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Cautionary Statement

Except for the historical financial informati@ontained herein, the matters discussed in gqi®rt on Form 10-Q (as well as documents
incorporated herein by reference) may be considéfauvard-looking” statements within the meaning $&ction 27A of the Securities Act of
1933, as amended, and Section 21E of the Secufitieisange Act of 1934, as amended. Such forwarkidg statements include
declarations regarding the intent, belief or curtexpectations of Silicon Laboratories Inc. andntanagement and may be signified by the
words “expects,” “anticipates,” “intends,” “believae” or similar language. You are cautioned that auch forward-looking statements are
not guarantees of future performance and involveimber of risks and uncertainties. Actual resatiald differ materially from those
indicated by such forward-looking statements. Bexthat could cause or contribute to such diffeesiinclude those discussed under “Risk
Factor<” and elsewhere in this report. Silicon Laboratesidisclaims any intention or obligation to updateevise any forward-looking
statements, whether as a result of new informafigaye events or otherwise.
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Part I. Financial Information
Item 1. Financial Statements

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

(Unaudited)
September 29 December 30
2007 2006
Assets

Current asset:

Cash and cash equivalel $ 151,55« $ 68,18¢

Shor-term investment 486,02: 318,10«

Accounts receivable, net of allowance for doub#fttounts of $573 at September 29, 2007 anc

$421 at December 30, 20 56,692 36,657

Inventories 24,18z 22,01¢

Deferred income taxe 6,642 12,11¢

Prepaid expenses and other current a: 27,14¢ 12,944

Current assets of discontinued operations 33,68(
Total current assets 752,24 503,70
Property, equipment and software, 28,70( 34,07(
Goodwill 65,51¢ 65,68(
Other intangible assets, r 17,08¢ 20,271
Other assets, n 28,42( 24,52¢
Non-current assets of discontinued operations — 38,73¢
Total assets $ 891,97! $ 686,99¢

Liabilities and Stockholders’ Equity

Current liabilities:

Accounts payabl $ 35,227 $ 26,43¢

Accrued expense 15,83¢ 23,051

Deferred income on shipments to distribut 24,28¢ 20,56¢

Income taxe: 957 15,06:

Current liabilities of discontinued operations 2,47¢ 16,50z
Total current liabilities 78,78 101,62:
Long-term obligations and other liabiliti¢ 44,67¢ 15,641
Non-current liabilities of discontinued operations 1,05C
Total liabilities 123,46: 118,31
Commitments and contingenci
Stockholder' equity:

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

Common stock—$0.0001 par value; 250,000 share®dri; 55,129 and 54,802 shares issued

and outstanding at September 29, 2007 and Dece3b@006, respective 6 5

Additional paic-in capital 389,96( 373,65t

Retained earnings 378,54 195,02:
Total stockholders’ equity 768,50¢ 568,68
Total liabilities and stockholders’ equity $ 891,97! $ 686,99¢

The accompanying notes are an integral part ofé@sndensed Consolidated Financial Statements.
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Silicon Laboratories Inc.
Condensed Consolidated Statements of Income
(In thousands, except per share data)
(Unaudited)

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

Net income

Basic earnings per sha
Income from continuing operatiol
Net income

Diluted earnings per shar
Income from continuing operatiol
Net income

Weightec-average common sharoutstanding
Basic
Diluted

Three Months Ended

Nine Months Ended

September 29 September 30 September 29 September 30
2007 2006 2007 2006
$ 87,93t $ 72,95¢ $ 237,34¢ % 213,54
34,98¢ 25,88( 93,65¢ 71,44¢
52,952 47,07¢ 143,691 142,09t
20,84¢ 23,007 67,79¢ 66,69=
21,69¢ 24,21( 67,267 67,763
— — 2,60C
42,537 47,217 135,06: 137,05¢
10,41F (141) 8,62¢ 5,037
7,13¢€ 3,52¢ 18,00¢< 10,352
(129) (236) (527) (636)
(214) 53 (384) 344
17,20¢ 3,201 25,72( 15,097
(416) 412 1,95C 4,105
17,62¢ 2,78¢ 23,77( 10,99z
2,81C 1,94t 159,75( 14,94:
$ 20,43¢ $ 4,734 $ 18352( $ 25,93t
$ 032 $ 0.0 $ 043 $ 0.20
$ 037 $ 0.08 $ 3.3 $ 0.47
$ 031 $ 0.0c $ 042 $ 0.19
$ 036 $ 0.08 $ 325 $ 0.45
55,21¢% 55,72¢ 54,99¢ 55,557
56,767 57,151 56,481 57,56¢

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

(Unaudited)
Nine Months Ended
September 29 September 30
2007 2006
Operating Activities
Net income $ 183,52( $ 25,93¢
Adjustments to reconcile net income to cash praVicle operating activities
Income from discontinued operatic (159,750 (14,947)
Depreciation and amortization of property, equiptreerd softwar¢ 8,42¢ 10,391
Loss on disposal of property, equipment and sof 248 563
Amortization of other intangible assets and otlesete 3,64C 3,39¢
Stock compensation exper 28,92¢ 23,262
In-process research and developn — 2,60C
Additional income tax benefit from employee st-based award 2,06¢ 11,811
Excess income tax benefit from employee s-based award (1,499 (6,637)
Changes in operating assets and liabilii
Accounts receivabl (20,03¢€) 3,487
Inventories (2,11¢) (12,317)
Prepaid expenses and other as 5,952 (9,312)
Accounts payabl 2,431 5,42C
Accrued expense (12,08¢) 9,177
Deferred income on shipments to distribut 3,72C 9,32C
Deferred income taxe 1,131 (3,708)
Income taxes (44,11¢) (4,64¢)
Net cash provided by operating activities of coumtiig operations 460 53,80¢
Investing Activities
Purchases of shterm investment (444,63%) (296,907)
Sales and maturities of sh-term investment 276,71¢ 252,91%
Purchases of property, equipment and softy (3,409) (17,510
Proceeds from sales of ass 270,75( 1,57C
Purchases of other ass (6,691) (3,59¢)
Acquisition of businesses, net of cash acquired — (16,019)
Net cash provided by (used in) investing activibégsontinuing operations 92,731 (79,54¢)
Financing Activities
Proceeds from Employee Stock Purchase 1,39¢ 1,22¢
Proceeds from exercises of stock opti 13,361 28,691
Excess income tax benefit from employee s-based award 1,49¢ 6,637
Repurchases of common stc (46,599) (35,39¢)
Payments on debt — (774)
Net cash provided by (used in) financing activitégontinuing operations (30,340) 392
Discontinued Operations
Operating activitie: 3,80C 19,61¢
Investing activities (1,654) (15,34¢)
Financing activities 18,36¢ 5,32C
Net cash provided by discontinued operations 20,51¢ 9,59C
Increase (decrease) in cash and cash equiv: 83,36¢ (15,760)
Cash and cash equivalents at beginning of period 68,18¢ 100,50«
Cash and cash equivalents at end of period $ 151,55 $ 84,74
Supplemental Disclosure of Cash Flow Information
Interest paid $ 683 $ 521
Income taxes paid $ 4299C $ 8,08¢
Supplemental Disclosure of No-Cash Activity:
Proceeds from the sale of assets held in escrow $ 14,25C $ —
Receivable for sale of property, equipment andisk $ — $ 691

The accompanying notes are an integral part ofé@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 Consolidia

The condensed consolidated financial statesriantuded herein are unaudited; however, theyatoratll normal recurring accruals and
adjustments which, in the opinion of managememtn@cessary to present fairly the condensed calased financial position of Silicon
Laboratories Inc. and its subsidiaries (collectiy¢he “Company”at September 29, 2007 and December 30, 2006, titensed consolidat
results of its operations for the three and ninatim®ended September 29, 2007 and September 38, &8 the condensed consolidated
statements of cash flows for the nine months eisgdember 29, 2007 and September 30, 2006. Aldampany balances and transactions
have been eliminated. The condensed consolidasedts of operations for the three and nine moetited September 29, 2007 are not
necessarily indicative of the results to be expktte the full year.

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

Reclassification:

A portion of the Company’s sales are madegtridutors under agreements allowing for pricetgection. The Company defers revenue
and the related costs on such sales until theldistrs sell the product to the end customer. Thmpany has reclassified estimated credits
for price protection in prior periods to conformtke current year presentation. Accordingly, tlienPany has reclassified estimated credits
for price protection in its condensed consolidaedement of cash flows for the nine months endgre®nber 30, 2006, which affected cash
flows as follows (in thousands):

September 30
2006
Accounts receivable $ (2,360)
Accrued expense 6,612
Deferred income on shipments to distribut (4,252)

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




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

Comprehensive Income

Comprehensive income consists of net incondena unrealized gains (losses) on available-fte-sawestments. There were no
significant differences between net income and getmnsive income during any of the periods presente

Recent Accounting Pronounceme

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

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

2. Discontinued Operation

On February 8, 2007, the Company enteredarfiale and Purchase Agreement (“Purchase Agre8maumtsuant to which it sold its
Aero® transceiver, AeroFONE™ single-chip phone padier amplifier product lines (the “Aero productds”) to NXP B.V. and NXP
Semiconductors France SAS (collectively “NXP”) 285 million in cash, including $14.3 million haldescrow, with additional earn-out
potential of up to an aggregate of $65 million othex next three years. The sale was completedancive3, 2007.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statemen{Continued)
(Unaudited)

The financial results of the sold product $ifr&ve been presented as discontinued operatidhs gondensed consolidated financial
statements. As a result, the footnote disclostiage also been revised to exclude amounts relatdgebtdiscontinued operations. The
following summarizes results from the discontinogérations (in thousands, except per share data):

Three Months Ended Nine Months Ended
September 29 September 30 September 29 September 30
2007 2006 2007 2006

Revenues $ 118 $ 42,582 $ 43,282 $ 140,04(
Costs of revenues and operating expenses (68) 38,217 41,107 118,59«

186 4,367 2,177 21,44¢
Gain on sale of discontinued operations 92 — 222,51t —
Income from discontinued operations before incoaxes 278 4,367 224,69: 21,44¢
Provision (benefit) for income taxes (2,532) 2,422 64,942 6,50¢
Income from discontinued operations, net of incaaxes $ 2,81C $ 1,94 $ 159,75( $ 14,943
Income from discontinued operations per commones|
Basic $ 0.05 $ 0.03 $ 291 $ 0.27
Diluted $ 0.05 $ 0.03 $ 283 % 0.26
Weightec-average common sharoutstanding
Basic 55,21¢ 55,72¢ 54,99¢ 55,557
Diluted 56,76 57,151 56,481 57,56¢€

In the three months ended September 29, 208TCompany recognized $2.5 million in tax benefiated to its discontinued operations
due primarily to the closure of open tax years.ribmthe nine months ended September 29, 200TC ¢imepany made a $40.0 million
estimated tax payment due to the gain on the $als Aero products and received $18.3 million floe exercise of stock options from
employees who were hired by NXP associated witts#ie of the Aero products. Current liabilitiesdigcontinued operations consisted of
$2.5 million of accrued expenses at September @%7.2 The Company expects to record an additiodal fillion gain on such sale of
discontinued operations during the three montheemkecember 29, 2007 related to the settlemergrtdia liabilities associated with the <
of its Aero products.




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

Continuing Involvement

In connection with the closing of the sales @ompany entered into certain ancillary agreemeittsNXP, including a Transition Services
Agreement (“TSA”) and an Intellectual Property Lise Agreement (“IPLA”). Through the TSA, the Compaubleased certain premises to
NXP and provided various temporary support seryisash as IT support services. Such services prergded for approximately six mont
from the closing date and are no longer being jpiexti The fees for these services were generaliivaignt to the Company’s cost. The
TSA fees were approximately $1.9 million and $3i8iom for the three and nine months ended Septer@Be2007, respectively. Through
the IPLA, the Company granted NXP a license wilpeet to retained intellectual property and NXPitgd a license to the Company with
respect to transferred intellectual property. Hesvethese croseense agreements do not involve the receipt gmget of any royalties ar
therefore are not considered to be a componerdrgfruiing involvement.

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

3. Earnings Per Share

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

Three Months Ended Nine Months Ended
September 29 September 30 September 29 September 30
2007 2006 2007 2006

Income from continuing operations $ 17,62¢ $ 2,78¢ $ 23,77C $ 10,992
Shares used in computing baearnings per sha 55,21t 55,72t 54,99¢ 55,557
Effect of dilutive securities

Stock options and awards 1,552 1,42¢€ 1,48E 2,00¢

Shares used in computing diluted earnings per share 56,767 57,151 56,481 57,56¢
Income from continuing operatiol

Basic earnings per she $ 032 $ 0.05 $ 043 $ 0.2C

Diluted earnings per sha $ 0.31 $ 0.05 $ 042 $ 0.1¢




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

Approximately 3.6 million, 4.9 million, 4.2 ttion and 3.9 million weighted-average dilutive potial shares of common stock have been
excluded from the earnings per share calculatiothi® three months ended September 29, 2007 andrSlegr 30, 2006, and for the nine
months ended September 29, 2007 and Septembe@@®, r2spectively, as they are anti-dilutive. Twenpany issued 1.8 million shares of
common stock during the nine months ended SepteBhe?007. Approximately 0.2 million shares welightveld by the Company during
the nine month period to satisfy employee tax @tians for the vesting of certain stock grants maaiger the Company’s 2000 Stock
Incentive Plan. The Company repurchased 1.5 mibiisares during the nine months ended Septemb@0R9,as part of previously
announced share repurchase programs.

4. Balance Sheet Details
Inventories

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

September 29 December 30
2007 2006
Work in progress $ 21,37¢ $ 16,332
Finished goods 2,80¢€ 5,684
$ 24,182 $ 22,01¢

Long-term obligations and other liabilities

Long-term obligations and other liabilities (exdlugl discontinued operations) consist of the follogv{in thousands):

September 29 December 30
2007 2006
Unrecognized tax benefits $ 32,22 $ —
Other 12,45¢ 15,641
$ 44,67¢ $ 15,641

5. Stock-Based Compensation and Share Repurchaseogram
Stock-Based Compensation

The Company has two stock-based compensaims the 2000 Stock Incentive Plan and the Emgl@&teck Purchase Plan (the
“Purchase Plan”). Effective January 1, 2006, tbenany adopted FASB SFAS 123 (revised 2004), “SBased Payment”, (SFAS 123R)

using the modified-prospective-transition method.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statemen{Continued)
(Unaudited)

Accounting for Stock Compensati

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

Nine Months Ended

September 29 September 30
2007 2006
2000 Stock Incentive Pla
Expected volatility 48.1% 60.8%
Risk-free interest rate ¢ 4.7% 4.9%
Expected term (in year 4.9 5.0
Dividend yield — —
Employee Stock Purchase Pl
Expected volatility 36.7% 49.7%
Risk-free interest rate ¢ 4.9% 4.9%
Expected term (in month 14.5 9.0

Dividend yield — —

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

Three Months Ended Nine Months Ended
September 29 September 30 September 29 September 30
2007 2006 2007 2006
Cost of revenues $ 414 $ 265 $ 1,09¢ $ 726
Research and developmt 3,472 3,362 12,921 9,464
Selling, general and administrative 4,651 3,763 14,90¢ 13,072
$ 8,537 $ 7,39C $ 28,92¢ $ 23,262

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

The Company recorded an additional $5.5 nmilkd stock compensation expense in “Income froroatiinued operations, net of income
taxes” during the three months ended March 31, 20@dnnection with modifications of equity gramtsemployees who were hired by NXP
associated with the sale of the Aero product links.of the closing date of the sale, the Compaglkerated the vesting of 0.5 million shares
of options and awards, and extended the exercrsedpaf 0.9 million shares of options through Det®mn31, 2007. Further, the Company
cancelled 0.3 million shares of unvested optiorsamards related to the terminated employees. ellwere no significant modifications
made to any other stock grants during any of thimge presented.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statemen{Continued)
(Unaudited)

The Company had approximately $91.4 millioriatél unrecognized compensation costs relatetbttk ®ptions and RSUs at September
29, 2007 that are expected to be recognized owsighted-average period of 2.1 years.

Share Repurchase Program

In July 2007, the Company’s Board of Directauhorized a program to repurchase up to $400omidf the Company’s common stock
from time to time over a 24-month period. The pemg allows for repurchases to be made in the opskehor in private transactions,
including structured or accelerated transactiomisjext to applicable legal requirements and mac&atitions. The Company’previous $10
million share repurchase program expired in Ju§y720The Company repurchased 1.5 million shareslghdillion shares of its common
stock for $51.2 million and $40.0 million duringethine months ended September 29, 2007 and Sept8ME2006, respectively.

6. Commitments and Contingencies
Securities Litigation

On December 6, 2001, a class action complaintiolations of U.S. federal securities laws viiéed in the United States District Court for
the Southern District of New York against the Compdour officers individually and the three inveint banking firms who served as
representatives of the underwriters in connectigh the Company’s initial public offering of commatock. The Consolidated Amended
Complaint alleges that the registration statemadt@ospectus for the Company’s initial public offg did not disclose that (1) the
underwriters solicited and received additional,essive and undisclosed commissions from certaiesitors, and (2) the underwriters had
agreed to allocate shares of the offering in exghdor a commitment from the customers to purclaasktional shares in the aftermarket at
pre-determined higher prices. The action seeksadasiin an unspecified amount and is being coaetinaith approximately 300 other
nearly identical actions filed against other conipsn A court order dated October 9, 2002 dismisgigfibut prejudice the four officers of the
Company who had been named individually. On Falyru8, 2003, the District Court denied the motiordismiss the complaint against the
Company. On December 5, 2006, the Second Ciragited a decision by the District Court grantirasslcertification in six “focus” cases,
which are intended to serve as test cases. Thuifffaselected these six cases, which do nouitkelthe Company. On April 6, 2007, the
Second Circuit denied a petition for rehearingdfiby plaintiffs, but noted that plaintiffs couldkathe District Court to certify more narrow
classes than those that were rejected.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statemen{Continued)
(Unaudited)

Prior to the Second Circuit’s decision, thar(any had approved a settlement agreement anddelgteements which set forth the terms
of a settlement between the Company, the purpgitedtiff class and the vast majority of the othgproximately 300 issuer defendants.
These agreements were submitted to the DistricttGouapproval. In light of the Second Circuitiojon, the parties agreed that the
settlement cannot be approved because the defatbehsent class, like the litigation class, carmtertified. On June 22, 2007, the
plaintiffs and the issuers agreed to a stipulatégmminating the proposed settlement, subject tat@aproval. The District Court approved
stipulation terminating the settlement on JuneZ2®7. On August 14, 2007, the plaintiffs filed arded complaints in the six focus cases.
The amended complaints against the focus caseassswiude a number of changes, such as chandhe ttefinition of the purported class of
investors, and the elimination of the individuafetelants as defendants. On September 27, 200(|aindiffs filed a motion for class
certification in the six focus cases. If the ptdis are successful in obtaining class certificafithey are expected to amend the complaint
against the Company and the other non-focus cagerisin the same manner that they amended thd@iotspgainst the focus case issuers
and to seek certification of a class in each sasec The Company cannot predict whether it wilhble to renegotiate a settlement that
complies with the Second Circuit's mandate.

The Company is unable to estimate or pretiefpotential damages that might be awarded asult oéghis litigation, whether such
damages would be greater than the Company’s inseremverage, or whether the outcome would havetarimbimpact on the Company’s
results of operations or financial position.

Patent and Copyright Infringement Litigatit

On December 14, 2006, Analog Devices, Inc.al8g Devices), a Massachusetts corporation, filldvauit against the Company, in the
United States District Court in the District of Mashusetts, alleging infringement of United St&atents Nos. 7,075,329, 6,262,600,
6,525,566, 6,903,578 and 6,873,065, and copyrigtingement of certain Analog Devices datashe@mr.January 31, 2007, the Company
filed its answer to Analog Devices’ complaint, iliah the Company denied infringement and assen@idAnalog Devices’ patents are
invalid. The Company also filed counterclaims inieh it alleged that Analog Devices has engageathfiair competition under both state and
federal law. The District Court has scheduleda ttate in May 2008. The lawsuit relates to ttenpany’s Si843x and Si844x family of
digital isolator products and alleges that theimfement was and continues to be willful. At ttilse, the Company cannot estimate the
outcome of this matter or resulting financial imiptcit, if any.

On September 17, 2007, the Company filed alétvagainst Analog Devices in the United Statesriot Court for the Eastern District of
Texas, Marshall Division, alleging infringementldfited States Patent No. 7,171,542. This patdéata®to the Company’s proprietary
technology for a reconfigurable processor systén.October 9, 2007, the Company amended the comyptafurther allege infringement of
U.S. Patents Nos. 6,137,372, 7,209,061, and 7,%99,6he patents relate to the Company’s propsdtohnology for radio frequency
transceivers. In the lawsuit, the Company requaasisjunction against further infringement andpawt of actual damages, interest and
costs. At this time, the Company cannot estintfageoutcome of this matter or resulting financiapaut to it, if any.

Other

The Company is involved in various other lggalceedings that have arisen in the normal caafrbesiness. While the ultimate results of
these matters cannot be predicted with certaihtyCGompany does not expect them to have a masehvalrse effect on the consolidated
financial position or results of operations.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statemen{Continued)
(Unaudited)

Operating Leases

In March 2006, the Company entered into arraipey lease agreement and a related participatipeement (collectively, the “leasddy a
facility in Austin, Texas for its corporate headgees. During the term of the lease, the Compars/dn on-going option to purchase the
building for a total purchase price of approximat®4.3 million. Alternatively, the Company can sauhe property to be sold to third parties
provided it is not in default under the lease. Twnpany is contingently liable on a first dollas$dbasis for the guaranteed residual value
associated with this property in the event thattbiesale proceeds are less than the original dedeost of the facility up to approximately
$35.3 million.

Discontinued Operations Indemnificati

In connection with the sale of the Aero pradines, the Company agreed to indemnify NXP weéhbpect to (a) liabilities for breach of the
Company’s representations and warranties in theHase Agreement, (b) liabilities for breach of @@mpany’s covenants or agreements
pursuant to the Purchase Agreement, (c) liabiltiethe Company that were not assumed by NXP antiafalities for certain tax matters.
With respect to breaches of representations anthniges, the Company’'maximum potential exposure is limited to $14.8iam (the amour
of cash proceeds held in escrow). There is noracttal limit on exposure with respect to the offahilities. As of September 29, 2007, the
Company had no material liabilities recorded urtlese indemnification obligations.

7. Income Taxes

The Company adopted FASB Interpretation (F4Bl) “Accounting for Uncertainty in Income Taxes'thé beginning of fiscal 2007. As a
result of the implementation of FIN 48, the Compaagognized no change in the liability for unreciegd tax benefits. As of the date of
adoption, the Company had $20.9 million of unrecogrh tax benefits, of which $20.1 million would edf the effective tax rate if
recognized. Also as of the date of adoption, i daemed reasonably possible that the Company wecddnize tax benefits in the amount
of $7.0 million in the next twelve months due te ttiosing of open tax years. The nature of theetiamty relates to deductions taken on
returns that had previously been examined by tipdicgble tax authority.

At September 29, 2007, the Company had $38l®mof unrecognized tax benefits, of which $3tn@lion would affect the effective tax
rate if recognized. During the nine months endegt&@nber 29, 2007, the Company had gross increa$d®9.3 million to its current year
unrecognized tax benefits, primarily related to¢arsequences associated with discontinued opesatim addition, during the nine months
ended September 29, 2007, the Company had grossades of $8.0 million to its unrecognized tax fieneelated to both the closure of an
income tax audit and the closure of open tax years.

The Company recognizes interest and penatlated to uncertain tax positions in the providimnincome taxes. As of the date of
adoption, the Company had accrued approximately $@llion of interest related to uncertain tax pimsis. During the nine months ended
September 29, 2007, the Company recognized appabeiyn$0.7 million of interest, net of tax, in thevision for income taxes. As of
September 29, 2007, the Company had accrued appately $3.4 million of interest related to uncerttix positions.

The tax years 2004 through 2006 remain op@xamnination by the major taxing jurisdictions thigh the Company is subject.
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Silicon Laboratories Inc.
Notes to Condensed Consolidated Financial Statemen{Continued)
(Unaudited)

8. Acquisition
Silembia

In May 2006, the Company completed its actjoisiof Silembia, a privately held company base&éannes, France. Silembia developed
semiconductor intellectual property for digital dwhnlation and channel decoding. The Company aedw@l of the outstanding capital stock
of Silembia in exchange for approximately $20.5lioml, which includes direct acquisition costs. $Dth consideration, $2.8 million was
withheld as security for breaches of representatamd warranties and certain other expressly eratetematters. The acquisition was
accounted for as a purchase business combinatiaeciordance with SFAS No. 141, “Business Combinati¢SFAS 141), and accordingly,
the results of Silembia’s operations are includethe Company’s consolidated results of operatimoma the date of the acquisition. Through
the acquisition, the Company acquired engineerkpgeise and reduced the time required to devedap technologies and products. These
factors contributed to a purchase price that waxaess of the fair value of the net assets aadjainel, as a result, the Company recorded
goodwill. None of the goodwill is deductible faxt purposes. The purchase price was allocatedllaw/§: goodwill—$9.9 million;
intangible assets—$9.5 million; IPR&D—%$2.6 millioand net tangible assets—$(1.5) million.

9. Headquarter Relocation Costs

In the third quarter of fiscal 2006, the Compaelocated most of its Austin, Texas employees mew corporate headquarters. In
accordance with SFAS 146, “Accounting for Costsotsated with Exit or Disposal Activities”, the Compy recorded a charge of $3.0
million related to vacating certain leased fa@hti consisting of the following:

*  $2.4 million for the present value of estimatetlire obligations for nogancelable lease payments (net of estimated sebieesme
and brokerage commissions related to subleasingaitegted facilities. In September 2006, the Comigantered into a sublease
agreement for the vacated leased facilities foréneaining lease period.

*  $0.6 million for impairment of leasehold impesaents and furniture and fixtures.

The charges were recorded in the “sellingegairand administrative” line of the condensed obidated statements of income. The
remaining accrual balance for the vacated faciliti@s $2.0 million as of September 29, 2007.

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

The following discussion and analysis of ficiahcondition and results of operations shouldréad in conjunction with the condensed
consolidated financial statements and related ntteseto included elsewhere in this report. Théedssion contains forward-looking
statements. Please see the “Cautionary Statensde and “Risk Factors” below for a discussiortloé uncertainties, risks and
assumptions associated with these statements fisgaf year-end financial reporting periods are 2-®r 53- week year ending on the
Saturday closest to December 31st. Fiscal 200ihaile 52 weeks. Our third quarter of fiscal 2@0ed September 29, 2007. Our third
quarter of fiscal 2006 ended September 30, 2006of Ahe quarterly periods reported in this quattereport on Form 10-Q had thirteen
weeks. Except as noted, financial results arefmtinuing operations. Our former Aero producieknare reported as discontinued
operations. The sale of these product lines claseMarch 23, 2007.
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Overview

We design and develop proprietary, analogasite2, mixed-signal integrated circuits (ICs) fdsraad range of applications. Mixed-signal
ICs are electronic components that convert realdvamalog signals, such as sound and radio wamesdigital signals that electronic
products can process. Therefore, mixed-signabl€<ritical components in a broad range of aptina in a variety of markets, including
communications, consumer, industrial, automotivedital and power management. Our major customehsde 2Wire, Compal, LG
Electronics, LSI, Motorola, Panasonic, Philips, &agSamsung and Thomson.

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

Our product set addresses a variety of br@egdb mixed-signal applications. Our expertisenm@g-intensive, high-performance, mixed-
signal ICs enables us to develop highly differdrtiasolutions that address multiple markets. Vegrour products into the following
categories:

e |SOmodem® embedded modems;
*  Broadcast products, which include our broadcasbrashers and transmitters, satellite set-top lemeivers and satellite radio tuner;

*  Voice over IP products (VolP), which include ounBLIC® subscriber line interface circuits and vodieect access arrangement
(DAA);

*  Microcontrollers;
¢ Timing products, which include our any-rate cloghgcision clock & data recovery ICs and oscillator
e  Power products, which include our isolators, cursemsors and Power over Ethernet controller; and

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

Through acquisitions and internal developnaffarts, we have continued to diversify our pradoertfolio and introduce next generation
ICs with added functionality and further integratioln 2006, we introduced a family of highly intated FM transmitters, a family of digital
isolator products, a Power over Ethernet contr@lied we expanded our microcontroller portfolio wile addition of new USB
microcontrollers, Embedded Ethernet solutions afataly of highly-integrated microcontrollers desefl specifically for automotive
electronics. In the first nine months of 2007, imteoduced a fully integrated AM/FM radio receivardual ProSLIC for VoIP equipment,
families of jitter-attenuating any-rate clock mpltérs and oscillators, single-chip FM radio tragisers, single-chip AC current sensors and
we further expanded our small form factor familynaitrocontrollers. We plan to continue to introdymoducts that increase the content we
provide for existing applications, thereby enablirsgto serve markets we do not currently addredseapanding our total available market
opportunity.
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We had no customers that accounted for mane 1#9% of our revenues during the nine months eSdgdember 29, 2007. In addition to
direct sales to customers, some of our end cusomechase products indirectly from us throughrithigtors and contract manufacturers. An
end customer purchasing through a contract manufactypically instructs such contract manufactaoeobtain our products and incorporate
such products with other components for sale b santract manufacturer to the end customer. Ailghowe actually sell the products to,
and are paid by, the distributors and contract rfzaturers, we refer to such end customer as odowwes. Two of our distributors, Edom
Technology and Avnet, represented 38% and 10% ofemenues during the nine months ended Septenth@0D7, respectively. There
were no other distributors or contract manufactitieat accounted for more than 10% of our reveduesg the nine months ended
September 29, 2007.

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

The sales cycle for the test and evaluatiomunfiCs can be as long as 12 months or more. délitianal three to six months or more are
usually required before a customer ships a sigmitizolume of devices that incorporate our ICs.e Buthis lengthy sales cycle, we typically
experience a significant delay between incurrirsgagch and development and selling, general anéthadrative expenses, and the
corresponding sales. Consequently, if sales inqaiayter do not occur when expected, expenseswardtory levels could be
disproportionately high, and our operating residtghat quarter and, potentially, future quartemild be adversely affected. Moreover, the
amount of time between initial research and devalm and commercialization of a product, if evan be substantially longer than the sales
cycle for the product. Accordingly, if we incurtsiantial research and development costs withotgldping a commercially successful
product, our operating results, as well as our gnqwospects, could be adversely affected.

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

Discontinued Operation

On February 8, 2007, we entered into a SalePamchase Agreement pursuant to which we sold\etww transceiver, AeroFONE single-
chip phone and power amplifier product lines to NiP$285 million in cash, with additional earn-ggtential of up to an aggregate of $65
million over the next three years. The sale waspeted on March 23, 2007. The results of openatiaf the sold product lines have been
presented as discontinued operations.
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Results of Operations
The following describes the line items settan our condensed consolidated statements ofrieco

Revenues. Revenues are generated almost exclusively bg séleur ICs. We recognize revenue on sales wher the following
criteria are met: 1) there is persuasive evidehatan arrangement exists, 2) delivery of goodskasrred, 3) the sales price is fixed or
determinable, and 4) collectibility is reasonakdguared. Generally, we recognize revenue from potogshles direct to customers and contract
manufacturers upon shipment. Certain of our sakesmade to distributors under agreements allowartain rights of return and price
protection on products unsold by distributors. Adiagly, we defer the revenue and cost of revenusuzh sales until the distributors sell
product to the end customer. Our products typicadiry a one-year replacement warranty. Replangsreve been insignificant to date.
Our revenues are subject to variation from periogdriod due to the volume of shipments made wighjreriod and the prices we charge for
our products. The vast majority of our revenuesewegotiated at prices that reflect a discounhftbe list prices for our products. These
discounts are made for a variety of reasons, inmetd) to establish a relationship with a new oustr, 2) as an incentive for customers to
purchase products in larger volumes, 3) to propiadit margin to our distributors who resell oupgucts or 4) in response to competition.
addition, as a product matures, we expect thaaveeage selling price for such product will declches to the greater availability of compet
products. Our ability to increase revenues inftitere is dependent on increased demand for oabksthed products and our ability to ship
larger volumes of those products in response tb demand, as well as our ability to develop or &equew products and subsequently
achieve customer acceptance of newly introducedymts.

Cost of revenues. Cost of revenues includes the cost of purchdsinghed silicon wafers processed by independemdoies; costs
associated with assembly, test and shipping oftiposducts; costs of personnel and equipment agedoivith manufacturing support,
logistics and quality assurance; costs of softwayalties and amortization of purchased softwatigemintellectual property license costs, i
certain acquired intangible assets; an allocatetigmoof our occupancy costs; allocable deprecmtibtesting equipment and leasehold
improvements; and impairment charges related tmicemanufacturing equipment held for sale or abaed. Generally, we depreciate
equipment over four years on a straight-line basisleasehold improvements over the shorter oéstienated useful life or the applicable
lease term. Recently introduced products tendate ihnigher cost of revenues per unit due to ihjtial production volumes required by our
customers and higher costs associated with newagackariations. As production volumes for a pradincrease, unit production costs tend
to decrease as our yields improve and our semiatadfabricators, assemblers and test suppliereeelyreater economies of scale for that
product. Additionally, the cost of wafer procurathand assembly and test services, which are 8ignifcomponents of cost of goods sold,
vary cyclically with overall demand for semicondarst and our suppliers’ available capacity of suadpcts and services.

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

Selling, general and administrative. Selling, general and administrative expense stmgirimarily of personnel-related expenses,
including stock compensation, related allocablgiporof our occupancy costs, sales commissionsdependent sales representatives,
applications engineering support, professional,fdigsctors’ and officerdiability insurance, patent litigation legal feesserves for bad det
costs related to relocating our headquarters amh@tional and marketing expenses.
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In-process research and development. In-process research and development representgeddechnology resulting from business
combinations that has not achieved technologicaifglity and has no alternative future use. Thassts are expensed on the date of
acquisition.

Interest income. Interest income reflects interest earned on @eecash, cash equivalents and investment balances.

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

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

Provision (benefit) for income taxes. We accrue a provision (benefit) for domestic fordign income tax at the applicable statutorys
adjusted for non-deductible expenses (includingkstmmpensation), research and development tak€i @ interest income from tax-
exempt short-term investments.

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

Three Months Ended Nine Months Ended
September 29, September 30, September 29, September 30,
2007 2006 2007 2006

Revenue! 100.C% 100.C% 100.C% 100.C%
Cost of revenues 39.8 35.5 39.5 33.5
Gross profit 60.2 64.5 60.5 66.5
Operating expense

Research and developmt 23.7 31.t 28.6 31.2

Selling, general and administrati 24.7 33.2 28.3 31.7

In-process research and development — — — 1.2
Operating expenses 48.4 64.7 56.9 64.1
Operating income (los! 11.8 (0.2) 3.6 2.4
Other income (expense

Interest incom 8.1 4.8 7.6 4.8

Interest expens (0.2) (0.3) (0.2) (0.3)

Other income (expense), net (0.2) 0.1 (0.2) 0.1
Income from continuing operations before incometax 19.5 4.4 10.8 7.0
Provision (benefit) for income taxes (0.5) 0.6 0.8 1.9
Income from continuing operations 20.0 3.8 10.C 5.1
Income from discontinued operations, net of incaaxes 3.2 2.7 67.3 7.0
Net income 23.2% 6.5% 77.3% 12.1%
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Revenues

Three Months Ended Nine Months Ended
September 29 September 30 % September 29 September 30 %
(in millions) 2007 2006 Change Change 2007 2006 Change Change
Revenue: $ 87.9 % 73C $ 14.8 20.5% $ 237.:$ 213t $ 23.8 11.1%

The growth in the sales of our products fer itacent three and nine month periods was primdrilyen by increased revenues from our
broadcast and microcontroller products. Such dgnomds offset in part by a decline in revenues fmmmature and VolP products. Unit
volumes of our products increased compared tohtteetand nine months ended September 30, 2006.8%04ind 29.0%, respectively.
Average selling prices decreased during the samedseby 14.7% and 14.0%, respectively. As oudpois become more mature, we expect
to experience decreases in average selling pridasanticipate that newly announced higher prioedt generation products and product
extensions will offset these decreases to somesdegr

Gross Profit

Three Months Ended Nine Months Ended
September 29, September 30, % September 29, September 30, %
(in millions) 2007 2006 Change Change 2007 2006 Change Change
Gross profil $ 53.0 $ 471 $ 5.9 12.5% $ 143.7 $ 1421 $ 1.6 1.1%
Percent of
revenue 60.2% 64.5% 60.5% 66.5%

The decrease in gross profit as a percergvanue for the recent three and nine month peni@dsprimarily due to changes in product
mix. We may experience declines in the averagmgedrices of certain of our products. This dovard/pressure on gross profit as a
percentage of revenues may be offset to the ewtersire able to: 1) introduce higher margin new potsland gain market share with our |
or 2) achieve lower production costs from our wédemdries and third-party assembly and test sufbactors.

Research and Development

Three Months Ended Nine Months Ended
September 29 September 30 % September 29 September 30 %
(in millions) 2007 2006 Change Change 2007 2006 Change Change
Research and
developmen $ 20.8 $ 23C $ (2.2) (9.9)%$ 67.8 $ 66.7 $ 1.1 1.7%
Percent of
revenue 23.7% 31.5% 28.€% 31.2%

The decrease in research and development sgfenthe recent three month period was pringipdilie to (a) $1.3 million of reduced
occupancy and IT support costs, which were billeXP in connection with our transition servicesesgnent (which has now expired), and
(b) $0.8 million of reduced stock compensation atiger personnel-related expenses. The increasséarch and development expense for
the recent nine month period was principally duarnioncrease of $6.2 million for stock compensatiod other personnel-related expenses,
offset in part by (a) $2.7 million of reduced ocanpy and IT support costs, which were billed to NXRBonnection with our expired
transition services agreement, (b) decreased deficecof $1.8 million, and (c) decreased produétaduction costs of $0.6 million.

Significant recent development projects ineladfully integrated AM/FM radio receiver, a duab8LIC for VolP equipment, families of
jitter-attenuating any-rate clock multipliers and ostilta, single-chip FM radio transceivers, singhép AC current sensors and our expar
small form factor family of microcontrollers. Weapect that research and development expense wikase with revenue in absolute dollars
and may fluctuate as a percentage of revenuesodtlehges in sales and the timing of certain experitems related to new product
development initiatives, such as engineering maskveafer costs.
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Selling, General and Administrative

Three Months Ended Nine Months Ended
September 29 September 30 % September 29 September 30 %

(in millions) 2007 2006 Change Change 2007 2006 Change Change
Selling, general

and

administrative $ 217 $ 242 $ (2.5) (10.4) % $ 67.3 $ 67.8 $ (0.5 (0.7)%
Percent of

revenue 24.7% 33.2% 28.3% 31.7%

The decrease in selling, general and admatige expense for the recent three and nine maettlogs was principally due to (a) a $3.0
million charge related to relocating our corpottaé@adquarters in the three months ended Septemh20636, and (b) decreases of $0.6 mil
and $1.5 million, respectively, for sales commissio The decreases were offset in part by increzfs@g $0.5 million and $2.3 million,
respectively, for stock compensation and othergrarsl-related expenses, and (b) $0.5 million an8 #iillion, respectively, for
depreciation. Selling, general and administragixpense for the recent nine month period alsoatsflen increase of $1.0 million in legal fees
primarily related to litigation. We expect thatlsej, general and administrative expense will ilsee slightly in absolute dollars in future
periods.

| n-Process Research and Development

In-process research and development (IPR&Rjed to the acquisition of Silembia was $2.6 millfor the nine months ended September
30, 2006. There was no IPR&D for the three mostided September 30, 2006 or the three and ninehsientled September 29, 2007.

Interest Income

Three Months Ended Nine Months Ended
September 29, September 30, September 29, September 30,
(in millions) 2007 2006 Change 2007 2006 Change
Interest incom $ 71 3 35 $ 36 $ 18C $ 104 $ 7.6

The increases in interest income for the rettere and nine month periods were primarily dugréater cash and short-term investments
balances, and to a lesser extent, an increaséeieét rates of the underlying instruments.

Interest Expense

Interest expense was $0.1 million and $0.%anilfor the three and nine months ended Septe2®e2007, respectively. Interest expense
was $0.2 million and $0.6 million for the three aride months ended September 30, 2006, respectively

Other Income (Expense), Net

Other income (expense), for the three and miaeths ended September 29, 2007 was $(0.2) mélimh$(0.4) million, respectively, as
compared to $0.1 million and $0.3 million for thede and nine months ended September 30, 200@&ctesgy.
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Provision (Benefit) for Income Taxes

Three Months Ended Nine Months Ended
September 29, September 30, September 29, September 30,
(in millions) 2007 2006 Change 2007 2006 Change
Provision (benefit)
forincome taxe: $ 0.4) $ 04 $ 0.8) $ 20 $ 41 $ (2.1)
Effective tax rate (2.4)% 12.9% 7.6% 27.2%

The effective tax rate for the three monthdeshSeptember 29, 2007 was lower than the thre¢ghsmiended September 30, 2006 due to an
increase in the tax deductibility of stock compeiosaexpense as well as the current quarter resluct the liability for unrecognized tax
benefits due to the closure of open tax yearss ithpact was partially offset by a decrease inaheenefit realized on income earned by
foreign operations as well as a decrease in tharddole impact of tax exempt interest income in 2007

The effective tax rate for the nine monthsezh8eptember 29, 2007 was also lower than themarghs ended September 30, 2006 due to
the reduction of the liability for unrecognized taenefits due to the closure of open tax yearsedlsag an increase in the tax deductibility of
stock compensation expense. This impact was pamifiset by a decrease in the tax benefit realiaa income earned by foreign operations
as well as a decrease in the favorable impactxaéxampt interest income in 2007.

The effective tax rates for each of the peviptesented differ from the federal statutory cdt85% due to the amount of income earned in
foreign jurisdictions where the tax rate may bedowhan the federal statutory rate, tax exemptéstancome, the limited deductibility of
stock compensation expense and other permanert.itbaddition, for the three and nine month psiended September 29, 2007, the
effective tax rate differs from the federal statytmte of 35% as a result of the reduction oflihilgility for unrecognized tax benefits due to
the closure of open tax years.

Income from Discontinued Operations, Net of Incom&axes

Three Months Ended Nine Months Ended
September 29 September 30 September 29 September 30
(in millions) 2007 2006 Change 2007 2006 Change
Income from
discontinued
operations, net
of income taxe:  $ 28 $ 19 $ 09 $ 159.¢ $ 149 $ 144.¢

Revenues from our discontinued operationsHerthree and nine months ended September 29,26@7$0.1 million and $43.3 million,
respectively, as compared to $42.6 million and $24dillion for the three and nine months ended &mpier 30, 2006, respectively. Income
from our discontinued operations for the nine merghded September 29, 2007 included a gain oroE&(E55.2 million, net of related
income taxes. We expect to record an additional $2llion gain on such sale of discontinued operst during the three months ended
December 29, 2007 related to the settlement odicelibibilities associated with the sale of our @éproducts. See Note 2 for additional
information.

Business Outlook

We expect revenues in the fourth quartersfdi 2007 to be in the range of $93 to $97 milliGurthermore, we expect our diluted net
income per share to be in the range of $0.25 t»7$0.

Liquidity and Capital Resources

Our principal sources of liquidity as of Septeer 29, 2007 consisted of $637.6 million in castsh equivalents and short-term
investments. Our short-term investments consistauily of municipal bonds.
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Net cash provided by operating activities a5 million during the nine months ended Septen28e2007, compared to net cash
provided of $53.8 million during the nine monthgled September 30, 2006. Operating cash flows gitii@ nine months ended
September 29, 2007 reflect our net income of $188lkon, adjustments of $117.9 million for incorfrem discontinued operations,
depreciation, amortization and stock compensatiad,a net increase in the change of our operasisgteiand liabilities of $65.1 million.

Accounts receivable increased to $56.7 milabSeptember 29, 2007 from $36.7 million at Decen@®, 2006. The increase in accounts
receivable resulted primarily from non-linear shgmts during the three months ended September B9, 20ur average days sales
outstanding (DSO) increased to 58 days at SepteBthe2007 from 44 days at December 31, 2006.

Inventory increased to $24.2 million at Sepdten?29, 2007 from $22.0 million at December 30,&200ur inventory level is primarily
impacted by our need to make purchase commitmersspport forecasted demand and variations betfegeoasted and actual demand.
average days of inventory (DOI) was 68 days at&eber 29, 2007 and 63 days at December 31, 2006.

Also contributing to the use of cash in opeagctivities during the nine months ended Septmp, 2007 was a $40.0 million estimated
tax payment due to the gain on the sale of our Aeoduct lines.

Net cash provided by investing activities $82.7 million during the nine months ended Septer@Be2007, compared to net cash use
$79.5 million during the nine months ended Septer80e2006. The increase was principally due &hqaoceeds of $270.7 million from 1
sale of our Aero product lines (which excludes 3Million held in escrow) and a decrease of $16l0am used for business acquisitions,
offset by an increase of $123.9 million in net jases of short-term investments.

We anticipate capital expenditures of appratety $8 to $12 million for fiscal 2007. Additidihg as part of our growth strategy, we
expect to evaluate opportunities to invest in @ua® other businesses, intellectual property ohitelogies that would complement or exp.
our current offerings, expand the breadth of ourkeid or enhance our technical capabilities.

Net cash used in financing activities was 33fillion during the nine months ended Septembe2P97, compared to net cash provide
$0.4 million during the nine months ended Septen39e2006. The decrease was principally due tecasése of $15.3 million of proceeds
from the exercise of employee stock options antharease of $11.2 million for repurchases of ounown stock in the recent nine month
period. In July 2007, our board of directors autted a program to repurchase up to $400 millioowfcommon stock over a 24-month
period.

Net cash provided by discontinued operatioas $20.5 million during the nine months ended Sepe&r 29, 2007, compared to net cash
provided of $9.6 million during the nine months eddSeptember 30, 2006.

Our future capital requirements will dependnoany factors, including the rate of sales growthrket acceptance of our products, the
timing and extent of research and development praj@otential acquisitions of companies or tecbgials and the expansion of our sales and
marketing activities. We believe our existing casll short-term investment balances are suffit@mnieet our capital requirements through
at least the next 12 months, although we coulcehaired, or could elect, to seek additional funddngr to that time. We may enter into
acquisitions or strategic arrangements in the é&utuhich also could require us to seek additionaltgapr debt financing.
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Critical Accounting Policies and Estimates

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

Allowance for doubtful accounts- We evaluate the collectibility of our accountseiwable based on a combination of factors. In
circumstances where we are aware of a specifiomests inability to meet its financial obligatiots us, we record a specific allowance to
reduce the net receivable to the amount we reaohalieve will be collected. For all other custers, we recognize allowances for doubtful
accounts based on a variety of factors includirgatje of the receivable, the current business@mwvient and our historical experience. If
financial condition of our customers were to detezie or if economic conditions worsened, additi@iawances may be required in the
future.

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

Stock compensatien Prior to fiscal 2006, we accounted for stock-ldlase@mpensation plans under the recognition and uneasent
provisions of Accounting Principles Board (APB) @ipin No. 25. Effective January 1, 2006, we adopiedprovisions of SFAS 123R using
the modified-prospective-transition method. SFAR3R requires companies to recognize the fair-vafistock-based compensation
transactions in the statement of income. Theviaine of our stock-based awards is estimated addbeof grant using the Black-Scholes
option pricing model. The Black-Scholes valuatiahculation requires us to estimate key assumpsaoh as future stock price volatility,
expected terms, risk-free rates and dividend yi@gpected stock price volatility is based on iraglvolatility from traded options on our
stock in the marketplace and historical volatibfyour stock. The expected term of options gramgetkrived from an analysis of historical
exercises and remaining contractual life of stogkoms, and represents the period of time thabogtgranted are expected to be outstanding.
The risk-free rate is based on the U.S. Treaswalg yiurve in effect at the time of grant. We haeeer paid cash dividends, and do not
currently intend to pay cash dividends, and thuelessumed a 0% dividend yield. In addition, weeraguired to estimate the expected
forfeiture rate of our stock grants and only redngrihe expense for those shares expected to Wemir actual experience differs significar
from the assumptions used to compute our stockebem@mpensation cost, or if different assumptiorss ieen used, we may have recorded
too much or too little stockased compensation cost. We had approximately$8illion of total unrecognized compensation caostated tc
stock options and RSUs at September 29, 2007 thabagected to be recognized over a weighted-aggragod of 2.1 years. See Note 5 for
a further discussion on stock-based compensation.
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Impairment of goodwill and other long-lived assetsVe review long-lived assets which are held aretluscluding fixed assets and
purchased intangible assets, for impairment whenehanges in circumstances indicate that the gagrgmount of the assets may not be
recoverable. Such evaluations compare the cargpimgunt of an asset to future undiscounted net ftasis expected to be generated by the
asset over its expected useful life and are sicamifily impacted by estimates of future prices asmidmes for our products, capital needs,
economic trends and other factors which are inhisrdifficult to forecast. If the asset is congield to be impaired, we record an impairment
charge equal to the amount by which the carryidgevaf the asset exceeds its fair value determioyegither a quoted market price, if any, or
a value determined by utilizing a discounted césiv fechnique. Occasionally, we may hold certaisets for sale. In those cases, the assets
are reclassified on our balance sheet from longr-tercurrent, and the carrying value of such assetseviewed and adjusted each period
thereafter to the fair value less expected coselo

We test our goodwill for impairment annually @ the first day of our fourth fiscal quarter @ndnterim periods if certain events occur
indicating that the carrying value of goodwill mbg impaired. The goodwill impairment test is a 4step process. The first step of the
impairment analysis compares our fair value torairbook value. In determining fair value, the aodmg guidance allows for the use of
several valuation methodologies, although it stgtested market prices are the best evidence of#dire. If the fair value is less than the net
book value, the second step of the analysis coraghesimplied fair value of our goodwill to its cging amount. If the carrying amount of
goodwill exceeds its implied fair value, we recagnan impairment loss equal to that excess amount.

Income taxes— We are required to estimate income taxes in eattegfurisdictions in which we operate. This psE@volves estimatir
the actual current tax liability together with assiag temporary differences in recognition of ineoftoss) for tax and accounting purposes.
These differences result in deferred tax assetdialpitities, which are included in our consoliddtealance sheet. We then assess the
likelihood that the deferred tax assets will beokered from future taxable income and, to the extenbelieve that recovery is not likely, we
establish a valuation allowance against the deddee asset. Further, we operate within multipbértg jurisdictions and are subject to audit
in these jurisdictions. These audits can involemplex issues which may require an extended pefitiche to resolve and could result in
additional assessments of income tax. We belideguate provisions for income taxes have been ficaicgdl periods.

Recent Accounting Pronouncements

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

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

Our financial instruments include cash, caghivalents and short-term investments. Our mamstment objectives are the preservation
of investment capital and the maximization of aftet returns on our investment portfolio. Our nett income is sensitive to changes in the
general level of U.S. interest rates. Based orcash, cash equivalents and short-term investnahdéngs as of September 29, 2007, an
immediate 100 basis point decline in the yieldsioch instruments would decrease our annual interestne by approximately $6.4 million.
We believe that our investment policy is consergtboth in the duration of our investments andctteglit quality of the investments we hc

Available Information

Our internet website address is http://wwwlssl.com. Our annual report on Form 10-K, quartenhorts on Form 1@, current reports ¢
Form 8-K and amendments to those reports filediori$hed pursuant to Section 13(a) or 15(d) ofSkeurities Exchange Act of 1934 are
available through the investor relations page afioiernet website free of charge as soon as reddppracticable after we electronically file
such material with, or furnish it to, the Secustend Exchange Commission (SEC). Our internet ile2brd the information contained
therein or connected thereto are not intended iadmporated into this Quarterly Report on FormQ.0

ltem 3. Quantitative and Qualitative Disclosures Adout Market Risk

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

Iltem 4. Controls and Procedures

We have performed an evaluation under thersigien and with the participation of our managemércluding our Chief Executive
Officer (CEO) and Chief Financial Officer (CFO), thie effectiveness of our disclosure controls amtgdures, as defined in Rule 13a-15(e)
under the Securities Exchange Act of 1934 (the Brgk Act). Based on that evaluation, our managgnmatuding our CEO and CFO,
concluded that our disclosure controls and proesiurere effective as of September 29, 2007 to deordasonable assurance that
information required to be disclosed by us in thygorts filed or submitted by us under the Exchakefds recorded, processed, summarized
and reported within the time periods specifiechia 8EC’s rules and forms. There were no changesrimternal controls during the fiscal
guarter ended September 29, 2007 that materidigtai, or are reasonably likely to materially eff@ur internal controls over financial
reporting.
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Part Il. Other Information

Item 1. Legal Proceedings
Securities Litigation

On December 6, 2001, a class action complaintiolations of U.S. federal securities laws Viiéed in the United States District Court for
the Southern District of New York against us, fotiour officers individually and the three invesmé&anking firms who served as
representatives of the underwriters in connectigh wur initial public offering of common stock.h& Consolidated Amended Complaint
alleges that the registration statement and praspéar our initial public offering did not discleshat (1) the underwriters solicited and
received additional, excessive and undisclosed desioms from certain investors, and (2) the undiéerg had agreed to allocate shares
offering in exchange for a commitment from the oustrs to purchase additional shares in the aftdehat pre-determined higher prices.
The action seeks damages in an unspecified amadrisdeing coordinated with approximately 300 otearly identical actions filed agai
other companies. A court order dated October 922lismissed without prejudice our four officersottad been named individually. On
February 19, 2003, the District Court denied théiomoto dismiss the complaint against us. On Ddwer 5, 2006, the Second Circuit
vacated a decision by the District Court grantitags certification in six “focus” cases, which areended to serve as test cas€he plaintiffs
selected these six cases, which do not includedusApril 6, 2007, the Second Circuit denied atetifor rehearing filed by plaintiffs, but
noted that plaintiffs could ask the District Cotartcertify more narrow classes than those that wejezted.

Prior to the Second Circuit’s decision, we hpgroved a settlement agreement and related agregnvhich set forth the terms of a
settlement between us, the purported plaintiffcksd the vast majority of the other approxima8€lQ issuer defendants. These agreements
were submitted to the District Court for approvhi.light of the Second Circuit opinion, the pastiegreed that the settlement cannot be
approved because the defined settlement clasghiklitigation class, cannot be certified. Onel@2, 2007, the plaintiffs and the issuers
agreed to a stipulation terminating the propos¢iteseent, subject to court approval. The Dist@cturt approved the stipulation terminating
the settlement on June 25, 2007. On August 147,206@ plaintiffs filed amended complaints in tirefecus cases. The amended complaints
against the focus case issuers include a numhgrasfges, such as changes to the definition ofuhgopted class of investors, and the
elimination of the individual defendants as defartda On September 27, 2007, the plaintiffs filedation for class certification in the six
focus cases. If the plaintiffs are successfulitaming class certification, they are expectedrtend the complaint against us and the other
nonfocus case issuers in the same manner that theydeméhe complaints against the focus case issmerfo seek certification of a class
each such case. We cannot predict whether wéw/itible to renegotiate a settlement that compligstihe Second Circuit's mandate.

We are unable to estimate or predict the pistetlamages that might be awarded as a resufti®fitigation, whether such damages would
be greater than our insurance coverage, or whétbeyutcome would have a material impact on ourlteef operations or financial position.

Patent and Copyright Infringement Litigatit

On December 14, 2006, Analog Devices, Inc.aldg Devices), a Massachusetts corporation, filedvauit against us, in the United Ste
District Court in the District of Massachusettdeging infringement of United States Patents N¢&75,329, 6,262,600, 6,525,566, 6,903,578
and 6,873,065, and copyright infringement of carfanalog Devices datasheets. On January 31, 2087iled our answer to Analog
Devices’ complaint, in which we denied infringemantd asserted that Analog Devices’ patents ardithvil/e also filed counterclaims in
which we alleged that Analog Devices has engagethiair competition under both state and fedenal IZhe District Court has scheduled a
trial date in May 2008. The lawsuit relates to 8i843x and Si844x family of digital isolator prads and alleges that the infringement was
and continues to be willful. At this time, we cahestimate the outcome of this matter or resultingncial impact to us, if any.
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On September 17, 2007, we filed a lawsuitragjaiAnalog Devices in the United States Distrioti@ for the Eastern District of Texas,
Marshall Division, alleging infringement of Unité&tates Patent No. 7,171,542. This patent relateartproprietary technology for a
reconfigurable processor system. On October 97 208 amended the complaint to further allege mgfement of U.S. Patents Nos.
6,137,372, 7,209,061, and 7,199,650. The patefaterto our proprietary technology for radio freqay transceivers. In the lawsuit, we
request an injunction against further infringememd payment of actual damages, interest and céstdhis time, we cannot estimate the
outcome of this matter or resulting financial imjpiacus, if any.

Other

We are involved in various other legal prodegs that have arisen in the normal course of tassin While the ultimate results of these
matters cannot be predicted with certainty, we aftoexpect them to have a material adverse effeth@ronsolidated financial position or
results of operations.

Iltem 1A. Risk Factors

Risks Related to our Business

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

Although we have generally experienced revegroaith in our history, we may not be able to sinstlais growth. We may also experiet
significant period-to-period fluctuations in ouvemues and operating results in the future duentanaber of factors, and any such variations
may cause our stock price to fluctuate. In sonteréuperiod our revenues or operating results nealydbow the expectations of public market
analysts or investors. If this occurs, our stogkgomay drop, perhaps significantly.

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

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

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

* The time lag and realization rate between “desigrsand 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 guaiton of new products or product enhancements fis or our competitors or
other providers of ICs;

¢  Changes in product mix;

* The average selling prices for our products coutgppduddenly due to competitive offerings or coritpwet predatory pricing,
especially with respect to our mobile handset andem products;

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

* Changes in market standards;
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* Impairment charges related to inventory, equipneemther long-lived assets;

The software used in our products and providechbgparty software providers must meet the nedasipcustomers;

¢  Significant legal costs to defend our intellectpadperty rights or respond to claims against ud; an

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

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

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

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

¢  Changing requirements of customers;

* Accurate prediction of market and technical requieets;

¢ Timely completion and introduction of new designs;

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

* Timely qualification and certification of our ICerfuse in our customers’ products;
* Commercial acceptance and volume production optbducts into which our ICs will be incorporated,;
*  Availability of foundry, assembly and test capagity

¢ Achievement of high manufacturing yields;

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

*  Availability, quality, price and performance of cpating products and technologies;
*  Our customer service, application support cap&sliand responsiveness;

¢ Successful development of our relationships witisteng and potential customers;
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*  Changes in technology, industry standards or eedqu®ferences; and
*  Cooperation of third-party software providers amd semiconductor vendors to support our chips withsystem.

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

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

Our ICs are used as components in electranids in various markets. As a result, we havetdel and expect to continue to devote a
large amount of resources to develop products baseetw and emerging technologies and standartsvthée commercially introduced in
the future. Excluding discontinued operationseaesh and development expense during the nine memitled September 29, 2007 was
$67.8 million, or 28.6% of revenues. A numberarfje companies are actively involved in the develemt of these new technologies and
standards. Should any of these companies delalyardon their efforts to develop commercially az# products based on new
technologies and standards, our research and gewett efforts with respect to these technologiessdandards likely would have no
appreciable value. In addition, if we do not cotiyeanticipate new technologies and standard#,tbe products that we develop based on
these new technologies and standards fail to aehierket acceptance, our competitors may be kaditerto address market demand than we
would. Furthermore, if markets for these new tetbgies and standards develop later than we aatiipr do not develop at all, demand for
our products that are currently in development wauiffer, resulting in lower sales of these prodilean we currently anticipate.

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

The loss of any of our key customers, or aifigant reduction in sales to any one of them, ladaignificantly reduce our revenues and
adversely affect our business. During the ninetimanded September 29, 2007, our ten largestroessoaccounted for 35% of our reven
from continuing operations. Some of the marketfo products are dominated by a small numbeotéigial customers. Therefore, our
operating results in the foreseeable future wilitawe to depend on our ability to sell to thesmoh@nt customers, as well as the ability of
these customers to sell products that incorponaté® products. In the future, these customers deyde not to purchase our ICs at all,
purchase fewer ICs than they did in the past er #iftieir purchasing patterns, particularly because:

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

Substantially all of our sales to date have beedenta a purchase order basis, which permits odomess to cancel, change or
delay product purchase commitments with little omotice to us and without penalty;

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

Some of our customers have developed or acquitlipts that compete directly with products thestaruers purchase from us,
which could affect our customers’ purchasing deoisin the future.
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While we have been a significant supplier@$ used in many of our customers’ products, outocnisrs regularly evaluate alternative
sources of supply in order to diversify their su@pbase, which increases their negotiating leveraigh us and protects their ability to secure
these components. We believe that any expansionrafustomers’ supplier bases could have an agheffsct on the prices we are able to
charge and volume of product that we are ableltdseur customers, which would negatively affeatr revenues and operating results.

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

We have established additional internationhk#diaries and have opened additional officest@rnational markets to expand our
international activities in Europe and the Padiim region. This has included the establishmera béadquarters in Singapore for non-U.S.
operations. The percentage of our revenues frartimeong operations derived from customers locatetdide of the United States was 84%
in fiscal 2006. We may not be able to maintaimarease international market demand for our prtsdu®ur international operations are
subject to a number of risks, including:

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

*  Protectionist laws and business practices thatrflao@l competition in some countries;
¢ Difficulties related to the protection of our inttual property rights in some countries;

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

*  Longer sales cycles;

*  Greater difficulty in accounts receivable colleatiand longer collection periods;

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

* Political and economic instability;

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

* The need to have business and operations systainsatih meet the needs of our international busimed®perating structure.
To date, all of our sales to internationalton®ers and purchases of components from interretsppliers have been denominated in
U.S. dollars. As aresult, an increase in theevalthe U.S. dollar relative to foreign currenadesild make our products more expensive for
our international customers to purchase, thus mmgleur products less competitive.
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Failure to manage our distribution channel relatiorships could impede our future growth

The future growth of our business will depémthrge part on our ability to manage our relasioips with current and future distributors
and sales representatives, develop additional etsifor the distribution and sale of our producatd enanage these relationships. As we
execute our indirect sales strategy, we must mathegpotential conflicts that may arise with ouedt sales efforts. For example, conflicts
with a distributor may arise when a customer beginmshasing directly from us rather than throughdrstributor. The inability to
successfully execute or manage a multi-channes stitategy could impede our future growth. In &ddj relationships with our distributors
often involve the use of price protection and irteey return rights. This often requires a sigrafit amount of sales management’s time and
system resources to manage properly.

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

In order to ensure availability of our produfitr some of our largest customers, we start theufacturing of our products in advance of
receiving purchase orders based on forecasts iy these customers. However, these forecaststdepresent binding purchase
commitments and we do not recognize sales for thesucts until they are shipped to the custonfer a result, we incur inventory and
manufacturing costs in advance of anticipated saBexause demand for our products may not matejahanufacturing based on forecasts
subjects us to increased risks of high inventoryyirag costs, increased obsolescence and incregmdting costs. These inventory risks are
exacerbated when our customers purchase inditbrtygh contract manufacturers or hold componerdritory levels greater than their
consumption rate because this causes us to haveiddsility regarding the accumulated levels oféntory for such customers. A resulting
write-off of unusable or excess inventories wouddexsely affect our operating results.

We are subject to credit risks related to our acconts receivable

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

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

Our products are complex and may contain gymarticularly when first introduced or as newsiens are released. Our new products are
increasingly being designed in more complex praeeséhich further increases the risk of errors. réhg primarily on our in-house testing
personnel to design test operations and procedmigstect any errors prior to delivery of our protuto our customers. Because our proc
are manufactured by third parties, should probleotsir in the operation or performance of our ICs,may experience delays in meeting key
introduction dates or scheduled delivery dateaurocastomers. These errors also could causeinsuosignificant re-engineering costs,
divert the attention of our engineering personnainf our product development efforts and cause figmt customer relations and business
reputation problems. Any defects could requiredpm replacement or recall or we could be obligéategiccept product returns. Any of the
foregoing could impose substantial costs and hambosiness.
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Product liability claims may be asserted wéhpect to our products. Our products are typicald at prices that are significantly lower
than the cost of the end-products into which theyiacorporated. A defect or failure in our protloculd cause failure in our customer’s end-
product, so we could face claims for damages tteatisproportionately higher than the revenuespanfits we receive from the products
involved. Furthermore, product liability risks grarticularly significant with respect to medicaldeautomotive applications because of the
risk of serious harm to users of these productserd can be no assurance that any insurance wéainaivill sufficiently protect us from any
such claims.

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

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

* Cease selling products that use the challengellieictigal property;

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

* Redesign those products that use infringing intaliel property; or

*  Pursue legal remedies with third parties to enfatceindemnification rights, which may not adeqafeotect our interests.
Our customers require our products to undergo a legthy and expensive qualification process without anassurance of product sales

Prior to purchasing our products, our cust@mequire that our products undergo an extensiedifipation process, which involves testing
of the products in the customer’s system as waligggous reliability testing. This qualificatiggrocess may continue for six months or
longer. However, qualification of a product bywstomer does not ensure any sales of the proddtcataustomer. Even after successful
qualification and sales of a product to a custoraesybsequent revision to the IC or software, chamythe IC$ manufacturing process or 1
selection of a new supplier by us may require a gealification process, which may result in delays in us holding excess or obsolete
inventory. After our products are qualified, incike an additional six months or more beforectitomer commences volume productiol
components or devices that incorporate our produdespite these uncertainties, we devote subatastources, including design,
engineering, sales, marketing and management&ftoward qualifying our products with customersiticipation of sales. If we are
unsuccessful or delayed in qualifying any of owdurcts with a customer, such failure or delay waarketlude or delay sales of such product
to the customer, which may impede our growth anseaur business to suffer.
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We rely on third parties to manufacture, assemblead test our products and the failure to successfyllmanage our relationships with
our manufacturers and subcontractors would negativly impact our ability to sell our products

We do not have our own wafer fab manufactufawijities. Therefore, we rely principally on otierd-party vendor, Taiwan
Semiconductor Manufacturing Co. (TSMC), to manufeethe ICs we design. We also currently rely @mA third-party assembly
subcontractors, principally Advanced SemiconduEtagineering (ASE), to assemble and package tteosilkchips provided by the wafers for
use in final products. Additionally, we rely oretfe offshore subcontractors for a substantial grodf the testing requirements of our
products prior to shipping. We expect utilizatwirthird-party subcontractors to continue in theufa.

The cyclical nature of the semiconductor indudrives wide fluctuations in available capaa@tythird-party vendors. On occasion, we
have been unable to adequately respond to unexpiecteases in customer demand due to capacityreants and, therefore, were unable to
benefit from this incremental demand. We may bablsto obtain adequate foundry, assembly or sgsiaty from our third-party
subcontractors to meet our customers’ deliveryirequents even if we adequately forecast customerade.

There are significant risks associated withing on these third-party foundries and subcontna: including:
*  Failure by us, our customers or their end custorteegsialify a selected supplier;
¢  Potential insolvency of the third-party subcontoast
* Reduced control over delivery schedules and quality
* Limited warranties on wafers or products supplzdsg;
* Potential increases in prices or payments in advéwrccapacity;
* Increased need for international-based supplystmgi and financial management;
* Their inability to supply or support new or chargyipackaging technologies; and
* Low testyields.

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

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

We incorporate technology (including softwdregnsed from third parties in our products. Véeld be subjected to claims of
infringement regardless of our lack of involveminthe development of the licensed technology.hédigh a third party licensor is typically
obligated to indemnify us if the licensed technglagfringes on another party’s intellectual propeights, such indemnification is typically
limited in amount and may be worthless if the le@nbecomes insolvent. See “Significant litigatawer intellectual property in our industry
may cause us to become involved in costly and kenlifigation which could seriously harm our busiaé Furthermore, any failure of third
party technology to perform properly would adveysaffect sales of our products incorporating swathihology.

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

Our past growth has placed, and any futurevtiref our operations will continue to place, angfigant strain on our management
personnel, systems and resources. We anticipatevthwill need to implement a variety of new apdnaded sales, operational and financial
enterprise-wide systems, information technologyaisifructure, procedures and controls, includingrtiprovement of our accounting and
other internal management systems to manage thvgtlgrand maintain compliance with regulatory guites, including Sarbanes-Oxley Act
requirements. In April 2007, we implemented a glanterprise resource planning (ERP) system to ii@improve our planning and
management processes. We have experienced, ancomi@yue to experience, challenges in implemerttiegnew ERP system and other
related systems that could adversely affect ouinless by disrupting our ability to timely and actety process and report key componen
our financial position, affecting our ability tomplete the evaluation of our internal control offeancial reporting and attestation activities
pursuant to Section 404 of the Sarbanes-Oxley A2002 or disrupting our ability to process certaamsactions necessary for our
operations. To the extent our business growsinte@mal management systems and processes willtogatprove to ensure that we remait
compliance. We also expect that we will need tatiooie to expand, train, manage and motivate oukfoce. All of these endeavors will
require substantial management effort, and we ipatie that we will require additional managementspenel and internal processes to
manage these efforts and to plan for the succefsiontime to time of certain persons who have bemnmanagement and technical
personnel. If we are unable to effectively managieexpanding global operations, including ourrn&tional headquarters in Singapore, our
business could be materially and adversely affected

We are subject to risks relating to product concemttion and lack of revenue diversification
We derive a substantial portion of our revexiiem a limited number of products, and we expeese products to continue to account for

a large percentage of our revenues in the near t&€omtinued market acceptance of these prodctberefore, critical to our future success.
In addition, substantially all of our products tat have sold include technology related to onmaore of our issued U.S. patents. If these
patents are found to be invalid or unenforceahle competitors could introduce competitive produbeg could reduce both the volume and
price per unit of our products. Our business, afpeg results, financial condition and cash flowsld therefore be adversely affected by:

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

*  Failure of our products to achieve continued maakeeptance;

* Animproved version of our products being offergdalbcompetitor;

* Technological standard or change that we are uriatdddress with our products;

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

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

We believe our future success will depenchige part upon our ability to attract and retaghhy skilled managerial, engineering, sales
and marketing personnel. We believe that our &ufrccess will be dependent on retaining the ses\a€ our key personnel, developing their
successors and certain internal processes to reduceliance on specific individuals, and on pripeanaging the transition of key roles
when they occur. There is currently a shortaggualified personnel with significant experiencahe design, development, manufacturing,
marketing and sales of analog and mixed-signal I@sarticular, there is a shortage of enginedrs are familiar with the intricacies of the
design and manufacturability of analog elementd,@mpetition for such personnel is intense. QGayrtechnical personnel represent a
significant asset and serve as the primary sowceur technological and product innovations. Way/mot be successful in attracting and
retaining sufficient numbers of technical persortnedupport our anticipated growth. The loss of ahour key employees or the inability to
attract or retain qualified personnel both in theateld States and internationally, including engigesales, applications and marketing
personnel, could delay the development and intribolnof, and negatively impact our ability to selyr products.

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

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

Problems integrating the acquired operations, telcdgnes or products with our existing business prodiucts;
¢ Diversion of management’s time and attention fram aore business;

* Need for financial resources above our plannedsiment levels;

¢ Difficulties in retaining business relationshipsiwsuppliers and customers of the acquired company;

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

* Risks associated with the transfer of licensesi@liectual property;

* Tax issues associated with acquisitions;

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

* Potential loss of key employees of the acquiredpamg; and

¢  Potential impairment of related goodwill and intdohg assets.

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

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

¢ Diversion of management’s time and attention fram aore business;

¢ Difficulties separating the divested business;

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

* Reduced leverage with suppliers due to reduceceggtg volume;

* Risks related to employee relations;

* Risks associated with the transfer and licensingteflectual property;

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

¢ Disposition-related disputes, including disputesra@arn-outs and escrows.
Our stock price may be volatile

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

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

¢ Announcements by us or our competitors of signifidechnical innovations, acquisitions, strategicperships, joint ventures or
capital commitments;

* Introduction of technologies or product enhancem#mit reduce the need for our products;
* The loss of, or decrease in sales to, one or meyeustomers;

* Alarge sale of stock by a significant shareholder;

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

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

*  Departures of key personnel; and

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

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

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

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

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

Our products rely on our proprietary techngloand we expect that future technological advancade by us will be critical to sustain
market acceptance of our products. Therefore, eliev® that the protection of our intellectual pedy rights is and will continue to be
important to the success of our business. Wealg combination of patent, copyright, trademard tiade secret laws and restrictions on
disclosure to protect our intellectual propertyhtgy We also enter into confidentiality or liceraggeements with our employees, consultants,
intellectual property providers and business pastrend control access to and distribution of aounentation and other proprietary
information. Despite these efforts, unauthorizadips may attempt to copy or otherwise obtainas®lour proprietary technology.
Monitoring unauthorized use of our technology iiclilt, and we cannot be certain that the stepsenee taken will prevent unauthorized use
of our technology, particularly in foreign coungiehere the laws may not protect our proprietagits as fully as in the United States. We
cannot be certain that patents will be issuedrasalt of our pending applications nor can we igagethat any issued patents would protect
or benefit us or give us adequate protection frompeting products. For example, issued patentsheaajrcumvented or challenged and
declared invalid or unenforceable. We also cabeatertain that others will not develop effectieenpeting technologies on their own.
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The semiconductor manufacturing process is highlyamplex and, from time to time, manufacturing yieldsmay fall below our
expectations, which could result in our inability b satisfy demand for our products in a timely manne

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

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

Our products are currently used by our custerteproduce modems, telephony equipment, mohbitelbets, networking equipment and a
broad range of other devices. We rely on our custs to provide hardware, software, intellectualpgrty indemnification and other
technical support for the products supplied byaustomers. If our customers do not provide thaired functionality or if our customers do
not provide satisfactory support for their produtiie demand for these devices that incorporatgmducts may diminish or we may
otherwise be materially adversely affected. Arguion in the demand for these devices would §ganitly reduce our revenues.

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

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

We believe that our existing cash, cash edgita and investments will be sufficient to meet working capital needs, capital
expenditures, investment requirements and commisrfenat least the next 12 months. However, [iidssible that we may need to raise
additional funds to finance our activities or teifiéate acquisitions of other businesses, produntsllectual property or technologies. We
believe we could raise these funds, if neededgebing equity or debt securities to the public @stlected investors. In addition, even though
we may not need additional funds, we may still elesell additional equity or debt securities btain credit facilities for other reasons.
However, we may not be able to obtain additionatition favorable terms, or at all. If we decideaise additional funds by issuing equity
convertible debt securities, the ownership perga#af existing shareholders would be reduced.

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

Some of our current and potential competit@ge longer operating histories, significantly geeaesources and name recognition and a
larger base of customers than we have. As a rélsafte competitors may have greater credibilitywur existing and potential customers.
They also may be able to adopt more aggressivangnolicies and devote greater resources to theldpment, promotion and sale of their
products than we can to ours. In addition, somauofcurrent and potential competitors have alressigblished supplier or joint developm
relationships with the decision makers at our auroe potential customers. These competitors neagiile to leverage their existing
relationships to discourage their customers fromclpasing products from us or persuade them to ecepdar products with their products.
Our competitors may also offer bundled chipseakiangements offering a more complete product teesipé technical merits or advantages
of our products. These competitors may electmsupport our products which could complicate @les efforts. These and other
competitive pressures may prevent us from compsatiregessfully against current or future competjtangl may materially harm our
business. Competition could decrease our prieglsiae our sales, lower our gross profits or deereas market share.
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Provisions in our charter documents and Delaware \a could prevent, delay or impede a change in conttof us and may reduce the
market price of our common stock

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

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

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

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

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

* Arequirement that a supermajority vote be obtatioegimend or repeal certain provisions of our fiestie of incorporation.

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

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

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

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

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

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

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

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

The markets for semiconductors in general,fanthixed-signal ICs in particular, are intensetympetitive. We expect that the market for
our products will continually evolve and will belgect to rapid technological change. In additiaswe target and supply products to
numerous markets and applications, we face congrefiom a relatively large number of competitoi#’e compete with Analog Devices,
Atmel, Broadcom, Conexant, Cypress, Epson, FreesEaiitsu, Infineon Technologies, Zarlink Semicoaibr, LSI, Maxim Integrated
Products, Microchip, National Semiconductor, NXPrB®mnductors, Renesas, Texas Instruments, Vectrtennlational and others. We
expect to face competition in the future from ourrent competitors, other manufacturers and dessgofesemiconductors, and start-up
semiconductor design companies. As the marketsdimmunications products grow, we also may facepadition from traditional
communications device companies. These comparagsemter the mixed-signal semiconductor markenfrpducing their own ICs or by
entering into strategic relationships with or aciqgj other existing providers of semiconductor pratd. In addition, large companies may
restructure their operations to create separat@aonids or may acquire new businesses that areddarsproviding the types of products we
produce or acquire our customers.

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

Generally, our products comprise only a p&e device. All components of such devices mu#ouamly comply with industry standards
in order to operate efficiently together. We depen companies that provide other components ofi¢lvices to support prevailing industry
standards. Many of these companies are significlarger and more influential in affecting indusstandards than we are. Some industry
standards may not be widely adopted or implemeuntéfdrmly, and competing standards may emergerttaat be preferred by our customers
or end users. If larger companies do not suppersame industry standards that we do, or if coimgpstandards emerge, market acceptance
of our products could be adversely affected whicluled harm our business.

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

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

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

Our registration statement (Registration N88-34853) under the Securities Act of 1933, as alméprelating to our initial public offering

of our common stock became effective on March 802

The following table summarizes repurchasesunfcommon stock during the three months endedeSdr 29, 2007:

Total Number of Shares

Average Price

Total Number of Shares
Purchased as Part of
Publicly Announced Plans

Approximate Dollar Value
of Shares that May Yet Be
Purchased Under the Plans

Period Purchased (1) Paid per Share or Programs or Programs
July 1, 2007 —

July 28, 200’ 1,23€ 35.64 — $ 31,547,68:
July 29, 2007 —

August 25, 200° 412,98 35.24 398,44( $ 385,952,49
August 26, 2007 —

September 29, 20( 520,47¢ 38.91 481,79t $ 367,203,20
Total 934,70! 37.2¢ 880,23¢

(1) Includes 54,466 shares of our common stotkheid by us to satisfy employee tax obligationsrupesting of certain stock grants made

under our 2000 Stock Incentive Plan.

On July 25, 2007, we announced that our bohdirectors authorized a program to repurchase@§#00 million of our common stock.
Such repurchases may occur over a 24-month penidicig July 31, 2009. The program allows for repases to be made in the open market
or in private transactions, including structuredocelerated transactions, subject to applicabl@ leequirements and market conditions. Our
prior repurchase program, which was announced lgr2diy 2006 and authorized the repurchase of #16® million of our common stock

over a 12-month period, expired in July 2007.
Item 3. Defaults Upon Senior Securitie s

Not applicable

Item 4. Submission of Matters to a Vote of SecugtHolders

Not applicable
ltem 5. Other Information

Not applicable
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Iltem 6. Exhibits

The following exhibits are filed as part ofstheport:

Exhibit
Number

2.1* Agreement and Plan of Merger, dated August 19, 260%nd among Silicon Laboratories Inc., SabinegdeSub, Inc., and

Silicon MAGIKE, Inc. (filed as Exhibit 2.1 to theoFm 8-K filed August 22, 2005).

3.1* Form of Fourth Amended and Restated Certificatemodrporation of Silicon Laboratories Inc. (filed Exhibit 3.1 to the
Registrant’s Registration Statement on Form S-tyB#es and Exchange Commission File No. 333-938t® “IPO
Registration Statement”)).

3.2*

Second Amended and Restated Bylaws of@ilicaboratories Inc (filed as Exhibit 3.2 to thegigrant’s Annual Report on
Form 10-K for the fiscal year ended January 3, 2004

4.1* Specimen certificate for shares of commimals (filed as Exhibit 4.1 to the IPO Registratidatement).

10.1* Amendment to Stock Options Agreement between Sillcaboratories Inc. and William G. Bock dated Jiy 2007 (filed as

Exhibit 10.1 to the Registrant’s Current Reportramm 8-K filed on July 20, 2007).

31.1 Certification of the Principal Executive Officels eequired by Section 302 of the Sarbanes-OxleyoA2002.

31.2  Certification of the Principal Financial Officers aequired by Section 302 of the Sarbanes-OxleyofA2002.

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

* Incorporated herein by reference to the indiddiling.
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SIGNATURES

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

SILICON LABORATORIES INC.

October 24, 200 /sl Necip Sayine
Date Necip Sayiner
President and Chief Executive Officer
(Principal Executive Officer

October 24, 200 /s/ William G. Bock
Date William G. Bock
Senior Vice President and
Chief Financial Officer
(Principal Financial Officer)
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Exhibit 31.1

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

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

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omsitéde a material fact necessary

to make the statements made, in light of the cistances under which such statements were madmisleading with respect to tl
period covered by this report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material

respects the financial condition, results of operatand cash flows of the registrant as of, amdtf@ periods presented in this
report;

4. The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingld&ae controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirgg @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ve have:

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

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

c) Evaluated the effectiveness of the registiadtsclosure controls and procedures and presentbis report our conclusiol

about the effectiveness of the disclosure conints procedures as of the end of the period coveyéhis report based on
such evaluation; and

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

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

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

a) All significant deficiencies and material weaknessethe design or operation of internal contralsrdinancial reporting

which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaaizd report financial
information; and

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

Date: October 24, 2007

/sl Necip Sayine

Necip Sayine

President anc

Chief Executive Office
(Principal Executive Officer



Exhibit 31.2

Certification to the Securities and Exchange Corsinis
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 Sili¢@boratories Inc.;

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

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

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

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

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

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

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

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

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

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

Date: October 24, 20(C

/s/ William G. Bock

William G. Bock

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



Exhibit 32.1
Certification of Chief Executive Officer and Chieinancial Officer
Pursuant to 18 U.S.C. § 1350, as created by Se@liérof the Sarbanes-Oxley Act of 2002, each olttngersigned officers of Silicon
Laboratories Inc. (the “Company”) hereby certifatth
(i) the accompanying Quarterly Report on FormQ.6f the Company for the fiscal quarter ended Separ 29, 2007 as filed with the
Securities and Exchange Commission (the “Repoutty tomplies with the requirements of Section }3(aSection 15(d), as applicable, of
the Securities Exchange Act of 1934; and

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

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

Dated: October 24, 20(

/s/ Necip Sayine

Necip Sayine
President anc
Chief Executive Office

/s/ William G. Bock

William G. Bock
Senior Vice President ar
Chief Financial Officel



