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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, 2012

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 chaetr)

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 @b filed all reports required to be filed by Sewti® or 15(d) of the Securities Excha
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requaodile such reports), and (2) has been
subject to such filing requirements for the pastlé@s. YES NO O

Indicate by check mark whether the registrant sttiechielectronically and posted on its corporate \8l&d if any, every Interactive Data

File required to be submitted and posted pursuaRuie 405 of Regulation S-T (8§ 232.405 of thisptkg) during the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). YHSRI NO O

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

company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportir@mpany” in Rule 12b-2 of the Exchange
Act:

i Accelerated filer O
Large accelerated filerX]

Non-accelerated filer O

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

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

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

Class

Shares Outstanding at July 30, 201
Common Stock, $.001 par value

28,832,82(
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Cautionary Note Regarding Forward-Looking Statemens

This Quarterly Report on Form 10-Q includes a nunabéorward-looking statements that involve marsks and uncertainties.
Forward-looking statements are identified by the ofthe words “would”, “could”, “will”, “may”, “expect”, “believe”, “should”, “anticipate”,
“outlook”, “if”, “future”, “intend”, “plan”, “estimate”, “predict”, “potential”, “targets”, “seek” dicontinue” and similar words and phrases,
including the negatives of these terms, or otheiatians of these terms, that denote future evarisse statements reflect our current views
with respect to future events and our potentiariicial performance and are subject to risks anéntaiaties that could cause our actual results
and financial position to differ materially and &tsely from what is projected or implied in anyward-looking statements included in this
Form 10-Q. These factors include, but are not édhib, the risks described under Item 1A of PartIfRisk Factors,” Item 2 of Part | —
“Management’s Discussion and Analysis of Finan€ahdition and Results of Operations” and elsewhetbis Quarterly Report on Form 10-
Q, including: our quarterly operating results aotatile and difficult to predict, and if we fail tneet the expectations of public market analysts
or investors, the market price of our common stoely decrease significantly; intense competitiothanhigh-voltage power supply industry
may lead to a decrease in our average selling pridereduced sales volume of our products; if dehf@anour products declines in our major
end markets, our net revenues will decrease; idrgaunable to adequately protect or enforce oetl@ttual property rights, we could lose
market share, incur costly litigation expensesfesuhcremental price erosion or lose valuable @ssay of which could harm our operations
and negatively impact our profitability; if we dotprevail in our litigation, we will have expendsignificant financial resources, potentially
without any benefit, and may also suffer the ldssghts to use some technologies; we are beingedity the Internal Revenue Service which
is asserting that we owe additional taxes reldiing number of tax related position; and our irdéiomal sales activities account for a
substantial portion of our net revenues, which aciisj us to substantial risks. We make these forleanking statements based upon
information available on the date of this Form 10a@d we have no obligation (and expressly disckaig obligation) to update or alter any
forward-looking statements, whether as a resufteo¥ 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,
2012 2011
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 73,36( $ 139,83t
Short-term marketable securities 60,06¢ 40,89¢
Accounts receivable, net of allowances of $257 $21th in 2012 and 2011, respectively (Note
2) 17,96¢ 9,39¢
Inventories 48,55¢ 52,01(
Deferred tax assets 89¢ 89z
Prepaid expenses and other current assets 7,75¢ 7,06¢
Total current assets 208,60( 250,10:
LONG-TERM MARKETABLE SECURITIES — 32,04
PROPERTY AND EQUIPMENT, net 91,73¢ 88,24
INTANGIBLE ASSETS, net 51,42: 8,852
GOODWILL 77,35¢ 14,78¢
DEFERRED TAX ASSETS 7,12( 12,387
OTHER ASSETS 43,38( 26,51:
Total assets $ 479,61: $ 432,91¢
LIABILITIES AND STOCKHOLDERS'’ EQUITY
CURRENT LIABILITIES:
Accounts payable $ 21,10¢ $ 16,53:
Accrued payroll and related expenses 6,65( 5,911
Taxes payable 37,93¢ —
Deferred tax liabilities 1,961 —
Deferred income on sales to distributors 11,27( 7,88t
Other accrued liabilities 2,514 2,30¢
Total current liabilities 81,43¢ 32,63
LONG-TERM INCOME TAXES PAYABLE 7,36¢ 34,36¢
DEFERRED TAX LIABILITIES 4,18¢ —
PENSION LIABILITY 622 —
Total liabilities 93,61( 66,99¢
COMMITMENTS AND CONTINGENCIES (Notes 9, 11 and 12)
STOCKHOLDERS' EQUITY:
Common stock 29 28
Additional paid-in capital 181,20: 158,64¢
Accumulated other comprehensive income 14t 50
Retained earnings 204,62 207,19¢
Total stockholders’ equity 386,00« 365,92(
Total liabilities and stockholders’ equity $ 479,61 $ 432,91¢

The accompanying notes are an integral part okthesudited condensed consolidated financial statesn

4




Table of Contents

POWER INTEGRATIONS, INC.

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

Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011

NET REVENUES $ 76,38: $ 80,18« $ 148,15 $  156,94¢
COST OF REVENUES 38,62% 42,55¢ 75,80 82,891
GROSS PROFIT 37,75t 37,62¢ 72,34¢ 74,04¢
OPERATING EXPENSES:

Research and development 12,06¢ 10,19¢ 22,70¢ 20,21¢

Sales and marketing 9,17¢ 8,10¢ 17,31 16,35:

General and administrative 7,10(C 6,141 14,19: 12,61¢

Total operating expenses 28,34: 24,44( 54,21« 49,18¢

INCOME FROM OPERATIONS 9,41: 13,18¢ 18,13¢ 24,86
OTHER INCOME

Other income, net 19t 461 81C 903

Total other income 19t 461 81C 90:<

INCOME BEFORE PROVISION FOR INCOME TAXES 9,60¢ 13,64 18,94« 25,76¢
PROVISION FOR INCOME TAXES 16,78« 3,04¢ 18,65¢ 5,31
NET INCOME (LOSS) $ (7,17¢) $ 10,59¢ $ 28t % 20,45:
EARNINGS (LOSS) PER SHARE:

Basic $ (0.25) $ 037 $ 0.01 $ 0.71

Diluted $ (0.25 $ 03t % 001 % 0.6¢
SHARES USED IN PER SHARE CALCULATION:

Basic 28,61¢ 28,93¢ 28,42 28,78¢

Diluted 28,61¢ 30,34¢ 29,62 30,271

The accompanying notes are an integral part okthesudited condensed consolidated financial statesn
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POWER INTEGRATIONS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME / (LOSS)
(unaudited)
(In thousands)

Three Months Ended Six Months Ended

June 30, June 30,
2012 2011 2012 2011

Net income (loss) $ (7,17¢ $ 1059¢ $ 28t $ 20,45
Other comprehensive income, net of tax:

Unrealized gain (loss) on marketable securi (129) — 162 —

Foreign currency translation adjustments (124) 23 (67) 72

Total other comprehensive income (loss}$ (259 $ 23 8 95 $ 72

Total comprehensive income (10ss) $ (7429 $ 1062: $  38C $ 20,52

The accompanying notes are an integral part okthesudited condensed consolidated financial statesn
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POWER INTEGRATIONS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)
(In thousands)

Six Months Ended

June 30,
2012 2011
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 28t $ 20,45
Adjustments to reconcile net income to net cashigeal by operating activities:
Depreciation 7,62 7,472
Amortization of intangibles 1,47¢ 48€
Gain on sale of property and equipment @ (42)
Stock-based compensation expense 6,67: 4,94¢
Amortization of premium on marketable securities 567 85¢
Non-cash interest income from SemiSouth note (780) —
Deferred income taxes 4,83¢ 82¢€
Provision for (reduction in) accounts receivablevahnces (24) 37
Excess tax benefit from stock options exercised (474 (697)
Tax benefit associated with employee stock plans 1,531 1,53¢
Change in operating assets and liabilities:
Accounts receivable (5,336 (2,399
Inventories 14,11¢ 7,91t
Prepaid expenses and other assets 2,83¢ 3,04¢
Accounts payable 3,79 (4,260
Taxes payable and accrued liabilities 8,78¢ 1,46¢
Deferred income on sales to distributors 3,38 (1,027
Net cash provided by operating activities 49,31( 40,63¢
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment (8,759 (12,519
Proceeds from sale of property and equipment 2 2,24¢
Acquisitions (113,36() (6,919
Other assets — (80€)
Increase in financing lease receivable (3839 (7,82))
Collections of financing lease receivable 29¢ 20t
Loan to SemiSouth (18,000 (3,000
Purchases of marketable securities — (11,509
Proceeds from maturities of marketable securities 12,46¢ 6,63(
Net cash used in investing activities (127,729 (33,48¢)
CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of common stock under employee stock plans 14,32: 14,24¢
Repurchase of common stock — (4,389
Payments of dividends to stockholders (2,859 (2,88%)
Excess tax benefit from stock options exercised 474 697
Net cash provided by financing activities 11,94: 7,67¢
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NET INCREASE (DECREASE) 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 ANDIIRANCING
ACTIVITIES:

Unpaid property and equipment
Receipt of SemiSouth purchase option

Acquisition net asset value adjustment (Note 14)
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for income taxes, net of refunds

Six Months Ended

June 30,

(66,47¢) 14,827
139,83¢ 155,66
73,36( % 170,49
157¢ % 3,51(C
6,21¢ $ —
2,35¢ $ =
2,07¢ $ 31C

The accompanying notes are an integral part okthesudited condensed consolidated financial statesn
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION:

The condensed consolidated financial statemenhsdadhe accounts of Power Integrations, Inc., mBare corporation (the
“Company”), and its wholly owned subsidiaries. Sigant intercompany accounts and transactions e eliminated.

While the financial information furnished is unatedi, the condensed consolidated financial stategriealuded in this report reflect
adjustments (consisting only of normal recurringuatinents) that the Company considers necessatiiddair presentation of the results of
operations for the interim periods covered anditiencial condition of the Company at the datehaf interim balance sheet in accordance with
accounting principles generally accepted in thetéthStates of America (“U.S. GAAP”). The results ifterim periods are not necessarily
indicative of the results for the entire year. Toadensed consolidated financial statements shmmutdad in conjunction with the Power
Integrations, Inc. consolidated financial stateraemtd the notes thereto for the year ended Dece®ib@011 included in its Form 10-K filed
on February 29, 2012 , with the Securities and Brgle Commission.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

No material changes have been made to the Compsiggificant accounting policies disclosed in Nat&ummary of Significant
Accounting Poalicie, in its Annual Report on Form 10-K, filed on Fetry 29, 2012 , for the year ended December 31, 2@%tept for the
changes discussed below. The accounting policyrimdition below is to aid in the understanding offihancial information disclosed.

Cash and Cash Equivalents

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

Marketable Securitie

In the first quarter of 2012, the Company changedihivestment policy to permit the sale of longrieand short-term marketable
securities prior to their stated maturity date. Toempany generally holds securities until matutitgyvever, they may now be sold under
certain circumstances, including, but not limitedwhen necessary for the funding of acquisitioms ather strategic investments. As a resu
this change in policy the Company classifies iteestment portfolio as available-for-sale as oppdedtkld-to-maturity beginning March 31,
2012. Prior to March 31, 2012, the Company clasgifis investments as held-to-maturity. In conmectvith this change in investment policy
the Company classified all investments with aniodafimaturity date greater than three months ag-4éom investments in its Condensed
Consolidated Balance Sheet. The Company's shontiterestment portfolio is invested in highly liguidancial instruments with maturities
greater than three months. As of June 30, 201Daeember 31, 2011 , the Company's marketable siesucbnsisted of U.S. government-
backed securities, municipal bonds, corporate comtialgoaper, certificates of deposit and other kiglality commercial securities.

Amortized cost and estimated fair market valuengestments classified as available-for-sale at 30n&012 , are as follows (in
thousands):
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Amortized Gross Unrealized Estimated Fair
Cost Gains Losses Market Value
Investments due in less than 3 months:
Certificates of deposit $ 10,00( $ — $ — 10,00(
Corporate securities 14,36! 25 — 14,38¢
Total $ 24,36 $ 25 $ — 24,38¢
Investments due in 4-12 months:
Corporate securities $ 20,87 $ 71 $ — 20,94¢
Total $ 20,87¢ $ 71 % — $ 20,94¢
Investments due in more than 12 months:
Corporate securities $ 14,67( $ 66 $ — 3 14,73¢
Total $ 14,67( $ 66 $ — % 14,73¢
Total investment securities $ 59,90¢ $ 162 $ — 60,06¢

Amortized cost and estimated fair market valuene&stments classified as held-to-maturity at Deai, 2011 are as follows (in
thousands):

Amortized Gross Unrealized Estimated Fair
Cost Gains Losses Market Value
Investments due in less than 3 months:
Commercial paper $ 9,84¢ $ — 3 — % 9,84¢
Corporate securities 6,09¢ 9 1) 6,10¢
Total $ 15,947 $ 9% @ $ 15,95¢
Investments due in 4-12 months:
Corporate securities $ 24,80: $ 17¢ $ 23 3 24,957
Certificates of deposit 10,00( 1 — 10,00!
Total $ 34,80! $ 18C $ 23) % 34,95¢
Investments due in more than 12 months:
Corporate securities $ 32,04 $ 5% @are) $ 31,86¢
Total $ 32,04 $ 5% ave) $ 31,86¢
Total investment securities $ 82,78¢ $ 194 $ (202) $ 82,78!

As of June 30, 2012 the Company had no marketaglarisies in an unrealized loss position. The Camypavaluated the nature of the
investments with a loss position at December 31,120vhich were primarily high-quality commerciaicsirities, and determined the unrealized
losses were not other-than-temporary.

Revenue Recognitic

Product revenues consist of sales to original eqaig manufacturers (“OEMs”), merchant power suppanufacturers and
distributors. Approximately 73% of the Company's preduct sales were made to distributors in tRem®nths ended June 30, 2012 , and 71%
in the twelve months ended December 31, 2011 Cdrapany applies the provisions of Accounting Stashd@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) deliverydeasirred, (3) the price is fixed or determinakbled (4) collectability is reasonably assured.
Customer purchase orders are generally used tontiatethe existence of an arrangement. Deliveppissidered to have occurred when title
and risk of loss have transferred to the Compayssomer. The Company evaluates whether the pwifieeid or determinable based on the
payment terms associated with the transaction drether the sales price is subject to refund orsajant. With respect to
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

collectability, the Company performs credit chefiksnew customers and performs ongoing evaluatidiits existing customers' financial
condition and requires letters of credit whenewesrded necessary.

Sales to international OEM customers and merchawep supply manufacturers that are shipped fronCitvapany's facility in
California are pursuant to “delivered at fronti€¢DAF") shipping terms. As such, title to the pradypasses to the customer when the shipmen
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 shipmenots the Company's facility outside of the Unitedt8$ are pursuant to “EX
Works” ("EXW") shipping terms, meaning that titke the product transfers to the customer upon shipfinem the Company's foreign
warehouse. Shipments to OEMs and merchant pow@hsomnufacturers in the Americas are pursuanfree“on board” (“FOB”) point of
origin shipping terms meaning that title is passethe customer upon shipment. Revenue is recognigen title transfer for sales to OEMs
and merchant power supply manufacturers, assuniliothar criteria for revenue recognition are met.

Sales to most of our distributors are made undergallowing certain price adjustments and rigliteeturn on the Company's
products held by its distributors. As a resulthadde rights, the Company defers the recognitioewnue and the costs of revenues derived
from sales to distributors until the Company'sriisttors report that they have sold the Companyslycts to their customers. The Company's
recognition of such distributor revenue is basegaint of sale reports received from the distribsit@t which time the price is no longer
subject to adjustment and is fixed, and the pradamt no longer subject to return to the Compag@xpursuant to warranty terms. The gross
profit that is deferred as a result of this polisyeflected as “deferred income on sales to thigtars” in the accompanying condensed
consolidated balance sheets. The total deferrezhtgvas of June 30, 2012 and December 31, 201 appasximately $21.7 million and $16.7
million , respectively. The total deferred cosbagdune 30, 2012 and December 31, 2011 was appabeiyn$10.4 million and $8.8 million ,
respectively.

Frequently, distributors need to sell at a pricgdpthan the standard distribution price in ordewin business. At or soon after the
distributor invoices its customer, the distribusabmits a “ship and debit” price adjustment claonthte Company to adjust the distributor's cost
from the standard price to the papproved lower price. After verification by the Cpamy, a credit memo is issued to the distributotle shif
and debit claim. The Company maintains a resemvariprocessed claims and future ship and debie@itjustments. The reserve appears as a
reduction to accounts receivable in the Comparogsmpanying consolidated balance sheets. To tlemefiture ship and debit claims
significantly exceed amounts estimated, there cbeld material impact on the deferred revenue afet@d margin ultimately recognized. To
evaluate the adequacy of its reserves, the Comaaalyzes historical ship and debit payments anel$enf 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. Accordingdypduct revenue is recognized upon shipment aledtansfer assuming all other revenue
recognition criteria are met.

Common Stock Repurchases and Common Stock Dividend

In February 2011, the board of directors authoribeduse of $50.0 million for the repurchase of@wenpany's common stock, with
repurchases to be executed according to certaidgfieed price/volume guidelines set by the bodrdirectors. In the twelve months ended
December 31, 2011 , the Company repurchased llidmshares for a total cost of $50.0 million , cluding this repurchase program. In
November 2011, the board of directors authorizedute of an addition$30.0 millionfor the repurchase of the Company's common stouak
in March 2012, the Company canceled its $30.0 omlBtock repurchase program in connection withutchase agreement to acquire CT-
Concept Technologie AG. Refer to note Adquisition, for acquisition details.

In October 2010, the Company's board of directerdaded four quarterly cash dividends in the amaofi$i0.05per share to be paid
stockholders of record at the end of each quant@0lL1. The first quarterly dividend payment of mpgmately $1.4 million was made on
March 31, 2011, the second quarterly dividend paytro€$1.4 million was made on June 30, 2011 thirel payment of $1.4 milliowas mad
on September 30, 2011, and the final 2011 diviqemanent of $1.4 million was made on December 3@12 January 2012, the Company's
board of directors declared four quarterly cashdginds in the amount of $0.05 per share to be toastbckholders of record at the end of each
quarter in 2012. The first quarterly dividend paymef approximately $1.4 million was made on Ma8th 2012 and the second quarterly
dividend of
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

$1.4 millionwas paid on June 29, 2012, with subsequent quagayiments to be approximately the same amountd&bkaration of any futul
cash dividend is at the discretion of the boardiafctors and will depend on the Company's findrenadition, results of operations, capital
requirements, business conditions and other facasravell as a determination that cash dividendsrathe best interest of the Company's
stockholders.

Use of Estimates

The preparation of financial statements in conftymiith U.S. GAAP requires management to make egttimiand assumptions that
affect the reported amounts of assets and liasligind disclosures of contingent assets and tiabikt the date of the financial statements and
the reported amounts of revenues and expensegydhaneporting period. Actual results could diffierm those estimates. On an ongoing
basis, the Company evaluates its estimates, imgjutliose related to revenue recognition, incomgesimck-based compensation and
inventories. These estimates are based on hidtfaitta and various other assumptions that the Gampelieves to be reasonable at the time
the estimates are made.

Components of the Company's Condensed Consoligatiaedce Sheet

Accounts Receivable (in thousands):

June 30, December 31,
2012 2011

Accounts receivable trade $ 41,17 $ 27,97
Accrued ship and debit and rebate claims (22,949 (18,36))
Allowance for doubtful accounts (257) (215)

Total $ 17,96¢ $ 9,39¢

Prepaid Expenses and Other Current Assets (in dimols$:

June 30, December 31,
2012 2011

Prepaid legal fees $ 1,75C $ 3,50¢
Prepaid income tax 65¢ 11¢€
Prepaid maintenance agreements 317 66¢
Interest receivable 49t 62E
Other receivables 1,31C —
Supplier prepayment 1,40( —
Other 1,827 2,15¢

Total $ 7,75¢ % 7,06¢

Other Assets (in thousands):

June 30, 2012 December 31, 2011

Prepaid royalty - SemiSouth (Note 15) $ 10,00 $ 10,00(
Investment in SemiSouth (Note 15) 7,00C 7,00C
Note receivable, net of interest discount - Semils¢Note 15) 12,67¢ —
Financing lease receivables and deposits - Sentigbdlate 16) 6,612 7,55¢
SemiSouth purchase option (Note 15) 6,21¢ —
Other 873 1,95:¢
Total $ 43,38C $ 26,51:

12
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

3. STOCK PLANS AND SHARE-BASED COMPENSATION:

Stock Plans
As of June 30, 2012 , the Company had two stockdasmpensation plans (the “Plans”) which are desdrbelow.

2007 Equity Incentive Plan

The 2007 Equity Incentive Plan (the "2007 Plan"swadopted by the board of directors on Septembhe2d@’ and approved by the
stockholders on November 7, 2007 as an amendmdrreatatement of the 1997 Stock Option Plan (t9871Plan"). The 2007 Plan provides
for the grant of incentive stock options, nonstatyistock options, restricted stock awards, restictock unit awards ("RSUs"), stock
appreciation rights, performance stock awards aherstock awards to employees, directors and damdés. In June 2012, the Company's
stockholders approved the 2007 Equity IncentiveaPda amended to increase the aggregate numblearafssof the Company's common stock
authorized for issuance under the plan by 2,800sb@des. As of June 30, 2012 , the maximum remgimirmber of shares that may be issued
under the 2007 Plan was 8,730,621 shares, whittdes options issued but not exercised and aveggedged but unvested and shares
remaining available for issuance under the 1997,Rfecluding shares subject to outstanding optanms stock awards under the 1997 Plan.
Pursuant to the 2007 Plan, the exercise pricenf@ritive stock options and nonstatutory stock ogtis generally at least 100% of the fair
market value of the underlying shares on the diaggant. Options generally vest over 48 monthssuezd from the date of grant. Options
generally expire no later than ten years aftedtite of grant, subject to earlier termination uparoptionee's cessation of employment or
service.

Beginning January 27, 2009, grants pursuant t@irectors Equity Compensation Program (that wagetbby the board of directc
on January 27, 2009) to nonemployee directors haea made primarily under the 2007 Plan. The DarsdEquity Compensation Program,
until June 2012, provided in certain circumstancepending on the status of the particular diréstooldings of Company stock options) for
the automatic annual grant of nonstatutory stodloap to nonemployee directors of the Company erfitist trading day of July in each year
over their period of service on the board of divest Further, each future nonemployee directohef@ompany would be granted the following
initial grants under the 2007 Plan: (a) on the firading day of the month following commencemefngervice, an option to purchase the
number of shares of common stock equal to: theitnaof a year between the date of the directg@f®atment to the board of directors and
next July 1, multiplied by 8,000 , which option Bhast on the next July %; and (b) on the first trading day of July followicommencement
of service, an option to purchase 24,000 shardsgemonthly over the three year period commencnghe grant date. In July 2012, this
program was amended by eliminating the grants dextabove in their entirety, and providing formsato outside directors as follows:
effective annually, upon the first trading day ofyJ each outside director would receive a grararobquity award with an aggregate value of
$100,000 . At each outside directors electionhsaward would consist entirely of RSUs or entirelystock options. The quantity of options
would be calculated by dividing $100,000 by thedRkScholes value on the date of grant. The quaafigSUs issued would be calculated by
dividing $100,000 by the grant date fair value.rtier, on the date of election of a new outsideaar, such new director would receive such
grant as continuing outside directors receive efitst trading day of July; provided, however,tteach grant is prorated for the portion of the
year that such new outside director will serveluhg next first trading day of July. The Direcdquity Compensation Program will remail
effect at the discretion of the board of directmrshe compensation committee.

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

1997 Employee Stock Purchase Plan

Under the 1997 Employee Stock Purchase Plan (theclase Plan”), eligible employees may apply acdatad payroll deductions,
which may not exceed 15% of an employee's compens&b the purchase of shares of the Company'srammstock at periodic intervals. The
purchase price of stock under the Purchase Pleguial to 85% of the lower of (i) the fair marketueof the Company's common stock on the
first day of each offering period, or (ii) the fararket value of the Company's common stock omptliehase date (as defined in the Purchase
Plan). Each offering period consists of one puretgesiod of approximately six months duration. Aygiegate of 3,000,000 shares of common
stock were reserved for issuance to employees uhdd?turchase Plan. As of June 30, 2012 , 2,41208&s had been purchased and 587,964
shares were reserved for future issuance unddétuhehase Plan.
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Stock-Based Compensation

The Company applies the provisions of ASC 718-1fidés the provisions of ASC 718-10, the Company gaczes the fair value of
stock-based compensation in financial statemergs thwe requisite service period of the individuargs, which generally equals a four-year
vesting period. The Company uses estimates ofilitylaexpected term, risk-free interest rate, demd yield and forfeitures in determining the
fair value of these awards and the amount of cosgi@n expense to recognize. The Company usesrdighi-line method to amortize all
stock awards granted over the requisite serviceg®ef the award.
Determining Fair Value of Stock Optio

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

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

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

Risk-Free Interest RateThe Company bases the risk-free interest rate istihe Black-Scholes valuation model on the iegblyield
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 #renual dividend by the average closing price ef@ompany's
common stock on a quarterly basis.

Estimated ForfeituresThe Company uses historical data to estimate pséngeforfeitures, and records share-based comfiensa
expense only for those awards that are expecteelsto

The following table summarizes the stock-based @msgtion expense recognized in accordance with ABc10 for the three and
six months ended June 30, 2012 and June 30, 201ic{isands).

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

2012 2011 2012 2011
Cost of revenues $ 25€ $ 21€ $ 501 $ 45k
Research and development 1,56¢€ 98C 2,681 1,791
Sales and marketing 74€ 543 1,49: 1,21(
General and administrative 1,074 70& 1,992 1,492
Total stock-based compensation expense $ 364. $ 2444 § 6677 § 494

The following table summarizes total compensatigpease related to unvested awards not yet recadymize of expected forfeitures,
and the weighted average period over which it jgeeted to be recognized as of June 30, 2012 .
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June 30, 2012

Unrecognized Weighted
Compensation Average
Expense for Remaining
Unvested Recognition
Awards Period
(In thousands) (In years)
Options $ 5,40¢ 2.0¢
Performance-based awards $ 1,70¢ 0.5C
Restricted stock units $ 18,96« 2.9¢
Purchase plan $ 10C 0.5C

Stock compensation expense in the three and sixhm@mded June 30, 2012 was $3.6 million (compyisipproximately $0.9 million
related to stock options, $0.7 million related &sfprmance shares, $1.7 million related to restdatock units and $0.3 million related to the
Purchase Plan) and $6.7 million (comprising apprately $1.9 million related to stock options, $inillion related to performance shares,
$3.1 million related to restricted stock units &@d6 million related to the Purchase Plan ), retyely.

Stock compensation expense in the three and sixhe@mded June 30, 2011 was $2.4 million (commgiajpproximately $0.9 million
related to stock options, $0.3 million related &sfprmance shares, $0.9 million related to resddtock units, $0.2 million related to the
Purchase Plan and $0.1 million in compensation msg@mortized from beginning inventory) and $4.8ioni (comprising approximately $2.1
million related to stock options, $0.7 million rigdd to performance shares, $1.4 million relatect$iricted stock units, $0.6 million related to
the Purchase Plan and $0.1 million in compensatiqrense amortized from beginning inventory), reSpely.

The fair value of stock options granted is estalelison the date of the grant using the Black-Sshofgion-pricing model with the
following weighted-average assumptions:

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

2012 2011 2012 2011
Risk-free interest rates 1.01% 2.2(% 1.01% 2.2%
Expected volatility rates 45% 44% 45% 44%
Expected dividend yield 0.51% 0.54% 0.51% 0.54%
Expected term of stock options (in years) 6.4 6.0 6.4 6.C
Weighted-average grant date fair value of opticastgd $ 18.31 $ 1571 $ 1831 $ 15.71

The fair value of employees’ stock purchase rigimder the Purchase Plan was estimated using tl-Bieholes model with the
following weighted-average assumptions:

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

2012 2011 2012 2011
Risk-free interest rates —% —% 0.09% 0.17%
Expected volatility rates —% —% 48% 37%
Expected dividend yield —% —% 0.54% 0.51%
Expected term of purchase right (in years) — — 0.50 0.50
Weighted-average estimated fair value of purchiages $— $— $10.42 $9.40

*There were no employee stock purchase rights gdaint the three months ended June 30, 2012 and 2011

A summary of stock option activity under the Plags;luding performance-based shares and restistéte#t units, as
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of June 30, 2012 , and changes during the six nsdh#m ended, is presented below:

Weighted-
Average
Weighted- Remaining
Average Contractual Aggregate
Shares Exercise Term Intrinsic Value
(in thousands) Price (in years) (in thousands)
Outstanding at January 1, 2012 3557 $ 24.01]
Granted 12¢ 42.8¢
Exercised (584) 20.4¢
Forfeited or expired 3 21.0¢
Outstanding at June 30, 2012 3,09¢ $ 25.4¢ 45¢ % 37,60:
Exercisable at June 30, 2012 257¢ $ 23.8:2 38: % 34,76¢
Vested and expected to vest at June 30, 2012 307§ 25.3¢ 458§ 37,57¢

The total intrinsic value of options exercised dgrthe three and six months ended June 30, 201&Wésnillion and $11.5 million ,
respectively, and the intrinsic value of optionsmised during the three and six months ended 3002011 was $5.4 million and $11.6
million , respectively.

Performanc-based Awards

Under the performance-based awards program, thep@ayrgrants awards in the first half of the perfante year in an amount equal
to twice the target number of shares to be issiuthe itarget performance metrics are met. The nurobghares that are released at the end of
the performance year can range from zero to 200&beofargeted number depending on the Companyfsrpence. The performance metrics
of this program are annual targets consisting bfevenue, non-GAAP operating earnings and straiggals. Each performance-based award
granted from the 2007 Plan will reduce the numlbeshares available for issuance under the 2007 IBlghO shares.

During the six months ended June 30, 2012 , theg@omissued approximately 102,000 performance-baseads to employees and
executives. As the net revenue and non-GAAP operaarnings are considered performance conditexpenses associated with these
awards, net of estimated forfeitures, are recotdezlighout the year depending on the number oeshexpected to be earned based on
progress toward the performance targets. The d¢gmrformance-based awards is determined usinfathgalue of the Company’'s common
stock on the grant date, reduced by the discoymtesknt value of dividends expected to be declagéare the awards vest. If the performance
conditions are not achieved, no compensation sagicognized and any previously recognized compiensia reversed.

A summary of performance-based awards outstandirgf dune 30, 2012 , and activity during the sixithe then ended, is presented

below:
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, 2012 — $ —
Granted 10z 37.6(
Vested — —
Forfeited or expired — —
Outstanding at June 30, 2012 10z $ 37.6( 0.5 $ 3,79i
Outstanding and expected to vest at June 30, 2012 /9 0.5 $ 2,98t

The weighted-average grant-date fair value peresbiiperformance-based awards granted in the #nméesix months ended June 30,
2012 was approximately $42.68 and $37.60 , respeytiThe weighted-average grant-date fair valuespare of performance-based awards
granted in the six months ended June 30, 2011 pa®gimately $36.90 . There were no
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performance-based awards granted in the secontequa2011. The grant date fair value of awardsased, which were fully vested, in the
six months ended June 30, 2011 was approximatey/i8lion . There were no performance-based awesldsised in the three months ended
June 30, 2011, or in the three or six months eddeé 30, 2012 , as the performance-based awadtedrin 2011 and expected to vest in
2012 were canceled without vesting.

Restricted Stock Units (RSL

The Company grants restricted stock units to enggeyunder the 2007 Plan. RSUs granted to emplaygieslly vest ratably over a
four-year period, and are converted into shargee@fCompany's common stock upon vesting on a onere basis subject to the employee's
continued service to the Company over that pefibe. fair value of RSUs is determined using theyalue of the Company's common stock
on the date of the grant, reduced by the discoumtesknt value of dividends expected to be declaeéare the awards vest. Compensation
expense is recognized on a straight-line basis tnerequisite service period of each grant adjuiieestimated forfeitures. Each RSU award
granted from the 2007 plan will reduce the numbfeshares available for issuance under the 2007 Btah0 shares.

A summary of RSUs outstanding as of June 30, 2@h2i changes during the six months then ended, fdlaws:

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, 2012 45 % 36.0¢
Granted 261 41.8¢
Vested (10€) 36.41
Forfeited or expired 9 36.72
Outstanding at June 30, 2012 604 $ 38.5:2 186 $ 22,54
Outstanding and expected to vest at June 30, 2012 55¢& 184§ 20,63(

The weighted-average grant-date fair value peresbBRSUs awarded in the three and six months eddeel 30, 2012 was
approximately $41.97 and $41.88 , respectively,\aas approximately $36.24 and $36.33 , in the threksix months ended June 30, 2011,
respectively.

The grant date fair value of RSUs vested in thegland six months ended June 30, 2012 was appr@yn®3.7 million and $3.8
million , respectively, and was approximately $hlion and $2.0 million , in the three and six ntles ended June 30, 2011 , respectively.

4. FAIR VALUE MEASUREMENTS:

ASC 820-10Fair Value Measurementlarifies that fair value is an exit price, reggating the amount that would be received to sell
an asset or paid to transfer a liability in an ogd&gansaction between market participants. Adstair value is a market-based measurement
that should be determined based on assumptionsndr&et participants would use in pricing an assdiability. As a basis for considering
such assumptions, ASC 820-10 establishes a treegaiue hierarchy, which prioritizes the inputedisn measuring fair value as follows:
(Level 1) observable inputs such as quoted prigegiéntical assets in active markets; (Level puits other than the quoted prices in active
markets that are observable either directly orrgadly; and (Level 3) unobservable inputs in whisére is little or no market data, which
requires the Company to develop its own assumptibimis hierarchy requires the Company to use oladdevmarket data, when available, and
to minimize the use of unobservable inputs wheerdehing fair value.

The Company's cash and investment instrumentdassified within Level 1 or Level 2 of the fair-va hierarchy because they are
valued using quoted market prices, broker or depletations, or alternative pricing sources withs@nable levels of price transparency. The
type of instrument valued based on quoted marke¢piin active markets primarily includes money keasecurities. 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 oogte bonds and government, state, municipal aodmpial obligations. Such types of
investments are valued by using a multi-dimensioglational model, the inputs are primarily benchknaelds, reported trades, broker/dealer
guotes, issuer spreads,
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two-sided markets, benchmark securities, bidsygffend reference data including market researbhigations. In the first quarter of 2012, the
Company changed its investment policy to allowshake of long-term and short-term marketable sdearjirior to their stated maturity date.
The Company principally holds securities until magt) however, they may be sold under certain ainstances, including, but not limited to,
the funding of acquisitions and other strategiestments. As a result of this change in policyGoenpany classified its investment portfolic
available-for-sale as opposed to held-to-matustpfaMarch 31, 2012. The Company's investmentsified as Level 1 and Level 2 are
available-for-sale investments, and were recordégiramarket value.

The fair value hierarchy of the Company's marketaeicurities at June 30, 2012 and December 31,,2044 as follows (in
thousands):

Fair Value Measurement at
June 30, 2012

Quoted Prices in Active Significant Other
Markets for Identical Observable Inputs
Description June 30, 2012 Assets (Level 1) (Level 2)
Money market funds $ 8,90¢ $ 8,90¢ $ —
Certificates of deposit 10,00( — 10,00(
Corporate securities 50,06¢ — 50,06¢
Total $ 68,97¢ $ 8,90¢ $ 60,06¢

Fair Value Measurement at
December 31, 2011

Quoted Prices in Active Significant Other
Markets for Identical Observable Inputs

Description December 31, 2011 Assets (Level 1) (Level 2)
Commercial paper $ 9,84¢ % = $ 9,84¢
Money market funds 30,19( 30,19( —
Certificates of deposit 10,00( — 10,00(
Corporate securities 62,94( — 62,94(

Total $ 112,97¢ $ 30,19( $ 82,78¢

The Company did not transfer any investments betvlesel 1, Level 2 or Level 3 of the fair-value taechy in the six months ended
June 30, 2012 and the twelve months ended Decedih@011.

On October 22, 2010, the Company entered into egeagent with SemiSouth Laboratories, as amendedypaat to which the
Company may be obligated to acquire SemiSouthriiiSeuth meets certain financial performance cood#ion or before December 31, 2013.
At June 30, 2012 , the Company determined thevédire of this potential obligation to be zero. Tempany developed its own assumptions
using Level 2 inputs in its fair-market valuatiosing a market approach valuation technique to deter the fair value of this obligation. The
Company updates the estimated fair value of thisrg@l obligation quarterly. Any changes are réelegrin its unaudited condensed
consolidated statements of income. In March 2012pnsideration for the loan agreement discusskthvbéhe Company entered into an
amended agreement with SemiSouth which establialmedximum purchase price related to both the Cogipaption to acquire SemiSouth
("Purchase Option") and its potential obligatioratmuire SemiSouth (as discussed above). The Comyz@al Level 3 inputs in its fair-market
valuation utilizing the income-approach valuatienttnique. The Company prepared a discounted castaftalysis using the following
unobservable inputs: weighted average cost of @laping-term revenue growth, control premium, dimtount for lack of marketability. The
Company then used ttiBdack-Scholes option pricing model éietermine the fair value of the Company's purclogsion to be approximately
$6.2 million . The Company's valuation techniquedsl inputs principally from comparable companyrked data (i.e., correlation values).
The Company considers this to be a Level 3 investrag there was no specific market data for tregrimment or similar instruments. The
Company has not elected the fair value optionHi purchase option, under ASC 825. See Noténi/@stment in Third Partybelow for
further details on the valuation method used.
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In March 2012 the Company loaned SemiSouth $18lilomj and in exchange the Company was issue@dmissory note and
received the modification discussed above to establ maximum price under the Purchase Option.nite has been classified as Level 3 in
the fair-value hierarchy, as there was no markkt ta this instrument. The estimated fair valuehaf note was approximately $12.7 million at
June 30, 2012, consisting of the promissory nb&i18.0 million , net of the of the unamortizederest discount related to the $6.2 million
purchase option (of which $0.9 million was amouizss of June 30, 2012 ) (see NotelhSestment in Third Partybelow for further details ¢
the SemiSouth loan). The fair value was estimatechliculating the present value of cash flows usimgarket discount rate for similar
investments. The Company intends to hold the roteaturity, which occurs in March 2014. The follogitable presents the changes in Level
3 investments for the six months ended June 3@ Z@lthousands):

Fair Value Measurement Using
Significant Unobservable Inputs
(Level 3)

Note Receivable

Beginning balance at January 1, 2012 $ =
Purchases and issuances 12,67¢
Change in fair value —
Settlements —
Ending balance at June 30, 2012 $ 12,67¢

5. INVENTORIES:

Inventories (which consist of costs associated triehpurchases of wafers from offshore foundrieb afrpackaged components from
offshore assembly manufacturers, as well as intésbar and overhead associated with the testirgptt wafers and packaged components)
are stated at the lower of cost (first-in, ficatt) or market. Provisions, when required, are nadeduce excess and obsolete inventories tc
estimated net realizable values. Inventories coo$ithe following (in thousands):

June 30, December 31,
2012 2011
Raw materials $ 891 $ 12,38¢
Work-in-process 13,79( 7,841
Finished goods 25,85 31,78(
Total $ 48,55 $ 52,01(

6. GOODWILL AND INTANGIBLE ASSETS:

Changes in the carrying amount of goodwill durihg $ix months ended June 30, 2012 are as followthdusands):

Six Months Ended
June 30, 2012

Balance at January 1, 2012 $ 14,78¢
Goodwill acquired during the period 62,56¢
Goodwill adjustments —
Ending balance at June 30, 2012 $ 77,35¢

The $62.6 million of goodwill acquired in 2012 ré&ed from the purchase of Concept (see NoteAtdjuisition, for further details).

Intangible assets consist primarily of developetht®logy, acquired licenses, customer relationshipde name, in-process research
and development and patent rights, and are repogtdf accumulated amortization. In May 2012,Gmenpany acquired Concept, resulting in
the addition of the following intangible assetsyeleped technology of $23.8 milligrwhich will be amortized over a period of approziely <
to 12 years; customer relationships of $16.7 nmillievhich will be amortized over a period of 10-sand tradename (Concept) of $3.6
million , which will be amortized over a period »f
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years. The Company amortizes the cost of all intdegssets over the shorter of the estimated Likiefwor the term of the acquired license
patent rights, which range from 5 to 12 years, whthexception of $4.7 million of iprocess research and development which will be tred
once the development is completed and productaaidable for sale. The Company does not expecathertization for its irprocess resear:
and development to begin in 2012 . Amortizationdoquired intangible assets was approximately 8ll&n and $1.5 million in the three and
six months ended June 30, 2012 and $0.3 million®n8 million in the three and six months ended=J8®, 2011 , respectively. The Company
does not believe there is any significant resida#lie associated with the following intangible &sse

June 30, 2012 December 31, 2011
Accumulated Accumulated
Gross Amortization Net Gross Amortization Net

(in thousands)
In-process research and

development $ 4,69C $ — 4,69C $ 4,69C $ — $ 4,69(
Technology licenses 3,00 (1,875 1,12¢ 3,00 (1,725 1,27¢
Patent rights 1,94¢ (1,949 — 1,94¢ (2,949 —
Developed technology 26,67( (1,379 25,291 2,92( (829 2,091
Customer relationships 17,61( (600C) 17,01( 91C (1149 79¢€
Tradename 3,60( (300 3,30(C — — —
Other intangibles 37 (37) — 37 (37 —
Total intangible assets $ 57,55¢ $ (6,139 $ 51,42: $ 13,50¢ $ (4,659 $ 8,85:

The estimated future amortization expense relatedtangible assets at June 30, 2012 is as follows:

Estimated
Amortization
Fiscal Year (in thousands)
2012 (remaining 6 months) $ 3,68:¢
2013 7,40¢
2014 6,072
2015 5,00¢
2016 4,394
Thereafter 20,16¢
Total (1) $ 46,73:
(1) The total above excludes $4.7 million of imgess research and development that will be areartipon completion of

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

The Company is organized and operates as one agpogegment, the design, development, manufaathutenarketing of integrated
circuits and related components for use primarilshie high voltage power-conversion market. The @amy's chief operating decision maker,
the Chief Executive Officer, reviews financial infleation presented on a consolidated basis for mapof making operating decisions and
assessing financial performance.

Customer Concentration

Ten customers accounted for approximately 64% &9 6f net revenues for the three and six monthe&ddne 30, 2012 and 66806
both the three and six months ended June 30, 2AXklgnificant portion of these revenues are attidble to sales of the Compasyroducts t
distributors of electronic components. These distors sell the Company’s products to a broad,rd&veange of end users, including OEMs
and merchant power supply manufacturers.
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The following customers accounted for 10% or mdrtal net revenues:

Three Months Ended Six Months Ended
June 30, June 30,
Customer 2012 2011 2012 2011
A 21% 19% 21% 19%
B 12% 14% 12% 13%

Customers A and B are distributors of the Compaprgslucts. No other customers accounted for 10#are of the Company's net
revenues in those periods.

Concentration of Credit Risk

Financial instruments that potentially subject@@mpany to concentrations of credit risk consigigipally of cash investments, trade
receivables, the Company's note from SemiSouthl@E@ompany's lease line of credit to SemiSoutle. Company has cash investment
policies that limit cash investments to low-riskéstments. With respect to the Company's agreemsétitSemiSouth, the Company monitors
SemiSouth's credit quality on an ongoing basithdfcredit worthiness of SemiSouth diminishes,Gbenpany will establish a specific reserve
against the lease line receivable and / or noteivable. With respect to trade receivables, the @y performs ongoing evaluations of its
customers' financial conditions and requires lsttércredit whenever deemed necessary. Additiongiley Company establishes an allowance
for doubtful accounts based upon factors surrounthie credit risk of specific customers, historitahds related to past write-offs and other
relevant information. Account balances are chaafédgainst the allowance after all means of coitechave been exhausted and the potential
for recovery is considered remote. The Company doésave any off-balance-sheet credit exposuseta@lto its customers. As of June 30,
2012 and December 31, 2011, 75% and 79% , respbgtof accounts receivable were concentrated thithCompany's top 10 customers.

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

June 30, December 31,
Customer 2012 2011
A 29% 36%
B 19% 10%

Customers A and B are distributors of the Compapytslucts. No other customers accounted for 10%are of the Company’s
accounts receivable in these periods.

International Sale:

The Company markets its products through its gadesonnel and a worldwide network of distribut@ys.a percentage of total net
revenues, international sales, which consist ofekiio and foreign sales to distributors and dicestomers outside of the Americas, comprise
the following:
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Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
Hong Kong/China 44% 38% 44% 36%
Taiwan 17% 23% 17% 23%
Korea 12% 15% 13% 16%
Western Europe (excluding Germany) 10% 9% 10% 10%
Japan 6% 6% 6% 6%
Singapore 2% 2% 2% 2%
Germany 1% 1% 1% 1%
Other 2% 1% 2% 1%
Total foreign revenue 94% 95% 95% 95%

The remainder of the Company’s sales are to custowi¢hin the Americas, primarily located in theitdd States.

Product Sale:

Revenue mix by end market for the three and sixthgoended June 30, 2012 and 2011 was as follows:

Three Months Ended Six Months Ended
June 30, June 30,
End Market 2012 2011 2012 2011
Consumer 36% 36% 38% 36%
Communications 24% 28% 25% 30%
Industrial 28% 23% 25% 22%
Computer 12% 13% 12% 12%

8. EARNINGS PER SHARE:

Basic earnings (loss) per share is calculated Wadidig net income (loss) by the weighted-averageeh of common stock
outstanding during the period. Diluted earningsgfere are calculated by dividing net income (lbgsthe weighted-average shares of
common stock and dilutive common equivalent shatgstanding during the period. Dilutive common eglent shares included in this
calculation consist of dilutive shares issuablerughee assumed exercise of outstanding common stoténs, the assumed vesting of
outstanding restricted stock units and performdrased awards, and the assumed issuance of awatelstba stock purchase plan, as
computed using the treasury stock method.

A summary of the earnings per share calculati@sifollows (in thousands, except per share amaunts)
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Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
Basic earnings per share:
Net income (loss) $ (7,17¢ $ 10,59¢ $ 28t $ 20,45:
Weighted-average common shares 28,61¢ 28,93¢ 28,42 28,78¢
Basic earnings (loss) per share $ (0.2 % 037 $ 0.01 $ 0.71
Diluted earnings per share (1):
Net income (loss) $ (7,179 $ 1059¢ $ 285 $ 20,45!
Weighted-average common shares 28,61¢ 28,93¢ 28,42; 28,78¢
Effect of dilutive securities:
Employee stock plans — 1,40¢ 1,201 1,487
Diluted weighted-average common shares 28,61¢ 30,34¢ 29,62/ 30,27
Diluted earnings (loss) per share $ (027 $ 03 $ 0.01 $ 0.6¢
(1) The Company includes the shares underlying perfocerdased awards in the calculation of dilutediagsnper share when they become

contingently issuable per ASC 260-Hxrnings per Sharand excludes such shares when they are not contiggesuable. The Company has
excluded all performandeased awards underlying the fiscal 2012 and 20Hrdswas those shares were not contingently issaaldéthe end «
the periods reported.

In the three months ended June 30, 2012 all sladirdsutable to stock-based awards were excludéldercomputation of diluted
earnings per share, as the Company was in a reeptisstion. Approximately 306,586 shares in thensonths ended June 30, 2012, and
262,533 shares and 234,700 shares for the thresiantbnths ended June 30, 2011 , respectivelye wet included in the computation of
diluted earnings per share for the periods thereecause they were determined to be anti-dilutive

9. PROVISION FOR INCOME TAXES:

In the quarter ended June 30, 2012, the Comparmhedaan understanding regarding the terms folirsgittith the U.S. Internal
Revenue Service ("IRS") and closed out all pos#tias part of the examination of the Company's irectan returns for the years 2003 through
2006 . On August 2, 2012, the IRS signed a forrtalicg agreement with the Company that is consistéth the intentions of the parties
pursuant to their earlier understanding. As a tetid Company remeasured its tax positions basdbeofacts, circumstances, and information
available at the reporting date.

During the third quarter of 2012 the Company wilke a one-time payment of taxes and interest hgt&#2.6 million. The provisior
for income tax in the second quarter of 2012 inetud one-time charge of $44.8 million , comprisk3%.0 million in federal income taxes, net
interest of $5.7 million , and state income taxeslgding interest) of approximately $4.1 milliohe impact of the charge was partially offset
by the reversal of $26.9 million of related unremizgd tax benefits that had been recorded as noestdiabilities in the Company's
consolidated balance sheets, and by a $2.2 milidoction of the valuation allowance on the Compma@galifornia deferred tax assets,
resulting in a net charge of $15.7 million . Refleg the net impact of the charge, the Companyéctte tax rates for the three- and six-month
periods ended June 30, 2012 were 174.7% and 9&S8pectively, compared with 22.3% and 20f@%the corresponding periods in 2011. (
effective tax rates for the periods ended Jun€301 were lower than the federal statutory rate58b due primarily to the geographic
distribution of the Company's world-wide earningsl ghe beneficial impact of the research and erpartation tax credit.) Further, the
agreement confirms that the royalty arrangementéah the Company and its foreign subsidiary witl en October 31, 2012, resulting in a
substantially lower effective tax rate for the Canp in future periods.

The amount of liabilities for unrecognized tax bigse(net of the federal benefit on state issuba},tif recognized, would favorat
affect the effective income-tax rate in any futperiod are $10.1 million and $34.9 milli@ June 30, 2012 and January 1, 2012, respec
The primary component of the net change is the8g6llion realization of unrecognized tax benefits due toabeeement described abc
The Company's continuing practice is to recognierest and/or penalties related to income-taxarsmth incomeaax expense. The Compar
unrecognized tax benefit liabilities include intgrand penalties at
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June 30, 2012 and January 1, 2012 of $0.5 millimh®4.4 million , respectively, which were recordedongterm income taxes payable in
accompanying Condensed Consolidated Balance Shek#sges in the Company's unrecognized tax bermfis the next twelve mont
cannot be reasonably estimated at this time.

The Company has concluded all U.S. federal incamenatters for the years through 2006, and theltyoissue for all tax years af
2003. The fiscal years 2007 through 2009 are @aister audit by the IRS.

The Company accounts for income taxes under theigioms of ASC 740. Under the provisions of ASC ,7d6ferred tax assets ¢
liabilities are recognized based on the differerfoesveen the financial statement carrying amouhixisting assets and liabilities and tl
respective tax bases, utilizing the tax rates #natexpected to apply to taxable income in thesygamwhich those temporary differences
expected to be recovered or settled. Income tarreseincludes a provision for federal, state ameido taxes based on the annual estin
effective tax rate applicable to the Company aaditbsidiaries, adjusted for certain discrete itedmigh are fully recognized in the period tl
occur.

In assessing the realizability of deferred tax @sseanagement considers whether it is more littedy 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 tempodifferences become deductible. Management consilerscheduled reversal of deferred
tax liabilities and projected future taxable incormbe Company limits the deferred tax assets razedmrelated to certain highly-paid officers
of the Company to amounts that it estimates wiltlbductible in future periods based upon the prongsof the Internal Revenue Code
Section 162(m). In the event that the Company deters, based on available evidence and managendgrngnt, that all or part of the net
deferred tax assets will not be realized in tharkitthe Company would record a valuation allowandée period the determination is made
addition, the calculation of tax liabilities invas significant judgment in estimating the impactiofertainties in the application of complex
laws. Resolution of these uncertainties in a mamnsistent with the Company's expectations chale a material impact on its results of
operations and financial position.

As of June 30, 2012 , the Company continues to taaia valuation allowance on a portion of its €@atia deferred 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 with respect to certain oiéderred tax assets relating primarily to tax dsetfi certain non-U.S. jurisdictions.

Determining the consolidated provision for incorar ¢xpense, income tax liabilities and deferredassets and liabilities involves
judgment. The Company calculates and providesi@ome taxes in each of the tax jurisdictions inclilit operates, which involves estimat
current tax exposures as well as making judgmenarding the recoverability of deferred tax asge&sach jurisdiction. The estimates used
could differ from actual results, which may haveignificant impact on operating results in futusgipds.

10. INDEMNIFICATIONS:

The Company sells products to its distributors umaatracts, collectively referred to as DistribuGales Agreements (“DSA”). Each
DSA contains the relevant terms of the contracimaingement with the distributor, and generallyudes certain provisions for indemnifying
the distributor against losses, expenses, anditiabifrom damages that may be awarded againgdiitgbutor in the event the Company's
products are found to infringe upon a patent, cigiyr trademark, or other proprietary right of adhparty (“Customer Indemnification”). The
DSA generally limits the scope of and remedieglierCustomer Indemnification obligations in a varief industry-standard respects,
including, but not limited to, limitations based time and geography, and a right to replace amigifig product. The Company also, from ti
to time, has granted a specific indemnificatiomtitp individual customers.

The Company believes its internal development meeg and other policies and practices limit itsoexpe related to such
indemnifications. In addition, the Company requitsemployees to sign a proprietary informatiod arventions agreement, which assigns
rights to its employees' development work to thenBany. To date, the Company has not had to reiretamg of its distributors or customers
for any losses related to these indemnificatiortdsrammaterial claims were outstanding as of Jup@B02 . For several reasons, including the
lack of prior indemnification claims and the ladkaomonetary liability limit for certain infringenmé cases, the Company cannot determine the
maximum amount of potential future payments, if,aejated to such indemnifications.
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11. COMMITMENTS:
Supplier Agreements

The Company purchases wafers through purchasesdirden its foundries. All but one of the Companyafer agreements were
executed in U.S. currency. Until June 2011, this foundry required wafer purchases to be in Japayes, however, the purchase price within
this agreement was fixed at a base rate and alléeresbme sharing of the impact of exchange ratetdlations from the base rate. The curre
fluctuation experienced between the time invoicesensubmitted to the Company until the time thewes purchased and remitted to the
supplier was a financial responsibility of the Canp. The Company accounted for the gain or losgeadlto the payment of these transactions
as part of other income or expense. The Companyemegiotiated its supply agreement with this foyridrpurchase wafers in U.S. currency.

Two of the Company's major suppliers have wafepBupgreements based in U.S. dollars; howeveragiieements with these
foundries also allow for mutual sharing of the iropaf the exchange rate fluctuation between Jagayess and the U.S. dollar. Each year, the
Company's management and these suppliers reviewegutiate pricing; the negotiated pricing is demated in U.S. dollars but is subject to
contractual exchange rate provisions. The fluotueith the exchange rate is shared equally betwee@€ompany and each of these suppliers.

12. LEGAL PROCEEDINGS AND CONTINGENCIES:

From time to time in the ordinary course of businéle Company becomes involved in lawsuits, otorusrs and distributors may
make claims against the Company. In accordanceA8@ 450-10, the Company makes a provision foalaility when it is both probable that
a liability has been incurred and the amount ofidise can be reasonably estimated.

On October 20, 2004, the Company filed a complagdinst Fairchild Semiconductor International, kxed Fairchild Semiconductor
Corporation (referred to collectively as "FaircH)lth 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 Poweedmation patent and that the patents are
invalid. The Court issued a claim construction ome March 31, 2006 which was favorable to the Canyp The Court set a first trial on the
issues of infringement, willfulness and damagesJotober 2, 2006. At the close of the first triah, 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. Although the jury awarded dassgt this stage of the proceedings the Compampotatate the amount, if any, which it
might ultimately recover from Fairchild, and no kéits have been recorded in the Company's consgetidnancial statements as a result ol
damages award. Fairchild also raised defensesmtintgthat the asserted patents are invalid or fonesable, and the court held a second trial
on these issues beginning on September 17, 200%eP@ember 21, 2007, the jury returned a verditténCompany's favor, affirming the
validity of the asserted claims of all four patemissuit. Fairchild submitted further materials thie issue of enforceability along with various
other post-trial motions, and the Company filedtgdal motions seeking a permanent injunction amleased damages and attorneys' fees,
among other things. On September 24, 2008, thet@euied Fairchild's motion regarding enforceapiind ruled that all four patents are
enforceable. On December 12, 2008, the Court mitethe remaining post-trial motions, including giag a permanent injunction, reducing
the damages award to $6.1 million , granting Féuch new trial on the issue of willful infringemeem view of an intervening change in the
law, and denying the Company's motion for increatsadages and attorneys' fees with leave to renewntition after the resolution of the
issue of willful infringement. On December 22, 20@8Fairchild's request, the Court temporarilysththe permanent injunction for 90 day:
permit Fairchild to petition the Federal Circuit@bof Appeals for a further stay. On January 12, Fairchild filed a notice of appeal
challenging the Court's refusal to enter a morenp@ent stay of the injunction, and Fairchild fiedtitional motions requesting that both the
Federal Circuit and the District Court extend ttey ©f injunction. The District Court temporarilxtended the stay pending the Federal Circuit
ruling on Fairchild's pending motion, but the Fed&ircuit dismissed Fairchild's appeal and deftedotion on May 5, 2009, and the District
Court issued an order on May 13, 2009 confirmirggriinstatement of the permanent injunction adraity entered in December 2008. On
June 22, 2009, the Court held a brief bench rédrighe issue of willful infringement, and the f@s completed post-trial briefing on the issue
of willfulness shortly thereafter. On July 22, 201ite Court found that Fairchild willfully infringkall four of the asserted patents. The Court
also invited briefing on enhanced damages andrayst fees, and Fairchild filed a motion requestiveg the Court amend its findings
regarding willfulness. On January 18, 2011, ther€denied Fairchild's request to amend the findimggrding Fairchild's willful infringement
and doubled the damages award against Fairchilddmiined to award
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attorneys' fees. On February 3, 2011, the Couedredtfinal judgment in favor of the Company footat damages award of $12.9 million .
Fairchild filed a notice of appeal challenging fhal judgment and a number of the underlying rg¢inand the Company filed a cross-appeal
seeking to increase the damages award. Briefing@appeal is complete, and the appeal was arguddrauary 11, 2012. A ruling is expected
later this year.

On May 9, 2005, the Company filed a Complaint vith U.S. International Trade Commission (“ITGHder section 337 of the Tar
Act of 1930, as amended, 19 U.S.C. section 133ihsig8ystem General (“SG”). The Company filed apdement to the complaint on May 24,
2005. The Company alleged infringement of its pat@ertaining to pulse width modulation (“PWM”) égrated circuit devices produced by
SG, which are used in power conversion applicatsuth as power supplies for computer monitors. Commission instituted an investigation
on June 8, 2005 in response to the Company's camhgG 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 clamsiit, which proceeded to a hearing.
The hearing on the investigation was held befoeeAtiministrative Law Judge (“ALJ”) from January ttBJanuary 24, 2006. Post-hearing
briefs were submitted and briefing concluded Fetyr@24, 2006. The ALJ's initial determination wastisd on May 15, 2006. The ALJ found
all remaining asserted claims valid and infringaal recommended the exclusion of the infringinglpods as well as certain downstream
products that contain the infringing products. Afierther briefing, on June 30, 2006 the Commisglenided not to review the initial
determination on liability, but did invite briefm@emedy, bonding and the public interest. On Audds 2006 the Commission issued an order
excluding from entry into the United States theiitging SG PWM chips, and any LCD computer monit&g printer adapters and
sample/demonstration circuit boards containingndiiniging SG chip. The U.S. Customs Service is aritied to enforce the exclusion order.
On October 11, 2006, the presidential review peexpired without any action from the President, #redITC exclusion order is now in full
effect. SG appealed the ITC decision, and on NowrtiB, 2007, the Federal Circuit affirmed the ITi@igings 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 Casiom modified the exclusion order on February22D9. Nevertheless, the exclusion
order still prohibits SG and related entities fronporting the infringing SG chips and any LCD cortggunonitors, AC printer adapters, and
sample/demonstration circuit boards containingnéiiniging SG chip.

On May 23, 2008, the Company filed a complaint agfaFairchild Semiconductor International, Inc.irétsild Semiconductor
Corporation, and Fairchild's wholly-owned subsidi8ystem General Corporation in the United Statistribt Court for the District of
Delaware. In its complaint, the Company alleged Hearchild has infringed and is infringing threatents pertaining to power supply contra
integrated circuit devices. Fairchild answeredGoenpany's complaint on November 7, 2008, denyifrgnigement and asking for a declarat
from the Court that it does not infringe any Poweegrations patent and that the patents are iheadd unenforceable. Fairchild's answer also
included counterclaims accusing the Company ofriging three patents pertaining to primary side @oeonversion integrated circuit devices.
Fairchild had earlier brought these same claingsseparate suit against the Company, also in Detgawsnich Fairchild dismissed in favor of
adding its claims to the Company's already pendingagainst Fairchild. The Company has answer@glil's counterclaims, denying
infringement and asking for a declaration from @wurt that it does not infringe any Fairchild pdtand that the Fairchild patents are invalid.
Fairchild also filed a motion to stay the case,thetCourt denied that motion on December 19, 2Q@08March 5, 2009, Fairchild filed a
motion for summary judgment to preclude any recp¥er post-verdict sales of parts found to infringahe parties' other ongoing litigation,
described above, and the Company filed its opmrséind a cross-motion to preclude Fairchild froritigating the issues of infringement and
damages for those same products. On June 26, #@€ourt held a hearing on the parties’ motiond,an July 9, 2009 the Court issued an
order denying the parties’ motions but staying geolings with respect to the products that wereddannfringe and which are subject to the
injunction in the other Delaware case between Hrégs pending the entry of final judgment in tbase; the remainder of the case is
proceeding. On December 18, 2009, the Court isaneatder construing certain terms in the assettedhs of the Company's and Fairchild's
patents in suit. Following the Court's ruling oainl construction, Fairchild withdrew its claim redd to one of its patents and significantly
reduced the number of claims asserted for the m@ngatwo patents. The parties thereafter filed arglied a number of motions for summary
judgment, and the Court denied the majority ofgiagies’ motions but granted the Company's motguréclude Fairchild from -arguing
validity positions that were rejected in the priase between the parties. Because the assigneel tatatgd at the end of July 2010, the case
was re-assigned to a different Judge, and the Qaaeted the trial schedule and had the partieggedheir input on the appropriate course of
action. The Court thereafter set a trial schedutk the jury trial on infringement and validity teegin in July 2011. On February 10, 2011, the
Court issued an order maintaining the stay witlpeesto the products that were found to infringd atich are subject to the injunction in the
other Delaware case pending the appeal in that €asépril 18, 2011, the Court rescheduled thd tdaegin in January 2012, and on June 2,
2011 the
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Court moved the trial date to permit the partieaddress another patent the Company has accusetiifebof infringing. Following a trial in
April 2012, the jury returned a verdict finding thairchild infringes two of the Company's patetitgt Fairchild has induced others to infringe
the Company's patents, and also upheld the valiitige infringed patents. Of the two remaining m@uclaim patents Fairchild asserted in the
case, one was found not to be infringed, but thefpund the second patent to be infringed by atéichnumber of the Company's products,
although the jury further found the Company did indiuce infringement by any customers, includingtomers outside the United States. The
Company is challenging the validity and enforcaabif that patent in post-trial proceedings, isstebe decided by the judge overseeing the
case. Nevertheless, the Company estimates thatifethenverdict on Fairchild's patent were ultingtepheld, the sales potentially impacted
would amount to only about 0.1% of the Companyemnees. The Company will also seek an injuncti@venting further infringement of its
own patents and is seeking financial damages, hsgenhanced damages for willful infringemenspiss to be decided in separate
proceedings at a later date.

On June 28, 2004, the Company filed a complainp&dent infringement in the U.S. District Court,tf@rn District of California,
against SG Corporation, a Taiwanese company, and.8. subsidiary. The Company's complaint allagaticertain integrated circuits
produced by SG infringed and continue to infringetain of its patents. On June 10, 2005, in resptmshe initiation of the International Tra
Commission (ITC) investigation discussed above Otstrict Court stayed all proceedings. Subseqtetite completion of the ITC
proceedings, the District Court temporarily liftde stay and scheduled a case management confe@m&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 ofgatiogs pending the outcome of the Federal Cirqpeal of the ITC determination. On
November 19, 2007, the Federal Circuit affirmedI@'s findings in all respects, and SG did na il petition for review. The parti
subsequently filed a motion to dismiss the Dist@ourt case without prejudice. On November 4, 20808 Company re-filed its complaint for
patent infringement against SG and its parent catjpms, Fairchild Semiconductor International,.lacd Fairchild Semiconductor
Corporation, to address their continued infringetdrpatents at issue in the original suit thaerglty emerged from SG requested
reexamination proceedings before the U.S. PatehTaamdemark Office (USPTO). The Company seeks, gnotimer things, an order enjoining
Fairchild and SG from infringing the Company's péseand an award of damages resulting from thgedlénfringement. Fairchild has denied
infringement and asked for a declaration from tlei€Cthat it does not infringe any Power Integnasipatent, that the patents are invalid, and
that one of the two patents now at issue in the agnenforceable. On May 5, 2010, Fairchild a@dfiged an amended answer including
counterclaims accusing the Company of infringing patents; the Company contests these new claigosouisly, and since that time Fairct
has withdrawn its claim for infringement of onetloé patents it asserted against the Company, lg@wat one Fairchild patent in the case. The
Court held a claim construction hearing on MarchZB1 and issued a first claim construction ordgarding the Company's asserted patents
on July 13, 2011 and a second claim constructideraregarding Fairchild's asserted patent on Aug@is011. Discovery is currently under
way.

In February 2010, Fairchild and System General {)Sit&d suits for patent infringement against tiempany, Power Integrations
Netherlands B.V., and representative offices of @oltegrations Netherlands in Shanghai and Shenafte the Suzhou Intermediate Cour
the People's Republic of China. The suits assart@hinese patents and seek an injunction and desnafgapproximately $19.0 million .

Power Integrations Netherlands filed invalidationgeedings for all four asserted SG patents irPénaple's Republic of China Patent
Reexamination Board (PRB) of the State IntellecRralperty Office (SIPO), and all four challengesevaccepted by the PRB, with hearings
conducted in September 2010. Early this JanuaeyCtdmpany received rulings from the PRB invalidatime majority of the claims Fairchild
asserted in litigation. The Suzhou Court conduetédentiary hearings in May and July of 2012, Imat ¢ourt has not set a schedule for further
proceedings at this time. The Company believes$-tiechild and SG claims discussed above are withwarit and intends to contest them
vigorously.

On July 11, 2011, the Company filed a complairthim U.S. District Court, District of Columbia, agsi David Kappos in his capacity
as Director of the United States Patent and Trade@éice (“PTQ”) as part of the ongoing reexamioatproceedings related to one of the
patents asserted against Fairchild and SG in thenee litigation described above. The Companyfdemotion for summary judgment on a
preliminary jurisdictional issue, and the PTO filedross-motion to dismiss on this same issuefihgi®n these motions is now complete, with
a ruling expected in the coming months. No schelakebeen set for the case.

On May 1, 2012, Fairchild Semiconductor Corporation Fairchild's wholly-owned subsidiary, Systerm&al Corporation (referred
to collectively as “Fairchild”), filed a complaiaainst the Company in the United States Distraur€
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for the District of Delaware. In its complaint, F&iild alleges that the Company has infringed andfringing four patents pertaining to power
conversion integrated circuit devices. The Compaay answered Fairchild's complaint, denying infimgnt and asking for a declaration from
the Court that it does not infringe any Fairchilitgnt and that the Fairchild patents are invahd, the Company has also asserted
counterclaims against Fairchild for infringemenfigé of the Company's patents. Fairchild has féethotion to dismiss the Company's
counterclaims, which the Company opposes. No aasdsile has been set at this time.

The Company is unable to predict the outcome ddllpgoceedings with certainty, and there can bassoirance that Power
Integrations will prevail in the abowaentioned unsettled litigations. These litigatiombether or not determined in Power Integratioagdf ol
settled, will be costly and will divert the efforasd attention of the Company's management anditedtpersonnel from normal business
operations, potentially causing a material advefect on the business, financial condition andrapeg results. Currently, the Company is not
able to estimate a loss or a range of loss foottming litigation disclosed above, however adveeterminations in litigation could result in
monetary losses, the loss of proprietary rightbjext the Company to significant liabilities, reqgiPower Integrations to seek licenses from
third parties or prevent the Company from licengtmg technology, any of which could have a matexiblerse effect on the Company's
business, financial condition and operating results

In the quarter ended March 31, 2011, the IRS istiiecCompany a notice of proposed adjustment piogasaterial adjustments to
the Company's taxable income for the years 20081t 2006 related to the Company's intercomparsarel and development cost-sharing
arrangement and related issues and in December #@&L.Company received an addendum to the notipeopfosed adjustments from the IRS
related to the Company's intercompany researcldanelopment cost sharing arrangement. In the quangied June 30, 2012, the Company
reached an understanding regarding the items ftiingewith the IRS and closed out all positionspast of the examination of the Company's
income tax returns for the years 2003 through 2@06August 2, 2012, the IRS signed a formal closiggeement with the Company that is
consistent with the intentions of the parties parguo their earlier understanding. As a result, dlompany remeasured its tax positions based
on the facts, circumstances, and information akbkglat the reporting date. The resolution of th@320006 audit resulted in a tax assessment to
the Company of $35.5 million and interest of $8ifliom . Additionally, as a result of the agreement, tleen@any will incur state income tax
and interest of approximately $0.3 million . Eveough the Company believes the IRS's position weipect to the adjustments is inconsistent
with applicable tax law, and that the Company haseétorious defense to its position, the Compaegted to accept a negotiated agreement
that it believes to be in the best interests ofGbenpany's stockholders. The agreement addressesythlty issue relating to the Company's
international tax structure for all tax years a2803 (including the years 2007 - 2009, which aneently being audited by the IRS). Further,
the agreement confirms that the royalty arrangerbetween the Company and its foreign subsidiarlemiti on October 31, 2012, resulting in
a substantially lower effective tax rate for then@mny in future periods. Also, the agreement Witha the Company to repatriate up to $101.9
million from its foreign-based subsidiary in futyseriods without incurring U.S. income taxes.

13. RECENT ACCOUNTING PRONOUNCEMENTS:
On January 1, 2012, the Company adopted the faligwtccounting pronouncements:

In May 2011, the Financial Accounting StandardsrBd&ASB) issued amendments to the FASB Accourfiitasndard Codification
(ASC) relating to fair value measurements, Accoyttandards Update (ASU) 2011-64jr Value MeasuremenfSC Topic 820. The
amendments clarify the application of existing fatue measurement requirements and results in conmeasurement and disclosure
requirements in U.S. GAAP and International FinahBieporting Standards (IFRS). The Company adoptese amendments in the first
quarter of fiscal 2012.

In June 2011, the FASB issued ASU No. 2011@&mnprehensive IncoméASC Topic 220). This amendment gives an entity two
options to present the total of comprehensive irgdime components of net income, and the compowéther comprehensive income. An
entity can elect to present comprehensive inconadttirer (1) a single continuous statement of colmgmsive income, or (2) in two separate but
consecutive statements. In both choices, an datigquired to present each component of net incalorgy with total net income, each
component of other comprehensive income along avitbtal for other comprehensive income, and a @tabunt for comprehensive income.
The Company adopted this amendment beginning ifirdtegquarter of 2012.

In September 2011, the FASB issued ASU No. 2011F68ting Goodwill for ImpairmenfASC Topic 350). Under the amendment
this ASU, an entity has the option to first assgsslitative factors to determine whether the exis¢eof events or circumstances leads to a
determination that it is more likely than not tkia fair value of a reporting unit is less than
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its carrying amount. If, after assessing the tttaf events or circumstances, an entity determinissnot more likely than not that the fair va

of a reporting unit is less than its carrying anotimen performing the two-step impairment testrisecessary. However, if an entity concludes
otherwise, then it is required to perform the fgtp of the two-step impairment test by calcugathre fair value of the reporting unit and
comparing the fair value with the carrying amoufithe reporting unit. If the carrying amount ofeporting unit exceeds its fair value, then the
entity is required to perform the second step efghodwill impairment test to measure the amouthefimpairment loss, if any. Under the
amendments in this ASU, an entity also has theooft bypass the qualitative assessment for argrtieg unit in any period and proceed
directly to performing the first step of the tvgtep goodwill impairment test. An entity may resupeeforming the qualitative assessment in
subsequent period.

14. ACQUISITION:

On May 1, 2012, the Company, through its subsidg@Hower Integrations Netherlands B.V., a Dutchpaomy, and Power Integratic
Limited, a Cayman Islands company, completed tlygiaition of CT Concept Technologie AG ("Concept™Goncept Group"), a Swiss
company, by acquiring all of the outstanding shaféts Swiss parent companies Concept Beteilignrg@ and CT-Concept Holding AG (the
“Acquisition”), pursuant to the Share Purchase &gnent ("Purchase Agreement") described in the @uReport on Form 8-K filed by the
Company with the Securities and Exchange CommissioApril 5, 2012.

The acquisition has been accounted for using thaisition method of accounting in accordance wititdunting Standards
Codification (“ASC") 805 - Business Combinationsadér the acquisition method of accounting, thel fmtachase consideration of the
acquisition is allocated to the tangible assetsidantifiable intangible assets and liabilitieswaaed based on their relative fair values. The
excess of the purchase consideration over theangtfile and identifiable intangible assets is rdedras goodwill, and was derived from
expected benefits from technology, cost synergieskamowledgeable and experienced workforce wheepbithhe Company after the acquisition.
Goodwill is not expected to be deductible for taxgmses. The purchase price allocation is prelirgisace the valuation of the net tangible
and identifiable intangible assets is still bein@fized. Of the total purchase price of $130.7ioml (including cash assumed), $128.3 million
was used to fund the acquisition in the secondtquaf 2012. Pursuant to the purchase agreemenfiuichase price is subject to a net asset
value adjustment which is estimated to be approtein&2.4 million . The net asset value adjustnveititbe paid within approximately six
months after May 1, 2012.

The acquisition furthers the Company's strategit tai offer highly integrated high-voltage power-gersion products across the
widest possible range of power levels and appbeoati While Power Integrations has historically feedi on power supplies up to 500 watts of
output, Concept products address higher-power egtjins, such as industrial motors and renewal#eggrsystems. As such, the combination
is complementary to Power Integrations' existingihess. Furthermore, Concept also has an expaadihrgssable market and a growing,
profitable revenue stream that are consistent Ritlver Integrations' financial goals/targets.

The following table summarizes the purchase prmkestimated fair values of the assets acquiredhantiabilities assumed as of M
1, 2012, the completion of the acquisition of CqndgClosing Date").
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Assets Acquired

Total Amount

(in thousands)

Cash $ 14,93:
Accounts receivable 3,22(
Inventories 10,63
Prepaid expenses and other current assets 2,771
Property and equipment, net 3,36:
Intangible assets:
Developed technology 23,75(
Tradename 3,60(
Customer relationships 16,70(
Goodwill 62,56
Total assets acquired 141,54:
Liabilities assumed
Current liabilities 4,581
Deferred tax liabilities 5,667
Other liabilities 634
Total liabilities assumed 10,88¢
$ 130,65

Total purchase price

The fair value of intangible assets of $44.1 millltas been allocated to the following three asstegories: 1) developed technology,
2) tradename and 3) customer relationships. Tketfiro will be amortized on a straight line basigethe estimated useful life of the assets.
The third intangible asset, customer relationshipkbe amortized on an accelerated basis oveettienated life of the asset. The following
table represents details of the purchased intamgibdets as part of the acquisition:

Fair Value Estimated
Amount Useful Life
(in thousands) (in years)
Developed technology $ 23,75( 4-12
Tradename 3,60( 2
Customer relationships 16,70( 10
Total Concept intangibles $ 44,05(

The fair value of the identifiable intangible asseteveloped technology, trademark and customatiosekhips were determined based
on the following approach.

Developed Technologyhe value assigned to the acquired developed témipavas determined using the income approach. The
royalty savings were estimated by applying an esth royalty rate to the projected revenues forc@phfor each developed technology. The
selected royalty rate for the developed technologyg based on the Company's analysis of compardit@sology, royalty rate indications, and
licensing agreements for comparable technologibe.rdyalty savings were then adjusted for taxestismbunted to present value. The fair
value of developed technology was capitalized ak@fcquisition date and will be amortized usirggraight-line method to cost of revenues
over the estimated remaining life of 4 - 12 years.

TradenameThe value assigned to Concept's tradename wasmietst using the income approach. The present \dlthee expected
after-tax royalty savings was added to the sunmefeixpected amortization tax benefit. The royadtg was selected based on an analysis of
comparable tradename agreements. In additionatkenas adjusted based on an analysis of
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Concept's projected performance and the importahttee tradename to the industry. The selectedityyate was then applied to the projected
revenues for the tradename. The fair value ofrdiename was capitalized as of the acquisitionaladewill be amortized using a straight-line
method to sales and marketing expenses over timagstl period of use of 2 years.

Customer Relationshipgn intangible customer relationship asset was reizegl to the extent that the Company was expeoted t
benefit from future revenues reasonably anticipgiedn the history and operating practices of CphcEhe value assigned to customer
relationships was determined using the income amproForecasted cash flows derived from the acguinstomer relationships, net of returns
on contributory assets, were discounted to presduoe. Expectations related to future customemtains were based on historical data and a
long-term forecast that was constructed based®tdmpany's financial projections and expectati®he. associated income taxes were based
on an assumed tax rate of a hypothetical buyer.nehécome was then charged for the requiredmetaf debt-free working capital, net fixed
and other assets, developed technology and tradetmderive the residual cash flows related toctietomer relationships acquired. The
residual cash flows were then discounted to presgne. The fair value of customer relationships wapitalized as of the acquisition date and
will be amortized on an accelerated basis to saidsmarketing expenses over the estimated remdifénof 10 years.

Pro Forma Informatior

From May 1, 2012 to June 30, 2012 Concept reveoli$4.6 million were included in the Company's censked consolidated
statements afperations and is included in the pro forma information el provide supplemental comparable informatidihe loss of
Concept for the same period of approximately $lildam was included in the Company's condensedsobdated statementgperations
which includes intangible amortization and amott@aof inventory markup. The loss from Conceptsimated because the Company is in
the process of integrating Concept's operationgle€ompany does not maintain product line statesuwd operations

For the purpose of the summary unaudited pro farambined supplemental information, the acquisiti@s assumed to have
occurred as of January 1, 2011. The pro forma coslbsupplemental information reflects the curremapslation from Swiss francs to US
dollars for the Concept historical financial stagens. The pro forma information for January 1,261 April 30, 2012, has been calculated
after applying the Company's accounting policies agjusting the results of Concept to reflect ttidittonal amortization of intangible assets,
and additional cost of revenues related to theritarg markup that would have been charged assuthméair value adjustments had been
incurred as of January 1, 2011. The unaudited gnmmd combined financial information is for inforratal purposes only and does not purport
to represent what the Company's actual resultsdvoave been if the acquisition had been completanf the date indicated above, or that t
be achieved in the future. The unaudited pro focorabined supplemental information does not inclindeeffects of any cost savings from
operating efficiencies or synergies that may refsaih the acquisition (in thousands, except pereshaounts).

Three Months Ended Six Months Ended

June 30, June 30,
2012 2011 2012 2011
Revenues $ 79,000 $ 88,25: $ 157,26¢ $ 173,95
Net income (loss) $ (6,895 $ 9,61¢ $ 56z $ 18,37
Earnings (loss) per share - diluted $ (0.29) $ 03z $ 0.0z $ 0.61

15. INVESTMENT IN THIRD PARTY:

On October 22, 2010, the Company made a $7.0 miifigestment in preferred stock of a privately hedthpany, SemiSouth
Laboratories (“SemiSouth”). Also in October 201t Company paid $10.0 million as a prepaid royaltgxchange for the right to use
SemiSouth's technology. The Company will amortimerbyalty to cost of revenues based on the Comgaales of products incorporating the
licensed technology. The Company classified itegtment in SemiSouth, with a carrying value of $#illion and prepaid royalty of $10.0
million within Other Assets in the Company's conskshconsolidated balance sheet as of June 30,. 202 Company does not expect to
amortize the prepaid royalty in 2012.

In February 2011, the Company entered into an aggaewith SemiSouth to provide a lease line forfthencing of capital

equipment. Under the terms of the agreement, SarthiS@n borrow up to $8.6 million through Janua® 2, of which a total of $8.5 million
had been funded as of June 30, 2012 . Refer to Nijteease Line to Third Partyfor details.
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The Company included the lease line receivabledamibsits on equipment in Other Assets and Prepgiérises and Other Current Assets in
its consolidated balance sheet at June 30, 2012 .

The Company's 2010 agreement with SemiSouth preyataong other things, that the Company has therofui acquire SemiSouth
in the future (“Call Option”) and that the Compamgy be obligated to acquire SemiSouth at a futate dl SemiSouth achieves certain
financial performance conditions (“Put Option”).&'Rut and Call Options terminate on the date thapproximately a month following
delivery to the Company of SemiSouth's financiateshents for the quarter ending December 31, 2013.

The Call Option can be exercised by the Compamyratltiple of SemiSouth's annualized net opergtirtgits after tax (‘“NOPAT”)
(based on the average of this measure over a pefrieeleral months), as defined in the agreemédré.riultiple is intended to result in an
acquisition price equal to the estimated fair vati€emiSouth. The minimum acquisition price wolbéd$36 million , subject to certain
adjustments. Pursuant to an amended agreemen¢eimiés in March 2012, the maximum purchase pricel 1ot exceed $80.0 million .

The Put Option can only be exercised by SemiSounde @ertain revenue and profit metrics have beachesl. At that time,
SemiSouth could obligate the Company to acquireiSeuath at a multiple of SemiSouth's NOPAT. The iipldtis intended to result in an
acquisition price equal to the estimated fair vaiti€emiSouth limited to a maximum of $80.0 milliparsuant to the March 2012 amendment.
In order to reach the revenue and profit metrigsiired to exercise the Put Option, SemiSouth woeled to increase its quarterly revenue to
approximately 17 times the level of revenues aadan the second quarter of 2012.

The NOPAT multiple was determined to reflect faatue based on the Market Approach using Level Atsfhat are derived
principally from observable market data by compgurimultiples for similar publicly traded compani@sie to the fact that the strike price of-
Put Option is continually being adjusted to reflde changes in the fair value of SemiSouth, tirevidue of the Put Option was determined to
be zero .

In July 2011, SemiSouth obtained $15 million officing through the sale, and concurrent licensauk pof its intellectual property
("IP") with a financing company. In connection withis arrangement, the Company entered into armgetit purchase commitment with the
financing company for SemiSouth's IP. The contingemchase commitment requires the Company to gseckthe IP previously owned by
SemiSouth from its new owner for $15 million (pheémbursement of certain expenses) under certaiditons generally relating to
SemiSouth's failure to make certain payments oriSeuth's insolvency. In this event, the agreemet# forth a process to be followed before
the Company's purchase commitment matures. Hiestgreement allows the Company to exercise its@alon for a certain period of time
and under certain conditions. If the Company dadsmitially exercise its Call Option, then Semi$fogan be sold to a third party during a
period of time of up to approximately half a yeahich period of time may be shortened by the nemiSeuth IP owner) or the Company
could still exercise its Call Option. After thatrjpel of time elapses, the Company is obligateduaipase the SemiSouth IP for $15 million
(plus reimbursement of certain expenses). The Cagpeovided a $15 million letter of credit in Augui11 to the financing company to
secure the contingent purchase commitment.

The Company entered into a contract in July 20%h ®emiSouth to act as a sales representativesfoi®uth. The sales
representation agreement will allow the Compangam a fee for its efforts in representing, promptnd soliciting orders for SemiSouth
products. The contract can be terminated with dhaevit cause by giving prior written notice to tither party.

In March 2012, the Company loaned SemiSouth $18l®m, and in exchange the Company was issuetbmfssory note. In
consideration for the loan the Company obtainedraandment to its 2010 agreement with SemiSoutktabish a maximum purchase price
related to both the Company's option to acquireiSeuath ("Purchase Option™) and its potential oliigato acquire SemiSouth (as discussed
above). The Company used Level 3 inputs in itsifaarket valuation utilizing the income-approachuaion technique. The Company
prepared a discounted cash flow analysis usindolf@ving unobservable inputs: weighted averagd cbsapital, long-term revenue growth,
control premium, and discount for lack of markeliahiThe Company then usedBlack-Scholes option pricing modeldsetermine the fair
value of the Company's purchase option to be appately $6.2 million . The Company's valuation teicjue derived inputs principally from
market data (i.e., correlation values). The Compasgounted for the $18.0 million promissory not¢hia Other Assetsaption in its condenst
consolidated balance sheet, net of the $6.2 miltiterest discount related to the Purchase Optibwhich $0.9 million was amortized as of
June 30, 2012. The interest discount will be armedito interest income over the life of the promigsote. The amortization of the interest
income and the stated interest rate on the promyissuie reflect the
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approximate fair value of the effective intereserd’he Company also recorded the correspondir@yriilion value of the Purchase Option in
Other Assets in its condensed consolidated balsimeet. The following table reflects the Companytsrest income related to its SemiSouth
agreements (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
Interest income on note from SemiSouth $ 9aC $ — 3 114 $ —
Non-cash interest income on note from SemiSouth 62: — 78C —
Interest income from SemiSouth lease line 83 21 164 60
Total interest income from SemiSouth $ 79€ $ 21§ 1,05¢ $ 6C

The Company's investment in SemiSouth is periolyicaliewed for other-than-temporary declines iin f@lue by considering
available evidence, including general market caoost, SemiSouth's financial condition, pricing @tent rounds of financing, earnings and
cash flow forecasts, recent operational performamceany other readily available market data.

The Company has determined that its investmenemiSouth, in which the Company holds less than 2g%ty interest, is a variab
interest entity (“VIE”) in which the Company is nihie primary beneficiary. The primary factors ie @ompany's assessment were; (i)
SemiSouth's management team and board of diregtmes solely responsible for all business and firerecisions for SemiSouth and (ii) the
Company does not have the ability to direct théviiets that significantly impact the economic gmrhance of SemiSouth. The Company
accounts for its non-marketable investment in Seuni$under the cost method.

The Company's maximum exposure to loss as a refsitdt interest in SemiSouth is limited to the aggate of the carrying value of its
equity investment, up to $8.6 million for the leéise agreement and $18.0 million for the loan érsSouth. There were no additional future
funding commitments to SemiSouth as of June 302201

16. LEASE LINE TO THIRD PARTY:

In February 2011, the Company entered into an aggaewith SemiSouth to provide a lease line forfthancing of capital
equipment. Under the term of the agreement, SenttiStan borrow up to $8.6 million through Januart20As of June 30, 2012 , a total of
$8.5 million had been funded, consisting of: $8illiom funded, less payments withheld under thiske arrangement to finance capital
equipment commencing in February 2011; and $0.Bomipaid as deposits on equipment which the Compel lease to SemiSouth upon
delivery of such equipment. The Company includedi#fase line receivable and deposits on equipmedttier Assets and Prepaid Expenses
and Other Current Assets in its condensed congetidzalance sheet at June 30, 2012 . The tota [@asnents related to the $8.2 million
funded, including interest, will be received ovdpar-to-eight year term and are reflected in tdge below (in millions):

Total Minimum

Fiscal Year Lease Payments

2012 (remaining 6 months) $ 0.9
2013 1.2
2014 1.2
2015 1.2
2016 1.2
Thereafter 3.C
Total $ 8.7

The Company assessed the credit worthiness of Semhi&t the inception of the lease line, and isiteoing their credit quality on an
ongoing basis. If the credit worthiness of Semi8aliminishes the Company will establish a spec#®erve against the lease line receivable at
that time.

17. BANK LINE OF CREDIT:
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In February 2011, the Company entered into an umsdaredit agreement with a bank (the “Credit Agnent”). Pursuant to the
Credit Agreement, the Company could request, friome to time until February 2013, advances in anamaoot to exceed an aggregate
principal amount of $50.0 million . On April 2, 2D1the amount available under this credit agreemestincreased to $65.0 million , the
proceeds of which could be used for working capiguirements and other general corporate purposes.

On July 5, 2012, the Company terminated the Crsglitement and entered into a new Credit Agreentbat"New Credit
Agreement") with two banks. The New Credit Agreetmaovides the Company with a $100.0 milli@volving line of credit to use for gene
corporate purposes with a $20 million sublimit fioe issuance of standby and trade letters of crédé Company's ability to borrow under the
revolving line of credit is conditioned upon ther@many's compliance with specified covenants, indgdeporting and financial covenants,
primarily a modified current ratio and a debt tondags ratio, with which the Company is currentlycompliance. The New Credit Agreement
terminates on July 5, 2015; all advances underehelving line of credit will become due on suchejar earlier in the event of a default.

In connection with entering into the New Credit Agment, as of July 5, 2012, the Company's exi§tirtlg0 million letter of credit
under the Credit Agreement with a bank, was deeiméave been issued pursuant to and subject tetins and conditions of the New Credit
Agreement. As of July 5, 2012, no amounts weretanting under the terminated facility. Refer to &l&b,Investment in Third Partyor
details on the Company's outstanding letter ofitred

18. RETIREMENT PLANS:

In connection with the Company's acquisition of Cept in May 2012, the Company sponsors a definedfligpension plan ("Pensic
Plan") in accordance with the legal requirementSwitzerland (refer to Note 1Acquisition, for details on Concept). The plan assets, which
provide benefits in the event of an employee'saetent, death or disability, are held in legallyssaomous trustee-administered funds that are
subject to Swiss law. Benefits are based on thd®map's age, years of service and salary, andl@#meipfinanced by contributions by both the
employee and the Company.

The net periodic benefit cost of the Pension Plas mot material to the Company's financial statéséuaring the three months ended
June 30, 2012. The acquired projected benefit atitig of $5.1 million , net of plan assets of $rhilion , was $0.6 million as of the Closing
Date. The projected benefit obligation, net of pasets, did not change from the closing daterie 30, 2012. The Company has recorded the
unfunded amount as a liability in its Condensed<dtidated Balance Sheet at June 30, 2012, underetigion liability caption. The Company
expects to make contributions to the Pension Plapproximately $0.3 million during the currentd# year.

In accordance with the Compensation-Retirement fsriEopic of ASC 715-20, the Company will recognithe over-funded or

under-funded status of its defined postretireméar ps an asset or liability in its statement péficial position. The company will measure the
plan assets and benefit obligations as of the afatee fiscal year-end.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIMNCIAL 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 andakbes to those statements included elsewherésiiiarterly Report on Form 10-Q, and
with consolidated financial statements and manageiidiscussion and analysis of our financial cdiogi and results of operations in our
Annual Report on Form -K for the year ended December 31, 2011, filed withSEC on February 29, 2012. This discussionaiosit
forward-looking statements that involve risks and uncettas. Our actual results could differ materialtpiih those contained in these forward-
looking statements due to a number of factorsupitioly those discussed in Part Il, Item 1A-“Risk teais” and elsewhere in this report.

Overview

We design, develop, and market analog and mixesbkigtegrated circuits (ICs) and other electradmponents used in higleltage
power conversion. Our products are used primanilfxC-DC power-supplies, with applications includimgpbile-device chargers, computers,
home-entertainment equipment, appliances, electuility meters and LED lights. Since our May 2&uisition of CT-Concept
Technologie AG (Concept), we also offer drivergpitally circuit boards containing multiple ICsgetrical isolation components and other
circuitry - used to operate arrays of high-voltagigh{power transistors known as IGBT modules. Thesesdsiand modules are used for po
conversion in high-power applications such as itrilanotors, solar and wind power systems, eleatehicles and high-voltage DC
transmission systems.

We believe that our products enable power convedeperior to those designed with competing teadgies. We differentiate our
products through innovation aimed at helping owstaemers meet the desired performance specificat@rtheir power converters, including
increasingly stringent energy-efficiency requiremtsemnhile minimizing complexity, component counte-to-market and overall system cost.
We invest significant resources in research anéldement in an effort to achieve this differentiati

While the size of our addressable market fluctuatéis changes in macroeconomic conditions, the etahnkas generally exhibited a
modest growth rate over time as growth in unit vods has largely been offset by reductions in tkeage selling price of components in this
market. Therefore, the growth of our business dépg@nimarily on our penetration of the addressaideket, and our success in expanding the
addressable market by introducing new productsatidtess a wider range of applications. Our gratritegy includes the following elemet

* Increase the penetration of our ICs in *low-power” AC-DC power supply markeThe vast majority of our revenues has historic
come from AC-DC power-supply applications requirB@watts of output or less. We continue to intm@more advanced products
that make our ICs more attractive in this markee¢ Mdve also increased the size of our sales aldlddiigineering staff considerably
recent years, and we continue to expand our offeraf technical documentation and design-suppots tand services in order to help
customers use our ICs. These tools and serviceslmourP| Expert™design software, which we offer free of charge, and
transformer-sample service.

« Expand our addressable market to include a widageaof applications and power leveln recent years we have introduced IC
products that enable us to bring the benefits tefgiration to power supplies requiring more tham@fts of output, resulting in a
significant expansion of our addressable marke¢s€happlications include main power supplies fatrfanel TVs and desktop PCs
well as power supplies for LED streetlights, gamaesoles, and notebook computers, among others.

In May 2012 we acquired Concept. This transactiother expands our addressable market by enabditig address applications uf
a gigawatt of power, including industrial motorsnewable energy systems and electric vehicles aimgis a presence in the energy
generation and distribution markets in additioth® energy consumption market.

» Capitalize on the growing demand for more enerdigieft electronic products and lighting technolesgji cleaner modes of
transportation and renewable sources of eneBgcause our products incorporate a variety of gnefficiency technologies, we
believe our ability to penetrate the target markletscribed above is enhanced by the
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desire on the part of policymakers and consumersdoce energy consumption while also promotingraée energy sources. We
believe that energgfficiency is becoming an increasingly importansida criterion for power supplies due largely te #mergence
standards and specifications that encourage, asohire cases mandate, the design of more energyeaffelectronic products. While
power supplies built with competing technologies aften unable to meet these standards cost-eféégctpower supplies
incorporating our ICs are generally able to comith all known efficiency specifications currenily effect.

Additionally, technological advances combined wilgulatory and legislative actions are resultinthim adoption of alternative
lighting technologies such as light-emitting diodesLEDs. We believe this presents a significgsartunity for us because our ICs
are used in power-supply, or driver, circuitry fagh-voltage LED lighting applications.

The adoption of electric vehicles and renewablegnsources is another trend on which we intenthpitalize; we believe that low-
cost, reliable, energy-efficient power-conversitec&onics are essential to the success of thebaddogies, and we believe that the
Concept transaction gives us the ability to offdusons that compare favorably with competing iédives in terms of cost,
efficiency and reliability.

Recent Resuls

Our net revenues were $76.4 million and $148.2ionilin the three and six months ended June 30,,2@%pectively,
compared to $80.2 million and $156.9 million in B@ne periods of 2011. The decline was driven piiynlay lower sales of our products into
the communications, computer and consumer end rsanedlecting demand trends generally observedsadhe broader semiconductor
industry, partially offset by an increase in thdustrial end market due primarily to our acquisited Concept. Our top ten customers, incluc
distributors that resell to OEMs and merchant posugaply manufacturers, accounted for 64% and 658&uphet revenues in the three and six
months ended June 30, 2012, respectively, comparéd% of our net revenues in both the three axndhsinths ended June 30, 2011. Our top
two customers, both distributors of our productdlectively accounted for approximately 33% of ot revenues in the both the three and six
months ended June 30, 2012. In the same peridtie @revious year, our top two customers, bothriligiors of our products, collectively
accounted for approximately 33% and 32% of oure@etnues, respectively. International sales aceaufnr 94% and 95% of our net reven
in the three and six months ended June 30, 20§@ectively, and 95% of our net revenues in boththihee and six months ended June 30,
2011.

Because our industry is intensely price-sensite,gross margin (gross profit divided by net rawes) is subject to change based on
the relative pricing of solutions that compete witlrs. Variations in product and customer mix cdap aause our gross margin to fluctuate.
Also, because we purchase a large percentage ailman wafers from foundries located in Japar, gnoss margin is influenced by
fluctuations in the exchange rate between the tdofar and the Japanese yen. Changes in the micasv materials used in our products, such
as copper and gold, can also affect our gross ma#dhough our wafer-fabrication and assembly aiens are outsourced, as are most of our
test operations, a portion of our production casésfixed in nature. As a result, our unit costd gross profit margin are impacted by the
volume of units we produce.

Our gross profit was $37.8 million, or 49.4% of netenues, and $72.3 million, or 48.8% of net rexsn in the three
and six months ended June 30, 2012, respectivetypared to $37.6 million, or 47% of net revenuesl, $74.0 million, or
47% of net revenues, in the three and six montdsaédune 30, 2011, respectively. The increaseossgnargin for these periods was due
primarily to lower manufacturing costs, includingra favorable wafer pricing from our foundries, auigration to next-generation, lower-cost
process technology for certain of our products, thiedcompletion of our conversion from five- to-gich wafers. In the second quarter of 2(
the gross margin also increased due to a moredbl®mend market mix. These factors were partidfiyed by higher period costs in the second
guarter of 2012 resulting from the amortizationreéngibles and inventory write-up related to ocquasition of Concept (refer to Note 14,
Acquisitions, in our Notes to Condensed Consolidated Finai®tatements, for details).

Total operating expenses in the three and six nsogrtided June 30, 2012 were $28.3 million and $54lldn,
respectively, and $24.4 million and $49.2 millionthe same periods in 2011, respectively. The asmén both periods compared with the s
periods in the prior year, was driven primarilydyr acquisition of Concept in May 2012. The inceeags primarily related to increased
payroll and related expenses (including stock-basadpensation expenses), due to increased heademdnincreased amortization of
intangible assets, including the Concept tradenamdecustomer
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relationships (refer to Note 1Acquisitions, in our Notes to Condensed Consolidated FinaBteements, for details).

Our quarterly operating results are difficult tegict and subject to significant fluctuations. Warpour production and inventory
levels based on internal forecasts of projectetbousr demand, which is highly unpredictable andfasstuate substantially. Customers
typically may cancel or reschedule orders on shatite without significant penalty and, converselffen place orders with very short lead
times to delivery. Also, external factors such ladbgl economic conditions and supply-chain dynaroas cause our operating results to be
volatile.

Critical Accounting Policies and Estimates

The preparation of financial statements and reldiscosures in conformity with accounting priné@gplgenerally accepted in the
United States of America (“U.S. GAAPtgquires management to make estimates and assas it affect the reported amounts of asset
liabilities and disclosures of contingent assets labilities at the date of the financial statetseaind the reported amounts of revenues and
expenses during the reporting period. On an ongb&sis, we evaluate our estimates, including thistel below. We base our estimates on
historical facts and various other assumptionsueabelieve to be reasonable at the time the etsrae made. Actual results could differ
from those estimates.

Our critical accounting policies are as follows:

e revenue recognitio

» stockbased compensatic

» estimating writedowns for excess and obsolete invent
* income taxes; ar

» goodwill and intangible asse

Our critical accounting policies are importanthe portrayal of our financial condition and resat®perations, and require us to
make judgments and estimates about matters thattegeently uncertain. A brief description of thesiical accounting policies is set forth
below. For more information regarding our accoupfolicies, see Note Summary of Significant Accounting Policigas our Notes to
Condensed Consolidated Financial Statements.

Revenue recognition

Product revenues consist of sales to original egeig manufacturers, or OEMs, merchant power suplyufacturers and
distributors. Approximately 73% of our net prodsates were made to distributors in the six montited June 30, 2012, and 71% in the
twelve months ended December 31, 2011. We applprhésions of Accounting Standard Codification 8&”) 605-10 (“ASC 605-10") and
all related appropriate guidance. Revenue is rezedrwhen all of the following criteria have beertm(1) persuasive evidence of an
arrangement exists, (2) delivery has occurredth@)rice is fixed or determinable, and (4) cobbdity is reasonably assured. Customer
purchase orders are generally used to determinexieeence of an arrangement. Delivery is consitlesehave occurred when title and risk of
loss have transferred to our customer. We evaluhtgher the price is fixed or determinable basetherpayment terms associated with the
transaction and whether the sales price is sutjeetfund or adjustment. With respect to colledihiwe perform credit checks for new
customers and perform ongoing evaluations of oistiexy customers' financial condition and requiedters of credit whenever deemed
necessary.

Sales to international OEM customers and merchawep supply manufacturers that are shipped fronfawility in California are
pursuant to Delivered at Frontier, or DAF, shippiagns. As such, title to the product passes tatissomer when the shipment reaches the
destination country and revenue is recognized diperarrival of the product in that country. Saleénternational OEMs and merchant power
supply manufacturers for shipments from our facitititside of the United States are pursuant to E){R8/ or EXW, shipping terms, meaning
that title to the product transfers to the custoopan shipment from our foreign warehouse. ShipgmenOEMs and merchant power supply
manufacturers in the Americas are pursuant to &neBoard, or FOB, point of origin shipping termsaning that title is passed to the customer
upon shipment. Revenue is recognized upon titlesfea for sales to OEMs and merchant power supplgufacturers, assuming all other
criteria for revenue recognition are met.

Sales to most distributors are made under terrowil certain price adjustments and rights of metum our products held by the
distributors. As a result of these rights, we déferrecognition of revenue and the costs of regsmerived from
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sales to distributors until our distributors repibidt they have sold our products to their custem®@ur recognition of such distributor sell-
through is based on point of sales reports received the distributor, at which time the price i longer subject to adjustment and is fixed,
and the products are no longer subject to retutrstexcept pursuant to warranty terms. The grasfit finat is deferred upon shipment to the
distributor is reflected as “deferred income oresdb distributors” in the accompanying consoliddialance sheets. The total deferred revenue
as of June 30, 2012 and December 31, 2011 wasxpm@iely $21.7 million and $16.7 million , respeely. The total deferred cost as of

June 30, 2012 and December 31, 2011 was approXintdte.4 million and $8.8 million , respectively.

Frequently, distributors need to sell at a pricgdpthan the standard distribution price in ordewin business. At or soon after the
distributor invoices its customer, the distribusabmits a “ship and debit” price adjustment claonus to adjust the distributor's cost from the
standard price to the pre-approved lower priceeifte verify the claim, a credit memo is issuethedistributor for the ship and debit claim.
We maintain a reserve for unprocessed claims andefiship and debit price adjustments. The resagppears as a reduction to accounts
receivable in our accompanying consolidated balaheets. To the extent future ship and debit claignsificantly exceed amounts estimated,
there could be a material impact on the deferrgdmee and deferred margin ultimately recognizedeVi@uate the adequacy of our reserves,
we analyze historical ship and debit payments awdl$ 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, producteraue is recognized upon shipment and title trarafeuming all other revenue recognition
criteria are met.

Stock-based compensation

We apply the provisions of ASC 718-18hare-Based Paymentynder the provisions of ASC 718-10, we recogtiieefair value of
stock-based compensation in financial statemergs the requisite service period of the individuadrds, which generally equals a four-year
vesting period. We use estimates of volatility, &cted term, riskree interest rate, dividend yield and forfeituiresletermining the fair value
these awards and the amount of compensation costdgnize. Changes in these estimates could riesthianges to our compensation chat

Estimating write-downs for excess and obsolete inméory

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

Income taxes

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

We account for income taxes under the provisiol8SE 740. Under the provisions of ASC 740, defeteedassets and liabilities are
recognized based on the differences between thadial statement carrying amounts of existing assed liabilities and their respective tax
bases, utilizing the tax rates that are expectegpdy to taxable income in the years in which éhtesnporary differences are expected to be
recovered or settled. We recognize valuation allmea to reduce any deferred tax assets to the ani@irwe estimate will more likely than
not be realized based on available evidence an@gesmnent's judgment. We limit the deferred tax assetognized related to certain officers’
compensation to amounts that we estimate will lmridible in future periods based upon Internal RereeCode Section 162(m). In the event
that we determine, based on available evidencerarthgement judgment, that all or part of the ndrded tax assets will not be realized in
future, we would record a valuation allowance ia fieriod the determination is made. In additioa,dhlculation 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 coulceheamaterial impact on our results of operatiortsfarancial position.

As of June 30, 2012, we continue to maintain aat&dm allowance on a portion of our California dede tax assets as we believe that
it is not more likely than not that the deferred é@sets will be fully realized. We also maintaivatuation
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allowance with respect to some of our deferredasets relating primarily to tax credits in soma-tbS. jurisdictions.

In the quarter ended March 31, 2011, the IRS issigeal notice of proposed adjustments proposingriahgsljustments to our taxable
income for fiscal years 2003 through 2006 relatedur intercompany research and developmentsitating arrangement and related issue
December 2011, we received an addendum to theenaftiproposed adjustments from the IRS relateditaraercompany research-and-
development costharing arrangement. In the quarter ended Jun2(3@, we reached an understanding regarding thestir settling with th
IRS and closed out all positions as part of theréwation of our income tax returns for the year82€hrough 2006. On August 2, 2012, the
IRS signed a formal closing agreement with us iabnsistent with the intentions of the partiesspant to their earlier understanding. As a
result, we remeasured our tax positions basedefattts, circumstances, and information availabtbereporting date. In the course of the
audit, the IRS examined and adjusted the valuai@hpayment arrangement for the non-exclusive $ieeri specified intellectual property
rights of Power Integrations, Inc. to a foreign sidiary of the company. The consideration for itherise was to be paid over time and was
established based on our estimate of the ongoiyajtres that would have been received in a sindlaangement with an unrelated third-party
licensee. Pursuant to the closing agreement, weeddp revise the valuation and accelerate royayynents under the arrangement. The IRS
also proposed adjustments to general and admitivgtrexpenses shared between Power Integratioasaid its foreign subsidiary; we
disagreed with the IRS on this matter but agreelresolution of the matter without respect totdahnical merits.

Though we believe the IRS's position with respedhe adjustments is inconsistent with applicabielaw, and that we had a
meritorious defense to our position, we electeddrept a negotiated agreement that we believe ito the best interests of our stockholders.
The agreement addresses the royalty issue fawalldars after 2003 (including the years 2007 920fhich are currently being audited by the
IRS). Further, the agreement confirms that theltpyarangement between us and our foreign subgidédl end on October 31, 2012,
resulting in a lower effective tax rate for us inure periods. Also, the agreement will allow usdpatriate up to $101.9 million from our
foreign-based subsidiary in future periods withiogurring U.S. income taxes.

Goodwill and intangible assets

In accordance with ASC 350-1Gpodwill and Other Intangible Assetse evaluate goodwill for impairment on an annuai®eor as
other indicators of impairment emerge. The provisiof ASC 350-10 require that we perform a two-&t@pairment test. In the first step, we
compare the implied fair value of our single repaytunit to its carrying value, including goodwilf.the fair value of our reporting unit exces
the carrying amount no impairment adjustment isiiregl. If the carrying amount of our reporting uekiceeds the fair value, step two will be
completed to measure the amount of goodwill impaitioss, if any exists. If the carrying value of single reporting unit's goodwill exceeds
its implied fair value, then we record an impairmiess equal to the difference, but not in excddh® carrying amount of the goodwill. Under
the amendments of this ASC, ASU No. 2011-D&ting Goodwill for Impairmenbeginning in the first quarter of 2012 we havedpéon to
first assess qualitative factors to determine wérethe existence of events or circumstances leadsletermination that it is more likely than
not that the fair value of a reporting unit is l&san its carrying amount. If, after assessingt¢hality of events or circumstances, an entity
determines it is not more likely than not that thie value of a reporting unit is less than itsrganrg amount, then performing the two-step
impairment test is unnecessary. We evaluated gdoidwimpairment in the fourth quarter 2011, arahcluded that no impairment existed as
of December 31, 2011. Additionally, no impairmamdicators have been identified during the six msmthded June 30, 2012 .

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 A8D-10,Accounting for the Impairment or Disposal of Lonigdd Assets We review
long-lived assets, such as acquired intangiblegpamplerty and equipment, for impairment whenevenéy or changes in circumstances
indicate that the carrying amount of an asset nudyoa recoverable. We measure recoverability aftage be held and used by a comparist
the carrying amount of an asset to estimated uadiged future cash flows expected to be generatélebasset. If the carrying amount of an
asset exceeds its estimated future cash flowseeegnize an impairment charge by the amount bytwthie carrying amount of the asset
exceeds the fair value of the asset.

Results of Operations

The following table sets forth certain operatingadas a percentage of net revenues for the pandisted.
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Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011

Net revenues 100.C% 100.(% 100.(% 100.(%
Cost of revenues 50.¢€ 53.1 51.Z 52.¢
Gross profit 49.4 46.¢ 48.¢ 47.2
Operating expenses:

Research and development 15.¢ 12.7 15.2 12.€
Sales and marketing 12.C 10.1 11.7 10.4
General and administrative 9.3 7.7 9.6 8.C
Total operating expenses 37.1 30.5 36.€ 31.c
Income from operations 12.5 16.4 12.2 15.¢
Other income, net 0.3 0.6 0.5 0.6
Income before provision for income taxes 12.€ 17.C 12.7 16.4
Provision for income taxes 22.C 3.8 12.€ 34
Net income (loss) (9.9% 13.2% 0.1% 13.(%

Comparison of the Three and Six Months Ended JOn2(L2 and 2011

Net revenued\et revenues consist of revenues from product safeish are calculated net of returns and allowanbket revenues f
the three and six months ended June 30, 2012 \wérd $illion and $148.2 million, respectively, coaned with $80.2 million and $156.9
million for the same periods in 2011. The decréasevenues for both the three- and six-month misriwas driven primarily by lower sales of
our products into the communications, computer@rsumer end markets, reflecting demand trendsrgignebserved across the broader
semiconductor industry, partially offset by an e&se in the industrial end market due primarilguoacquisition of Concept.

Our net revenue mix by end market for the threesixdnonths ended June 30, 2012 , compared tditke aind six months ended
June 30, 2011, were as follows:

Three Months Ended Six Months Ended
June 30, June 30,
End Market 2012 2011 2012 2011
Consumer 36% 36% 38% 36%
Communications 24% 28% 25% 30%
Industrial 28% 23% 25% 22%
Computer 12% 13% 12% 12%

International sales, consisting of sales outsidta@fAmericas based on “ship to” customer locatiovese $71.9 million and $140.6
million in the three and six months ended June28@2, and $76.4 million and $149.9 million in tleere periods of 2011, respectively.
Although the power supplies using our productsdis&ibuted to end markets worldwide, most of thesaer supplies are manufactured in
Asia. As a result, sales to this region represe@idd and 82% of our net revenues for the threesanhonths ended June 30, 2012, and 84%
of our net revenues for both the three and six hahded June 30, 2011. We expect internationad sahd sales to the Asia region in
particular, to continue to account for a large jporof our net revenues in the future.

Sales through distributors accounted for 73% ar¥d @6net revenues in the three and six months edded 30, 2012, respectively
and 70% and 69% of net revenues in the three amainths ended June 30, 2011, respectively, witctisales to OEMs and power supply
manufactures accounting for the remainder.

The following customers accounted for 10% or mdrtl revenues:
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Three Months Ended Six Months Ended
June 30, June 30,
Customer 2012 2011 2012 2011
A 21% 19% 21% 19%
B 12% 14% 12% 13%

Customers A and B are distributors of our produdts other customers accounted for 10% or more ohetirevenues in those
periods.

Gross profit.Gross profit is net revenues less cost of reverfDescost of revenues consists primarily of cossoaiated with the
purchase of wafers from our foundries, the assenplalgkaging and testing of our products by sub+emtdrs, product testing performed in our
own facility, and overhead associated with the rgan@ent of our supply chain. Gross margin is groséitglivided by net revenues. The table
below compares gross profit and gross margin feitihee and six months ended June 30, 2012 and(@6ll4rs in millions):

Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
Net revenues $76.4 $80.2 $148.2 $156.9
Gross profit $37.8 $37.6 $72.3 $74.0
Gross margin 49.4% 46.9% 48.8% 47.2%

The increase in gross margin for the three andnsimths ended June 30, 2012, compared with the pans in the prior year, was
due primarily to lower manufacturing costs, inchglimore favorable wafer pricing from our foundriesr migration to a lower-cost, next-
generation process technology for certain of oodpcts, and the completion of our conversion frora-fto six-inch wafers. In the second
guarter of 2012, our gross margin also increasedtida more favorable end market mix. These fastere partially offset by higher period
costs in the second quarter of 2012 resulting floenamortization of intangible assets and an iramnivrite-up related to our acquisition of
Concept. Refer to Note 1Agcquisitions, in our Notes to Condensed Consolidated FinaBtetements, for details.

Research and development expenResearch and development, or R&D, expenses cqsistrily of employee-related expenses
including stock-based compensation and expenseeriaadnd facility costs associated with the depeient of new processes 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 eixtins ended June 30, 2012 and 2011 (dollars imoms):

Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
Net revenues $76.4 $80.2 $148.2 $156.9
R&D expenses $12.1 $10.2 $22.7 $20.2
R&D expenses as a % of net regenu 15.8% 12.7% 15.3% 12.9%

R&D expenses increased in the three and six manttled June 30, 2012, compared to the same pen@fd i, driven primarily by
increased payroll and related expenses, resultorg increased headcount, and increased dtaskd compensation expense due to annual
awards granted to employees in addition to RSUstgdato Concept employees. Product-developmentsgsealso increased for the three and
six month periods ended June 30, 2012, comparttteame periods in 2011, due to expenses relafedndry qualifications and ongoing
new-product development.

Sales and marketing expensBales and marketing expenses consist primarilynil@yee-related expenses, including stock-based
compensation, commissions to sales representatindsfacilities expenses, including expenses aatativith our regional sales and support
offices. Sales and marketing expenses also inchilamortization of acquisition-related intangisets including tradenames and customer
relationships. The table below compares sales and
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marketing expenses for the three and six montheceddne 30, 2012 and 2011 (dollars in millions):

Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
Net revenues $76.4 $80.2 $148.2 $156.9
Sales and marketing expenses $9.2 $8.1 $17.3 $16.4
Sales and marketing expenses as a % of netueve  12.0% 10.1% 11.7% 10.4%

Sales and marketing expenses increased in theahtesix months ended June 30, 2012, comparec teatine periods of 2011, due
primarily to the acquisition of Concept, which rited in increased expenses related to amortizati@cquired intangible assets and increased
headcount, which increased payroll and related esgg including stock-based compensation expense.

General and administrative expens@gneral and administrative, or G&A, expenses copsisarily of employee-related expenses,
including stock-based compensation expenses fomastnation, finance, human resources and genesalagement, as well as consulting,
professional services, legal and auditing experdes table below compares G&A expenses for theethral six months ended June 30, 2012
and 2011 (dollars in millions):

Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
Net revenues $76.4 $80.2 $148.2 $156.9
G&A expenses $7.1 $6.1 }14. $12.6
G&A expenses as a % of net reeenu 9.3% 7.7% 9.6% 8.0%

G&A expenses increased in the three and six maribed June 30, 2012 compared to the prior yearpdonarily to the acquisition
of Concept, which resulted in increased headcosimiedl as temporary increases in professional ser@kpenses of $0.4 million and $0.9
million, respectively, associated with the trangact

Other income, netOther income, net consists primarily of inteiesbme earned on cash and cash equivalents, mhl&ketcurities
and other investments, and the impact of foreigrharge gain or loss. The table below compares atheme, net for the three and six mor
ended June 30, 2012 and 2011 (dollars in millions):

Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
Net revenues $76.4 $80.2 $148.2 $156.9
Other income $0.2 $0.5 $0.8 $0.9
Other income as a % of net reeenu 0.3% 0.6% 0.5% 0.6%

Other income, net, decreased in the three anchsiths ended June 30, 2012, compared to the saimepe 2011. The decrease v
related to lower interest earned on cash and $hortinvestments, which in turn was due to our pase of Concept, which reduced our cash
balance. The decrease was also partially drivebOb§ million of expense related to a forward cuesecontract which was entered into and
exercised in the second quarter of 2012 and thevoendble revaluation impact of the U.S. dollar usrthe Swiss franc. These factors were
partially offset by interest earned on our $18.0iam promissory note with SemiSouth (refer to Nat Investment in Third Partyin our
Notes to Condensed Consolidated Financial Statesnfemtdetails)

Provision for income taxesProvision for income taxes represents federatesind foreign taxes.
The table below compares income tax expenses éathtiee and six months ended June 30, 2012 and(d6llars in millions):
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Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
Income before provision for ina@haxes $9.6 $13.6 $18.9 $25.8
Provision for income taxes $16.8 $3.0 $18.7 $5.3
Effective tax rate 174.7% 22.3% 98.5% 20.6%

Our effective tax rates for the three and six memhded June 30, 2012 were 174.7% and 98.5%, cethfra22.3% and 20.6% for
the three months and six months ended June 30, B®1He three and six months ended June 30, 2B&Zffective tax rate was higher than
expected statutory federal income tax rate of 35¥arily due to the audit agreement described iteNgProvision for Income Taxgsn our
Notes to Condensed Consolidated Financial Statam&he agreement includes federal and state tduesrperest charges totalil
approximately $44.8 million, partially offset byetheversal of related unrecognized tax benefitsader items of $29.1 million, for a net
charge of $15.7 million. Our effective tax ratestite periods ended June 30, 2011 were lower tiastatutory rate due primarily to the
geographic distribution of our earnings and thedffieral impact of the research and experimentationcredit.

Liquidity and Capital Resources

As of June 30, 2012, we had $133.4 million in casish equivalents and marketable securities, adserof approximately $79.4
million from $212.8 million as of December 31, 20Kk of June 30, 2012, and December 31, 2011, wWenweking capital, defined as current
assets less current liabilities of $127.2 milliord&217.5 million, respectively. The decrease sheaash equivalents and marketable securities
and working capital resulted from the acquisitidrConcept (refer to Note 14cquisitions, in our Notes to Condensed Consolidated Financial
Statements, for details).

In February 2011,we entered into an unsecuredtagdeement with a bank (the “Credit Agreement)tdaant to the Credit
Agreement, we could request, from time to timelurebruary 2013, advances in an amount not to ekaeeaggregate principal amount of
$50.0 million . On April 2, 2012 the amount avallhnder this credit agreement was increased td$@8lion , the proceeds of which could
be used for working capital requirements and offegreral corporate purposes.

On July 5, 2012, we terminated the Credit Agreenaaitentered into a new Credit Agreement (the "Igeadit Agreement”) with tw
banks. The New Credit Agreement provides us wi#i@0.0 million revolving line of credit to use fgeneral corporate purposes with a $20.0
million sublimit for the issuance of standby arafie letters of credit. Our ability to borrow undlee revolving line of credit is conditioned
upon our compliance with specified covenants, idiclg reporting and financial covenants, primarilsnadified current ratio and a debt to
earnings ratio, with which we are currently in cdiampce. The New Credit Agreement terminates on 3uB015; all advances under the
revolving line of credit will become due on suchejar earlier in the event of a default.

In connection with entering into the New Credit Agment, as of July 5, 2012, our existing $15.0ionilletter of credit under the
Credit Agreement with a bank, was deemed to haee Esued pursuant to and subject to the termsamditions of the New Credit
Agreement. As of July 5, 2012, no amounts weretant8ng under the terminated facility. Refer to &ab,Investment in Third Partyor
details on our outstanding letter of credit.

Operating activities generated cash of $49.1 miiliiothe six months ended June 30, 2012. Net indomiais period was $0.3
million; we also incurred non-cash depreciationpaination of intangible assets and stock-basedpemrsation expenses of $7.6 million, $1.5
million and $6.7 million, respectively. Significadhanges in operating assets and liabilities iredud) a $14.1 million decline in inventory ¢
to reduced wafer purchases, (2) a $8.8 milliondase in taxes payable primarily due to the IRSeagemt and (3) a $4.8 million decrease in
deferred tax assets related to our agreement hathRS, in addition to a tax depreciation refurarol These sources of cash were partially
offset by a $5.3 million increase in accounts reakle due to higher shipments in June 2012, condptar®ecember 2011.

Operating activities generated cash of $40.6 mmilliothe six months ended June 30, 2011. Our wenie for this period was $20.5
million; we also incurred non-cash depreciationpaimation of intangible assets and stock-basedpesrsation expenses of $7.5 million, $0.5
million and $4.9 million, respectively. Significadhanges in operating assets and liabilities iredud) a $7.9 million decline in inventory due
to reduced wafer purchases, and (2) a $3.0 mitkoluction in prepaid legal fees and prepaid invgndmnortization. These sources of cash
were partially offset by (1) a $4.3 million
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decrease in accounts payable resulting from thedgmof payments processed and lower productionmaek and (2) a $2.4 million increase in
accounts receivable due to the timing of cash ctiias in the fourth quarter of 2010 versus theedaquarter of 2011.

Our investing activities in the six months endedel80, 2012 resulted in a $127.6 million net useash, consisting of: (1) $113.4
million related to the acquisition of Concept, £)8.0 million for the issuance of a note receivdlden SemiSouth (refer to Note 15,
Investment in Third Part, for further details) and (3) $8.8 million for minases of property and equipment, primarily manufaw equipment
to support our growth, and building improvementsamnection with our research and developmentifa@il New Jersey. These uses of cash
were partially offset by $12.5 million of proceddsm maturities of marketable securities.

Our investing activities in the six months endedel80, 2011 resulted in a $33.5 million net useash, consisting of (1) $12.5 milli
for purchases of property and equipment, (2) $618om paid in relation to the acquisition of QSpk€3) $7.8 million in connection with our
lease line of credit to SemiSouth (refer to Notel&se Line to Third Partyof our Notes to Condensed Consolidated Finai@tatiements),

(4) the issuance of a $3.0 million note to SemiBaurtd (5) $4.9 million, net, for purchases of hildnaturity investments. These uses of cash
were partially offset by $2.0 million in proceedsrh the sale of capital equipment.

Our financing activities in the three months endede 30, 2012, resulted in net cash proceeds 09 $iillion. Financing activities
consisted primarily of proceeds of $14.3 millioorfr the issuance of common stock, including the@serf employee stock options and the
issuance of shares through our employee stock psecplan, partially offset by $2.9 million for thayment of dividends to stockholders. In
six months ended June 30, 2011, we received neepds of $7.7 million for financing activities, aisting primarily of $14.2 million from the
issuance of common stock, including the exercisengbloyee stock options and the issuance of shiar@sgh our employee stock purchase
plan, partially off set by $4.4 million for the neqghase of our common stock and $2.9 million far playment of dividends to stockholders.

On March 30, 2012, we entered into a definitiverglpuurchase agreement, through our subsidiarieg;doire Concept, a Swiss
company, by acquiring all of the outstanding shafdéts Swiss parent companies Concept Beteilignn@@ and CT-Concept Holding AG. We
closed the acquisition on May 1, 2012. Pursuathiégurchase agreement, the purchase price isctéubja net asset value adjustment of
approximately $2.4 million. The net asset valueiaipient will be paid within approximately six mosthafter May 1, 2012.

We paid dividends on a quarterly basis in 2011 cihesulted in approximately a $1.4 million useash per quarter. In January 2(
our board of directors continued the dividend paytméy declaring four quarterly cash dividendshi@a amount of $0.05 per share to be paid to
stockholders of record at the end of each quant@0iL2. The first and second quarterly dividendnperyt of approximately $1.4 million per
quarter was made on March 30, 2012 and June 22, 20th subsequent quarterly payments to be appratdly the same amount. The
declaration of any future cash dividend is at tiser@tion of the board of directors and will dep@mdour financial condition, results of
operations, capital requirements, business comdittod other factors, as well as a determinatiahdash dividends are in the best interest of
our stockholders.

As of June 30, 2012, we have an income tax obbgatf approximately $42.6 million, as a resultlod {RS agreement for the
Company's income tax returns for the years 20G3utitr 2006.

As of June 30, 2012 we have a contractual obligatitated to income tax, which consisted primasilyinrecognized tax benefits of
approximately $10.1 million. The tax obligation waassified as longerm income taxes payable and a portion is recoirldéferred tax asse
in our condensed consolidated balance sheet. Ttensent period for our income tax liabilities catme determined; however, they are not
expected to be due within the next year.

In the first quarter of 2011, the IRS informed liattit intended to propose material adjustmentatataxable income for fiscal years
2003 through 2006 related to our intercompany mebeand development cost-sharing arrangement dagdeissues. In December 2011, we
received an addendum to the notice of proposedstdgnts from the IRS related to our intercompasgaech-and-development cost-sharing
arrangement. In the quarter ended June 30, 2018 aohed an agreement with the IRS to settle agitipas and close out the examination of
our income tax returns for the years 2003 throu@®62 Under the agreement, in the third quarter0df22 we will make a one-time payment of
taxes and interest totaling approximately $42.6iomil
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Though we believe the IRS's position with respe¢he adjustments is inconsistent with applicablelaw, and that we had a
meritorious defense to our position, we electeddrept a negotiated agreement that we believe ito the best interests of our stockholders.
The agreement addresses the royalty issue relatmat international tax structure for all tax yeafter 2003 (including the years 2007 - 2009,
which are currently being audited by the IRS). Rert the agreement confirms that the royalty amament between Power Integrations, Inc.
and its foreign subsidiary will end on October 3Q12, resulting in a substantially lower effectta rate for us in future periods. Also, the
agreement will allow us to repatriate up to $10hiBion from our foreign-based subsidiary in futyreriods without incurring U.S. income
taxes.

In March 2012, we loaned $18.0 million to SemiSeuaihd in exchange we were issued a promissory ¥gentend to hold the note
to maturity which occurs in March 2014. In connestivith the note issuance we amended our 2010 mgrgenith SemiSouth to include a cap
on the purchase price of $80.0 million under thé &ad Put Option (“Purchase Option”). We estimatteel value of the Purchase Option to be
approximately $6.2 million using Level 2 inputsfereto Note 4Fair Value Measurementsn our Notes to Condensed Consolidated Financial
Statements for valuation details. We accountedhfei$18.0 million promissory note in Other Assetsur condensed consolidated balance
sheet, net of the $6.2 million interest discoutdatesl to the Purchase Option. The interest discailhbe amortized to interest income over the
life of the promissory note. The amortization aé thterest discount and the stated interest ratt@promissory note reflects the approximate
fair value of the effective interest rate.

There were no other material changes, other tteadstn the liquidity section above, outside of tin@inary course of business in our
contractual commitments reported in our Annual Repo Form 10-K for the year ended December 311201

Our existing cash, cash equivalents and investim&ances may change during the year due to chamges planned cash outlays,
including changes in incremental costs such astdied integration costs related to our acquisiti@ur intent is to permanently reinvest our
earnings from foreign operations. Current plangsaipanticipate that we will need funds generatedfforeign operations to fund our dome:
operations. In the event funds from foreign operetiare needed, in addition to the $101.9 milli@ncan repatriate in connection with our IRS
agreement, to fund operations in the United Staeksif U.S. tax has not already been previouslyigex, we would be required to accrue and
pay additional U.S. taxes in connection with thegateiation of any funds.

If our operating results deteriorate during theagmer of 2012, either as a result of a decreasastomer demand, or severe pricing
pressures from our customers or our competitorfgrasther reasons, our ability to generate positigsh 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 ayperations. We believe that cash generated frognatipns, together with existing sources of
liquidity, will satisfy our projected working capitand other cash requirements for at least the I2rmonths.

Recent Accounting Pronouncements

On January 1, 2012, we adopted the following actiogmpronouncements:

In May 2011, the Financial Accounting StandardsrBd&ASB) issued amendments to the FASB Accourfiitagndard Codification
(ASC) relating to fair value measurements, Accoynttandards Update (ASU) 2011-64jr Value Measuremen8SC Topic 820. The
amendments clarify the application of existing fatue measurement requirements and results in conmeasurement and disclosure
requirements in U.S. GAAP and International FinahBieporting Standards (IFRS). We adopted thesedments in the first quarter of 2012,
and determined that the adoption did not have &mahimpact on our condensed consolidated findistéements.

In June 2011, the FASB issued ASU No. 2011@&mnprehensive IncoméASC Topic 220). This amendment gives an entity two
options to present the total of comprehensive irgdime components of net income, and the compowénther comprehensive income. An
entity can elect to present comprehensive inconaéttirer (1) a single continuous statement of colmgmsive income, or (2) in two separate but
consecutive statements. In both choices, an datigquired to present each component of net incalorgy with total net income, each
component of other comprehensive income along avitbtal for other comprehensive income, and a @tabunt for comprehensive income.
We adopted this amendment in the first quarter0df22 and will disclose other comprehensive incoma separate but consecutive statement
following our condensed consolidated statemenisazfme.
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In September 2011, the FASB issued ASU No. 2011F88ting Goodwill for ImpairmenfASC Topic 350). Under the amendment
this ASU, an entity has the option to first assgsslitative factors to determine whether the exis¢eof events or circumstances leads to a
determination that it is more likely than not tkia fair value of a reporting unit is less tharcisrying amount. If, after assessing the totatity
events or circumstances, an entity determinesiioisnore likely than not that the fair value afeporting unit is less than its carrying amount,
then performing the two-step impairment test isagassary. However, if an entity concludes othervtig it is required to perform the first
step of the two-step impairment test by calculatheyfair value of the reporting unit and compatrting fair value with the carrying amount of
the reporting unit. If the carrying amount of aggpng unit exceeds its fair value, then the eristyequired to perform the second step of the
goodwill impairment test to measure the amounhefimpairment loss, if any. Under the amendmentkishnASU, an entity also has the option
to bypass the qualitative assessment for any riegaunit in any period and proceed directly to perfing the first step of the twstep goodwil
impairment test. An entity may resume performing dqiualitative assessment in any subsequent period.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

There has not been a material change in our expdgunterest rate risks from that described in2lt1 Annual Report on Form 10-

Interest Rate RislOur exposure to market risk for changes in interasts relates primarily to our investment portf@nd the fixed
rate note receivable from SemiSouth. We consideln gavested in highly liquid financial instrumemtgh a remaining maturity of three mon
or less at the date of purchase to be cash equoitgalevestments in highly liquid financial instrents with maturities greater than three mo
are classified as short-term investments. In ttst Guarter of 2012, we changed our investmentpad allow the sale of long-term and short-
term investments prior to their stated maturityed&¥e generally hold securities until maturity; lewer, they may now be sold under certain
circumstances, including, but not limited to, whetessary for the funding of acquisitions and o#fitegic investments. As a result of this
change in policy we classify our investment poitfals available-for-sale as opposed to held-to-ritgitiWe invest in high-credit quality
issuers and, by policy, limit the amount of cregkposure to any one issuer. As stated in our polieyseek to ensure the safety and
preservation of our invested principal funds byiting default risk, market risk and reinvestmeskriWe mitigate default risk by investing in
safe and high-credit quality securities and by tamtyy positioning our portfolio to respond appriagely to a significant reduction in a credit
rating of any investment issuer, guarantor or digpgs The portfolio includes only marketable seties with active secondary or resale
markets to facilitate portfolio liquidity. At Jurg9, 2012 , and December 31, 2011 , we held prignaash equivalents and short-term and long-
term investments with fixed interest rates.

Our investment securities are subject to marketést rate risk and will vary in value as markégiiest rates fluctuate. To minimize
market risk, most of our investments subject toketrisk mature in less than one year, and theedfonarket interest rates were to increase or
decrease by 10% from interest rates as of Jun2@@ or December 31, 2011, the increase or deciedise fair market value of our portfolio
on these dates would not have been material. Wétonaur investments for impairment on a periodisis. Refer to Note Summary of
Significant Accounting Policiesfor a tabular presentation of our available-falesnvestments and the expected maturity dates.

Foreign Currency Exchange Rigks of June 30, 2012, our primary transactionalency was in U.S. dollars; in addition, we hold
cash in Swiss francs as a result of our acquisifo@oncept. We completed the acquisition of Cohospich is located in Biel, Switzerland, in
the second quarter of 2012. Included in the ass®fsired was cash denominated in Swiss francs hwhiit be used to fund Concept
operations. Cash balances held in foreign coungiesubject to local banking laws and may bedrérigr lower risk than cash deposited in
United States. The following represents the poaéitipact on our income, before provision for inetax, of a change in the value of the U.S.
dollar compared to the Swiss franc as of June B022This sensitivity analysis applies a changiénU.S. dollar value of 5% and 10%.

June 30, 2012 June 30, 2012
5% 10%
Swiss Franc foreign exchange impact (in thousafdisS®) $ 40C $ 80C

The foreign exchange rate fluctuation between tt& dollar versus the Swiss franc is recorded lireioincome in our condensed
consolidated statements of income (loss).

We have sales offices in various other foreigantries in which our expenses are denominatékifocal currency, primary Asia and
Western Europe. From time to time we may enterfioteign currency hedging contracts to hedge aeftaieign currency transactions. As of
June 30, 2012, and December 31, 2011, we did ne&t &ia open foreign currency hedge program utilizorgign currency forward exchange
contracts.

Two of our major suppliers, Seiko Epson CorporatmmEpson, and ROHM Lapis Semiconductor Co., LlddL.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 yethadl.S. dollar. Each year, our management ane thaspliers review and negotiate
pricing; the negotiated pricing is denominated is Wollars but is subject to contractual exchamage provisions. The fluctuation in the
exchange rate is shared equally between Powerratiegs and each of these suppliers.

Nevertheless, as a result of our above-mentionpglign agreements, our gross margin is influengetlurtuations in the exchange
rate between the U.S. dollar and the Japaneseijlezise being equal, a 10% change in the valudefJ.S.
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dollar compared to the Japanese yen would resalciorresponding change in our gross margin ofamately 1 percentage point; this
sensitivity may increase or decrease depending®pércentage of our wafer supply that we purcfrase some of our Japanese suppliers and
could subject our gross profit and operating resaltthe potential for material fluctuations.

ITEM 4. CONTROLS AND PROCEDURES

Limitation on Effectiveness of Contrc

Any control system, no matter how well designed apeérated, can provide only reasonable assuranoetlas tested objectives. The
design of any control system is based in part wgotain assumptions about the likelihood of futewents, and there can be no assurance that
any design will succeed in achieving its statedgaader all potential future conditions, regardle§how remote. The inherent limitations in
any control system include the realities that judgta related to decision-making can be faulty, thatireduced effectiveness in controls can
occur because of simple errors or mistakes. Ddleetdnherent limitations in a cost-effective cohgstem, misstatements due to error may
occur and may not be detected.

Evaluation of Disclosure Controls and Procedu

Management is required to evaluate our disclosongrals and procedures, as defined in Rule 13a}1B(@er the Securities Exchange
Act of 1934 (the “Exchange Act”). Disclosure coiérand procedures are controls and other procediesigned to provide reasonable
assurance that information required to be disclasedr reports filed under the Exchange Act, saslthis Quarterly Report on Form 10-Q, is
recorded, processed, summarized and reported witaitime periods specified in the Securities archange Commission's rules and forms.
Disclosure controls and procedures include contiots procedures designed to provide reasonablesmssuthat such information is
accumulated and communicated to our managemehiding our Chief Executive Officer and Chief Fin&al©Officer as appropriate to allow
timely decisions regarding required disclosure.dBiasn our management's evaluation (with the ppgt@n 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%e)} Linder the Exchange Act) were effective aniefand of the period covered by this
report.

Changes in Internal Control over Financial Repogin

On May 1, 2012 we completed the acquisition of GmicWe have not completed integrating Conceptantosystems and control
environment as of June 30, 2012 . We believe tleahawe taken the necessary steps to monitor anttairaappropriate internal control over
financial reporting during this integration. Thevere no changes in our internal control over fif@neporting during the quarter ended
June 30, 2012 , which were identified in connectiotih management's evaluation required by parag(dpbf Rules 13a-15 and 15d-15 under
the Exchange Act, that have materially affectedrerreasonably likely to materially affect our immi& control over financial reporting.

PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

Information with respect to this item may be foundNote 12 Legal Proceedings and Contingenciesour Notes to Condensed
Consolidated Financial Statements included earli¢inis Quarterly Report on Form 10-Q, which infation is incorporated herein by
reference.

ITEM 1A. RISK FACTORS

In addition to the other information in this reppthe following factors should be considered cdtgfin evaluating our business
before purchasing shares of our stock. The riskgfpour business have not changed substantively those discussed in our Annual Report
on Form 10-K for the year ended December 31, 26%dept for those risk factors below designatedrbgsterisk (*).

Our quarterly operating results are volatile andfwiult to predict. If we fail to meet the expeatas of public market analysts or
investors, the market price of our common stock deayease significantlyOur net revenues and operating results havedrargmificantly in
the past, are difficult to forecast, are subjeatdmerous factors both within and outside of outtiedl, 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.
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Some of the factors that could affect our operategylts include the following:

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

« competitive pressures on selling prit

« the inability to adequately protect or enforce imtellectual property right

e expenses we are required to incur (or choose to)ifie connection with our intellectual properttigations

» reliance on international sales activities for bstantial portion of our net revenu

» risks associated with acquisitions and strategiestments

* our ability to successfully integrate, or realihe £xpected benefits from, our acquisitir

» fluctuations in exchange rates, particularly theh@nge rate between the U.S. dollar and the Japgeasand Swiss frar

* the volume and timing of delivery of orders @ddy us with our wafer foundries and assembly satvactors, and their ability to
procure materials;

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

« continued impact of recently enacted changesaurities laws and regulations, including potémitiks resulting from our evaluation
of internal controls under the Sarbanes-Oxley AGGD?2;

« the lengthy timing of our sales cyc
« undetected defects and failures in meeting thetesgmrifications required by our produ
« the ability of our products to penetrate additiomalrkets
» the volume and timing of orders received from costcs
e an audit by the Internal Revenue Service, fardi years 20072009
e our ability to attract and retain qualified persel
« changes in environmental laws and regulationsudioly with respect to energy consumption and cknadiange; ar
< interruptions in our information technology syste
If demand for our products declines in our majod enarkets, our net revenues will decreasdéimited number of applications of our
products, such as cellphone chargers, standby pawpglies for PCs, and power supplies for homeiappés make up a significant percentage
of our net revenues. We expect that a significawell of our net revenues and operating resultsowiltinue to be dependent upon these
applications in the near term. The demand for tipesducts has been highly cyclical and has beemdateg by economic downturns in the p
Any economic slowdown in the end markets that weeseould cause a slowdown in demand for our ICBelVour customers are not
successful in maintaining high levels of demandfieir products, their demand for our ICs decreasbgh adversely affects our operating
results. Any significant downturn in demand in thesarkets would cause our net revenues to deaideauld cause the price of our stock to
fall.
Intense competition in the high-voltage power syppdustry may lead to a decrease in our averadigeprice and reduced sales
volume of our productd.he high-voltage power supply industry is intenssynpetitive and characterized by significant pgeasitivity. Our

products face competition from alternative techg@s, such as linear transformers, discrete
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switcher power supplies, and other integrated asudith solutions. If the price of competing solutiotlecreases significantly, the cost
effectiveness of our products will be adverselgetiéd. If power requirements for applications irickitour products are currently utilized go
outside the cost-effective range of our produases of these alternative technologies can be used oost effectively. In addition, as our
patents expire, our competitors could legally begiimg the technology covered by the expired patentheir products, potentially increasing
the performance of their products and/or decreasiegost of their products, which may enable ametitors to compete more effectively.
Our current patents may or may not inhibit our cetitprs from getting any benefit from an expiredgma. Our U.S. patents have expiration
dates ranging from 2012 to 2029. We cannot asbateour products will continue to compete favoratmyhat we will be successful in the face
of increasing competition from new products andagr@ements introduced by existing competitors or cempanies entering this market. We
believe our failure to compete successfully inhigh-voltage power supply business, including dility to introduce new products with
higher average selling prices, would materiallynmaur operating results.

If we are unable to adequately protect or enforaeiatellectual property rights, we could lose markhare, 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 continugemhnological innovation and protect our intetiled property, including
patents, trade secrets, copyrights and khow- We are currently engaged in litigation to eo&oour intellectual property rights, and assodi
expenses have been, and are expected to remagrjahahd have adversely affected our operatinglt®sVe cannot assure that the steps we
have taken to protect our intellectual propertyl vl adequate to prevent misappropriation, ordktars will not develop competitive
technologies or products. From time to time, weeheaceived, and we may receive in the future, conications alleging possible infringem:
of patents or other intellectual property rightotiers. Costly litigation may be necessary to m&our intellectual property rights or to deft
us against claimed infringement. The failure toagbhecessary licenses and other rights, andigatiibn arising out of infringement claims
could cause us to lose market share and harm cimdas.

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 ourlliattual property rights to the same exter
the laws of the United States, thus limiting thetpctions applicable to our technology.

If we do not prevail in our litigation, we will havexpended significant financial resources, pogdiytivithout 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 l1Gzgal Proceedings and Contingencjés our Notes to Consolidated Financial StatemeRty example, in
one of our patent suits the infringing company esn found to infringe four of our patents. Desfiie favorable court finding, the infringing
party filed an appeal to the damages awarded.dthan matter, we are being sued for patent infrimget in China, where the outcome of
litigation can be more uncertain than in the Uni&dtes. Should we ultimately be determined tmfsenging on another party's patents, or if
an injunction is issued against us while litigatisppending on those claims, such result could lzevadverse impact on our ability to sell
products found to be infringing, either directlyindirectly. In the event of an adverse outcome,may be required to pay substantial dami
stop our manufacture, use, sale, or importationfohging products, or obtain licenses to the lietual property we are found to have
infringed. We have also incurred, and expect tticoe to incur, significant legal costs in condiogtthese lawsuits, including the appeal of
case we won, and our involvement in this litigatsord any future intellectual property litigationutd adversely affect sales and divert the
efforts and attention of our technical and managgrmersonnel, whether or not such litigation iohesd in our favor. Thus, even if we are
successful in these lawsuits, the benefits ofghexcess may fail to outweigh the significant legsdts we will have incurred.

Our international sales activities account for ebstantial portion of our net revenues, which sutgers to substantial riskSales to
customers outside of the Americas account for,lene accounted for a large portion of our net reesnincluding approximately 95% of our
net revenues for six months ended June 30, 20136&#tdof our net revenues for the year ended DeceBihe011. If our international sales
declined and we were unable to increase domedés,saur revenues would decline and our operagsglts would be harmed. International
sales involve a number of risks to us, including:

« potential insolvency of international distribut@nsd representative

« reduced protection for intellectual property rigiitsome countrie

« the impact of recessionary environments in econsmigside the United Stat
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» tariffs and other trade barriers and restricti
« the burdens of complying with a variety of forend applicable U.S. Federal and state laws
« foreigneurrency exchange ris
Our failure to adequately address these risks cmadce our international sales and materially aheersely 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 ris@king our products more expensive relative to cdmgeroducts priced in local currencies.
We are exposed to risks associated with acquisitiord strategic investment§/e have made, and in the future intend to make,

acquisitions of, and investments in, companiedyrtelogies or products in existing, related or nearkets such as Concept. Acquisitions
involve numerous risks, including but not limited t

inability to realize anticipated benefits, whichyracur due to any of the reasons described belo¥aor other unanticipated reasc

« the risk of litigation or disputes with custoragsuppliers, partners or stockholders of an aterigarget arising from a proposed or
completed transaction;

* impairment of acquired intangible assets anddgadibas a result of changing business conditie@eshnological advancements or
worse-than-expected performance, which would a@eeffect our financial results; and

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

We also make strategic investments in other congsamihich may decline in value and/or not meetrddsibjectives. The success of
these strategic investments depends on variousr§agver which we may have limited or no contrad aequires ongoing and effective
cooperation with strategic partners. Moreover, ghieasestments are often illiquid, such that it naydifficult or impossible for us to monetize
such investments.

Our inability to successfully integrate, or realitee expected benefits from, our acquisitions cawleersely affect our result&Ve
have made, and in the future intend to make, aitopris of other businesses, such as Concept, atfidtingse acquisitions there is a risk that
integration difficulties may cause us not to reakxpected benefits. The success of the acquisitionld depend, in part, on our ability to
realize the anticipated benefits and cost saviiigsy) from combining the businesses of the aaglitompanies and our business, which may
take longer to realize than expected.

*Fluctuations in exchange rates, particularly thechange rate between the U.S. dollar and the Jagmgen and Swiss franc, may
impact our gross margin and net incom@ur exchange rate risk related to the Japanasagkides two of our major suppliers, Epson and
Lapis, that have wafer supply agreements basedSndsllars; however, our agreements with EpsonlLapis also allow for mutual sharing of
the impact of the exchange rate fluctuation betwkgranese yen and the U.S. dollar. Each year, anagement and these suppliers review
negotiate pricing; the negotiated pricing is denmated in U.S. dollars but is subject to contracexahange rate provisions. The fluctuation in
the exchange rate is shared equally between Pavesggrations and each of these suppliers. We coetptee acquisition of Concept in the
second quarter of 2012, which is located in Bigljt&rland. Included in the assets acquired wak dasominated in Swiss francs, which will
be used to fund Concept operations. The foreighaxge rate fluctuation between the U.S. dollarugetke Swiss franc is recorded in other
income in our condensed consolidated statemeriteoime, and material unfavorable exchange ratéuations with the Swiss franc could
negatively impact our net income.

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 suffae have supply arrangements for the productionadérs with Lapis, Renesas, X-FAB and Epson. Our
contracts with these suppliers expire in April 20A8gust 2014, December 2012 and December 202fectsely. Although some aspects of
our relationships with Lapis, Renesas, X-FAB anddipare contractual, many important aspects oéthelationships depend on their
continued cooperation. We cannot assure that wecaiitinue to work successfully with Lapis, Rengs&$AB and Epson in the future, and
that the wafer foundries' capacity will meet ouede
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Additionally, one or more of these wafer foundmiesild seek an early termination of our wafer suggyeements. Any serious disruption in
supply of wafers from Lapis, Renesas, X-FAB or Epsould harm our business. We estimate that it dwtake 12 to 24 months from the time
we identified an alternate manufacturing sourcertmluce wafers with acceptable manufacturing yigldsifficient quantities to meet our
needs.

Although we provide our foundries with rolling fa@sts of our production requirements, their abtlityrovide 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 ptancessions to meet our customers'
requirements, or may limit our ability to meet derdor our products. Further, to the extent denfandur products exceeds wafer foundry
capacity, this could inhibit us from expanding business and harm relationships with our custordarg.of these concessions or limitations
could harm our business.

If our third-party suppliers and independent suli@ators do not produce our wafers and assemblérosined products at acceptable
yields, our net revenues may decline. We deperiddependent foundries to produce wafers, and intl#grg subcontractors to assemble
test finished products, at acceptable yields ardktiver them to us in a timely manner. The failafehe foundries to supply us wafers at
acceptable yields could prevent us from sellinggroducts to our customers and would likely caudedine in our net revenues and gross
margin. In addition, our IC assembly process rezgugrur manufacturers to use a high-voltage moldamgpound that has been available from
only a few suppliers. These compounds and thetifipe processing conditions require a more exactével of process control than normally
required for standard IC packages. Unavailabilftassembly materials or problems with the assemlidgess can materially and adversely
affect yields, timely delivery and cost to manutaet We may not be able to maintain acceptableyiel the future.

In addition, if prices for commodities used in @uoducts 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; this
would have an adverse effect on our gross margins.

If our efforts to enhance existing products andddtice new products are not successful, we mapeable 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 timmnner and to have these products selected $igrdento products of leading
manufacturers. New product introduction schedutessabject to the risks and uncertainties thatcalhi accompany development and delivery
of complex technologies to the market place, iniclggproduct development delays and defects. Ifailed 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 askateve will be able to introduce new products itimely and cost-effective manner or in
sufficient quantities to meet customer demand at tihese products will achieve market acceptanoef&ilure, or our customers' failure, to
develop and introduce new products successfullyimadimely manner would harm our business. Initéadd customers may defer or return
orders for existing products in response to thedhiction of new products. When a potential lidpiéxists we will maintain reserves for
customer returns, however we cannot assure thse tteserves will be adequate.

In the event of an earthquake, terrorist act orestdisaster, our operations may be interrupted andbusiness would be harmeaur
principal executive offices and operating facibtigre situated near San Francisco, Californianaost of our major suppliers, which are wafer
foundries and assembly houses, are located in #rabhave 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 dsastich as the recent earthquake and tsunami
in Japan, we or one or more of our major supphesy be temporarily unable to continue operatiortsraay suffer significant property
damage. Any interruption in our ability or thatafr major suppliers to continue operations couldylthe development and shipment of our
products and have a substantial negative impaouofinancial results.

Securities laws and regulations, including poteintisk resulting from our evaluation of internal mwols under the Sarbanes-Oxley
Act of 2002, will continue to impact our rest. Complying with the requirements of the SarbangepAct 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 ruleeguidtions also may make it more expensive fdpusbtain director and officer liability
insurance, and we may be required to accept redzmegtage or incur substantially higher costs taiolbcoverage. These rules and regulations
could also make it more difficult for us to attrartd retain qualified executive officers and mermlwrour board of directors, particularly
qualified members
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to serve on our audit committee. Further, the ralebregulations under the Dodd-Frank Wall StrefoRn and Consumer Protection Act,
which became effective in 2011, may impose sigaiftacosts and management burden on us.

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 tiggenew guidance becomes available. This
evolution may result in continuing uncertainty rejag compliance matters and additional costs ret@¢ed by ongoing revisions to our
disclosure and governance practices.

Because the sales cycle for our products can bgthgnwe may incur substantial expenses beforeamerate significant revenues, if
any.Our products are generally incorporated into aaust's products at the design stage. However, mgstdecisions to use our products,
commonly referred to as design wins, can oftenireqis to expend significant research and developed sales and marketing resources
without any assurance of success. These signifre@etarch and development and sales and marketngnces 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 rewes. If a customer decides at the design ¢
not to incorporate our products into its product, may 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 ecaase customers to return
stop buying our product©ur customers generally establish demanding spatifins for quality, performance and reliabilitpdeour products
must meet these specifications. ICs as complelkasetwe sell often encounter development delaysrarydcontain undetected defects or
failures when first introduced or after commencenwgrcommercial shipments. We have from time toetim the past experienced product
quality, performance or reliability problems. Iffdets and failures occur in our products, we caxgderience 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 &mithi markets for our products. We cannot asswuaewie will be able to overcome the
marketing or technological challenges necessapgtetrate additional markets. To the extent tlemapetitor penetrates additional markets
before we do, or takes market share from us iregisting markets, our net revenues and financiatitmn could be materially adversely
affected.

We do not have long-term contracts with any ofaustomers and if they fail to place, or if they ealror reschedule orders for our
products, our operating results and our businesy séfer.Our business is characterized by short-term custongers and shipment
schedules, and the ordering patterns of some ofoge customers have been unpredictable in theapaswill likely remain unpredictable in
the future. Not only does the volume of units oedielpy particular customers vary substantially fymeniod to period, but also purchase orders
received from particular customers often vary satilly from early oral estimates provided by #esistomers for planning purposes. In
addition, customer orders can be canceled or reside without significant penalty to the custoniarthe past, we have experienced customer
cancellations of substantial orders for reasonsh@yur control, and significant cancellations dootcur again at any time. Also, a relatively
small number of distributors, OEMs and merchant grosupply manufacturers account for a significamtipn of our revenues. Specifically,
our top ten customers, including distributors, artted for 65% of our net revenues in the six moetided June 30, 2012 , and 62% of our net
revenues for the year ended December 31, 2011. Howa significant portion of these revenues amibatable to sales of our products
through distributors of electronic components. Ehdistributors sell our products to a broad, dieeenge of end users, including OEMs and
merchant power supply manufacturers, which mitig#te risk of customer concentration to a largeekeg

*The IRS is auditing us for fiscal years 2007 tlgbt2009. If the IRS challenges any of the tax positwe have taken and we are not
successful in defending our positions, we may Htigaibd to pay additional taxes, as well as peraltind interest, and may also have a higher
effective income tax rate in the futu@ur operations are subject to income and transatdices in the United States and in multiple fameig
jurisdictions and to review or audit by the IRS atake, local and foreign tax authoriti

We must attract and retain qualified personneléosbiccessful and competition for qualified persbimimtense in our marke©ur
success depends to a significant extent upon thinced service of our executive officers and otter management and technical personnel,
and on our ability to continue to attract, retail anotivate qualified personnel, such as experigremlog design engineers and systems
applications engineers. The competition for theapleyees is intense,
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particularly in Silicon Valley. The loss of the giges of one or more of our engineers, executifieas or other key personnel could harm our
business. In addition, if one or more of theseviitllials leaves our employ, and we are unable toktyuand efficiently replace those
individuals with qualified personnel who can smdpthansition into their new roles, our businessyraaffer. We do not have long-term
employment contracts with, and we do not have @at@lkey person life insurance policies on, anyufemnployees.

Changes in environmental laws and regulations mayeiase our costs related to obsolete productsiimeaisting inventory
Changing environmental regulations and the timetaimplement them continue to impact our custafrdgmand for our products. As a re
there could be an increase in our inventory obselese costs for products manufactured prior tocastomers' adoption of new regulations.
Currently we have limited visibility into our custeers' strategies to implement these changing emviemtal regulations into their business.
The inability to accurately determine our custorhgtrsitegies could increase our inventory costgedl|to obsolescence.

Interruptions in our information technology systetosild adversely affect our businegge rely on the efficient and uninterrupted
operation of complex information technology systemd networks to operate our business. Any sigmitisystem or network disruption,
including but not limited to new system implemeittas, computer viruses, security breaches, or gnaegkouts could have a material adwv
impact on our operations, sales and operatingteestle have implemented measures to manage osrretited to such disruptions, but such
disruptions could still occur and negatively impaat operations and financial results. In additiwa, may incur additional costs to remedy any
damages caused by these disruptions or securiggihes.

Like other U.S. companies, our business and opgragisults are subject to uncertainties arisingpbetconomic consequences of
current and potential military actions or terrodstivities and associated political instabilitpdethe impact of heightened security concerns on
domestic and international travel and commerces&hmcertainties could also lead to delays or diatioms of customer orders, a general
decrease in corporate spending or our inabilityftectively market and sell our products. Any aédk results could substantially harm our
business and results of operations, causing aasia our revenues.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES ANDSE OF PROCEEDS

In November 2011, our board of directors authoritteduse of $30.0 million for the repurchase of cammon stock. In the first
guarter of 2012, in connection with the executibowr acquisition of Concept, our board of direstoanceled this stock repurchase program.
Authorization of future stock repurchase progranesad the discretion of the board of directors aiitldepend on our financial condition,
results of operations, capital requirements, bssimenditions as well as other factors.

ITEM 5. OTHER INFORMATION
IRS Income Tax Audit Settlem:

On August 2, 2012, we entered into a Closing Agree@rnwith the Internal Revenue Service, or IRS, pans to which it settled all
positions and closed out the examination of thed?dntegrations income tax returns for the yeaf32@rough 2006. As a result of the
Closing Agreement, we will pay to the IRS, in thed quarter of 2012, a one-time payment of taxeksiaterest totaling $42.3 million.

Comprehensive Income

In June 2011, the Financial Accounting Standardsr@¢‘FASB”) issued Accounting Standards UpdateSt) No. 2011-05,
Presentation of Comprehensive Incag, which requires companies to present the compsradintet income and other comprehensive income
either in a single continuous statement or in tejpesate but consecutive statements. ASU No. 20di®inates the option to present
components of other comprehensive income as pdnedftatement of changes in stockholders' egdBJ No. 2011-05 does not change the
items which must be reported in other compreherisiseme, how such items are measured or when thesy be reclassified to net income.
Additionally, ASU No. 2011-05 does not affect treaulation or reporting of earnings per share. 281105 is effective for reporting perior
beginning after December 15, 2011. In December 20EIFASB issued ASU No. 2011-12omprehensive Income (Topic 220): Deferral of
the Effective Date for Amendments to the Presemtati Reclassifications of Items Out of Accumul&éter Comprehensive Income in
Accounting Standards Update No. 2-05. ASU No. 2011-12 defers the changes in ASU Nol1208 that pertain to how, when and where
reclassification adjustments are presented. Wetaddpese ASUs retrospectively effective JanuaB012, and elected to present
comprehensive income in a separate statement inateddfollowing the condensed consolidated
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statements of income (loss). The adoption had feztedn our financial position, results of operati@r cash flows. The impact of the adoption
to previously issued consolidated financial stateisiés the presentation of comprehensive inconzgeseparate statement as follows:

Year Ended
December 31,
2011 2010 2009

Net income $ 34,29 $ 49,46 % 23,26
Other comprehensive income, net of tax
Foreign currency translation adjustments (39) 81 61
Total other comprehensive income (35 81 61
Total comprehensive income $ 34,25¢  $ 49,548 23,33

ITEM 6. EXHIBITS

See the Exhibit Index immediately following therggure page to this Quarterly Report on Form 1&Qch is incorporated by
reference here.
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdréport to be signed on its behalf

the undersigned thereunto duly authorized.

Dated: August 6, 2012
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EXHIBIT
NUMBER

2.1

3.1

3.2

4.1

10.1

10.Z

31.1

31.z

32.1

32.2

101.INS

101.SCH

101.CAL

101.DEF

101.LAB

101.PRE

INDEX TO EXHIBITS
DESCRIPTION

Share Purchase Agreement, dated March 30, 201&hdbypetween Heinz Riedi, Power Integrations Nethdd B.V. and
Power Integrations Limited regarding shares of @ph&eteiligungen AG and CT-Concept Holding AG. (Aad with the
SEC as Exhibit 2.01 to our Current Report on Fora@ May 7, 2012, SEC File No. 000-23441.)*

Restated Certificate of Incorporation. (As filedlwihe SEC as Exhibit 3.1 to our Annual Report omi10K on February 2¢
2012, SEC File No. 000-23441.)

Amended and Restated Bylaws. (As filed with the SIEExhibit 3.1 to our Current Report on Form 8+KJanuary 30, 2012,
SEC File No. 000-23441.)

Reference is made to Exhibits 3.1 and 3.2.

Second Amendment to Credit Agreement, dated Ap2I0A2, by and between Power Integrations, Inc.\&ets Fargo Bank,
National Association. (As filed with the SEC as iith10.5 to our Quarterly Report on Form-Q filed with the SEC on May
8, 2012, SEC File No. 000-23441.)

2007 Equity Incentive Plan, as amended and restated

Certification of Chief Executive Officer pursuant$ection 302 of the Sarbanes-Oxley Act of 2002.
Certification of Chief Financial Officer pursuamt $ection 302 of the Sarbanes-Oxley Act of 2002.
Certification of Chief Executive Officer pursuant$ection 906 of the Sarbanes-Oxley Act of 2002.**
Certification of Chief Financial Officer pursuat $ection 906 of the Sarbanes-Oxley Act of 2002.**
XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation LinldeaDocument

XBRL Taxonomy Extension Definition LinkleaBocument

XBRL Taxonomy Extension Label Linkbase Diawent

XBRL Taxonomy Extension Presentation LagdbDocument

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

* Confidential treatment has been requestegéotions of this exhibit.

*x The certifications attached as Exhibits 32.0&®2.2 accompanying this Form 10-Q, are not dedfitestiwith the SEC, and are not to
be incorporated by reference into any filing of Rowntegrations, Inc. under the Securities Act@83, as amended, or the Securities
Exchange Act of 1934, as amended, whether madeebefafter the date of this Form 10-Q, irrespexti any general incorporation
language contained in such filing.
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Exhibit 10.2
Power Integrations, Inc.

2007 Equity Incentive Plan

Adopted by the Board: September 10, 2007
Approved by the Stockholders: November 7, 2007
Amended by the Board: January 29, 2008
Amended by the Board: July 28, 2009
Amended by the Board: March 27, 2012
Approved by the Stockholders: June 18, 2012
Termination Date: September 9, 2017

1. General.

(@) Amendment and RestatementThe Plan is adopted to amend and restate the ComspE97 Stoc
Option Plan (the Original Plan ). All outstanding Stock Awards granted before the radineent and restatement of
Plan shall continue to be governed by the termtb®Original Plan. All Stock Awards granted aftee Effective Dat
shall be governed by the terms contained herein.

(b) Eligible Stock Award Recipients. The persons eligible to receive Stock Awards areplByees
Directors and Consultants.

(c) Available Stock Awards. The Plan provides for the grant of the followingp& Awards: (i
Incentive Stock Options, (ii) Nonstatutory StocktiOps, (iii) Restricted Stock Awards, (iv) Restadt Stock Un
Awards, (v) Stock Appreciation Rights, (vi) Perfante Stock Awards, and (vii) Other Stock Awards.

(d) Purpose.The Company, by means of the Plan, seeks to saagreetain the services of the grou
persons eligible to receive Stock Awards as sdahfor Section 1(b), to provide incentives for symrsons to exe
maximum efforts for the success of the Company amg Affiliate, and to provide a means by which swtigible
recipients may be given an opportunity to beneditrf increases in value of the Common Stock thrabhghgranting ¢
Stock Awards.

2. Administration.

(@) Administration by Board. The Board shall administer the Plan unless and th&iBoard delegat
administration of the Plan to a Committee or Corteet, as provided in Section 2(c).

(b) Powers of Board.The Board shall have the power, subject to, anthiwithe limitations of, tr
express provisions of the Plan:

M To determine from time to time (A) which of the pens eligible under the Plan shall
granted Stock Awards; (B) when and how each Stoekré shall be granted; (C) what type or combinatibtypes o
Stock Award shall be granted; (D) the provisiongath Stock Award granted (which need not be idabfiincluding
the time or times when a person shall be permitiedceive cash or Common Stock pursuant to a Skeckd; (E) th
number of shares of Common Stock with respect tichwa Stock Award
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shall be granted to each such person; and (F)ahéviarket Value applicable to a Stock Award.

(i) To construe and interpret the Plan and Stock Awgrdsted under it, and to establish, an
and revoke rules and regulations for administratbthe Plan. The Board, in the exercise of thisgio may corre:
any defect, omission or inconsistency in the Plamany Stock Award Agreement, in a manner antheextent
shall deem necessary or expedient to make thedPl&tock Award fully effective.

(i) To settle all controversies regarding therPénd Stock Awards granted under it.

(iv) To accelerate the time at which a Stock Award mest be exercised or the time dur
which a Stock Award or any part thereof will vestaccordance with the Plan, notwithstanding thevipions in th
Stock Award stating the time at which it may fiogt exercised or the time during which it will vest.

(v) To suspend or terminate the Plan at any time. $isspe or termination of the Plan shall
impair rights and obligations under any Stock Awgrdnted while the Plan is in effect except with tritten consel
of the affected Participant.

(vi) To amend the Plan in any respect the Board deenessary or advisable, including, with
limitation, relating to Incentive Stock Options acértain nonqualified deferred compensation undstién 409A ¢
the Code and/or to bring the Plan or Stock Awandsigd under the Plan into compliance therewitlbjesat to th
limitations, if any, of applicable law. However, c&pt as provided in Section 9(a) relating to Cdipagion
Adjustments, to the extent required by applicable or listing requirements, stockholder approvallishe required fc
any amendment of the Plan that either (i) matgrimtreases the number of shares of Common Stoakable fo
issuance under the Plan, (ii) materially expaneésctass of individuals eligible to receive Stock awds under the Ple
(i) materially increases the benefits accruingParticipants under the Plan or materially redubesprice at whic
shares of Common Stock may be issued or purchases the Plan, (iv) materially extends the ternthef Plan, or (\
expands the types of Stock Awards available faraese under the Plan. Except as provided abouatsrignder ar
Stock Award granted before amendment of the Pla sbt be impaired by any amendment of the Pldeam(i) thi
Company requests the consent of the affected Remi; and (i) such Participant consents in wgtin

(vii) To submit any amendment to the Plan for stockhddgi@roval, including, but not limited
amendments to the Plan intended to satisfy theinegents of (i) Section 162(m) of the Code and rbgulation
thereunder regarding the exclusion of performaraesed compensation from the limit on corporate degoility of
compensation paid to Covered Employees, (ii) Secti2? of the Code regarding Incentive Stock Opti@ngiii) Rule
16b-3.

(viii) To approve forms of Stock Award Agreements for usder the Plan and to amend
terms of any one or more Stock Awards, including, ot limited to, amendments to provide terms niawerable tha
previously provided in the Stock Award Agreemenihject to any specified limits in the Plan that ac¢ subject t
Board discretion;provided howeverthat, the rights under any Stock Award shall notitngaired by any sur
amendment unless (i) the Company requests the mbokthe affected Participant, and (ii) such Rgpant consents
writing. Notwithstanding the foregoing, subjecttte limitations of applicable law, if any, the Bdamay amend tt
terms of any one or more Stock Awards without tfiecéed Participant's consent if necessary to raairthe qualifie
status of the Stock Award as an Incentive Stockddpir to bring the Stock Award into compliancelw&ection 409,
of the Code and the related guidance thereunder.




(iIx) Generally, to exercise such powers and to perfarch sicts as the Board deems necessi
expedient to promote the best interests of the Gomp@nd that are not in conflict with the provisoof the Plan ¢
Stock Awards.

(x) To adopt such procedures and gldms as are necessary or appropriate to perniitipatior
in the Plan by Employees, Directors or Consultarte are foreign nationals or employed outside thedd States.
(c) Delegation to Committee.
(1) General. The Board may delegate some or all of the admatistn of the Plan to a Commit

or Committees. If administration of the Plan isedglted to a Committee, the Committee shall havepimection wit
the administration of the Plan, the powers themtopossessed by the Board that have been deldgatezl Committe:
including the power to delegate to a subcommitfehe® Committee any of the administrative powers @ommittee |
authorized to exercise (and references in the ®lahe Board shall thereafter be to the Committesutbcommittee
subject, however, to such resolutions, not inceestswith the provisions of the Plan, as may bepéetb from time t
time by the Board. The Board may retain the auth®oi concurrently administer the Plan with the Qoittee and ma
at any time, revest in the Board some or all ofgbeers previously delegated.

(i) Section 162(m) and Rule 16b-3 Compliancdn the sole discretion of the Board,

Committee may consist solely of two or more Outdideectors, in accordance with Section 162(m) af @ode,
solely of two or more Non-Employee Directors, it@aaance with Rule 168- In addition, the Board or the Commit
in its sole discretion, may (A) delegate to a Cotteri who need not be Outside Directors the authtwigrant Stoc
Awards to eligible persons who are either (I) noert Covered Employees and are not expected to her&
Employees at the time of recognition of income it@sy from such Stock Award, or (Il) not personstiwrespect t
whom the Company wishes to comply with Section &§2¢f the Code, or (B) delegate to a Committee whed nc
be NonEmployee Directors the authority to grant Stock Adgato eligible persons who are not then subje&ectior
16 of the Exchange Act.

(d) Delegation to Officers.The Board may delegate to one or more Officersathtbority to do one «
both of the following: (i) designate Officers anthfloyees of the Company or any of its Subsidiaiodse recipients
Options (and, to the extent permitted by Delaware bther Stock Awards) and the terms thereof,(@nhdetermine th
number of shares of Common Stock to be subjectuth Stock Awards granted to such Officers and Eggde
provided, howeverthat the Board resolutions regarding such delegagimall specify the total number of share
Common Stock that may be subject to the Stock Asvgrdnted by such Officers and that such Officey mat grant
Stock Award to himself or herself. Notwithstandihg foregoing, the Board may not delegate to amc@flauthority t
determine the Fair Market Value of the Common Stagtsuant to Section 13(u)(ii) below.

(e) Cancellation and Re-Grant of Stock Awards Neither the Board nor any Committee shall hae
authority to: (i) reprice any outstanding Stock Adswunder the Plan, or (ii) cancel andgrant any outstanding Stc
Awards under the Plan, unless the stockholder©i®fGompany have approved such an action withinedven(12
month period preceding or following such an event.

)] Repurchase of Stock Awards Notwithstanding anything to the contrary setHtadnerein, except
connection with an Ownership Change Event, Capaabn Adjustment, extraordinary cash dividenditsg or spin-
off, outstanding Options or Stock Appreciation Rgimay not be canceled in exchange for cash witetmakholde
approval.




Effect of Board's DecisionAll determinations, interpretations and construtsionade by the Boe
in good faith shall not be subject to review by geyson and shall be final, binding and conclusinall persons.

3. Shares Subject to the Plan.

(@) Share Reserve Subject to the provisions of Section 9(a) refatio Capitalization Adjustments, |
aggregate number of shares of Common Stock thatbeagsued pursuant to Stock Awards under the ghall no
exceed Fourteen Million Seven Hundred Ninety-Sixd$and Nine Hundred Twenlyine (14,796,929) shares. Sub
to Section 3(b), the number of shares availableskarance under the Plan shall be reduced byn@)(d) share for ea
share of stock issued pursuant to (A) an Optiomtgdh under Section 5, or (B) a Stock AppreciatiaghRgrante
under Section 6(c), and (ii) two (2) shares forhesitare of Common Stock issued pursuant to a RestrStock Awart
Restricted Stock Unit Award, or Other Stock Awardrged under Section 6. Shares may be issued imectian with
merger or acquisition as permitted by Nasdag R8EO&)(1)(A)(iii) or, if applicable, NYSE Listed Gopany Manuz
Section 303A.08, or AMEX Company Guide Section &l such issuance shall not reduce the number aré:
available for issuance under the Plan.

(b) Reversion of Shares to the Share Reservdf any (i) Stock Award shall for any reason expor
otherwise terminate, in whole or in part, withoavimg been exercised in full, (ii) shares of Comn$tack issued to
Participant pursuant to a Stock Award are forfette@dr repurchased by the Company because of thueefdo meet
contingency or condition required for the vestifiggach shares, or (iii) a Stock Award is settled¢ash, then the sha
of Common Stock not issued under such Stock Awardorfeited to or repurchased by the Company,|sieakrt tc
and again become available for issuance under|dre P any shares subject to a Stock Award aredativered to
Participant because such shares are withheld forpyment of taxes or the Stock Award is exercikedugh
reduction of shares subject to the Stock Aware.(, “net exercised”or an appreciation distribution in respect
Stock Appreciation Right is paid in shares of Comn&tock, the number of shares subject to the Sdodkrd that ar
not delivered to the Participant shall not remaiailable for subsequent issuance under the Pldheléxercise price
any Stock Award is satisfied by tendering share€a@ihmon Stock held by the Participant (either kyacdelivery o
attestation), then the number of shares so tenddraitl not remain available for issuance underRlam. To the exte
there is issued a share of Common Stock pursuanttock Award that counted as two (2) shares agtie number
shares available for issuance under the Plan poarsasSection 3(a) and such share of Common Stgekngbecome
available for issuance under the Plan pursuanhit $ection 3(b), then the number of shares of Comi&tocl
available for issuance under the Plan shall inerégstwo (2) shares.

(c) Incentive Stock Option Limit. Notwithstanding anything to the contrary in Sect&rsubject to tt
provisions of Section 9(a) relating to CapitalimatiAdjustments the aggregate maximum number ofeshair Commo
Stock that may be issued pursuant to the exerditgcentive Stock Options shall be Fourteen Milli8aven Hundre
Ninety-Six Thousand Nine Hundred Twenty-Nine (14,796,%28res of Common Stock.

(d) Source of SharesThe stock issuable under the Plan shall be shdrastborized but unissued
reacquired Common Stock, including shares repuezhbyg the Company on the open market.

4. Eligibility.




(@) Eligibility for Specific Stock Awards . Incentive Stock Options may be granted only tpleyees c
the Company or a “parent corporation” or “subsiglieorporation’thereof (as such terms are defined in Sectionse]
and 424(f) of the Code). Stock Awards other thazeitive Stock Options may be granted to EmployBegctors an
Consultants.

(b) Ten Percent Stockholders A Ten Percent Stockholder shall not be granted rerentive Stoc
Option unless the exercise price of such Optiocat ieast one hundred ten percent (110%) of the Market Value ¢
the Common Stock on the date of grant and the @psimot exercisable after the expiration of fi#@ years from tr
date of grant.

(c) Section 162(m) Limitation. Subject to the provisions of Section 9(a) retatio Capitalizatio
Adjustments, no Employee shall be eligible to bantgd during any calendar year Stock Awards whadeevis
determined by reference to an increase over artiseeor strike price of at least one hundred per(E0%) of the Fa
Market Value of the Common Stock on the date tloelSAward is granted covering more than five huddieusan
(500,000) shares of Common Stock.

(d) Consultants. A Consultant shall be eligible for the grant of ¢k Award only if, at the time
grant, a Form S-8 Registration Statement undeBdwurities Act (‘Form S-87) is available to register either the o
or the sale of the Company's securities to suchs@tant because of the nature of the servicesttigaConsultant
providing to the Company, because the Consultanbisa natural person, or because of any othergolerning th
availability of Form S-8.

5. Option Provisions.

Each Option shall be in such form and shall consich terms and conditions as the Board shall
appropriate. All Options shall be separately destigth Incentive Stock Options or Nonstatutory StGgkions at th
time of grant, and, if certificates are issuedepasate certificate or certificates shall be issioedshares of Commu
Stock purchased on exercise of each type of Opticem Option is not specifically designated aslarentive Stoc
Option, then the Option shall be a Nonstatutorycks©ption. The provisions of separate Options nesdoe identica
provided, howeve, that each Option Agreement shall conform to (tigto incorporation of provisions hereof
reference in the Option Agreement or otherwise)stifestance of each of the following provisions:

(@) Term. Subject to the provisions of Section 4(b) regardileg Percent Stockholders, no Option ¢
be exercisable after the expiration of ten (10yydeom the date of its grant or such shorter gesgpecified il
the Option Agreement.

(b) Exercise Price.Subject to the provisions of Section 4(b) regardimn Percent Stockholders,
exercise price of each Option shall be not less thiae hundred percent (100%) of the Fair Marketu¥abf the
Common Stock subject to the Option on the datepeon is granted. Notwithstanding the foregoing,@ption ma
be granted with an exercise price lower than onedied percent (100%) of the Fair Market Value & @ommo
Stock subject to the Option if such Option is ge@inpursuant to an assumption or substitution fotheer option in
manner consistent with the provisions of Sectiod(4p of the Code (whether or not such options acertive Stoc
Options).

(c) Consideration. The purchase price of Common Stock acquired putdoahe exercise of an Opti
shall be paid, to the extent permitted by appliedblv and as determined by the Board in its saderdtion, by ar
combination of the methods of payment set fortltowelThe Board shall have the authority to granti@yst that do nc
permit all of the following methods of payment @@herwise restrict the ability
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to use certain methods) and to grant Options #wtire the consent of the Company to utilize ai@aer method ¢
payment. The permitted methods of payment arel&svig

M by cash, check, bank draft or money order pbeyabthe Company;

(i) pursuant to a program developed under Regulatias promulgated by the Federal Res
Board that, prior to the issuance of the stockextifjo the Option, results in either the receiptash (or check) by t
Company or the receipt of irrevocable instructibmgay the aggregate exercise price to the Comfrany the sale
proceeds;

(i) by delivery to the Company (either by actual delyver attestation) of shares of Comr
Stock;

(iv) by a “net exercisearrangement pursuant to which the Company will cedine number
shares of Common Stock issued upon exercise bathest whole number of shares with a Fair Markaiue that doe
not exceed the aggregate exercise ppeayided, howevetthat the Company shall accept a cash or other
the Participant to the extent of any remaining bedaof the aggregate exercise price not satisfyesiuch reduction
the number of whole shares to be issywdyided, furtherthat shares of Common Stock will no longer be auntding
under an Option and will not be exercisable théeedb the extent that (A) shares are used to payekercise pric
pursuant to the “net exerciseB)(shares are delivered to the Participant aswatreGsuch exercise, and (C) shares
withheld to satisfy tax withholding obligations; or

(v) in any other form of legal consideration that may dxceptable to the Board in its ¢
discretion and permissible under applicable law.

(d) Transferability of Options. The Board may, in its sole discretion, impose sltitations on th
transferability of Options as the Board shall deiee. In the absence of such a determination byBib&rd to th
contrary, the following restrictions on the transafality of Options shall apply:

® Restrictions on Transfer.An Option shall not be transferable except by wilby the laws ¢
descent and distribution and shall be exercisabkng the lifetime of the Optionholder only by ti@ptionholder
provided, howeve, that the Board may, in its sole discretion, pérransfer of the Option in a manner that is
prohibited by applicable tax and securities lawsrufhe Optionholder's request.

(i) Domestic Relations Orders.Notwithstanding the foregoing, an Option may bensfarre:
pursuant to a domestic relations ordamvided, howeverthat an Incentive Stock Option may be deemed t@
Nonstatutory Stock Option as a result of such fean

(i) Beneficiary Designation. Notwithstanding the foregoing, the Optionholder mdy
delivering written notice to the Company, in a foprovided by or otherwise satisfactory to the Conmypand an
broker designated by the Company to effect Optixer@ses, designate a third party who, in the eeéithe death «
the Optionholder, shall thereafter be entitledxereise the Option. In the absence of such a dasan the executor
administrator of the Optionholder's estate shakigled to exercise the Option.

(e) Vesting of Options Generally.The total number of shares of Common Stock sultgeetn Optiol
may vest and therefore become exercisable in geringtallments that may or may not be equal. Tipgidd may b
subject to such other terms and conditions onithe or times when it may or may not
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be exercised (which may be based on performanagher criteria) as the Board may deem appropribte. vestin
provisions of individual Options may vary. The piigns of this Section 5(e) are subject to any @pfprovision
governing the minimum number of shares of CommarkSas to which an Option may be exercised.

)] Termination of Continuous Service. In the event that an Optionholder's Continuous iSe
terminates (other than upon the Optionholder'shdeaDisability), the Optionholder may exercise bisher Option (t
the extent that the Optionholder was entitled tereise such Option as of the date of terminatio@aftinuous Servic
but only within such period of time ending on tleler of (i) the date three (3) months followirgettermination of tr
Optionholder's Continuous Service (or such longestwrter period specified in the Option Agreement) (ii) the
expiration of the term of the Option as set fortlthe Option Agreement. If, after termination ofrfiouous Service, tl
Optionholder does not exercise his or her Optiothiwithe time specified herein or in the Option Agment (e
applicable), the Option shall terminate

(0 Extension of Termination Date.In the event that exercise of an Option followihg termination ¢
the Optionholder's Continuous Service (other thaonuthe Optionholder's death or Disability) woukl frohibited ¢
any time solely because the issuance of sharepmin@n Stock would violate the registration requieats under tt
Securities Act, then the Option shall terminatettwnearlier of (i) the expiration of a period ofél (3) months after t
termination of the Optionholder's Continuous Sexdcring which the exercise of the Option would betin violatiot
of such registration requirements, or (ii) the expon of the term of the Option as set forth ia @ption Agreement.

(h) Disability of Optionholder. In the event that an Optionholder's Continuous iSerterminates as
result of the Optionholder's Disability, the Optrmider may exercise his or her Option (to the extdat the
Optionholder was entitled to exercise such Opti®mfathe date of termination of Continuous Servite} only withir
such period of time ending on the earlier of (g thate twelve (12) months following such terminatad Continuou
Service (or such longer or shorter period specifiethe Option Agreement), or (ii) the expiratiohthe term of th
Option as set forth in the Option Agreement. Iteatermination of Continuous Service, the Optiddkeo does n¢
exercise his or her Option within the time spedifieerein or in the Option Agreement (as applicalited Option she
terminate.

(1) Death of Optionholder. In the event that (i) an Optionholder's Continu@gsvice terminates as
result of the Optionholder's death, or (ii) the iOpholder dies within the period (if any) specifigd the Optiol
Agreement after the termination of the Optionhdkl@ontinuous Service for a reason other than déah the Optic
may be exercised (to the extent the Optionholdes ardtitled to exercise such Option as of the dateath) by th
Optionholder's estate, by a person who acquiredighé to exercise the Option by bequest or inhee or by a pers
designated to exercise the option upon the Optiolens death, but only within the period endingtba earlier of (i
the date eighteen (18) months following the dateledith (or such longer or shorter period specifiethe Optiol
Agreement), or (i) the expiration of the term afch Option as set forth in the Option Agreement.after th
Optionholder's death, the Option is not exercisetthiw the time specified herein or in the Optionrégment (e
applicable), the Option shall terminate.

() Non-Exempt Employees. No Option granted to an Employee that is a exempt employee f
purposes of the Fair Labor Standards Act of 1938araended, shall be first exercisable for any shafeCommo
Stock until at least six months following the dategrant of the Option. The foregoing provisioningended to opera
so that any income derived by a nexempt employee in connection with the exerciseesting of an Option will k
exempt from his or her regular rate of pay.

6. Provisions of Stock Awards other than Options
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(@) Restricted Stock Awards.Each Restricted Stock Award Agreement shall beushdorm and she
contain such terms and conditions as the Board dieam appropriate. To the extent consistent with Company
Bylaws, at the Board's election, shares of CommorkSmay be (x) held in book entry form subjectiie Company
instructions until any restrictions relating to tRestricted Stock Award lapse; or (y) evidencedalgertificate, whic
certificate shall be held in such form and manredetermined by the Board. The terms and conditoriRestricte
Stock Award Agreements may change from time to tiared the terms and conditions of separate Re=driStoc
Award Agreements need not be identigadpvided, however that each Restricted Stock Award Agreement
conform to (through incorporation of the provisidrereof by reference in the agreement or otherviisesubstance
each of the following provisions:

® Consideration. A Restricted Stock Award may be awarded in consitien for (A) cast
check, bank draft or money order payable to the oy, (B) past or future services actually or tordedered to tt
Company or an Affiliate; or (C) any other form efghl consideration that may be acceptable to treedBm its sol
discretion and permissible under applicable law.

(i) Vesting . Shares of Common Stock awarded under a Resti@ttmtk Award Agreement m
be subject to forfeiture to the Company in accocganith a vesting schedule to be determined bBtiead.

(i) Termination of Participant's Continuous Service.In the event a Participant's Continu
Service terminates, the Company may receive vafaifure condition or a repurchase right, any lbohthe shares «
Common Stock held by the Participant which havevested as of the date of termination of Continudessice unde
the terms of the Restricted Stock Award Agreement.

(iv) Transferability. Rights to acquire shares of Common Stock underRastricted Stoc
Award Agreement shall be transferable by the Hp#id only upon such terms and conditions as dréost in the
Restricted Stock Award Agreement, as the Boardl stetermine in its sole discretion, so long as Camn$tocl
awarded under the Restricted Stock Award Agreememiains subject to the terms of the Restricted kKStowarc
Agreement.

(b) Restricted Stock Unit Awards.Each Restricted Stock Unit Award Agreement shalirbguch forn
and shall contain such terms and conditions aBdad shall deem appropriate. The terms and comgditof Restricte
Stock Unit Award Agreements may change from timértee, and the terms and conditions of separatériiesl Stoc
Unit Award Agreements need not be identigabvided, howeverthat each Restricted Stock Unit Award Agreer
shall conform to (through incorporation of the peiens hereof by reference in the agreement orraike) the
substance of each of the following provisions:

® Consideration. At the time of grant of a Restricted Stock Unit Adathe Board wi
determine the consideration, if any, to be paidhgyParticipant upon delivery of each share of Comi@tock subje
to the Restricted Stock Unit Award. The consideratio be paid (if any) by the Participant for eablare of Commc
Stock subject to a Restricted Stock Unit Award rbaypaid in any form of legal consideration that rhayacceptable
the Board in its sole discretion and permissibléasrapplicable law.

(i) Vesting. At the time of the grant of a Restricted Stock UAwtard, the Board may impc
such restrictions or conditions to the vesting ltd Restricted Stock Unit Award as it, in its solectetion, deen
appropriate.




(i) Payment . A Restricted Stock Unit Award may be settled bg delivery of shares
Common Stock, their cash equivalent, any combinati@reof or in any other form of considerationdagermined b
the Board and contained in the Restricted Stock Award Agreement.

(iv) Additional Restrictions. At the time of the grant of a Restricted Stock UAwward, the
Board, as it deems appropriate, may impose sudhictess or conditions that delay the delivery tbe shares
Common Stock (or their cash equivalent) subjed ®estricted Stock Unit Award to a time after tlesting of suc
Restricted Stock Unit Award.

(v) Dividend Equivalents. Dividend equivalents may be credited in respechaires of Comm
Stock covered by a Restricted Stock Unit Awarddetermined by the Board and contained in the RestriStock Un
Award Agreement. At the sole discretion of the Blhasuch dividend equivalents may be converted audditiona
shares of Common Stock covered by the Restricteck3#nit Award in such manner as determined byBbard. Any
additional shares covered by the Restricted Statk Award credited by reason of such dividend eglaats will bt
subject to all the terms and conditions of the ulytey Restricted Stock Unit Award Agreement to alinthey relate.

(vi) Termination of Participant's Continuous Service. Except as otherwise provided in
applicable Restricted Stock Unit Award Agreemeunthsportion of the Restricted Stock Unit Award thas not veste
will be forfeited upon the Participant's terminatiof Continuous Service.

(vii) Compliance with Section 409A of the CodeNotwithstanding anything to the contrary
forth herein, any Restricted Stock Unit Award gemhtunder the Plan that is not exempt from the reqents c
Section 409A of the Code shall contain such prowmsiso that such Restricted Stock Unit Award wolinply with the
requirements of Section 409A of the Code. Suchricéisins, if any, shall be determined by the Boardl contained
the Restricted Stock Unit Award Agreement evideganch Restricted Stock Unit Award.

(c) Stock Appreciation Rights.Each Stock Appreciation Right Agreement shall besuch form an
shall contain such terms and conditions as the @shall deem appropriate. Stock Appreciation Righéy be grante
as standzlone Stock Awards or in tandem with other Stockafds. The terms and conditions of Stock Apprean
Right Agreements may change from time to time, #i@dterms and conditions of separate Stock AppieaidRigh
Agreements need not be identigadpvided, howevey that each Stock Appreciation Right Agreementlst@iform tc
(through incorporation of the provisions hereofrbference in the agreement or otherwise) the sonbtstaf each of tt
following provisions:

® Term. No Stock Appreciation Right shall be exercisabkerathe expiration of ten (10) ye
from the date of its grant or such shorter perjpecgied in the Stock Appreciation Right Agreement.

(i) Strike Price. Each Stock Appreciation Right will be denominatedihares of Common Stc
equivalents. The strike price of each Stock Ap@ismn Right shall not be less than one hundredeperd 00%) of th
Fair Market Value of the Common Stock equivalentgject to the Stock Appreciation Right on the dztgrant.

(i) Calculation of Appreciation. The appreciation distribution payable on the eseraf :
Stock Appreciation Right will be not greater thanamount equal to the excess of (A) the aggregaiteMrarket Valu
(on the date of the exercise of the Stock AppramaRight) of a number of shares of Common Stockaédo the
number of shares of Common Stock equivalents irchvthie Participant is vested under such Stock Apgtien Right
and with respect to which the Participant is e)sng the Stock
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Appreciation Right on such date, over (B) the stiikice that is determined by the Board on the déigrant of th
Stock Appreciation Right.

(iv) Vesting. At the time of the grant of a Stock AppreciatiogR the Board may impose si
restrictions or conditions to the vesting of suthc® Appreciation Right as it, in its sole discoeti deems appropriate.

(v) Exercise.To exercise any outstanding Stock Appreciation Ritfie Participant must provi
written notice of exercise to the Company in corupdie with the provisions of the Stock AppreciatRight Agreemer
evidencing such Stock Appreciation Right.

(vi) Payment. The appreciation distribution in respect of acRtAppreciation Right may be p:
in Common Stock, in cash, in any combination of ke or in any other form of consideration, as daiaed by th
Board and set forth in the Stock Appreciation Riggteement evidencing such Stock Appreciation Right

(vii) Termination of Continuous Service.In the event that a Participant's Continuous Se
terminates, the Participant may exercise his or 3teck Appreciation Right (to the extent that thertieipant wa
entitled to exercise such Stock Appreciation Righof the date of termination of Continuous Seivimg only withir
such period of time ending on the earlier of (A9 thate three (3) months following the terminatiérthe Participant
Continuous Service (or such longer or shorter pesipecified in the Stock Appreciation Right Agreamgeor (B) the
expiration of the term of the Stock AppreciatiorgRi as set forth in the Stock Appreciation Rightdgment. If, afte
termination of Continuous Service, the Participdogs not exercise his or her Stock AppreciatiorhRigthin the tim:
specified herein or in the Stock Appreciation Rigtdgreement (as applicable), the Stock Appreciafitight shal
terminate.

(viii) Compliance with Section 409A of the CodéNotwithstanding anything to the contrary
forth herein, any Stock Appreciation Rights granteder the Plan that are not exempt from the requents of Sectic
409A of the Code shall contain such provisionshst such Stock Appreciation Right will comply witke requiremen
of Section 409A of the Code. Such restrictionsanfy, shall be determined by the Board and containdtle Stoc
Appreciation Right Agreement evidencing such StApkreciation Right.

(d) Performance Stock Awards. A Performance Stock Award is either a Restrickock Award ¢
Restricted Stock Unit Award that may be grantedhay vest based upon the attainment during a PeafucenPeriod «
certain Performance Goals. A Performance Stock Awaety, but need not, require the completion ofecsied perio
of Continuous Service. The length of any PerforreaReriod, the Performance Goals to be achievedgluhe
Performance Period, and the measure of whethetoantiat degree such Performance Goals have beeneattshall b
conclusively determined by the Committee in iteesdicretion. The maximum benefit to be receiveaivy Participal
in a calendar year attributable to PerformancelStaards described in this Section 6(d) shall nateed the value
five hundred thousand (500,000) shares of CommookStn addition, to the extent permitted by apgllie law and tF
applicable Award Agreement, the Board may deterniived cash may be used in payment of Performanoek
Awards.

(e) Other Stock Awards. Other forms of Stock Awards valued in whole omirt by reference to,
otherwise based on, Common Stock may be grantbdredtione or in addition to Stock Awards provided @inde
Section 5 and the preceding provisions of thisiBe@. Subject to the provisions of the Plan, tloatl shall have sc
and complete authority to determine the personghiom and the time or times at which such Other ISfowgards will
be granted, the number of shares of Common Staakéocash equivalent
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thereof) to be granted pursuant to such Other Skwhkrds and all other terms and conditions of s@ther Stoc
Awards.

7. Covenants of the Company.

(@) Avalilability of Shares. During the terms of the Stock Awards, the Compdmlikeep available
all times the number of shares of Common Stockirequo satisfy such Stock Awards.

(b) Securities Law ComplianceThe Company shall seek to obtain from each regylatommission ¢
agency having jurisdiction over the Plan such atthas may be required to grant Stock Awards ansgue and st
shares of Common Stock upon exercise of the Staeérds;provided, howevetthat this undertaking shall not reqt
the Company to register under the Securities AetRfan, any Stock Award or any Common Stock issaredsuabl
pursuant to any such Stock Award. If, after reabtafforts, the Company is unable to obtain framg such regulato
commission or agency the authority that counsettierCompany deems necessary for the lawful isguand sale «
Common Stock under the Plan, the Company shaleleved from any liability for failure to issue asell Commo
Stock upon exercise of such Stock Awards unlessuatilsuch authority is obtained. A Participanaisimot be eligibl
for the grant of a Stock Award or the subsequesuaace of Common Stock pursuant to the Stock Awamdch grar
or issuance would be in violation of any applicaddeurities laws.

(c) No Obligation to Notify. The Company shall have no duty or obligation to anider of a Stoc
Award to advise such holder as to the time or manhexercising such Stock Award. Furthermore, @menpany she
have no duty or obligation to warn or otherwiseigdwuch holder of a pending termination or exmrabf a Stoc
Award or a possible period in which the Stock Awardy not be exercised. The Company has no dutplayation tc
minimize the tax consequences of a Stock Awartdédlder of such Stock Award.

8. Miscellaneous.

(@) Use of ProceedsProceeds from the sale of shares of Common Stodupnt to Stock Awards sh
constitute general funds of the Company.

(b) Corporate Action Constituting Grant of Stock Awards. Corporate action constituting a grant
the Company of a Stock Award to any Participantldiedeemed completed as of the date of such catpa@ctior
unless otherwise determined by the Board, regasdi€svhen the instrument, certificate, or letteidencing the Stoc
Award is communicated to, or actually received arepted by, the Participant.

(c) Stockholder Rights.No Participant shall be deemed to be the holdeorofp have any of the rigt
of a holder with respect to, any shares of CommtwtkSsubject to such Stock Award unless and uiitilsct
Participant has satisfied all requirements for eiser of the Stock Award pursuant to its terms, @ndhe issuance «
the Common Stock pursuant to such exercise hasdsgered into the books and records of the Company.

(d) No Employment or Other Service Rights.Nothing in the Plan, any Stock Award Agreemer
other instrument executed thereunder or in conmeetith any Stock Award granted pursuant theretdl slonfer upo
any Participant any right to continue to serve@uwnpany or an Affiliate in the capacity in effetttle time the Stoc
Award was granted or shall affect the right of thempany or an Affiliate to terminate (i) the empimgnt of ai
Employee with or without notice and with or withaause, (ii) the service of a Consultant pursuaié terms of sur
Consultant's agreement with the Company or aniAf#) or
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(iii) the service of a Director pursuant to the 8yk of the Company or an Affiliate, and any apfilegorovisions of tr
corporate law of the state in which the CompangherAffiliate is incorporated, as the case may be.

(e) Incentive Stock Option $100,000 Limitation.To the extent that the aggregate Fair Market \
(determined at the time of grant) of Common Stodk wespect to which Incentive Stock Options arereisable for th
first time by any Optionholder during any calengaar (under all plans of the Company and any Afiés) exceeds o
hundred thousand dollars ($100,000), the Optiongootions thereof that exceed such limit (accordimghe order i
which they were granted) shall be treated as Nautsty Stock Options, notwithstanding any contrargvision of th
applicable Option Agreement(s).

) Investment Assurances.The Company may require a Participant, as a camdibf exercising (
acquiring Common Stock under any Stock Award,dipgive written assurances satisfactory to the Coy@es to th
Participant's knowledge and experience in finanarad business matters and/or to employ a purchiepeesentatiy
reasonably satisfactory to the Company who is kedggable and experienced in financial and busineggers an
that he or she is capable of evaluating, aloneogether with the purchaser representative, thetsnand risks ¢
exercising the Stock Award; and (ii) to give wnittassurances satisfactory to the Company stataighk Participant
acquiring Common Stock subject to the Stock Award the Participant's own account and not with angsen
intention of selling or otherwise distributing ti®@mmon Stock. The foregoing requirements, and asyrances give
pursuant to such requirements, shall be inoperdti@gg the issuance of the shares upon the exemisacquisition ¢
Common Stock under the Stock Award has been regdstender a then currently effective registratitatesnent und:
the Securities Act, or (y) as to any particularuiegment, a determination is made by counsel ferGbmpany that su
requirement need not be met in the circumstancdsruthe then applicable securities laws. The Compaay, upo
advice of counsel to the Company, place legendstock certificates issued under the Plan as suchsab deen
necessary or appropriate in order to comply witpliapble securities laws, including, but not linditéo, legenc
restricting the transfer of the Common Stock.

(9) Withholding Obligations. Unless prohibited by the terms of a Stock Award e&gnent, th
Company may, in its sole discretion, satisfy angefal, state or local tax withholding obligatiorateng to a Stoc
Award by any of the following means (in additiontb@ Company's right to withhold from any compeiasapaid to th
Participant by the Company) or by a combinatiorswéh means: (i) causing the Participant to tendsash paymer
(i) withholding shares of Common Stock from thieames of Common Stock issued or otherwise issutblthe
Participant in connection with the Stock Awapdpvided, howeverthat no shares of Common Stock are withheld
a value exceeding the minimum amount of tax requie be withheld by law (or such lower amount asyre
necessary t@avoid classification of the Stock Award as a ligpifor financial accounting purposes); (iii) witblling
cash from a Stock Award settled in cash; (iv) witllng payment from any amounts otherwise payableaht
Participant; or (v) by such other method as magdidorth in the Stock Award Agreement.

(h) Electronic Delivery . Any reference herein to a “writter@greement or document shall include
agreement or document delivered electronicallyasted on the Company's intranet.

(1) Deferrals. To the extent permitted by applicable law, the Boan its sole discretion, may determr
that the delivery of Common Stock or the paymentash, upon the exercise, vesting or settlemeall of a portion ¢
any Stock Award may be deferred and may establisgrams and procedures for deferral elections tonbde b
Participants. Deferrals by Participants will be mad accordance with Section 409A of the Code. Gterst with
Section 409A of the Code, the Board may providedistributions while a Participant is still an empte. The Board
authorized to make deferrals of Stock Awards and
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determine when, and in what annual percentagesicipants may receive payments, including lump suegments
following the Participant's termination of employmier retirement, and implement such other terntd @mndition:
consistent with the provisions of the Plan anddooadance with applicable law.

) Compliance with Section 409A.To the extent that the Board determines that amgkSAwarc
granted hereunder is subject to Section 409A ofGbde, the Stock Award Agreement evidencing sudtckSAwarc
shall incorporate the terms and conditions necgdsaavoid the consequences specified in Secti@A&) (1) of the
Code. To the extent applicable, the Plan and Staweérd Agreements shall be interpreted in accordamte Sectiol
409A of the Code and Department of Treasury reguiatand other interpretive guidance issued theteynncluding
without limitation any such regulations or otheridgnce that may be issued or amended after thecti#eDate
Notwithstanding any provision of the Plan to thentcary, in the event that following the Effectiveate the Boal
determines that any Stock Award may be subjectecti@® 409A of the Code and related Department rea3ur
guidance (including such Department of Treasurylgiice as may be issued after the Effective Ddte)Bbard ma
adopt such amendments to the Plan and the ap@i&ibtk Award Agreement or adopt other policies pratedure
(including amendments, policies and procedures wetnoactive effect), or take any other actionst tthe Boar
determines are necessary or appropriate to (1) pixdra Stock Award from Section 409A of the Codd/anpreserv
the intended tax treatment of the benefits provitél respect to the Stock Award, or (2) complyhwite requiremen
of Section 409A of the Code and related Departroéiiteasury guidance.

9. Adjustments upon Changes in Common Stock; OtheCorporate Events.

(@) Capitalization Adjustments . In the event of a Capitalization Adjustment, tBeard sha
appropriately and proportionately adjust: (i) tihess(es) and maximum number of securities subgeittet Plan pursug
to Section 3(a); (ii) the class(es) and maximum Ipeimof securities that may be issued pursuant ¢oettercise (
Incentive Stock Options pursuant to Section 3(ii); the class(es) and maximum number of securitiet may b
awarded to any person pursuant to Section 4(c)eéad and (iv) the class(es) and number of seesriéind price p
share of stock subject to outstanding Stock Awartie. Board shall make such adjustments, and ieymi@tation sha
be final, binding and conclusive.

(b) Dissolution or Liquidation . Except as otherwise provided in a Stock Awardeggnent, in the eve
of a dissolution or liquidation of the Company, alltstanding Stock Awards (other than Stock Awaraissisting ¢
vested and outstanding shares of Common Stock ulged to a forfeiture condition or the Companyight ol
repurchase) shall terminate immediately prior te dompletion of such dissolution or liquidationdathe shares
Common Stock subject to the Company's repurchasgsrimay be repurchased by the Company notwithistgritie
fact that the holder of such Stock Award is provgdContinuous Servic@rovided, howevetthat the Board may, in
sole discretion, cause some or all Stock Awardddoome fully vested, exercisable and/or no longdiest tc
repurchase or forfeiture (to the extent such StAwkards have not previously expired or terminatedjobe thi
dissolution or liquidation is completed but contmg on its completion.

(c) Corporate Transaction. The following provisions shall apply to Stock Awardh the event of
Corporate Transaction unless otherwise providethéninstrument evidencing the Stock Award or anyeotwritter
agreement between the Company or any Affiliate #redholder of the Stock Award or unless otherwigspressl
provided by the Board at the time of grant of acBtAward. Except as otherwise stated in the Stoslard Agreemen
in the event of a Corporate Transaction, then, itbstanding any other provision of the Plan, theloshall take or
or more of the following actions with respect ta@&t Awards, contingent upon the closing or completof the
Corporate Transaction:
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0] arrange for the surviving corporation or acquircaporation (or the surviving or acquir
corporation's parent company) to assume or contiheeStock Award or to substitute a similar stogkaed for the
Stock Award (including, but not limited to, an ad@do acquire the same consideration paid to thekktdders of th
Company pursuant to the Corporate Transaction);

(i) arrange for the assignment of any reacquisitiorepurchase rights held by the Compar
respect of Common Stock issued pursuant to thekStaard to the surviving corporation or acquiringrpgoration (o
the surviving or acquiring corporation's parent paimy)

(i) accelerate the vesting of the Stock Award (andpiblicable, the time at which the St
Award may be exercised) to a date prior to thecéffe time of such Corporate Transaction as theréshall determir
(or, if the Board shall not determine such a d&dethe date that is five (5) days prior to the efifee date of th
Corporate Transaction), with such Stock Award teating if not exercised (if applicable) at or priorthe effectiv
time of the Corporate Transaction;

(iv) arrange for the lapse of any reacquisition or rejpase rights held by the Company \
respect to the Stock Award,

(v) cancel or arrange for the cancellation of the StAwkard, to the extent not vested or
exercised prior to the effective time of the CogierTransaction, in exchange for such cash coraidaras the Boar
in its sole discretion, may consider appropriate} a

(vi) make a payment, in such form as may be determipebdeoBoard equal to the excess, if
of (A) the value of the property the holder of the®ck Award would have received upon the exercisth® Stocl
Award, over (B) any exercise price payable by suglder in connection with such exercise.

The Board need not take the same action with ré$ped| Stock Awards, portions thereof, or witlspect to a

Participants.

(d) Change in Control. A Stock Award may be subject to additional acceieraof vesting an
exercisability upon or after a Change in Controlnasy be provided in the Stock Award Agreement fachs Stoc
Award or as may be provided in any other writtereagnent between the Company or any Affiliate ardRhArticipan
A Stock Award may vest as to all or any portiontleé shares subject to the Stock Award (i) immedtiat@on the
occurrence of a Change in Control, whether or nmthsStock Award is assumed, continued, or substtuty
surviving or acquiring entity in the Change in Qoht or (ii) in the event a Participant's Contingo8ervice |
terminated, actually or constructively, within ss@mated period following the occurrence of a CleaimgControl. In th
absence of such provisions, no such accelerat@hatcur.

10. Termination or Suspension of the Plan.

(@) Plan Term. The Board may suspend or terminate the Plan atiangy Unless sooner terminated,
Plan shall automatically terminate on the day keetbe tenth (10th) anniversary of the earlier pti{e date the Plan
adopted by the Board, or (ii) the date the Plaapisroved by the stockholders of the Company. NalStwards ma
be granted under the Plan while the Plan is suggkadafter it is terminated.

(b) No Impairment of Rights. Suspension or termination of the Plan shall notampights an
obligations under any Stock Award granted while Bhen is in effect except with the written consehthe affecte
Participant.
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11. Effective Date of Plan.
The Plan shall become effective upon approval bystbckholders at the 2007 Annual Meeting.

12. Choice of Law.
The law of the State of Delaware shall govern alesiions concerning the construction, validity

interpretation of the Plan, without regard to thiatte's conflict of laws rules.

13. Definitions.
As used in the Plan, the following definitions slagdply to the capitalized terms indicated below:

(@) “ Affiliate ” means, at the time of determination, any “paremt®majority-owned subsidiarydf the
Company, as such terms are defined in Rule 40BeoBecurities Act. The Board shall have the auty¢oi determin
the time or times at which “parent” or “majority-aed subsidiary” status is determined within thefming definition.

(b) “ Board " means the Board of Directors of the Company.

(c) “ Capitalization Adjustment ” means any change that is made in, or other evblatsotcur witl
respect to, the Common Stock subject to the Plasubject to any Stock Award after the Effective é©atithout th
receipt of consideration by the Company (throughrgee consolidation, reorganization, recapitaliza
reincorporation, stock dividend, dividend in prdyesther than cash, stock split, liquidating divide combination ¢
shares, exchange of shares, change in corporatdwst or other transaction not involving the rptef consideratic
by the Company). Notwithstanding the foregoing, ¢baversion of any convertible securities of therpany shall nc
be treated as a transaction “without the receigbosideration” by the Company.

(d) “ Cause” means with respect to a Participant, the occuweef any of the following events:

(i) such Participant's commission of any felonyaoy crime involving fraud, dishonesty or moral ituge under th
laws of the United States or any state theregfs(ich Participant's attempted commission of, otiggation in, a frau
or act of dishonesty against the Company; (iii)hstRarticipant's intentional, material violation afy contract ¢
agreement between the Participant and the Companyf @ny statutory duty owed to the Company; (ivck
Participant's unauthorized use or disclosure ofGoeepany's confidential information or trade sexretr (v) suc
Participant's gross misconduct. The determinatian & termination of the Participant's Continuoasvise is either fc
Cause or without Cause shall be made by the Comipaity sole discretion. Any determination by then@pany the
the Continuous Service of a Participant was terteohavith or without Cause for the purposes of @umding Stoc
Awards held by such Participant shall have no éfigon any determination of the rights or obligat®f the Compar
or such Participant for any other purpose.

(e) “ Change in Control " means the occurrence, in a single transaction oa series of relat
transactions, of any one or more of the followingres:

® any Exchange Act Person becomes the Owner, directlindirectly, of securities of tl
Company representing more than fifty percent (50%he combined voting power of the Company's thetstandin
securities other than by virtue of a merger, cadatibn or similar transaction. Notwithstanding tbeegoing, a Chanq
in Control shall not be deemed to occur (A) on actaf the acquisition of securities of the Compégyan investo
any affiliate thereof or any other Exchange Actd@ar from the Company in a transaction or seriesetdtec
transactions the primary purpose of which is
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to obtain financing for the Company through theugwxe of equity securities or (B) solely because ldvel o
Ownership held by any Exchange Act Person (tiseljject Person ”) exceeds the designated percentage thresh
the outstanding voting securities as a result ofpurchase or other acquisition of voting secigitiy the Compar
reducing the number of shares outstanding, proviblatif a Change in Control would occur (but fbe toperation «
this sentence) as a result of the acquisition dihgosecurities by the Company, and after sucheshaguisition, tr
Subject Person becomes the Owner of any additigtalg securities that, assuming the repurchasehmar acquisitio
had not occurred, increases the percentage oh#redutstanding voting securities Owned by the &ildperson ov
the designated percentage threshold, then a Chau@ntrol shall be deemed to occur;

(i) there is consummated a merger, consolidation oilairtransaction involving (directly
indirectly) the Company and, immediately after tomsummation of such merger, consolidation or sintilansactiol
the stockholders of the Company immediately pri@réto do not Own, directly or indirectly, eithé) (outstandin
voting securities representing more than fifty patq50%) of the combined outstanding voting poafethe surviving
Entity in such merger, consolidation or similarngaction or (B) more than fifty percent (50%) o€ tbombine
outstanding voting power of the parent of the sung Entity in such merger, consolidation or simiteansaction, i
each case in substantially the same proportionkeasOwnership of the outstanding voting secusité the Compar
immediately prior to such transaction;

(i) the stockholders of the Company approve or the Bagproves a plan of compl
dissolution or liquidation of the Company, or a @ete dissolution or liquidation of the Company Islzaherwise
occur, except for a liquidation into a parent cogbon;

(iv) there is consummated a sale, lease, exclusiveskcenother disposition of all or substanti
all of the consolidated assets of the Company sn8ubsidiaries, other than a sale, lease, licenséher disposition
all or substantially all of the consolidated asséthe Company and its Subsidiaries to an Entitgre than fifty perce
(50%) of the combined voting power of the votings#ties of which are Owned by stockholders of @@mpany i
substantially the same proportions as their Owngrshthe outstanding voting securities of the Campimmediatel
prior to such sale, lease, license or other disiposior

(v) individuals who, on the date the Plan is addig the Board, are members of the Board (the
Incumbent Board ") cease for any reason to constitute at least ppnihaof the members of the Boargrovided
however that if the appointment or election (or nominatfon election) of any new Board member was approok
recommended by a majority vote of the members@iticumbent Board then still in office, such newnmber shall, fc
purposes of the Plan, be considered as a memblee dicumbent Board.

For avoidance of doubt, the term Change in Comstnall not include a sale of assets, merger or dthasactio

effected exclusively for the purpose of changirgdbmicile of the Company.

Notwithstanding the foregoing or any other provisiaf the Plan, the definition of Change in Contf@l any
analogous term) in an individual written agreemieetween the Company or any Affiliate and the Pgdict sha
supersede the foregoing definition with respe@tmck Awards subject to such agreemenbyided, howevethat if nc
definition of Change in Control or any analogousnés set forth in such an individual written agresnt, the foregoir
definition shall apply.

) “ Code” means the Internal Revenue Code of 1986, as amdend

g “ Committee ” means a committee of one (1) or more Directorsiiorw authority has been delegze
by the Board in accordance with Section 2(c).
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(h) “ Common Stock ” means the common stock of the Company.
(1) “ Company ” means Power Integrations, Inc., a Delaware cafoan.

) “ Consultant ” means any person, including an advisor, who i®rfgaged by the Company or
Affiliate to render consulting or advisory servicasd is compensated for such services, or (ii)isgras a member
the board of directors of an Affiliate and is compated for such services. However, service solelg ®irector, ¢
payment of a fee for such service, shall not cauBeector to be considered a “Consultant” for mags of the Plan.

(k) “ Continuous Service” means that the Participant's service with the Comppa an Affiliate, whethe
as an Employee, Director or Consultant, is notrinfged or terminated. A change in the capacitywinich the
Participant renders service to the Company or diligké as an Employee, Consultant or Director arthange in tr
entity for which the Participant renders such smryiprovided that there is no interruption or tevaion of thi
Participant's service with the Company or an Adf#i, shall not terminate a Participant's Continuseis/ice;provided
however, if the Entity for which a Participant is rendeagigervices ceases to qualify as an “Affiliatas’ determined t
the Board in its sole discretion, such Particiga@bntinuous Service shall be considered to haveirtated on the de
such Entity ceases to qualify as an Affiliate. Tie extent permitted by law, the Board or the chiefcutive officer ¢
the Company, in that party's sole discretion, metgidnine whether Continuous Service shall be censdinterrupte
in the case of: (i) any leave of absence approyethé Board or the chief executive officer of then@ghbany, includin
sick leave, military leave or any other personalvée or (ii) transfers between the Company, anliaté, or thei
successors. Notwithstanding the foregoing, a lesdvabsence shall be treated as Continuous Sergrcpurposes |
vesting in a Stock Award only to such extent as rhayprovided in the Company's leave of absencepain the
written terms of any leave of absence agreemepblocy applicable to the Participant, or as otheemiequired by law.

() “ Corporate Transaction ” means an Ownership Change Event or a series dedel@awnershi
Change Events (collectively, theTransaction ”) wherein the stockholders of the Company immediabslfore th
Transaction do not retain immediately after then§eaction, in substantially the same proportionthas ownership ¢
shares of the Company's voting stock immediatelpreethe Transaction, direct or indirect benefiaainership c
more than fifty percent (50%) of the total combineding power of the outstanding voting stock af thompany or tf
corporation or corporations to which the assethefCompany were transferred (th&ransferee Corporation(s) "), as
the case may be. For purposes of the precedingrsamtindirect beneficial ownership shall includé@hout limitation
an interest resulting from ownership of the votisigck of one or more corporations which, as a testilthe
Transaction, own the Company or the Transferee @atjopn(s), as the case may be, either directl{hmugh one ¢
more subsidiary corporations. The Board shall héeeright to determine whether multiple sales arthexges of tt
voting stock of the Company or multiple Ownershipa@Bige Events are related, and its determinatioh lsbdinal,
binding and conclusive.

(m) “ Covered Employee ” means the chief executive officer and the three(8¢r highest compensa
officers of the Company (except the chief finana#ilcer) for whom total compensation is requiredbe reported -
stockholders under the Exchange Act, as deterniorguurposes of Section 162(m) of the Code.

(n) “ Director " means a member of the Board.
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(0) “ Disability ” means, with respect to a Participant, the inabdityguch Participant to engage in
substantially gainful activity by reason of any noadly determinable physical or mental impairmerttieh can b
expected to result in death or which has lastecharbe expected to last for a continuous periagobiess than twel
(12) months, as provided in Section 22(e)(3) ar@Ada)(2)(c)(i) of the Code, and shall be determibgdhe Board ¢
the basis of such medical evidence as the Boanmslearranted under the circumstances.

(p) “ Effective Date ” means the effective date of the Plan as specifi€kection 11.

Q) “ Employee ” means any person employed by the Company or ahatdfi However, service sole
as a Director, or payment of a fee for such sesvishall not cause a Director to be consideredEanployee”for
purposes of the Plan.

) “ Entity ” means a corporation, partnership, limited liaitompany or other entity.
(s) “ Exchange Act ” means the Securities Exchange Act of 1934, asdet
Q)] “ Exchange Act Person ” means any natural person, Entity or “grouwithin the meaning of Sectir

13(d) or 14(d) of the Exchange Act), except thakxctange Act Personshall not include (i) the Company or
Subsidiary of the Company, (ii) any employee bandfn of the Company or any Subsidiary of the Canypor an
trustee or other fiduciary holding securities underemployee benefit plan of the Company or anysBiidry of the
Company, (iii) an underwriter temporarily holdingcsirities pursuant to an offering of such secuwjt{gv) an Entit
Owned, directly or indirectly, by the stockholdest the Company in substantially the same propostias the
Ownershlp of stock of the Company; or (v) any natperson, Entity or “group’within the meaning of Section 13
or 14(d) of the Exchange Act) that, as of the BitecDate, is the Owner, directly or indirectly, eécurities of tr
Company representing more than fifty percent (50%he combined voting power of the Company's thetstandin
securities.

(u) “ Fair Market Value” means, as of any date, the value of the CommocokStetermined as follows:

® If the Common Stock is listed on any establishextlistexchange or traded on any ma
system, the Fair Market Value of a share of Com&tmck shall be the closing sales price for sucbksfor the closin
bid if no sales were reported) as quoted on suchange or market (or the exchange or market walgteatest volun
of trading in the Common Stock) on the date in faasas reported ifhe Wall Street Journar such other source
the Board deems reliable. Unless otherwise provirlethe Board, if there is no closing sales prmedosing bid if n
sales were reported) for the Common Stock on theidaguestion, then the Fair Market Value shalth®eclosing salc
price (or closing bid if no sales were reported}lomlast preceding date for which such quotatiostg.

(i) In the absence of such markets for the Common S$titek Fair Market Value shall
determined by the Board in good faith and in a neatimat complies with Section 409A of the Code.

v) “ Incentive Stock Option ” means an Option that qualifies as an “incentitcels option” within the
meaning of Section 422 of the Code and the reguiatpromulgated thereunder.

(w) “ Non-Employee Director ” means a Director who either (i) is not a currenplayee or officer ¢
the Company or an Affiliate, does not receive consadion, either directly or indirectly, from the @pany or a
Affiliate for services rendered as a consultantnoany capacity other than as a Director (exceptafo amount as
which disclosure would not be required under Ité(4) of Regulation S-K promulgated
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pursuant to the Securities Act Regulation S-K 7)), does not possess an interest in any other traosafdr whicl
disclosure would be required under Item 404(a) efiation SK, and is not engaged in a business relationsh
which disclosure would be required pursuant to [##(b) of Regulation S-K; or (ii) is otherwise smhered a “non-
employee director” for purposes of Rule 16b-3.

(x) “ Nonstatutory Stock Option ” means an Option that does not qualify as an lteerstock Option.

) “ Officer ” means a person who is an officer of the Compankimvithe meaning of Section 16 of
Exchange Act and the rules and regulations prontedbtnereunder.

(2) “ Option ” means an Incentive Stock Option or a NonstatutaogkKSOption to purchase share
Common Stock granted pursuant to the Plan.

(aa) “ Option Agreement ” means a written agreement between the Company andpsonholde
evidencing the terms and conditions of an OptioangrEach Option Agreement shall be subject toténes an
conditions of the Plan.

(bb) “ Optionholder ” means a person to whom an Option is granted purdoathe Plan or,
applicable, such other person who holds an outstgr@ption.

(cc) “ Original Plan ” means the Company's 1997 Stock Option Plan agaentefmmediately prior to tt
Effective Date.

(dd) “ Other Stock Award” means an award based in whole or in part by rederemthe Common Sto
which is granted pursuant to the terms and conditaf Section 6(d).

(ee) “ Other Stock Award Agreement ” means a written agreement between the Company haldler o
an Other Stock Award evidencing the terms and ¢mmdi of an Other Stock Award grant. Each OtherclStawarc
Agreement shall be subject to the terms and camditof the Plan.

(f) “ QOutside Director ” means a Director who either (i) is not a currenplayee of the Company or
“affiliated corporation” (ithin the meaning of Treasury Regulations promiddainder Section 162(m) of the Code
not a former employee of the Company or an “atiith corporation’'who receives compensation for prior serv
(other than benefits under a tgualified retirement plan) during the taxable yeaas not been an officer of -
Company or an “affiliated corporation,” and doest meceive remuneration from the Company or affilfated
corporation,”either directly or indirectly, in any capacity othihan as a Director, or (ii) is otherwise consatkat
“outside director” for purposes of Section 162(rhjle Code.

“Own,”“ Owned,” “ Owner ,” “ Ownership ” A person or Entity shall be deemed to “Owity’
have “Owned,” to be the “Owner” of, or to have aicgd “Ownership”of securities if such person or Entity, directl
indirectly, through any contract, arrangement, usi@ading, relationship or otherwise, has or shamsg power
which includes the power to vote or to direct tlaéing, with respect to such securities.

(hh) “ Ownership Change Event ” shall be deemed to have occurred if any of thefahg occurs wit
respect to the Company: (i) the direct or indiregke or exchange in a single or series of relatmusactions by ti
stockholders of the Company of more than fifty petc(50%) of the voting stock of the Company; @imerger ¢
consolidation in which the Company is a party) @ine sale, exchange, or transfer of all or sulbstiynall of the asse
of the Company; or (iv) a liquidation or dissolutiof the Company.

19




(i) “ Participant ” means a person to whom a Stock Award is grantedupuat to the Plan or,
applicable, such other person who holds an outstgrtock Award.

“ Performance Criteria ” means the one or more criteria that the Board Sleddict for purposes
establishing the Performance Goals for a Perforedreriod. The Performance Criteria that shall eus establis
such Performance Goals may be based on any or@ ehmbination of, the following: (i) earnings p&hare; (ii
earnings before interest, taxes and depreciatiah;e@rnings before interest, taxes, depreciatom amortizatio
(EBITDA); (iv) total stockholder return; (v) retuign equity; (vi) return on assets, investment,apital employed; (vi
operating margin; (viii) gross margin; (ix) opergiincome; (x) net income (before or after tax¢si); net operatin
income; (xii) net operating income after tax; (xijgre- and after-tax income; (xiv) ptax profit; (xv) operating ca:
flow; (xvi) sales or revenue targets; (xvii) ordensd revenue; (xviii) increases in revenue or pcbdavenue; (Xix
expenses and cost reduction goals; (xx) improvenrerdr attainment of expense levels; (xxi) improesmin o
attainment of working capital levels; (xxii) econienvalue added (or an equivalent metric); (xxiiigrket share; (xxi\
cash flow; (xxv) cash flow per share; (xxvi) shareee performance; (xxvii) debt reduction; (xxviijpplementation ¢
completion of projects or processes; (xxix) custosaisfaction; (xxx) stockholders' equity; (xxxjuality measure
and (xxxii) to the extent that a Stock Award is mdended to comply with Section 162(m) of the Coalber measur
of performance selected by the Board. Partial aemeent of the specified criteria may result in plagment or vestir
corresponding to the degree of achievement asfmgueon the Stock Award Agreement. The Board shallits sole
discretion, define the manner of calculating thdd?mance Criteria it selects to use for such Rarémce Period.

(kk) “ Performance Goals ” means, for a Performance Period, the one or maas gstablished by t
Board for the Performance Period based upon thsfaetton of the Performance Criteria. PerformaGaals may b
based on a Comparmwide basis, with respect to one or more businegs,utivisions, Affiliates, or business segme
and in either absolute terms or relative to thégoerance of one or more comparable companies opéghf@rmance «
one or more relevant indices. At the time of thengiof any Stock Award, the Board is authorizeddtermine whethe
when calculating the attainment of Performance &tmla Performance Period: (i) to exclude restmicy and/or othe
nonrecurring charges; (ii) to exclude exchange effiects, as applicable, for nahS. dollar denominated net sales
operating earnings; (iii) to exclude the effectscbhinges to generally accepted accounting standagdsred by th
Financial Accounting Standards Board; (iv) to ededhe effects of any statutory adjustments to@arte tax rates; a
(v) to exclude the effects of any “extraordinamgniis” as determined under generally accepted accountingiges. Ir
addition, the Board retains the discretion to redoec eliminate the compensation or economic bertkfé upo
attainment of Performance Goals.

(1h “ Performance Period ” means one or more periods of time, which may bevarfing an
overlapping duration, as the Committee may seteat which the attainment of one or more Perforrea@oals will b
measured for the purpose of determining a Partitipaight to and the payment of a PerformancelStacard.

(mm) “ Performance Stock Award ” means an award of shares of Common Stock whichastes
pursuant to the terms and conditions of Sectioi. 6(d

(nn) “ Plan " means this Power Integrations, Inc. 2007 Equitsehtive Plan.

(00) “ Restricted Stock Award ” means an award of shares of Common Stock whichaisted pursua

to the terms and conditions of Section 6(a).
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(pp “ Restricted Stock Award Agreement ” means a written agreement between the Company
holder of a Restricted Stock Award evidencing tents and conditions of a Restricted Stock AwarcthBaestricte
Stock Award Agreement shall be subject to the teantsconditions of the Plan.

(qq) “ Restricted Stock Unit Award ” means a right to receive shares of Common Stockhwikigrante
pursuant to the terms and conditions of Sectioi. 6(b

(rr) “ Restricted Stock Unit Award Agreement ” means a written agreement between the Company
holder of a Restricted Stock Unit Award evidencthg terms and conditions of a Restricted Stock Bmard gran
Each Restricted Stock Unit Award Agreement shakligject to the terms and conditions of the Plan.

(ss) “ Rule 16b-3” means Rule 16b-3 promulgated under the Excharg@®®any successor to Rule 16b-
3, as in effect from time to time.

(tt) “ Securities Act ” means the Securities Act of 1933, as amended.

(uu) “ Stock Appreciation Right ” means a right to receive the appreciation on Com8togk that i

granted pursuant to the terms and conditions ofi@e6(c).

(vv) “ Stock Appreciation Right Agreement ” means a written agreement between the Company
holder of a Stock Appreciation Right evidencing teems and conditions of a Stock Appreciation Rigrant. Eac
Stock Appreciation Right Agreement shall be subjed¢he terms and conditions of the Plan.

(ww) “ Stock Award ” means any right to receive Common Stock granteetiae Plan, including
Option, a Restricted Stock Award, a Restricted Stdait Award, a Stock Appreciation Right, a Perfamse Stoc
Award, or an Other Stock Award.

(xx) “ Stock Award Agreement ” means a written agreement between the Company &atteipar
evidencing the terms and conditions of a Stock Alngrant. Each Stock Award Agreement shall be sulbgethe term
and conditions of the Plan.

( “ Subsidiary ” means, with respect to the Company, (i) any cotporaof which more than fift
percent (50%) of the outstanding capital stock iguardinary voting power to elect a majority of theard of directol
of such corporation (irrespective of whether, a time, stock of any other class or classes of swcporation she
have or might have voting power by reason of thegpkaing of any contingency) is at the time, disectt indirectly
Owned by the Company, and (ii) any partnershipitéchliability company or other entity in which ti@mpany has
direct or indirect interest (whether in the formwvaiting or participation in profits or capital coibution) of more tha
fifty percent (50%) .

(z2) “ Ten Percent Stockholder ” means a person who Owns (or is deemed to Own pursm&ectio
424(d) of the Code) stock possessing more thampéerent (10%) of the total combined voting powealbfclasses ¢
stock of the Company or any Affiliate.

21



Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

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

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

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

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

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedotee 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, pattidy during the period in which this report isifige prepared;

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

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentisi report our
conclusions about the effectiveness of the dise®santrols and procedures, as of the end of tHegeovered by this report
based on such evaluation; and

(d) Disclosed in this report any change in thesegnt's internal control over financial reportih@t 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 materiallyeaff, the registrant's internal control over finahcgporting; and

5. The registrant's other certifying officer anltlalve disclosed, based on our most recent evaluatimrernal control over financial
reporting, to the registrant's auditors and thetaummmittee of the registrant's board of direct@rspersons 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 affectbgistrant's ability to record, process, summagize report financial
information; and

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

Dated:  August 6, 2012 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 Inteigre, Inc.;

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

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

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

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedotee 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, pattidy during the period in which this report isifige prepared;

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

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentisi report our
conclusions about the effectiveness of the dise®santrols and procedures, as of the end of tHegeovered by this report
based on such evaluation; and

(d) Disclosed in this report any change in thesegnt's internal control over financial reportih@t 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 materiallyeaff, the registrant's internal control over finahcgporting; and

5. The registrant's other certifying officer anltlalve disclosed, based on our most recent evaluatimrernal control over financial
reporting, to the registrant's auditors and thetaummmittee of the registrant's board of direct@rspersons 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 affectbgistrant's ability to record, process, summagize report financial
information; and

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

Dated:  August 6, 2012 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 13505ADOPTED PURSUANT TO SECTION 906 OF
THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Poweefgrations, Inc. (the “Company”) on Form 10-Q foe quarter ended June 30, 2012 ,
as filed with the Securities and Exchange Commiseiothe date hereof (the “Report”), |, Balu Balsknan, Chief Executive Officer of the
Company, pursuant to 18 U.S.C. Section 1350, agtadgursuant to Section 906 of the Sarbanes-Oxteypf 2002 (“Section 906”), certify to
the best of my knowledge that:

(1) The Report fully complies with the requiremeotsSection 13(a) or Section 15(d) of the Secigii@change 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:  August 6, 2012 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 retainedtfoy Registrant and furnished to the Securities Bxchange Commission or its staff ug
request.



Exhibit 32.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

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

In connection with the Quarterly Report of Poweefgrations, Inc. (the “Company”) on Form 10-Q foe uarter ended June 30, 2012 ,
as filed with the Securities and Exchange Commiseinthe date hereof (the “Report”), |, SandeepyldayChief Financial Officer of the
Company, pursuant to 18 U.S.C. Section 1350, agtad@ursuant to Section 906 of the Sarbanes-Oddeypf 2002 (“Section 906”), certify to
the best of my knowledge that:

(1) The Report fully complies with the requiremeatsSection 13(a) or Section 15(d) of the Secwgiigachange Act of 1934; and

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

Dated:  August 6, 2012 By: /s/ SANDEEP NAYYAR

Sandeep Nayyar
Chief Financial Officer

A signed original of this written statement requditey 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 retainedtfoy Registrant and furnished to the Securities Bxchange Commission or its staff ug
request.



