vendors to support our chips withsystem.

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

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

Our ICs are used as components in electronic dewicearious markets. As a result, we have devatetlexpect to continue to devote a
large amount of resources to develop products basesw and emerging technologies and standardsvthkhe commercially introduced in
the future. Research and development expense dinéngine months ended October 2, 2010 was $91l@dmior 23.9% of revenues. A
number of large companies are actively involvethindevelopment of these new technologies and atdadShould any of these companies
delay or abandon their efforts to develop comméycévailable products based on new technologiessdandards, our research and
development efforts with respect to these techretognd standards likely would have no appreciadliee. In addition, if we do not correctly
anticipate new technologies and standards, oeiptioducts that we develop based on these newdlgies and standards fail to achieve
market acceptance, our competitors may be bettertaladdress market demand than we would. Furtbwernif markets for these new
technologies and standards develop later than tigi@ate, or do not develop at all, demand for praducts that are currently in development
would suffer, resulting in lower sales of theseduts than we currently anticipate.

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

The loss of any of our key customers, or a sigaiftaceduction in sales to any one of them, wouddificantly reduce our revenues and
adversely affect our business. During the nine im®enhded October 2, 2010, our ten largest custoatemunted for 34% of our revenues.
Some of the markets for our products are dominbyeal small number of potential customers. Therefoue operating results in the foresee
future will continue to depend on our ability tdlde these dominant customers, as well as thétwloil these customers to sell products that
incorporate our IC products. In the future, thesst@mers may decide not to purchase our ICs giaithase fewer ICs than they did in the
or alter their purchasing patterns, particularlgdese:

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

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

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

«  Some of our customers have developed or acquirlipts that compete directly with products thesgamers purchase from us,
which could affect our customers’ purchasing decisiin the future.
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While we have been a significant supplier of ICedug many of our customers’ products, our custemegularly evaluate alternative
sources of supply in order to diversify their sugpbase, which increases their negotiating leveraith us and protects their ability to secure
these components. We believe that any expansionrafustomers’ supplier bases could have an adeéfeset on the prices we are able to
charge and volume of product that we are ableltaseur customers, which would negatively affeat revenues and operating results.

Significant litigation over intellectual property in our industry may cause us to become involved irostly and lengthy litigation which
could seriously harm our business

In recent years, there has been significant litogain the United States involving patents and othtellectual property rights. From time to
time, we receive letters from various industry jggpaints alleging infringement of patents, tradeksar misappropriation of trade secrets or
from customers or suppliers requesting indemnificator claims brought against them by third pati€he exploratory nature of these
inquiries has become relatively common in the semdactor industry. We respond when we deem apmtgand as advised by legal counsel.
We have been involved in litigation to protect iellectual property rights in the past and magdme involved in such litigation again in the
future. In the future, we may become involved idiidnal litigation to defend allegations of infgament asserted by others, both directly and
indirectly as a result of certain industry-standiaidemnities we may offer to our customers or sigppl Legal proceedings could subject us to
significant liability for damages or invalidate gumoprietary rights. Legal proceedings initiatedusyto protect our intellectual property rights
could also result in counterclaims or countersaifginst us. Any litigation, regardless of its oumeo would likely be time-consuming and
expensive to resolve and would divert our managésméme and attention. Most intellectual propditigation also could force us to take
specific actions, including:

e Cease selling or manufacturing products that useliallenged intellectual property;

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

« Redesign those products that use infringing intali@ property; or
*  Pursue legal remedies with third parties to enforweindemnification rights, which may not adeqlaf@otect our interests.
We may be unable to protect our intellectual propety, which would negatively affect our ability to canpete

Our products rely on our proprietary technologyd are expect that future technological advances rhgdes will be critical to sustain
market acceptance of our products. Therefore, Weugethat the protection of our intellectual prageights is and will continue to be
important to the success of our business. We melg combination of patent, copyright, trademark &ade secret laws and restrictions on
disclosure to protect our intellectual propertyhtgy We also enter into confidentiality or licermggeements with our employees, consultants,
intellectual property providers and business pastrend control access to and distribution of mouinentation and other proprietary
information. Despite these efforts, unauthorizedips may attempt to copy or otherwise obtain aselaur proprietary technology. Monitoring
unauthorized use of our technology is difficultdame cannot be certain that the steps we have takleprevent unauthorized use of our
technology, particularly in foreign countries whéne laws may not protect our proprietary right$udly as in the United States. We cannot be
certain that patents will be issued as a resutuofpending applications nor can we be certaindhgtissued patents would protect or benefit us
or give us adequate protection from competing petsldFor example, issued patents may be circumgtlentehallenged and declared invalic
unenforceable. We also cannot be certain that sthi#irnot develop effective competing technologiestheir own.
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Failure to manage our distribution channel relatiorships could impede our future growth

The future growth of our business will depend myé&apart on our ability to manage our relationshygis current and future distributors a
sales representatives, develop additional charfioetse distribution and sale of our products arahage these relationships. As we execut
indirect sales strategy, we must manage the patergnflicts that may arise with our direct saléferts. For example, conflicts with a
distributor may arise when a customer begins pwiolgedirectly from us rather than through the distior. The inability to successfully
execute or manage a multi-channel sales stratagyg aopede our future growth. In addition, relasbips with our distributors often involve
the use of price protection and inventory retught$. This often requires a significant amountadés managemesttime and system resourt
to manage properly.

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

In order to ensure availability of our products $ome of our largest customers, we start the maturfag of our products in advance of
receiving purchase orders based on forecasts g these customers. However, these forecaststdepresent binding purchase
commitments and we do not recognize sales for thesghucts until they are shipped to the customsraAesult, we incur inventory and
manufacturing costs in advance of anticipated s&8esause demand for our products may not mategiainanufacturing based on forecasts
subjects us to increased risks of high inventoryy@gg costs, increased obsolescence and increassrdting costs. These inventory risks are
exacerbated when our customers purchase indirgctiygh contract manufacturers or hold componersritory levels greater than their
consumption rate because this causes us to haveis#isility regarding the accumulated levels oféntory for such customers. A resulting
write-off of unusable or excess inventories wouldexsely affect our operating results.

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

Our products are complex and may contain errorsicpéarly when first introduced or as new versi@me released. Our new products are
increasingly being designed in more complex preeesgich further increases the risk of errors. Al primarily on our in-house testing
personnel to design test operations and procedoidstect any errors prior to delivery of our protuto our customers. Because our products
are manufactured by third parties, should probleotsir in the operation or performance of our ICs,may experience delays in meeting key
introduction dates or scheduled delivery datesurocostomers. These errors also could cause ustio significant re-engineering costs, divert
the attention of our engineering personnel fromproduct development efforts and cause significastomer relations and business repute
problems. Any defects could require product reptaest or recall or we could be obligated to acceptpct returns. Any of the foregoing
could impose substantial costs and harm our busines

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

As part of our growth and product diversificatidrategy, we continue to evaluate opportunitiesciguére other businesses, intellectual
property or technologies that would complementaurent offerings, expand the breadth of our marketenhance our technical capabilities.
The acquisitions that we have made and may malteeifuture 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 arodiucts;

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

* Need for financial resources above our plannedsiment levels;

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

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

« Risks associated with the transfer of licensestefliectual property;

* Increased operating costs due to acquired overhead;

e  Taxissues associated with acquisitions;

« Acquisition-related disputes, including disputegmogarn-outs and escrows;

« Potential loss of key employees of the acquiredpamy; and

e Potential impairment of related goodwill and intdolg assets.

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

Our customers require our products to undergo a legthy and expensive qualification process without anassurance of product sales

Prior to purchasing our products, our customergireghat our products undergo an extensive qealtifbn process, which involves testing
of the products in the customer’s system as weligasous reliability testing. This qualificatiomqress may continue for six months or longer.
However, qualification of a product by a customeeslnot ensure any sales of the product to thadmes. Even after successful qualification
and sales of a product to a customer, a subsegemsion to the IC or software, changes in the I@anufacturing process or the selection of a
new supplier by us may require a new qualificapoocess, which may result in delays and in us hgléixcess or obsolete inventory. After our
products are qualified, it can take an additiorahsonths or more before the customer commencasmwelproduction of components or
devices that incorporate our products. Despitectiuegertainties, we devote substantial resourcekiding design, engineering, sales,
marketing and management efforts, toward qualifiogproducts with customers in anticipation oesalf we are unsuccessful or delayed in
qualifying any of our products with a customer,fstéailure or delay would preclude or delay saleswfh product to the customer, which may
impede our growth and cause our business to suffer.
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We have increased our international activities sigificantly and plan to continue such efforts, whichsubjects us to additional business
risks including increased logistical and financiakomplexity, political instability and currency fluctuations

We have established additional international subs&s and have opened additional offices in iradamal markets to expand our
international activities in Europe and Asia. Thashincluded the establishment of a headquarte3migapore for non-U.S. operations. The
percentage of our revenues derived from custoroeeged outside of the United States was 86% duhi@gine months ended October 2, 2(
We may not be able to maintain or increase int@nat market demand for our products. Our intepredl operations are subject to a number
of risks, including:

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

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

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

e Longer sales cycles;

«  Greater difficulty in accounts receivable colleatiand longer collection periods;

«  High levels of distributor inventory subject tog@iprotection and rights of return to us;

e Political and economic instability;

e Greater difficulty in hiring and retaining qualifi¢echnical sales and applications engineers aminégtrative personnel; and

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

To date, all of our sales to international custaveard purchases of components from internatiorggll®rs have been denominated in
U.S. dollars. As a result, an increase in the valube U.S. dollar relative to foreign currenceesilld make our products more expensive for
international customers to purchase, thus rendenimgroducts less competitive.

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

We do not have our own wafer fab manufacturinglitees. Therefore, we rely on third-party vendasgtanufacture the ICs we design. We
also currently rely on Asian thirparty assembly subcontractors to assemble and gadhka silicon chips provided by the wafers for insénal
products. Additionally, we rely on these offshovbeontractors for a substantial portion of theitgstequirements of our products prior to
shipping. We expect utilization of third-party sobtractors to continue in the future.

The cyclical nature of the semiconductor industiyets wide fluctuations in available capacity atdkparty vendors. On occasion, we have
been unable to adequately respond to unexpectegbaises in customer demand due to capacity cortstemid, therefore, were unable to ber
from this incremental demand. We may be unablétaio adequate foundry, assembly or test capawity bur third-party subcontractors to
meet our customers’ delivery requirements evereifatequately forecast customer demand.
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There are significant risks associated with relyomghese third-party foundries and subcontractoct,ding:
e Failure by us, our customers or their end custorntegsialify a selected supplier;
«  Potential insolvency of the third-party subcontoast
* Reduced control over delivery schedules and quality
*  Limited warranties on wafers or products supplieds;
« Potential increases in prices or payments in advéorccapacity;
* Increased need for international-based supplystmgi and financial management;
«  Their inability to supply or support new or chargimackaging technologies; and
* Low test yields.

We typically do not have long-term supply contragith our third-party vendors which obligate thender to perform services and supply
products to us for a specific period, in specifi@ntities, and at specific prices. Our third-pdoiyndry, assembly and test subcontractors
typically do not guarantee that adequate capaditypes available to us within the time requiredni@et demand for our products. In the event
that these vendors fail to meet our demand for exratreason, we expect that it would take up tenbaths to transition performance of these
services to new providers. Such a transition mag e¢quire qualification of the new providers by oustomers or their end customers.

Since our inception, most of the silicon waferstfoe products that we have shipped were manufateiteer by Taiwan Semiconductor
Manufacturing Co. (TSMC) or its affiliates. Our taimers typically complete their own qualificatioropess. If we fail to properly balance
customer demand across the existing semiconduwtboication facilities that we utilize or are regadrby our foundry partners to increase, or
otherwise change the number of fab lines that wigeifor our production, we might not be able tdfifl demand for our products and may
need to divert our engineering resources away fiem product development initiatives to supportfdieline transition, which would
adversely affect our operating results.

Our products incorporate technology licensed fromhird parties

We incorporate technology (including software) fised from third parties in our products. We cowddshbjected to claims of infringement
regardless of our lack of involvement in the depetent of the licensed technology. Although a tipiadity licensor is typically obligated to
indemnify us if the licensed technology infringasanother party’s intellectual property rights, siredemnification is typically limited in
amount and may be worthless if the licensor becanmsedvent. Se&ignificant litigation over intellectual property our industry may cause
to become involved in costly and lengthy litigatieiich could seriously harm our busineBarthermore, any failure of third party technology

to perform properly would adversely affect saleswf products incorporating such technology.
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Our inability to manage growth could materially and adversely affect our business

Our past growth has placed, and any future grodwttuboperations will continue to place, a sigrafit strain on our management
personnel, systems and resources. We anticipatevéhaill need to implement a variety of new andjtgzled sales, operational and financial
enterprise-wide systems, information technologyaistiructure, procedures and controls, includingrfgrovement of our accounting and other
internal management systems to manage this gravathmeintain compliance with regulatory guidelinies)uding Sarbanes-Oxley Act
requirements. To the extent our business growsinbeimal management systems and processes willtodenprove to ensure that we remain
in compliance. We also expect that we will needdntinue to expand, train, manage and motivatenaukforce. All of these endeavors will
require substantial management effort, and we igatie that we will require additional managemenspenel and internal processes to manage
these efforts and to plan for the succession fiam to time of certain persons who have been keyagament and technical personnel. If we
are unable to effectively manage our expandingajloperations, including our international headtprarin Singapore, our business could be
materially and adversely affected.

We are subject to risks relating to product concerrrgation

We derive a substantial portion of our revenuemfeolimited number of products, and we expect tipesducts to continue to account fc
large percentage of our revenues in the near omtinued market acceptance of these productseiefore, critical to our future success. In
addition, substantially all of our products that nseve sold include technology related to one oramdrour issued U.S. patents. If these patents
are found to be invalid or unenforceable, our caitgrs could introduce competitive products thatildareduce both the volume and price per
unit of our products. Our business, operating tesfihancial condition and cash flows could therefbe adversely affected by:

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

«  Failure of our products to achieve continued magkeeptance;

e Competitive products;

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

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

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

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

or otherwise not satisfy their obligations to ug, @ould be materially harmed.
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We depend on our key personnel to manage our busise effectively in a rapidly changing market, and ifve are unable to retain our
current personnel and hire additional personnel, ouability to develop and successfully market our poducts could be harmed

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

Any dispositions we make could harm our financial endition

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

«  Diversion of management'’s time and attention framanre business;
- Difficulties separating the divested business;
* Risks to relations with customers who previouslychased products from our disposed product lines;
« Reduced leverage with suppliers due to reducedeggtg volume;
* Risks related to employee relations;
* Risks associated with the transfer and licensinigteflectual property;
»  Security risks and other liabilities related to ttensition services provided in connection with thsposition;
« Taxissues associated with dispositions; and
« Disposition-related disputes, including disputesrazarn-outs and escrows.
Our stock price may be volatile

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

e Actual or anticipated fluctuations in our operatiegults;
« Changes in financial estimates by securities atafysour failure to perform in line with such esdtes;
«  Changes in market valuations of other technologgmanies, particularly semiconductor companies;
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« Announcements by us or our competitors of signifidechnical innovations, acquisitions, strategiderships, joint ventures or
capital commitments;

« Introduction of technologies or product enhancemmémit reduce the need for our products;
e Theloss 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 connectivith acquisitions;

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

«  Departures of key personnel; and

e The required expensing of stock awards.

The stock market has experienced extreme volatiidy often has been unrelated to the performahparticular companies. These market
fluctuations may cause our stock price to fall rdigss of our performance.

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

Most of TSMC's foundries and several of our assgnalold test subcontractors’ sites are located iwd@aiand most of our other foundry,
assembly and test subcontractors are located iRah#ic Rim region. In addition, many of our custrs are located in the Pacific Rim region.
The risk of earthquakes in Taiwan and the Pacifio FRegion is significant due to the proximity of jpaearthquake fault lines in the area.
Earthquakes, fire, flooding, lack of water or othatural disasters, an epidemic, political unrest;, labor strikes or work stoppages in
countries where our semiconductor manufacturesgrablers and test subcontractors are locatedy likelld result in the disruption of our
foundry, assembly or test capacity. There can bassarance that alternate capacity could be olat@indavorable terms, if at all.

A natural disaster, epidemic, labor strike, wapolitical unrest where our customers’ facilitieg dvcated would likely reduce our sales to
such customers. North Korea’'s geopolitical maneingsrhave created unrest. Such unrest could ceeatgomic uncertainty or instability,
could escalate to war or otherwise adversely aBecith Korea and our South Korean customers antteegur sales to such customers, which
would materially and adversely affect our operatiegults. In addition, a significant portion of thesembly and testing of our products occurs
in South Korea. Any disruption resulting from thesents could also cause significant delays inrshigts of our products until we are able to
shift our manufacturing, assembling or testing frttva affected subcontractor to another third-peaetydor.
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The semiconductor manufacturing process is highlyamplex and, from time to time, manufacturing yieldsmay fall below our
expectations, which could result in our inability b satisfy demand for our products in a timely manneand may decrease our gross
margins due to higher unit costs

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

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

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

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

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

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

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

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

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

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

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

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

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

« Arequirement that a supermajority vote be obtaiioegimend or repeal certain provisions of our fiestie of incorporation.

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

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

The semiconductor industry is highly cyclical asctharacterized by constant and rapid technologlwahge, rapid product obsolescence
and price erosion, evolving standards, short prolifeccycles and wide fluctuations in product slyppnd demand. The industry has
experienced significant fluctuations, often conadaith, or in anticipation of, maturing productctss and new product introductions of both
semiconductor companies’ and their customers’ prtedand fluctuations in general economic conditi®eteriorating general worldwide
economic conditions, including reduced economiovéigt concerns about credit and inflation, incred€nergy costs, decreased consumer
confidence, reduced corporate profits, decreaseddipg and similar adverse business conditions)dvwmake it very difficult for our
customers, our vendors, and us to accurately fetecal plan future business activities and coulsed).S. and foreign businesses to slow
spending on our products. We cannot predict thengrstrength, or duration of any economic slowdawmconomic recovery. If the economy
or markets in which we operate deteriorate, ouirass, financial condition, and results of operatiosould likely be materially and adversely
affected.

Downturns have been characterized by diminishedymbdemand, production overcapacity, high inventevels and accelerated erosion
of average selling prices. In the recent past, @liebe the semiconductor industry suffered a downtlue in large part to adverse conditions in
the global credit and financial markets, includdiginished liquidity and credit availability, des in consumer confidence, declines in
economic growth, increased unemployment rates andrgl uncertainty regarding the economy. Such ¢tlawa may have a material adverse
effect on our business and operating results.
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Upturns have been characterized by increased praéncand and production capacity constraints cddayencreased competition for
access to third-party foundry, assembly and tgsacity. We are dependent on the availability ofhscapacity to manufacture, assemble and
test our ICs. None of our third-party foundry, asbé or test subcontractors have provided assusathed adequate capacity will be available
to us.

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

We may experience substantial period-to-periodtiations in future operating results due to thesieroof our average selling prices. We
have reduced the average unit price of our prodod@sticipation of or in response to competitiveeing pressures, new product introductions
by us or our competitors and other factors. If weewmnable to offset any such reductions in ouragyeiselling prices by increasing our sales
volumes, increasing our sales content per appbicati reducing production costs, our gross margintsrevenues will suffer. To maintain our
gross margin percentage, we will need to develapimtnoduce new products and product enhancemendstionely basis and continually
reduce our costs. Our failure to do so could causgevenues and gross margin percentage to decline

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

The markets for semiconductors in general, andniged-signal ICs in particular, are intensely cotitpe. We expect that the market for
our products will continually evolve and will belgect to rapid technological change. In additiahwe target and supply products to nume
markets and applications, we face competition feoralatively large number of competitors. We corapeith Analog Devices, Atmel,
Broadcom, Conexant, Cypress, Epson, Freescale,laxtiq, LS|, Maxim Integrated Products, MicrochipXP Semiconductors, Renesas,
Sony Semiconductor, SEricsson, STMicroelectronics, Texas Instrumentstkém International, Zarlink Semiconductor and osh&Ve expec
to face competition in the future from our curreampetitors, other manufacturers and designersrmafconductors, and start-up semiconductor
design companies. As the markets for communicapooducts grow, we also may face competition freewlitional communications device
companies. These companies may enter the mixedisgmiconductor market by introducing their ow:s I8 by entering into strategic
relationships with or acquiring other existing pa®rs of semiconductor products. In addition, lacgemnpanies may restructure their operations
to create separate companies or may acquire newdsses that are focused on providing the typgsarfucts we produce or acquire our
customers.

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

Generally, our products comprise only a part oéeick. All components of such devices must unifgrodmply with industry standards in
order to operate efficiently together. We depend¢@mpanies that provide other components of thécde\to support prevailing industry
standards. Many of these companies are signifigéantlier and more influential in affecting industtandards than we are. Some industry
standards may not be widely adopted or implememtéfdrmly, and competing standards may emergerttegt be preferred by our customers
or end users. If larger companies do not suppersime industry standards that we do, or if comgetiandards emerge, market acceptance of
our products could be adversely affected which @diarm our business.
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Products for certain applications are based onsirgdistandards that are continually evolving. Chilitg to compete in the future will
depend on our ability to identify and ensure coanpdie with these evolving industry standards. Thergance of new industry standards could
render our products incompatible with products tigwed by other suppliers. As a result, we coulddepiired to invest significant time and
effort and to incur significant expense to redegign products to ensure compliance with relevaamiddrds. If our products are not in
compliance with prevailing industry standards faignificant period of time, we could miss oppoiti@s to achieve crucial design wins.

Our pursuit of necessary technological advancesnegyire substantial time and expense. We may egubcessful in developing or using
new technologies or in developing new productsrodpct enhancements that achieve market acceptémee.ICs fail to achieve market
acceptance, our growth prospects, operating reasnttscompetitive position could be adversely aéfdct
Item 2. Unregistered Sales of Equity Securities ahUse of Proceeds

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

The following table summarizes repurchases of oammaon stock during the three months ended Octok2010:

Total Number of Approximate
Shares Purchased Dollar Value of
as Part of Shares that May
Average Price Publicly Yet Be Purchased
Total Number of Paid per Announced Plans Under the Plans
Period Shares Purchased Share or Programs or Programs
July 4, 201(- July 31, 201( — 3 — — 3 150,000,00
August 1, 201(- August 28, 201( 287,28¢ $ 39.1¢ 287,28¢ $ 138,749,77
August 29, 201« October 2, 201! 783,90! $ 36.6¢ 783,90 $ 110,000,01
Total 1,071,19- $ 37.3¢ 1,071,19.

In July 2010, our Board of Directors authorizedragpam to repurchase up to $150 million of our canmtock through 2011. The
program allows for repurchases to be made in tles oparket or in private transactions, includingctinred or accelerated transactions, subject
to applicable legal requirements and market cooti
Item 3. Defaults Upon Senior Securities
Not applicable
Item 5. Other Information

Not applicable
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Iltem 6. Exhibits

The following exhibits are filed as part of thipoet:

Exhibit
Number
2.1* Agreement and Plan of Reorganization, dated Jun2@B, by and among Silicon Laboratories Incingwerger
Sub, Inc., Integration Associates Incorporated @hdreholder Representative Services, LLC (fileBxdsbit 2.1 to the
Form &K filed June 25, 2008
3.1* Form of Fourth Amended and Restated Certificateodrporation of Silicon Laboratories Inc. (filed Bxhibit 3.1 to the
Registrant’s Registration Statement on Form S-t{8&es and Exchange Commission File No. 333-938t “IPO
Registration Stateme”)).
3.2% Second Amended and Restated Bylaws of Silicon Latbdes Inc (filed as Exhibit 3.2 to the Regist’s Annual Report o
Form 1(-K for the fiscal year ended January 3, 20I
4.1* Specimen certificate for shares of common stod&dfas Exhibit 4.1 to the IPO Registration Statetn:
31.1 Certification of the Principal Executive Officers eequired by Section 302 of the Sarbi-Oxley Act of 2002
31.2 Certification of the Principal Financial Officers aequired by Section 302 of the Sarbi-Oxley Act of 2002
32.1 Certification as required by Section 906 of theb@ae-Oxley Act of 2002
101.INS** XBRL Instance Documer
101.SCH** XBRL Taxonomy Extension Schema Docum
101.CAL** XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.LAB** XBRL Taxonomy Extension Label Linkbase Docum
101.PRE** XBRL Taxonomy Extension Presentation Linkbase Doent
101.DEF** XBRL Taxonomy Extension Definition Linkbase Docunh

* Incorporated herein by reference to the indiddtkng.

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

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

SILICON LABORATORIES INC.

October 28, 201 /s/ Necip Sayine
Date Necip Sayine
President anc
Chief Executive Office
(Principal Executive Officer

October 28, 201 /s/ William G. Bock
Date William G. Bock
Senior Vice President ar
Chief Financial Officel
(Principal Financial Officer)
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Exhibit 31.1

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

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

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

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

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

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

b) Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataece with generally accepted accounting princjples

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

d) Disclosed in this report any change in the regittsainternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant’s internal control over fina¢eporting; and

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

reporting, to the registrant’s auditors and theitae@mmittee of registrant’s board of directors parsons fulfilling the equivalent
functions):

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

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

Date: October 28, 2010

/s/ Necip Sayine

Necip Sayine

President anc

Chief Executive Officer
(Principal Executive Officer)




Exhibit 31.2

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

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

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

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

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

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

b) Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataece with generally accepted accounting princjples

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

d) Disclosed in this report any change in the regittsainternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant’s internal control over fina¢eporting; and

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

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

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

Date: October 28, 2010

/s/ William G. Bock

William G. Bock

Senior Vice President and
Chief Financial Officer
(Principal Financial Officer)




Exhibit 32.1
Certification of Chief Executive Officer and Chieihancial Officer

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

(i) the accompanying Quarterly Report on Form6f the Company for the fiscal quarter ended Oat@) 2010 as filed with the
Securities and Exchange Commission (the “Repdutlyy complies with the requirements of Sectiond)3¢r Section 15(d), as applicable, of
Securities Exchange Act of 1934; and

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

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

Date: October 28, 2010

/s/ Necip Sayine

Necip Sayine
President anc
Chief Executive Officer

/s/ William G. Bock

William G. Bock
Senior Vice President and
Chief Financial Officer




