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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

(Mark One)

Quarterly report pursuant to Section 13 or 15(d) ofthe Securities Exchange Act of 1934
For the quarterly period ended June 30, 2014

or

O Transition report pursuant to Section 13 or 15(d) 6the Securities Exchange Act of 1934
For the transition period from to

Commission File Number 0-23441

POWER INTEGRATIONS, INC.

(Exact name of registrant as specified in its chaer)

DELAWARE 94-3065014

(State or other jurisdiction of

(I.R.S. Employer
Incorporation or organization)

Identification No.)
5245 Hellyer Avenue, San Jose, California, 95138
(Address of principal executive offices) (Zip code)

(408) 414-9200

(Registrant’s telephone number, including area code

Indicate by check mark whether the registrant €l filed all reports required to be filed by Secti@ or 15(d) of the Securities Excha

Act of 1934 during the preceding 12 months (orsiach shorter period that the registrant was reduodile such reports), and (2) has been
subject to such filing requirements for the pastia@s. YES NO O

Indicate by check mark whether the registrant sttiethielectronically and posted on its corporate A& if any, every Interactive Data
File required to be submitted and posted pursuaRide 405 of Regulation S-T (8§ 232.405 of thispthg) during the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). YHX NO O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, maccelerated filer or a smaller reporting

company. See the definitions of “large accelerdited” “accelerated filer” and “smaller reportirmmpany” in Rule 12b-2 of the Exchange
Act:

) Accelerated filer O
Large accelerated fileilx]

Non-accelerated filer O

Smaller reporting companyd
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the Exgje Act). YESO NO

Indicate the number of shares outstanding of ehtiiedssuer’s classes of common stock, as ofdtest practicable date.

Class

Shares Outstanding at July 18, 201
Common Stock, $.001 par value

30,100,18:
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Cautionary Note Regarding Forward-Looking Statemen$
This Quarterly Report on Form 10-Q includes a nunatbéorward-looking statements that involve maisks and uncertainties.

LI "o, LU ” o

Forward-looking statements are identified by the ofsthe words “would”, “could”, “will”, “may”, “expect”, “believe”, “should”, “anticipate”,
“if”, “future”, “intend”, “plan”, “estimate”, “potential”, “targets”, “seek” or “continue&and similar words and phrases, including the negatbf
these terms, or other variations of these ternag,déinote future events. These statements reflecturent views with respect to future events
and our potential financial performance and argesttho risks and uncertainties that could caugeaotual results and financial position to
differ materially and adversely from what is prdggt or implied in any forward-looking statementslirmded in this Form 10-Q. These factors
include, but are not limited to, the risks desalilbader Item 1A of Part Il — “Risk Factors,” Itenpo2Part | — “Managemerg’ Discussion an
Analysis of Financial Condition and Results of Ggtiems” and elsewhere in this Quarterly Report om¥10-Q, including, but not limited to:
our quarterly operating results are volatile arflialilt to predict, and if we fail to meet the exgpations of public market analysts or investors,
the market price of our common stock may decre@gsufisantly; if demand for our products declin@sdur major end markets, our net
revenues will decrease; intense competition irhigh-voltage power supply industry may lead to erdase in our average selling price and
reduced sales volume of our products; if we ardlend adequately protect or enforce our intellatproperty rights, we could lose market
share, incur costly litigation expenses, sufferéneental price erosion or lose valuable assetsphmsich could harm our operations and
negatively impact our profitability; if we do notgvail in our litigation, we will have expended sificant financial resources, potentially
without any benefit, and may also suffer the |ldssghts to use some technologies; and our inté@nat sales activities account for a
substantial portion of our net revenues, which ectigjus to substantial risks. We make these forlamking statements based upon
information available on the date of this Form 10a@d we have no obligation (and expressly disckaiy obligation) to update or alter any
forward-looking statements, whether as a resuttesf information or otherwise except as otherwisglired by securities regulations.
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
POWER INTEGRATIONS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)
(In thousands)

June 30, December 31,
2014 2013
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 79,06( $ 92,92¢
Short-term marketable securities 133,35: 109,17¢
Accounts receivable, net of allo wances of $105%12D in 20 14 and 2013, respectively (Note
2) 16,44 12,38¢
Inventories 51,26¢ 42,23t
Deferred tax assets 2,011 2,05¢
Prepaid expenses and other current assets 13,59( 18,63:
Total current assets 295,72 277,42.
PROPERTY AND EQUIPMENT, net 91,36¢ 90,14:
INTANGIBLE ASSETS, net 36,96( 40,33«
GOODWILL 80,59¢ 80,59¢
DEFERRED TAX ASSETS (Note 9) 8,90¢ 9,44¢
OTHER ASSETS 4,031 3,47¢
Total assets $ 517,58¢ % 501,42:
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Accounts payable $ 22,80: $ 20,77:
Accrued payroll and related expenses 8,78¢ 8,90(
Taxes payable 2,05¢ 2,26¢
Deferred tax liabilities 1,11C 94:
Deferred income on sales to distributors 19,12¢ 15,721
Other accrued liabilities 1,701 1,81(
Total current liabilities 55,58 50,41¢
LONG-TERM INCOME TAXES PAYABLE (Note 9) 2,391 6,88t
DEFERRED TAX LIABILITIES 4,647 5,27:
OTHER LIABILITIES 2,301 2,15¢
Total liabilities 64,92¢ 64,73t
COMMITMENTS AND CONTINGENCIES (Notes 9, 11 and 12)
STOCKHOLDERS' EQUITY:
Common stock 30 30
Additional paid-in capital 216,33 223,66(
Accumulated other comprehensive loss (290 (470
Retained earnings 236,48t 213,46t
Total stockholders’ equity 452,66: 436,68t
Total liabilities and stockholders’ equity $ 517,58¢ $ 501,42:

The accompanying notes are an integral part oethesudited condensed consolidated financial sexitsn
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POWER INTEGRATIONS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)
(In thousands, except per share amounts)

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
NET REVENUES $ 88,98 $ 87,92: $ 172,05¢ $ 164,96.
COST OF REVENUES 40,24¢ 41,71F 77,34¢ 78,89
GROSS PROFIT 48,73¢ 46,20" 94,71: 86,07:
OPERATING EXPENSES:
Research and development 14,36¢ 13,48¢ 27,85¢ 25,76
Sales and marketing 12,23 11,36 24,34: 22,14t
General and administrative 7,81z 8,06¢ 15,45¢ 15,80(
Total operating expenses 34,411 32,91¢ 67,65 63,70¢
INCOME FROM OPERATIONS 14,32t 13,28¢ 27,05¢ 22,36
OTHER INCOME
Other income, net 19¢ 56& 45E 782
Total other income 19¢ 56& 45¢E 782
INCOME BEFORE PROVISION FOR (BENEFIT FROM) INCOMEARES 14,52 13,85: 27,51: 23,147
PROVISION FOR (BENEFIT FROM) INCOME TAXES (2,197 181 (1,569 (1,429
NET INCOME $ 16,71¢ $ 13,67: $ 29,07¢ $ 24,57¢

EARNINGS PER SHARE:

Basic $ 05t $ 047 $ 0.9¢ $ 0.8t

Diluted $ 054 $ 0.4t $ 09z $ 0.8:2
SHARES USED IN PER SHARE CALCULATION:

Basic 30,31( 29,17¢ 30,27 28,967

Diluted 31,11¢( 30,15¢ 31,15( 29,977

The accompanying notes are an integral part oetheaudited condensed consolidated financial stat&m
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POWER INTEGRATIONS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Unaudited)
(In thousands)

Three Months Ended Six Months Ended

June 30, June 30,
2014 2013 2014 2013

Net income $ 16,71¢ $ 13,67: $ 29,07¢ $ 24,57*
Other comprehensive income (loss), net of tax:

Foreign currency translation adjustments, net afa®dn the three and

six months ended June 30, 2014 and 2013 (Note 2) 17 (13 11 (169

Unrealized gain (loss) on marketable securitiesph80 tax in the three

and six months ended June 30, 2014 and 2013 (Note 2 92 (2049) 23¢ (25¢)

Amortization of defined benefit pension items, aktax of $4 and $4 ir

the quarters ended June 30, 2014 and 2013, resglgctind $8 and $8

in the six months ended June 30, 2014 and 2013ectsely (Note 2) 16 14 30 28

Total other comprehensive income (loss) 12t (20%) 28C (399

Total comprehensive income $ 16,84. $ 13,46¢ $ 29,35¢ $ 24,18:

The accompanying notes are an integral part oetheaudited condensed consolidated financial stat&m
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POWER INTEGRATIONS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net caskigea by operating activities:

Depreciation

Amortization of intangibles

Loss on sale of property and equipment
Gain on sale of assets held for sale
Stock-based compensation expense

Amortization of premium on marketable securities

Deferred income taxes
Reduction in accounts receivable allowances
Excess tax benefit from employee stock plans

Tax benefit associated with employee stock plans

Change in operating assets and liabilities:
Accounts receivable
Inventories
Prepaid expenses and other assets
Accounts payable
Taxes payable and accrued liabilities
Deferred income on sales to distributors

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment
Proceeds from sale of property and equipment
Proceeds from sale of assets held for sale
Purchases of marketable securities

Proceeds from maturities of marketable securities

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

(Unaudited)
(In thousands)

Issuance of common stock under employee stock plans

Repurchase of common stock
Payments of dividends to stockholders
Excess tax benefit from employee stock plans

Net cash (used in) provided by financing activities

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENT
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS AT END OF PERIOD

SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING ANDIRANCING

ACTIVITIES:
Unpaid property and equipment

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Six Months Ended

June 30,
2014 2013
29,07¢ $ 24,57
7,84 7,96¢
3,37¢ 3,68¢
15¢ 17
— (497)
8,09( 7,964
81t 251
13t (2,38¢)
(15) (159)
(219) —
364 —
(4,039 (8,299
(8,946 1,421
5,30( 5,19¢
1,87( 3,451
(4,749 (480)
3,401 3,48¢
42,47¢ 46,207
(9,885 (6,892)
— 36
— 95¢
(24,757 (45,227)
— 16,85(
(34,636 (34,270)
9,867 14,74¢
(25,73) —
(6,059 (4,659)
213 —
(21,710 10,09¢
(13,86%) 22,03:
92,92¢ 63,39
79,06( $ 85,42¢
3,02 % 2,445




Cash refund for income taxes, net of payments $ (1,249 $ (3,139

The accompanying notes are an integral part oetheaudited condensed consolidated financial stat&m
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION:

The condensed consolidated financial statementsdadhe accounts of Power Integrations, Inc., Em®Dare corporation (the
“Company”), and its wholly owned subsidiaries. Sfigant intercompany accounts and transactions h&en eliminated in consolidation.

While the financial information furnished is unatedi, the condensed consolidated financial statesniealuded in this report reflect
all adjustments (consisting only of normal recugradjustments) that the Company considers necef&wate fair presentation of the results of
operations for the interim periods covered andithencial condition of the Company at the datehaf interim balance sheet in accordance wit
accounting principles generally accepted in thetdthStates of America (“U.S. GAAP”). The results iftterim periods are not necessarily
indicative of the results for the entire year. To@densed consolidated financial statements shmutéad in conjunction with the Power
Integrations, Inc. consolidated financial stateraemtd the notes thereto for the year ended Dece3ih@013 , included in its Form 10-K filed
on February 13, 2014 , with the Securities and Brgle Commission.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

No material changes have been made to the Compsgsificant accounting policies disclosed in Nat&ummary of Significant
Accounting Policie;, in its Annual Report on Form 10-K, filed on Fetry 13, 2014 , for the year ended December 31, 20h& accounting
policy information below is to aid in the undersdarg of the financial information disclosed.

Cash and Cash Equivalents

The Company considers cash invested in highly didmancial instruments with maturities of threentits or less at the date of
purchase to be cash equivalents.

Marketable Securitie

The Company generally holds securities until matutiowever, they may be sold under certain cirdamses including, but not
limited to, when necessary for the funding of asdigins and other strategic investments. As a tésalCompany classifies its investment
portfolio as available-for-sale. The Company cléssiall investments with an original maturity dgreater than three months as short-term
investments in its Condensed Consolidated BalaheetSAs of June 30, 2014 , and December 31, 288Company's marketable securities
consisted primarily of highly liquid corporate seities, commercial paper and other high-quality ooencial securities.

Amortized cost and estimated fair market valuengéstments classified as available-for-sale at 30014 , are as follows (in
thousands):

Amortized Gross Unrealized Estimated Fair
Cost Gains Losses Market Value
Investments due in less than 3 months:
Commercial paper $ 50( $ — 3 — 50C
Total $ 50(C $ — $ — 3 50C
Investments due in 4-12 months:
Corporate securities $ 40,50¢ $ 99 $ — 3 40,60¢
Total $ 40,50¢ $ 98 $ — 40,60¢
Investments due between 12 months and 5-years:
Corporate securities $ 92,39¢ $ 351 $ 1 $ 92,74¢
Total $ 92,39¢ $ 351 $ @ 3 92,74¢
Total investment securities $ 133,40! $ 45C $ @ 9 133,85-
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Amortized cost and estimated fair market valuenwéstments classified as available-for-sale at Bde 31, 2013 , are as follows (in
thousands):

Amortized Gross Unrealized Estimated Fair
Cost Gains Losses Market Value
Investments due in less than 3 months:
Commercial paper $ 3,09¢ $ 1% —  $ 3,09¢
Total $ 3,09¢ $ 189 — % 3,09¢
Investments due in 4-12 months:
Corporate securities $ 6,007 $ 32 9% — 8 6,04(
Total $ 6,007 $ 32 % — % 6,04(
Investments due between 12 months and 5-years:
Corporate securities $ 102,96: $ 20z $ 26) % 103,13¢
Total $ 102,96: $ 20z $ 26) % 103,13¢
Total investment securities $ 112,06¢ $ 23€ $ 26) $ 112,27¢

As of June 30, 2014 and December 31, 2013 , thep@nynevaluated the nature of the investments witls&position which were
primarily high-quality corporate securities, andettmined the unrealized losses were not other-teamporary.

Revenue Recognitic

Product revenues consist of sales to original eqaig manufacturers (“OEMs”), merchant power suppbnufacturers and
distributors. Approximately 77% of the Company's m@duct sales were made to distributors in tkermnths ended June 30, 2014 , and 75Y%
in the twelve months ended December 31, 2013 .Cdmpany applies the provisions of Accounting Statd@odification (“ASC”) 605-10
(“ASC 605-10") and all related appropriate guidariRevenue is recognized when all of the followinigecia have been met: (1) persuasive
evidence of an arrangement exists, (2) deliverydtasirred, (3) the price is fixed or determinableg (4) collectability is reasonably assured.
Customer purchase orders are generally used tondatethe existence of an arrangement. Deliveppissidered to have occurred when title
and risk of loss have transferred to the Companustomer. The Company evaluates whether the ifieed or determinable based on the
payment terms associated with the transaction drether the sales price is subject to refund orsajant. With respect to collectability, the
Company performs credit checks for new customedspanforms ongoing evaluations of its existing oustrs' financial condition and requires
letters of credit whenever deemed necessary.

Sales to international OEM customers and merchamwep supply manufacturers that are shipped fronCin@pany's facility in
California are pursuant to “delivered at fronti€¢tDAF") shipping terms. As such, title to the pradypasses to the customer when the shipme
reaches the destination country and revenue ignéoed upon the arrival of the product in that doyrSales to international OEMs and
merchant power supply manufacturers for shipments the Company's facility outside of the Unitedt8$ are pursuant to “EX
Works” ("EXW") shipping terms, meaning that title the product transfers to the customer upon shipfrem the Company's foreign
warehouse. Shipments to OEMs and merchant powghsomnufacturers in the Americas are pursuanfree“on board” (“FOB”) point of
origin shipping terms meaning that title is paswethe customer upon shipment. Revenue is recodnigen title transfer for sales to OEMs
and merchant power supply manufacturers, assuniliothar criteria for revenue recognition are met.

Sales to most of the Company's distributors areenumdler terms allowing certain price adjustmentsraghts of return on the
Company's products held by its distributors. Aesult of these rights, the Company defers the mtiog of revenue and the costs of revenue:
derived from sales to distributors until the Compamlistributors report that they have sold the any's products to their customers. The
Company's recognition of such distributor reversubased on point of sale reports received frondisteibutors, at which time the price is no
longer subject to adjustment and is fixed, andptteelucts are no longer subject to return to the @aomg except pursuant to warranty terms.
gross profit that is deferred as a result of thikcy is reflected as “deferred income on saledistributors” in the accompanying condensed
consolidated balance sheets. The total deferrezhtevas of June 30, 2014 , and December 31, 2048 approximately $31.6 million and
$25.5
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

million , respectively. The total deferred cosibAdune 30, 2014 , and December 31, 2013 , waDrijopately $12.5 million and $9.8 million ,
respectively.

Frequently, distributors need to sell at a pricgdothan the standard distribution price in ordewin business. At or soon after the
distributor invoices its customer, the distribusabmits a “ship and debit” price adjustment clainthte Company to adjust the distributor's cos
from the standard price to the papproved lower price. After verification by the Cpamy, a credit memo is issued to the distributotte shiy
and debit claim. The Company maintains a resemvariprocessed claims and future ship and debie@ijustments. The reserve appears as
reduction to accounts receivable in the Comparogsrapanying consolidated balance sheets. To tlemekiture ship and debit claims
significantly exceed amounts estimated, there cbald material impact on the deferred revenue afetrdd margin ultimately recognized. To
evaluate the adequacy of its reserves, the Comaaalyzes historical ship and debit payments aneldesf inventory in the distributor
channels.

Sales to certain distributors of the Company ardenander terms that do not include rights of returprice concessions after the
product is shipped to the distributor. Accordinglypduct revenue is recognized upon shipment aleditinsfer assuming all other revenue
recognition criteria are met.

Common Stock Repurchases and Cash Dividend

In October 2012, the Company's board of directathaized the use of $50.0 million for the repughaf the Company's common
stock, with repurchases to be executed accordipgetalefined price/volume guidelines set by thertha@d directors. In May 2014 the
Company's board of directors authorized the ussaidditional $50.0 million for this purpose. e ttiree months ended June 30, 2014 , the
Company purchased 0.5 million shares for $25.7ianill As of June 30, 2014 , the Company had $53l&mavailable for future stock
repurchases. The Company did not purchase shatles three-month period ended March 31, 2014, anlde year ended December 31, 2013,
as the price of the Company’s stock exceeded thénmuan price set forth in the guidelines mentionbde. Authorization of future
repurchase programs is at the discretion of thecbofdirectors and will depend on the Companylaricial condition, results of operations,
capital requirements, business conditions and déotors.

In January 2013, the Company's board of directectaded quarterly cash dividend payments in thetennof $0.08 per share to be
paid to stockholders of record at the end of eacdrtgr in 2013. Dividend payouts totaling approxieha$2.3 millioneach were paid on Mar
29, 2013 and June 28, 2013, and approximately$libn was paid on each of September 30, 2013@eckmber 31, 2013.

In October 2013, the Company's board of directedated four quarterly cash dividends in the ama@i$i0.10per share to be paid
stockholders of record at the end of each quant@0il4. Dividend payouts totaling approximatelyO$&illion each were paid on March 31,
2014 and June 30, 2014. In April 2014, the Compzgard of directors increased the quarterly divitdefor the third and fourth quarters of
2014 to $0.12 per share. The declaration of anyréutash dividend is at the discretion of the badidirectors and will depend on the
Company's financial condition, results of operagiarapital requirements, business conditions alner éactors, as well as a determination that
cash dividends are in the best interests of theg2myls stockholders.

Use of Estimates

The preparation of financial statements in confoymiith U.S. GAAP requires management to make egtsiand assumptions that
affect the reported amounts of assets and liaslgind disclosures of contingent assets and tiabilt the date of the financial statements and
the reported amounts of revenues and expensegdbhameporting period. Actual results could diffierm those estimates. On an ongoing
basis, the Company evaluates its estimates, imgutiiose related to revenue recognition, incomediaxck-based compensation and
inventories. These estimates are based on histéaicta and various other assumptions that the Gmypelieves to be reasonable at the time
the estimates are made.

10
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Components of the Company's Condensed ConsoliBatedce Sheet

Accounts Receivable (in thousands):

June 30, December 31,
2014 2013
Accounts receivable trade $ 51,407 $ 42,41(
Accrued ship and debit and rebate claims (34,859 (29,907
Allowance for doubtful accounts (10%) (120
Total $ 16,44 $ 12,38¢
Prepaid Expenses and Other Current Assets (in dmols3:
June 30, December 31,
2014 2013
Prepaid legal fees $ 3,78 $ 6,267
Prepaid income tax 3,74¢ 7,521
Prepaid maintenance agreements 60¢ 947
Interest receivable 694 51¢
Supplier prepayment 1,08: 757
Other 3,67¢ 2,621
Total $ 13,59C $ 18,63:

Changes in accumulated other comprehensive inclwsg) for the three months ended June 30, 2012a18 (in thousands):

Unrealized Gains and

Losses on Available- Defined Benefit Pension
for-Sale Securities Items Foreign Currency Items Total
Three Months Ended Three Months Ended Three Months Ended Three Months Ended
June 30, June 30, June 30, June 30,
2014 2013 2014 2013 2014 2013 2014 2013

Beginning balance at April 1, $ 357 $ 84 $ (766 $ (54¢€) $ 94 3 22 % (315 % (484)
Other comprehensive income (loss)
before reclassifications 92 (209) — — 17 (23 10¢ (217)
Amounts reclassified from accumulated
other comprehensive income (loss) — — 16 14 — — 16 14
Net-current period other comprehensi
income (loss) 92 (204) 16 14 17 (23) 12¢ (209)
Ending balance at June 30, $ 44¢ ¢ (120  $ (750 $ (539 $ 111 ¢ (8 $ (190 3 (687)

(1) This component of accumulated other comprekeriacome is included in the computation of neiqaic pension cost for the three months
ended June 30, 2014 and 2013.

11
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Changes in accumulated other comprehensive inclwsg) for the six months ended June 30, 2014 aa8 @6 thousands):

Unrealized Gains and

Losses on Available-for- Defined Benefit Pension Foreign Currency
Sale Securities Items Items Total
Six Months Ended Six Months Ended Six Months Ended Six Months Ended
June 30, June 30, June 30, June 30,

2014 2013 2014 2013 2014 2013 2014 2013
Beginning balance at December 31, $ 21C $ 13t $ (780 $ (560 $ 10C $ 12¢ $ 470 $ (299
Other comprehensive income (loss) before
reclassifications 23¢ (25§) — — 11 (164) 25C (422)
Amounts reclassified from accumulated other
comprehensive income (loss) — — 3C @ 28 () — — 3C 28
Net-current period other comprehensive
income (loss) 23¢ (25¢) 3C 28 11 (164) 28C (3949
Ending balance at June 30, $ 44¢  § (120 § (750 $ (539 $ 111 $ (3% §$§ (190 $ (687)

(1) This component of accumulated other comprekeriacome is included in the computation of neiqaic pension cost for the six months ended
June 30, 2014 and 2013.

3. STOCK PLANS AND SHARE-BASED COMPENSATION:

Stock Plans
As of June 30, 2014 , the Company had two stockdasmpensation plans (the “Plans”) which are desdrbelow.

2007 Equity Incentive Plan

The 2007 Equity Incentive Plan (the "2007 Plan"swdopted by the board of directors on Septemhe2d@, and approved by the
stockholders on November 7, 2007, as an amendmerreatatement of the 1997 Stock Option Plan (#®®7 Plan"). The 2007 Plan provides
for the grant of incentive stock options, nonstatyistock options, restricted stock awards, reggictock unit awards ("RSUs"), stock
appreciation rights, performance-based awards (8Sng-term performance based awards ("PRSUsY)adher stock awards to employees
directors and consultants. As of June 30, 201é pthximum remaining number of shares that mayswedunder the 2007 Plan was
6,619,099 shares, which includes options grant¢ddiexercised and awards granted but unvestedtzargs remaining available for issuance
under the 1997 Plan, including shares subject tstauding options and stock awards under the 1887, Pursuant to the 2007 Plan, the
exercise price for incentive stock options and tatmsory stock options is generally at least 100%e fair market value of the underlying
shares on the date of grant. Options generallyosest 48 months measured from the date of grario@pgenerally expire no later than ten
years after the date of grant, subject to eadienination upon an optionee's cessation of employmieservice.

Beginning January 27, 2009, grants pursuant t®thectors Equity Compensation Program (which waspéed by the board of
directors on January 27, 2009) to non-employeectiire have been made primarily under the 2007 Hlaa.Directors Equity Compensation
Program provides for grants to outside directorbews: effective annually, upon the first tradiday of July, each outside director receives
grant of an equity award with an aggregate valu®l®0,000 , which will become exercisable or veshediately prior to the Company's next
annual meeting of stockholders, subject to thecthirss continued service. At each outside diresteléction, such award may consist entirel
RSUs or entirely of stock options. The quantityopfions would be calculated by dividing $100,000thy Black-Scholes value on the date of
grant. The quantity of RSUs issued would be catedldy dividing $100,000 by the grant-date fainealFurther, on the date of election of a
new outside director, such new director would reesiuch grant as continuing outside directors vecen the first trading day of July;
provided, however, that such grant is proratedterportion of the year that such new outside tiirewill serve until the next first trading day
of July. The Directors Equity Compensation Progmithremain in effect at the discretion of the baaf directors or the compensation
committee of the board.

12




Table of Contents
POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

On July 28, 2009, the 2007 Plan was amended génarairohibit outstanding options or stock appagicin rights from being
cancelled in exchange for cash without stockhodggaroval.

1997 Employee Stock Purchase Plan

Under the 1997 Employee Stock Purchase Plan (thectase Plan”), eligible employees may apply acdatad payroll deductions,
which may not exceed 15% of an employee's compiensab the purchase of shares of the Company'ssammstock at periodic intervals. The
purchase price of stock under the Purchase Plequial to 85% of the lower of (i) the fair marketuaof the Company's common stock on the
first day of each offering period, or (ii) the fararket value of the Company's common stock omptiiehase date (as defined in the Purchase
Plan). Each offering period consists of one purel@iod of approximately six months duration. Agregate of 3,000,000 shares of commor
stock were reserved for issuance to employees uhddPurchase Plan. As of June 30, 2014 , 2,64&Bétfes had been purchased and 353,1:
shares were reserved for future issuance unddtdtehase Plan.

Stock-Based Compensation

The Company applies the provisions of ASC 718-1tdes the provisions of ASC 718-10, the Companygaizes the fair value of
stock-based compensation in financial statemergs the requisite service period of the individuargs, which generally equals a four-year
vesting period. The Company uses estimates ofilrylaexpected term, risk-free interest rate, demd yield and forfeitures in determining the
fair value of these awards and the amount of cosgtéan expense to recognize. The Company usesrttighg-line method to amortize all
stock awards granted over the requisite servicegef the award, and uses historical data to eg8rpre-vesting forfeitures, recognizing
expense only for those awards that are expecteestio

Determining Fair Value of Stock Options

The Company uses the Black-Scholes valuation nfodeiluing stock option grants using the followiagsumptions and estimates:

Expected Volatility The Company calculates expected volatility basethe historical price volatility of the Compangtsck.

Expected TermThe Company utilizes a model which uses histbagarcise, cancellation and outstanding optiom datcalculate the
expected term of stock option grants.

Risk-Free Interest RateThe Company bases the risk-free interest rate insthe Black-Scholes valuation model on the iexgblyield
available on a U.S. Treasury note with a term axiprately equal to the expected term of the undegygrants.

Dividend Yield. The dividend yield was calculated by dividing #reual dividend by the average closing price ef@ompany's
common stock on a quarterly basis.
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The following table summarizes the stock-based @raation expense recognized in accordance with AB10 for the three and
six months ended June 30, 2014 , and June 30, (@0 if®ousands).

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Cost of revenues $ 29t § 264 % 517 % 52¢
Research and development 1,33¢ 1,64( 2,551 2,74¢
Sales and marketing 864 79t 1,79¢ 1,62¢
General and administrative 1,67« 1,62¢ 3,22¢ 3,06¢
Total stock-based compensation expense $ 417t $ 432t $ 8,09C $ 7,96/

Stock-based compensation expense in the three sentted June 30, 2014 , was $4.2 million (compriajmproximately $0.5 million
related to stock options, $0.7 million related &sfprmance-based awards, $2.7 million related td®R&nd $0.3 million related to the Purchase
Plan). In the six months ended June 30, 2014 kstompensation expense was $8.1 million (comprisimgroximately $1.0 million related to
stock options, $1.3 million related to performamesed awards, $5.2 million related to RSUs and 80l®&n related to the Purchase Plan).

Stock-based compensation expense in the three sentted June 30, 2013 , was $4.3 million (compriajmproximately $0.7 million
related to stock options, $0.9 million related &sfprmance-based awards, $2.4 million related td®R&nd $0.3 million related to the Purchase
Plan). In the six months ended June 30, 2013 kdtased compensation was $8.0 million (comprisipgreximately $1.7 million related to
stock options, $1.3 million related to performamesed awards, $4.4 million related to RSUs and 80l®n related to the Purchase Plan).

The following table summarizes total compensatixpease related to unvested awards not yet recagynimt of expected forfeitures,
and the weighted-average period over which it jseeted to be recognized as of June 30, 2014 .

June 30, 2014

Unrecognized Weighted Average
Compensation Remaining
Expense for Unvested Recognition
Awards Period
(In thousands) (In years)
Options $ 1,21¢ 1.51
Performance-based awards 1,94¢ 0.50
Long term performance-based awards 1,961 2.50
Restricted stock units 24,53¢ 2.76
Purchase plan 101 0.50
Total unrecognized compensation expense $ 29,75¢

The Company did not grant stock options in thedlaad six months ended June 30, 2014 or June 28,,2(hd therefore no faialue
assumptions were reported.

The fair value of employees’ stock purchase rigintder the Purchase Plan was estimated using tlek-Bleholes model with the
following weighted-average assumptions:

*Three Months Ended Six Months Ended
June 30, June 30,

2014 2013 2014 2013
Risk-free interest rates —% —% 0.07% 0.11%
Expected volatility rates —% —% 30% 33%
Expected dividend yield —% —% 0.66% 0.80%
Expected term of purchase right (in years) 0 0 0.5 0.5
Weighted-average estimated fair value of purchages $— $— $13.31 $9.14

*There were no employee stock purchase rights gdaintthe three months ended June 30, 2014 and.2013
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A summary of stock option activity under the Plams;luding performance-based awards and restrattaak units, as of June 30,
2014 , and changes during the six months then eisda@sented below:

Weighted-Average

Weighted- Remaining
Average Contractual Aggregate
Shares Exercise Term Intrinsic Value
(in thousands) Price (in years) (in thousands)
Outstanding at January 1, 2014 1,691 $27.34
Granted — —
Exercised (25€) $29.8C
Forfeited or expired — —
Outstanding at June 30, 2014 1,43t $26.9C 3.92 $ 43,96¢
Exercisable at June 30, 2014 1,352 $26.0¢ 3.69 $ 42,57¢
Vested and expected to vest at June 30, 2014 1,432 $26.87 391 § 43,91

The Company did not grant stock options in thedlaad six months ended June 30, 2014 and Jun®38,. Beginning in 2010 the
Company's equity grants to new hires and its animgahtive grants to non-executive employees haen lprimarily in the form of RSUs. The
total intrinsic value of options exercised durihg three months ended June 30, 2014 and 2013 ppasxémately $1.2 million and $5.0
million , respectively. The intrinsic value of optis exercised during the six months ended Jun2@@, and 2013 was approximately $7.0
million and $10.1 million , respectively.

Performanc-based Awards ("PSUs")

Under the performance-based awards program, thg@uoyrgrants awards in the first half of the perfance year in an amount equal
to twice the target number of shares to be issii itarget performance metrics are met. The nurmbghares that are released at the end of
the performance year can range from zero to 2008eofargeted number depending on the Companyfsrpence. In 2014, the performance
metrics of this program are annual targets comgjsif net revenue and non-GAAP operating incomehEerformance-based award granted
from the 2007 Plan will reduce the number of shareslable for issuance under the 2007 Plan bygRabes.

During the six months ended June 30, 2014 , thepaomgranted approximately 83,000 annual performdrased awards. As the net
revenue and non-GAAP operating earnings are coresiqeerformance conditions, expenses associatédivgse awards, net of estimated
forfeitures, are recorded throughout the year deipgnon the number of shares expected to vest aspdogress toward the performance
targets. The cost of performance-based awardgésmdimed using the fair value of the Company's camistock on the grant date, reduced by
the discounted present value of dividends expecié@ declared before the awards vest. If the pmdace conditions are not achieved, no
compensation cost is recognized and any previgeslygnized compensation is reversed.

In January 2014, it was determined that approxitp&@,000 shares of the approximately 100,000 perémce-based awards granted
in 2013, less forfeitures, vested in aggregate. 2018 performance metrics consisted of revenue;@GWAP operating income and strategic
goals for such awards. Accordingly, 83,000 perfaroeabased awards were released to the Companyleyerap and executives in the first
quarter of 2014.
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A summary of performance-based awards outstandinyg aune 30, 2014 , and activity during the sinthe then ended, is presented

below:
Weighted-Average
Weighted- Average Remaining Aggregate Intrinsic
Shares Grant Date Fair Contractual Term Value

(in thousands) Value Per Share (in years) (in thousands)
Outstanding at January 1, 2014 10C $38.4¢
Granted 83 $53.9¢
Vested (83 $38.4¢
Change in units due to performance achievemerR&ids vested in
the year a7 $38.4¢
Forfeited or expired — —
Outstanding at June 30, 2014 83 $53.9: 050 $ 4,80¢
Outstanding and expected to vest at June 30, 2014 48 050 § 2,781

The weighted-average grant-date fair value peresbperformance-based awards granted in the #mwéesix months ended June 30,
2014 , was approximately $48.89 and $53.93 , reésedy, and awards granted in the three and sixthanded June 30, 2013 , was
approximately $41.78 and $38.62 , respectively. gitaat-date fair value of awards released, whicteviidly vested, in the six months ended
June 30, 2014 and 2013, was approximately $3.2omiind $2.0 million , respectively. No awards weskeased in the three months ended
June 30, 2014 and 2013.

Long-Term Performance-based Awards ("PRSUSs")

In the first quarter of 2014 the Company lregeanting long-term performance-based awards.ddrapany's PRSU program provides
for the issuance of PRSUs which will vest base€€ompany performance measured against the 2014 PR8I established 2016 revenue
target. The PRSUs were granted in an amount equalice the target number of shares to be issuttekifarget performance metric is met."
actual number of shares the recipient receivestisrohined at the end of a three-year performanigecbased on results achieved versus the
Company's performance goal, and may range fromtee260% of the targeted number. The performaned fgo PRSUs granted in fiscal 20
was based on the Company's adjusted annual regeowth. Each long-term performance-based awardtgdainom the 2007 Plan will reduce
the number of shares available for issuance um@e2®07 Plan by 2.0 shares.

Recipients of a PRSU award generallgtmemain employed by the Company on a continuagsstihrough the end of the applicable
three-year performance period in order to receides subject to that award. Expenses associatkdhese awards, net of estimated
forfeitures, are recorded throughout the year deipgnon the number of shares expected to vest aspdogress toward the performance
target. The cost of long-term performance-basedd@dsia determined using the fair value of the Camyfs|acommon stock on the grant date,
reduced by the discounted present value of dividexpected to be declared before the awards ¥éiseé performance conditions are not
achieved, no compensation cost is recognized apg@m@viously recognized compensation is reversed.

A summary of long-term performance-based awardstanding as of June 30, 2014 , and activity duttiregsix months then ended, is
presented below:

Weighted-Average Aggregate

Weighted- Average Remaining Intrinsic
Shares Grant Date Fair Contractual Term Value
(in thousands) Value Per Share (in years) (in thousands)
Outstanding at January 1, 2014 — —
Granted 56 $56.1¢F
Vested — —
Forfeited or expired — —
Outstanding at June 30, 2014 56 $56.1¢5 250 $ 3,21¢
Outstanding and expected to vest at June 30, 2014 49 250 $ 2,79
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The weighted-average grant-date fair value peresbfilong-term performance-based awards grantéfieithree and sisnonths ende
June 30, 2014 , was approximately $47.95 and $5&d$pectively.

Restricted Stock Units (RSL

The Company grants restricted stock units to emga#eyunder the 2007 Plan. RSUs granted to emplaygeieslly vest ratably over a
four-year period, and are converted into shareae@fCompany's common stock upon vesting on a onerfe basis subject to the employee's
continued service with the Company over that peridk fair value of RSUs is determined using thevalue of the Company's common st
on the date of the grant, reduced by the discouymtesent value of dividends expected to be declbeéare the awards vest. Compensation
expense is recognized on a straight-line basis thnerequisite service period of each grant adju&ieestimated forfeitures. Each RSU award
granted from the 2007 plan will reduce the numbeshares available for issuance under the 2007 IBlah0 shares.

A summary of RSUs outstanding as of June 30, 2@t changes during the six months then endedsafia@lows:

Weighted- Weighted-Average
Average Grant Remaining Aggregate Intrinsic
Shares Date Fair Value  Contractual Term Value

(in thousands) Per Share (in years) (in thousands)
Outstanding at January 1, 2014 714 $38.97
Granted 25C $50.97
Vested (24¢€) $38.54
Forfeited or expired (12 $39.9¢
Outstanding at June 30, 2014 70€ $43.3E 1.73 $ 40,59¢
Outstanding and expected to vest at June 30, 2014 641 167 $ 36,86(

The weighted-average grant-date fair value peresbBRSUs awarded in the three and six months eddee 30, 2014 , was
approximately $47.81 and $50.97 , respectively,thrdyrant-date fair value per share of RSUs avehidéhe three and six months ended
June 30, 2013 , was approximately $40.80 and $3&&&pectively. The grant-date fair value of R$#®sted in the three and six months ende
June 30, 2014 , was approximately $7.8 million &ad million , respectively, and the grant-date f@ilue of RSUs vested in the three and six
months ended June 30, 2013 , was approximatelyr#libn and $6.8 million , respectively.

4. FAIR VALUE MEASUREMENTS:

ASC 820-10Fair Value Measurementslarifies that fair value is an exit price, repeating the amount that would be received to sel
an asset or paid to transfer a liability in an od&ansaction between market participants. Adstmir value is a market-based measurement
that should be determined based on assumptionstirkeet participants would use in pricing an asséibility. As a basis for considering
such assumptions, ASC 820-10 establishes a tteeediue hierarchy, which prioritizes the inputedién measuring fair value as follows:
(Level 1) observable inputs such as quoted prigegléntical assets in active markets; (Level puis other than the quoted prices in active
markets that are observable either directly orrewdly; and (Level 3) unobservable inputs in whilére is little or no market data, which
requires the Company to develop its own assumptibims hierarchy requires the Company to use oladdevmarket data, when available, and
to minimize the use of unobservable inputs wheerdahing fair value.

The Company's cash and investment instrumentdassifted within Level 1 or Level 2 of the fair-ve hierarchy because they are
valued using quoted market prices, broker or depletations, or alternative pricing sources withsenable levels of price transparency. The
type of instrument valued based on quoted marke¢pin active markets primarily includes money ketisecurities. This type of instrumen
generally classified within Level 1 of the fair-ual hierarchy. The types of instruments valued baseather observable inputs (Level 2 of the
fair-value hierarchy) include investment-grade cogbe bonds and government, state, municipal aorial obligations. Such types of
investments are valued by using a multi-dimensioelaltional model, the inputs are primarily benchimaelds, reported trades, broker/dealer
quotes, issuer spreads, two-sided markets, ben&tseaurities, bids, offers, and reference dataidiog market research publications. The
Company
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principally holds securities until maturity; howeythey may be sold under certain circumstanced)ding, but not limited to, the funding of
acquisitions and other strategic investments. Aesalt the Company classified its investment ptidfas available-for-sale. The Company's
investments classified as Level 1 and Level 2 aadlable-for-sale investments, and were recordddiatnarket value.

The fair-value hierarchy of the Company's marketalcurities at June 30, 2014 , and December 3B, 20as as follows (in
thousands):

Fair Value Measurement at
June 30, 2014

Quoted Prices in Active Significant Other
Markets for Identical Observable Inputs
Description June 30, 2014 Assets (Level 1) (Level 2)
Commercial paper $ 50C $ — $ 50(C
Money market funds 17,55 17,55« —
Corporate securities 133,35: — 133,35
Total $ 151,40t $ 17,55« $ 133,85:

Fair Value Measurement at
December 31, 2013

Quoted Prices in Active Significant Other
Markets for Identical Observable Inputs
Description December 31, 2013 Assets (Level 1) (Level 2)
Commercial paper $ 3,09¢ % — $ 3,09¢
Money market funds 17,49: 17,49: —
Corporate securities 109,17¢ — 109,17¢
Total $ 129,770 % 17,49:. $ 112,27t

The Company did not transfer any investments batkesel 1 and Level 2 of the fair-value hierarchythie six months ended
June 30, 2014 , and the twelve months ended Dece3iib2013.

5. INVENTORIES:

Inventories (which consist of costs associated tighpurchases of wafers from domestic and offsfaaredries and of packaged
components from offshore assembly manufacturersetisas internal labor and overhead associatel thi testing of both wafers and
packaged components) are stated at the lower offass-in, first-out) or market. Provisions, wheequired, are made to reduce excess and
obsolete inventories to their estimated net reblesalues. Inventories consist of the following fiousands):

June 30, December 31,
2014 2013
Raw materials $ 15,34: $ 8,221
Work-in-process 11,60¢ 13,21¢
Finished goods 24,32 20,79¢
Total $ 51,26¢ $ 42,23t

6. GOODWILL AND INTANGIBLE ASSETS:

There were no changes in the carrying amount oflgdbduring the six months ended June 30, 2014 .
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Intangible assets consist primarily of developatht®logy, acquired licenses, customer relationshipde name, in-process research
and development and patent rights, and are repogtedf accumulated amortization. The Company aresthe cost of all intangible assets
over the shorter of the estimated useful life ertdrm of the developed technology, acquired liesnsustomer relationships, trade name and
patent rights, which range from two to 12 yearghwulie exception of $4.7 million of in-process i@®sh and development. In-process researct
and development is assessed for impairment ustitivelopment is completed and products are avaifabsale, at which time the Company
will begin to amortize the in-process research @deéxeklopment. The Company does not expect the aratiain of in-process research and
development to begin in 2014 . Amortization for @iced intangible assets was approximately $1.5oniland $1.8 million in the three months
ended June 30, 2014 and 2013, respectively, addriilion and $3.7 million in the six months endithe 30, 2014 and 2013, respectively.
The Company does not believe there is any sigmifioesidual value associated with the followingirgible assets:

June 30, 2014 December 31, 2013
Accumulated Accumulated
Gross Amortization Net Gross Amortization Net

(in thousands)
In-process research and

development $ 4,69C $ — 4,69C $ 4,690 $ — 3 4,69(
Technology licenses 3,00( (2,475 52t 3,00¢ (2,325 67t
Patent rights 1,94¢ (1,949 — 1,94¢ (1,949 —
Developed technology 26,67( (6,53€) 20,13« 26,67( (5,247 21,42
Customer relationships 17,61( (5,999 11,61 17,61( (4,669 12,94¢
Trade name 3,60( (3,600 — 3,60( (3,000 60C
Total intangible assets $ 57,51¢ $ (20,559 $ 36,96( $ 57,51¢ $ (17,189 $ 40,33«

The estimated future amortization expense relatéadtangible assets at June 30, 2014 , is as fellow

Estimated
Amortization
Fiscal Year (in thousands)
2014 (remaining 6 months) $ 2,69¢
2015 5,00¢
2016 4,39¢
2017 3,99¢
2018 3,74¢
Thereafter 12,42¢
Total (1) $ 32,27(
(1) The total above excludes $4.7 million of igess research and development that will be apeortipon completion of

development over the estimated useful life of dahhology.
7. SIGNIFICANT CUSTOMERS AND INTERNATIONAL SALES:
Segment Reporting

The Company is organized and operates as one abpogegment, the design, development, manufaattenarketing of integrated
circuits and related components for use primarilthie high-voltage power-conversion market. The gamy's chief operating decision maker,
the Chief Executive Officer, reviews financial infieation presented on a consolidated basis for m@gpof making operating decisions and
assessing financial performance.

Customer Concentration
Ten customers accounted for approximately 61% &3¢ 6f net revenues for the three and six monthe@ddne 30, 2014 ,
respectively, and 60% and 59% in the same perib8818, respectively. A significant portion of tleesvenues are
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attributable to sales of the Company’s producidistributors of electronic components. These distars sell the Company’s products to a
broad, diverse range of end users, including OEhMkmerchant power supply manufacturers.

One customer, a distributor of the Company's prisjuccounted for more than 10% of the Company'savenues in the three and
six months ended June 30, 2014 and 2013. The fwifptable discloses that customer's percentageveinues for the respective periods:

Three Months Ended Six Months Ended
June 30, June 30,
Customer 2014 2013 2014 2013
Avnet 2% 19% 20% 19%

No other customers accounted for 10% or more ohimpany's net revenues in the periods mentioned.

Concentration of Credit Risk

Financial instruments that potentially subject @mmpany to concentrations of credit risk consigtiqpally of cash investments and
trade receivables. The Company has cash invesimodéinies that limit cash investments to low-riské@stments. With respect to trade
receivables, the Company performs ongoing evalnatid its customers' financial conditions and regpiletters of credit whenever deemed
necessary. Additionally, the Company establisheallawance for doubtful accounts based upon fagorsounding the credit risk of specific
customers, historical trends related to past waffs-and other relevant information. Account baksare charged off against the allowance
after all means of collection have been exhaustédiae potential for recovery is considered remdbe Company does not have any off-
balance-sheet credit exposure related to its cuatns of both June 30, 2014 and December 31, 201% of accounts receivable were
concentrated with the Company's top 10 customers.

The following customers represented 10% or mor&cobunts receivable:

June 30, December 31,
Customer 2014 2013
Avnet 25% 21%
ATM Electronic Corporation 13% 17%

The above-mentioned customers are distributoreeOompany’s products. No other customers accodateiD% or more of the
Company’s accounts receivable in these periods.

International Sale:

The Company markets its products globally throudglsales personnel and a worldwide network of iedepnt sales representatives
and distributors. As a percentage of total netmees, international sales, which consist of saleidtributors and direct customers outside of
the United States of America, comprise the follayvin
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Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Hong Kong/China 48% 48% 46% 46%
Taiwan 16% 15% 16% 15%
Korea 10% 10% 10% 12%
Western Europe (excluding Germany) 10% 10% 11% 11%
Japan 5% 6% 6% 5%
Singapore 1% 2% 1% 2%
Germany 2% 2% 2% 2%
Other 3% 1% 3% 1%
95% 94% 95% 94%

Total foreign revenue

The remainder of the Company’s sales is to custemihin the United States of America.

Product Sale:

Net revenues consist primarily of sales of the Canys high-voltage integrated-circuit products, TGdivers and high-voltage
silicon diodes. When evaluating the Company's etmues, the Company categorizes its sales intiotibe/ing four end-market groupings:
communications, computer, consumer and industrta. table below provides the percentage of nessadtvity by end market for the three
and six months ended June 30, 2014 and 2013 :

Three Months Ended Six Months Ended
June 30, June 30,
End Market 2014 2013 2014 2013
Communications 15% 21% 17% 21%
Computer 12% 10% 11% 10%
Consumer 38% 34% 37% 35%
Industrial 35% 35% 35% 34%

8. EARNINGS PER SHARE:

Basic earnings per share are calculated by dividatgncome by the weighted-average shares of constozk outstanding during
the period. Diluted earnings per share are caledlby dividing net income by the weighted-averduras of common stock and dilutive
common equivalent shares outstanding during thegebilutive common equivalent shares includethiis calculation consist of dilutive
shares issuable upon the assumed exercise ofmditgjlacommon stock options, the assumed vestimytstanding restricted stock units and
both short- and long-term performance-based awardsthe assumed issuance of awards under themtodkase plan, as computed using the
treasury stock method.
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A summary of the earnings per share calculati@sifllows (in thousands, except per share amaunts)

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013

Basic earnings per share:

Net income $ 16,71¢ % 13,67: $ 29,07¢ $ 24,57t

Weighted-average common shares 30,31( 29,17¢ 30,27¢ 28,96"

Basic earnings per share $ 058 % 047 $ 0.9€¢ % 0.8t
Diluted earnings per share (1):

Net income $ 16,71¢ % 13,67: $ 29,07¢ $ 24,57t

Weighted-average common shares 30,31( 29,17¢ 30,27¢ 28,96:

Effect of dilutive securities:

Employee stock plans 80C 98( 87t 1,01(C

Diluted weighted-average common shares 31,11( 30,15¢ 31,15( 29,97%

Diluted earnings per share $ 054 % 04t $ 0.9: % 0.82

(1) The Company includes the shares underlying perfocerdased awards in the calculation of dilutediagenper share if the performance

conditions have been satisfied as of the end ofgperting period and excludes such shares whendbessary conditions have not been met.
The Company has excluded the shares underlyingahé and 2013 awards in the 2014 and 2013 calookgtrespectively, as those shares wer
not contingently issuable as of the end of theqakeri

In the three and six months ended June 30, 2@ll4hares were included in the computation hitdd earnings per share as none
determined to be anti-dilutive, and in the thred six months ended June 30, 2013, 167,862 shade$66,042 shares, respectively, were not
included in the computation of diluted earnings gleare for the periods then ended because theydeézemined to be anti-dilutive.

9. PROVISION FOR INCOME TAXES:

Income tax expense includes a provision for fedetate and foreign taxes based on the annual astiheffective tax rate applica
to the Company and its subsidiaries, adjusteddamm discrete items which are fully recognizedhie period they occur.

In the quarter ended June 30, 2014, the Comparcheeaa settlement with the IRS to close out theméxation of the Compan)
federal income tax returns for the years 2007 thinoR009. As a result, the Company adjusted ithtances based on the settlement's
circumstances, and information available at themépg date.

The provision for income tax in the second quasfe2014 included a one-time benefit of $3.3 millimamprising $2.8 million in
federal income taxes and interest, and state in¢ares of approximately $0.5 million . The one-tibenefit includes the reversal of $4.1
million of related unrecognized tax benefits thatlibeen recorded as non-current liabilities inGbenpany's consolidated balance sheets. The
Company has now concluded all U.S. federal incamentatters for the years through 2009.

Reflecting the net impact of the benefits, the Canys effective tax rates for the three and six timgeriods ended June 30, 2014,
were (15.1)% and (5.7)% respectively, compared Wi and (6.2)% for the corresponding periods0ib3 The difference between the
expected statutory rate of 35% and the Companfgstafe tax rate for the three and six months entigw 30, 2013, was primarily due to the
beneficial impact of the geographic distributiortted Company's world-wide earnings and passageeofiinerican Tax Relief Act of 2012,
which was signed into law on January 2, 2013, cautie benefit of the 2012 federal research anéldpment tax credit to be recorded in the
quarter ended March 31, 2013.
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The Company accounts for income taxes under thagioas of ASC 740. Under the provisions of ASC ,7déferred tax assets and
liabilities are recognized based on the differermsveen the financial statement carrying amouhéxisting assets and liabilities and their
respective tax bases, utilizing the tax ratesdhatexpected to apply to taxable income in thesygawhich those temporary differences are
expected to be recovered or settled.

In assessing the realizability of deferred tax sseanagement considers whether it is more litedy not that some portion or all of
the deferred tax assets will not be realized. Titimate realization of deferred tax assets is ddpahupon the generation of future taxable
income during the periods in which those tempodiiferences become deductible. Management considerscheduled reversal of deferred
tax liabilities and projected future taxable incorrethe event that the Company determines, baseailable evidence and management
judgment, that all or part of the net deferreddasgets will not be realized in the future, the Canypwould record a valuation allowance in
period the determination is made. In addition,dhleulation of tax liabilities involves significapjtdgment in estimating the impact of
uncertainties in the application of complex taxda®Resolution of these uncertainties in a manrarisistent with the Company's expectations
could have a material impact on its results of apjens and financial position.

As of June 30, 2014 , the Company recorded a &iilation allowance on its California and New Jerdeferred tax assets as the
Company does not believe that it is more likelynthat that the deferred tax assets will be fulglimed. The Company also maintains a
valuation allowance on capital losses for fedetappses and a valuation allowance with respecettain of its deferred tax assets relating to
tax credits in Canada.

The royalty arrangement between the Company aridrigggn subsidiary concluded on October 31, 204&ulting in a substantially
lower effective tax rate for the Company in subssdlyears. As a result of the royalty arrangemadirgy and to ensure an additional sourc
U.S. cash, the Company plans to repatriate a podtigts current year offshore earnings to the WbEdomestic operations and accordingly ha
provided for estimated federal and state incomedan such portion of its current year offshoreiegs. If circumstances change and it
becomes apparent that some or all of the undiséibearnings of the Company's offshore subsidialiybe remitted in the foreseeable future
but income taxes have not been recognized, the @oynpill accrue income taxes attributable to suetistributed earnings.

Determining the consolidated provision for (ben&fim) income tax expense, income tax liabilitiesl @eferred tax assets and
liabilities involves judgment. The Company calcaekatnd provides for income taxes in each of thurdsdictions in which it operates, which
involves estimating current tax exposures as vgefthaking judgments regarding the recoverabilitdeferred tax assets in each jurisdiction.
The estimates used could differ from actual resultéich may have a significant impact on operatiegults in future periods.

In July 2013, the FASB issued a new accountingdstaththat requires the presentation of certainaogeized tax benefits as
reductions to deferred tax assets rather tharahtiiities in the Company's condensed consolidatdance sheets when a net operating loss
carryforward, a similar tax loss, or a tax creditrgforward exists. The Company adopted this nemdard on a prospective basis in the first
quarter of 2014. The impact of the adoption wasdaiction to long-term deferred tax assets and noret income tax payable of
approximately $4.3 million .

Unrecognized Tax Benefits

The Company applies the provisions of ASC 740-&[ting to accounting for uncertain tax income gaxghanges in the Company's
unrecognized tax benefits during the six monthsedntiine 30, 2014, was as follows (in thousands):

Unrecognized tax benefits balance at January 4 201 $ 12,69
Gross increases for tax positions of current year 40C
Gross increases for tax positions of prior years 28t
Settlements (4,36))

Lapse of statute of limitations —
Unrecognized tax benefits balance at June 30, 2014 $ 9,01¢
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The Company's total unrecognized tax benefits dsioé 30, 2014 and December 31, 2013 was $9.@midid $12.7 million ,
respectively. An income tax benefit of $4.0 millipnet of valuation allowance adjustments, woulddmorded if these unrecognized tax
benefits are recognized. The Company cannot reagoastimate the outcome at this time.

The Company's continuing practice is to recogniterest and/or penalties related to income taxarsaih income tax expense. The
Company has accrued interest and penalties at3lyr014, and December 31, 2013, of $0.1 millioth $0.7 million , respectively, which
have been recorded in long-term income taxes payalihe accompanying consolidated balance sheets.

10. INDEMNIFICATIONS:

The Company sells products to its distributors urmdatracts, collectively referred to as DistribuBales Agreements (“DSA”). Each
DSA contains the relevant terms of the contracama@ngement with the distributor, and generallyudes certain provisions for indemnifying
the distributor against losses, expenses, andiliabifrom damages that may be awarded againdigtigbutor in the event the Company's
products are found to infringe upon a patent, cgbyyr trademark, or other proprietary right of adiparty (“Customer Indemnification”). The
DSA generally limits the scope of and remediedtierCustomer Indemnification obligations in a vBrief industry-standard respects,
including, but not limited to, limitations based time and geography, and a right to replace ammigifig product. The Company also, from t
to time, has granted a specific indemnificatiomtitp individual customers.

The Company believes its internal development Eeeg and other policies and practices limit itsosupe related to such
indemnifications. In addition, the Company requitesmployees to sign a proprietary informatiod aventions agreement, which assigns
rights to its employees' development work to thenBany. To date, the Company has not had to reirelang of its distributors or customers
for any losses related to these indemnificatiorsrammaterial claims were outstanding as of Jun@804 . For several reasons, including the
lack of prior indemnification claims and the ladkeomonetary liability limit for certain infringenmé cases, the Company cannot determine the
maximum amount of potential future payments, if aejated to such indemnifications.

11. COMMITMENTS:
Supplier Agreements

Three of the Company's major suppliers have walfpply agreements based in U.S. dollars; howeveragreements with two of
these foundries, Seiko Epson Corporation, or Epaod, ROHM Lapis Semiconductor Co., Ltd., or Lapisp allow for mutual sharing of the
impact of the exchange rate fluctuation betweemadage yen and the U.S. dollar on future purch&eh year, the Company's management
and these two suppliers review and negotiate fytticéing; the negotiated pricing is denominated)i. dollars but is subject to contractual
exchange rate provisions. The fluctuation in thehexge rate is shared equally between the Compahgach of these suppliers on future
purchases.

12. LEGAL PROCEEDINGS AND CONTINGENCIES:

From time to time in the ordinary course of busi¢se Company becomes involved in lawsuits, ororaers and distributors may
make claims against the Company. In accordanceAsifi 450-10, the Company makes a provision foakility when it is both probable that
a liability has been incurred and the amount ofitlss can be reasonably estimated.

On October 20, 2004, the Company filed a compladgatinst Fairchild Semiconductor International, red Fairchild Semiconductor
Corporation (referred to collectively as "FaircH)lih the United States District Court for the Dist of Delaware. In its complaint, the
Company alleged that Fairchild has and is infrigdiour of Power Integrations' patents pertainin@WM integrated circuit devices. Fairchild
denied infringement and asked for a declaratiomftioe court that it does not infringe any Poweedmations patent and that the patents are
invalid. The Court issued a claim construction omie March 31, 2006 which was favorable to the Canyp The Court set a first trial on the
issues of infringement, willfulness and damagesCfotober 2, 2006. At the close of the first tr@h, October 10, 2006, the jury returned a
verdict in favor of the Company finding all assdrtdaims of all four patents-in-suit to be willfylinfringed by Fairchild and awarding $34.0
million in damages. Fairchild raised defenses amfitey that the asserted patents are invalid or
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unenforceable, and the Court held a second trighese issues beginning on September 17, 2007 ePer@ber 21, 2007, the jury returned a
verdict in the Company's favor, affirming the viljcof the asserted claims of all four patents-init-g-airchild submitted further materials on
the issue of enforceability along with various athest-trial motions, and the Company filed po&tHmotions seeking a permanent injunction
and increased damages and attorneys' fees, anoegtioings. On September 24, 2008, the Court déra@ahild’'s motion regarding
enforceability and ruled that all four patents anéorceable. On December 12, 2008, the Court rottetthe remaining post-trial motions,
including granting a permanent injunction, reduding damages award to $6.1 million , granting Félitica new trial on the issue of willful
infringement in view of an intervening change ie taw, and denying the Company's motion for in@datamages and attorneys' fees with
leave to renew the motion after the resolutiorhefissue of willful infringement. On December 2008, at Fairchild's request, the Court
temporarily stayed the permanent injunction fold@§s. On January 12, 2009, Fairchild filed a notitappeal challenging the Court's refusal
to enter a more permanent stay of the injunctiod, Rairchild filed additional motions requestingtboth the Federal Circuit and the District
Court extend the stay of injunction. The Districiu@ temporarily extended the stay pending the Féd&rcuit ruling on Fairchild's pending
motion, but the Federal Circuit dismissed Fairchibpeal and denied its motion on May 5, 2009 thedistrict Court issued an order on I
13, 2009 confirming the reinstatement of the pemmaimjunction as originally entered in Decembe®&00n June 22, 2009, the Court held a
brief bench re-trial on the issue of willful infgement. On July 22, 2010, the Court found thatdRdd willfully infringed all four of the
asserted patents, and the Court also invited hgefih enhanced damages and attorneys' fees. faiatdo filed a motion requesting that the
Court amend its findings regarding willfulness. famuary 18, 2011, the Court denied Fairchild'sestjto amend the findings regarding
Fairchild's willful infringement and doubled themdages award against Fairchild but declined to aw#nineys' fees. On February 3, 2011, th
Court entered final judgment in favor of the Comypé#ar a total damages award of $12.9 million . Ehild filed a notice of appeal challenging
the final judgment and a number of the underlyinigngs, and the Company filed a cross-appeal sgekiincrease the damages award. The
appeal was argued on January 11, 2012, and thedf&lecuit issued a mixed ruling on March 26, 20a8irming Fairchild's infringement of
certain claims that support the basis for the paenainjunction while reversing, vacating, and rediag the findings with respect to other
claims, including the Company's claim for damadés Company filed a petition seeking Supreme Cawiew of the Federal Circuit’s ruling
on damages issues, and the Supreme Court calledrésponse from Fairchild but ultimately declinedeview the case. On remand, the
Company intends to pursue its claim for financ@hpensation based on Fairchild's infringement.

On May 9, 2005, the Company filed a Complaint wfith U.S. International Trade Commission (“IT@iHder section 337 of the Tar
Act of 1930, as amended, 19 U.S.C. section 133iha8ystem General (“SG"Jhe Company filed a supplement to the complainiiary 24,
2005. The Company alleged infringement of its pat@ertaining to pulse width modulation (“PWM?”) égfrated circuit devices produced by
SG, which are used in power conversion applicatiuth as power supplies for computer monitors. Gbemission instituted an investigation
on June 8, 2005 in response to the Company's carhghs filed a response to the ITC complaint agsgthat the patents-in-suit were invalid
and not infringed. The Company subsequently andntatily narrowed the number of patents and claimsiit, which proceeded to a hearing.
The hearing on the investigation was held befoeetiministrative Law Judge (“ALJ") from January tt8January 24, 2006. Post-hearing
briefs were submitted and briefing concluded Fetyr@4, 2006. The ALJ's initial determination wasued on May 15, 2006. The ALJ found
all remaining asserted claims valid and infringaad recommended the exclusion of the infringinglpods as well as certain downstream
products that contain the infringing products. Afigrther briefing, on June 30, 2006, the Commisglecided not to review the initial
determination on liability, but did invite brieff\@emedy, bonding and the public interest. On Audas 2006 the Commission issued an ordel
excluding from entry into the United States theiinging SG PWM chips, and any LCD computer monit&& printer adapters and
sample/demonstration circuit boards containingndiiniging SG chip. The U.S. Customs Service is auted to enforce the exclusion order.
On October 11, 2006, the presidential review peexypired without any action from the President, HrelTC exclusion order is now in full
effect. SG appealed the ITC decision, and on NowertiB, 2007, the Federal Circuit affirmed the ITi@idings in all respects. On October 27,
2008, SG filed a petition to modify the exclusiader in view of a recent Federal Circuit opinioraim unrelated case, and the Company
responded to oppose any modification, but the Casimm modified the exclusion order on February22D9. Nevertheless, the exclusion
order still prohibits SG and related entities fronporting the infringing SG chips and any LCD cortgsunonitors, AC printer adapters, and
sample/demonstration circuit boards containingndiiniging SG chip.

On May 23, 2008, the Company filed a complaint asfairairchild Semiconductor International, Inc.iréfasild Semiconductor
Corporation, and Fairchild's wholly owned subsidi&ystem General Corporation in the United States
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District Court for the District of Delaware. In it@mplaint, the Company alleged that Fairchild infsnged and is infringing three patents
pertaining to power supply controller integratetgit devices. Fairchild answered the Company'spgtaimt on November 7, 2008, denying
infringement and asking for a declaration from @wurt that it does not infringe any Power Integnasi patent and that the patents are invalid
and unenforceable. Fairchild's answer also incluethterclaims accusing the Company of infringimgé patents pertaining to primary side
power conversion integrated circuit devices. Falddhad earlier brought these same claims in ars¢pauit against the Company, also in
Delaware, which Fairchild dismissed in favor of eudylits claims to the Company's already pendingagainst Fairchild. The Company has
answered Fairchild's counterclaims, denying infeimgnt and asking for a declaration from the Cdwat it does not infringe any Fairchild
patent and that the Fairchild patents are inv&archild also filed a motion to stay the case,thetCourt denied that motion on December 19
2008. On March 5, 2009, Fairchild filed a motion sSommary judgment to preclude any recovery fot-pesdict sales of parts found to
infringe in the parties' other ongoing litigatiatescribed above, and the Company filed its opmrsiind a cross-motion to preclude Fairchild
from re-litigating the issues of infringement arahthges for those same products. On June 26, 260&aurt held a hearing on the parties'
motions, and on July 9, 2009 the Court issued daratenying the parties' motions but staying prdicegs with respect to the products that
were found to infringe and which are subject toithenction in the other Delaware case betweerptrées pending the entry of final judgm:

in that case; those products are expected to bresskt in the context of the parties’ remand prdioges following the appeal in their earlier
litigation in Delaware, and the remainder of theecas proceeding. On December 18, 2009, the Csawed an order construing certain terms il
the asserted claims of the Company's and Fairsipltents in suit. Following the Court's rulinga&m construction, Fairchild withdrew its
claim related to one of its patents and signifisareduced the number of claims asserted for theieing two patents. The parties thereafter
filed and argued a number of motions for summadginent, and the Court denied the majority of thetigsl motions but granted the
Company's motion to preclude Fairchild from re-amguwalidity positions that were rejected in théopicase between the parties. Because the
assigned Judge retired at the end of July 201G;éke was re-assigned to a different Judge, anddhg vacated the trial schedule and had th
parties provide their input on the appropriate sewf action. The Court thereafter set a trial dakeewith the jury trial on infringement and
validity to begin in July 2011. On April 18, 201the Court rescheduled the trial to begin in Jan2a&d2, and on June 2, 2011, the Court m¢
the trial date to April 2012 to permit the partiesaddress another patent the Company accusedféio€ infringing. Following a trial in April
2012, the jury returned a verdict finding that Ehild infringes two of the Company's patents, thaitchild has induced others to infringe the
Company's patents, and also upheld the validith@fnfringed patents. Of the two remaining couritem patents Fairchild asserted in the
case, one was found not to be infringed, but thefpund the second patent to be infringed by atéchnumber of the Company's products,
although the jury further found the Company did inouce infringement by any customers, includingtomers outside the United States. On
March 29, 2013, the District Court denied mosthef parties' post-trial motions on liability but gred the Company's motion for judgment as «
matter of law finding that Fairchild infringed ahet of the Company's patents. On April 25, 2018,Glourt denied both parties' motions
regarding the unenforceability of each other'smateThe Company intends to challenge adversenfiyzdon appeal; nevertheless, the Comy
estimates that even if the verdict on Fairchildigept were ultimately upheld, the sales potentialigacted would amount to only about 0.8%
the Company's revenues. The Company requesteqduarttion preventing further infringement of its oyatents by Fairchild, and Fairchild
requested an injunction as well; following a hegram the issue in June 2014, the Court denied lk&dis request for an injunction against the
Company and granted the Company's request forjamcition against Fairchild. The Company is als&ksegfinancial damages, as well as
enhanced damages for willful infringement, isswekd decided in separate proceedings at a later dat

On June 28, 2004, the Company filed a complainp&ent infringement in the U.S. District Court,rideern District of California,
against SG Corporation, a Taiwanese company, and.8. subsidiary. The Company's complaint alleébaticertain integrated circuits
produced by SG infringed and continue to infringet&in of its patents. On June 10, 2005, in respémshe initiation of the International Tra
Commission (ITC) investigation discussed above Ofstrict Court stayed all proceedings. Subseqteetite completion of the ITC
proceedings, the District Court temporarily liftéee stay and scheduled a case management confe@mé&ecember 6, 2006, SG filed a no
of appeal of the ITC decision as discussed aboveedponse, and by agreement of the parties, tteidiCourt vacated the scheduled case
management conference and renewed the stay ofquliogs pending the outcome of the Federal Cirqpeal of the ITC determination. On
November 19, 2007, the Federal Circuit affirmedIifi@'s findings in all respects, and SG did nat &l petition for review. The parti
subsequently filed a motion to dismiss the Dist@ourt case without prejudice. On November 4, 2808 Company re-filed its complaint for
patent infringement against SG and its parent catfams, Fairchild Semiconductor International,.land Fairchild Semiconductor
Corporation, to address their continued infringentdipatents at issue in the original suit thaergly emerged from SG requested
reexamination proceedings before the U.S. PatehTaaxdemark Office
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(USPTO). The Company seeks, among other thingstdar enjoining Fairchild and SG from infringingetompany's patents and an awar
damages resulting from the alleged infringemenitchdd has denied infringement and asked for datation from the Court that it does not
infringe any Power Integrations patent, that theps are invalid, and that one of the two of tleen@any's patents now at issue in the case is
unenforceable. On May 5, 2010, Fairchild and S&dft&ln amended answer including counterclaims augtise Company of infringing two
patents, and since that time Fairchild has withdrés/claim for infringement of one of the pateittsriginally asserted against the Company
but added another patent to the case over the Guonspabjections; the Company contests these claigmsously. Both parties filed summary
judgment motions and challenges to each s experts’ testimony, and the Court granted then@any’s motion for summary judgment of
non-infringement with respect to one of Fairchilti® patents. Following a trial on the remainingicis in February 2014, the jury returned a
verdict in the Company’s favor, affirming the vatidof the asserted claims of the Company’s patenlit, finding that Fairchild and SG
willfully infringed the Company’s asserted pateatsl induced infringement by others, and awardirf@bL million in damages. Although the
jury awarded damages, at this stage of the prosgedhe Company cannot state the amount, if amyight ultimately recover from Fairchil
and no benefits have been recorded in the Compaonydensed consolidated financial statements esudt of the damages verdict. The Jury
also rejected Fairchild’s remaining counterclaimsififringement against the Company. Fairchild ¢tlaallenged these rulings and pressed its
unenforceability claim with respect to one of the tpatents it was found to infringe in pasgl briefing, and rulings are expected in the aug
months. Following the completion of the currenttgoial briefing, the Company intends to seek erdeghdamages and injunctive relief.

In February 2010, Fairchild and System General {JSited suits for patent infringement against iempany, Power Integrations
Netherlands B.V., and representative offices of ®owtegrations Netherlands in Shanghai and Shenzfite the Suzhou Intermediate Cout
the People's Republic of China. The suits assart@hinese patents and seek an injunction and desrafgapproximately $19.0 million .
Power Integrations Netherlands filed invalidationgeedings for all four asserted SG patents iPén@ple’'s Republic of China Patent
Reexamination Board (PRB) of the State IntellecRraperty Office (SIPO), and all four challengesavaccepted by the PRB, with hearings
conducted in September 2010. In early January 20&2Company received rulings from the PRB invdiidathe majority of the claims
Fairchild asserted in litigation, and the PRB dwmieations are currently on appeal. The Suzhou Gmntlucted evidentiary hearings in 2012
and issued rulings in late December 2012, findived the Company did not infringe any of the asseptgents. Fairchild has filed appeals
challenging the Suzhou Court's non-infringemerihgd, but the Company continues to believe thechdd and SG claims are without merit
and will continue to contest them vigorously.

On July 11, 2011, the Company filed a complairthimU.S. District Court, District of Columbia, agai David Kappos in his capacity
as Director of the United States Patent and Trade@#ice (“PTO") as part of the ongoing reexaminatproceedings related to one of the
patents asserted against Fairchild and SG in tien2ee litigation described above. The Companylfdemotion for summary judgment on a
preliminary jurisdictional issue, and the PTO filedross-motion to dismiss on this same issuefibgi®n those motions was completed in
October, 2011. On November 18, 2013, the Courttgththe PTO’s motion and transferred the casead-#deral Circuit, where additional
briefing is expected to take place over the nexéssd months.

On May 1, 2012, Fairchild Semiconductor Corporaama Fairchild's wholly-owned subsidiary, Systerm&al Corporation (referred
to collectively as “Fairchild”), filed a complaiaigainst the Company in the United States Distrair€for the District of Delaware. In its
complaint, Fairchild alleges that the Company m&sriged and is infringing four patents pertaintogpower conversion integrated circuit
devices. The Company has answered Fairchild's @mpbtenying infringement and asking for a ded¢larafrom the Court that it does not
infringe any Fairchild patent and that the Fairdlghtents are invalid, and the Company has alstasiscounterclaims against Fairchild for
infringement of five of the Company's patents. élgild has withdrawn its claim for infringement afeof the patents it asserted against the
Company after the Company's preliminary challemggert discovery is under way on the remainingmgatevith an anticipated trial date in
2015.

On February 5, 2013, Trinity Capital InvestmentQ (“Trinity”) filed suit against the Company in Gfarnia Superior Court. The
complaint alleged that SemiSouth Laboratories hacl entered into a lease agreement with Trinitg,that the Company guaranteed
SemiSouth's obligations under the lease agreenTdrg.complaint further alleged that SemiSouth dégdwon the lease agreement in October
2012, and therefore the Company owed Trinity $2illan under the
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lease guaranty. On April 19, 2013, the Company anstthe complaint, denying the allegations the®@mApril 18, 2014, Trinity filed a
request to dismiss the action without prejudice.

The Company is unable to predict the outcome ddllpgoceedings with certainty, and there can bassorance that Power
Integrations will prevail in the abowaentioned unsettled litigations. These litigatiombether or not determined in Power Integratioagof ol
settled, will be costly and will divert the effodsd attention of the Company's management anditadtpersonnel from normal business
operations, potentially causing a material advefgert on the business, financial condition andrafeg results. Currently, the Company is no
able to estimate a loss or a range of loss footigwing litigation disclosed above, however adveleterminations in litigation could result in
monetary losses, the loss of proprietary rightbjestt the Company to significant liabilities, requiPower Integrations to seek licenses from
third parties or prevent the Company from licengimgytechnology, any of which could have a matexiberse effect on the Company's
business, financial condition and operating results

For the quarter ended June 30, 2014, the IRS igh@e@ompany a notice of proposed adjustmentsst@€thimpany's taxable income
for the years 2007 through 2009. The Company a&siBned a formal closing agreement on May 20, 2fildettle all positions and close 1
the examination of the Company's income tax retonghe years 2007 through 2009. As a resultQbmpany adjusted its tax balances base
on the facts, circumstances, and information albglat the reporting date. The resolution of th@720009 IRS audit resulted in a federal tax
benefit to the Company of $2.8 million . Additiolyalthe Company recorded a state tax benefit & #llion . Also, the agreement will allow
the Company to repatriate up to $5.0 million framforeign subsidiary without incurring additiondlS. income taxes.

13. RECENT ACCOUNTING PRONOUNCEMENTS:

In May 2014, the Financial Accounting StandardsrBq&FASB") amended the existing accounting stadsld&or revenue recognition,
ASU 2014-09Revenue from Contracts with Customefdie amendments are based on the principle thahve should be recognized to de
the transfer of promised goods or services to ousts in an amount that reflects the consideratiomhich the entity expects to be entitled in
exchange for those goods or services. The Compamguired to adopt the amendments in the firsttquaf 2017. Early adoption is not
permitted. The amendments may be applied retraspécto each prior period presented or retrospettiwith the cumulative effect
recognized as of the date of initial applicatioheTTompany is currently evaluating the impact efthamendments and the transition
alternatives on its consolidated financial statetsien

14. BANK LINE OF CREDIT:

On July 5, 2012, the Company entered into a Crsglieement (the "Credit Agreement") with two barikse Credit Agreement
provides the Company with a $100.0 million revotylime of credit to use for general corporate psgsowith a $20.0 million sublimit for the
issuance of standby and trade letters of credi. Credit Agreement was amended on April 1, 2014xtend the Credit Agreement terminal
date from July 5, 2015 to April 1, 2017, with ather terms of the Credit Agreement remaining threesarhe Company's ability to borrow
under the revolving line of credit is conditiongabn the Company's compliance with specified covenamcluding reporting and financial
covenants, primarily a minimum cash requirementaebt to earnings ratio, with which the Compangurrently in compliance. All
advances under the revolving line of credit wiltbme due on April 1, 2017, or earlier in the evafra default. As of June 30, 2014 , the
Company had no letters of credit outstanding andmount outstanding under the credit agreement.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our finahcondition and results of operations should kbad in conjunction with the
condensed consolidated financial statements anddhes to those statements included elsewherésiQinarterly Report on Form 10-Q, and
with the consolidated financial statements and ngan@ent's discussion and analysis of our finanaaldition and results of operations in our
Annual Report on Form -K for the year ended December 31, 2013, filed WithSEC on February 13, 2014. This discussionaiosit
forward-looking statements that involve risks and uncettes. Our actual results could differ materialiprin those contained in these
forward-looking statements due to a number of factorduiting those discussed in Part I, Item 1A-“Riskckas” and elsewhere in this
report. See also “Cautionary Note Regarding Forwdmbking Statements” at the beginning of this repor

Overview

We design, develop and market analog and mixedabigtegrated circuits (ICs) and other electroramponents and circuitry used in
high-voltage power conversion. Our products are isg@ower converters that convert electricity frarhigh-voltage source (typically 48 volts
or higher) to the type of power required for a s$ipett downstream use. In most cases, this convemsiails, among other functions, conver
alternating current (AC) to direct current (DC)vice versa, reducing or increasing the voltage,ragdlating the output voltage and/or current
according to the customer's specifications.

A large percentage of our products are ICs us&OfDC power supplies, which convert the high-volia&C from a wall outlet to the
low-voltage DC required by most electronic devideswer supplies incorporating our products are ugddall manner of electronic products
including mobile phones, computers, entertainmadtreetworking equipment, appliances, electroniitytineters, industrial controls and LED
lights.

Since our May 2012 acquisition of CT-Concepthirelogie AG (Concept), we also offer IGBT driversrcuit boards containing
multiple ICs, electrical isolation components atlgeo circuitry - used to operate arrays of hightagé, high-power transistors known as IGBT
modules. These driver/module combinations are tmeplower conversion in high-power applications.(ipower levels ranging from tens of
kilowatts up to one gigawatt) such as industriator® solar- and wind-power systems, electric Mekiand high-voltage DC transmission
systems.

Our products bring a number of important benefithe poweronversion market compared with less advancednaltiees, including
reduced component count and design complexity,lemgite, higher reliability and reduced time-torked. Our products also improve the
energy efficiency of power converters, helping oustomers meet the increasingly stringent effigiestandards that have been adopted arour
the world for many electronic products, and impnayvihe efficacy of renewable-energy systems, éteetthicles and other high-power
applications.

While the size of the power-supply market fluctgatdth changes in macroeconomic conditions, theketdras generally exhibited a
modest growth rate over time as growth in the wolitmes of power supplies has largely been offgatductions in the average selling price
of components in this market. Therefore, the groeftbur business depends primarily on our penetnatf the power supply market, and our
success in expanding the addressable market lpgdinting new products that address a wider rangplications. Our growth strategy
includes the following elements:

» Increase the penetration of our ICs in *low-power” AC-DC power supply markeThe largest proportion of our revenues
comes from power-supply applications requiring Stevof output or less. We continue to introduceeraxlvanced products
that make our IC-based solutions more attractiv@i;imarket. We have also increased the size 0$ales and field-
engineering staff considerably in recent years,wedontinue to expand our offerings of techniaaumentation and design-
support tools and services to help customers uséCau These tools and services include our Pl EXpalesign software,
which we offer free of charge, and our transforse@mple service.

* Increase the penetration of our products in hi-power applicationsWe believe we have developed and acquired
technologies and products that enable us to bhiadpénefits of integration to applications reqgrimore than 50 watts of
output. These include such applications as mairepawpplies for flat-panel TVs,
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desktop PCs, game consoles and, by virtue of ayuisition of Concept, IGBT-driver applications sumhindustrial motors,
renewable energy systems and electric vehicles.

» Capitalize on the growing demand for more enerdigiefit electronic products and lighting technolesgi and for cleaner
energy and transportation technologi®ge believe that energy-efficiency is becoming ameasingly important design
criterion for power supplies due largely to the egeace of standards and specifications that engeuemnd in some cases
mandate, the design of more energy-efficient edbaétrproducts. Power supplies incorporating oura@sgenerally able to
comply with all known efficiency specifications cently in effect.

Additionally, technological advances combined withulatory and legislative actions are resultinthim adoption of
alternative lighting technologies such as light-ttimg diodes, or LEDs. We believe this presentigaificant opportunity for
us because our ICs are used in driver (i.e. poweplg) circuitry for high-voltage LED lighting apiphtions. Finally, the
growing desire for less carbon-intensive sourcesnefgy and modes of transportation representpportunity for us since
our CONCEPT IGBT-driver products are used in rertder@nergy systems as well as electric trains aahaobiles.

Our quarterly operating results are difficult t@egict and subject to significant fluctuations. Wanpour production and inventory
levels based on internal forecasts of projectetbousr demand, which are highly unpredictable amdfieectuate substantially. Customers
typically may cancel or reschedule orders on shatite without significant penalty and, conversealffen place orders with very short lead
times to delivery. Also, external factors such gl economic conditions and supply-chain dynarnas cause our operating results to be
volatile. Furthermore, because our industry isria&dy price-sensitive, our gross margin (grossipddfided by net revenues) is subject to
change based on the relative pricing of solutitias tompete with ours. Variations in product anst@oer mix can also cause our gross mi
to fluctuate. Because we purchase a large percenfagur silicon wafers from foundries located @&pdn, our gross margin is influenced by
fluctuations in the exchange rate between the dbar and the Japanese yen. Changes in the micasy materials used in our products, suct
as copper and gold, can also affect our gross mafdihough our wafer-fabrication and assembly afiens are outsourced, as are most of ou
test operations, a portion of our production castsfixed in nature. As a result, our unit costs gross margin are impacted by the volume of
units we produce.

Recent Resul

Our net revenues were $89.0 million and $87.9 amilin the three months ended June 30, 2014 and 28d4/®ctively, and $172.1
million and $165.0 million in the six months endirdhe 30, 2014 and 2013, respectively. For the tlaee six-month periods, we experienced
yearover-year growth in revenues from three of oumay end-market categories (industrial, consumdrcamputer), driven by higher unit
sales for a wide range of applications includingstoner appliances, LED lighting and desktop compufehe increase was patrtially offset by
lower sales into the communications end marketmtinearily to lower unit sales for residentiaétworking applications. Our top ten custom
including distributors that resell to OEMs and nienat power supply manufacturers, accounted for 648660% of our net revenues in the
three months ended June 30, 2014 and 2013, resggctind 60% and 59% of our net revenues in thensinths ended June 30, 2014 and
2013, respectively. Our top customer, a distribofosur products, accounted for approximately 20% 9% of our net revenues in both the
three and six months ended June 30, 201d12013, respectively. International sales aceaalifdr 95% and 94% of our net revenues in the
and six months ended June 30, 2014 and 2013, tesdgc

Our gross margin was 54.8% and 52.6% of net revemute three months ended June 30, 2014 and &3 ctively, and 55.0%
and 52.2% of net revenues in the six months endee 30, 2014 and 2013, respectively. The increageass margin for the both the three-
and six - month periods was due primarily to: faldde end-market mix, with a greater percentagewémue coming from higher-margin end
markets; cost benefits from higher production vadyiand the decline in the value of the Japanese@eesus the U.S. dollar, which decreased
the cost of silicon wafers purchased from our Japamwafer-fabrication foundries.

Total operating expenses in the three months eddieel 30, 2014 and 2013, were $34.4 million and%Bglion, respectively, and
operating expenses in the six months ended Juri203@,and 2013, were $67.7 million and $63.7 milliespectively. Expenses were higher
in 2014 due primarily to higher research and dgualent expenses, including increased headcount lhasvgreater engineering-materials and
equipment-depreciation expenses, all in supposuofproduct-
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development efforts. Sales and marketing experisesracreased, due primarily to the expansion ofsales and application-support staffs,
which resulted in higher salary and related expgnse

Critical Accounting Policies and Estimates

The preparation of financial statements and reldisclosures in conformity with accounting prineglgenerally accepted in the
United States of America (“U.S. GAAPtgquires management to make estimates and assmsfhiat affect the reported amounts of asset
liabilities and disclosures of contingent asset$ labilities at the date of the financial statetsesnd the reported amounts of revenues and
expenses during the reporting period. On an ongo#sis, we evaluate our estimates, including thietsl below. We base our estimates on
historical facts and various other assumptionsileabelieve to be reasonable at the time the ettgrare made. Actual results could differ
from those estimates.

Our critical accounting policies are as follows:

e revenue recognitio

e stockbased compensatic

e estimating writedowns for excess and obsolete invent
* income taxe!

* business combinations; ¢

» goodwill and intangible asse

Our critical accounting policies are importantte portrayal of our financial condition and reswf®perations, and require us to
make judgments and estimates about matters thatlaeently uncertain. A brief description of thesi#ical accounting policies is set forth
below. For more information regarding our accounolicies, see Note Summary of Significant Accounting Policjéa our Notes to
Condensed Consolidated Financial Statements.

Revenue recognition

Product revenues consist of sales to original egaig manufacturers, or OEMs, merchant power suplyufacturers and
distributors. Approximately 77% of our net prodsates were made to distributors in the six montited June 30, 2014 , and 75% in the
twelve months ended December 31, 2013. We applpritvsions of Accounting Standard Codification 8&") 605-10 (“ASC 605-10") and
all related appropriate guidance. Revenue is razedrwhen all of the following criteria have beertn(1) persuasive evidence of an
arrangement exists, (2) delivery has occurredth@)price is fixed or determinable, and (4) cobidity is reasonably assured. Customer
purchase orders are generally used to determinexieence of an arrangement. Delivery is consitleménave occurred when title and risk of
loss have transferred to our customer. We evalub&gher the price is fixed or determinable basetherpayment terms associated with the
transaction and whether the sales price is sutjaetfund or adjustment. With respect to colledihiwe perform credit checks for new
customers and perform ongoing evaluations of oistieg customers' financial condition and requéetdrs of credit whenever deemed
necessary.

Sales to international OEMs and merchant powerlguppnufacturers for shipments from our facilittside of the United States are
pursuant to EX Works, or EXW, shipping terms, magrthat title to the product transfers to the comtoupon shipment from our foreign
warehouse. Sales to international OEM customersrardhant power supply manufacturers that are shlifygwm our facility in California are
pursuant to delivered at frontier, or DAF, shipptegns. As such, title to the product passes t@tstomer when the shipment reaches the
destination country and revenue is recognized dperarrival of the product in that country. Shiptiseto OEMs and merchant power supply
manufacturers in the Americas are pursuant todreboard, or FOB, point of origin shipping termsamiag that title is passed to the customer
upon shipment. Revenue is recognized upon titlestea for sales to OEMs and merchant power supplyufacturers, assuming all other
criteria for revenue recognition are met.

Sales to most distributors are made under terrowily certain price adjustments and rights of metwm our products held by the
distributors. As a result of these rights, we défierrecognition of revenue and the costs of regsmerived from sales to distributors until our
distributors report that they have sold our produettheir customers. Our recognition of such itistor sell-through is based on point of sales
reports received from the distributor, at whichdithe price is no longer subject to adjustmentiaiiked, and the products are no longer
subject to return to us except pursuant to warrgertys. The gross profit that is deferred uponrsieipt to the distributor is reflected as
“deferred income on sales to distributors” in the
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accompanying consolidated balance sheets. Thedefired revenue as of June 30, 2014 , and Deae3ib2013 , was approximately $31.6
million and $25.5 million , respectively. The totiferred cost as of June 30, 2014 , and Decemih@03 3 , was approximately $12.5 million
and $9.8 million , respectively.

Frequently, distributors need to sell at a pricgdpthan the standard distribution price to winibess. At the time the distributor
invoices its customer, or soon thereafter, theitistor submits a “ship and debit” price adjustmelaim to us to adjust the distributor's cost
from the standard price to the pre-approved lowieepAfter we verify that the claim was pre-appedya credit memo is issued to the
distributor for the ship and debit claim. We mainta reserve for these unprocessed claims andsfonated future ship and debit price
adjustments. The reserve appears as a reductamctants receivable in our accompanying consolithédance sheets. To the extent future
ship and debit claims significantly exceed amoastimated, there could be a material impact ordéferred revenue and deferred margin
ultimately recognized. To evaluate the adequaayuofreserves, we analyze historical ship and gehyitnents and levels of inventory in the
distributor channels.

Sales to certain of our distributors are made utetens that do not include rights of return or primncessions after the product is
shipped to the distributor. Accordingly, producteaue is recognized upon shipment and title trarasfeuming all other revenue recognition
criteria are met.

Stock-based compensation

We apply the provisions of ASC 718-1%hare-Based Paymentnder the provisions of ASC 718-10, we recogtieefair value of
stock-based compensation in financial statemerds e requisite service period of the individuargs, which generally equals a four-year
vesting period. We use estimates of volatility, @xed term, riskree interest rate, dividend yield and forfeitumesletermining the fair value
these awards and the amount of compensation costagnize. Changes in these estimates could liesthitanges to our compensation chai

Estimating write-downs for excess and obsolete inagory

When evaluating the adequacy of our valuation anfjests for excess and obsolete inventory, we ifleeticess and obsolete prodt
and also analyze historical usage, forecasted ptmiubased on demand forecasts, current econoerids and historical write-offsThis
write-down is reflected as a reduction to inventioryhe consolidated balance sheets and an inchea&sst of revenues. If actual market
conditions are less favorable than our assumptisasnay be required to take additional wi@ans, which could adversely impact our cos
revenues and operating results.

Income taxes

Income tax expense is an estimate of current indares payable or refundable in the current figear based on reported income
before income taxes. Deferred income taxes refffeceffect of temporary differences and carry-fadgathat are recognized for financial
reporting and income tax purposes.

We account for income taxes under the provisiomd8S€ 740. Under the provisions of ASC 740, defeteedassets and liabilities are
recognized based on the differences between thadial statement carrying amounts of existing assedl liabilities and their respective tax
bases, utilizing the tax rates that are expecteghpdy to taxable income in the years in which éhtesnporary differences are expected to be
recovered or settled. We recognize valuation altmea to reduce any deferred tax assets to the drtimirwe estimate will more likely than
not be realized based on available evidence andgeanent's judgment. We limit the deferred tax assetognized related to certain officers'
compensation to amounts that we estimate will lshiciéble in future periods based upon Internal ReeeCode Section 162(m). In the event
that we determine, based on available evidencerarthgement judgment, that all or part of the nétrded tax assets will not be realized in
future, we would record a valuation allowance i@ pieriod the determination is made. In additior,dalculation of tax liabilities involves
significant judgment in estimating the impact otartainties in the application of complex tax laResolution of these uncertainties in a
manner inconsistent with our expectations coulcer@material impact on our results of operatiorsfarancial position.

As of June 30, 2014, we recorded a full valuatibmwaance on our California and New Jersey defeteadassets as we do not believe
that it is more likely than not that the deferrad assets will be fully realized. We also maintaivaluation allowance on capital losses for
federal purposes and a valuation allowance witheessto certain of our deferred tax assets reldtirtgx credits in Canada.

32




Table of Contents

For the quarter ended June 30, 2014, the IRS idsuasla notice of proposed adjustments to oublaxacome for the years 2007
through 2009. On May 20, 2014 we signed an agreetoesettle all positions and close out the exativneof our income tax returns for the
years 2007 through 2009. As a result, we adjustiedax balances based on the facts, circumstaandspformation available at the reporti
date. The resolution of the audit resulted in a&fabtax benefit to us of $2.8 million ; we alsegeded a state tax benefit of $0.5 million . The
agreement with IRS also allows us to repatriatéoufb.0 million from our foreign subsidiary withowicurring additional U.S. income taxes.

Business combinations

The purchase price of an acquisition is allocatetthé underlying assets acquired and liabilitiessiaged based upon their estimated
fair values at the date of acquisition. To the ekthe purchase price exceeds the fair value oh#hédentifiable tangible and intangible assets
acquired and liabilities assumed, such excesddsaed to goodwill. We determine the estimatedvalues after review and consideration of
relevant information, including discounted cashwio quoted market prices and estimates made bygearent. We adjust the preliminary
purchase price allocation, as necessary, duringhttesurement period of up to one year after thaisition closing date as we obtain more
information as to facts and circumstances exisdiniipe acquisition date impacting asset valuatinsliabilities assumed. Acquisition-related
costs are recognized separately from the acquisitial are expensed as incurred.

Goodwill and intangible assets

In accordance with ASC 350-1Goodwill and Other Intangible Assetge evaluate goodwill for impairment on an annuaifeor as
other indicators of impairment emerge. The provisiof ASC 350-10 require that we perform a two-sepairment test. In the first step, we
compare the implied fair value of our single rejmgrtunit to its carrying value, including goodwilf.the fair value of our reporting unit excet
the carrying amount no impairment adjustment isiireql. If the carrying amount of our reporting uexiceeds the fair value, step two will be
completed to measure the amount of goodwill impairtioss, if any exists. If the carrying value af gingle reporting unit's goodwill exceeds
its implied fair value, then we record an impairtiess equal to the difference, but not in excdghe carrying amount of the goodwill. Under
the amendments of ASC 350-10, ASU No. 20117@&ting Goodwill for Impairmentye have the option to first assess qualitativeoiacto
determine whether the existence of events or cistantes leads to a determination that it is mé&edylithan not that the fair value of a
reporting unit is less than its carrying amountvéf elect this option, and after assessing thditiotd events or circumstances we determine
not more likely than not that the fair value ofeporting unit is less than its carrying amountntperforming the two-step impairment test is
unnecessary. We have not elected this option & #é¢ evaluated goodwill for impairment in the fibuguarter 2013, and concluded that no
impairment existed as of December 31, 2013 . Adiditily, no impairment indicators have been idesdifiduring the six months ended June 3C
2014 .

ASC 350-10 also requires that intangible assets @stimable useful lives be amortized over theipeetive estimated useful lives,
and reviewed for impairment in accordance with AMD-10,Accounting for the Impairment or Disposal of Lonigdd Assets We review
long-lived assets, such as acquired intangiblepragess research and development and propertggngment, for impairment whenever
events or changes in circumstances indicate tieatdtrying amount of an asset may not be recoweriiid measure recoverability of assets to
be held and used by a comparison of the carryinguatof an asset to estimated undiscounted futash Bows expected to be generated b
asset. If the carrying amount of an asset excegsdsfiimated future cash flows, we recognize araiment charge by the amount by which the
carrying amount of the asset exceeds the fair vafitiee asset.
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Results of Operations

The following table sets forth certain operatingedas a percentage of net revenues for the penditsated.

Three Months Ended Six Months Ended
June 30, June 30,

2014 2013 2014 2013
Net revenues 100.C % 100.(% 100.C % 100.C %
Cost of revenues 45.2 47.4 45.C 47.¢
Gross profit 54.¢ 52.€ 55.C 52.2
Operating expenses:
Research and development 16.1 15.2 16.2 15.€
Sales and marketing 13.7 12.¢ 14.1 13.¢
General and administrative 8.¢ 9.2 9.C 9.€
Total operating expenses 38.7 37.4 39.5 38.¢
Income from operations 16.1 15.2 15.7% 13.¢
Other income, net 0.2 0.€ 0.2 0.t
Income before provision for (benefit from) inconagéds 16.2 15.¢ 16.C 14.1
Provision for (benefit from) income taxes (2.5) 0.z (0.9 (1.0
Net income 18.£ % 15.6% 16.€ % 15.1%

Comparison of the Three and Six Months Ended JOn2@®L4 and 2013

Net revenuedNet revenues consist of revenues from product saleish are calculated net of returns and allowanbiet revenues fi
the three and six months ended June 30, 2014 ,$89.@ million and $172.1 million, respectively dan the same periods of 2013 revenues
were $87.9 million and $165.0 million, respectivefpr the three- and six-month periods, we expegdryear-over-year growth in revenues
from three of our primary end-market categoried(strial, consumer and computer), driven by highret sales for a wide range of
applications including major consumer appliancés)llighting and desktop computers. The increasepwatally offset by lower sales into t
communications end market due primarily to loweit sales for residential-networking applications.

Our net revenue mix by end market for the threesixdnonths ended June 30, 2014 , compared tdthe tind six months ended
June 30, 2013, were as follows:

Three Months Ended Six Months Ended
June 30, June 30,
End Market 2014 2013 2014 2013
Communications 15% 21% 17% 21%
Computer 12% 10% 11% 1C%
Consumer 38% 34% 37% 35%
Industrial 35% 35% 35% 34%

International sales, consisting of sales outsidia@fUnited States of America based on “ship t@tamer locations, were $84.8
million and $163.8 million in the three and six nimmended June 30, 2014 , respectively; in the ga@mieds of 2013 international sales were
$82.8 million and $155.9 million, respectively. Adtugh power converters using our products areiloliged to end markets worldwide, most
are manufactured in Asia. As a result, sales ®région represented 80% of our net revenues Imthetthree and six months ended June 30,
2014 , and 81% and 80% for the three and six maerided June 30, 2013, respectively. We expeahiational sales, and sales to the Asia
region in particular, to continue to account fdae portion of our net revenues in the future.

Sales to distributors accounted for 78% and 77%ebfevenues in the three and six months ended3yrz014 , respectively; in the

same periods of 2013 sales to distributors accduiote76% and 75%, respectively. Direct sales toM3EnNnd power-supply manufacturers
accounted for the remainder.
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One customer, a distributor of our products, actedifor more than 10% of our net revenues in theetland six months ended June
30, 2014 and 2013, as shown in the following table:

Three Months Ended Six Months Ended
June 30, June 30,
Customer 2014 2013 2014 2013
Avnet 20% 19% 20% 19%

No other customers accounted for 10% or more ohetirevenues in these periods.

Gross profit.Gross profit is net revenues less cost of reverfDescost of revenues consists primarily of costoaiated with the
purchase of wafers from our contracted foundries assembly, packaging and testing of our productib-contractors, product testing
performed in our own facilities, amortization oga@red intangible assets, and overhead associatedhe management of our supply chain.
Gross margin is gross profit divided by net revende table below compares gross profit and graagjin for the three and sironths ende
June 30, 2014 and 2013 (dollars in millions):

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Net revenues $ 89.C $ 87.¢ % 172.1 $ 165.(
Gross profit $ 48.7 $ 6.2 3 94.7 $ 86.1
Gross margin 54.&% 52.6% 55.(% 52.2%

The increase in gross margin for the three andnsirths ended June 30, 2014 , compared with the pans in the prior year was
due primarily to: favorable end-market mix, witly@ater percentage of revenue coming from saleshigher-margin end markets; cost
benefits from higher production volume; and thelidean the value of the Japanese yen versus tBeddllar, which decreased the cost of
silicon wafers purchased from our Japanese wafgiefion foundries.

Research and development expenResearch and development, or R&D, expenses cqusisarily of employee-related expenses
(including stock-based compensation) and expenseadrial and facility costs associated with the d@wment of new technologies and new
products. We also record R&D expenses for prototyaters related to new products until such prodaotsreleased to production. The table
below compares R&D expenses for the three and sixtins ended June 30, 2014 and 2013 (dollars ioms):

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Net revenues $ 89.C ¢ 87.¢ % 1721 $ 165.(
R&D expenses $ 144 $ 135 % 27.¢ % 25.¢
R&D expenses as a % of net regenu 16.1% 15.2% 16.2% 15.¢%

R&D expenses increased in the three and six maritied June 30, 2014 , compared to the same pémi@d4.3, reflecting increased
payroll and related expenses (stemming from ineagadcount and annual salary increases) ancggeegienses associated with engineerin
materials and equipment depreciation, all in suppbproduct-development efforts to generate cargthgrowth.

Sales and marketing expens8ales and marketing expenses consist primarilynpi@yee-related expenses, including stock-based

compensation, commissions to sales representativasitization of intangible assets and facilitispenses, including expenses associated
our regional sales and support offices.
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The table below compares sales and marketing egpdasthe three and six months ended June 30, 242013 (dollars in
millions):

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Net revenues $ 89.C % 87.¢ % 1721 $ 165.(
Sales and marketing expenses $ 122 % 114 % 24 % 22.1
Sales and marketing expenses as a % of netueven 13.7% 12.% 14.1% 13.4%

Sales and marketing expenses increased in thedahoesix months ended June 30, 2014 , comparde: teaime periods in 2013, due
primarily to increased salary and related expensiscting the expansion of our sales and appboasiupport staffs and annual salary
increases; these factors were partially offsetolwyelr amortization of acquisition-related intangibksets, as our Concept trade name was fully
amortized one month into the current quarter.

General and administrative expensé&neral and administrative, or G&A, expenses copsisarily of employee-related expenses,
including stock-based compensation expenses, fairastration, finance, human resources and gemeaalagement, as well as consulting,
professional services, legal and audit expensestaiile below compares G&A expenses for the thmeesex months ended June 30, 2014 anc
2013 (dollars in millions):

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Net revenues $ 89.C % 87¢ $ 1721  $ 165.(
G&A expenses $ 78 % 81 § 158 % 15.¢
G&A expenses as a % of net reeenu 8.8% 9.2% 9.C% 9.€%

G&A expenses decreased in the three and six memithsd June 30, 2014 , compared to the same péni@@4.3 due primarily to
lower legal fees.

Other income, netOther income, net consists primarily of inteiesbme earned on cash and cash equivalents, mal&esgcurities
and other investments, and foreign exchange gailusses. The table below compares other incontdpnéhe three and six months ended
June 30, 2014 and 2013 (dollars in millions):

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Net revenues $ 89.C % 87.¢ $ 1721 $ 165.(
Other income $ 0z $ 0€ $ 0t $ 0.8
Other income as a % of net reeenu 0.2% 0.6% 0.2% 0.5%

Other income, net decreased in the three and siathm@nded June 30, 201dompared to the same periods in 2013. The dexreas
due primarily to a gain recognized in the seconargm of 2013 on the sale of investment relatedtass

Provision for (benefit from) income taxeBrovision for (benefit from) income taxes représdederal, state and foreign taxes. The
table below compares income tax expenses (benkfitff)e three and six months ended June 30, 20d42613 (dollars in millions):

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Income before provision for incotages $ 14.t $ 13¢ % 27.5 $ 23.1
Provision for (benefit from) incentaxes $ 22 $ 02 % 1e $ (1.9
Effective tax rate (15.0% 1.3% (5.7% (6.2%
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In the quarter ended June 30, 2014, we reachedraeraent with the IRS to settle all positions alude out the examination of ¢
income tax returns for the years 2007 through 2039 result, our provision for income tax in tieeend quarter of 2014 included a dirae
benefit of $3.3 million comprising $2.8 million federal income taxes and interest, and state indawes of approximately $0.5 millianThe
one-time benefit includes the reversal of $4.1ionllof related unrecognized tax benefits that heghbrecorded as nawrent liabilities in ot
consolidated balance sheets.

Reflecting the net impact of the benefit, our effifex tax rates for the three and six months endeg: B0, 2014, were (15.1)%mc
(5.7)% respectively, compared with 1.3% and (6.2)%the corresponding periods in 2013. In the thard six months ended June 30, 2
the effective tax rate was lower than the expestatutory federal income tax rate of 3% marily due to the audit agreement describe
Note 9, Provision for Income Taxesin our Notes to Condensed Consolidated Finar8iatements. The difference between the exp
statutory rate of 35% and the Company's effectixerate for the three and six months ended Jun2@IB, was primarily due to the benefi
impact of the geographic distribution of our wowlile earnings and passage of the American Tax fR&tie of 2012 signed into law «
January 2, 2013. The prior year impact of the 20d@eral research and development tax credit bemafitrecorded in the quarter ended M
31, 2013.

Liquidity and Capital Resources

As of June 30, 2014 , we had $212.4 million in ¢asish equivalents and short-term marketable ge&fsjran increase of
approximately $10.3 million from $202.1 million aEDecember 31, 2013. As of June 30, 2014 , wewmtting capital, defined as current
assets less current liabilities, of $240.1 millian,increase of approximately $13.1 million fron2$2 million as of December 31, 2013.

On July 5, 2012, we entered into a credit agreergibat'Credit Agreement”) with two banks. The Cte&tjreement provides us witt
$100.0 million revolving line of credit to use fgeneral corporate purposes with a $20.0 millionlgual for the issuance of standby and trade
letters of credit. The Credit Agreement was ameratedpril 1, 2014, to extend the Credit Agreememtrtination date from July 5, 2015 to
April 1, 2017, with all other terms of the Credigeement remaining the same. Our ability to borooer the revolving line of credit is
conditioned upon our compliance with specified amms, primarily a minimum cash requirement anelat-to-earnings ratio, with which we
are currently in compliance. The Credit Agreementinates on April 1, 2017, and all advances utiterevolving line of credit will become
due on such date, or earlier in the event of auliefas of June 30, 2014 , we had no amounts oudistg under our agreement.

Operating activities generated cash of $42.5 mniliiothe six months ended June 30, 2014 . Net iecfumthis period was $29.1
million; we also incurred non-cash depreciationpaimation and stock-based compensation expensgs.8fmillion, $3.4 million and $8.1
million, respectively. Significant changes in assatd liabilities included (1) a $5.3 million degse in prepaid expenses and other assets due
primarily to a decrease in prepaid legal and petpaiome taxes; and (2) a $3.4 million increasésdferred income on sales to distributors, dut
to increased inventory levels at our distribut@fecting lower-tharexpected sales in the first quarter of 2014 anexg@ectation of higher sal
in the second half of 2014. These items were plgro&fset by: (1) a $8.9 million increase in invery, reflecting anticipated growth in future
quarters; (2) a $4.7 million decrease in taxes playand accrued liabilities related primarily te tielease of reserves attributable to the above
mentioned IRS settlement and the adoption of ASLB2D1 (see Note 1Recent Accounting Pronouncementisr details); and (3) a $4.0
million increase in accounts receivable due tatithéng of cash receipts in June 2014 compared toeDwer 2013.

Operating activities generated cash of $46.2 milirothe six months ended June 30, 2013. Net indomihis period was $24.6
million; we also incurred non-cash depreciationpdimation and stock-based compensation expensg®.0fmillion, $3.7 million and $8.0
million, respectively, partially offset by a $2.4llion increase in deferred taxes due primarilyhe retroactive application of the American
Relief Act of 2012, which was signed into law omuJary 2, 2013, (refer to Note Brovision for Income Taxesn our Notes to Condensed
Consolidated Financial Statements, for detailg)nficant changes in operating assets and liadslitncluded (1) a $5.2 million decrease in
prepaid expenses resulting primarily from a de@éaprepaid taxes related to a tax refund, (23.& $illion increase in accounts payable due
to the timing of payments for inventory, partiadiffset by a $0.9 million payment to one of our fdues in the first quarter of 2013 for product
development, and (3) a $3.5 million increase irettefd income on sales to distributors due to ire@danventory levels at our distributors as o
June 30, 2013, compared to December 31, 2012. Huebtonal sources of cash and non-cash items paat@lly offset by an $8.3 million
increase in accounts receivable due to higher mestshipments in June 2013 versus December 2012.
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Our investing activities in the six months endede)80, 2014 , resulted in a $34.6 million net useash, consisting primarily of:
$24.8 million for the purchases of marketable séesrand $9.9 million for purchases of propertd @quipment, primarily machinery and
equipment for production and research and develapr@r investing activities in the six months ethdene 30, 2013, resulted in a $34.3
million net use of cash, consisting of: (1) $28.4lion, net, for purchases of marketable securitied (2) $6.9 million for purchases of prope
and equipment, primarily machinery and equipmenbfor New Jersey facility, building improvementsoar San Jose headquarter facility, anc
an ERP software upgrade.

Our financing activities in the six months endedel@0, 2014 , resulted in a $21.7 million net useash. Financing activities
consisted primarily of $25.7 million for the repbese of our common stock and $6.1 million for tegrpent of dividends to stockholders. This
cash usage was offset by proceeds of $9.9 milliom the issuance of common stock, including thease of employee stock options and the
issuance of shares through our employee stock psecplan. Our financing activities in the six mengimded June 30, 2013, resulted in net
proceeds of $10.1 million. Financing activities sizted primarily of proceeds of $14.7 million frdhre issuance of common stock, including
the exercise of employee stock options and thersseiof shares through our employee stock purghiase partially offset by $4.7 million for
the payment of dividends to stockholders.

In January 2013, our board of directors declared farterly cash dividends in the amount of $éBshare to be paid to
stockholders of record at the end of each quantgfil3. Quarterly dividend payouts of approximat&?y3 millioneach were paid on March .
2013 and June 28, 2013, and approximately $2.4omivas paid on each of September 30, 2013 andrbleee31, 2013.

In October 2013, our board of directors declared fpuarterly cash dividends in the amount of $@é&0share to be paid to
stockholders of record at the end of each quant@0il4; payouts of approximately $3.0 million eaclkurred on March 31, 2014 and June 30,
2014. In April 2014, our board of directors incredshe dividend payments for the third and fourthrters of 2014 to $0.12 per share. The
of these payouts is scheduled to take place oreS8udgatr 30, 2014. The declaration of any future cigidend is at the discretion of the boart
directors and will depend on our financial conditicesults of operations, capital requirementsin®ss conditions and other factors, as well a
a determination that cash dividends are in the inéstests of our stockholders.

In October 2012, our board of directors authoriteduse of $50.0 million for the repurchase of cammon stock, with repurchase:
be executed according to pre-defined price/volunideajines set by the board. In May 2014 our bodmdirectors authorized the use of an
additional $50.0 million for this purpose. In thed¢e months ended June 30, 2014 we purchased lidnrehares for a total cost of $25.7
million . As of June 30, 2014 , we had $53.8 milliavailable for future stock repurchases. We didpnochase shares in the thmeenth perio
ended March 31, 2014, and in the year ended Deaedih@013, as the price of our common stock exegdide maximum price set forth in 1
guidelines mentioned above. Authorization of futsteck repurchase programs is at the discretidgheoboard of directors and will depend on
our financial condition, results of operations, ita@iprequirements, business conditions and othepfa.

As of June 30, 2014 , we had a contractual obbigatélated to income tax, which consisted primasflynrecognized tax benefits of
approximately $9.0 million. A portion of the taxlmation was classified as long-term income taxagaple and a portion is recorded in
deferred tax assets in our condensed consolidailedd® sheet. The settlement period for our incaxdiabilities cannot be determined;
however, they are not expected to be due withimthe year.

In the quarter ended June 30, 2014, we reachedraeraent with the IRS to close out the examinatioour income tax returns for t
years 2007 through 2009 (See NotProvision for Income Taxesn our Notes to Condensed Consolidated Finaigt&lements). The
agreement will allow us to repatriate up to $5.@Qiam from our foreign-based subsidiary in futureripds without incurring additional U.S.
income taxes.

There were no other material changes, other thaadtn the liquidity section above, outside of tindinary course of business in our
contractual commitments reported in our Annual Repon Form 10-K for the year ended December 313201

Our cash, cash equivalents and investment balanagshange in future periods due to changes iplaunmed cash outlays, including
changes in incremental costs such as direct andration costs related to future acquisitions. Weeet continued sales growth in our foreign
business and plan to use the earnings generatedrigreign subsidiaries to continue to fund bdih working capital and growth needs of our
foreign entities, along with providing funding fany future foreign acquisitions. We do not provideU.S. taxes on our undistributed earning:
of foreign subsidiaries that we intend to invest
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indefinitely outside the U.S., unless such taxesotiherwise required under U.S. tax law. In 2018 determined that a portion of our current
year earnings of foreign subsidiaries may be rewaiih the future to the U.S. for domestic cash ffawposes and, accordingly, provided for
related U.S. taxes in our consolidated financieshents. Currently the majority of our cash andketable securities are held in the U.S. If
change our intent to invest our undistributed ewysioutside the U.S. indefinitely or if a greateroaint of undistributed earnings are neede
U.S. operations than previously anticipated anduioich U.S. taxes have not been recorded, we woellstquired to accrue or pay U.S. taxes
(subject to an adjustment for foreign tax creditsere applicable) and withholding taxes payableattous foreign countries on some or all of
these undistributed earnings. As of December 3132@e had undistributed earnings of foreign subsies that are indefinitely invested
outside of the U.S. of approximately $105.0 million

If our operating results deteriorate during theagmder of 2014, either as a result of a decreasastomer demand, or severe pricing
pressures from our customers or our competitorfrasther reasons, our ability to generate positiash flow from operations may be
jeopardized. In that case, we may be forced tmuseash, cash equivalents and s-term investments, use our credit agreement or seek
additional financing from third parties to fund aperations. We believe that cash generated fragnatipns, together with existing sources of
liquidity, will satisfy our projected working capitand other cash requirements for at least the Ifermonths.

Off-Balance Sheet Arrangements

As of June 30, 2014 , we did not have any off-bedasheet arrangements or relationships with undidlased entities or financial
partnerships, such as entities often referred &irastured finance or special purpose entitiesclvhre typically established for the purpose of
facilitating off-balance sheet arrangements or otloatractually narrow or limited purposes.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting StandardsrddqaFASB") amended the existing accounting staddldor revenue recognition,
ASU 2014-09Revenue from Contracts with Customeffie amendments are based on the principle thahove should be recognized to de
the transfer of promised goods or services to costs in an amount that reflects the consideratiomttich the entity expects to be entitled in
exchange for those goods or services. We are estjtoradopt the amendments in the first quart@0af7. Early adoption is not permitted. The
amendments may be applied retrospectively to edoheriod presented or retrospectively with thenclative effect recognized as of the ¢
of initial application. We are currently evaluatitige impact of these amendments and the transittematives on our consolidated financial
statements.

Recently Adopted Standa
In July 2013, the FASB issued a new accountingdstaththat requires the presentation of certainaogeized tax benefits as
reductions to deferred tax assets rather tharabsities in our Condensed Consolidated Balancee8hghen a net operating loss carryforward

a similar tax loss, or a tax credit carryforwardséex We adopted this standard in the first quat®014; the impact of the adoption was a
reduction to long-term deferred tax assets andcoorent income tax payable of approximately $4.Bioni .
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

There has not been a material change in our expasuoreign currency exchange and interest rakes from that described in our
2013 Annual Report on Form 10-K.

Interest Rate RislOur exposure to market risk for changes in interasts relates primarily to our investment portfoliVe consider
cash invested in highly liquid financial instrumgmtith a remaining maturity of three months or lasthe date of purchase to be cash
equivalents. Investments in highly liquid finandiastruments with maturities greater than three tmeat the date of purchase are classified a
short-term investments. We generally hold securitietil maturity; however, they may be sold undatain circumstances, including, but not
limited to, when necessary for the funding of asijigins and other strategic investments, and tbezefie classify our investment portfolio as
available-for-sale. We invest in high-credit qualgsuers and, by policy, limit the amount of ctezkiposure to any one issuer. As stated in ou
policy, we seek to ensure the safety and preservafiour invested principal funds by limiting defierisk, market risk and reinvestment risk.
We mitigate default risk by investing in safe amghicredit quality securities and by constantlyifosing our portfolio to respond
appropriately to a significant reduction in a ctedting of any investment issuer, guarantor orodé@pry. Our portfolio includes only
marketable securities with active secondary orleasarkets to facilitate portfolio liquidity. At de 30, 2014 , and December 31, 2013, we
held primarily cash equivalents and short-term stwents with fixed interest rates.

Our investment securities are subject to marketrast rate risk and will vary in value as markétiiest rates fluctuate. We monitor
investments per our above-mentioned investmentydierefore, if market interest rates were toéase or decrease by 10% from interest
rates as of June 30, 2014 , or December 31, 28%8increase or decrease in the fair market vaflweirr portfolio on these dates would not h
been material. We monitor our investments for impant on a periodic basis. Refer to Not&a@mmary of Significant Accounting Policigsr
a tabular presentation of our available-for-salegtments and the expected maturity dates.

Foreign Currency Exchange Risks of June 30, 2014 , our primary transactionatency was U.S. dollars; in addition, we hold cash
in Swiss francs and Euro. We maintain cash denamdnia Swiss francs and Euro to fund the operatadramir Swiss subsidiary. Cash balar
held in foreign countries are subject to local baghaws and may bear higher or lower risk thamaeposited in the United States. The
foreign exchange rate fluctuation between the daBar versus the Swiss franc and Euro is recomdedher income in our condensed
consolidated statements of income.

We have sales offices in various other foreign toes in which our expenses are denominated ithatted currency, primary Asia and
Western Europe. From time to time we may enterfimteign currency hedging contracts to hedge aeftaieign currency transactions. As of
June 30, 2014 , and December 31, 2013, we dilana an open foreign currency hedge program utgifdreign currency forward exchange
contracts.

Two of our major suppliers, Seiko Epson CorporatamEpson, and ROHM Lapis Semiconductor Co., lddL.apis, have wafer
supply agreements based in U.S. dollars; howeweragreements with Epson and Lapis also allow fotual sharing of the impact of the
exchange rate fluctuation between Japanese yethandlS. dollar on future purchases. Each yearpmmagement and these two suppliers
review and negotiate future pricing; the negotigiading is denominated in U.S. dollars but is sabfo contractual exchange rate provisions.
The fluctuation in the exchange rate is shared lggbetween us and each of these suppliers ondyturchases.

Nevertheless, as a result of our above-mentionpglisn agreements, our gross margin is influengeflurtuations in the exchange
rate between the U.S. dollar and the Japaneseédlezise being equal, a 10% change in the va lugn@fU.S. dollar compared to the Japanese
yen would result in a corresponding change in sasgmargin of approximately 0.8% to 1.0%; thiss#inty may increase or decrea
depending on the percentage of our wafer supplywikgourchase fro m some of our Japanese suppliekrgould subject our gross profit and
operating results to the potential for materiatfliations.

ITEM 4. CONTROLS AND PROCEDURES
Limitation on Effectiveness of Contr¢

Any control system, no matter how well designed apeérated, can provide only reasonable assurancetias tested objectives. The
design of any control system is based in part wg@otain assumptions about the likelihood of futewents, and there can be no assurance tha
any design will succeed in achieving its statedgaader all potential future conditions,
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regardless of how remote. The inherent limitationany control system include the realities thalgjments related to decision-making can be
faulty, and that reduced effectiveness in contrals occur because of simple errors or mistakes.i®tlee inherent limitations in a cost-
effective control system, misstatements due torenay occur and may not be detected.

Evaluation of Disclosure Controls and Procedu

Management is required to evaluate our disclosonérols and procedures, as defined in Rule 13a)1b(@er the Securities Exchange
Act of 1934 (the “Exchange Act”). Disclosure corisrand procedures are controls and other procedi@signed to provide reasonable
assurance that information required to be disclasedr reports filed under the Exchange Act, sashhis Quarterly Report on Form 10-Q, is
recorded, processed, summarized and reported withitime periods specified in the Securities archange Commission's rules and forms.
Disclosure controls and procedures include conaints procedures designed to provide reasonableaassuthat such information is
accumulated and communicated to our managemehuiding our Chief Executive Officer and Chief Final®fficer as appropriate to allow
timely decisions regarding required disclosure.dglasn our management's evaluation (with the ppgtmn of our principal executive officer
and principal financial officer), our principal eogive officer and principal financial officer haeencluded that our disclosure controls and
procedures (as defined in Rules 13a-15(e) and b%el Linder the Exchange Act) were effective aniefand of the period covered by this
report.

Changes in Internal Control over Financial Repogin

There were no changes in our internal control éwancial reporting during the quarter ended Jube2®14 , which were identified in
connection with management's evaluation requireparggraph (d) of Rules 13a-15 and 15d-15 undeEticbange Act, that have materially
affected or are reasonably likely to materiallyeaffour internal control over financial reporting.

PART II. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

Information with respect to this item may be foundNote 12| egal Proceedings and Contingencigspur Notes to Condensed
Consolidated Financial Statements included in Réem 1, of this Quarterly Report on Form 10-Qhigh information is incorporated herein
by reference.

ITEM 1A. RISK FACTORS

In addition to the other information in this repptte following factors should be considered cdigf evaluating our business
before purchasing shares of our stock. The riskmfpour business have not changed substantively those discussed in our Annual Report
on Form 10-K for the year ended December 31, 2848ept for those risk factors below designatedrbgsterisk (*).

Our quarterly operating results are volatile andfatiult to predict. If we fail to meet the expeatas of public market analysts or
investors, the market price of our common stock degyease significantlyOur net revenues and operating results haved/aigmificantly in
the past, are difficult to forecast, are subjeatumerous factors both within and outside of ourtia, and may fluctuate significantly in the
future. As a result, our quarterly operating resatiuld fall below the expectations of public markealysts or investors. If that occurs, the
price of our stock may decline.

Some of the factors that could affect our operatésylts include the following:

» the demand for our products declining in theanand markets we serve, which may occur due tgetitive factors, supply-chain
fluctuations or changes in macroeconomic conditions

e our products are sold through distributors, WHimits our direct interaction with our end custens, which reduces our ability to
forecast sales and increases the complexity obosiness;

e competitive pressures on selling pric

« the inability to adequately protect or enforce mtellectual property right
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* expenses we are required to incur (or choose ta)ific connection with our intellectual propertiidations
* reliance on international sales activities for bstantial portion of our net revenu

» fluctuations in exchange rates, particularly éxehange rate between the U.S. dollar and then@apayen, the Euro and the Swiss
franc;

« the volume and timing of delivery of orders @eddy us with our wafer foundries and assembly entractors, and their ability to
procure materials;

e our ability to develop and bring to market new protd and technologies on a timely be
e earthquakes, terrorists acts or other disa:

« continued impact of changes in securities lamg r@gulations, including potential risks resultingm our evaluation of internal
controls under the Sarbanes-Oxley Act of 2002;

» the lengthy timing of our sales cyc

» undetected defects and failures in meeting thetesgaeifications required by our produ

» the ability of our products to penetrate additiomalrkets

» the volume and timing of orders received from costs

* an audit by the Internal Revenue Service, assettiiaigwve owe additional taxes relating to a nundfeax related position

* our ability to attract and retain qualified persek;

» risks associated with acquisitions and strategiesiment:

» our ability to successfully integrate, or realihe expected benefits from, our acquisiti

« changes in environmental laws and regulationsudiol with respect to energy consumption and ckntditange; ar

e interruptions in our information technology syste

If demand for our products declines in our majod enarkets, our net revenues will decreasdimited number of applications of our
products, such as cellphone chargers, LED liglaskip PCs and home appliances make up a sigrtifiesicentage of our net revenues. We
expect that a significant level of our net revenaied operating results will continue to be depehdenn these applications in the near term.
The demand for these products has been highlyoal@ind has been impacted by economic downturtieipast. Any economic slowdown in
the end markets that we serve could cause a slow@odemand for our ICs. When our customers arsaotessful in maintaining high levels
of demand for their products, their demand for I@g decreases, which adversely affects our operatisults. Any significant downturn in
demand in these markets would cause our net regdoudecline and could cause the price of our stodall.
Our products are sold through distributors, whidtnits our direct interaction with our end customeiserefore reducing our ability -

forecast sales and increasing the complexity oftauginessSales to distributors accounted for 77% of netmees in the six months ended
June 30, 2014, and 75% in the twelve months endsg@ber 31, 2013. Selling through distributors cedwur ability to forecast sales and

increases the complexity of our business, requimi¢p:

* manage a more complex supply ch
* monitor the level of inventory of our products ath distributor ar
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* monitor the financial condition and credrthiness of our distributors, many of which avedted outside of the United States anc
publicly traded.

Since we have limited ability to forecast inventteyels at our end customers, it is possible thete may be significant build-up of
inventories in the distributor channel, with the dBr the OEM’s contract manufacturer. Such a buyildould result in a slowdown in orders,
requests for returns from customers, or requestsoie out planned shipments. This could adversepact our revenues and profits. Any
failure to manage these complexities could disauptduce sales of our products and unfavorablyohpur financial results.

Intense competition in the high-voltage power syppdiustry may lead to a decrease in our averadimgeprice and reduced sales
volume of our product§he high-voltage power supply industry is intensdynpetitive and characterized by significant pgeasitivity. Our
products face competition from alternative techgide, such as linear transformers, discrete switgbeer supplies, and other integrated and
hybrid solutions. If the price of competing solutiodecreases significantly, the cost effectivenéssir products will be adversely affected. If
power requirements for applications in which owrdurcts are currently utilized go outside the cdfgetive range of our products, some of
these alternative technologies can be used moteeffestively. In addition, as our patents expoar competitors could legally begin using the
technology covered by the expired patents in thiducts, potentially increasing the performancgheir products and/or decreasing the cost
of their products, which may enable our competitorsompete more effectively. Our current patendésy @r may not inhibit our competitors
from getting any benefit from an expired patentr OW5. patents have expiration dates ranging fréd¥2o 2031. We cannot assure that our
products will continue to compete favorably or that will be successful in the face of increasingpetition from new products and
enhancements introduced by existing competitoreear companies entering this market. We believeailure to compete successfully in the
high-voltage power supply business, including dailitg to introduce new products with higher avezegglling prices, would materially harm
our operating results.

If we are unable to adequately protect or enforaeiatellectual property rights, we could lose matrishare, incur costly litigation
expenses, suffer incremental price erosion or \@deable assets, any of which could harm our openatand negatively impact our
profitability. Our success depends upon our ability to continueeminological innovation and protect our inteliled property, including
patents, trade secrets, copyrights and khow- We are currently engaged in litigation to eoéoour intellectual property rights, and assod
expenses have been, and are expected to remaatjahahd have adversely affected our operatingltsesVe cannot assure that the steps we
have taken to protect our intellectual propertyl bl adequate to prevent misappropriation, orakfadrs will not develop competitive
technologies or products. From time to time, weehiceived, and we may receive in the future, comaations alleging possible infringem
of patents or other intellectual property rightotiers. Costly litigation may be necessary to exdmur intellectual property rights or to deft
us against claimed infringement. The failure toagbnecessary licenses and other rights, andigatibn arising out of infringement claims
could cause us to lose market share and harm simdss.

As our patents expire, we will lose intellectuabperty protection previously afforded by those ptteAdditionally, the laws of some
foreign countries in which our technology is or niayhe future be licensed may not protect ourliettual property rights to the same exter
the laws of the United States, thus limiting thetections applicable to our technology.

If we do not prevail in our litigation, we will havexpended significant financial resources, podigtivithout any benefit, and may
also suffer the loss of rights to use some teclyiedo We are currently involved in a number of patetigdition matters and the outcome of the
litigation is uncertain. See Note 12 gal Proceedings and Contingencijés our Notes to Consolidated Financial StatemeRts example, in
one of our patent suits the infringing company xesn found to infringe four of our patents. Desghiefavorable court finding, the infringing
party filed an appeal to the damages awarded.dthan matter, we are being sued for patent infrimgret in China, even though we have
received an initial judgment in our favor, this €as still under the appeals process, and in Cthi@eautcome of litigation can be more uncer
than in the United States. Should we ultimatelyleermined to be infringing another party's pateot if an injunction is issued against us
while litigation is pending on those claims, suekuit could have an adverse impact on our abityetl products found to be infringing, either
directly or indirectly. In the event of an advem#come, we may be required to pay substantial damatop our manufacture, use, sale, or
importation of infringing products, or obtain licess to the intellectual property we are found teehiafringed. We have also incurred, and
expect to continue to incur, significant legal sastconducting these lawsuits, including the app&the case we won, and our involvement in
this litigation and any future intellectual propelitigation could adversely affect sales and divke efforts and attention of our technical and
management personnel,
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whether or not such litigation is resolved in cavdr. Thus, even if we are successful in thessuiés; the benefits of this success may fail to
outweigh the significant legal costs we will hameurred.

Our international sales activities account for @stantial portion of our net revenues, which sutgjers to substantial riskSales to
customers outside of the United States of Amerazaant for, and have accounted for a large poxifoour net revenues, including
approximately 95% of our net revenues for the sinths ended June 30, 2014, and 95% for the yeadeddcember 31, 2013 . If our
international sales declined and we were unabilectease domestic sales, our revenues would desfideur operating results would be
harmed. International sales involve a number d&®&ris us, including:

e potential insolvency of international distribut@nsd representative

» reduced protection for intellectual property rigimtsome countrie

» the impact of recessionary environments in econsmigside the United Stat

» tariffs and other trade barriers and restricti

» the burdens of complying with a variety of foreigmd applicable U.S. Federal and state laws
» foreigncurrency exchange ris

Our failure to adequately address these risks cmaldce our international sales and materially ahgersely affect our operating
results. Furthermore, because substantially aluofforeign sales are denominated in U.S. dollacseases in the value of the dollar cause the
price of our products in foreign markets to risaking our products more expensive relative to cdmperoducts priced in local currencies.

Fluctuations in exchange rates, particularly theleange rate between the U.S. dollar and the Japapes, Swiss franc and Euro,
may impact our gross margin and net incon@ur exchange rate risk related to the Japanesegkides two of our major suppliers, Epson
Lapis, with which we have wafer supply agreementsel in U.S. dollars; however, these agreemerdsalitsv for mutual sharing of the
impact of the exchange rate fluctuation betweemadage yen and the U.S. dollar. Each year, our neamagt and these suppliers review and
negotiate pricing; the negotiated pricing is denmated in U.S. dollars but is subject to contrac&xahange rate provisions. The fluctuation in
the exchange rate is shared equally between Paowegrations and each of these suppliers. We coetptee acquisition of Concept (locatec
Biel, Switzerland) in the second quarter of 2012luded in the assets acquired was cash denomima8uliss francs and euros, which will be
used to fund the operations of our Swiss subsidiBing functional currency of our Swiss subsidiayhie U.S. dollar; gains and losses arising
from the re-measurement of non-functional currdmahances are recorded in other income in our cateseld statements of income, and
material unfavorable exchange-rate fluctuation$ wie Swiss franc could negatively impact our nebme.

We depend on third-party suppliers to provide uhwiafers for our products and if they fail to pide us sufficient quantities of
wafers, our business may sufféVe have supply arrangements for the productiomadérs with Lapis, Renesas, X-FAB and Epson. Our
contracts with these suppliers expire on varyirates, with the earliest to expire in December 2@&lthough some aspects of our relationships
with Lapis, Renesas, X-FAB and Epson are contrhatuany important aspects of these relationshipedé on their continued cooperation.
We cannot assure that we will continue to work ssstully with Lapis, Renesas, X-FAB and Epson mftiture, and that the wafer foundries'
capacity will meet our needs. Additionally, onenwore of these wafer foundries could seek an eartpination of our wafer supply
agreements. Any serious disruption in the supphlyafiers from Lapis, Renesas, X-FAB or Epson coaldrhour business. We estimate that it
would take 12 to 24 months from the time we idémtifan alternate manufacturing source to produdersavith acceptable manufacturing
yields in sufficient quantities to meet our nee

Although we provide our foundries with rolling faasts of our production requirements, their abttityprovide wafers to us is
ultimately limited by the available capacity of twafer foundry. Any reduction in wafer foundry cajig available to us could require us to |
amounts in excess of contracted or anticipated atsdor wafer deliveries or require us to make ptwcessions to meet our customers'
requirements, or may limit our ability to meet demdor our products.
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Further, to the extent demand for our products edsevafer foundry capacity, this could inhibit usni expanding our business and harm
relationships with our customers. Any of these essons or limitations could harm our business.

If our third-party suppliers and independent sulb@artors do not produce our wafers and assemblérosined products at acceptable
yields, our net revenues may decline. We deperiddaependent foundries to produce wafers, and imigrg subcontractors to assemble
test finished products, at acceptable yields ardétiver them to us in a timely manner. The failaféhe foundries to supply us wafers at
acceptable yields could prevent us from sellingmoducts to our customers and would likely caudedine in our net revenues and gross
margin. In addition, our IC assembly process rexsugur manufacturers to use a high-voltage moldamypound that has been available from
only a few suppliers. These compounds and thetipeé processing conditions require a more exadevel of process control than normally
required for standard IC packages. Unavailabilftagsembly materials or problems with the assempiigess can materially and adversely
affect yields, timely delivery and cost to manuéaet We may not be able to maintain acceptablelyiil the future.

In addition, if prices for commodities used in guoducts increase significantly, raw material cogtsild increase for our suppliers
which could result in an increase in the pricessuppliers charge us. To the extent we are nottalpass these costs on to our customers; thi
would have an adverse effect on our gross margins.

If our efforts to enhance existing products andadtice new products are not successful, we mapaable to generate demand for
our products Our success depends in significant part uporability to develop new ICs for high-voltage powengersion for existing and
new markets, to introduce these products in a timenner and to have these products selected sigrdanto products of leading
manufacturers. New product introduction schedutessabject to the risks and uncertainties thaichihi accompany development and delivery
of complex technologies to the market place, inicigghroduct development delays and defects. Ifailetd develop and sell new products in a
timely manner then our net revenues could decline.

In addition, we cannot be sure that we will be dbladjust to changing market demands as quicldycast-effectively as necessary to
compete successfully. Furthermore, we cannot askatave will be able to introduce new products itimely and cost-effective manner or in
sufficient quantities to meet customer demand at these products will achieve market acceptanaef&ilure, or our customers' failure, to
develop and introduce new products successfullyimadimely manner would harm our business. Intaad customers may defer or return
orders for existing products in response to the¢hiction of new products. When a potential liapiéxists we will maintain reserves for
customer returns, however we cannot assure thse tteserves will be adequate.

In the event of an earthquake, terrorist act oresttisaster, our operations may be interrupted andbusiness would be harmeadur
principal executive offices and operating faciktigre situated near San Francisco, Californianaost of our major suppliers, which are wafer
foundries and assembly houses, are located in Hrabkave been subject to severe earthquakesasutdpan. Many of our suppliers are also
susceptible to other disasters such as tropicahstayphoons or tsunamis. In the event of a disastich as the earthquake and tsunami in
Japan, we or one or more of our major suppliers beatemporarily unable to continue operations aagl suffer significant property damage.
Any interruption in our ability or that of our majeuppliers to continue operations could delaydineelopment and shipment of our products
and have a substantial negative impact on our €iehresults.

Securities laws and regulations, including potelntisk resulting from our evaluation of internal mols under the Sarbanes-Oxley
Act of 2002, will continue to impact our rest. Complying with the requirements of the SarbangkpAct of 2002 and NASDAQ's
conditions for continued listing have imposed digant legal and financial compliance costs, arelexpected to continue to impose signific
costs and management burden on us. These rulesg@uldtions also may make it more expensive fdousbtain director and officer liability
insurance, and we may be required to accept recdtmegtage or incur substantially higher costs taiolbcoverage. These rules and regulation
could also make it more difficult for us to attractd retain qualified executive officers and memlw#rour board of directors, particularly
qualified members to serve on our audit committegther, the rules and regulations under the DadaiEWall Street Reform and Consumer
Protection Act, which became effective in 2011, rimagose significant costs and management burdarson

Additionally, because these laws, regulations daddards promulgated by the Sarbanes-Oxley Actlam@®odd-Frank Act are
expected to be subject to varying interpretatitimsiy application in practice may evolve over timeenew guidance becomes available. This
evolution may result in continuing uncertainty retjag compliance matters and additional costs ret@ed by ongoing revisions to our
disclosure and governance practices.
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Because the sales cycle for our products can bgthgnwe may incur substantial expenses beforeamergte significant revenues, if
any.Our products are generally incorporated into aarast's products at the design stage. However, mgstdecisions to use our products,
commonly referred to as design wins, can oftenirequs to expend significant research and developied sales and marketing resources
without any assurance of success. These signifiesearch and development and sales and markesngnces often precede volume sales, if
any, by a year or more. The value of any designwiiinargely depend upon the commercial succeshefcustomer's product. We cannot
assure that we will continue to achieve design winthat any design win will result in future rewss. If a customer decides at the design ¢
not to incorporate our products into its produa, mvay not have another opportunity for a designwith respect to that product for many
months or years.

Our products must meet exacting specifications, ardktected defects and failures may occur which caase customers to return
stop buying our product©ur customers generally establish demanding spatifins for quality, performance and reliabilitpdaour products
must meet these specifications. ICs as complelasetwe sell often encounter development delaysraydcontain undetected defects or
failures when first introduced or after commencenafértommercial shipments. We have from time toetim the past experienced product
quality, performance or reliability problems. Iffdets and failures occur in our products, we caxperience lost revenue, increased costs,
including warranty expense and costs associatddaugtomer support and customer expenses, delayscancellations or rescheduling of
orders or shipments and product returns or disspamty of which would harm our operating results.

If our products do not penetrate additional marketsr business will not grow as we exp&¥e believe that our future success
depends in part upon our ability to penetrate &mftil markets for our products. We cannot asswuaewle will be able to overcome the
marketing or technological challenges necessapgtetrate additional markets. To the extent tlanapetitor penetrates additional markets
before we do, or takes market share from us iregisting markets, our net revenues and financiatlition could be materially adversely
affected.

We do not have long-term contracts with any ofawstomers and if they fail to place, or if they oaror reschedule orders for our
products, our operating results and our businesy sdfer.Our business is characterized by short-term custonaers and shipment
schedules, and the ordering patterns of some oboge customers have been unpredictable in theapaswill likely remain unpredictable in
the future. Not only does the volume of units oedeby particular customers vary substantially fqmeniod to period, but also purchase orders
received from particular customers often vary saisally from early oral estimates provided by #hasistomers for planning purposes. In
addition, customer orders can be canceled or rdsbe without significant penalty to the customarthe past, we have experienced custome
cancellations of substantial orders for reasonsibéyur control, and significant cancellations doatcur again at any time. Also, a relatively
small number of distributors, OEMs and merchantgrsupply manufacturers account for a significamtipn of our revenues. Specifically,
our top ten customers, including distributors, arted for 60% of our net revenues in the six moetided June 30, 2014, and 59% in the yee
ended December 31, 2013 . However, a significartiqgoof these revenues are attributable to sdlesioproducts through distributors of
electronic components. These distributors sellppaducts to a broad, diverse range of end userisiding OEMs and merchant power supply
manufacturers, which mitigates the risk of custonmrcentration to a large degree.

*Audits of our tax returns and potential future clges in tax laws may increase the amount of taxeare/required to payour
operations are subject to income and transacti@sta the United States and in multiple foreigmsgictions and to review or audit by the IRS
and state, local and foreign tax authorities. Iditah, the United States, countries in Asia artteotcountries where we do business have beel
considering changes in relevant tax, accountingather laws, regulations and interpretations, iditlg changes to tax laws applicable to
multinational companies. These potential changefdcadversely affect our effective tax rates ouleis other costs to us.

We must attract and retain qualified personneléosiiccessful and competition for qualified persbimimtense in our markeOur
success depends to a significant extent upon thiénced service of our executive officers and otteyr management and technical personnel
and on our ability to continue to attract, retai anotivate qualified personnel, such as exper@@ac@log design engineers and systems
applications engineers. The competition for thespleyees is intense, particularly in Silicon Vall&he loss of the services of one or more of
our engineers, executive officers or other key gamgl could harm our business. In addition, if onenore of these individuals leaves our
employ, and we are unable to quickly and efficignéiplace those individuals with qualified persdnmbo can smoothly transition into their
new roles, our business
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may suffer. We do not have long-term employmentremts with, and we do not have in place key pefi$ernsurance policies on, any of our
employees.

We are exposed to risks associated with acquisitiord strategic investment8/e have made, and in the future intend to make,
acquisitions of, and investments in, companiedirtelogies or products in existing, related or nearkats such as Concept. Acquisitions
involve numerous risks, including but not limited t

» inability to realize anticipated benefits, whichyr@ccur due to any of the reasons described belo¥ar other unanticipated reasc

» the risk of litigation or disputes with custoregsuppliers, partners or stockholders of an attgprigarget arising from a proposed or
completed transaction;

* impairment of acquired intangible assets anddgalbas a result of changing business conditids@shnological advancements or
worse-than-expected performance, which would a@heedfect our financial results; and

» unknown, underestimated and/or undisclosed commitsnéabilities or issues not discovered in oue diligence of such transactio

We also in the future may have strategic relatigpsstvith other companies, which may decline in eadmd/or not meet desired
objectives. The success of these strategic rektipa depends on various factors over which we maag limited or no control and requires
ongoing and effective cooperation with strategidnpers. Moreover, these relationships are oftéguildl, such that it may be difficult or
impossible for us to monetize such relationships.

Our inability to successfully integrate, or realitee expected benefits from, our acquisitions cawleersely affect our resultdVe
have made, and in the future intend to make, aitiquis of other businesses, such as Concept, atidth@se acquisitions there is a risk that
integration difficulties may cause us not to reakixpected benefits. The success of the acquisitionld depend, in part, on our ability to
realize the anticipated benefits and cost saviifigey) from combining the businesses of the aagugompanies and our business, which may
take longer to realize than expected.

Changes in environmental laws and regulations mayeiase our costs related to obsolete productsaimegisting inventory
Changing environmental regulations and the timetabimplement them continue to impact our custehd@mand for our products. As a
result there could be an increase in our inventdagolescence costs for products manufactured foriour customers' adoption of new
regulations. Currently we have limited visibilitytd our customers' strategies to implement theaagihg environmental regulations into their
business. The inability to accurately determinecustomers' strategies could increase our inverttosys related to obsolescence.

Interruptions in our information technology systecosild adversely affect our busine®ge rely on the efficient and uninterrupted
operation of complex information technology systemnd networks to operate our business. Any sigmificystem or network disruption,
including but not limited to new system implemeittas, computer viruses, security breaches, or ertdegkouts could have a material advi
impact on our operations, sales and operatingtsedlfle have implemented measures to manage osrratted to such disruptions, but such
disruptions could still occur and negatively impaat operations and financial results. In additiwe,may incur additional costs to remedy any
damages caused by these disruptions or securiagihes.

Uncertainties arising out of economic consequeméesirrent and potential military actions or tertist activities and associated
political instability could adversely affect our sinessLike other U.S. companies, our business and operagisults are subject to uncertain
arising out of economic consequences of currentpatehtial military actions or terrorist activitiasd associated political instability, and the
impact of heightened security concerns on domasiitinternational travel and commerce. These uaioéigs could also lead to delays or
cancellations of customer orders, a general deglieasorporate spending or our inability to effeety market and sell our products. Any of
these results could substantially harm our busiaadsresults of operations, causing a decreasariregenues.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

In October 2012, our board of directors authorized] we announced, the use of $50.0 million foréparchase of our common
stock. Repurchases are executed according to firedgrice/volume guidelines set by the boardicéators. In May 2014 our board of
directors authorized the use of an additional $5@iDon for this purpose. In the first quarter2014, we did not purchase any common stock
under the program due to the then current stodepevels, which exceeded the pre-defined pricdaimes mentioned above. In the three
months ended June 30, 2014 we purchased 0.5 msliiares for a total cost of $25.7 million . As ohd 30, 2014 , we had $53.8 million
available for future stock repurchases. Author@atf future stock repurchase programs is at teerdiion of the board of directors and will
depend on our financial condition, results of ofieres, capital requirements, business conditionsedkas other factors. Our second quarter
stock repurchases are disclosed below:

ISSUER PURCHASES OF EQUITY SECURITIES
Approximate Dollar

Total Number of Share Value of Shares that May
Purchased as Part of  Yet be Repurchased

Total Number of ~ Average Price  Publicly Announced Under the Plans or
Period Shares Purchased Paid Per Share  Plans or Programs Programs (in millions)
April 1, 2014 to April 30, 2014 — 3 — — 3 29t
May 1, 2014 to May 31, 2014* 430,000 $ 49.62 430,000 $ 58.2
June 1, 2014 to June 30, 2014 85,60( $ 51.3¢ 85,60 $ 53.¢
Total 515,60( 515,60(

* In May 2014 our board of directors authorizedd ave announced, the use of an additional $50.Gamill

ITEM 5. OTHER INFORMATION

None

ITEM 6. EXHIBITS

See the Exhibit Index immediately following thersagure page to this Quarterly Report on Form 1®)ch is incorporated by
reference here.
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SIGNATURES

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

POWER INTEGRATIONS, INC.

Dated: July 31, 2014 By: /s/ SANDEEP N AYYAR

Sandeep Nayyar

Chief Financial Officer (Duly Authorized Officer,
Principal Financial Officer and Chief Accounting
Officer)

49




Table of Contents

INDEX TO EXHIBITS

EXHIBIT
NUMBER DESCRIPTION
3.1 Restated Certificate of Incorporation. (Filed wiitle SEC as Exhibit 3.1 to our Annual Report on FafK filed on February
29, 2012, SEC File No. 000-23441.)
3.2 Amended and Restated Bylaws. (Filed with the SEExdmbit 3.1 to our Current Report on Form 8-K dilen April 26, 2013,
SEC File No. 000-23441.)
4.1 Reference is made to Exhibits 3.1 to 3.2.
10.1 Second Amendment to Credit Agreement, dated Ap2i0lL4, by and between Power Integrations, IncipiBank N.A. and
Wells Fargo Bank, National Association.*
10.z Compensation arrangement with Balu Balakrishnaedideed in Item 5 of Part 1l of our Quarterly Reppon Form 10-Q filed
on May 5, 2014, SEC File No. 000-23441, and incrated by reference here).
10.z Amended and Restated Chief Executive Officer Beéndfgreement, dated as of May 1, 2014, between Piagrations, Inc.
and Balu Balakrishnan.*
10.4 Amended and Restated Executive Officer Benefitseggrent, dated as of May 1, 2014, between Powegrhtiens, Inc. and
John Tomlin.*
10.t Amended and Restated Executive Officer Benefitse&grent, dated as of May 1, 2014, between Powegrhttens, Inc. and
Cliff Walker.*
10.€ Amended and Restated Executive Officer Benefitseggrent, dated as of May 1, 2014, between Powegrhtiens, Inc. and
Doug Bailey.*
10.7 Amended and Restated Executive Officer Benefitse&grent, dated as of May 1, 2014, between Powegrhttens, Inc. and
Ben Sutherland.*
10.¢ Amended and Restated Executive Officer Benefitee&grent, dated as of May 1, 2014, between Powegrhttens, Inc. and
Sandeep Nayyar.*
10.¢ Amended and Restated Executive Officer Benefitseggrent, dated as of May 1, 2014, between Powegrhtiens, Inc. and
Wolfgang Ademmer.*
10.1C Amended and Restated Executive Officer Benefitse&grent, dated as of May 1, 2014, between Powegrhttens, Inc. and
Mike Matthews.*
10.11 Amended and Restated Executive Officer Benefitseggrent, dated as of May 1, 2014, between Powegrhtiens, Inc. and
Radu Barsan.*
31.1 Certification of Chief Executive Officer pursuant$ection 302 of the Sarbanes-Oxley Act of 2002.

217 Certification of Chief Financial Officer nursiiant 8ection 202 of the Sarha-Oxlev Act of 2002



32.1 Certification of Chief Executive Officer pursuant$ection 906 of the Sarbanes-Oxley Act of 2002.**

32.2 Certification of Chief Financial Officer pursuamt $ection 906 of the Sarbanes-Oxley Act of 2002.**

101.INS  XBRL Instance Document
101.SCH XBRL Taxonomy Extension Schema Document
101.CAL  XBRL Taxonomy Extension Calculation LinldgaDocument

101.DEF XBRL Taxonomy Extension Definition LinkleaBocument
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101.LAB XBRL Taxonomy Extension Label Linkbase Daotent

101.PRE  XBRL Taxonomy Extension Presentation LagédDocument

All references in the table above to previouslgdidocuments or descriptions are incorporatingethioeuments and descriptions by
reference thereto.

* Filed as the same numbered exhibit of our QuigriReport on Form 10-Q filed on May 5, 2014, SEi@ No. 000-23441, and
incorporated by reference here.

** The certifications attached as Exhibits 32.H&2.2 accompanying this Form 10-Q, are not deditestwith the SEC, and are not to
be incorporated by reference into any filing of Rowtegrations, Inc. under the Securities Act®33, as amended, or the Securities
Exchange Act of 1934, as amended, whether madecbef@fter the date of this Form 10-Q, irrespext¥ any general incorporation
language contained in such filing.
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

[, Balu Balakrishnan certify that:
1. | have reviewed this Form 10-Q of Power Integre, Inc.;

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

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

4.  The registrant's other certifying officer anaré responsible for establishing and maintainiisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andérav

(@) Designed such disclosure controls and procsdorecaused such disclosure controls and procedaoitge designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, paitidy during the period in which this report isiige prepared;

(b) Designed such internal control over financégdarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the preparati
of financial statements for external purposes toatance with generally accepted accounting priesijp

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentsi report our
conclusions about the effectiveness of the disctsantrols and procedures, as of the end of thegeovered by this report
based on such evaluation; and

(d) Disclosed in this report any change in thestgit's internal control over financial reportihgt occurred during the
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant's internal control over finahcéporting; and

5.  The registrant's other certifying officer arfthive disclosed, based on our most recent evaluatimiernal control over financial
reporting, to the registrant's auditors and thdtaxmnmittee of the registrant's board of direct@ispersons performing the equivalent
functions):

(@  All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting

which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaizé report financial
information; and

(b)  Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmifiole in the
registrant's internal control over financial repugt

Dated: July 31, 2014 By: /s/ BALU BALAKRISHNAN

Balu Balakrishnan
Chief Executive Officer




Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Sandeep Nayyar, certify that:
1. | have reviewed this Form 10-Q of Power Integred, Inc.;

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

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

4.  The registrant's other certifying officer anaré responsible for establishing and maintainiisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andérav

(@) Designed such disclosure controls and procsdorecaused such disclosure controls and procedaoitge designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, paitidy during the period in which this report isiige prepared;

(b) Designed such internal control over financégdarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the preparati
of financial statements for external purposes toatance with generally accepted accounting priesijp

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentsi report our
conclusions about the effectiveness of the disctsantrols and procedures, as of the end of thegeovered by this report
based on such evaluation; and

(d) Disclosed in this report any change in thestgit's internal control over financial reportihgt occurred during the
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant's internal control over finahcéporting; and

5.  The registrant's other certifying officer arfthive disclosed, based on our most recent evaluatimiernal control over financial
reporting, to the registrant's auditors and thdtaxmnmittee of the registrant's board of direct@ispersons performing the equivalent
functions):

(@  All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting

which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaizé report financial
information; and

(b)  Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmifiole in the
registrant's internal control over financial repugt

Dated: July 31, 2014 By: /s/ SANDEEP NAYYAR

Sandeep Nayyar
Chief Financial Officer




Exhibit 32.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350SADOPTED PURSUANT TO SECTION 906 OF
THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Poweegrations, Inc. (the “Company”) on Form 10-Q foe quarter ended June 30, 2014 ,
as filed with the Securities and Exchange Commissiothe date hereof (the “Report”), |, Balu Balsknan, Chief Executive Officer of the
Company, pursuant to 18 U.S.C. Section 1350, aptadgursuant to Section 906 of the Sarbanes-Oxewf 2002 (“Section 906" )¢ertify to
the best of my knowledge that:

(1) The Report fully complies with the requiremeotsSection 13(a) or Section 15(d) of the Secwgifi&zchange Act of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations of
the Company.

Dated: July 31, 2014 By: /s/ BALU BALAKRISHNAN

Balu Balakrishnan
Chief Executive Officer

A signed original of this written statement reqditey Section 906, or other document authenticatiegnowledging, or otherwise
adopting the signature that appears in typed forithiw the electronic version of this written statmhrequired by Section 906, has been
provided to the Registrant and will be retainedtiy Registrant and furnished to the Securities Brchange Commission or its staff ug
request.



Exhibit 32.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 13505SADOPTED PURSUANT TO SECTION 906 OF
THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Poweegrations, Inc. (the “Company”) on Form 10-Q foe quarter ended June 30, 2014 ,
as filed with the Securities and Exchange Commisseinthe date hereof (the “Report”), |, SandeepydayChief Financial Officer of the
Company, pursuant to 18 U.S.C. Section 1350, aptadgursuant to Section 906 of the Sarbanes-Oxewf 2002 (“Section 906" )¢ertify to
the best of my knowledge that:

(1) The Report fully complies with the requiremeotsSection 13(a) or Section 15(d) of the Secwgifi&zchange Act of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations of
the Company.

Dated: July 31, 2014 By: /s/ SANDEEP NAYYAR

Sandeep Nayyar
Chief Financial Officer

A signed original of this written statement reqditey Section 906, or other document authenticaticgnowledging, or otherwise
adopting the signature that appears in typed forithiw the electronic version of this written statmhrequired by Section 906, has been
provided to the Registrant and will be retainedtiy Registrant and furnished to the Securities Brchange Commission or its staff ug
request.



