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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
(Mark One)
X ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2011
or
o] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

Commission file number: 000-51026

Monolithic Power Systems, Inc.
(Exact name of registrant as specified in its chaetr)

Delaware 77-0466789
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)

6409 Guadalupe Mines Road, San Jose, CA 95120 (4825-0600
(Address of principal executive offices, includingip code and telephone number)

Securities registered pursuant to Section 12(b) dlfie Act:

Title of each class Name of each exchange on wiegistered
Common Stock, $0.001 Par Value The NASDAQ Global Select Market

Securities registered pursuant to Section 12(g) tie Act:
None

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405c0béturities Act of 1933.  £res
x No

Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 ort®eacl5(d) of the Securities Exchal
Act of 1934 (the “Exchange Act”). £Yes x No

Indicate by check mark whether the registrant @b filed all reports required to be filed by Secti® or 15(d) of the Exchange Act

during the preceding 12 months (or for such shqrégiod that the registrant was required to filehsteports), and (2) has been subject to such
filing requirements for the past 90 days. Yes No £

Indicate by check mark whether the registrant liésnstted electronically and posted on its corpo¥ab site, if any, every Interact
Data File required to be submitted and posted jauntsto Rule 405 of Regulation 5¢8 232.405 of this chapter) during the precedi@gnonth

(or for such shorter period that the registrant veagiired to submit and post such files). Yes No £

Indicate by check mark if disclosure of delinquilers pursuant to Item 405 of Regulation S-K it contained herein, and will not be



contained, to the best of the registrant’s knowéedg definitive proxy or information statementsanporated by reference in Part IlI
of this Form 10-K or any amendment to this FormKL0Ox




Indicate by check mark whether the registrantlezge accelerated filer, an accelerated filer, m-accelerated filer or a smaller
reporting company. See the definitions of “largeederated filer,” “accelerated filer” and “smalleporting company” in Rule 12b-2 of the
Exchange Act.

Large accelerated filer £ Acceleratéer fix Non-accelerated filer £ Smatporting company £

Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Bxgje Act). £ Yes x No

The number of shares of the registrant’s stocktantng as of June 30, 2011 was 33,466,052. Tdseng price of the registrant’s
common stock on the Nasdaq Global Select Markef dane 30, 2011 was $15.42. The aggregate maakat of the voting and non-voting
common equity held by non-affiliates of the registrbased upon the closing price of the CommonkSiadhe Nasdaq Global Select Market

on June 30, 2011 was $351,889,196.*

There were 34,185,705 shares of the registranttmmon stock issued and outstanding as of Februgrg@®2.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s Proxy Statement fer riagistrant 2011 Annual Meeting of Stockholders are incorfsatdy reference in
Part IIl of this Form 10-K to the extent stateddier The Proxy Statement will be filed within 1@8ys of the registrant’s fiscal year ended
December 31, 2011.

*  Excludes 10,645,741 shares of the registrarttarmon stock held by executive officers, directard atockholders whose ownership
exceeds 5% (“affiliates”) of the Common Stock oamsting at June 30, 2011. Exclusion of such shelresld not be construed to indicate
that any such person possesses the power, dirgalicect, to direct or cause the direction of thenagement or policies of the registrar
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Except as the context otherwise requires, the téktasolithic Power Systems”, “MPS”, “Registrant”Company”, “we”, “us”, or “our”
as used herein are references to Monolithic Powsteshs, Inc. and its consolidated subsidiaries.




FORWARD-LOOKING STATEMENTS

This annual report on Form 10-K and the documenrtsrporated herein by reference contain forwarddlog statements within the meaning of

Section 27A of the Securities Act of 1933, as amneendnd Section 21E of the Securities Exchangeft934, as amended, that have been
made pursuant to and in reliance on the provisifitise Private Securities Litigation Reform Acti#95. These statements include among
other things, statements concerning:

» the above-average industry growth of produntt market areas that we have targeted,

e our plan to introduce additional new prodweithin our existing product families as well asnew product categories and families,

e ourintention to exercise our purchase optiith respect to our manufacturing facility in Clgeln, China.

< our belief that we will incur significant lagexpenses that vary with the level of activityamy of our future legal proceedings ,

« the effect of auction-rate securities on liguidity and capital resources,

» the application of our products in the congputonsumer electronics, and communications msudagitinuing to account for a
majority of our revenue,

» estimates of our future liquidity requiremgnt

« the cyclical nature of the semiconductor stay

e protection of our proprietary technology,

* near term business outlook for 2012 ,

« the factors that we believe will impact obiligy to achieve revenue growth,

« the outcome of the IRS audit of our tax retfar the tax years ended December 31, 2006 and, 200
« the percentage of our total revenue fromotesgimarket segments, and

» the factors that differentiate us from oumgeetitors.

In some cases, words such as “would,” “could,” “gidghould,” “predict,” “potential,” “targets,” “catinue,” “anticipate,” “expect,” “intend,”
“plan,” “believe,” “seek,” “estimate,” “project,”forecast,” “will,” the negative of these terms dher variations of such terms and similar
expressions relating to the future identify forwéwdking statements.

” o LI ” o ”

All forward-looking statements are based on oureniroutlook, expectations, estimates, projectibetiefs and plans or objectives about our

business and our industry. These statements aguacantees of future performance and are sulgjattks and uncertainties. Actual events or

results could differ materially and adversely frimse expressed in any such forward-looking statésne

Risks and uncertainties that could cause actualtset® differ materially include those set fortirdughout this annual report on Form K@nd
in particular, in the section entitled “Item 1A.9RiFactors”.

Except as required by law, we disclaim any dutsrtd undertake no obligation to update any forwankihg statements, whether as a result of
new information relating to existing conditionstute events or otherwise or to release publiclyrésailts of any future revisions we may make

to forward-looking statements to reflect eventsioccumstances after the date hereof or to refleebiccurrence of unanticipated events.
Readers are cautioned not to place undue reliamseich statements, which speak only as of theafdtes annual report on Form 10-K.
Readers should carefully review future reports émcliments that we file from time to time with thecS8rities and Exchange Commission, ¢
as our quarterly reports on Form 10-Q and any atineports on Form 8-K.




PART |
ITEM 1. BUSINESS
General

Monolithic Power Systems is a fabless semicondumtanrpany that designs, develops and markets ptaprjeadvanced analog and mixed-
signal semiconductors. We combine advanced prdeeksology with our highly experienced analog desig to produce high-performance
power management integrated circuits (ICs) for DOC€ converters, LED drivers, Cold Cathode Fluoees¢é.amp (CCFL) backlight
controllers, Class-D audio amplifiers, and otherddr ICs. Our products are used extensively in coimg and network communications
products, flat panel TVs, set top boxes and a watéty of consumer and portable electronics preslWye partner with world-class
manufacturing organizations to deliver top qualitjra-compact, high-performance solutions thropghductive, cost-efficient channels.
Founded in 1997 and headquartered in San José@ali we have expanded our global presence Witbes in Taiwan, China, Korea, Japan,
and Europe, which operate under MPS Internatidridl,

Industry Overview

Semiconductors comprise the basic building blodleectronic systems and equipment. Within the semiluctor industry, components car
classified either as discrete devices, such asithel transistors, or as ICs, in which a numbetrafsistors and other elements are combin
form a more complicated electronic circuit. ICs t@nfurther divided into three primary categorigigital, analog, and mixed-signal. Digital
ICs, such as memory devices and microprocessarstoge or perform arithmetic functions on datd thaepresented by a series of ones and
zeroes. Analog ICs, in contrast, handle real wsigghals such as temperature, pressure, light, saurgpheed. In addition, analog ICs also
perform power management functions, such as regglat converting voltages, for electronic deviddéxed-signal ICs combine digital and
analog functions onto a single chip and play andrtgmt role in bridging real world phenomena toitdiigsystems.

Analog and Mixed-Signal Markets. We focus on the market for ‘high performancedlag and mixed-signal ICs. ‘High performance’
products generally are differentiated by functidigednd performance factors which include integnatof higher levels of functionality onto a
single chip, greater precision, higher speed angideat and noise. There are several key fadtatgiistinguish analog and mixed-signal IC
markets from digital IC markets and in particulae high performance portion of the analog and masigdal IC market. These factors include
longer product life cycles, numerous market sagmdechnology that is difficult to replicate)ative complexity of design and process
technology, importance of experienced design emggdower capital requirements and diversity af erarkets. We have, however, targeted
product and market areas that we believe havelitieydo offer above average industry growth otlee long term.

Products and Applications

We currently have three primary product familiestthddress multiple applications within the compgiticonsumer electronics,
communications, and industrial/automotive mark@isr products are differentiated with respect tarthigh degree of integration and strong
levels of accuracy and efficiency, making them @f&ctive relative to many competing solutionse$é product families include:

Direct Current (DC) to DC Converters. DC to DC converter ICs are used to convert androbmbltages within a broad range of electronic
systems, such as portable electronic devices,egisdlAN access points, computers, set top boxes,aid monitors, automobiles and medical
equipment. We believe that our DC to DC conver&eesdifferentiated in the market, particularly wigspect to their high degree of integrat
high voltage operation, high load current, hightshing speed and small footprint. These featuresmportant to our customers as they result
in fewer components, a smaller form factor, momreusaate regulation of voltages, and, ultimately, éowystem cost and increased reliability
through the elimination of many discrete componamnis power devices.

Lighting Control Products and AC/DC Offline Solutions.  Lighting control ICs are used in backlightingdageneral illumination products.
Lighting control ICs for backlighting are used ystems that provide the light source for LCD patgtscally found in notebook computers,
LCD monitors, car navigational systems, and LCB\tsions. Backlighting solutions are typically ethwhite light emitting diode (“WLED")
lighting sources or cold cathode fluorescent laf@SFL). WLED lighting control ICs step-up or stepveh a DC voltage, or convert from an
AC line voltage supplied by the utility companys@icalled AC/DC Offline) and provide efficient pigon power and protection to a LED
string or to multiple LED strings. The CCFL ICs @ion by converting low-voltage direct current (D&)battery voltage to high-voltage
alternating current (AC). We believe our CCFL ICsrevthe first to utilize a full bridge resonantatggy that allows for high efficiency,
extended lifetimes for cold cathode fluorescentdarfCCFLs), and lower signal interference with a€jg components. The full bridge
topology is now the industry standard for theselpots.

In addition to AC/DC offline solutions for lightingjumination applications, MPS also offers AC/DGwper conversion solutions for a diverse
number of end products that plug into a wall outlet






Audio Amplifiers. Audio amplifier ICs are used to amplify soundguiced by audio processors. We currently offer €E@sudio amplifiers,
which are well-suited for applications that requih a small form factor and high power efficiensych as plasma televisions, LCD
televisions and DVD players. With today’s systerasdming smaller and utilizing larger amounts of povsolution sizes and the management
of heat dissipation are becoming increasingly intgrdrto the overall system design. The high degfgmwer efficiency and small form factor
provided by our Class-D audio amplifiers allowsteys vendors to significantly reduce heat dissipat@iminating the costly and sizable fans
and heat sinks traditionally required by audio afigplICs. These features enable our customershéese their design and cost objectives
without sacrificing sound quality.

We currently target our products at the consunestednics, communications and computing marketh) thie consumer market representing
the largest portion of our revenue.

The following is a brief summary of our product fénsolutions for various applications. For eachluése applications, we are currently
shipping product or have design wins, which aregi@es by original equipment manufacturers, or OEdtsriginal design manufacturers, or
ODMs, to use our ICs:

Application WLED LCD DC to DC UP Reset & Audio AC/DC Chargers Current
Lighting Backlight | Converters Supervisory Amplifiers Offline | (Switching & Limit
lllumination | (Inverters or] (Buck & Linear) Switches
(non- WLED) Boost)
backlight)
Computing
Computers and X X X X X X X
PDA devices
LCD Monitors X X X X
Disk Drives/ X X
Storage Network
Consumer
Electronics
LCD TV Displays X X X X X
Plasma TV
Displays
Set Top Boxes X X X X X
Blu-Ray & DVD X
Players
Digital Still X X X X
Cameras
Commercial & X X

Industrial Bulb &
CFL Replacement

GPS and X X X X X
Infotainment
systems

Communications

Cellular Handsets X X X X
Networking X X

Infrastructure

VOIP

Wireless Access
Points




We derive a majority of our revenue from the safesur DC to DC converter IC product family to tbemputing, consumer electronics and
communications markets. In the future, we will thone to introduce additional new products withir existing product families, such as high
current, high voltage, small form factor switchvgtage regulators, as well as expand our newatymtofamilies in battery chargers, voltage
references and low dropout regulators. Our ahiditgchieve revenue growth will depend in part uponability to enter new market segments,
gain market share, grow in regions outside of @re@hina, expand our customer base and successédiyre manufacturing capacity.

Please refer to the table showing our revenue bgiymt family in the section entitled “Iltem 7. Mamagent’'s Discussion and Analysis of
Financial Condition and Results of Operations —URs®f Operations”.




Customers, Sales, and Marketing

We sell our products through third party distribnstoralue-added resellers and directly to OEMs, GDaMhd electronic manufacturing service
(EMS) providers. Our third party distributors atdpect to distribution agreements with us whicloalkthe distributor to sell our products to
customers and other resellers. Distributors mafrilute our products to end customers which inelO&EMs, ODMs or EMS providers. Our
value-added resellers may second source our pr®dadtprovide other services to customers. ODMisdjlp design and manufacture
electronic products on behalf of OEMs, and EMS ftess typically provide manufacturing services @EMs and other electronic product
suppliers. The following is a summary for the yeamged December 31, 2011, 2010 and 2009 of thaterners that accounted for more than
10% of our total revenue in one or more of thesege

Revenue
Year ended December 31,
Customers 2011 2010 2009
A 17% 14% 13%
B 10% * 10%
C * * 10%
D * * *

O Represents less than 10%

Current distribution agreements with several of major distributors provide that each distributbals have the non-exclusive right to sell and
use its best efforts to promote and develop a nhéokeur products in several countries in Asiae3t agreements may be terminated by either
us or the distributor on up to three months’ notidéese agreements provide that payment for paeshitom us will generally occur within 30
to 45 days from the date of invoice. In additio, allow for limited stock rotation in certain agreents.

We have sales offices located in the United Stdtasyan, China, Korea, Singapore and Japan andhavketing representatives in Europe.
Our products typically require a highly technicales and applications engineering effort where sgéstour customers in the design and us
our products in their application. We maintairtatfof applications engineers who work directitlwdur customers’ engineers in the
development of their systems electronics contaioumgproducts.

Because our sales are billed and payable in USitates dollars, our sales are not directly sultgefitictuating currency exchange rates.
However, because 90% of our revenue in 2011 webwttble to direct or indirect sales to customerasia, changes in the relative value of
the dollar may create pricing pressures for oudpets.

Our sales are made primarily pursuant to standuatigdidual purchase orders. Our backlog consistrdérs that we have received from
customers which have not yet shipped. Our manufiactlead times are generally 4 to 12 weeks anaften build inventory in advance of
customer orders based on our forecast of futuremes orders. This subjects us to certain risksstmotably the possibility that sales will not
meet our forecast, which could lead to inventoinesxcess of demand. If excess inventory existaay be necessary for us to sell it at a
substantial discount or dispose of it altogethighee of which would negatively affect our profitamgins.

We operate in the cyclical semiconductor industhere there is seasonal demand for certain of mdyats. While we are not and will not be
immune from current and future industry downtusms,have targeted product and market areas thatle/b have the ability to offer above
average industry performance over the long term.

Research and Development

We have assembled a qualified team of enginedteitnited States, China and Europe with core coemgées in analog and mixed-signal
design. Through our research and development sffaet have developed a collection of intellectuapprty and knowiow that we are able
leverage across our products and markets. Thekelethe development of high efficiency power desiche design of precision analog
circuits, expertise in mixed-signal integration ahd development of proprietary semiconductor pgedechnologies.

Our research and development efforts are gendeatieted at three areas: systems architecturejtoitesign and implementation, and process
technology. In the area of systems architectureaneeexploring new ways of solving our customegstem design challenges and are inve:

in the development of systems expertise in new etariind applications that align well with our coapabilities. In the area of circuit design
and implementation, our initiatives include expawgdour portfolio of products and adding new feagureour products.



Please refer to the discussion of the amount spergsearch and development during each of theéhieest fiscal years in the section entitled
“Iltem 7. Management’s Discussion and Analysis afdficial Condition and Results of Operations — Re®iflOperations — Research and
Development”. In the area of process technologyarmeinvesting research and development resouwga®vide leading-edge analog power
processes for our next generation of integratemlits. Process technology is a key strategic corapoto our future growth.




Patents and Intellectual Property Matters

We rely on our proprietary technologies, which g both our proprietary circuit designs for ousdarcts and our proprietary manufacturing
process technologies. Our future success and ciimpgtosition depend in part upon our ability fotain and maintain protection of our
proprietary technologies.

In general, we have elected to pursue patent grotefor aspects of our circuit designs that waewa are patentable and to protect our
manufacturing process technologies by maintairtioge process technologies as trade secrets. Asi0éd 9, 2012 we had approximately
patents issued and pending, of which 101 have isserd in the United States. Our U.S. issued pa#metscheduled to expire at various times
through December 2030 and our other issued pateatscheduled to expire at various times througite®eber 2029. Our patents are material
to our business, but we do not rely on any ondquéatr patent for our success. We also rely onmhination of nondisclosure agreements and
other contractual provisions, as well as our empdsy commitment to confidentiality and loyalty,dmtect our technology, know-how, and
processes. In April 2008, we entered into a pdiesse agreement with another integrated ciraugany, which is a value-added reseller,
pursuant to which we have granted this compangeasie (with certain limited sublicense rights) urmitain of our patents to make, use, and
sell certain of this company’s own integrated dirpuoducts for a period of two years , with ancamatic renewal for successive one year
periods, unless either party terminates, and fdckvthis company is obligated to pay us royaltiasdul on sales of those products. We alsc

to register certain of our trademarks as we degmnogpiate. We have not registered any of our cghys and do not believe registration of
copyrights is material to our business. Despiteguéons that we take, it may be possible for umanized third parties to copy aspects of our
current or future technology or products or to abtand use information that we regard as propryefBinere can be no assurance that the steps
we take will be adequate to protect our proprietagljts, that our patent applications will leadgsued patents, that others will not develop or
patent similar or superior products or technologieghat our patents will not be challenged, idated, or circumvented by others.
Furthermore, the laws of the countries in which jpraducts are or may be developed, manufacturedldrmay not protect our products and
intellectual property rights to the same exteniaas in the United States. Our failure to adeqyaebtect our proprietary technologies could
harm our business.

The semiconductor industry is characterized byuesd claims of infringement and litigation regagipatent and other intellectual property
rights. For a more complete description of our legatters, please read the section entitled Itebre@al Proceedings and Note 10 to our
consolidated financial statements. Patent infringiein’s an ongoing risk, in part because other canegan our industry could have patent
rights that may not be identifiable when we ingigievelopment efforts. Litigation may be necessagnforce our intellectual property rights,
and we may have to defend ourselves against irgnemt claims. Any such litigation could be verytoand may divert our management
resources. Further, we have agreed to indemnitgiceof our customers and a supplier in some cigtances against liability from
infringement by our products. In the event anydhgarty were to make an infringement claim agaiissbr our customers, we could be enjoi
from selling selected products or could be requiceithdemnify our customers or supplier or pay ttoga or other damages to third parties. If
any of our products is found to infringe and we @mable to obtain necessary licenses or othersightacceptable terms, we would either have
to change our product so that it does not infriogstop making the infringing product, which cohlave a material adverse effect on our
operating results, financial condition, and caskw8.

Manufacturing

We utilize a fabless business model, working wlitinck parties to manufacture and assemble our iatedrcircuits. This fabless approach all
us to focus our engineering and design resourcesinatrengths and to reduce our fixed costs apidat@xpenditures. In contrast to many
fabless semiconductor companies, who utilize stahpeocess technologies and design rules establishé¢heir foundry partners, we have
developed our own proprietary process technologlycatiaborate with our foundry partners to install technology on their equipment in tf
facilities for use solely on our behalf. This clas#laboration and control over the manufacturingcess has historically resulted in favorable
yields and product performance for our integratiecids.

We currently contract with three suppliers to mactiire our wafers in foundries located in Chinac®aur silicon wafers have been produt
they are shipped to our facility in Chengdu, CHimawafer sort. Our semiconductor products are th&sembled and packaged by independent
subcontractors in Malaysia and China. The assenm@lgdre then sent for final testing at our Chenfgdility prior to shipping to our

customers.

In September 2004, we signed an agreement withirre€ local authority to construct a facility ine®igdu, China, initially for the testing of
our ICs. Pursuant to this agreement, we agreedntribute capital in the form of cash, in-kind assand/or intellectual property, of at least
$5.0 million to our wholly-owned Chinese subsidiasythe registered capital for the subsidiary ancdlexercised the option to purchase land
use rights for the facility for approximately $0#2llion. We also have the option, which became eisable in March 2011, to acquire the
facility after a five-year lease term for the ongi construction cost less rents paid, which isenity estimated at $1.9 million. We will likely
exercise our purchase option and enter into a jpgechgreement for this facility in the future. Taeility has been fully operational since 2006
and we have benefitted from shorter manufacturirjectimes and lower labor and overhead costshEumore, we are continuing to expand



our product testing capabilities in our China figiind are able to take advantage of the rich pbtical engineering talent to expand our
manufacturing support and engineering operations.




Key Personnel and Employees

Our performance is substantially dependent on émopmance of our executive officers and key emgésy Due to the relative complexity of
the design of our analog and mixsidnal ICs, our engineers generally have more yafaggperience and greater circuit design aptitixd@ the
more prevalent digital circuit design engineer.akag engineers with advanced skills are limitedumber and difficult to replace. The loss of
the services of key officers, managers, enginesiother technical personnel would harm our busin®sir future success will depend, in part,
on our ability to attract, train, retain, and mate highly qualified technical and managerial pengd. We may not be successful in attracting
and retaining such personnel. Our employees areepotsented by a collective bargaining organinamd we have never experienced a work
stoppage or strike. Our management considers em@latations to be good. As of December 31, 20&lemployed 922 employees locatet
the United States, Taiwan, China, Japan, Koreagieuand Singapore.

Competition

The analog and mixed-signal semiconductor industhighly competitive, and we expect competitivegaures to continue. Our ability to
compete effectively and to expand our businessdeitlend on our ability to continue to recruit bafiplications engineering and design
engineering personnel, our ability to introduce m@aducts, and our ability to maintain the ratevhich we introduce these new products. Our
industry is characterized by decreasing unit sglfiices over the life of a product. We competédwidmestic and international semiconductor
companies, many of which have substantially grefidancial and other resources with which to pursngineering, manufacturing, marketing,
and distribution of their products. We are in diracd active competition, with respect to one oreraf our product lines, with at least 10
manufacturers of such products, of varying sizefarahcial strength. The number of our competitoas grown due to expansion of the market
segments in which we participate. We consider oungry competitors to include Analog Devices, Fhaild Semiconductor International,
International Rectifier, Intersil Corporation, LeweTechnology, Maxim Integrated Products, Micrel.JiMicrochip Technology, Microsemi
Corporation, O2Micro International, ON Semiconduciichtek Technology Corporation, Rohm Co., L&mtech Corporation,
STMicroelectronics N.V., Texas Instruments Incogied and Volterra.

We expect continued competition from existing cotitpes as well as competition from new entrants itiite semiconductor market. We
believe that we are competitive with respect tséhkactors, particularly because our ICs typicatly smaller in size, are highly integrated,
possess higher levels of power management funditiesaand achieve high performance specificatiani®wer price points than most of our
competition. However, we cannot assure you thapooducts will continue to compete favorably orttva will be successful in the face of
increasing competition from new products and enbarents introduced by existing competitors or nemganies entering this market.

Geographical and Segment Information

Please refer to the geographical and segment isfiiomfor each of the last three fiscal years ineNIB to our consolidated financial
statements.

Please refer to the discussion of risks attendnotit foreign operations in the section entitleg@rit 1A: Risk Factors”.
Available Information

We were incorporated in California in 1997 and ceiporated in Delaware in November 2004. Our exeeuffices are located at 6409
Guadalupe Mines Road, San Jose, CA 95120. Ourhehepnumber is (408) 826-0600. Our e-mail addiessvestors@monolithicpower.com,
and our website is www.monolithicpower.com. Ourw@alreports on Form 10-K, quarterly reports on FAGvQ, current reports on Form 8-K,
and amendments to those filed or furnished pursioe8ections 13(a) or 15(d) of the Securities ErgeaAct of 1934, as amended, are
available free of charge. These may be obtainad fsor website, as soon as reasonably practicateewaé electronically file such material
with, or furnish it to, the Securities and Excha@@gmmission, or at the SEC website at www.sec.ffdarmation contained on our website is
not a part of this Form 10-K.




Executive Officers of the Registrant

The executive officers of the Company, and thea@sags of March 12, 2012 are as follows:

Name Age Position

Michael R. Hsing 52 President, Chief Executive Officer, and Director

Meera P. Rao 51 CFO and Principal Financial and Accounting Officer

Deming Xiao 49 President of MPS Asia Operations

Maurice Sciammas 52 Senior Vice President of Worldwide Sales and Mariget

Paul Ueunten 57 Senior Vice President of Engineering

Saria Tseng 41 Vice President, Strategic Corporate DevelopmentheGs
Counsel and Corporate Secretary

Michael R. Hsinchas served on our board of directors and has sewedr President and Chief Executive Officer siiocading Monolithic
Power Systems in August 1997. Before founding amgany, Mr. Hsing held senior technical positionsanpanies such as Supertex, Inc.
and Micrel, Inc. Mr. Hsing is an inventor on numas@atents related to the process developmenpofarimixed-signal semiconductor
manufacturing. Mr. Hsing holds a B.S.E.E. from th@versity of Florida.

Meera P. Rachas served as our Chief Financial Officer sincaidan2011. Ms. Rao joined us in January 2009 angedeas our Vice President
of Finance and Corporate Controller. Prior to jodMPS, she was the principal in her own consultiragtice, working with various
semiconductor companies, including MPS, where shesour business operations in Chengdu, Chi2@@®. Ms. Rao has more than 20
years of experience with semiconductor and highrielogy companies and has held various senior ¢ixegoositions, including the CFO
Integration Associates, Vice President of Finanu laterim CFO at Atrica, Vice President of Finaatd&aza Foundries, Corporate Controller
and Interim CFO at nVIDIA, as well as various pimsis at Advanced Micro Devices (AMD). Ms. Rao i€BA and holds an MBA from the
University of Rochester.

Maurice Sciammacurrently serves as our Senior Vice President ofliMode Sales and Marketing, a position he hassiace 2007. Mr.
Sciammas joined the Company in July 1999 and seasédice President of Products and Vice PresideSates (excluding greater China) u
he was appointed to his current position. Befoneifig the Company, he was Director of IC Prod@ttSupertex from 1990 to 1999. He has
also held positions at Micrel, Inc. He holds a B.&. degree from San Jose State University.

Deming Xiachas served as our President of our Asia Operasioice January 2008. Since joining us in May 2004, %o has held several
executive positions, including Foundry Manager 8edior Vice President of Operations. Before joiniisgfrom June 2000 to May 2001, Mr.
Xiao was Engineering Account Manager at Charterdi€onductor Manufacturing, Inc. Prior to that, Miao spent 6 years as the Manage
Process Integration Engineering at Fairchild Imgdgdensors. Mr. Xiao holds a B.S. in SemiconductyrsiRs from Sichuan University,
Chengdu, China and a M.S.E.E. from Wayne State &Jagity.

Paul Ueunterhas served as our Senior Vice President of DesiginEering since October 2007. Mr. Ueunten joingéh May 1998 and held
several senior level positions, including Vice Rtest of Design Engineering, prior to his appointinas our Senior Vice President of Design
Engineering. Before joining us, Mr. Ueunten hetdiions at National Semiconductor, Signetics Caapon and Sperry Flight Systems. Mr.
Ueunten holds a MS in Electrical Engineering frdma University of Santa Clara, a BS in ElectricagEeering from the University of
Washington and a BS in Engineering-Physics fronifigdautheran University. Mr. Ueunten is creditedtiva number of patents and is a
Member of the Institute of Electrical and ElectmsEngineers.

Saria Tsendnhas served as our Vice President and General Closinse November 2004. Ms. Tseng joined the Compeom MaxXXan
Systems, Inc., a privately held provider of intgglint storage networking solutions, where she wss\dice President and General Counsel 1
January 2001 to November 2004. Prior to her cotpaaperience, Ms. Tseng was an attorney at Gray Ware & Freidenrich, LLP from Ju
1999 to January 2001. Previously, she practicedaleWang & Wang and Jones Day, Reavis & Pogue Tiglsng is a member of the state bar
in both California and New York and is a membethaf bar association of the Republic of China (Taiw&he holds Masters of Law degrees
from Boalt Hall, University of California at Berka} and the Chinese Culture University in Taipei.

ITEM 1A. RISK FACTORS

Our business involves risks and uncertainties. 3twauld carefully consider the risks described Wetogether with all of the other informati



in this annual report on Form 10-K and other fiingith the Securities and Exchange Commission &uating our business. If any of the
following risks actually occur, our business, fingh condition, operating results, and growth pextp would likely be adversely affected. In
such an event, the trading price of our commonkstocild decline, and you could lose all or paryafir investment in our common stock. Our
past financial performance should not be considerdst a reliable indicator of future performanaed investors should not use historical
trends to anticipate results or trends in futunégas. These risks involve forward-looking stateseand our actual results may differ
substantially from those discussed in these forvi@olling statements.
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The future trading price of our common stock couldbe subject to wide fluctuations in response to a viety of factors.

The future trading price of our common stock i€lkto be highly volatile and could be subject tdevfluctuations in price in response to
various factors, many of which are beyond our ainincluding:

» our results of operations and financial perfance;

e general economic, industry and global macketditions;

« whether our forward guidance meets the exects of our investors;

e the depth and liquidity of the market for @ammon stock;

« developments generally affecting the semicatal industry;

« commencement of or developments relatingtoimvolvement in litigation;

e investor perceptions of us and our businasegies;

» changes in securities analysts’ expectatioreur failure to meet those expectations;
e actions by institutional or other large stocklers;

»  terrorist acts or acts of war;

e actual or anticipated fluctuations in ourulés of operations;

« developments with respect to intellectualpamy rights;

» announcements of technological innovationsigmificant contracts by us or our competitors;
« introduction of new products by us or our gatitors;

» our sale of common stock or other securitighe future;

¢ conditions and trends in technology industrie

« changes in market valuation or earnings ofammpetitors;

e our ability to develop new products, entewmearket segments, gain market share, managetiitigesk, diversify our
customer base and successfully secure manufactajpagity;

e our ability to increase our gross marging] an
» changes in the estimation of the future sizé growth rate of our markets.

In addition, the stock market in general often eigees substantial volatility that is seeminglyalated to the operating performance of
particular companies. These broad market fluctnatimay adversely affect the trading price of ouncmn stock.

We expect our operating results to fluctuate from qarter to quarter and year to year, which may makeit difficult to predict our future
performance and could cause our stock price to ddok and be volatile.

Our revenue, expenses, and results of operatiengdifficult to predict, have varied significantly the past and will continue to fluctuate
significantly in the future due to a number of fast many of which are beyond our control. We ekflactuations to continue for a number of
reasons, including:

* adeterioration in general demand for eledtr@roducts as a result of worldwide financiabes and associated macro-economic
slowdowns;



a deterioration in business conditions atdistributors, value-added resellers and/or endecoers;
adverse general economic conditions in thenttées where our products are sold or used,;
the timing of developments and related expsms our litigation matters;

the possibility of additional lost businessaaresult of customer and prospective customereras about adverse outcomes in our
litigations or about being litigation targets;

continued dependence on our turns businedsr®received and shipped within the same fisgattgr);
increases in assembly costs due to commeidite increases, such as the price of gold;

the timing of new product introductions byarsl our competitors;

the acceptance of our new products in theketplace;

our ability to develop new process technasgind achieve volume production;

our ability to meet customer product demand timely manner;

the scheduling, rescheduling, or cancellatibarders by our customers;
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« the cyclical nature of demand for our custmshproducts;

e anincrease in stock rotation reserves;

< our ability to manage our inventory levelg;luding the levels of inventory held by our distriors;

« inventory levels and product obsolescence;

e seasonality and variability in the computamsumer electronics, and communications markets;

* the availability of adequate manufacturingaeity from our outside suppliers;

* increases in prices for finished wafers dugeneral capacity shortages;

« the potential loss of future business resglfrom current capacity issues;

« changes in manufacturing yields;

* movements in exchange rates, interest ratesxaates; and

« determining the probability of accounting aes associated with performance based equity awaemhted to our employees.
Due to the factors noted above and other risksritestin this section, many of which are beyond @antrol, you should not rely on quarter-to-
guarter or year-over-year comparisons to predicfuture financial performance. Unfavorable chanigesny of the above factors may
seriously harm our business and cause our stock firidecline and be volatile.
We may not be profitable on a quarterly or annual lasis.

Our profitability is dependent on many factors liniing:

« our sales, which because of our turns businessdrgers received and shipped within the samalfiggarter), is difficult to accurate
forecast;

« consumer electronic sales, which has experiencédrety continue to experience a downturn as a restiie worldwide economic
crisis;

« our competition, which could adversely impact celfisg prices and our potential sales;

« our manufacturing costs, including our ability tegotiate with our vendors and our ability to eficily run our test facility in China;

« manufacturing capacity constraints;

« determining the probability and magnitude of stooknpensation accounting charges; and

» our operating expenses, including general and adtrative expenses, selling and marketing experssesk-based compensation
expenses, litigation expenses, and research aradagenwent expenses relating to products that willb@introduced and will not

generate revenue until later periods, if at all.

We may not achieve profitability on a quarterlyamnual basis in the future. Unfavorable changesiiroperations, including any of the factors
noted above, may have a material adverse effestioquarterly or annual profitability.

Due to product shortages early in 2010, severabntajstomers in Korea sought alternative supplietéch impacted our full year revenue in
2011 and may continue to impact our revenue inréuperiods. If we are unable to find alternativarses of revenue to offset this source of
revenue, our profitability may be impacted, whiduld materially and adversely affect our stock @@nd results of operations.

We may not experience growth rates comparable to gayears.

In the past, our revenues increased significantlyertain years due to increased sales of cerfanrgproducts. Due to various factors,



including increased competition, loss of certaimof customer install base, unfavorable changesiiroperations, reduced global electronics
demand, end-customer market downturn, market aaceptand penetration of our current and futureymtsdand ongoing litigation, we may
not experience growth rates comparable to pasbgerivhich could materially and adversely affeatstock price and results of operations.

We may be unsuccessful in developing and sellingweroducts with margins similar to or better than what we have experienced in the
past, which would impact our overall gross margin ad financial performance.

Our success depends on products that are diffatedtin the market, which result in gross mardiasg have historically been above the
industry averages. During the year ended Decenthe2(®L1, our gross margin decreased materiallypagpared to the same period in 2010.
Should we fail to improve our gross margin in thaufe, and accordingly develop and introduce sieffity differentiated products that resul!
higher gross margins than industry averages, aanfiial condition could be materially adverselyeaféd.
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The highly cyclical nature of the semiconductor indstry, which has produced significant and sometimegrolonged downturns, could
materially adversely affect our operating resultsfinancial condition and cash flows.

Historically, the semiconductor industry has bemghly cyclical and, at various times, has experé&hsignificant downturns and wide
fluctuations in supply and demand. These conditieng caused significant variances in product dehaaid production capacity, as well as
rapid erosion of average selling prices. The ingustay experience severe or prolonged downturtiserfuture, which could result in
downward pressure on the price of our productselsas lower demand for our products. Because fsogmt portions of our expenses are fi;

in the short term or incurred in advance of antit#g sales, we may not be able to decrease ounge@ a timely manner to offset any sales
shortfall. These conditions could have a matedakase effect on our operating results, finanadition and cash flows.

If demand for our products declines in the major e markets that we serve, our revenue will decreasand our results of operations anc
financial condition would be materially and adverséy affected.

We believe that the application of our productthim computer, consumer electronics and communitatizarkets will continue to account for
the majority of our revenue. If the demand for products declines in the major end markets thasevee, our revenue will decrease and our
results of operations and financial condition wobddmaterially and adversely affected. In additemtechnology evolves, the ability to
integrate the functionalities of various componegimsluding our discrete semiconductor productspa@nsingle chip and/or onto other
components of systems containing our products &sg® Should our customers require integratedisofuthat we do not offer, demand for
our products could decrease, and our businesseantts of operations would be materially and adlgraffected.

We may be unsuccessful in developing and sellingweroducts or in penetrating new markets required b maintain or expand our
business.

Our competitiveness and future success depend roabdity to design, develop, manufacture, asseptbl, market, and support new products
and enhancements on a timely and cost-effectivis bagsundamental shift in technologies in any af product markets could have a material
adverse effect on our competitive position withiegde markets. Our failure to timely develop nevintetogies or to react quickly to changes in
existing technologies could materially delay ouvelepment of new products, which could result iadarct obsolescence, decreased revenue,
and/or a loss of market share to competitors.

As we develop new product lines, we must adaptddket conditions that are unfamiliar to us, sucka@apetitors and distribution channels
that are different from those we have known inghst. Some of our new product lines require ug4guip our labs to test parameters we t
not tested in the past. If we are unable to adggdly to these new and additional conditions, wasymot be able to successfully penetrate new
markets.

The success of a new product depends on accuratagis of long-term market demand and future w@olical developments, as well as on a
variety of specific implementation factors, inclogi

« timely and efficient completion of processigg and device structure improvements;
» timely and efficient implementation of manctizring, assembly, and test processes;
« the ability to secure and effectively utilfabdrication capacity in different geometries;
e product performance;

e product availability;

« the quality and reliability of the productich

» effective marketing, sales and service.

To the extent that we fail to timely introduce npmducts or to quickly penetrate new markets, euenue and financial condition could be
materially adversely affected.

We derive most of our revenue from direct or indireet sales to customers in Asia and have significanperations in Asia, which may
expose us to political, cultural, regulatory, econmic, foreign exchange, and operational risks.

We derive most of our revenue from customers latatésia through direct or indirect sales throwigtribution arrangements with parties



located in Asia. As a result, we are subject todased risks due to this geographic concentrafitmuginess and operations. For the year ended
December 31, 2011, approximately 90% of our revemag from customers in Asia. There are risks infitdredoing business in Asia, and
internationally in general, including:

« changes in, or impositions of, legislativer@gulatory requirements, including tax laws in Urted States and in the countries in
which we manufacture or sell our products;

e trade restrictions, including restrictiongiosed by the United States government on traditly pérties in foreign countries;
e currency exchange rate fluctuations impaciimiga-company transactions;

e transportation delays;
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« changes in tax regulations in China that ingyact our tax status in Chengdu;

« multi-tiered distribution channels that lagkibility to end customer pricing and purchaseegais;
« international political relationships anddats of war;

» terrorism and threats of terrorism;

« epidemics and illnesses;

» work stoppages and infrastructure problenestduadverse weather conditions or natural dissister
» work stoppages related to employee dissatisia

« economic and political instability;

« changes in import/export regulations, tariéfsd freight rates;

« longer accounts receivable collection cyeled difficulties in collecting accounts receivables

« enforcing contracts generally; and

» less effective protection of intellectual pesty and contractual arrangements.

If we fail to expand our customer base and sigaiftty reduce the geographical concentration ofoaistomers, we will continue to be subject
to the foregoing risks, which could materially aadtlersely affect our revenue and financial conditio

We are subject to anti-corruption laws in the juridictions in which we operate, including the U.S. Feign Corrupt Practices Act, or the
FCPA. Our failure to comply with these laws could esult in penalties which could harm our reputationand have a material adverse
effect on our business, results of operations anih&ncial condition.

We are subject to the FCPA, which generally prakibompanies and their intermediaries from makingroper payments to foreign officials
for the purpose of obtaining or keeping businesBarother benefits, along with various other asiagption laws. Although we have
implemented policies and procedures designed toreribat we, our employees and other intermedianesply with the FCPA and other
anticorruption laws to which we are subject, thisneo assurance that such policies or procedurksvarik effectively all of the time or protect
us against liability under the FCPA or other lawsdctions taken by our employees and other intdiamies with respect to our business or any
businesses that we may acquire. We have signifmgertations in Asia, which places us in frequemtact with persons who may be
considered “foreign officials” under the FCPA, rkigig in an elevated risk of potential FCPA viotats. If we are not in compliance with the
FCPA and other laws governing the conduct of bissingth government entities (including local laws§ may be subject to criminal and civil
penalties and other remedial measures, which dwald an adverse impact on our business, finanoalition, results of operations and
liquidity. Any investigation of any potential vidlans of the FCPA or other anticorruption laws bysUor foreign authorities could harm our
reputation and have an adverse impact on our lasifieancial condition and results of operations.

We receive a significant portion of our revenue fren distribution arrangements, value-added resellers and direct customers, and the Ic
of any one of these distributors or valueadded resellers or failure to collect a receivablerom them could adversely affect our operation
and financial position.

We market our products through distribution arrangets and value-added resellers and through ocectdiales and applications support
organization to customers that include OEMs, ODN& @lectronic manufacturing service providers. Red#es from our customers are
generally not secured by any type of collateral aredsubject to the risk of being uncollectibler #e year ended December 31, 2011, sales to
our largest two distributors accounted for appratiely 27% of our total revenue. Significant deteatmn in the liquidity or financial conditic

of any of our major customers or any group of atstemers could have a material adverse impacteodhectability of our accounts
receivable and our future operating results. Wenarily conduct our sales on a purchase order basisyve do not have any long-term supply
contracts.

Moreover, we believe a high percentage of our petslare eventually sold to a number of OEMs. Altiftowe communicate with OEMs in an
attempt to achieve “design wins,” which are decisioy OEMs and/or ODMs to incorporate our produgesdo not have purchase
commitments from these end users. Therefore, ttarde no assurance that the OEMs and/or ODM<aiillinue to incorporate our ICs into



their products. OEM technical specifications argliieements can change rapidly, and we may not peaducts that fit new specifications
from an end-customer for whom we have had previtassgn wins. We cannot be certain that we will targ to achieve design wins from
large OEMSs, that our direct customers will continoide successful in selling to the OEMs, or that®EMs will be successful in selling
products which incorporate our ICs. The loss of sigyificant customer, any material reduction idess by any of our significant customers or
by their OEM customers, the cancellation of a digaht customer order, or the cancellation or delig customer’s or OEM’s significant
program or product could reduce our revenue andradly affect our operations and financial conditio
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Due to the nature of our business as a componentpplier, we may have difficulty both in accurately pedicting our future revenue and
appropriately managing our expenses.

Because we provide components for end productsgstems, demand for our products is influencedrycastomers’ end product demand.
As a result, we may have difficulty in accuratedyecasting our revenue and expenses. Our revepende on the timing, size, and speed of
commercial introductions of end products and systdmat incorporate our products, all of which areeirently difficult to forecast, as well as
the ongoing demand for previously introduced eratlpcts and systems. In addition, demand for oulyts is influenced by our customers’
ability to manage their inventory. Our sales tdrdisitors are subject to higher volatility becatisey service demand from multiple levels of
the supply chain which, in itself, is inherentlyfidiult to forecast. Specifically, in the fourth grier of 2010, demand was lower because
distributors used up inventory that was shippetthénthird quarter. If our customers, including digitors, do not manage their inventory
correctly or misjudge their customers’ demand, gshipments to and orders from our customers may signjificantly on a quarterly basis.

Our ability to increase product sales and revenuesay be constrained by the manufacturing capacity obur suppliers.

Although we provide our suppliers with rolling faeests of our production requirements, their abttityprovide wafers to us is limited by the
available capacity, particularly capacity in th@geetries we require, at the facilities in whichytimeanufacture wafers for us As a result, this
lack of capacity has constrained our product sahesrevenue growth. In addition, an increased faechpacity to meet internal demands or
demands of other customers could cause our supptieeduce capacity available to us. Our supplieag also require us to pay amounts in
excess of contracted or anticipated amounts foemdéliveries or require us to make other concessio order to acquire the wafer supply
necessary to meet our customer requirements. I§appliers extend lead times, limit supplies ortipes of capacity we require, or increase
prices due to capacity constraints or other factmus revenue and gross margin may materially declin addition, if we experience supply
delays or limitations, our customers may reduce fhechase levels with us and/or seek alternatolations to meet their demand, which cc
materially and adversely impact our business asdlt®of operations.

Due to lack of capacity, which resulted in prodsiebrtages in early 2010, several major customek®ira sought alternative suppliers, which
impacted our full year revenue in 2011 and mayioomltto impact our revenue in future periods. Ifave faced with capacity issues similar to
what we experienced in 2010, our product sales@vnehue may be further impacted, which could malflgrand adversely affect our business
and results of operations.

We currently depend on three third-party suppliersto provide us with wafers for our products. If anyof our wafer suppliers become
insolvent or capacity constrained and are unable atior fail to provide us sufficient wafers at accepble yields and at anticipated costs,
our revenue and gross margin may decline or we mayot be able to fulfill our customer orders.

We have a supply arrangement with three supplarthke production of wafers. Should any of our Sigpp become insolvent or capacity
constrained, we may not be able to fulfill our amser orders, which would likely cause a declineun revenue.

While certain aspects of our relationship with theappliers are contractual, many important aspedtss relationship depend on our
suppliers’ continued cooperation and our managemgationships. In addition, the fabrication of li8sa highly complex and precise process.
Problems in the fabrication process can cause statinl percentage of wafers to be rejected oramaos ICs on each wafer to be non-
functional. This could potentially reduce yield$i€Tfailure of our suppliers to supply us waferaateptable yields could prevent us from
fulfilling our customer orders for our products amduld likely cause a decline in our revenue.

Further, as is common in the semiconductor industiy customers may reschedule or cancel orderslatively short notice. Under our
agreement with our suppliers, we have an opticrder wafers based on a committed forecast thatoaer a period of one to six months. If
our customers cancel orders after we submit a cttediniorecast to our suppliers for the correspogdiafers, we may be required to purchase
wafers that we may not be able to resell, whichldi@aalversely affect our operating results, finahc@ndition, and cash flows.

We might not be able to deliver our products on aitely basis if our relationships with our assembhand test subcontractors are
disrupted or terminated.

All of our products are assembled by third-partigcantractors and a portion of our testing is cutygmerformed by third-party subcontractors.
We do not have any longrm agreements with these subcontractors. Asudtrase may not have direct control over produdhey schedule

or product quality. Also, due to the amount of titpgically required to qualify assembly and tedt@ntractors, we could experience delays in
the shipment of our products if we were forceditol falternate third parties to assemble or tesfpooducts. In addition, events such as the
recent global economic crisis may materially impaat assembly supplier'ability to operate. Any future product delivesialys or disruption

in our relationships with our subcontractors ccudee a material adverse effect on our operatingitsedinancial condition, and cash flows.
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There may be unanticipated costs associated with dihg to or supplementing our third-party supplier's manufacturing capacity.

We anticipate that future growth of our busines$ mguire increased manufacturing capacity onge of third-party supply foundries,
assembly shops, or testing facilities for our praidu In order to facilitate such growth, we magaéo enter into strategic transactions,
investments and other activities. Such activitiessubject to a number of risks, including:

§ the costs and expense associated with such aesiviti

§ the availability of modern foundries to be develdpacquired, leased or otherwise made availables r our third-party
suppliers on January 1;

§ the ability of foundries and our third-party sujpd to obtain the advanced equipment used in thedugtion of our products;

§ delays in bringing new foundry operations onlinerteet increased product demand; and

§ unforeseen environmental, engineering or manuficfwualification problems relating to existingreew foundry facilities.
These and other risks may affect the ultimate apdttiming of any expansion of our third-party siigfs capacity.

We purchase inventory in advance based on expectddmand for our products, and if demand is not as @ected, we may have
insufficient or excess inventory, which could advesely impact our financial position.

As a fabless semiconductor company, we purchasaeentory from a third party manufacturer in adeawf selling our product. We place
orders with our manufacturer based on existingeaqmcted orders from our customers for particutedpcts. While our contracts with our
customers and distributors include lead time resqoénts and cancellation penalties that are designetect us from misalignment between
customer orders and inventory levels, we must rmtess make some predictions when we place orddrow manufacturer. In the event t
our predictions are inaccurate due to unexpec@ases in orders or unavailability of product wnttine time frame that is required, we may
have insufficient inventory to meet our customemndads. In the event that we order products thaaneainable to sell due to a decrease in
orders, unexpected order cancellations, injunctehresto patent litigations, or product returns,megy have excess inventory which, if not sold,
may need to be disposed of or would result in aedese in our revenues in future periods as thesexogentory at our distributors is sold. If
any of these situations were to arise, it couldehawnaterial impact on our business and finanasition.

The outcome of currently ongoing and future examinions of our income tax returns by the IRS could hae a material adverse effect o
our results of operations.

We are subject to examination of our income tadrret by the IRS and other tax authorities. Our. B&leral income tax returns for the years
ended December 31, 2000 through December 31, 2@00nder examination by the IRS. In April 2011, neeeived from the IRS a Notice of
Proposed Adjustment, or “NOPA”, relating to a cel&ring agreement entered into by the Companytardtérnational subsidiaries on
January 1, 2004. In the NOPA, the IRS objectedh¢oGompany’s allocation of certain litigation expes between the Company and our
international subsidiaries and the amount of “buypdayments” made by our international subsidiaiethe Company in connection with the
cost-sharing agreement, and proposed to increadd.8utaxable income according to a few alterrathethodologies. The methodology
resulting in the largest potential adjustmenthd tRS were to prevail on all matters in disputeuld result in potential federal and state
income tax liabilities of up to $37.0 million, plirgerest and penalties, if any. We believe thatlRRS's position in the NOPA is incorrect and
that our tax returns for those years were corrediied. We expect to contest these proposed adprdss vigorously. In February 2012, we
received a revised NOPA from the IRS (Revised NQPA)this Revised NOPA, the IRS is raising the sassues as in the NOPA issued in
April 2011 but under a different methodology. Untle Revised NOPA, the largest potential adjustyiéthe IRS were to prevail on all
matters in dispute, has decreased to $10.5 milfitus interest and penalties, if any. This is cdestd to be a subsequent event to our balance
sheet date and we are currently reviewing the ReMOPA. The IRS also audited the research anelagwment credits generated in the years
2000 through 2007, and the carryforward of thesdits to subsequent years. We received a NOPA tiheniRS in February 2011, proposing
to reduce the research and development creditsafedan years 2000 through 2007, which would a¢stuce the value of such credits carried
forward to subsequent tax years.

We are currently reviewing these proposed adjustsn®e regularly assess the likelihood of an advergcome resulting from such
examinations to determine the adequacy of our piawifor income taxes. As of December 31, 2011etham the technical merits of our tax
return filing positions, we believe that it is mdileely-than-not that the benefit of such positiomitl be sustained upon the resolution of our
audits resulting in no significant impact on ounsolidated financial position and the results aéragions and cash flows.

Changes in effective tax rates or adverse outcomessulting from examination of our income tax returns could adversely affect our



results.

Our future effective tax rates could be adversélgcéed by earnings being lower than anticipateddantries where we have lower statutory
rates and higher than anticipated in countries &/kgr have higher statutory rates, by changes inahmtion of our deferred tax assets and

liabilities, or by changes in tax laws, regulatipascounting principles or interpretations theréofaddition, we are subject to the continuous
examination of our income tax returns by the IrdéRevenue Service and other tax authorities. \Wealaely assess the likelihood of adverse
outcomes resulting from these examinations to detex the adequacy of our provision for income taXégere can be no assurance that the
outcomes from these continuous examinations willhawe an adverse effect on our operating resntifiaancial condition.

The complexity of calculating our tax provision mayresult in errors that could result in restatementsof our financial statements.

Due to the complexity associated with the calcatatif our tax provision, we have hired independaxtadvisors to assist us in the calculation.
If we or our independent tax advisors fail to regsabr fully understand certain issues that we mayethad in the past and issues that may arise
in the future, we could be subject to errors, whiduld result in us having to restate our finanstatements. For example, because of the
complexity of our tax structure, we have had ermorsur financial statements in the calculatioroof tax provision that previously resulted in
restatements of our prior year financial resuRgstatements are generally costly and could adyeémpact our results of operations and/or
have a negative impact on the trading price ofoamnmon stock.
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If we are unsuccessful in legal proceedings brouglaigainst us or any of our competitors, we could begrevented from selling many of
our products and/or be required to pay substantiadamages. An unfavorable outcome or an additional aavd of damages, attorneys’
fees or an injunction could cause our revenue to déne significantly and could severely harm our buimess and operating results.

If we are not successful in litigation that coukl trought against us or our customers, we coulatdbered to pay monetary fines and/or
damages. If we are found liable for willful patémiringement, damages could be doubled or tripid.and/or our customers could also be
prevented from selling some or all of our produbtsreover, our customers and end-users could dexitieo use our products or our products
or our customers’ accounts payable to us coulcetred. Finally, interim developments in these pedliegs could increase the volatility in our
stock price as the market assesses the impactbfdavelopments on the likelihood that we will all wot ultimately prevail in these
proceedings.

Given our inability to control the timing and natur e of significant events in our legal proceedings #t either have arisen or may arise,
our legal expenses are difficult to forecast and nyavary substantially from our publicly-disclosed faecasts with respect to any given
quarter, which could contribute to increased volatiity in our stock price and financial condition.

Historically, we have incurred significant expensesonnection with various legal proceedings that with the level of activity in the
proceeding. It is difficult for us to forecast dagal expenses for any given quarter, which adWeedéects our ability to forecast our expected
results of operations in general. We may also bgestito unanticipated legal proceedings, which id@asult in our incurrence of unexpected
legal expenses. If we fail to meet the expectatafreecurities or industry analysts as a resultrefxpected changes in our legal expenses, our
stock price could be impacted.

Future legal proceedings may divert our financial ad management resources.

The semiconductor industry is characterized byuesq claims of infringement and litigation regagipatent and other intellectual property
rights. Patent infringement is an ongoing riskpamnt because other companies in our industry coale patent rights that may not be
identifiable when we initiate development effoltgigation may be necessary to enforce our intéllatproperty rights, and we may have to
defend ourselves against additional infringemeaints. Such litigation is very costly. In the evany third party makes a new infringement
claim against us or our customers, we could indditeonal ongoing legal expenses. In addition,énrmection with these legal proceedings, we
may be required to post bonds to defend our irtielid property rights in certain countries for adefinite period of time, until such dispute is
resolved. If our legal expenses materially increasexceed anticipated amounts, our capital regsusad financial condition could be
adversely affected. Further, if we are not suceggsfany of our intellectual property defenses; fimancial condition could be adversely
affected and our business could be harmed. Iniaddibur management team may also be requiredvoté@ great deal of time, effort and
energy to these legal proceedings, which couldatismanagement’s focus on our operations and aelyeaffect our business.

We will continue to vigorously defend and enforce ur intellectual property rights around the world, especially as it relates to patent
litigation.

From time to time, we are faced with having to defeur intellectual property rights throughout therld. Should we become engaged in such
proceedings, it could divert management’s atterftiom focusing on and implementing our businesatsgy. Further, should we not be
successful in any of our intellectual property eoémnent actions, our revenue may be affected antduginess could be harmed.

Failure to protect our proprietary technologies ormaintain the right to certain technologies may nedavely affect our ability to compete

We rely heavily on our proprietary technologiesr @uure success and competitive position depenghihupon our ability to obtain and
maintain protection of certain proprietary techmyés used in our products. We pursue patents foesaf our new products and unique
technologies, and we also rely on a combinatiomaoidisclosure agreements and other contractualgioog, as well as our employees’
commitment to confidentiality and loyalty, to prot®ur technology, know-how, and processes. Desipgrecautions we take, it may be
possible for unauthorized third parties to copyeaspof our current or future technology or produmtto obtain and use information that we
regard as proprietary. We intend to continue tdgmtoour proprietary technology, including throygatents. However, there can be no
assurance that the steps we take will be adegoigitect our proprietary rights, that our pateuleations will lead to issued patents, that
others will not develop or patent similar or supeproducts or technologies, or that our patentisnet be challenged, invalidated, or
circumvented by others. Furthermore, the laws efdbuntries in which our products are or may bestbged, manufactured, or sold may not
protect our products and intellectual property tsgio the same extent as laws in the United St@tesfailure to adequately protect our
proprietary technologies could harm our business.
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S&P’s downgraded credit rating for U.S. long-term ®vereign debt and that of certain Eurozone countrig could affect global and
domestic financial markets, which may affect our baginess, financial condition and liquidity.

S&P’s downgraded credit rating for U.S. long-termwesreign debt and that of certain Eurozone countrteild materially affect global and
domestic financial markets and economic conditiéithough a downgrade of long-term sovereign creatings is not unprecedented, a
downgrade of the U.S. credit rating is, and theeptial impact is uncertain. Management will conéiia monitor the situation and there could
be future changes in capital requirements or alaebang of investment portfolios in response to agement’s assessment of the related risk
weightings. At this time, however, U.S. treasudestinue to trade in active markets, and the yieidle on U.S. treasuries remains an
appropriate basis for determining risk-free rates.

Should there be a deterioration of the global amanfcial markets as a result of the downgradeditorating for U.S. long-term sovereign debt,
our business, financial condition and liquidity twbe adversely affected.

The market for government-backed student loan auctin-rate securities has suffered a decline in liquity which may impact the
liquidity and potential value of our investment poitfolio.

The market for government-backed student loan angtite securities with interest rates that rdsetigh a Dutch auction every 7 to 35 days,
became illiquid in 2008. At December 31, 2011, @wmpany'’s investment portfolio included $13.7 roitlj net of impairment charges of $0.7
million, in government-backed student loan auctiate securities. As of that date, $14.4 milliorg thce value of our auction-rate security
investments, have failed to reset through succkasfitions and it is unclear as to when these invessts will regain their liquidity. The
underlying maturity of these auction-rate secwsitieup to 36 years.

Based on certain assumptions described in NotE&r ¥alue Measurements”, to our consolidated foiarstatements and the Liquidity and
Capital Resources section of “Item 7, Managemddigsussion and Analysis of Financial Condition &ebults of Operations” of this annual
report on Form 10-K, we recorded temporary andretif@n-temporary impairment charges on these invests. The valuation is subject to
fluctuations in the future, which will depend onmgdactors, including the collateral quality, paiaehto be called or restructured, underlying
final maturity, insurance guaranty, liquidity andrket conditions, among others. We experiencedi@trfailed auction in mid-February 2008.

Should there be further deterioration in the maf&etuction-rate securities, the value of our fodid may decline, which may have an adverse
impact on our cash position and our earningshdfaccounting rules for these securities changeretmay be an adverse impact on our
earnings. It is unlikely that we will be able tquidate our auction-rate securities in the shennt

We face risks in connection with our internal contol over financial reporting.

Effective internal controls over financial repogiare necessary for us to provide reliable andratedinancial reports. If we cannot provide
reliable financial reports or prevent fraud or @tfieancial misconduct, our business and operatsglts could be harmed. Our failure to
implement and maintain effective internal contreéofinancial reporting could result in a materi@sstatement of our financial statements or
otherwise cause us to fail to meet our financipbréng obligations. This, in turn, could resultarioss of investor confidence in the accuracy
and completeness of our financial reports, whidlidtthave an adverse effect on our results of operand/or have a negative impact on the
trading price of our common stock, and could subjescto stockholder litigation. For example, beeaokthe complexity of our tax structure,
we have had errors in our financial statementiéncalculation of our tax provision that previousdgulted in restatements of our prior year
financial results. Although we believe that we hawplemented appropriate internal control overficial reporting related to the computation
of our income tax provision, we cannot be certhat ny measures we have taken or may take irutbheefwill ensure that we implement and
maintain adequate internal control over financégarting and that we will avoid any material weads the future. In addition, we cannot
assure you that we will not in the future idenfifiyther material weaknesses in our internal cordv@r financial reporting that we have not
discovered to date, which may impact the religbiht our financial reporting and financial statertseerin addition, we grant performance-based
equity awards to certain of our employees. It fidlilt to predict if or when an accounting chamgsociated with these grants will occur. As a
result, we may be unable to accurately anticigaentagnitude and timing of any such accountingggawrhich could materially and adversely
impact our results of operations in future periods.

Our products must meet exacting specifications, andndetected defects and failures may occur, which ay cause customers to return ¢
stop buying our products and may expose us to prodt liability risk.

Our customers generally establish demanding spatifins for quality, performance, and reliabilityt our products must meet. Integrated
circuits as complex as ours often encounter devedop delays and may contain undetected defectslards when first introduced or after
commencement of commercial shipments, which mightiire product replacement or recall. Further,tbind-party manufacturing processes
or changes thereof, or raw material used in theufis@turing processes may cause our products to/&lhave from time to time in the past
experienced product quality, performance or reliigigproblems. Our standard warranty period is gear, which exposes the company to



significant risks of claims for defects and failsiréf defects and failures occur in our products,amuld experience lost revenue, increased
costs, including warranty expense and costs agdedoith customer support, delays in, cancellatimmsescheduling of orders or shipments,
and product returns or discounts, any of which wdwdrm our operating results.
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In addition, product liability claims may be asselrivith respect to our technology or products. élish we currently have insurance, there can
be no assurance that we have obtained a suffiaraotint of insurance coverage, that asserted clailhise within the scope of coverage of 1
insurance, or that we will have sufficient resogrte satisfy any asserted claims.

The price and availability of commaodities (e.g., dd, platinum, copper and silicon) may adversely impct our ability to deliver our
products in a timely and cost-effective manner andnay affect our business and results of operations.

Our products incorporate commaodities such as giédinum, copper and silicon. The price and avdlitsdnf these commodities and other like
commodities that we use could negatively impacthusginess and results of operations.

Devaluation of the U.S. Dollar relative to other foeign currencies, including the renminbi, may advesely affect results of operations.

Our manufacturing and packaging suppliers are alid¢eontinue to be primarily located in China fdret foreseeable future. Should the value of
the renminbi continue to rise against the U.S. &volthere could be an increase in our manufactwasgs relative to competitors who have
manufacturing facilities located in the U.S., whagbuld adversely affect our operations. In additisecause we collect payments from all
customers in U.S. dollars, fluctuations in the eadd foreign currencies could have an adverse itnpaour customers’ business, which could
negatively impact our business and results of djpers

We and our manufacturing partners are or will be sibject to extensive Chinese government regulationnd the benefit of various
incentives from Chinese governments that we and ounanufacturing partners receive may be reduced orlaninated, which could
increase our costs or limit our ability to sell pralucts and conduct activities in China.

Most of our manufacturing partners are locatedim&. In addition, we have established a facilityChina, initially for the testing of our ICs.
The Chinese government has broad discretion afebaiyt to regulate the technology industry in Chi@&ina’s government has implemented
policies from time to time to regulate economic &xgion in China. It also exercises significant oulntver China’s economic growth through
the allocation of resources, controlling paymenfioogign currency-denominated obligations, settimgnetary policy and providing preferential
treatment to particular industries or companiesyKegulations or the readjustment of previouslylenpented regulations could require us and
our manufacturing partners to change our businkess pincrease our costs, or limit our ability &l products and conduct activities in China,
which could adversely affect our business and dpgyaesults.

In addition, the Chinese government and provinafal local governments have provided, and contioyedvide, various incentives to
encourage the development of the semiconductostngin China. Such incentives include tax rebateduced tax rates, favorable lending
policies, and other measures, some or all of wiriely be available to our manufacturing partnerstandg with respect to our facility in China.
Any of these incentives could be reduced or elingiddy governmental authorities at any time. Anghsteduction or elimination of incentives
currently provided to our manufacturing partnersldadversely affect our business and operatingjtes

There are inherent risks associated with the operain of our testing facility in China, which could increase product costs or cause a
delay in product shipments.

We have a testing facility in China that began afiens in 2006. In addition to the risks discussis@where in this annual report on Form 10-
K, we face the following risks, among others:

« inability to maintain appropriate and accépgananufacturing controls; and
* higher than anticipated overhead and othstsoof operation.

If we are unable to maintain our testing facilityGhina at fully operational status with appropgiatanufacturing controls and cost levels, we
may incur higher costs than our current expensgldewhich would affect our gross margins. In additif capacity restraints result in
significant delays in product shipments, our bus$nand results of operations would be adversegctd.

The average selling prices of products in our markis have historically decreased over time and wilikely do so in the future, which
could harm our revenues and gross profits.

Average selling prices of semiconductor producthémarkets we serve have historically decreagedtone. Our gross profits and financial
results will suffer if we are unable to offset argluctions in our average selling prices by redyoiar costs, developing new or enhanced
products on a timely basis with higher selling gsior gross profits, or increasing our sales voturAéditionally, because we do not operate
our own manufacturing or assembly facilities, weymat be able to reduce our costs as rapidly agpeoias that operate their own facilities,
and our costs may even increase, which could aldace our margins.
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Because of the lengthy sales cycles for our prodiscand the fixed nature of a significant portion obur expenses, we may incur
substantial expenses before we earn associated reue and may not ultimately achieve our forecastedases for our products.

The introduction of new products presents signifidausiness challenges because product developta® and expenditures must be mad

to two years or more in advance of any salesklidais up to 12 months or more to design and menuéa new product prototype. Only after
we have a prototype do we introduce the produttieanarket and begin selling efforts in an attetagtchieve design wins. This sales process
requires us to expend significant sales and mamxesources without any assurance of successméofiroduction of products that use our
ICs, if any, may not be achieved for an additiqesiiod of time after an initial sale. Sales cydtasour products are lengthy for a number of
reasons, including:

» our customers usually complete an in-depthrical evaluation of our products before they elagurchase order;

» the commercial adoption of our products byM3Eand ODMs is typically limited during the initiedlease of their product to
evaluate product performance and consumer demand;

» our products must be designed into a custenpeoduct or system; and

» the development and commercial introductibow customers’ products incorporating new techgis frequently are
delayed.

As a result of our lengthy sales cycles, we mayristbstantial expenses before we earn assocewedue because a significant portion of our
operating expenses is relatively fixed and baseexpected revenue. The lengthy sales cycles gbprmgducts also make forecasting the volume
and timing of orders difficult. In addition, theldgs inherent in lengthy sales cycles raise aduftioisks that customers may cancel or change
their orders. Our sales are made by purchase omflecause industry practice allows customers tohedule or cancel orders on relatively s
notice, backlog is not always a good indicator uf future sales. If customer cancellations or pob@hanges occur, we could lose anticipated
sales and not have sufficient time to reduce oweritory and operating expenses.

The loss of any of our key personnel or the failuréo attract or retain specialized technical and maagement personnel could impair our
ability to grow our business.

Our future success depends upon our ability ta@tand retain highly qualified technical and maarad personnel. We are particularly
dependent on the continued services of our keyutixes, including Michael Hsing, our President &fdef Executive Officer, who founded
our company and developed our proprietary procdsblogy. In addition, personnel with highly skdllanalog and mixed-signal design
engineering expertise are scarce and competitiopeisonnel with these skills is intense. Therelmano assurance that we will be able to
retain existing key employees or that we will becassful in attracting, integrating or retainingethighly qualified personnel with critical
capabilities in the future. If we are unable t@hethe services of existing key employees or asiacessful in attracting new highly qualified
employees quickly enough to meet the demands obwsiness, including design cycles, our businea&idme harmed.

If we fail to retain key employees in sales, applations, finance and legal or to make continued immvements to our internal systems,
particularly in the accounting and finance area, ou business may suffer.

If we fail to continue to adequately staff our salapplications, financial and legal staff, maintai upgrade our business systems and maintair
internal controls that meet the demands of ourrass, our ability to operate effectively will sufféhe operation of our business also depends
upon our ability to retain these employees, asetieesployees hold a significant amount of institudilcknowledge about us and our products,
and, if they were to terminate their employment, gsales and internal control over financial repartcould be adversely affected.

We intend to continue to expand our operations, wigh may strain our resources and increase our operialg expenses.

We plan to continue to expand our domestic anddareperations through internal growth, strategiationships, and/or acquisitions. We
expect that any such expansion will strain ouresystand operational and financial controls. In toldi we are likely to incur significantly
higher operating costs. To manage our growth effelgt we must continue to improve and expand gstems and controls, as well as hire
experienced administrative and financial personiigle fail to do so, our growth will be limitedf Wwe falil to effectively manage our planned
expansion of operations, our business and opereggigts may be harmed.

We may engage in future acquisitions that dilute tB ownership interests of our stockholders and causes to incur debt or to assume
contingent liabilities, and we may be unable to swessfully integrate these companies into our opelians, which would adversely affect
our business.



As a part of our business strategy, from timeneetive review acquisition prospects that would camnt our current product offerings,
enhance our design capability or offer other coitipetopportunities. In the event of future acqti@sis, we could use a significant portion of
our available cash, cash equivalents and shortiterestments, issue equity securities which wotillgtel current stockholders’ percentage

ownership, incur substantial debt or contingeritiliges, and/or incur impairment charges relatedoodwill or other intangibles. Such actions
by us could impact our operating results and/ompitiee of our common stock.
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In addition, we may be unable to identify or cont@lprospective acquisition for various reasondpitiog competition from other companies
in the semiconductor industry, the valuation exagtahs of acquisition candidates and applicablérast laws or related regulations. If we are
unable to identify and complete acquisitions, weymat be able to successfully expand our businedpeoduct offerings.

To the extent we are successful in completingegiatacquisitions, if we are unsuccessful in ing¢igg any acquired company into our
operations or if integration is more difficult thanticipated, we may experience disruptions thatccbarm our business and not realize the
anticipated benefits of the acquisitions. Soméhefrisks that may adversely affect our abilityrttegrate or realize any anticipated benefits
from the acquired companies, businesses or assdtslé those associated with:

8 unexpected losses of key employees or customéhe@fcquired companies or businesses;

§ conforming the acquired company’s standards, pssssprocedures and controls with our operations;
§ coordinating new product and process development;

§ hiring additional management and other criticakpanel;

§ increasing the scope, geographic diversity and ¢exitg of our operations;

§ difficulties in consolidating facilities and tramesfing processes and know-how;

§ other difficulties in the assimilation of acquirederations, technologies or products;

§ diversion of management’s attention from other bess concerns; and

§ adverse effects on existing business relationshiftecustomers.

We compete against many companies with substantigilbreater financial and other resources, and our m&et share may be reduced if
we are unable to respond to our competitors effeately.

The analog and mixed-signal semiconductor industhighly competitive, and we expect competitivegaures to continue. Our ability to
compete effectively and to expand our businessdeitlend on our ability to continue to recruit apgiions and design talent, our ability to
introduce new products, and our ability to mainthi@ rate at which we introduce these new prodiWigesscompete with domestic and non-
domestic semiconductor companies, many of whicte lsaNpstantially greater financial and other reseaimith which to pursue engineering,
manufacturing, marketing, and distribution of th@ioducts. We are in direct and active competitwith respect to one or more of our product
lines, with at least 10 manufacturers of such petglwf varying size and financial strength. Thenber of our competitors has grown due to
the expansion of the market segments in which wicfzate. We consider our competitors to inclublgt, not be limited to: Fairchild
Semiconductor, Intersil, Linear, Maxim Integrateddructs, Micrel, Microsemi, National Semiconduct®2Micro, RichTek, Rohm, Semtech,
STMicroelectronic, Texas Instruments and VolteYk expect continued competition from existing cotitpes as well as competition from
new entrants in the semiconductor market.

We cannot assure you that our products will cotittucompete favorably or that we will be succddsfthe face of increasing competition
from new products and enhancements introduced istirgx competitors or new companies entering théskat, which would materially and
adversely affect our results of operations andfisancial condition.

If securities or industry analysts downgrade our sbck or do not continue to publish research or repds about our business, our stock
price and trading volume could decline.

The trading market for our common stock will depeincpart, on the research and reports that ingustsecurities analysts publish about us or
our business. We do not have any control over thaa#ysts. If one or more of the analysts who cagetlowngrade our stock, our stock price
would likely decline. If one or more of these arsdycease coverage of us or fail to regularly ghhieports on us, we could lose visibility in
the financial markets, which in turn could causeiack price or trading volume to decline.

Because of their significant stock ownership, ourféicers and directors will be able to exert signiftant influence over our future
direction.

Executive officers, directors, and affiliated eletbeneficially owned in aggregate, approximalé% of our outstanding common stock as of
December 31, 2011. These stockholders, if actiggtteer, would be able to significantly influencerahtters requiring approval by our



stockholders, including the election of directonsl éhe approval of mergers or other business ccetibim transactions.
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Major earthquakes or other natural disasters and reulting systems outages may cause us significansses.

Our corporate headquarters, the production faedliGf our third-party wafer supplier, our IC tegtfiacility, a portion of our assembly and
research and development activities, and certdieratritical business operations are located inear seismically active regions and are su
to periodic earthquakes. We do not maintain eagkgunsurance and could be materially and advees@dgted in the event of a major
earthquake. Much of our revenue, as well as ounufis@turers and assemblers, are concentrated in 8g&h concentration increases the risk
that other natural disasters, labor strikes, temorwar, political unrest, epidemics, and/or Healtvisories could disrupt our operations. In
addition, we rely heavily on our internal inform@tiand communications systems and on systems podwgervices from third parties to
manage our operations efficiently and effectivé@lgly of these are subject to failure due to a nauisaster or other disruption. Systemde or
local failures that affect our information procegscould have material adverse effects on our legsirfinancial condition, operating results,
and cash flows.

Our facilities in Chengdu, China are located iremsmically active area, as evidenced by the MayB28rthquake that was centered in the
Sichuan Province of China. Although there was noatge to our facilities as a result of that earttkguahould there be additional earthquakes
in the area, we may incur losses and our busifiessicial condition and/or operating results maffesu

We have a sales facility in Japan, which is locateal seismically active area, as evidenced byvhech 2011 earthquake that was centered off
the coast of Japan’s Miyagi Prefecture. While thveas no damage to our facilities as a result oetmehquake, our customers may have
experienced disruptions in their supply chains thay impact our revenue in future quarters. Addaicearthquakes in the region may have a
more significant impact longer term, which couléeaf our results of operations and financial caoda.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

Our primary operating locations are currently imSase, California and Chengdu, Sichuan, ChinacWeently lease approximately 55,110
square feet in San Jose, which serves as our ateploeadquarters, sales and research and developeméer. Certain test procedures and
manufacturing also take place in our San Joseitiacilhe San Jose facility was sold and the newllznd has exercised their right to terminate
the lease, effective April 18, 2012.

On July 8, 2011, we entered into a Standard Offgreement and Escrow Instruction for Purchase @fl Estate with Pepper Lar@reat Oaks
LLC, a California limited liability company to punase the property located at 79 Great Oaks BouddmaBan Jose, CAto be used as our ne
headquarters and sales offices. Such property stsrsi an approximately 106,262 square foot officéding and approximately 5.5 acres of
land.

We lease approximately 56,000 square feet in Chemddch serves as our test facility and manufantutiub and we constructed a 150,000
square foot research and development facility ier@au, which was put into operation in October 2010

We also lease sales and research and developnfiessdh the United States, Japan, China, Taiwariaid and Korea. We believe that our
existing facilities are adequate for our currergrgpions.

ITEM 3. LEGAL PROCEEDINGS

On September 16, 2011 and September 29, 2011, aaudyridentical shareholder derivative actions wideel in the United States District
Court for the Northern District of California anuet California Superior Court for Santa Clara Coungming as defendants certain of our
current and former directors and officers and ampensation advisory firm. The complaints asdaitts for, among other things, breach of
fiduciary duty in connection with the directorspapval of compensation for our executive officewsidg 2010. The complaints each seek an
award of damages in favor of the Company, equitedllef, costs and attorney’s fees. On February2Pd2, the plaintiff in the action filed in
California Superior Court for Santa Clara Countg kaluntarily dismissed the action. The matteesatra preliminary stage at the United
States District Court; the defendants have movetisimiss the complaints in the court. In managdte@pinion, the resolution of the
derivative action filed in the United States DistiCourt is uncertain and we are not able to asshssher it will have a material adverse effect
on our consolidated financial condition, result®pérations, or liquidity.

We and certain of our subsidiaries are partiestioas and proceedings incident to our busineslsdrordinary course of business, including
litigation regarding our intellectual property, deages to the enforceability or validity of outéllectual property and claims that our products
infringe on the intellectual property rights of eth. These proceedings often involve complex qoesthf fact and law and will require the



expenditure of significant funds and the diversibother resources to prosecute and defend. Wendeferselves vigorously against any such
claims.
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ITEM4. MINE SAFETY DISCLOSURES
Not applicable
PART I
ITEM 5. Market for the Registrant’'s Common Equity, Related Stockholders Matters, and Issuer Purchees of Equity Securities.
Market Price of Our Common Stock
Our common stock is traded on the Nasdaqg Globa&cE&larket under the symbol “MPWR”. The followirapte sets forth, for the periods

indicated, the high and low sales price per shbmincommon stock on the Nasdaqg Global Select Btafkhese prices represent quotations
among dealers without adjustments for retail mgr&;umarkdowns or commissions, and may not repregsem@s of actual transactions.

2011 High Low
Fourth Quarter ended December 31, 2011 $ 1561 $ 9.4¢
Third Quarter ended September 30, 2011 $ 15.6¢ $ 10.1¢
Second Quarter ended June 30, 2011 $ 18.5¢ $ 13.41
First Quarter ended March 31, 2011 $ 17.12 $ 12.9¢
2010

Fourth Quarter ended December 31, 2010 $ 18,52 $ 14.7¢
Third Quarter ended September 30, 2010 $ 19.9C $ 15.4¢
Second Quarter ended June 30, 2010 $ 25.3¢ % 17.3¢
First Quarter ended March 31, 2010 $ 2450 $ 18.4(

Holders of Our Common Stock

As of February 16, 2012, we had approximately 2tldtolders of record and the closing price of comrstmck was $18.48 per share as
reported by The Nasdaq Global Select Market. Mafryur shares of common stock are held by brokedsagher institutions on behalf of
stockholders. Based on several factors, includimgpooxy mailing from 2011, we estimate the totamber of stockholders represented by
these record holders to be at least 1,409 .

Dividend Policy

We have not paid cash dividends on our common stimade our inception. We currently expect to retgamings for use in the operation and
expansion of our business, and therefore do natipate paying any cash dividends for the next ssweears.

Performance of Our Common Stock
The following graph compares the cumulative 60-rhdotal return provided shareholders on our comstook relative to the cumulative total
returns of the Nasdag Composite Index, the S &®1B68ex and the Philadelphia Semiconductor Indexirvestment of $100 (with

reinvestment of all dividends) is assumed to haentmade in our common stock on 1/1/2007 andlasive performance is tracked through
12/31/2011.
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COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Monalithic Power Systems, Inc., the NASDAQ Composite Index, the S&P 500 Index,
and the PHLX Semiconductor Index
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Monolithic Power Systems, Inc.

NASDAQ Composite S&P 500 -PHLX Semiconductor

“$100 invested on 12/31/06G in stock or index, including reinvestment of dividends.
Fiscal year ending Decamber 31

Copyright® 2012 S&P, a division of The MceGraw-Hill Companies Inc. All rights reserved.

The information contained in the Stock PerformaB@caph section shall not be deemed to be “solicitimgterial” or “filed” or incorporated

by reference in future filings with the SEC, orjsgbto the liabilities of Section 18 of the ExcharAct, except to the extent that the Company
specifically incorporates it by reference into acdment filed under the Securities Act of 1933,rasraded, or the Securities Exchange Act of
1934, as amended.

Recent Sales of Unregistered Securities

There were no sales of unregistered securitienduhie year ended December 31, 2011.

ITEM 6. SELECTED FINANCIAL DATA

The following financial data is derived from ourddied annual consolidated financial statements ana for the years ended December 31,
2011, 2010, 2009, 2008 and 2007. You should readaffowing table in conjunction with the consolidd financial statements and the related

notes contained elsewhere in this report on For.10perating results for any year are not necdgdadicative of results to be expected for
any future periods.
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Consolidated Statement of Operations Data:

Revenue
Cost of revenue, including stock-based compensatiol
Gross profit

Operating expenses:
Research and development, including stock-based
compensation*
Selling, general and administrative, including ktbase(
compensation*
Lease abandonment
Litigation
Patent litigation settlement (provision reversal)
Total operating expenses

Income from operations

Other income (expense):
Interest and other income
Other expense

Total other income, net

Income before income taxes
Income tax provision

Net income

Basic income per share
Diluted income per share

Weighted-average common shares outstanding
Stock options, restricted stock and warrants

Diluted weighted-average common equivalent shares
outstanding

Year ended December 31,

* Stock-based compensation has been included ifotlwsving line

items:
Cost of revenue
Research and development
Selling, general and administrative
Total

Consolidated Balance Sheet Data:

Cash and cash equivalents
Short-term investments
Long-term investments
Restricted cash

2011 2010 2009 2008 2007
(in thousands, except per share amounts)
$ 196,51¢ $ 218,84( $ 165,00¢ $ 160,51: $ 134,00«
94,92¢ 97,38: 67,33( 61,18¢ 48,78:
101,59« 121,45 97,67¢ 99,32% 85,22!
44 ,51¢ 44,37 38,29¢ 34,85( 27,34
40,28( 41,16¢ 36,75: 35,25¢ 29,53}
- - - - (49€)
3,37¢ 5,41¢ 9,457 6,714 9,37(
- - (6,35€) - 9,80(
88,17" 90,95¢ 78,14¢ 76,82( 75,55!
13,41% 30,49¢ 19,53( 22,50' 9,67(
671 1,15¢ 1,047 3,581 4,741
(362) (234) (42€9) (652) (13¢)
30¢ 922 61€ 2,93t 4,60
13,72¢ 31,42( 20,14¢ 25,44; 14,27
42t 1,857 474 1,21¢ 2,69:
$ 13,30 $ 29,56 $ 19,67¢ $ 24,22¢ $ 11,58(
$ 03¢ $ 0.8: $ 057 $ 0.7z $ 0.37
$ 0.3 $ 0.7¢ $ 05¢ $ 067 $ 0.3
34,05( 35,83( 34,31( 33,50¢ 31,70:
1,11( 1,99¢ 2,32¢ 2,611 3,381
35,16( 37,82¢ 36,63¢ 36,12( 35,09(
$ 31z $ 39 % 24 $ 344 $ 53¢
5,90¢ 6,74 6,40¢ 5,821 4,62¢
6,90¢ 9,67¢ 7,957 6,99: 6,064
$ 13,12¢ $ 16,81( $ 1461, $ 13,15¢ $ 11,22¢
As of December 31,
2011 2010 2009 2008 2007
(in thousands)
$ 96,37 $ 48,01 $ 46,717 $ 83,26¢ $ 83,11«
77,82} 129,70¢ 118,91« 21,92; 27,76!
13,67¢ 19,18( 19,44t 37,42¢ -
- - - 7,36( 7,35(



Working capital 185,43¢ 195,40¢ 179,57 117,36 119,34t

Restricted assets - - - 7 8,34(
Total assets 273,86° 281,60: 241,82: 195,29¢ 172,59(
Common stock 159,33 178,26¢ 175,51¢ 147,29¢ 143,89(
Total stockholders' equity 242,87 246,89! 212,95 164,64! 137,53

ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjiomctvith the consolidated financial statements egldted notes which appear elsewhere in
this annual report on Form 10-K.
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Overview

We are a fabless semiconductor company that desdgnelops, and markets proprietary, advanced graaid mixed-signal semiconductors.
We currently offer products that serve multiple kegs, including flat panel televisions, wirelessmtounications, telecommunications
equipment, general consumer products, notebook otargy and set top boxes, among others. We belateve differentiate ourselves by
offering solutions that are more highly integratsehaller in size, more energy efficient, more aataiith respect to performance
specifications and, consequently, more cost-effedtian many competing solutions. We plan to caomtito introduce additional new products
within our existing product families, as well asniew product categories.

We operate in the cyclical semiconductor industhere there is seasonal demand for certain of mdyats. We are not and will not be
immune from current and future industry downtuims, we have targeted product and market areasvihaelieve have the ability to offer
above average industry performance over the lomg.te

We work with third parties to manufacture and adserour integrated circuits (“ICs"Yhis has enabled us to limit our capital expendiuanc
fixed costs, while focusing our engineering andglesesources on our core strengths.

Following the introduction of a product, our sa®sgle generally takes a number of quarters to aehievenue and volume productiol
usually achieved several months after we receivenitial customer order for a new product. Typitedd time for orders are fewer than
days. These factors, combined with the fact thae in the semiconductor industry can typically daacelled or rescheduled with
significant penalty to the customer, make the fastiog of our orders and revenue difficult.

We derive most of our revenue from sales througtridution arrangements or direct sales to custserimeAsia, where the components we
produce are incorporated into an end-user pro@0& of our revenue for the year ended Decembe2@1l1 and 87% of our revenue for the
year ended December 31, 2010 was attributable¢atddr indirect sales to customers in Asia. Wéveest majority of our revenue from tl
sales of our DC to DC converter product family whéervices the consumer electronics, communicadodscomputing markets. We believe
our ability to achieve revenue growth will depemdpart, on our ability to develop new productseemew market segments, gain market
share, manage litigation risk, diversify our custorbase and successfully secure manufacturing itgpac

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial caadifind results of operations are based upon mediglated financial statements, which h
been prepared in accordance with generally accegtealinting principles in the U.S. The preparatibthese financial statements requires us
to make estimates and judgments that affect thertregh amount of assets, liabilities, revenue ampkpges, and related disclosure of contingent
assets and liabilities. We evaluate our estimategnoon-going basis, including those related temee recognition, stock-based compensation,
long-term investments, short-term investments, ntwees, income taxes, warranty obligations andiogencies. We base our estimates on
historical experience and on various other assumgtihat are believed to be reasonable under thenestances, the results of which form the
basis for making the judgments about the carryigges of assets and liabilities that are not rgaafibarent from other sources. Estimates and
judgments used in the preparation of our finanstalements are, by their nature, uncertain andedingieble, and depend upon, among o
things, many factors outside of our control, susld@mand for our products and economic conditigkecordingly, our estimates and
judgments may prove to be incorrect and actualtemay differ, perhaps significantly, from thestimates

We believe the following critical accounting poésireflect our more significant judgments usedhéreparation of our consolidated financial
statements.

Revenue Recognition. We recognize revenue in accordance with Finanatalofinting Standards Board (“FASB”) — Accountingrigtards
Cadification (“ASC”) 605-10-S2Revenue Recognition — Overall — Recognitidé&C 605-10-S25 requires that four basic criterist be met
before revenue can be recognized: (1) persuasidere of an arrangement exists; (2) delivery ltasiwed or services have been rendered;
(3) the fee is fixed and determinable; and (4)extbility is reasonably assured. Determinatiooridéria (3) and (4) are based on
management’s judgment regarding the fixed natutaesfee charged for products delivered and thiectalbility of those fees. The application
of these criteria has resulted in our generallpgaizing revenue upon shipment (when title passesjistomers.

Approximately 90% of our distributor sales, inclogisales to our value-added resellers, are madeghrdistribution arrangements with third
parties. These arrangements do not include anyadgeyment terms (our normal payment terms ard8days for our distributors, with value-
added resellers having payment terms up to 90 dpsisg protection or exchange rights. Returndiari#ed to our standard product warranty.
Certain of our large distributors have contractd thclude limited stock rotation rights that pefrthie return of a small percentage of the
previous six months’ purchases in return for a censating new order of equal or greater dollar value
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Our revenue consists primarily of assembled anedeffnished goods. We also sell die in wafer faonour customers and valaelded reselle
and receive royalty revenue from third parties ealde-added resellers.

We maintain a sales reserve for stock rotationtsigithich is based on historical experience ofacttock rotation returns on a per distributor
basis, where available, and information relategrtmlucts in the distribution channel. This resaswecorded at the time of sale. In the futur
we are unable to estimate our stock rotation retaaturately, we may not be able to recognize evé&om sales to our distributors based on
when we sell inventory to our distributors. Instead may have to recognize revenue when the digtitsells through such inventory to an
end-customer.

We generally recognize revenue upon shipment afymts to the distributor for the following reasdhased on ASC 605-15-25Revenue
Recognitior— Products — Recognition — Sales of Products Wheht Rf Return Existk

(1) Our price is fixed and determinable atdlaée of sale. We do not offer special payment teprise protection or price
adjustments to distributors where we recognizerregaipon shipment

(2)  Our distributors are obligated to pay ud #ris obligation is not contingent on the resdlewr products

(3) The distributor’s obligation is unchangedtfie event of theft or physical destruction or dgmto the products

(4)  Our distributors have stand-alone econmulzstance apart from our relationship

(5) We do not have any obligations for futuegfprmance to directly bring about the resale afmoeducts by the distributor

(6) The amount of future returns can be redsigrestimated. We have the ability and the infoiprahecessary to track inventory
sold to and held at our distributors. We maintahristory of returns and have the ability to estientie stock rotation returns on
a quarterly basis.

If we enter into arrangements that have rightetim that are not estimable, we recognize revender such arrangements only after the
distributor has sold our products to an end custome

Approximately 10% of our distributor sales are m#teugh small distributors based on purchase smdggher than formal distribution
arrangements. These distributors do not receiyestotk rotation rights and, as such, hold vetielinventory, if any. We do not have a
history of accepting returns from these distribsitand they are generally required to pay in advahsaipment.

The terms in a majority of the Company's distribntagreements include the non-exclusive right ip &ed the agreement to use best efforts to
promote and develop a market for, the Company'suymts in certain regions of the world and the bt terminate the distribution agreement
by either party with up to three months notice. Twnpany provides a one year warranty against tefieenaterials and workmanship. Under
this warranty, the Company will either repair theods or provide replacements at no charge to th®mer for defective products. Estimated
warranty returns and warranty costs are basedsiarttal experience and are recorded at the timéymt revenue is recognized.

Two of the Company's U.S. distributors have distiitn agreements where revenue is recognized ugderbyg these distributors to their end
customers because these distributors have ceigits of return which management believes are stitnable. The deferred revenue balance
from these distributors for each of the years eridecember 31, 2011 and 2010 was $1.0 million.

Inventory Valuation. We value our inventory at the lower of the staddzost (which approximates actual cost on a firsfirst-out basis) or
its current estimated market value. We write danwentory for obsolescence or lack of demand, baseassumptions about future demand
and market conditions. If actual market conditians less favorable than those projected by managteaditional inventory writelowns ma;
be required. On the contrary, if market conditians more favorable, we may be able to sell invgrttoat was previously reserved.

Accounting for Income Taxes. ASC 740-10dncome Taxes — Overgltrescribes a recognition threshold and measureatgiitute for the
financial statement recognition and measuremeattak position taken or expected to be taken axaedturn. This interpretation also provides
guidance on derecognition, classification, inteeast penalties, accounting in interim periods aisdldsure. In accordance with ASC 740-10,
we recognize federal, state and foreign currentiédities or assets based on our estimate afdgpayable or refundable in the current fiscal
year by tax jurisdiction. We also recognize fedestdte and foreign deferred tax assets or ligdslitor our estimate of future tax effe
attributable to temporary differences and carryfmas. We record a valuation allowance to reducedafgrred tax assets by the amount of any
tax benefits that, based on available evidencgudgment, are not expected to be realized.

Our calculation of current and deferred tax asaptkliabilities is based on certain estimates addments and involves dealing with
uncertainties in the application of complex tax$a®ur estimates of current and deferred tax aasetdiabilities may change based, in part
added certainty or finality or uncertainty to arnieipated outcome, changes in accounting or tas lemthe U.S., or foreign jurisdictions where
we operate, or changes in other facts or circunastrin addition, we recognize liabilities for patfal U.S. and foreign income tax for
uncertain income tax positions taken on our tadtrret if it has less than a 50% likelihood of besuigtained. If we determine that payment of
these amounts is unnecessary or if the recordelibtaility is less than our current assessmentnvag be required to recognize an income tax



benefit or additional income tax expense in ouafficial statements in the period such determinésiomade. We have calculated our uncertain
tax positions which were attributable to certaitineates and judgments primarily related to tranpféging, cost sharing and our international
tax structure exposure.
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As of December 31, 2011 and 2010, we had a valuatiowance of $14.6 million and $16.8 million, pestively, attributable to management’
determination that it is more likely than not thabst of the deferred tax assets in the United Stainot be realized. Should it be determined
that all or part of the net deferred tax asset moll be realized in the future, an adjustment toegase the deferred tax asset valuation allowance
will be charged to income in the period such deteation is made. Likewise, in the event we werddtermine that it is more likely than not
that we would be able to realize our deferred tsets in the future in excess of our net recordeolat, an adjustment to the valuation
allowance for the deferred tax asset would incréaseme in the period such determination was made.

Contingencies. We and certain of our subsidiaries are partiesctions and proceedings incident to our busiiretige ordinary course of
business, including litigation regarding our intetiual property, challenges to the enforceabilityalidity of our intellectual property and
claims that our products infringe on the intellettproperty rights of others. The pending procegslimvolve complex questions of fact and
law and will require the expenditure of significdnhds and the diversion of other resources toquate and defend. In addition, from time to
time, we become aware that we are subject to athretingent liabilities. When this occurs, we veillaluate the appropriate accounting for the
potential contingent liabilities using ASC 450-28-2 Contingencies — Loss Contingencies - Recognttiatetermine whether a contingent
liability should be recorded. In making this detération, management may, depending on the natutieeahatter, consult with internal and
external legal counsel and technical experts. Basdtie facts and circumstances in each matteuseeur judgment to determine whether
probable that a contingent loss has occurred aredhghthe amount of such loss can be estimateke Hetermine a loss is probable and
estimable, we record a contingent loss in accomrlavith ASC 450-20-25-2. In determining the amourd gontingent loss, we take into
account advice received from experts for each fipenatter regarding the status of legal proceeslisgttiement negotiations (which may be
ongoing), prior case history and other factors.ulththe judgments and estimates made by managemedtto be adjusted as additional
information becomes available, we may need to rkadditional contingent losses that could materiafid adversely impact our results of
operations. Alternatively, if the judgments andreates made by management are adjusted, for exaihalparticular contingent loss does not
occur, the contingent loss recorded would be r@gevehich could result in a favorable impact on sults of operations.

Accounting for Stock-Based Compensation. We account for stock-based compensation undgsriingsions of ASC 718-10-30ompensation
— Stock Compensation — Overall — Initial Measureméltis standard requires us to measure the cashpfoyee services received in
exchange for an award of equity instruments basetth® grant-date fair value of the award. That eokte recognized over the period during
which an employee is required to provide serviocesxichange for the award, known as the requisigcgeperiod (usually the vesting periad)
We currently use the Black-Scholes option-pricingdel to estimate the fair value of our share-bgssanents. The Black-Scholes option-
pricing model is based on a number of assumptiackjding historical volatility, expected life, kKsfree interest rate and expected
dividends. The amount of stock-based compensdtiainte recognize is also based on an expectedtiodeate. If there is a difference
between the forfeiture assumptions used in detengistock-based compensation costs and the aaxfaltfires which become known over
time, we may change the forfeiture rate, which ddwdve a significant impact on our stock-based @meation expense.

Warranty Reserves. We currently provide a 12-month warranty again$édks in materials and workmanship and will eitregrair the goods
or provide replacement products at no charge tatiseoomer for defective products. We record esghatarranty costs by product, which are
based on historical experience over the precedngdnths, at the time we recognize product reveReserve requirements are recorded it
period of sale and are based on an assessmerm pfdtucts sold with warranty and historical watyazosts incurred. As the complexity of «
products increases, we could experience higheramgriclaims relative to sales than we have preWoexperienced, and we may need to
increase these estimated warranty reserves.
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Fair Value of Financial Instruments. ASC 820-10Fair Value Measurements and Disclosures — Ovaetafines fair value, establishes a
framework for measuring fair value in generallyegmed accounting principles in the United State&rokrica, and requires that assets and
liabilities carried at fair value be classified afidclosed in one of the three categories, asviclio

« Level 1: Quoted prices in active markets for idegitassets;
« Level 2: Significant other observable inputs; and
« Level 3: Significant unobservable inputs.

ASC 820-10-35-5Fair Value Measurement and Disclosure — Overalubsequent Measurement — Determining Fair Value Whervolume
and Level of Activity for the Asset or Liability ¥aSignificantly Decreased and ldentifying Trangatg That Are Not Orderlgrovides
additional guidance for estimating fair value ic@mance with ASC 820-1Bair Value Measurements and Disclosures — Overathen the
volume and level of activity for the asset or llapihave significantly decreased.

Our financial instruments include cash and caslivatgnts and short-term and lotgrm investments. Cash equivalents are statedsatwhict
approximates fair market value. Short-term and {targ investments are stated at their fair markaie.

At December 31, 2011, the face value of our holglimgauction rate securities is $14.4 million,alwhich is classified as long-term available-
for-sale investments.

All of the Company's investments are classified\ealable-for-sale securities which are recordef@diatvalue, and unrealized gains or losses
(that are deemed to be temporary) are recognizeddh shareholders' equity, as a component of aglatted other comprehensive income in
our consolidated balance sheet. We record an imair charge to earnings when an available-forisakstment has experienced a decline in
value that is deemed to be other-than-temporamediments in trading securities are recorded avédue and unrealized gains and losses are
recognized in other income (expense) in our codatdid statement of operations.

We adopted the provisions of ASC 320-10k8estments — Debt and Equity Securities — Over&8ubsequent Measuremeantd ASC 320-10-

50 Investments — Debt and Equity Securities — Overalsclosure effective April 1, 2009 and used the guidelinese¢ireto determine whether
the impairment is temporary or other-than tempaor@ther-than-temporary impairment charges existnthe entity has the intent to sell the
security or it will more likely than not be requiréo sell the security before anticipated recovBuyring the year ended December 31, 2009, we
recognized a credit loss of $70,000, which was dekta be other-than-temporary in other income (egpgin our Consolidated Statement of
Operations. There have been no such losses since.

Based on certain assumptions described in NoteoRrtgonsolidated financial statements and theidiguand Capital Resources section of
Part II, Item 7 of this annual report on Form 10w& recorded impairment charges on our holdingaittion-rate securities. The valuation of
these securities is subject to fluctuations infthere, which will depend on many factors, incluglithe collateral quality, potential to be called
or restructured, underlying final maturity, insucarguaranty, liquidity and market conditions, amottgers.

Recent Accounting Pronouncements
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In June 2011, the FASB issued ASU No. 2011-05irgjab Comprehensive Income (Topic 220) — Presimtatf Comprehensive Income
(ASU 2011-05), which requires an entity to predaettotal of comprehensive income, the componemebincome, and the components of
other comprehensive income either in a single oootis statement of comprehensive income or in gparmte but consecutive statements.
ASU is effective for fiscal years, and interim pel$ within those years, beginning on or after Dduemi5, 2011 and must be applied
retrospectively. The Company is evaluating the ichgesU 2011-05 will have on its consolidated finehstatements.

In May 2011, the FASB issued ASU No. 2011-04, Armmeadts to Achieve Common Fair Value Measurement2iadiosure Requirements in
U.S. Generally Accepted Accounting Principles (“GRA and International Financial Reporting Standdfidspic 820) — Fair Value
Measurement (ASU 2011-04), to provide a considefihition of fair value and ensure that the fafue measurement and disclosure
requirements are similar between U.S. GAAP andhational Financial Reporting Standards. ASU 204k@anges certain fair value
measurement principles and enhances the disclosguérements particularly for level 3 fair value asarements. The ASU is effective for
fiscal years, and interim periods within those geaeginning on or after December 15, 2011 andldHmiapplied prospectively.

Results of Operations
The table below shows the Consolidated Statemér@perations amounts (in thousands) and shows aaehpercentage of revenue.

Year ended December 31,
2011 2010 2009
(in thousands, except percentages)

Revenue $ 196,51¢ 100.% $ 218,84( 100.% $ 165,00¢ 100.(%
Cost of revenue 94,92°¢ 48.: 97,38: 44 . 67,33( 40.¢
Gross profit 101,59: 51.7 121,45 b5t 97,67¢ 59.2
Operating expenses:
Research and development 44 51¢ 22.7 44,37: 20.c 38,29¢ 23.5
Selling, general and administrative 40,28( 20.t 41,16¢ 18.¢ 36,75 22.%
Litigation 3,37¢ 1.7 5,41¢ 2.5 9,457 5.7
Patent litigation settlement (provision rever - - - - (6,356 (3.9)
Total operating expenses 88,17: 44 ¢ 90,95¢ 41.€ 78,14¢ 47.4
Income from operations 13,417 6.8 30,49¢ 13.¢ 19,53( 11.¢
Interest and other income 671 0.3 1,15¢€ 0.€ 1,047 0.€
Other expense (362) (0.2) (234) (0.7) (429) (0.2)
Total other income, net 30¢ 0.2 922 0.E 61€ 0.4
Income before income taxes 13,72¢ 7.C 31,42( 14 .2 20,14¢ 12.2
Income tax provision 42F 0.2 1,857 0.¢ 474 0.2
Net income $ 13,30: 6.8% $ 29,56: 13.5% $ 19,67« 11.9%

The following table shows our revenue by produntifa (amounts in thousands, except percentages):

Year ended December 31, Percent Change
2011 to 2010 to
2010 2009
% of % of % of
Product Family 2011 Revenue 2010 Revenue 2009 Revenue Change Change
DC to DC Converters  $ 165,60¢ 84.2% $ 183,05: 83.7% $ 123,58: 74.% (9.5%) 48.1%
Lighting Control Product 26,48’ 13.5% 28,55¢ 13.(% 27,83¢ 16.% (7.2%) 2.6%
Audio Amplifiers 4,42¢ 2.2% 7,23t 3.3% 13,59: 8.2% (38.€%) (46.£%)
Total $ 196,51¢ 100.% $ 218,84( 100.% $ 165,00t 100.(%

Revenue. Revenue for the year ended December 31, 2011 wais S inillion, a decrease of $22.3 million, or 10,26m $218.8 million for th



year ended December 31, 2010. For the year endeehiieer 31, 2011, the decrease in revenue oveathe periods last year was larg

attributable to a decrease in the sales of our®BQ products, primarily from having lost certaustomers in Korea as a result of a lack of
production capacity and resulting product shortage®10. Audio sales were down for the year erddedember 31, 2011 over the same pe
in 2010 due to a change in product mix. The sdlesiolighting control products were down for theay ended December 31, 2011 over the

similar period in 2010 because of a reduction exdemand for our CCFL products, which was partiaffget by increased sales of our WLED
products.
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Revenue for the year ended December 31, 2010 wi&k&illion, an increase of $53.8 million, or 3% 6from $165.0 million for the year
ended December 31, 2009. Sales during the firgetfuarters of 2010 were strong for MPS and théceemiuctor industry in general.
However, due to product shortages early in 201\ers¢ major customers in Korea sought alternatiygpliers, which impacted our revenue in
the fourth quarter. In addition, in the fourth gearof 2010, sales were lower because distributsesl up inventory that was shipped in the 1
guarter and the general demand for consumer predieciined more than seasonally. Sales during 2@08 generally weak, primarily from
the deterioration in the general demand for el@dtrproducts as a result of a worldwide financiddis and associated macro-economic
slowdowns.

In 2010, we saw an increase in demand for our DBCGgroducts, with sales having increased by $&8lkon or 48.1% over sales in 2009.
The increase was primarily because of higher denf@anelectronic products in the consumer and comioations markets. Sales of our light
control products increased slightly as a resutirefiter demand for our WLED solution for consuniecteonics products. This was partially
offset by a reduction in the demand for our CCFadurcts. Audio sales were down year over year dlener demand and a decline in the
average selling price for certain of our audio pretd.

Gross Profit.  Gross profit as a percentage of revenue, or gnasgin, was 51.7% for the year ended Decembe2@1l1 and 55.5% for the
year ended December 31, 2010. For the year endeenilxer 31, 2011, gross margin declined -over-year as a result of declining average
selling prices for certain of our products, unabsdrtest manufacturing costs and an increase entovy reserves.

Gross profit as a percentage of revenue, or gresgim was 55.5% for the year ended December 310 28d 59.2% for the year ended
December 31, 2009. Gross margin declined year-p&ar-as a result of a change in the product mghéri product costs from increased wafer
and gold costs, underutilized capacity towardseti@ of 2010 and an increase in inventory reserves.

Research and Development. Research and development (R&D) expenses conssstlafy and benefit expenses for design and product
engineers, expenses related to new product develupmnd related facility costs.

Year ended December 31, Percentage Change
2011 to 2010 to
2011 2010 2009 2010 2009
(in thousands, except percentages)
Revenue $ 196,51¢ $ 218,84( $ 165,00¢ (10.2%) 32.6%
Research and development ("R&D"), excluding stoakeul
compensation 38,60¢ 37,63( 31,88 2.€% 18.(%
R&D stock-based compensation 5,90¢ 6,74 6,40¢ (12.4%) 5.2%
Total R&D $ 4451t $  4437. $  38,29¢ 0.2% 15.¢%
R&D as a percentage of net revenue 22.1% 20.2% 23.2%

R&D expenses were $44.5 million, or 22.7% of reverfor the year ended December 31, 2011 and $4dlidrmor 20.3% of revenue, for the
year ended December 31, 2010. For the year endeenieer 31, 2011, R&D expenses remained flat oves#ime period in 2010 due to lov
cash-based compensation and stock-based compensagienses. These were partially offset by an asaén personnel-related and new
product development expenses.

R&D expenses were $44.4 million, or 20.3% of rewverfor the year ended December 31, 2010 and $3@i8mor 23.2% of revenue, for the
year ended December 31, 2009. The -over-year increase was primarily due to an in@eawvariable compensation, facilities costs anstco
associated with new product development.

Selling, General and Administrative. Selling, general and administrative (SG&A) experigekide salary and benefit expenses for sales,
marketing and administrative personnel, sales casions, travel expenses, related facilities castsside legal and accounting fees, and fees
associated with Sarbanes-Oxley compliance requinésne

Year ended December 31, Percentage Change
2011 to 2010 to
2011 2010 2009 2010 2009
(in thousands, except percentages)
Revenue $ 196,51¢ $ 218,84( $ 165,00¢ (10.2%) 32.6%
Selling, general and administrative ("SG&A"), exdilug stock-
based compensation 33,37¢ 31,49¢ 28,79¢ 6.C% 9.4%

SG&A stock-based compensation 6,90¢ 9,67¢ 7,957 (28.€%) 21.6%




Total SG&A $ 40,28 $ 41,16¢ $  36,75: (2.2%) 12.(%
SG&A as a percentage of net revenue 20.5% 18.8% 22.52%

SG&A expenses were $40.3 million, or 20.5% of rexerfor the year ended December 31, 2011 and $4illign, or 18.8% of revenue, for tl
year ended December 31, 2010. For the year endeehideer 31, 2011, SG&A expenses decreased oveathe geriod in 2010 due to low
variable compensation and stock-based compensatjmenses. These were partially offset by an inereapersonnel-related expenses.
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SG&A expenses were $41.2 million, or 18.8% of rexerfor the year ended December 31, 2010 and $8@i8n, or 22.3% of revenue, for t
year ended December 31, 2009. SG&A as a percenfaggenue declined compared to the correspondénigg in the prior year due to tl
efficiencies of greater scale from increased reesniiotal SG&A expenses increased year over yeatalhigher stock-based compensation
expenses and an increase in sales commissionglardvariable compensation as a result of increeseehue in 2010.

Litigation.
Year ended December 31, Percentage Change
2011 to 2010 to
2011 2010 2009 2010 2009
(in thousands, except percentages)
Revenue $ 196,51¢ $ 218,84( $ 165,00¢ (10.2%) 32.6%
Litigation expense 3,37¢ 5,41¢ 9,45’ (37.€%) (42.7%)
Litigation expense as a percentage of net revenue 1.7% 2.5% 5.7%

Litigation expenses were $3.4 million, or 1.7% e¥enue, for the year ended December 31, 2011, aachpa $5.4 million, or 2.5% of reven
for the year ended December 31, 2010. During tlae geded December 31, 2011, we incurred legal esgzeprimarily to recover attorneys’
fees from O2Micro relating to our lawsuits with thewhich were resolved in the second quarter oD20Lring the year ended December 31,
2010, we incurred legal expenses primarily fordbéense of those lawsuits. Overall, our litigatexpense decreased as a result of us being
party to fewer material litigations.

Litigation expenses, excluding patent litigatiottlsenents and provision reversals were $5.4 mijlmm2.5% of revenue, for the year ended
December 31, 2010 as compared to $9.5 million, B¥5of revenue, for the year ended December 319.280 a result of settling our lawsuits

involving O2Micro in the second quarter of 2010r tagal expenses were significantly lower in 20bthpared to 2009.

For a more complete description of our current migtétigation matters, please see Part |, Itefih@&gal Proceedings” and Note 10 “Litigation”
of Notes to Consolidated Financial Statements.

Patent Litigation Settlement (Provision Reversal).

Year ended December 31, Percentage Change
2011 to 2010 to
2011 2010 2009 2010 2009
(in thousands, except percentages)
Revenue $ 196,51¢ $ 218,84( $ 165,00¢ (10.2%) 32.6%
Patent litigation settlement (provision reversal) - - (6,35¢€)
Patent litigation settlement (provision reversalagpercentage
of net revenue 0.C% 0.C% (3.€%)

There were no patent litigation settlements or j@ion reversals in 2011 and 2010. Patent litigapoovision reversal was $6.4 million for the
year ended December 31, 2009. In 2009, we comptbeelitigation process with respect to the lawseliaited to TSE, a customer. T
conclusion of this lawsuit resulted in recordingegersal of a patent litigation provision of apgrately $7.4 million. This provision was
recorded as a patent litigation provision in theosel quarter of 2007 and the reversal of this giowiin 2009 is reflected in the Patent
Litigation Settlement and Provision Reversal itenthie Consolidated Statement of Operations. Imeotion with the completion of this
lawsuit, the Company also jointly terminated arrescagreement with TSE and retrieved the depos$Zod million. This recovery was
reduced by certain litigation stipulations for atiparties involved in the case in the amount ob$tillion.

Interest and Other Income. For the years ended December 31, 2011, 2010G0®@} terest and other income was $0.7 million2$iillion
and $1.0 million, respectively. Interest incomerdased from 2010 to 2011 due to lower cash andsimant balances in 2011, which resulted
from stock repurchase activity and the purchasmiofSan Jose headquarters as well as interesieealiees year-over-year. Interest income
increased from 2009 to 2010 due to higher cashrarestment balances in 201 0, partially offsetleglining interest rates year-over-year.

Other Expense. Other expense, comprised mainly of foreign exgednsses, was $0.4 million, $0.2 million and $@i#tion for the years
ended December 31, 2011, 2010 and 2009, respsctivel

Income Tax Provision. The income tax provision for year ended Decerdie2011 was $0.4 million or 3.1% of our incomedvefincome
taxes. This differs from the federal statutory r@t@4% primarily because our foreign income wa®that lower rates and because of the



benefit that we realized as a result of restricteitls released.

The income tax provision for the year ended DecerBhe2010 was $1.9 million or 5.9% of our incongddse income taxes. This was lower
than the federal statutory rate of 34% primarilgdaese our foreign income was taxed at lower ratdsacause of the benefit that we realized

as a result of stock options exercised and resttighits released.
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The income tax provision for the year ended DecerBhe2009 was $0.5 million or 2.4% of the pre-tacome, respectively. This differs from
the U.S. federal statutory rate of 34% primarilgdagse our foreign income is taxed at lower ratestetause of the benefit that we realized as
a result of stock options exercised and restriotgts released.

For additional information, see Note 8 “Income T&xef the Notes to Consolidated Financial Statement
Liquidity and Capital Resources

As of December 31, 2011, we had working capitéd185.4 million, including cash and cash equival@fit$96.4 million and short-term
investments of $77.8 million compared to workingital of $195.4 million, including cash and cashieglents of $48.0 million and sharfm
investments of $129.7 million as of December 31LRAt December 31, 2011, $42.1 million of our casld $15.0 million of our short-term
investments were held by our international subsielizand are therefore not immediately availablieitml domestic operations. Our working
capital decreased year-over-year primarily duéda¢ocash requirements of our share repurchase pnagmd 2011 capital expenditures, which
included the purchase of our new San Jose heaégsiariore than offset the cash generated from tipgractivities and the proceeds received
from the exercise of options and from purchasemofmon stock pursuant to our employee stock puechesgram.

For the year ended December 31, 2011, net casldegbby operating activities was $43.7 million,rpairily from strong operating results
during the year. For the year ended December 310,28t cash provided by operating activities w&&.% million, primarily due to strong
operating results, partially offset by an incremsimventory to support the deliveries in the figstarter of 2011. For the year ended December
31, 2009, net cash provided by operating activitias $31.8 million, primarily due to strong opengtresults during the year. This was offset
by an increase in accounts receivable , as a rekinitreased shipments at the end of the quani@ea December 31, 2009 for which
collections had not yet been made , and a decheaserued and long-term liabilities.

For the year ended December 31, 2011, net casldgbby investing activities was $36.2 million,mperily from the sale of short-term
investments to fund our stock repurchase progragt@purchase our corporate headquarters in San Gadifornia. For the year ended
December 31, 2010, net cash used in investingigetiwas $33.8 million, primarily related to thé&hgdu building construction and
equipment purchases for our Chengdu facility ardnist purchase of short-term investments. For ¢ae gnded December 31, 2009, net cash
used in investing activities was $82.1 million,mpairrily related to the net purchase of short-tervestments.

We use professional investment management firmsatoage the majority of our invested cash. Our fixedme portfolio is primarily investe
in municipal bonds, government securities, auctie-securities and highly rated corporate noths.3alance of the fixed income portfolio is
managed internally and invested primarily in monerket funds for working capital purposes.

We adopted the provisions of ASC 320-10i38estments — Debt and Equity Securities — Over&8lubsequent Measuremand ASC 320-10-
50 Investments — Debt and Equity Securities — Overalsclosure effective April 1, 2009 and used the guidelines¢ireto determine whether
the impairment is temporary or other-than tempaordigmporary impairment charges are recorded inraatated other comprehensive income
(loss) within equity and has no impact on net ineo@ther-than-temporary impairment charges exignitthe entity has the intent to sell the
security, it will more likely than not be requirealsell the security before anticipated recovenyjf does not expect to recover the entire
amortized cost basis of the security. Other-thamptarary impairment charges are recorded in otremre (expenses) in the Consolidated
Statement of Operations.

Our investment portfolio as of December 31, 20Xluded $13.7 million, in government- backed studeah auction-rate securities, net of
impairment charges of $0.7 million; of which, $@@lion was temporary and $0.1 million was recor@dedother-than-temporary. This
compares to an investment balance for auctionsextarities as of December 31, 2010 of $19.2 millieet of impairment charges of $1.0
million; of which, $0.9 million was temporary an@.% million was recorded as other-than-temporamnhdth 2011 and 2010, the portion of the
impairment classified as temporary was based ofoffeving analysis:

1. The decline in the fair value of these sitiegris not attributable to adverse conditionscefmlly related to these
securities or to specific conditions in an industryn a geographic area;

2. Management possesses both the intent ality &bihold these securities for a period of tisficient to allow for any
anticipated recovery in fair value;

3. Management believes that it is more likélgrt not that the Company will not have to sell ¢hescurities before recovery
of its cost basis;

4. Except for the credit loss of $70,000 redpgd in the year ended December 31, 2009 for thrafgamy’s holdings in
auction rate securities described below, the Complaes not believe that there is any additionaditiess associated
with other auction-rate securities because the Gmygxpects to recover the entire amortized cassha

5. While the majority of the securities in @iempany's entire portfolio remain AAA rated, $6.4lion of auction rate
securities were downgraded by Moody’s to A3-BaaBmiuthe year ended December 31, 2009. There hese bo



further downgrades since;

6. All scheduled interest payments have beetenparrsuant to the reset terms and conditions; and

7. All redemptions of auction-rate securitiepresenting 67% of the original portfolio purchabgdis in February 2008
have been at par.
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Based on the guidance of ASC 320-10-35 and ASC18280, the Company evaluated the potential credg bf each of the auction-rate
securities that are currently held by the Comp&aged on such analysis, the Company determinedhibse securities that are not 100%
FFELPS guaranteed are potentially subject to cresks based on the extent to which the underlgelot is collateralized and the security-
specific student-loan default rates. The Compapwgtsfolio includes two such securities. The sempiarity ratio for the two securities is
approximately 106%. If, therefore, the student-ldafault rate and borrowing rate increases fordligsuers, the remaining balance in these
trusts may not be sufficient to cover the seniditd€he Company therefore concluded that theretsrgial credit risk for these two securities
and as such, used the discounted cash flow modigtézsmine the amount of credit loss to be recartitedaluing the potential credit loss, the
following parameters were used: 20 year expectexd, teash flows based on the 90-day t-bill rate2fdyear forwards and a risk premium of
5.9%, the amount of interest that the Company wesiving on these securities when the market vasltaive. During the year ended
December 31, 2009, the potential credit loss aagettiwith these securities was $70,000, which th@@any deemed other-th&mporary an
recorded in other expense in its Consolidated Siaté of Operations during 2009. There have beesunb losses since.

Unless a rights offering or other similar offenisde to redeem at par and accepted by us, we itdgmald the balance of these investments
through successful auctions at par, which we bel@wld take approximately 2.0 years.

The valuation of the auction-rate securities igecttto fluctuations in the future, which will depkon many factors, including the collateral
quality, potential to be called or restructureddertying final maturity, insurance guaranty, ligitydand market conditions, among others. To
determine the fair value of the auction-rate sei@sriat December 31, 2010, March 31, 2011, Jun@@nl, September 30, 2011 and December
31, 2011, we used a discounted cash flow modelyFich there are three valuation parameters, imetutime-to-liquidity, discount rate and
expected return. The following are the values usebte discounted cash flow model:

December 31, 201dMarch 31, 2011 June 30, 2011 September 30, 2013December 31, 2011
Time-to-Liquidity 24 months 24 months 24 months 24 months 24 months

Expected Return (Based on|2.9% 3.3% 2.5% 1.8% 1.8%
the requisite treasury rate,
plus a contractual penalty
rate)

Discount Rate (Based on thp4.1% - 8.9%, 4.5% - 9.3%, 3.8% - 8.6%, 2.9% - 7.7%, 3.1% - 7.9%,
requisite LIBOR, the cost of|depending on the |depending onthe |depending onthe |depending onthe |depending on the
debt and a liquidity risk credit-rating of the |credit-rating of the |credit-rating of the |credit-rating of the |[credit-rating of the
premium) security security security security security

From the third quarter of 2011 to the fourth quaote2011, the impairment increased slightly beeanfsan increase in the FFELPs studeat
spread and an increase in the cost of capital. Whsspartially offset by $2.0 million in auctionteasecurities having been called at par.

From the second quarter of 2011 to the third quaft€011, the impairment decreased, primarily tu$1.7 million in auction-rate securities
having been called at par. This was slightly offsetin increase in the FFELPS student-loan spread.

From the first quarter of 2011 to the second quaft@011, we kept the time-to-liquidity constah®aD years. In addition, the FFELPs student-
loan spread remained constant and the spread betheexpected return and labor forwards changedlitge. As a result, there was no
change in the impairment of $0.8 million from tlmstf quarter to the second quarter of 2011.

From the fourth quarter of 2010 to the first quade2011, we kept the time-to-liquidity constab®aD years. We sold $2.1 million in auction-
rate securities at par and reversed the impairmetsiied to these securities in the amount of $0lom This reduced the overall impairment
from $1.0 million at December 31, 2010 to $0.8 imillat March 31, 2011.

Net cash used in financing activities for the yeraded December 31, 2011 was $32.0 million, pripdrdm stock repurchases in the amour
$38.5 million, which was partially offset by theopeeds from the exercise of stock options in thewarnof $4.7 million and proceeds from the
employee stock purchase plan of $1.8 million. Neshcused in financing activities for the year enBedember 31, 2010 was $14.0 million,
primarily related to the repurchase of our commoelsin the amount of $31.5 million, which was flty offset by the exercise of options ¢
proceeds from our Employee Stock Purchase Plareiamount of $16.2 million. Net cash provided maficing activities for the year ended
December 31, 2009 was $13.6 million, primarily fréme exercise of stock options and the sale otoormon stock pursuant to proceeds from
our Employee Stock Purchase Plan in the amount®0$million.
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On July 27, 2010, the Board of Directors approvetbak repurchase program that authorized MPSpiarohase up to $50.0 million in the
aggregate of its common stock between August 20 20l December 31, 2011. In February 2011, thedBolbirectors approved an increase
from $50.0 million to $70.0 million. The repurchdasenow complete and the following shares have leparchased through the open market
and subsequently retired:

Shares Average Price pe Value (in
2011 Calendar Year Repurchased Share thousands)
February 817,50( $ 1547 $ 12,64¢
March 75,000 $ 1417 $ 1,06z
April 917,20 $ 14.8: $ 13,61°
May 657,80( $ 16.4¢ $ 10,84
June 18,000 ¢ 16.7¢ $ 30z
2,485,50! $ 38,47:
Shares Average Price pe Value (in
2010 Calendar Year Repurchased Share thousands)
August 983,18¢ $ 17.2¢  $ 16,99¢
November 916,60( ¢ 15.8: % 14,52¢
1,899,78! $ 31,52’

There were no shares repurchased in 2009.

Although cash requirements will fluctuate basedhentiming and extent of many factors such as thiississed above, we believe that cash
generated from operations, together with the ligyigrovided by existing cash balances and shom ievestments, will be sufficient to satisfy
our liquidity requirements for the next 12 monther further details regarding our operating, inirgsand financing activities, see the
Consolidated Statement of Cash Flows.

In the future, in order to strengthen our finangiasition, in the event of unforeseen circumstance the event we need to fund our grc
in future financial periods, we may need to raiddiional funds by any one or a combination of filléowing: issuing equity securities, debt
convertible debt or the sale of certain producgsimnd/or portions of our business. There can bguasantee that we will be able to ri
additional funds on terms acceptable to us, oll.at a

From time to time, we have engaged in discussidtisthird parties concerning potential acquisitiamfigroduct lines, technologies and
businesses, and we continue to consider potertiglisition candidates. Any such transactions cauldlve the issuance of a significant
number of new equity securities, debt, and/or castsideration. We may also be required to raisktiadal funds to complete any such
acquisition, through either the issuance of egsétyurities or borrowings. If we raise additionaids or acquire businesses or technologies
through the issuance of equity securities, ourtexjsstockholders may experience significant dinti

Contractual Obligations

We lease our headquarters and sales offices id&a California. The San Jose facility was soltitae new landlord has exercised their right
to terminate the lease, effective April 18, 2012.

On July 8, 2011, we entered into a Standard Offgreement and Escrow Instruction for Purchase @fl Estate with Land-Great Oaks, LLC,
a California limited liability company to purchage property located at 79 Great Oaks Bouleva®ikin Jose, CA , to be used as our new
headquarters and sales offices. Such property stsrsi an approximately 106,262 square foot officéding and approximately 5.5 acres of
land. The purchase price for the property was $fililon, which was paid on August 4, 2011 andvdrich the deed was recorded on August
5, 2011.

In September 2004, we signed an agreement witllese local authority to construct a facilityGhengdu, China. Pursuant to this
agreement, we agreed to contribute capital indhm fof cash, in-kind assets, and/or intellectuapprty, of at least $5.0 million to our wholly-
owned Chinese subsidiary as the registered cdpit#the subsidiary and exercised the option to Ipase land use rights for the facility of
approximately $0.2 million. We also have the optioracquire the facility after a fivgear lease term for the original construction ¢ess$ rent
paid, which is currently estimated at $1.9 milleomd which option became exercisable in March 284 will likely exercise our purchase
option and enter into a purchase agreement forfahibty in the future. We constructed a 150,000are foot research and development fac
in Chengdu, China which was put into operation atdber 2010.
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As of December 31, 2011, our total outstanding lpase commitments were $18.6 million, which includeger purchases from our three
foundries and the purchase of assembly servicesapity from multiple contractors in Asia. This coarps to purchase commitments of $14.4
million as of December 31, 2010.

The following table summarizes our contractual gditions at December 31, 2011, and the effect shiipations are expected to have on our
liquidity and cash flow over the next five yeans {housands).

Payments by Period

Total 2012 2013 2014 2015 2016 Thereafter

Operating leases $ 2,136 $ 1,22: $ 784 $ 132 % - $ - $ =
Outstanding purchase

commitments 18,57« 18,57« - - - - -

$ 20,71: $ 19,79¢ $ 784 $ 132 - $ - $ =

Because of the uncertainty as to the timing of pays related to our liabilities for unrecognizexl benefits, we have excluded estimated
obligations of $4.5 million from the table above.

Off Balance Sheet Arrangements

As of December 31, 2011, we had no off-balancetsr@angements as defined in Item 303(a)(4) ofSbeurities and Exchange Commission’s
Regulation S-K.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK
I nterest Rate Risk

Our cash equivalents and investments are subjecatket risk, primarily interest rate and credskriOur investments are managed by outside
professional managers within investment guidelsetsy us. Such guidelines include security typedit quality and maturity and are intenc
to limit market risk by restricting our investmemdshigh quality debt instruments with relativelyost-term maturities.

We do not use derivative financial instrumentsun iovestment portfolio. Investments in debt segesiare classified as available-for-sale or
trading. For available-for-sale investments, naogair losses are recognized by us in our resuliperfations due to changes in interest rates
unless such securities are sold prior to maturitgre determined to be other-than-temporarily imgzhiAvailable-for-sale investments are
reported at fair value with the related unrealigaths or losses being included in accumulated atbeprehensive income, a component of
stockholders’ equity. Trading securities are regawt fair value with unrealized gains and loseekited in earnings.

Fluctuations in interest rates of 48% could impact our annual results of operatignagiproximately $0.1 million. The calculation issked or
a 10% deviation from interest rates of 3 bps akddanto account, the ending cash and investmdanbas for 2011, with assumed increases
similar to that in 2011.

Foreign Currency Exchange Risk

Our sales outside the United States are transactgds. dollars. Accordingly, our sales are notegratly impacted by foreign currency rate
changes. In 2011, the primary functional currenicsthe Company’s offshore operations was the logalency, primarily the New Taiwan
Dollar and the Chinese Yuan. To date, fluctuationf®reign currency exchange rates have not hadtanmal impact on our results of
operations. However, fluctuations of +/- 10% orembmpany transactions of $43.8 million in suchalawrrencies could impact our annual
results of operations by approximately $4.4 million

Value Changeto Long-Term | nvestments
As of December 31, 2011, all of our holdings intaarcrate securities, which have a face value d@.&Million, have failed to reset as a result
of current market conditions. Should these auctmmginue to fail and if the credit rating for tleesecurities decline, a 10% decline in the fair

value could impact our results of operations byrapinately $1.4 million.

In valuing the auction-rate securities using treedinted cash flow model, a change in either thedity risk premium or time-to-liquidity by
10% would result in less than a $0.1 million chamgthe value of our auction-rate securities pdidfo
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCCOUNTING FIRM

To the Board of Directors and Stockholders of
Monolithic Power Systems, Inc.
San Jose, California

We have audited the accompanying consolidated balsimeets of Monolithic Power Systems, Inc. andislidries (collectively, the
“Company”) as of December 31, 2011 and 2010, aeddlated consolidated statements of operatiooskisblders’ equity, and cash flows for
each of the three years in the period ended Dece®ih@011. These financial statements are theoresbility of the Company’s
management. Our responsibility is to express amiapon the financial statements based on ourtsudi

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamlaUnited States). Those stand:
require that we plan and perform the audit to sbteasonable assurance about whether the finestatements are free of material
misstatement. An audit includes examining, onstltasis, evidence supporting the amounts andodis@s in the financial statements. An
audit also includes assessing the accounting ptesiused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataudits provide a reasonable basis for our opini

In our opinion, such consolidated financial statetagresent fairly, in all material respects, tinaficial position of Monolithic Power Syster
Inc. and subsidiaries as of December 31, 2011 a&f,2and the results of their operations and #esh flows for each of the three years in the
period ended December 31, 2011, in conformity &itbounting principles generally accepted in theté¢hBtates of America.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States), the Company’s
internal control over financial reporting as of Batber 31, 2011, based on the criteria establighbddrnal Control — Integrated Framework
issued by the Committee of Sponsoring Organizatidribe Treadway Commission, and our report datedckl 12, 2012 expressed an
unqualified opinion on the Company’s internal cohbver financial reporting.

/s/ Deloitte & Touche LLP

San Jose, California
March 12, 2012
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCCOUNTING FIRM

To the Board of Directors and Stockholders of
Monolithic Power Systems, Inc.
San Jose, California

We have audited the internal control over financéplorting of Monolithic Power Systems, Inc. andsidiaries (collectively, the “Company”)
as of December 31, 2011, based on the criteridledtad ininternal Control-Integrated Framewoiiksued by the Committee of Sponsoring
Organizations of the Treadway Commission. The Camg{s management is responsible for maintainingagiffe internal control over
financial reporting and for its assessment of tifecéveness of internal control over financial ogjing included in the accompanying
Management’s Annual Report on Internal Control Cvi@ancial Reporting. Our responsibility is to eags an opinion on the Company’s
internal control over financial reporting basedoom audit.

We conducted our audit in accordance with the stadedof the Public Company Accounting OversightriBiq@nited States). Those standards
require that we plan and perform the audit to sbteasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal corgwar financial reporting, assessing the risk
that a material weakness exists, testing and etiaguthe design and operating effectiveness ofiraiecontrol based on the assessed risk, and
performing such other procedures as we consideredssary in the circumstances. We believe thadwdit provides a reasonable basis fol
opinion.

A company’s internal control over financial repogiis a process designed by, or under the supenvidi the company’s principal executive
and principal financial officers, or persons pemforg similar functions, and effected by the compaipard of directors, management and
other personnel to provide reasonable assuraneedieg the reliability of financial reporting anltkt preparation of financial statements for
external purposes in accordance with generallymedeaccounting principles. A company’s interr@tcol over financial reporting includes
those policies and procedures that (1) pertaihearaintenance of records that, in reasonablel dataurately and fairly reflect the transacti
and dispositions of the assets of the companypr@jide reasonable assurance that transactione@reded as necessary to permit preparation
of financial statements in accordance with gengiadcepted accounting principles, and that recaiptsexpenditures of the company are being
made only in accordance with authorizations of ngangent and directors of the company; and (3) pewésonable assurance regarding
prevention or timely detection of unauthorized astjion, use, or disposition of the company’s assleat could have a material effect on the
financial statements.

Because of the inherent limitations of internaltcohover financial reporting, including the positlp of collusion or improper management
override of controls, material misstatements duertor or fraud may not be prevented or detected timely basis. Also, projections of any
evaluation of the effectiveness of the internaltomrover financial reporting to future periods ateject to the risk that the controls may
become inadequate because of changes in conditibtigt the degree of compliance with the policeprocedures may deteriorate.

In our opinion, the Company maintained, in all malerespects, effective internal control over fical reporting as of December 31, 2011,
based on the criteria establishedriternal Control-Integrated Framewoiiksued by the Committee of Sponsoring Organizatidribe
Treadway Commission.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States), the consolidated
financial statements as of and for the year endszkBber 31, 2011, of the Company and our repoedddarch 12, 2012 expressed an
unqualified opinion on those consolidated finanstatements.

/s/ Deloitte & Touche LLP

San Jose, California
March 12, 2012
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MONOLITHIC POWER SYSTEMS, INC.

CONSOLIDATED BALANCE SHEETS
(in thousands, except share amounts)

December 31,

2011 2010
ASSETS
Current assets:
Cash and cash equivalents $96,37: $48,01(
Short-term investments 77,821 129,70¢
Accounts receivable, net of allowances of $5 in128td $0 in 2010 15,097 18,347
Inventories 20,10¢ 25,78¢
Deferred income tax assets, net - current 421 204
Prepaid expenses and other current assets 1,68t 2,314
Total current assets 211,50! 224,37.
Property and equipment, net 47,79¢ 37,26:
Long-term investments 13,67¢ 19,18(
Deferred income tax assets, net - long-term 23¢ 39
Other assets 654 74¢
Total assets $273,86' $281,60:
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $8,90¢ $8,97¢
Accrued compensation and related benefits 9,321 8,79:
Accrued liabilities 7,84k 11,19¢
Total current liabilities 26,07( 28,97(
Non-current income tax liabilities 4,92( 5,01t
Other long-term liabilities - 728
Total liabilities 30,99( 34,70¢
Stockholders' equity:
Common stock, $0.001 par value, $34 and $35 in 2012010, respectively; shares authorizt
150,000,000; shares issued and outstanding: 3®82&nd 35,063,033 in 2011 and 2010,
respectively 159,33t 178,26
Retained earnings 79,94¢ 66,64
Accumulated other comprehensive income 3,59 1,97¢
Total stockholders’ equity 242,87 246,89
Total liabilities and stockholders’ equity $273,86 $281,60:

See accompanying notes to consolidated finan@ssients.
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Revenue
Cost of revenue

Gross profit

Operating expenses:
Research and development
Selling, general and administrative
Litigation
Litigation provision reversal, net
Total operating expenses

Income from operations

Other income (expense):
Interest and other income
Other expense

Total other income, net

Income before income taxes
Income tax provision
Net income

Basic income per share
Diluted income per share

MONOLITHIC POWER SYSTEMS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)

Weighted-average common shares outstanding

Stock options and restricted stock

Diluted weighted-average common equivalent shanestanding

41

Year Ended December 31,
2011 2010 2009

$ 196,51¢ $ 218,84( $ 165,00t

94,92t 97,38 67,33(
101,59 121,45’ 97,67¢
44,51 44,37 38,29¢
40,28( 41,16¢ 36,75:
3,37¢ 5,41¢ 9,457

- - (6,356)

88,17 90,95¢ 78,14¢
13,41 30,49¢ 19,53(

671 1,15¢ 1,047

(362) (234) (42€)

30¢ 927 B1€

13,72¢ 31,42 20,14¢

428 1,857 474

$ 13,30 $ 2056 $ 19,67+

$ 03¢ $ 0.8: $ 0.57

$ 0.3t $ 0.7¢ $ 0.5¢
34,05( 35,83( 34,31(
1,11( 1,99¢ 2,32¢
35,16( 37,82¢ 36,63

See accompanying notes to consolidated finan@ssients.




MONOLITHIC POWER SYSTEMS, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(in thousands, except share amounts)

Balance as of December 31, 2008

Components of comprehensive income:
Net income
Auction Rate Securities valuation reserve ad;.
Unrealized losses
Foreign exchange gain
Total comprehensive income
Exercise of stock options, including net excessbemxefi
of ($643)
Shares purchased through ESPP
Stoclk-based compensation expense, net of forfeit
Compensation expense for -employee stock optior
Release of restricted stock upon vesting

Balance as of December 31, 2009

Components of comprehensive income:
Net income
Auction Rate Securities valuation reserve ad,.
Unrealized gains
Foreign exchange gain
Total comprehensive income

Exercise of stock options, including net excessbemxefi
of ($1,256)

Repurchase of common shares

Shares purchased through ESPP

Stocl-based compensation expense, net of forfeit
Compensation expense for -employee stock optior
Release of restricted stock upon vesting

Balance as of December 31, 2010

Components of comprehensive income:
Net income
Auction Rate Securities valuation reserve adj.
Unrealized losses
Foreign exchange gain

Total comprehensive income

Exercise of stock options, including net excessoexefi
of ($27)

Repurchase of common shares

Shares purchased through ESPP

Stoclk-based compensation expense, net of forfeit
Compensation expense for -employee stock optior
Release of restricted stock upon vesting

Balance as of December 31, 2011

Accumulated

Common Stock Other Total
Retained Comprehensive Stockholders’

Shares Amount Earnings Income (Loss) Equity
33,646,82 $ 147,29¢ $ 17,41, $ 64) $ 164,64!
19,67« 19,67«
34C 34C
(209 (209
187 187
20,097
1,217,27, 11,82« 11,82«
161,02¢ 1,79¢ 1,794
14,48 14,48
11¢€ 11€
140,19 - -
35,165,31 $ 175,51 $ 37,088 $ 354 % 212,95
29,56: 29,56:
16C 16C
104 104
1,361 1,361
31,18¢
1,452,24! 15,597 15,597
(1,899,78) (31,52) (31,529
114,38° 1,88¢ 1,88¢
16,80: 16,80:
(7 (M
230,87« - -
35,063,03 $ 178,26¢ $ 66,647 $ 1,97¢ $ 246,89!
13,301 13,301
27C 27C
(37) (37)
1,381 1,381
14,91¢
685,41° 4,63( 4,63(
(2,485,501 (38,472) (38,477
149,98: 1,77¢ 1,77¢
13,12: 13,12
13 13
413,10: - -
33,826,03 $ 159,33t $ 79,94¢ $ 3,59 $ 242 87"

See accompanying notes to consolidated finan@&stents
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MONOLITHIC POWER SYSTEMS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended December 31,

2011 2010 2009
Cash flows from operating activities:
Net income $ 13,30: $ 29,56: $ 19,67
Adjustments to reconcile net income to net cashkigeal by operating activities:
Depreciation and amortization 8,732 8,01¢ 6,57:
Loss on disposal of property and equipment 33 1 17
Amortization and realized gain on available folessg¢curities 37¢€ 68¢ 38C
Deferred income tax assets (403 (56) (84)
Credit loss on auction-rate securities - - 70
Tax benefit from stock option transactions 1,95¢ 3,34¢ 2,28¢
Excess tax benefit from stock option transactions (27) (2,25¢) (64%)
Stock-based compensation 13,12¢ 16,81( 14,61
Changes in operating assets and liabilities:
Accounts receivable 3,25( (2,82¢6) (6,406
Inventories 5,69¢ (6,184 (737)
Prepaid expenses and other current assets 672 37¢ (101)
Accounts payable (957) 1,15¢ 2,69¢
Accrued and other long-term liabilities (43¢) 55€ (5,637
Accrued income taxes payable and noncurrent takitias (2,127) (2,999 (1,499
Accrued compensation and related benefits 48¢ 29t 54¢
Net cash provided by operating activities 43,68t 48,49 31,76
Cash flows from investing activities:
Property and equipment purchases (21,02) (22,779 (9,959
Purchase of intangible assets - - (310
Purchases of short-term investments (78,25() (208,62)) (159,91)
Proceeds from sale of short-term investments 129,71¢ 197,24 80,58¢
Proceeds from sale of long-term investments 5,77 42k 10C
Changes in restricted assets - (19) 7,361
Net cash provided by (used in) investing activities 36,22: (33,75 (82,12¢)
Cash flows from financing activities:
Proceeds from issuance of common stock 4,697 14,33¢ 11,18:
Proceeds from employee stock purchase plan 1,77 1,88¢ 1,79¢
Repurchase of common stock (38,472) (31,52)) >
Excess tax benefits from stock option transactions 27 1,25¢ 643
Net cash provided by (used in) financing activities (31,979 (14,04 13,61¢
Effect of change in exchange rates 42¢ 597 197
Net increase in cash and cash equivalents 48,36 1,29: (36,549
Cash and cash equivalents, beginning of period 48,01( 46,71 83,26¢
Cash and cash equivalents, end of period $ 96,37 $ 48,01C $ 46,71

Supplemental disclosures for cash flow information:
Cash paid for taxes $ 67t $ I 321

Supplemental disclosures of non-cash investingfimagicing activities:
Liability accrued for equipment purchases 1,48 4,264 663
Temporary impairment reversal of auction-rate siéesr (270 $ (160) 7C
Other-than-temporary impairment of short-term irtrents - $ - $ 52E

*
*
*

»
»




Value of auction-rate security put right - $ - $ (525)

See accompanying notes to consolidated finan@&stents

43




MONOLITHIC POWER SYSTEMS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Summary of Significant Accounting Policies

Business— Monolithic Power Systems, Inc. (“MPS” or “the Cpany”) was incorporated in the State of CaliforoieAugust 22, 1997. On
November 17, 2004, the Company was reincorporatdiel State of Delaware. MPS designs, developsrarllets proprietary, advanc

analog and mixed-signal semiconductors. The Compampbines advanced process technology with itshhigkperienced analog designers to
produce high-performance power management intedjateuits (ICs) for DC to DC converters, LED dnigeCold Cathode Fluorescent Lamp
(CCFL) backlight controllers, Class-D audio amgli§, and other Linear ICs. MPS products are ustghsively in computing and network
communications products, LCD monitors and TVs, awdde variety of consumer and portable electropicglucts. MPS contracts with world-
class manufacturing organizations to deliver toalityy ultra-compact, high-performance solutionstigh productive, cost-efficient channels.

Basis of Presentation — The consolidated financial statements includeatt@unts of Monolithic Power Systems, Inc. anavit®lly owned
subsidiaries. All significant intercompany accousutsl transactions have been eliminated in congaiua

Foreign Currency Transactions— The Company'’s foreign subsidiaries operate prilnasing their respective local currencies, aneréfiore,
the local currency has been determined to be thetifinal currency for each foreign subsidiary. Amliogly, all assets and liabilities of the
Company'’s foreign subsidiaries are translated uekujange rates in effect at the end of the peRedenue and costs are translated using
average exchange rates for the period. The regutémslation adjustments are presented as a $egaraponent of accumulated other
comprehensive income in stockholders’ equity.

Use of Estimates— The preparation of financial statements in comfity with accounting principles generally accepiethe United States of
America (“GAAP”) requires management to make estamand assumptions that affect the reported armaifrssets and liabilities and
disclosure of contingent assets and liabilitiethatdate of the financial statements and repontesuats of revenue and expenses during the
reporting period. Actual results could differ frahose estimates.

Certain Significant Risks and Uncertainties— Financial instruments which potentially subjdw Company to concentrations of credit risk
consist primarily of cash and cash equivalentsitsieom and long-term investments and accountsvabke. The Company’s cash consists of
checking and savings accounts. The Company’s agsfidents include short-term, highly liquid invesnts purchased with remaining
maturities at the date of purchase of three monthasss. The Company’s short-term investments sbpsimarily of government agencies and
treasuries and the Company’s long-term investmamtsist of government-backed student loan auct@-securities. The Company generally
does not require its customers to provide collatmrather security to support accounts receivabtemanage credit risk, management perfc
ongoing credit evaluations of its customers’ finahcondition.

The Company participates in the dynamic high tetdgindustry and believes that changes in anyeffollowing areas could have a mate
adverse effect on the Company’s future financiaiifian, results of operations or cash flows: adesnand trends in new technologies and
industry standards; competitive pressures in tha fof new products or price reductions on curregntipcts; changes in product mix; changes
in the overall demand for products offered by tlwenpany; changes in third-party manufacturers; chamg key suppliers; changes in certain
strategic relationships or customer relationsHipigation or claims against the Company basedntellectual property, patent, product,
regulatory or other factors; fluctuations in fomreigurrency exchange rates; risk associated withgdsin domestic and international economic
and/or political regulations; availability of nesasy components or subassemblies; availabilitpohflry capacity; and the Company’s ability
to attract and retain employees necessary to suppgrowth.

Fair Value of Financial I nstruments — ASC 820-10Fair Value Measurements and Disclosures — Ovatefines fair value, establishes a
framework for measuring fair value in GAAP, anduigs that assets and liabilities carried at falue be classified and disclosed in one of
three categories, as follows:

« Level 1: Quoted prices in active markets for idegitassets;
« Level 2: Significant other observable inputs; and
« Level 3: Significant unobservable inputs.

ASC 820-10-35-5Fair Value Measurement and Disclosure — Overallubsquent Measurement — Determining Fair Value Whefvolume
and Level of Activity for the Asset or Liability HaSignificantly Decreased and Identifying Trangatt That Are Not Orderlgrovides
additional guidance for estimating fair value ic@aaance with ASC 820-1air Value Measurements and Disclosures — Overathen the
volume and level of activity for the asset or llapihave significantly decreased.
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MONOLITHIC POWER SYSTEMS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

The Company’s financial instruments include casth @sh equivalents and short-term and l@rgi investments. Cash equivalents are sta
cost, which approximates fair market value. Shematand long-term investments are stated at thginfarket value.

At December 31, 2011, the face value of the Comisamyidings in auction rate securities is $14.4lioml, all of which is classified as long-
term available-for-sale investments.

All of the Company’s investments are classifiedeailable-for-sale securities which are recordefdiatvalue, and unrealized gains or losses
(that are deemed to be temporary) are recognizeddh shareholders' equity, as a component of aglatted other comprehensive income in
our consolidated balance sheet. We record an imair charge to earnings when an available-forisakstment has experienced a decline in
value that is deemed to be other-than-temporamesiments in trading securities are recorded avéue and unrealized gains and losses are
recognized in other income (expense) in our Codat#d Statements of Operations.

The Company adopted the provisions of ASC 320-1088stments — Debt and Equity Securities — Over&8lubsequent Measuremant

ASC 320-10-50nvestments — Debt and Equity Securities — Ovenalsclosure effective April 1, 2009 and used the guidelines¢heto
determine whether the impairment is temporary berethan temporary. Other-than-temporary impairnedarges exist when the entity has the
intent to sell the security or it will more liketilan not be required to sell the security befotegrated recovery. During the year ended
December 31, 2009, the Company recognized a dosditof $70,000, which was deemed to be other-tearporary in other income (expense)
in our Consolidated Statements of Operations. Thave been no such losses recognized since.

Based on certain assumptions described in Notee2Company has recorded impairment charges owliénigs in auction-rate securities. The
valuation of these securities is subject to fluttues in the future, which will depend on many tast including the collateral quality, potential
to be called or restructured, underlying final migv insurance guaranty, liquidity and market citioths, among others.

Inventories— Inventories are stated at the lower of the stathdast (which approximates actual cost on a firsfirst-out basis) or current
estimated market value. The Company writes dowaritory for obsolescence or lack of demand, basegssumptions about future demand
and market conditions. If actual market conditians less favorable than those projected by manageamrditional inventory writelowns ma
be required. On the contrary, if market conditians more favorable, we may be able to sell invgrfvait was previously reserved. The
Company monitors manufacturing variances and rewgtandard costs if necessary.

Property and Equipment — Property and equipment are stated at cost. Digpi@t is computed using the straight-line methedrghe

estimated useful lives of the assets, generalBetho five years. Leasehold improvements are apeattbver the shorter of the estimated useful
life or the lease period. The Chengdu building plased in service in October 2010. In August 2athé&,Company purchased a building in San
Jose, California, which it will use as its Unitetht®s headquarters. Buildings and building impromets have a depreciation life of up to 40
years.

Long-Lived Assets— The Company evaluates long-lived assets for impait whenever events or changes in circumstandésiite that the
carrying amount of an asset may not be recoverallémpairment loss would be recognized when tha siithe undiscounted future net cash
flows expected to result from the use of the aasdtits eventual disposition is less than its gag’amount. Such impairment loss would be
measured as the difference between the carryingiahuod the asset and its fair value based on tsgmt value of estimated future cash flows.

Other Assets— Other assets consist primarily of intangible &s#ar the land use rights in Chengdu, purchas¢éehpaand long-term lease
deposits.

Revenue Recognition — The Company recognizes revenue in accordanceRiritmcial Accounting Standards Board (“FASB”) —cAanting
Standards Codification (“ASC”) 605-10-S®evenue Recognition — Overall — Recognitidé&C 605-10-S29 requires that four basic criteria
must be met before revenue can be recognizedef($ypsive evidence of an arrangement exists; (Redg has occurred or services have b
rendered; (3) the sellexprice to the buyer is fixed or determinable; édjccollectability is reasonably assured. Deterrigmaof criteria (3) an
(4) are based on management’s judgment regardefpddd nature of the fee charged for productsveedid and the collectability of those fees.
The application of these criteria has resultecdhen@ompany generally recognizing revenue upon shiprfwhen title passes) to customers.
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MONOLITHIC POWER SYSTEMS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Approximately 90% of the Company’s distributor salcluding sales to the Company’s value-addeellers, are made through distribution
arrangements with third parties. These arrangenteEntsot include any special payment terms (the Gomis normal payment terms are 30-45
days for the its distributors, with value-addecktiess having payment terms up to 90 days), priogegtion or exchange rights. Returns are
limited to the Company’s standard product warra@tyrtain of the Company’s large distributors haeetracts that include limited stock
rotation rights that permit the return of a smaligentage of the previous six months’ purchasestinn for a compensating new order of equal
or greater dollar value.

The Company'’s revenue consists primarily of safesseembled and tested finished goods. The Comalanysells die in wafer form to its
customers and value-added resellers and receiyaltlyoevenue from third parties and value-addegliers.

The Company maintains a sales reserve for stoekioatrights, which is based on historical experéenf actual stock rotation returns on a per
distributor basis, where available, and informatielated to products in the distribution channdiisTreserve is recorded at the time of sale. In
the future, if the Company is unable to estimatestbck rotation returns accurately, the Company nu& be able to recognize revenue from
sales to its distributors based on when the Compalty inventory to it's distributors. Instead, @@empany may have to recognize revenue
when the distributor sells through such inventaran end-customer.

The Company generally recognizes revenue upon gripof products to the distributor for the follogireasons (based on ASC 605-15-25-1
Revenue Recogniti— Products — Recognition — Sales of Products WhghtRf Return Exist¥

(1) The Company'’s price is fixed or determirgaht the date of sale. The Company does not gffsrial payment terms, price
protection or price adjustments to distributors metthe Company recognizes revenue upon shipment

(2) The Company'’s distributors are obligategay the Company and this obligation is not corgimtgon the resale of the
Company’s products

(3) The distributor’s obligation is unchangedtfie event of theft or physical destruction or dgmto the products

(4) The Company'’s distributors have stand-alec@nomic substance apart from the Company'’s osistiip

(5) The Company does not have any obligationsuture performance to directly bring about theale of the Company’s products
by the distributor

(6) The amount of future returns can be redsigrestimated. The Company has the ability andrif@mation necessary to track
inventory sold to and held at its distributors. T@mpany maintains a history of returns and hasfil@ty to estimate the stock
rotation returns on a quarterly basis.

If the Company enters into arrangements that higiwsrof return that are not estimable, the Compangpgnizes revenue under such
arrangements only after the distributor has salgibducts to an end customer.

Approximately 10% of the Company’s distributor sagge made through small distributors based orhaisesorders rather than formal
distribution arrangements. These distributorsthayCompany in advance of receiving shipments andad receive any stock rotation
rights. As such, these distributors hold verydithventory, if any. The Company does not hawéstory of accepting returns from these
distributors.

The terms in a majority of the Company’s distribatagreements include the non-exclusive right o the agreement to use best efforts to
promote and develop a market for the Company’sywetsdin certain regions of the world and the apiiit terminate the distribution agreement
by either party with up to three months notice. TQmmpany provides a one year warranty against tefieenaterials and workmanship. Under
this warranty, the Company will either repair tfeods or provide replacements at no charge to thier for defective products. Estimated
warranty returns and warranty costs are basedsarttal experience and are recorded at the timdymt revenue is recognized.

Two of the Company’s U.S. distributors have disttibn agreements where revenue is recognized umosale of the Company’s product by
these distributors to their end customers becdwesetdistributors have certain rights of returnclvianagement believes are not estimable.
The deferred revenue balance from these distribdtoreach of the years ended December 31, 201 2@t@was $1.0 million.

Stock-Based Compensation — The Company accounts for stock-based compensatider the provisions of ASC 718-10-B0mpensation —
Stock Compensation — Overall — Initial Measuremehts standard requires the Company to measureoteo€ employee services received in
exchange for an award of equity instruments basetth® grant-date fair value of the award. That eoktbe recognized over the period during
which an employee is required to provide servioesxichange for the award, known as the requisigcgeperiod (usually the vesting periad)
The Company currently uses the Black-Scholes ogiiizing model to estimate the fair value of iteghbased payments. The Black-Scholes



option-pricing model is based on a number of assiomg, including historical volatility, expecteddj risk-free interest rate and expected
dividends

46




MONOLITHIC POWER SYSTEMS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
Research and Development — Costs incurred in research and development aggel to operations as incurred.

Income Taxes — ASC 740-10ncome Taxes — Overglrescribes a recognition threshold and measureatgiitute for the financial statement
recognition and measurement of a tax position takezxpected to be taken in a tax return. Thigjpmetation also provides guidance on
derecognition, classification, interest and pegaltaccounting in interim periods and disclosuredcordance with ASC 740-10, the Company
recognizes federal, state and foreign currentitdilities or assets based on its estimate of taagable or refundable in the current fiscal year
by tax jurisdiction. The Company also recognizefefal, state and foreign deferred tax assets loititias for its estimate of future tax effects
attributable to temporary differences and carryfmde. The Company records a valuation allowancedoce any deferred tax assets by the
amount of any tax benefits that, based on availabigence and judgment, are not expected to begal

The Company’s calculation of current and defereedassets and liabilities is based on certain estisnand judgments and involves dealing
with uncertainties in the application of complex taws. The Company’s estimates of current andrdedetax assets and liabilities may change
based, in part, on added certainty or finality ncertainty to an anticipated outcome, changeséowatting or tax laws in the U.S., or foreign
jurisdictions where the Company operates, or chaingether facts or circumstances. In addition,Gloenpany recognizes liabilities f

potential U.S. and foreign income tax for unceriatome tax positions taken on its tax returnslifas less than a 50% likelihood of being
sustained. If the Company determines that paynifethtese amounts is unnecessary or if the recom@etiability is less than its current
assessment, the Company may be required to re@gnimcome tax benefit or additional income tapemse in its financial statements in the
period such determination is made. The Companyalasilated its uncertain tax positions which wetgkatable to certain estimates and
judgments primarily related to transfer pricingstsharing and the Comp¢'s international tax structure exposure.

As of December 31, 2011 and 2010, the Company headuation allowance of $14.6 million and $16.8lmi, respectively, attributable to
management’s determination that it is more likélgrt not that most of the deferred tax assets itttieed States will not be realized. Should it
be determined that all or part of the net defetasdasset will not be realized in the future, ajustinent to increase the deferred tax asset
valuation allowance will be charged to income iea fferiod such determination is made. Likewiseh&dvent the Company were to determine
that it is more likely than not that it would bel@ko realize its deferred tax assets in the futiexcess of its net recorded amount, an
adjustment to the valuation allowance for the defittax asset would increase income in the perictl determination was made.

As a result of the cost sharing arrangements thi#ghCompanys international subsidiaries (cost share arrangesyawrlatively small changes
costs that are not subject to sharing under thest@se arrangements can significantly impact thegall profitability of the US entity. Becau
of the US entity’s inconsistent earnings historg ancertainty of future earnings, the Company hesrdhined that it is more likely than not
that the US deferred tax benefits will not be rzsdi

The Company incurred significant stock-based corsgéon expense, some of which related to incerstioek options for which no
corresponding tax benefit will be recognized unkesksqualifying disposition occurs. Disqualifyidgpositions result in a reduction of income
tax expense in the period when the disqualifyirgpdsition occurs in an amount equal to the tax fiteneéating to previously recognized stock
compensation expense. Tax benefits related taeshtax deductions in excess of previously expessak compensation are recorded as an
addition to paid-in-capital.

Patent Litigation — Costs incurred in registering and defending then@any’s patents and other proprietary rights aegged to operations as
incurred (See Note 10).
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MONOLITHIC POWER SYSTEMS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
Comprehensive ncome — Comprehensive income represents the change i@dhgany’s net assets during the period from nonesw
sources. Comprehensive income includes unrealiaet glosses) on investments and foreign exchamagslation gains / (losses) for the years

ended December 31, 2011, 2010 and 2009.

Years Ended December 31,

2011 2010 2009
Net income $ 13,30 $ 29,56: $ 19,67+
Other comprehensive income (loss):
Auction-rate securities valuation reserve adjustmen 27C 16C 34C
Unrealized gain (loss) on available-for-sale seimgi (37 104 (109
Foreign currency translation adjustments 1,381 1,361 187
Comprehensive income $ 1491 $ 31,18¢ $ 20,09:

Accumulated other comprehensive income presentttki€onsolidated Balance Sheet at December 31, @irisisted primarily of $4.2

million related to translation gains and $0.6 roitlirelated to the impairment of the Company’s hadiin auction-rate securities. Accumulated
other comprehensive income presented in the Cataell Balance Sheet at December 31, 2010 congistadrily of approximately $2.8
million related to translation gains, offset by $@nillion related to the impairment of the Compankbldings in auction-rate securities.

New Accounting Standards

In June 2011, the FASB issued ASU No. 2011-05irgjab Comprehensive Income (Topic 220) — Presemtatf Comprehensive Income
(ASU 2011-05), which requires an entity to predaettotal of comprehensive income, the componemebincome, and the components of
other comprehensive income either in a single oootis statement of comprehensive income or in parmte but consecutive statements.
ASU is effective for fiscal years, and interim mal$ within those years, beginning on or after Ddmemi5, 2011 and must be applied
retrospectively. The Company is evaluating the ichpeSU 2011-05 will have on its consolidated fin@hstatements.

In May 2011, the FASB issued ASU No. 2011-04, Ammaedts to Achieve Common Fair Value Measurementiedosure Requirements in
U.S. GAAP and International Financial Reportingrisiards (Topic 820) — Fair Value Measurement (ASW1204), to provide a consistent
definition of fair value and ensure that the faatue measurement and disclosure requirementsrailarsbetween U.S. GAAP and Internatio
Financial Reporting Standards. ASU 2011-04 chargesin fair value measurement principles and ecémthe disclosure requirements
particularly for level 3 fair value measurementseASU is effective for fiscal years, and interieripds within those years, beginning on or
after December 15, 2011 and should be applied patisely.

2. Fair Value Measurements

The following is a schedule of the Company’s casth @ash equivalents and short-term and Iarg: investments as of December 31, 2011
2010 (in thousands):
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MONOLITHIC POWER SYSTEMS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Estimated Fair Market Value as
December 31,

2011 2010

Cash, Cash Equivalents and Investments

Cash in Banks $ 43,30 $ 32,43(

Money Market Funds 51,06¢ 15,58(

Government Agencies / Treasuries 79,827 117,30:

Commercial Paper / Corporate Notes - 12,40;

Auction-Rate Securities backed by Student-Loan 8lote 13,67¢ 19,18(
Total Cash, Cash Equivalents and Investments $ 187,87 $ 196,89¢
Reported as:

Cash and Cash Equivalents $ 96,37 $ 48,01(

Short-term Investments 77,827 129,70¢

Long-term Investments 13,67¢ 19,18(
Total Cash, Cash Equivalents and Investments $ 187,87 $ 196,89¢

The contractual maturities of the Company’s invesita classified as available-for-sale as of Decer@bg2011 and 2010 is as follows (in
thousands):

2011 2010
Less than 1 year $ 45,13: $ 100,63°
1-5years 32,69 29,07
Greater than 5 years 13,67¢ 19,18(
$ 91,50: $ 148,88

Effective January 1, 2010, the Company adopteghtbeisions of ASU 2010-06, Disclosures About Fair Value Measuremehtwhich adds
new requirements for disclosures about transfécsand out of levels 1 and 2 and separate disdssalbout purchases, sales, issuances, and
settlements relating to level 3 measurements.

The following tables detail the fair value measueais as of December 31, 2011 and 2010 within tihey&ue hierarchy of the financial assets
that are required to be recorded at fair valugh@usands):
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MONOLITHIC POWER SYSTEMS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Fair Value Measurements at December 31, 2011 Using
Quoted Price

in Active Significant
Markets for Other Significant

Identical Observable  Unobservabl

Assets Inputs Inputs

Total Level 1 Level 2 Level 3
Money Market Funds $ 51,06¢ $ 51,06¢ $ - % -
US Treasuries and US Government Agency Bonds 79,827 - 79,827 -
Long-term available-for-sale auction-rate secwsitie 13,67¢ - - 13,67¢
$ 144,56¢ $ 51,06¢ $ 79,827 $ 13,67t

Fair Value Measurements at December 31, 2010 Using

Quoted Price

in Active Significant
Markets for Other Significant

Identical Observable  Unobservabl

Assets Inputs Inputs

Total Level 1 Level 2 Level 3
Money Market Funds $ 15,58( $ 15,58( $ - % -
US Treasuries and US Government Agency Bonds 117,30: - 117,30: -
Commercial Paper / Corporates 12,40° - 12,40° -
Long-term available-for-sale auction-rate secwitie 19,18( - - 19,18(
$ 164,46¢ $ 15,58( $ 129,70¢ $ 19,18(

Subsequent to the issuance of the 2010 financitdrsents, we determined that $117.3 million of géea should have been classified as level

2 investments rather than level 1 in 2010, as suabstments are not actively traded. Accordinglg, vave corrected the classification of US
treasuries and U.S. government agency bonds freet leto level 2 in the table above. Additiona15.6 million of money market funds

previously omitted from the table have been inctudéthin level 1.

The following tables summarize unrealized gainslasdes related to our investments in marketaldergees designated as available-for-sale

(in thousands):

As of December 31, 2011

Gross
Unrealized
Adjusted Gains or Fair
Cost Losses Value
Money market fund $ 51,06¢ $ - $ 51,06¢
US Treasuries and agency bonds 79,83( (3) 79,82’
Commercial paper / Corporate notes - - -
Auction-Rate Securities backed by student-loansote 14,30¢ (630) 13,67¢
$ 14520. $ (633 $ 144,56¢
As of December 31, 2010
Gross
Unrealized
Adjusted Gains or Fair
Cost Losses Value
Money market fund $ 1558( $ - $ 15,58(
US Treasuries and agency bonds 117,25: 48 117,30:
Commercial paper / Corporate notes 12,42( (13 12,40



Auction-Rate Securities backed by student-loansote 20,08( (900) 19,18(
$ 165,33 $ (865 $ 164,46!

At December 31, 2011, fixed income available-fdesacurities include securities issued by goventragencies and treasuries, $77.8 million
of which are classified as short-term investments $2.0 million which are classified as cash edeis on the Consolidated Balance Sheet.
The Company also had $51.1 million invested in ngamarket funds. At December 31, 2011, there wa&s@RD in unrealized losses from
these investments. The impact of gross unrealia@tsgnd losses was not material. At Decembe2@®11, the Company also had $14.4
million in face value of auction-rate securitiel,od which are classified as long-term availabde-$ale investments.

At December 31, 2010, fixed income available-fdesaecurities included $117.3 million in US goveant agencies and treasuries and $12.4
million in corporate notes and commercial papérfivhich are classified as short-term investmeRtsm these investments, there was
$18,000 in unrealized losses. The impact of grosealized gains and losses was not material. Aeber 31, 2010, the Company also had
$20.2 million in face value of auction-rate sedast all of which are classified as long-term aafalié-for-sale investments and $15.6 million in
money market funds.
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Impairment charges are recorded in accumulated otimaprehensive income (loss) within stockholderglity and have no impact on net
income. Other-thatemporary impairment charges exist when the ehtiythe intent to sell the security, it will moitely than not be require
to sell the security before anticipated recoveryit does not expect to recover the entire amadtzest basis of the security. Other-than-
temporary impairment charges are recorded in dtiteme (expenses) in the Consolidated Stateme@pefations.

The Company's level 2 assets consist of U.S. tresslJ.S. government agency bonds, corporate rotsommercial paper. These securities
generally have market prices availible from mu#tipburces, which are used as inputs into a disiiticurve based algorithm to determine
value.

The Company’s level 3 assets consist of governrhaoked student loan auction-rate securities, witkrést rates that reset through a Dutch
auction every 7 to 35 days and which became ikigni2008. The following table provides a recoratitin of the beginning and ending
balances for the assets measured at fair valug s&jnificant unobservable inputs (level 3) (inukands):

Auction-Rate

Securities Put Right Total
Ending balances at December 31, 2009 $ 35,57C $ 725 $ 36,29¢
Sales and Settlement at Par (17,27%) - (17,27
Unrealized Gain 16C - 16C
Gain (loss) from UBS auction rate securities anorjgint 72E (725) -
Ending balances at December 31, 2010 $ 19,18( $ - $ 19,18(
Sales and Settlement at Par (5,775 - (5,775
Unrealized Gain 27C - 27C
Ending balances at December 31, 2011 $ 13,67F $ - $ 13,67¢

During the year ended December 31, 2011, the Coynpald $5.8 million in auction-rate securities at,pall of which were classified as long-
term investments.

During the year ended December 31, 2010, the Coynpald $17.3 million in auction rate securitiepat. Of this amount, $16.9 million was
classified as short-term investments and the reémgi$0.4 million was classified as long-term invesnts.

In October 2008, the Company accepted an offeattigipate in an auction-rate security rights dffgrfrom UBS to sell up to $18.2 million in
face value of eligible auction-rate securities canuing in June 2010. Between October 2008 and 20b@, $9.6 million of these auction-rate
securities were called at par. On June 30, 20E0Cthmpany exercised the UBS put right and soldeh®ining $8.6 million in auction rate
securities at par, for which the sale was complatatiproceeds were received on July 1, 2010. AeBeer 31, 2009, the Company had $16.9
million in eligible auction-rate securities remaigiat UBS. The impairment related to these auatide-securities and the corresponding put
right were valued at $0.7 million. The change ia ttmpairment and the fair value of the put rightwacorded in accordance with the
provisions of ASC 320-10-35 and ASC 320-10-50 imeotincome (expense) in the Consolidated Stateofddperations.
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Our investment portfolio as of December 31, 20Xluded $13.7 million, in government-backed studeah auction-rate securities, net of
impairment charges of $0.7 million; of which, $@n@llion was temporary and $0.1 million was recor@esdother-than-temporary. This
compares to an investment balance for auctionsexarities as of December 31, 2010 of $19.2 milliet of impairment charges of $1.0
million; of which, $0.9 million was temporary an6.% million was recorded as other-th@mporary. In both 2011 and 2010, the portiorhe
impairment classified as temporary was based offoft@ving analysis:

1. The decline in the fair value of these siiesris not attributable to adverse conditionscHjally related to these
securities or to specific conditions in an industryn a geographic area;

2. Management possesses both the intent ality &dvihold these securities for a period of tiswdficient to allow for any
anticipated recovery in fair value;

3. Management believes that it is more likélgrt not that the Company will not have to sell ¢hescurities before recovery
of its cost basis;

4. Except for the credit loss of $70,000 redpgd in the year ended December 31, 2009 for thrafgamy’s holdings in
auction rate securities described below, the Compaes not believe that there is any additionaditiess associated
with other auction-rate securities because the Gmyexpects to recover the entire amortized cagspa

5. While the majority of the securities in empany’s entire portfolio remain AAA rated, $6.4llion of auction rate
securities were downgraded by Moody's to A3-Baafduthe year ended December 31, 2009. There hese no
further downgrades since;

6. All scheduled interest payments have beetenpairsuant to the reset terms and conditions; and

7. All redemptions of auction-rate securitiepresenting 67% of the original portfolio purchabgdis in February 2008
have been at par.

Based on the guidance of ASC 320-10-35 and ASC18260, the Company evaluated the potential credi bf each of the auction-rate
securities that are currently held by the Comp&aged on such analysis, the Company determinedhibse securities that are not 100%
FFELPS guaranteed are potentially subject to cresks based on the extent to which the underlgelot is collateralized and the security-
specific student-loan default rates. The Compapgttfolio includes two such securities. The sempiarity ratio for the two securities is
approximately 106%. If, therefore, the student-ldafault rate and borrowing rate increases forah&suers, the remaining balance in these
trusts may not be sufficient to cover the seniditd€he Company therefore concluded that theretergial credit risk for these two securities
and as such, used the discounted cash flow modigtézsmine the amount of credit loss to be recarlitedaluing the potential credit loss, the
following parameters were used: 20 year expectexd, teash flows based on the 90-day t-bill rate2fdyear forwards and a risk premium of
5.9%, the amount of interest that the Company wesiving on these securities when the market vwasltdive. During the year ended
December 31, 2009, the potential credit loss aagettiwith these securities was $70,000, which th@gany deemed other-th&mporary an
recorded in other expense in its Consolidated Stat¢ of Operations during 2009. There have beesuch losses since.

Unless a rights offering or other similar offenisde to redeem at par and accepted by us, we itdgmald the balance of these investments
through successful auctions at par, which we bel@wld take approximately 2.0 years.

The valuation of the auction-rate securities igesttito fluctuations in the future, which will demkon many factors, including the collateral
quality, potential to be called or restructureddemying final maturity, insurance guaranty, ligitydand market conditions, among others. To
determine the fair value of the auction-rate s¢imsriat December 31, 2010, March 31, 2011, Jun@@01, September 30, 2011 and December
31, 2011, we used a discounted cash flow modelyFich there are three valuation parameters, imetutime-to-liquidity, discount rate and
expected return. The following are the values usebte discounted cash flow model:

December 31, 2010

March 31, 2011

June 30, 2011

September 30, 2011

December 31, 2011

Time-to-Liquidity

24 months

24 months

24 months

24 months

24 months

Expected Return (Based on
the requisite treasury rate,
plus a contractual penalty
rate)

12.9%

3.3%

2.5%

1.8%

1.8%

Discount Rate (Based on th
requisite LIBOR, the cost of
debt and a liquidity risk

p4.1% - 8.9%,
depending on the
credit-rating of the

4.5% - 9.3%,
depending on the
credit-rating of the

3.8% - 8.6%,
depending on the
credit-rating of the

2.9% - 7.7%,
depending on the
credit-rating of the

3.1% - 7.9%
depending on the
credit-rating of the




|premium) security security security security security
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The gross accumulated impairment charge was $0liomas of December 31, 2011, of which $0.6 milliwas recorded as temporary and the
remaining $0.1 million was recorded as other-ttemgorary. The gross accumulated impairment chaege$4.0 million as of December 31,
2010, of which $0.9 million was recorded as temppoead $0.1 million was previously recorded as othan-temporary. If the auctions
continue to fail, the liquidity of the Company’svigstment portfolio may be negatively impacted drevalue of its investment portfolio could
decline.
3. Inventories

Inventories consist of the following (in thousands)

December 31,

2011 2010
Work in progress $ 11,59¢ $ 11,55¢
Finished goods 8,50¢ 14,23(
Total inventories $ 20,10 $ 25,78¢

4. Property and Equipment, net
Property and equipment consist of the followingtfinusands):

December 31,

2011 2010

Computers, software and equipment $ 53,51« $ 48,12
Leasehold improvements 3,281 2,30z
Vehicles 977 944
Building 21,63: 15,074
Land 6,04 -
Furniture and fixtures 1,40: 73E

Total 86,85 67,17¢
Less accumulated depreciation and amortization (39,057 (29,916
Property and equipment, net $ 47,79¢ $ 37,26:

On July 8, 2011, the Company purchased the profeested at 79 Great Oaks Boulevard in San Jose, t6Ae used as our new headquarters
and sales offices. The property consists of anaprately 106,262 square foot office building ampgeximately 5.5 acres of land. The $11.0
million purchase price for the property was allechbased on an independent third party valuatidim $56.0 million attributable to the building
and $6.0 million attributable to the land. The Qamy will begin to depreciate the building whetakes occupancy, which is expected to k
the Spring of 2012.

Depreciation expense for the years ended Decenih@03 1, 2010 and 2009 was $8.7 million, $7.9 orilland $6.6 million, respectively.

5. Accrued Liabilities

Accrued liabilities consist of the following (indhsands):

December 31,

2011 2010
Deferred revenue and customer prepayments $ 3,60 $ 3,20(
Stock rotation reserve 1,08¢ 811
Chengdu building cost - 3,63¢
Legal expenses 911 844
Warranty 561 764

Other 1,68¢ 1,947




Total accrued liabilities $ 7,848 $ 11,19¢
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6. Stockholders’ Equity
The Company has two stock option plans and an graplstock purchase plan—the 1998 Stock Option f@n2004 Equity Incentive Plan
and the 2004 Employee Stock Purchase Plan. The &wymecognized stock-based compensation expenstgefgears ended December 31,

2011, 2010 and 2009, as follows (in thousands):

Year ended December 31,

2011 2010 2009
Non-Employee $ 13 $ 7 $ 11€
ESPP 53¢ 60¢ 671
Restricted Stock 7,21¢ 8,271 3,352
Stock Options 5,36¢ 7,937 10,46¢
Tax Benefit (114) (331 (207)
$ 13,02: $ 16,47¢ $ 14,41(

1998 Stock Option Plan

Under the Company’s 1998 Stock Option Plan (theB1@i@an), the Company reserved 11,807,024 sharesnafnon stock for issuance to the
Company’s employees, directors and consultantso@pgranted under the 1998 Plan have a maximumaéten years and generally vest
over four years at the rate of 25 percent one frear the date of grant and 1/48th monthly thereafis November 19, 2004, the effective date
of the Company'’s initial public offering, the 1988an was terminated for future grants and the reimgil,392,750 shares available for grant
were moved to the Company’s 2004 Equity IncentikanRthe 2004 Plan). In addition, throughout tharyshares underlying options from the
1998 Plan that are cancelled (for example, upanitetion of service) are transferred to the 20GhRlased on the number of cancellations
that occur throughout the year.

2004 Equity I ncentive Plan

The Company’s Board of Directors adopted the Comisa2004 Equity Incentive Plan in March 2004, ahd Company’s stockholders
approved it in November 2004. Options granted utlte2004 Plan have a maximum term of ten yeara. Nee grants generally vest over
four years at the rate of 25 percent one year tlwrdate of grant and 1/48nonthly thereafter. Refresh grants generally vest four years at
the rate of 50 percent two years from the dateafigand 1/48 monthly thereafter. There were 800,000 shareslhitieserved for issuance
under the 2004 Plan. The 2004 Plan provides fouanncreases in the number of shares availabls$oiance beginning on January 1, 2005
equal to the least of: 5% of the outstanding shafe®@mmon stock on the first day of the year, B,800 shares, or a number of shares
determined by the Board of Directors. The followia@ summary of the 2004 Plan, which includeskstigations and restricted stock awards
and units:

Available for Grant as of December 31, 2010 2,954,60
2011 Additions to Plan 1,753,15
2011 Grants (1,005,98I)
2011 Cancellations 589,95¢
Available for Grant as of December 31, 2011 4,291,73
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A summary of the status of the Company’s stockawptilans at December 31, 2011, 2010 and 2009 aamipels therein are presented in the
table below:

Weighted
Average
Weighted Remaining
Average Contractual  Aggregate

Stock Exercise Term Intrinsic
Options Price (Years) Value

Outstanding at December 31, 2008 (3,766,630 optaascisable at a weighte

average exercise price of $8.26 per share) 8,196,63 $ 12.6:2 5.91 $20,193,95

Options granted (weighted-average fair value of3ger share) 706,000 $ 17.52

Options exercised (1,217,27) $ 9.1¢

Options forfeited and expired (274,45) $ 17.2i
Outstanding at December 31, 2009 7,410,91. $ 13.4¢ 5.0¢ $77,918,84

Options granted (weighted-average fair value 0®$&er share) 370,50 $ 19.9:

Options exercised (1,452,24) $ 9.87

Options forfeited and expired (494,05) $ 15.61
Outstanding at December 31, 2010 (4,264,268 optaascisable at a weighte

average exercise price of $13.33 per share) 5,835,11i $ 14.61 4.3C $19,035,59

Options granted (weighted-average fair value o8%%er share) 152,500 $ 13.9¢

Options exercised (685,41) $ 6.8t

Options forfeited and expired (438,96.) $ 18.6¢
Outstanding at December 31, 2011 4,863,23' $ 15.3] 344 $ 8,817,04
Options exercisable at December 31, 2011 and eagiéatbecome exercisable  4,818,39' $ 15.3( 3.4z $ 8,780,78!
Options vested and exercisable at December 31, 2011 4,202,78 $ 15.0¢ 3.2z $ 8,386,32

The following summarizes information as of DecemB®Er2011 concerning outstanding and exercisaltierop

Options Outstanding Options Exercisable
Weighted
Average Weighted Weighted
Number of  Remaining Average Number of Average
Options Contractual Exercise Options Exercise
Range of Exercises Prices Outstanding Life (Years) Price Exercisable Price
$0.80 - $9.32 638,95¢ 271 % 6.1 638,95¢ $ 6.1
$9.34 - $12.86 564,11( 3.01 $ 11.61 512,06 $ 11.62
$12.99 - $13.53 529,53¢ 348 % 13.0¢ 43391 $ 13.0¢
$13.60 - $15.64 580,83: 3.7t % 15.1¢ 474,83t $ 15.2%
$15.67 - $15.74 563,50( 384 $ 15.7¢ 443,33 $ 15.7¢
$15.85 - $17.36 500,74¢ 331 $ 16.3¢ 437,540 $ 16.3:
$17.39 - $19.91 512,30: 3.4¢€ $ 18.71 464,10. $ 18.6-
$20.06 - $22.19 502,62! 38C $ 20.8¢ 429,55 $ 20.8¢
$22.26 - $25.14 403,62! 3.8¢ $ 23.2¢ 309,85¢ $ 23.2¢
$25.84 - $25.84 67,00( 3.4¢€ $ 25.8¢ 58,62! $ 25.8¢
4,863,23! 4,202,78
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The total fair value of options that vested wagt$illion, $7.9 million and $10.5 million, respeatiy, for the years ended December 31, 2!
2010 and 2009. Total intrinsic value of optionsreised was $5.8 million, $17.4 million and $15.0limn, respectively, for the years ended
December 31, 2011, 2010 and 2009. The net caslegadsdrom the exercise of stock options were $4lliom $14.3 million and $11.2
million, respectively, for the years ended Decen8ier2011, 2010 and 2009 . At December 31, 2014mantized compensation expense
related to unvested options was approximately §4lifon. The weighted average period over which pemsation expense related to these
unvested options will be recognized is approxinyate8 years.

The employee stock-based compensation expensenigedginder ASC 718-10-3Dompensation — Stock Compensation — Overall -alniti
Measuremenwas determined using the Black-Scholes option pgiohodel. Option pricing models require the inpusubjective assumptions
and these assumptions can vary over time. The Coynpsed the following weighted-average assumptiortetermine the fair value of the
awards granted during the respective periods:

2011 2010 2009
Expected term (years) 4.1 4.1 4.1
Expected volatility 52.¢% 55.€% 60.7%
Risk-free interest rate 1.1% 1.8% 1.8%

Dividend yield - - -

In estimating the expected term, the Company censiits historical stock option exercise experiepost vesting cancellations and remaining
contractual term of the options outstanding. linesting the expected volatility, the Company use®wn historical data to determine its
estimated expected volatility. The Company usedtise Treasury yield for its risk-free interesteraind a dividend yield of zero as it does not
issue dividends. The Company applies a forfeitate that is based on options that have been fedfiistorically.

Restricted Stock

A portion of the Company’s shares of common stoekenissued under restricted stock purchase agresniémder these agreements, in the
event of a termination of an employee, the Comgaasy/the right to repurchase the common stock atrigaal issuance price of $0.001. The
repurchase right expires over a 4-year period. rrsary of our restricted stock awards is presemetié table below:

Weighted
Weighted Average
Average Grant  Remaining
Restricted Date Fair Valur  Recognition
Stock Awards Per Share Period (Years)

Outstanding at December 31, 2008 70,377 $ 11.5¢ 0.4¢
Awards released (57,57 11.2¢
Awards forfeited (6,25(0) 8.64

Outstanding at December 31, 2009 6,55( $ 16.6:2 0.1¢
Awards released (6,550 16.62

Outstanding at December 31, 2010 - $ - -

Outstanding at December 31, 2011 - $ - -
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The Company also grants restricted stock unitschvliest generally over two to four years as deteechby the Company’s Compensation
Committee, and are issued upon vesting. A summfalyearestricted stock units is presented in thdethelow:

Weighted
Weighted Average
Average Grant Remaining
Restricted Stoc  Date Fair Value Recognition
Units Per Share Period (Years)
Outstanding at December 31, 2008 389,64. $ 18.11 2.72
Awards granted 54,20( 20.9¢
Awards released (146,44°) 18.11
Awards forfeited (7,500 16.6¢
Outstanding at December 31, 2009 289,89t $ 18.67 2.22
Awards granted 934,24( 20.0¢
Awards released (230,879) 19.2¢
Awards forfeited (33,089 18.3¢
Outstanding at December 31, 2010 960,17: $ 19.8¢ 2.91
Awards granted 853,48 14.4(
Awards released (413,10) 18.51
Awards forfeited (100,99) 18.9¢
Outstanding at December 31, 2011 1,299,55 $ 16.87 2.71

The total fair value of restricted stock awards ands that vested was $8.7 million, $5.5 milliamde$2.7 million for the years ended Decenr
31, 2011, 2010 and 2009, respectively. The inttinalue related to restricted stock awards andswaleased for the years ended 2011, 2010
and 2009 was $5.8 million, $4.5 million and $3.8liom, respectively. The total intrinsic value @stricted units outstanding at December 31,
2011, 2010 and 2009 were $19.6 million, $15.9 prilland $7.1 million, respectively. At December 3011, unamortized compensation
expense related to unvested restricted stock waissapproximately $14.3 million with a weighted mage remaining recognition period of 2.7
years.

On February 25, 2010, the Board granted 416,00@mmeance units to the Company’s executive officétese performance units generally
vest over four years, with a graded acceleratiatufe that allows all or a portion of these awaedse accelerated if certain performance
conditions are satisfied. The amount of share®tadrelerated is based on achieving certain peaiocentargets, with the minimal acceleration
occurring if performance exceeds at least 110%00fGAAP earnings per share as set forth in the Gmy'g annual operating plan approved
by the Board, as determined by the Compensationniitiee in its sole discretion. The Compensation @ittee has the discretion not to
accelerate any shares, if it so chooses, evee héinformance targets are met. To date, none afthees have been accelerated and it is too
early to ascertain whether certain of the shardswiaccelerated in 2012 and beyond.

2004 Employee Stock Purchase Plan

Under the 2004 Employee Stock Purchase Plan (trehBse Plan), eligible employees may purchase constoek through payroll deductio
Participants may not purchase more than 2,000 sliage six-month offering period or stock havingadue greater than $25,000 in any
calendar year as measured at the beginning offtbeng period in accordance with the Internal Rawe Code and applicable Treasury
Regulations. A total of 200,000 shares of commonlstvere reserved for issuance under the PurcHase Phe Purchase Plan provides for an
automatic annual increase beginning on Januar@@5 By an amount equal to the least of 1,000,088esh 2% of the outstanding shares of
common stock on the first day of the year; or a berof shares as determined by the Board of Dirsckor the years ended December 31,
2011, 2010 and 2009, 149,981 shares, 114,387 shadek61,026 shares, respectively, were issued dineléurchase Plan. The following is a
summary of the Purchase Plan and changes duringetitreended December 31, 2011:
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Available Shares as of December 31, 2010 3,141,93.
2011 Additions to Plan 701,26(
2011 Purchases 149,98)
Available Shares as of December 31, 2011 3,693,211

The Purchase Plan is considered compensatory é&1er718-50-25-Zompensation — Stock Compensatidirployee Share Purchase Pl
— Recognitionand is accounted for in accordance with ASC 7188®Compensation — Stock Compensation — Employee $hachase
Plans— Initial Measurements — Look-Back PlariBhe intrinsic value for stock purchased was $6ilBon, $0.3 million and $1.0 million for th
years ended December 31, 2011, 2010 and 2009 ctesge. The unamortized expense as of Decembe?@1] was $0.1 million, which wi
be recognized over 0.1 years. The Bl&wtioles option pricing model was used to valuesthployee stock purchase rights. For the years ¢
December 31, 2011, 2010 and 2009, the followingragsions were used in the valuation of the stoaklpase rights:

2011 2010 2009
Expected term (years) 0.5 0.5 0.5
Expected volatility 39.2% 39.5% 79.8%
Risk-free interest rate 0.1% 0.2% 0.4%

Dividend yield - - -

Cash proceeds from employee stock purchases fgetreended December 31, 2011, 2010 and 2009 was§llion, $1.9 million and $1.8
million, respectively.

7. Net Income Per Share

Basic net income per share excludes dilution amamsputed by dividing net income by the weightedrage number of common shares
outstanding for the period. Diluted net income gieare reflects the potential dilution that wouldwrcif outstanding securities or other
contracts to issue common stock were exercisedmorerted into common stock, and calculated usiegrgasury stock method. For the years
ended December 31, 2011, 2010 and 2009, the Conimathgecurities outstanding, which could potentidilute basic net income per share in
the future, but were excluded from the computatibdiluted net income per share in the periodsgumrtesd, as their effect would have been anti-
dilutive. The following table sets forth the comgitin of basic and diluted net income per sharéh@usands, except per share amounts):

Year Ended December 31,

2011 2010 2009

Numerator:

Net income $ 13,30 $ 29,56 $ 19,674
Denominator:

Weighted average oustanding shares used to con

basic net income per share 34,05( 35,83( 34,31(

Effect of dilutive securities 1,11C 1,99¢ 2,32¢

Weighted average oustanding shares used to con

diluted net income per share 35,16( 37,82¢ 36,63«
Net income per sha- basic $ 0.3¢ $ 0.8: $ 0.57
Net income per sha- diluted $ 03¢ $ 0.7¢ $ 0.54

For the years ended December 31, 2011, 2010 arf] approximately 4.9 million, 2.0 million and 2.9lllmn common stock equivalents,
respectively, were excluded from the calculatiolibfted net income per share because their irmtusiould have been anti-dilutive.
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8. Income Taxes

The components of income before income taxes y#ars ended December 31, 2011, 2010 and 20 dh®usands):

2011 2010 2009
United States $ (2,03) $ 277C $ 6,30
International 15,757 28,65( 13,84¢
Consolidated $ 13,72¢ $ 31,42( $ 20,14¢

Management’s intent is to indefinitely reinvest amgdistributed earnings from its foreign subsidiariAccordingly no provision for
Federal and state income taxes has been provideebt, nor is it practical to determine the amadrhis liability. Upon distribution of those
earnings in the form of dividends or otherwise, @@mpany will be subject to United States incomesaUp to December 31, 2011 the
unremitted earnings of foreign subsidiaries is $98illion.

The income tax provision consists of the follow{ingthousands):

Year ended December 31,

2011 2010 2009

Current:

Federal $ 447 $ 1,36¢ $ 344

State (599 15 70

Foreign 992 534 147
Deferred:

Federal 74z (1,415 31t

State 994 (84¢) (689)

Foreign (421) (61) (85)
Valuation allowance (1,736 2,26 371
Income tax provision $ 428 $ 1,857 $ 474

The effective tax rate differs from the applicabl&. statutory federal income tax rate as follows:
December 31,
2011 2010 2009

U.S. statutory federal tax rate 34.(% 34.(% 34.(%
Research and development credits (0.5 (2.9 0.9
Stock compensation 5.6 (0.7) 8.6
Foreign income taxed at lower rates (31.9) (29.9) (33.9
Change in valuation allowance on federal timing
differences (6.7 4.3 (6.0
Litigation reserves & other 1.9 0.5 (0.0)
Effective tax rate 3.1% 5.8% 2.4%
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The components of deferred tax assets and liasilidbnsist of the following (in thousands):

December 31,

2011 2010

Deferred tax assets:

Research tax credits $ 5,162 $ 6,772
Stock compensation 6,55: 7,22
Other costs not currently deductible 2,761 2,29(
Depreciation and amortization 774 76S
Total deferred tax assets 15,25¢ 17,05¢
Valuation allowance (14,596 (16,81%)
Net deferred tax asse $ 66C $ 23¢

As a result of the cost sharing arrangements tighlcompany'’s international subsidiaries (costelaarangements), relatively small changes in
costs that are not subject to sharing under thest@se arrangements can significantly impact therall profitability of the US entity. Because
of the US entity’s inconsistent earnings historg ancertainty of future earnings, the Company tesrahined that it is more likely than not

that the U.S. deferred tax benefits would not ladized. The Company will continue to evaluatesfficts and circumstances warrant a reversal
of the valuation allowance against the US defetagcbenefits during fiscal year 2012.

As of December 31, 2011, the federal and statepetating loss carryforwards for income tax purgosere approximately $6.1 million and
$28.4 million, respectively. The federal net opexgtoss carryforwards will begin to expire in 20&7d the State net operating loss carry
forwards will expire beginning in 2018. $6.1 mili@f the federal net operating loss carry forwadd $24.8 million of the state operating loss
carry forwards are related to excess tax benedits @sult of stock option exercises and therefdlidoe recorded in additional paid-icapital ir
the period that they become realized.

As of December 31, 2011, the Company had reseaxctrédit carryforwards of $10.8 million for fedeirecome tax purposes, which will bei
to expire in 2022 and $9.0 million for state incotar purposes, which can be carried forward indkefin $3.0 million of the federal research
tax credit and $1.4 million of the state reseasohdredit carryovers are related to excess taxfliere a result of stock option exercises and
therefore will be recorded in additional-paid-irpital in the period that they become realized.

ASC 740-10income Taxes - Overadkets forth the accounting for uncertainty in incairees recognized in an entity’s financial statetsamd
prescribes a recognition threshold and measureatgitutes for financial statement disclosure af pasitions taken or expected to be taken on
a tax return. Under ASC 740-10, the impact of aceutain income tax position on the income tax retaust be recognized at the largest
amount that is more-likely-than-not to be sustainpdn audit by the relevant taxing authority. Arcertain income tax position will not be
recognized if it has less than a 50% likelihoodeihg sustained. Additionally, ASC 740-10 providesdance on derecognition, classification,
interest and penalties, accounting in interim pisjalisclosure and transition.

At December 31, 2011, the Company had $12.2 millibanrecognized tax benefits, $4.5 million of whigould affect its effective tax rate if

recognized after considering the valuation allovear®t December 31, 2010, the Company had $9.1anilhif unrecognized tax benefits, $5.0
million of which would affect its effective tax mtf recognized after considering the valuatioovaince.
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A reconciliation of the beginning and ending amooingross unrecognized tax benefits is as followshousands):

Balance at December 31, 2C $ 8,55
Gross increase for tax positions of prior y -
Gross increases for tax position of current y 1,08(
Reductions for prior year tax positio (615)
Reduction due to statutes expiri (12)

Balance at December 31, 2C 9,00¢
Gross increase for tax positions of prior y¢ -
Gross increases for tax position of current ye 98¢
Reductions for prior year tax positio -
Settlement (883)
Reduction due to statutes expiring -

Balance at December 31, 2C 9,10¢
Gross increase for tax positions of prior y« 1,71(
Gross increases for tax position of current ye 1,38¢
Reductions for prior year tax positiot -
Settlement -
Reduction due to statutes expiril -

Balance at December 31, 2C $ 12,20¢

The Company recognizes interest and penaltiesyif lated to uncertain tax positions in its ineotax provision. At December 31, 2009,
2010 and 2011, the Company has approximately $0ldm $0.6 million and $0.7 million respectivelgf accrued interest related to uncertain
tax positions.

Uncertain tax positions relate to the allocationnebme and deductions among the Company’s glaitéles and to the determination of the
research and development tax credit. The Compaimages that there will be no material changessimncertain tax positions in the next 12
months.

The Company files income tax returns in the U.8efal jurisdiction, and various U.S. states and@ifpr jurisdictions. Generally, the Company
is no longer subject to U.S. federal, state andlJar nondy.S. income tax examinations by tax authoritiesyeairs prior to 2005 because of
statute of limitations. However, because the Compsucurrently under an IRS audit for tax yearsezh®ecember 31, 2006 and December 31,
2007, the statute of limitations for tax years ehBecember 31, 2005 through December 31, 2007 wtesded to September 16, 2012.

We are subject to examination of our income tadrret by the IRS and other tax authorities. Our. B&leral income tax returns for the years
ended December 31, 2000 through December 31, 2@00nder examination by the IRS. In April 2011, neeeived from the IRS a Notice of
Proposed Adjustment, or “NOPA”, relating to a celk&ring agreement entered into by the Companytaridtérnational subsidiaries on
January 1, 2004. In the NOPA, the IRS objecteth¢oGompany’s allocation of certain litigation expes between the Company and our
international subsidiaries and the amount of “buypdayments” made by our international subsidiaete Company in connection with the
cost-sharing agreement, and proposed to increadd.8utaxable income according to a few alterreathethodologies. The methodology
resulting in the largest potential adjustmenthd tRS were to prevail on all matters in disputeuld result in potential federal and state
income tax liabilities of up to $37.0 million, plirgerest and penalties, if any. We believe thatlRRS's position in the NOPA is incorrect and
that our tax returns for those years were corrediled. We expect to contest these proposed adgris vigorously. In February 2012, we
received a revised NOPA from the IRS (Revised NQPA)this Revised NOPA, the IRS is raising the seassues as in the NOPA issued in
April 2011 but under a different methodology. Untlee Revised NOPA, the largest potential adjustiiethe IRS were to prevail on all
matters in dispute, has decreased to $10.5 milfitus interest and penalties, if any. This is cdestd to be a subsequent event to our balance
sheet date and we are currently reviewing the ReMOPA. The IRS also audited the research anelagwment credits generated in the years
2000 through 2007, and the carryforward of thesdits to subsequent years. We received a NOPA tiheniRS in February 2011, proposing
to reduce the research and development credits@teden years 2000 through 2007, which would a¢stuce the value of such credits carried
forward to subsequent tax years.

We are currently reviewing these proposed adjustsn®de regularly assess the likelihood of an advergcome resulting from such
examinations to determine the adequacy of our pi@wvifor income taxes. As of December 31, 2011etham the technical merits of our tax
return filing positions, we believe that it is mdileely-than-not that the benefit of such positiom#l be sustained upon the resolution of our
audits resulting in no significant impact on ounsolidated financial position and the results ofrggpions and cash flows.
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9. Commitments and Contingencies
The following table summarizes the Company’s catm@nts as of December 31, 2011 (in thousands):

Payments by Period

Total 2012 2013 2014 2015 2016 Thereafter

Operating leases $ 2,136 $ 1,22: $ 784 $ 132 % - $ - $ =
Outstanding purchase

commitments 18,57« 18,57¢ - - - - -

$ 20,71: $ 19,79¢ $ 784 $ 132 $ - $ - $ =

Lease Obligations

The Company leases it headquarters and salesoifficgan Jose, California. The San Jose facility $ad and the new landlord has exercised
their right to terminate the lease, effective Ag#8l, 2012. In addition, the Company entered infisexyear lease arrangement in September
2004 for its manufacturing facility located in Clgelu, China. Pursuant to this agreement, the Comepamtyibuted capital in the form of cash,
in-kind assets, and/or intellectual property, ofeaist $5.0 million to its wholly-owned Chinese sidliary as the registered capital for the
subsidiary and exercised the option to purchase uae rights for the facility of approximately $@r2llion. The Company also has the option
which became exercisable in March 2011 to acqteddcility after a five-year lease term for theoral construction cost less rents paid,
which is currently estimated at $1.9 million. Ther@pany will likely exercise its purchase option amder into a purchase agreement for this
facility in the future. The Company also leassssiles offices in Japan, China, Taiwan and Koneladta research and development facilities in
Finland. Certain of the Comparsyfacility leases provide for periodic rent incresisRent expense for the years ended Decembe®31, 201(
and 2009 was $2.1 million, $1.8 million and $1.3lion, respectively.

Warranty and I ndemnification Provisions

The Company provides a standard one-year warrgatiynst defects in materials and workmanship anbeitfier repair the goods or provide
replacements at no charge to the customer for tiedegnits. On occasion the Company permits thernedf defective products outside the
normal warranty period. In such cases, the Companyues for the related costs at the time the idecie permit the return is made. Reserve
requirements are recorded in the period of saleaamdbased on an assessment of the products sbldvariranty and historical warranty costs
incurred.

The changes in warranty reserves during 2011, 208®009 are as follows (in thousands):

2011 2010 2009
Balance at beginning of year $ 764 $ 294 $ 764
Warranty costs (62€) (107 (137)
Reserve adjustments and unused warranty provisiol (447) (2249) (729)
Warranty provision for product sales 87C 801 39&
Balance at end of year $ 561 $ 764 $ 294

The Company provides indemnification agreementsgapplier and certain direct or indirect custom&he Company agrees to reimburse
these parties for any damages, costs and experaesad by them as a result of legal actions tagainst them by third parties for infringing
upon their intellectual property rights as a resfilising the Company’s products and technolodibsse indemnification provisions are varied
in their scope and are subject to certain termsditions, limitations and exclusions. Such costser$1.0 million for the year ended December
31, 2009. There were no indemnification costs ib@®8nd 2011. These costs are charged to operatsoinsurred. The Company also provides
for indemnification of its directors and officers.
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10. Litigation

On September 16, 2011 and September 29, 2011, aeundyridentical shareholder derivative actions wideel in the United States District
Court for the Northern District of California anget California Superior Court for Santa Clara Coungming as defendants certain of the
Company’s current and former directors and offigerd the Company’s compensation advisory firm. ddraplaints assert claims for, among
other things, breach of fiduciary duty in connectwith the directors' approval of compensationtfe Company's executive officers during
2010. The complaints each seek an award of daniad@gor of the Company, equitable relief, cosid attorney's fees. On February 29,
2012, the plaintiff in the action filed in CalifaenSuperior Court for Santa Clara County had varilyt dismissed the actionThe matters are

a preliminary stage at the United States Distriotii@ the defendants have moved to dismiss the npn the court. In management's
opinion, the resolution of the derivative actiolediin the United States District Court is uncertand we are not able to assess whether it will
have a material adverse effect on our consolidfedcial condition, results of operations or lidity.

The Company and certain of its subsidiaries argsato actions and proceedings incident to the @om's business in the ordinary course of
business, including litigation regarding its inéeliual property, challenges to the enforceabilityaidity of its intellectual property and claims
that the Companyg’ products infringe on the intellectual properghts of others. These proceedings often involvepexnquestions of fact ai
law and may require the expenditure of signifidanids and the diversion of other resources to putseand defend. The Company asserts its
intellectual property rights and vigorously defeiitdelf against any such claims.

11. Employee Benefits Plan

The Company sponsors a 401(k) savings and prdditisp plan (“the Plan”) for all employees in theitéd States who meet certain eligibility
requirements. Participants may contribute up tcetheunt allowable as a deduction for federal inctamepurposes. The Company is not
required to contribute and did not contribute t® EHan for the years ended December 31, 2011, 20d2009.

12. Major Customers

The following table summarizes the percentageccdants receivable, net and corresponding revesntadse customers, with accounts

receivable balances at year end that accountelDfidror more of total accounts receivable, netatetid of 2011 and 2010 or with sales that
accounted for 10% or more of the Company’s revdaueach respective year:

Revenue Accounts Receivable, Net
Year ended December 31, as of December 31,
Customers 2011 2010 2009 2011 2010 2009
A 17% 14% 13% 12% 12% *
B 10% * 10% * * *
C * * 10% * * *
D * * * * 20% 15%

* Represents less than 10% of accounts receivabteyr revenue
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13. Segment Information
As defined by the requirements of ASC 280-10S&gment Reporting — Overall — Implementation Guidaand lllustrations the Company
operates in one reportable segment, the desige]aament, marketing and sale of high-performandeedisignal analog semiconductors for
the computing, consumer electronics and commuwicatinarkets. The Company’s chief operating decisiaker is its chief executive officer.

The Company does not specifically allocate anysofésources to or measure the performance ofjichdil product families.

The Company derived a substantial majority ofétgenue from sales to customers located outsidenMarterica during 2011, 2010 and 2009,
with geographic revenue based on the customengtshcation.

The following is a summary of revenue by geograpbgion based on customer ship-to location foryters ended December 31, 2011, 2010
and 2009 (in thousands):

Year ended December &

Country 2011 2010 2009
China $ 113,46¢ $ 105,23. $ 66,69
Taiwan 23,63 25,84( 21,71¢
Europe 14,41¢ 20,41¢ 19,25!
Korea 14,18: 33,76: 32,02¢
Japan 10,68! 14,25¢ 11,97
USA 4,42: 8,41¢ 6,10¢
Other 15,71« 10,92( 7,23¢
Total $ 196,51¢ $ 218,84( $ 165,00¢

The following is a summary of net revenue by pradype for the years ended December 31, 2011, 2682009 (in thousands):

Year ended December 31,

Product Family 2011 % of Revenu 2010 % of Revenu 2009 % of Revenu
DC to DC Converters $ 165,60t 84.2% $ 183,05: 83.7% $ 123,58: 74.%%
Lighting Control Products 26,48’ 13.5% 28,55¢ 13.(% 27,83¢ 16.5%
Audio Amplifiers 4,42¢ 2.3% 7,23 3.2% 13,591 8.2%
Total $ 196,51 100.(% $ 218,84( 100.(% $ 165,00¢ 100.(%

The following is a summary of long-lived assetsgapgraphic region, excluding restricted assetef &ecember 31, 2011 and 2010 (in
thousands):

December 31,

2011 2010
China $ 32,56t $ 34,46¢
United States 15,66: 2,71¢
Taiwan 98 134
Japan 70 85
Other 51 58
TOTAL $ 48,447 $ 37,46¢
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14. Valuation and Qualifying Accounts

The Company had insignificant activity and balaimcis accounts receivable allowances in 2011, 201id2009.

15. Stock Repurchase Program

On July 27, 2010, the Board of Directors approvetbak repurchase program that authorized MPSpiarohase up to $50.0 million in the
aggregate of its common stock between August 20 200 December 31, 2011. In February 2011, thedBofDirectors approved an increase
from $50.0 million to $70.0 million. The repurchasenow complete and the following shares have leparchased through the open market

and subsequently retired:

Shares Average Price pe Value (in
2011 Calendar Year Repurchased Share thousands)
February 817,50( $ 1547 $ 12,64¢
March 75,000 % 1417 $ 1,062
April 917,20( $ 14.8: $ 13,61°
May 657,80( $ 16.4t $ 10,84
June 18,000 $ 16.7¢ $ 30z
2,485,501 $ 38,47:
Shares Average Price pe Value (in
2010 Calendar Year Repurchased Share thousands)
August 983,18¢ $ 17.2¢ % 16,99¢
Novembet 916,60( $ 15.8: $ 14,52¢
1,899,78! $ 31,52°

There were no shares repurchased in 2009.
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16. Quarterly Financial Data (Unaudited)
Three months ended
September 30, December 31,
March 31, 2011 June 30, 2011 2011 2011
Revenue $ 44,46¢ $ 51,62¢ $ 52,96: $ 47,46
Cost of revenue * 22,16 25,07( 25,14¢ 22,54+
Gross profit 22,30¢ 26,55¢ 27,81« 24,917
Operating expenses:
Research and development * 10,08¢ 11,237 11,79: 11,40:
Selling, general and administrative * 9,49( 10,34 10,24¢ 10,19¢
Litigation 813 93¢ 722 90¢
Total operating expenses 20,38¢ 22,51¢ 22,76 22,50¢
Income from operations 1,91¢ 4,03¢ 5,051 2,411
Other income (expense):
Interest and other income 271 16C 10< 137
Interest and other expense (898) (236) (100 (38)
Total other income, net 185 24 3 99
Income before income taxes 2,09¢ 4,06: 5,05¢ 2,51(
Income tax provision / (benefit) 20€ 581 (41€) 57
Net income $ 189 $ 3,48. $ 547 $ 2,45%
Basic net income per share $ 0.0t $ 0.1C $ 0.1¢ $ 0.07
Diluted net income per share $ 0.0t $ 01C $ 0.1¢ $ 0.07
Weighted average common shares outstanding:
Basic 35,02« 33,84¢ 33,59¢ 33,75¢
Stock options 1,081 1,057 64¢€ 61E
Diluted 36,10t 34,90: 34,24( 34,37«
* Stock-based compensation has been included ifotlwsving line items:
Cost of revenue $ 63 $ 8 $ 83 $ 77
Research and development 1,427 1,55(C 1,57¢ 1,35¢
Selling, general and administrative 1,497 2,03¢ 1,71f 1,657
Total $ 2,987 $ 3,67t $ 3374 $ 3,09(
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Revenue
Cost of revenue*
Gross profit
Operating expenses:
Research and development*
Selling, general and administrative*
Litigation
Total operating expenses
Income from operations
Other income (expense):
Interest and other income
Interest and other expense
Total other income, net
Income before income taxes
Income tax provision
Net income

Basic net income per share
Diluted net income per share

Weighted average common shares outstanding

Stock options and restricted stock

Diluted weighted-average common equivalent shares

outstanding

* Stock-based compensation has been included in the

following line items:
Cost of revenue
Research and development
Selling, general and administrative
Total

Three months ended

September 30, December 31,
March 31, 201C  June 30, 2010 2010 2010
$ 50,25( $ 55,69( $ 65,84: $ 47,05’
20,95« 23,25¢ 29,851 23,31¢
29,29¢ 32,43¢ 35,98¢ 23,74.
11,04( 11,78¢ 11,29: 10,25¢
10,39 11,61¢ 10,29¢ 8,86t
1,56 2,22¢ 964 65¢
23,00( 25,62¢ 22,55 19,78(
6,29¢ 6,80¢ 13,43¢ 3,961
347 33¢ 24C 231
- 4) (159 1
347 334 81 16C
6,64: 7,14( 13,51¢ 4,121
287 732 297 54C
$ 6,35¢ $ 6,407 $ 13,21¢ $ 3,581
$ 0.1¢ $ 0.1¢ $ 037 $ 0.1C
$ 0.17 $ 0.17 $ 0.3t $ 0.1
35,42 36,29 36,18¢ 35,42(
2,36 2,064 1,54: 1,30¢
37,78: 38,35¢ 37,72 36,72¢
$ 7% % 11€ $ 7C $ 12¢
1,73¢ 1,99¢ 1,64 1,36¢
2,21( 3,42¢ 2,44t 1,59:
$ 4,02¢ % 553¢ $ 4,162 $ 3,08t

67




ITEM 9. CHANGES IN AND DISAGREEEMENTS WITH ACCOU NTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our cleleécutive officer and chief financial officer, évated the effectiveness of our disclosure
controls and procedures pursuant to Rule 13a-Hs(@Rule 15d-15(e) under the Securities Exchang®it934 as of the end of the period
covered by this Annual Report on Form 10-K. Owcttisure controls and procedures have been desigratsure that material information
relating to us, including our consolidated subsid® required to be disclosed by us in reportswhfile or submit under the Securities
Exchange Act of 1934 is recorded, processed, suinethand reported within the time periods specifiethe Securities and Exchange
Commission rules and forms. In designing and evalgdhe disclosure controls and procedures, managerecognizes that any controls and
procedures, no matter how well designed and opras provide only reasonable assurance of actyekie desired control objectives. In
addition, the design of disclosure controls andedures must reflect the fact that there are resatonstraints and that management is
required to apply its judgment in evaluating thedfés of possible controls and procedures relativileir costs.

Based on our evaluation, our chief executive offered chief financial officer concluded that ousaosure controls and procedures are
effective at December 31, 2011 and provide readeredsurance that information we are requiredgoldse in reports that we file or submit
under the Exchange Act is recorded, processed, suired and reported within the time periods spedifin Securities and Exchange
Commission rules and forms, and that such inforomais accumulated and communicated to our manageimeluding our chief executive
officer and chief financial officer, as appropriate allow timely decisions regarding required tbisare.

Management’'s Annual Report on Internal Control over Financial Reporting

Our management, including our Chief Executive @ffiand Chief Financial Officer, is responsibledgtablishing and maintaining adequate
internal control over financial reporting, as stieim is defined in Exchange Act Rule 13a-15(f) &udle 15d-(f). Our internal control over
financial reporting is a process designed to prevehsonable assurance regarding the reliabilifijnahcial reporting and the preparation of
financial statements for external purposes in ataroce with generally accepted accounting prinCi¢ie&\AP”).

Our internal control over financial reporting indks those policies and procedures that (1) petdaime maintenance of records that, in
reasonable detail, accurately and fairly refleettttansactions and dispositions of our assetgr(®)ide reasonable assurance that transactions
are recorded to permit preparation of financialesteents in accordance with generally accepted atrmuprinciples, and that receipts and
expenditures of the company are made only in aeemre with authorizations of our management andttdirs; and (3) provide reasonable
assurance regarding prevention or timely deteafamauthorized acquisition, use or dispositiomof assets that could have a material effect
on our financial statements.

A deficiency in internal control over financial i@ping exists when the design or operation of arabiloes not allow management or
employees, in the normal course of performing thegigned functions, to prevent or detect misstatésnon a timely basis. A deficiency in
designexists when (a) a control necessary to meet theealaybjective is missing or (b) an existing cohigonot properly designed so that, e
if the control operates as designed, the contrigative would not be met. A deficiency aperationexists when a properly designed control
does not operate as designed, or when the persfmrping the control does not possess the necessahprity or competence to perform the
control effectively. A significant deficiency isdeficiency, or a combination of deficiencies, iteimal control over financial reporting that is
less severe than a material weakness, yet impatemtgh to merit attention by those responsibl@f@rsight of the company’s financial
reporting. A material weakness is a deficiencya aombination of deficiencies, in internal conwekr financial reporting, such that there is a
reasonable possibility that a material misstateroétite companys annual or interim financial statements will netgrevented or detected o
timely basis.

Our management, including our Chief Executive @ffiand Chief Financial Officer, assessed the éffecess of our internal control over
financial reporting as of December 31, 2011. Irfqrening this assessment, management used thel@isiablished by the Committee of
Sponsoring Organizations of the Treadway CommisgdSO) in Internal Control— Integrated Framewdksed upon this assessment, our
management has concluded that, as of Decembe0321, aur internal control over financial reportings effective.

Our independent registered public accounting fibeloitte & Touche LLP, which audited the consolethfinancial statements included in this
annual report on Form 10-K, has issued an attestatiport, included elsewhere herein, on the éffecess of our internal control over
financial reporting.
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Inherent Limitations on Effectiveness of Controls

While our disclosure controls and procedures ateti@l control over financial reporting are desidjt@ provide reasonable assurance that
respective objectives will be met, we do not exjpleat our disclosure controls and procedures oirdarnal control over financial reporting :

or will be capable of preventing or detecting atbes and all fraud. Any control system, no maltew well designed and operated, can provide
only reasonable, not absolute, assurance thabtiteot system’s objectives will be met. The desifa control system must reflect the fact that
there are resource constraints, and the benefisrdfols must be considered relative to theiredstirther, because of the inherent limitations
in all control systems, no evaluation of contra@s provide absolute assurance that misstatemeatwodarror or fraud will not occur or that all
control issues and instances of fraud, if any, withe company have been detected. These inhéngtdtions include the realities that
judgments in decisi-making can be faulty and that breakdowns can oeeaause of simple error or mistake. Controls ¢sm lze

circumvented by the individual acts of some persbgsollusion of two or more people, or by managahoverride of the controls. The des

of any system of controls is based in part on @egasumptions about the likelihood of future egeand there can be no assurance that any
design will succeed in achieving its stated goalden all potential future conditions. Projectiorigoy evaluation of controls effectiveness to
future periods are subject to risks.

Changes in Internal Control Over Financial Reporting

There were no changes in our internal control diwancial reporting that occurred during the quaeteded December 31, 2011 that have
materially affected or are reasonably likely to enetly affect, our internal control over financiaporting.

ITEM 9B. OTHER INFORMATION
None

PART Il
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPO RATE GOVERNANCE
Reference is made to the information regardingettims and nominees, code of ethics, corporate ganee matters and disclosure relating to
compliance with Section 16(a) of the Securitieshage Act of 1934 appearing under the captionsctiele of Directors” and “Compliance
with Section 16(a) Beneficial Ownership Reportingn@pliance” in our Proxy Statement for our Annualé¥ieg of Stockholders to be held on
June 14, 2012 (the “2012 Annual Meeting”), whicformation is incorporated in this Form 10-K by mefiece. Information regarding executive
officers is set forth under the caption “Execut®ficers of the Registrant” in Part | of this Forf-K.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is set fautider “Executive Officer Compensatioim’our Proxy Statement for the 2012 Annual Meet
and is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIA L OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this item is set foutider the captions “Security Ownership of Certagm&icial Owners and Management” and
“Equity Compensation Plan Information” in our Pro8tatement for the 2012 Annual Meeting, and istipotated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANS ACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this item is set fonthder the captions “Certain Relationships and Rdlaransactions” and “Election of
Directors” in our Proxy Statement for the 2012 AahMeeting, and is incorporated herein by reference

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this item is set foutider the caption “Accounting Fees”our Proxy Statement for the 2012 Annual Meeta]
is incorporated herein by reference.
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(a) Documents filed as part of this report
(1) All financial statements
Index to Financial Statements
Report of Independent Registered Public Accourfimm
Consolidated Balance Sheets
Consolidated Statements of Operations
Consolidated Statements of Stockholders’ Equity
Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements

(2) Schedules

All schedules have been omitted because the retjuifermation is not present or not present in amegufficient to require
submission of the schedules, or because the infameequired is included in the consolidated ficiahstatements or notes thereto.

(3) Exhibits

The exhibits listed on the accompanying index toileits in Item 15(b) below are filed as part of hareby incorporated by
reference into, this Form 10-K.
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(b) Exhibits

Exhibit

Number Description

3.1(2) Amended and Restated Certificate of Incorporation.

3.2(2) Amended and Restated Bylaws.

10.1+ (3 Registrant’s 1998 Stock Plan and form of optioreagrent.

10.2+ (4 Registrant’'s Amended 2004 Equity Incentive Plan famch of option agreement.

10.3+ (5 Registrant’'s 2004 Employee Stock Purchase Plaria@ndof subscription agreement.

10.4+ (6 Form of Directors’ and Officers’ Indemnification Agement.

10.5t (7 Foundry Agreement between the Registrant and Addgsemiconductor Manufacturing Corp. of Shanghsted August 14,
2001.

10.6 (8) Office Lease, First Amendment to Office Lease, Srdond Amendment to Office Lease between the Ragisind Boccardo
Corporation, dated May 6, 2002, October 30, 206d,May 6, 2004, respectively.

10.7+ (9 Employment Agreement with Michael Hsing and Amendtribereof.

10.8+

(20) Employment Agreement with Maurice Sciammas and Adngmt thereof.

10.9+

(12) Employment Agreement with Jim Moyer.

10.10+

(12) Employment Agreement with Deming Xiao and Amendnibateof.

10.11+

(13) Employment Agreement with Paul Ueunten and Amend tnemeof.

10.12

(14) Distribution Agreement with Asian Information Tediogy Inc. Ltd., dated March 1, 2004.

10.13

(15) Business Purchase Agreement with Uppertech HongyKaah, dated March 1, 2004.

10.14t

(26) Investment and Cooperation Contract, dated AugisPQ04.

10.15t

a7 Patent License Agreement, dated May 1, 2004.

10.16%

(18) Settlement Agreement with Linear Technology Corfiora

10.17+

(19) Employment Agreement with C. Richard Neely, Jr. Antendment thereof

10.18

(20) Settlement Agreement with Microsemi Corporation.

10.19

(22) Settlement Agreement with Micrel Corporation.

10.20+

(22)

Employment Agreement with Adriana Chiocchi and Airent thereof.



10.21+
(23)
10.22
(24)
10.23+
(25)
10.24
(26)
10.25+
(27)
10.26+
(28)
10.27
(29)
10.28+
(30)
10.29
(32)
10.30
(33)
10.31+
(36)
10.32+
(35)
10.33+
(37)

Form of Performance Unit Agreement.

Sublease Agreement between the Registrant and Hetght West, Inc. and Brokaw Interests dated 1i006.

Letter Agreement with Victor Lee.

Sublease Agreement between the Registrant and ABayoTechnologies for the property located at B8®versity Avenue,
Building A, Los Gatos, CA 95032 dated May 14, 2007.

Letter Agreement with Douglas McBurnie.

Letter Agreement with Karen A. Smith Bogart.

Settlement Agreement with Taiwan Sumida Electranics

Registrant’'s Employee Bonus Plan, as amended efektarch 6, 2008.

Lease Agreement between the Registrant and Broktaseists, dated October 23, 2008

Form of Restricted Stock Award Agreement

Termination Agreement between the Company and Adr@hiocchi, dated December 15, 2009

Letter Agreement with Jeff Zhou

Employment Agreement with Meera P. Rao and Amendtiemeof
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Exhibit

Number Description

14.1 (31) Code of Ethics.

21.1 (34) Subsidiaries of Monolithic Power Systems, Inc.

23.1 Consent of Independent Registered Public Accourfing.

24.1 Power of Attorney (included on Signature page te Horm 10-K).

31.01 Certification of Chief Executive Officer pursuant$ecurities Exchange Act Rules 13a-14(a) and ¥gd}las adopted pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002.

31.02 Certification of Chief Financial Officer pursuat $ecurities Exchange Act Rules 13a-14(a) and ¥gd}las adopted pursuant

to Section 302 of the Sarbanes-Oxley Act of 2002.

32.01* Certification of Chief Executive Officer and Chigihancial Officer pursuant to 18 U.S.C. Section(,3% adopted pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002.

101.INS**  XBRL Instance

101.SCH** XBRL Taxonomy Extension Schen

1

01.CAL**  XBRL Taxonomy Extension Calculatic

101.DEF** XBRL Taxonomy Extension Definitio

101.LAB** XBRL Taxonomy Extension Labe

101.PRE** XBRL Taxonomy Extension Presentati

**

1)
(@)
©)
(4)

©)
(6)
@)
(8)

Management contract or compensatory plan or arraage

Confidential treatment requested for portionthed agreement, which portions have been omittetifited separately with the
Securities and Exchange Commission

This exhibit shall not be deemed “filed” for purpssof Section 18 of the Securities Exchange Adi934 or otherwise subject to the
liabilities of that Section, nor shall it be deeniedorporated by reference in any filings under $geurities Act of 1933 or the
Securities Exchange Act of 1934, whether made beforfter the date hereof and irrespective ofgameral incorporation language
any filings.

XBRL information is furnished and not filed or arpaf a registration statement or prospectus foppses of sections 11 or 12 of the
Securities Act of 1933, as amended, is deemediedtfbr purposes of section 18 of the Securitigstange Act of 1934, as amended,
and otherwise is not subject to liability undergheections.

Incorporated by reference to Exhibit 3.2 of the BRegnt’'s Form S-1 Registration Statement (RedistnaNo. 333-117327), declared
effective by the Securities and Exchange CommissioNovember 18, 2004.

Incorporated by reference to Exhibit 3.4 of the Begnt's Form S-1 Registration Statement (RedistnaNo. 333-117327), declared
effective by the Securities and Exchange CommissioNovember 18, 2004.

Incorporated by reference to Exhibit 10.1 of thgR&ant's Form S-1 Registration Statement (Regfistn No. 333-117327), declared
effective by the Securities and Exchange CommissioNlovember 18, 2004.

Incorporated by reference to Exhibit 10.2 of thgR&ant's Form S-1 Registration Statement (Reagfisn No. 333-117327), declared
effective by the Securities and Exchange Commissiohlovember 18, 2004 and to exhibits 9.01(c)(1) @) to the Registrant’s
Current Report on Form 8-K, filed with the Secestand Exchange Commission on December 7, 2004.

Incorporated by reference to Exhibit 10.3 of thgR&ant's Form S-1 Registration Statement (Regfistn No. 333-117327), declared
effective by the Securities and Exchange CommissioNlovember 18, 2004.

Incorporated by reference to Exhibit 10.4 of thgR&ant's Form S-1 Registration Statement (Reagfistn No. 333-117327), declared
effective by the Securities and Exchange CommissioNovember 18, 2004.

Incorporated by reference to Exhibit 10.5 of thgR&ant's Form S-1 Registration Statement (Regfigtn No. 333-117327), declared
effective by the Securities and Exchange CommissioNovember 18, 2004.

Incorporated by reference to Exhibit 10.6 of thgR&ant’'s Form S-1 Registration Statement (Regfistn No. 333-117327), declared
effective by the Securities and Exchange CommissioNovember 18, 2004.



©)

(10)

11)

(12)

(13)

(14)
(15)

(16)

Incorporated by reference to Exhibit 10.7 of thgR&ant's current report on Form 8-K filed witretSecurities and Exchange
Commission on March 11, 2008 and Exhibit 10.1 efRegistrant’s current report on Form 8-K filedtwilhe Securities and Exchange
Commission on December 19, 2008.

Incorporated by reference to Exhibit 10.8 of thgR&ant's current report on Form 8-K filed withetSecurities and Exchange
Commission on March 11, 2008 and Exhibit 10.3 efegistrant’s current report on Form 8-K filediwiihe Securities and Exchange
Commission on December 19, 2008.

Incorporated by reference to Exhibit 10.9 of thgR&ant's Form S-1 Registration Statement (Regfistn No. 333-117327), declared
effective by the Securities and Exchange CommissioNovember 18, 2004.

Incorporated by reference to Exhibit 10.10 of thegRtrant’s current report on Form 8-K filed witretSecurities and Exchange
Commission on March 11, 2008 and Exhibit 10.4 ef@egistrant’s current report on Form 8-K filediwiihe Securities and Exchange
Commission on December 19, 2008.

Incorporated by reference to Exhibit 10.11 of thegRtrant’s current report on Form 8-K filed witletSecurities and Exchange
Commission on March 11, 2008 and Exhibit 10.6 efegistrant’s current report on Form 8-K filediwiihe Securities and Exchange
Commission on December 19, 2008.

Incorporated by reference to Exhibit 10.11 of thegRtrant’'s Form S-1 Registration Statement (Regish No. 333-117327),
declared effective by the Securities and Exchangam@ission on November 18, 2004.

Incorporated by reference to Exhibit 10.12 of thegRtrant’s Form S-1 Registration Statement (Resgish No. 333-117327),
declared effective by the Securities and Exchangam@ission on November 18, 2004.

Incorporated by reference to Exhibit 10.13 of thegRtrant’'s Form S-1 Registration Statement (Reggisn No. 333-117327),
declared effective by the Securities and Exchangmm@ission on November 18, 2004.
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a7 Incorporated by reference to Exhibit 10.14 of thegRtrant’s Form S-1 Registration Statement (Resgish No. 333-117327),
declared effective by the Securities and Exchangam@ission on November 18, 2004.

(18) Incorporated by reference to Exhibit 10.1h&f Registrant’s quarterly report on Form 10-Qdilvith the Securities and Exchange
Commission on March 13, 2006.

(29) Incorporated by reference to Exhibit 10.17 of thegRtrant’s current report on Form 8-K filed witretSecurities and Exchange
Commission on March 11, 2008 and Exhibit 10.2 effegistrant’s current report on Form 8-K filediwiihe Securities and Exchange
Commission on December 19, 2008.

(20) Incorporated by reference to Exhibit 10.18h&f Registrant’s annual report on Form 10-K, fikdgth the Securities and Exchange
Commission on March 28, 2006.

(21) Incorporated by reference to Exhibit 10.1 of thgR&ant’s current report on Form 8-K filed wittet®ecurities and Exchange
Commission on September 22, 2006.

(22) Incorporated by reference to Exhibit 10.2@ha&f Registrant’s current report on Form 8-K filgith the Securities and Exchange
Commission on March 11, 2008 and Exhibit 10.5 efegistrant’s current report on Form 8-K filediwiihe Securities and Exchange
Commission on December 19, 2008.

(23) Incorporated by reference to Exhibit 10.1 of thgR&ant’s current report on Form 8-K filed wittet®ecurities and Exchange
Commission on November 1, 2006.

(24) Incorporated by reference to Exhibit 99.1haf Registrant’s current report on Form 8-K fileithathe Securities and Exchange
Commission on June 16, 2006.

(25) Incorporated by reference to Exhibit 10.1 of thgR&ant's current report on Form 8-K filed withetSecurities and Exchange
Commission on September 14, 2006.

(26) Incorporated by reference to Exhibit 10 a&f Begistrant’s current report on Form 8-K filedtwiihe Securities and Exchange
Commission on May 17, 2007

27) Incorporated by reference to Exhibit 10.1 of thgR&ant’s current report on Form 8-K filed wittet®ecurities and Exchange
Commission on May 25, 2007

(28) Incorporated by reference to Exhibit 10.2h&f Registrant’s current report on Form 8-K filehathe Securities and Exchange
Commission on May 25, 2007

(29) Incorporated by reference to Exhibit 10.5 of thgB&ant’s quarterly report on Form 10-Q filed witte Securities and Exchange
Commission on August 1, 2007.

(30) Incorporated by reference to Exhibit 10.31haf Registrant’s annual report on Form 10-K fikgth the Securities and Exchange
Commission on March 11, 2008.

(32) Incorporated by reference to Exhibit 14.1 of thgR&ant’'s annual report on Form 10-K filed witletBecurities and Exchange
Commission on March 16, 2007.

(32) Incorporated by reference to Exhibit 10 @& Registrant’s current report on Form 8-K filediwtihe Securities and Exchange
Commission on October 24, 2008.

(33) Incorporated by reference to Exhibit 10.1 of thgR&ant’s current report on Form 8-K filed wittet®ecurities and Exchange
Commission on February 15, 2008.

(34) Incorporated by reference to Exhibit 21.1h&f Registrant’s quarterly report on Form 10-Qdfiteith the Securities and Exchange
Commission on October 27, 2011.

(35) Incorporated by reference to Exhibit 10.1 of thgR&ant's current report on Form 8-K filed witretSecurities and Exchange
Commission on February 2, 2010.

(36) Incorporated by reference to Exhibit 10.3thaf Registrant’s annual report on Form 10-K fikgth the Securities and Exchange
Commission on February 16, 2010.

(37) Incorporated by reference to Exhibit 10.33 of thegRtrant’s annual report on Form 10-K filed wile tSecurities and Exchange
Commission on March 4, 2011.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regigthas duly caused this Form 10-
K to be signed on its behalf by the undersigneeketinto duly authorized.

MONOLITHIC POWER SYSTEMS, INC.

By: /s/ MICHAEL R. HSING

Michael R. Hsing
President and Chief Executive Officer

Date: March 12, 201

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears belastitthes and appoints Michael
R. Hsing and Meera P. Rao, and each of them, @sugisand lawful attorneys-in-fact and agents, iithpower of substitution and re-
substitution, for him and in his name, place, @edd, in any and all capacities, to sign any ahdraéndments to this Report, and to file the
same, with all exhibits thereto, and other documéntonnection therewith, with the Securities &xdhange Commission, granting unto said
attorneys-in-fact and agents, and each of thempéuler and authority to do and perform each arefhyesct and thing requisite and necessary
to be done in connection therewith, as fully toirtiénts and purposes as he might or could dotisope hereby ratifying and confirming that all
said attorneys-in-fact and agents, or any of thetheair or his substitute or substituted, may lalyfdo or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed beloMarch 12, 2012 by the
following persons on behalf of the registrant amthie capacities indicated:

/sl MICHAEL R. HSING President, Chief Executive @#ir, and Director (Principal Executive Officer)
MiIcHAEL R. HsING

/sy MEERA P. RAO Chief Financial Officer (Principglnancial and Accounting Officer and Duly Authoriz®fficer)
MEeErA P. Fao

/sl KAREN A. SMITH BOGART Director
KAREN A. SMITH BOGART

/sy HERBERT CHANG Director
HERBERT CHANG
/s/ VICTOR K. LEE Director

VicTorR K. LEE

/sl DOUGLAS MCBURNIE Director
DouGLAS MCBURNIE

/sl JAMES C. MOYER Director
JaMmESs C. MoYER

/sl JEFF ZHOU Director
JEFF ZHOU
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EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference ini®eggion Statement Nos. 333-172013, 333-164673;15¥095, 333-149027, 333-120886,
333-132411 and 333-140563 on Form S-8 of our remated March 12, 2012 , relating to the consaididihancial statements of Monolithic
Power Systems, Inc. and its subsidiaries (the “Com}) and to the effectiveness of the Company’srimal control over financial reporting,
appearing in this Annual Report on Form 10-K of Miithic Power Systems, Inc. for the year ended Deasr 31, 2011.

/s/ Deloitte & Touche LLP

San Jose, California
March 12, 2012



Exhibit 31.01

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT T O
SECURITIES EXCHANGE ACT RULES 13a-14(a) and 15d-144), AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Michael R. Hsing, certify that:

1. | have reviewed this annual report on Form 16fKlonolithic Power Systems, Inc., a Delaware coagion, for the period ended
December 31, 2011, as filed with the SecuritiesExchange Commission;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or donditate a material fact necessary
to make the statements made, in light of the cistanmces under which such statements were madmisieading with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all mater|
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintairisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bgd)) and internal control over financial repogtiias defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the Company and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedortee designed under
our supervision, to ensure that material infornmmratielating to the Company, including its consol@hsubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pneggh

(b) Designed such internal control over financegdarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readersdsurance regarding the reliability of financégorting and the preparation of
financial statements for external purposes in atamoce with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presenttdsi report our
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of tHegeovered by this report based
such evaluation; and

(d) Disclosed in this report any change in thesignt's internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimeaport) that has materially affected,
or is reasonably likely to materially affect, thegistrant’s internal control over financial repogj and

5. The registrant’s other certifying officer(s) anltlave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

(a) All significant deficiencies and material weakges in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaamd report financial information;
and

(b) Any fraud, whether or not material, that inedvmanagement or other employees who have a sinifiole in the
registrant’s internal control over financial repogt

Date: March 12, 2012

/s/ MICHAEL R. HSING
Michael R. Hsing
Chief Executive Office



Exhibit 31.02

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT T O
SECURITIES EXCHANGE ACT RULES 13a-14(a) and 15d-144), AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Meera P. Rao, certify that:

1. | have reviewed this annual report on Form 16fKlonolithic Power Systems, Inc., a Delaware coagion, for the period ended
December 31, 2011, as filed with the SecuritiesExchange Commission;

2. Based on my knowledge, this report does notaiortny untrue statement of a material fact or dondtate a material fact necessary
to make the statements made, in light of the cistanmces under which such statements were madmisleading with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all mater|
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintairisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bgd)) and internal control over financial repogtiias defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedortee designed under
our supervision, to ensure that material infornmratielating to the registrant, including its condatied subsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being preggh

(b) Designed such internal control over financggarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readersdsurance regarding the reliability of financégorting and the preparation of
financial statements for external purposes in atamoce with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentthsi report our
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of tHegeovered by this report based
such evaluation; and

(d) Disclosed in this report any change in thesignt's internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimeaport) that has materially affected,
or is reasonably likely to materially affect, thegistrant’s internal control over financial repogj and

5. The registrant’s other certifying officer(s) anltlave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

(a) All significant deficiencies and material weakges in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaamd report financial information;
and

(b) Any fraud, whether or not material, that inedvmanagement or other employees who have a sinifiole in the
registrant’s internal control over financial repogt

Date: March 12, 2012

/sl MEERA P. RAO
Meera P. Rao
Chief Financial Office



Exhibit 32.01

The following certification shall not be deemedéd” for purposes of section 18 of the Securitizgstiange Act of 1934 or otherwise
subject to the liabilities of that section, nor Ititdbe deemed incorporated by reference in aliydgfiunder the Securities Act of 1933 or the
Securities Exchange Act of 1934, whether made bafoafter the date hereof and irrespective ofgemeral incorporation language in any
filings.

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND
CHIEF FINANCIAL OFFICER PURSUANT TO
18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the annual report on Form 10ff/onolithic Power Systems, Inc., for the year eshidecember 31, 2011 (the
“Report”), each of the undersigned officers of Mbitic Power Systems, Inc. certifies pursuant tdUl8.C. Section 1350, as adopted pursuant
to Section 906 of the Sarbanes-Oxley Act of 200at,tto his respective knowledge:

(1) the Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExafeAct of 1934, as
amended; and

(2) the information contained in the Report faplgsents, in all material respects, the finanaaldition and results of
operations of Monolithic Power Systems, Inc. fag geriods presented therein.

Date: March 12, 2012

/sl MICHAEL R. HSING

Michael R. Hsing
Chief Executive Officer

Date: March 12, 2012

/sl MEERA P. RAO
Meera P. Rao
Chief Financial Officer

A signed original of the above certification hagbgrovided to Monolithic Power Systems, Inc. arildllve retained by Monolithic
Power Systems, Inc. and furnished to the SecuatiesExchange Commission or its staff upon request.



