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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

FORM 10-K

(Mark One)
Annual report pursuant to Section 13 or 15(d) of tle Securities Exchange Act of 1934 for the fiscal geended December 3:
2011

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

Commission File Number 0-23441

POWER INTEGRATIONS, INC.

(Exact name of registrant as specified in its chaer)

DELAWARE 94-3065014

(State or other jurisdiction of (I.R.S. Employer
Incorporation or organization) Identification No.)

5245 Hellyer Avenue, San Jose, California 95138-1002
(Address of principal executive offices) (Zip code)

(408) 414-9200

(Registrant's telephone number, including area code

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

Title of Each Class Name of Each Exchange on Which Registered

Common Stock, $.001 Par Value The NASDAQ Global Select Market
Securities registered pursuant to Section 12(g) tfie Act: None

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405 eofSecurities Act. YES [X]
NO O
Indicate by check mark if the registrant is notuiegd to file reports pursuant to Section 13 ort®ec15(d) of the Act. YES O
NO
Indicate by check mark whether the registrant @3 filed all reports required to be filed by Seet®3 or 15(d) of the Securiti
Exchange Act of 1934 during the preceding 12 mo(dh$or such shorter period that the
registrant was required to file such reports), @)chas been subject to such filing requirementsie past 90 days. YESX] NO O
Indicate by check mark whether thgiseant has submitted electronically and postedcorporate Web site, if any, every Interac
Data File required to be submitted and posted untsto Rule 405 of Regulation Sduring the preceding 12 months (or for such srguerioc
that the registrant was required to submit and posh files). YES NO O
Indicate by check mark if disclosure of delinquilers pursuant to Iltem 405 of RegulatiorkSs not contained herein, and will not
contained, to the best of registrant's knowledgeldfinitive proxy or information statements incorgted by reference in Part Il of this Fc
10-K or any amendment to this Form 10K.
Indicate by check mark whether the registrant iarge accelerated filer, an accelerated filer, a-accelerated filer, or a smal
reporting company. See the definitions of “largeederated filer”, “accelerated filer” and “smallezporting company” in Rule 12b-of the
Exchange Act:
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Large accelerated filerX] i
Accelerated filer O

Non-accelerated filer O

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

Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the A¢g§S O NO

The aggregate market value of registrant's votimd) rron-voting common stock held by nafilliates of registrant on June 30, 2C
the last business day of the registrant's mosntgceompleted second fiscal quarter, was approteigeh848 million, based upon the closi
sale price of the common stock as reported on TABDAQ Global Select Market. Shares of common steekl by each officer, director a
holder of 10% or more of the outstanding commorclstbave been excluded in that such persons mayebeed to be affiliates. Ti
determination of affiliate status is not a conchesiletermination for other purposes.

Outstanding shares of registrant's common stock(80par value, as of February 17, 2012 : 28,25,27

DOCUMENTS INCORPORATED BY REFERENCE

The information required by Part 11l of this repdud the extent not set forth herein, is incorpeddby reference from the Registrant's
definitive proxy statement relating to the 2012 wadrmeeting of stockholders, which definitive prostatement will be filed with the Securities
and Exchange Commission within 120 days afterigwafyear to which this Report relates.
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Cautionary Note Regarding Forward-Looking Statemens

This Annual Report on Form 10-K, including infornaeat incorporated by reference herein, includesraber of forward-looking
statements that involve many risks and uncertantiesome cases, forward-looking statements aliedated by the use of words such as
“would”, “could”, “will”, “may”, “expect”, “believe”, “should”, “anticipate”, “outlook”, “if*, “future”, “intend”, “plan”, “estimate”, “predict”,
“potential”, “targets”, “seek” or “continue” andmilar words and phrases, including the negativabede terms, or other variations of these
terms. These statements reflect our current vieitvs ispect to future events and our potentialrfaial performance and are subject to risks
and uncertainties that could cause our actualtseant financial position to differ materially aadversely from what is projected or implied in
any forward-looking statements included in thisrRdiO-K. These factors include, but are not limitedwve do not have long-term contracts
with any of our customers and if they fail to placeif they cancel or reschedule orders for owdpicts, our operating results and our business
may suffer; intense competition in the high-voltggever supply industry may lead to a decrease iraverage selling price and reduced sales
volume of our products; if demand for our produdgslines in our major end markets, our net revemuslecrease; we depend on third-party
suppliers to provide us with wafers for our produand if they fail to provide us sufficient quaietit of wafers, our business may suffer; if we
are unable to adequately protect or enforce oefl@tual property rights, we could lose marketrshacur costly litigation expenses, suffer
incremental price erosion or lose valuable assetgof which could harm our operations and neghtivepact our profitability; fluctuations in
exchange rates, particularly the exchange ratedsstthe U.S. dollar and the Japanese yen, may tropagross margin; we are being audited
by the IRS, and are engaged in intellectual prgggigation, either of which, if the outcome isfamorable to us, could result in significant
losses and the right to use some of our techndpgied the other risks factors described in ItemoflRart | -- “Risk Factors” of this Form 10-
K. We make these forward looking statements baped information available on the date of this FA®AK, and we have no obligation (and
expressly disclaim any obligation) to update oeradtny forward-looking statements, whether as altre§ new information or otherwise. In
evaluating these statements, you should specificalhsider the risks described under Item 1A of Par“Risk Factors,” Item 7 of Part Il -
“Management's Discussion and Analysis of FinanCiahdition and Results of Operations” and elsewiretkis Annual Report on Form 10-K.
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PART I.

Item 1. Business.
Overview

We design, develop, manufacture and market pr@pyiehigh-voltage, analog and mixed-signal integplatircuit products, commonly
referred to as ICs, and high-performance, highagatsilicon diodes. Our products are used in @eitipower supplies, also known as
switched-mode power supplies or switchers. Powpplées convert electricity from a high-voltage smeirsuch as a wall outlet, to the type of
power needed by an electronic device, such as dematione or a computer. In most cases, this caiwerntails, among other functions,
converting alternating current to direct curreeférred to as AC-DC conversion), reducing the ga@tand regulating the output voltage and/or
current. Switched-mode power supplies perform tliesetions using an array of electronic componeuwiten including ICs and diodes such as
ours.

We believe our patented TOPSwitch ICs, introducetid94, were the first highly integrated power-cension ICs to achieve
widespread market acceptance. We have since irgedda number of additional IC product families ider to broaden our addressable market
and increase the functionality of our products. @g bring a number of important benefits to thevposupply market compared with less
advanced alternatives, including reduced compocemt and design complexity, smaller board sizghdui reliability and reduced time-to-
market. Our products also reduce the amount ofrgég wasted by power supplies and help our congtis meet the increasingly stringent
efficiency standards that have been adopted orggexparound the world.

We currently offer IC products that can be used@DC power supplies with output wattages up to apipnately 500 watts. Our IC
can be used in virtually any power-supply applmativithin our addressable power range; the vastritajare used in power supplies intended
for the communications, consumer, computer andstril end markets. We have shipped approximatglpiion ICs since 1994.

Industry Background

Virtually every electronic device that plugs intevall socket requires a power supply to converthigé-voltage alternating current
provided by electric utilities into the low-voltag@ect current required by most electronic devidepower supply may be located inside a
device, such as a DVD player or desktop computet,may be outside the device as in the casembhile-phone charger or an adapter for a
cordless phone.

Until approximately 1970, AC-DC power supplies wgemnerally in the form of line-frequency, or lineaensformers. These devices,
consisting primarily of copper wire wound aroundiam core, tend to be bulky and heavy, and typioabste a substantial amount of
electricity. In the 1970s, the invention of highkege discrete semiconductors enabled the developafi@ new generation of power supplies
known as switched-mode power supplies, or switchidrese switchers generally came to be a effsttive alternative to linear transformer:
applications requiring more than about three waittsower; in recent years the use of linear tramsérs has declined even further as a result of
energy-efficiency standards and higher raw-materiakes.

Switchers are generally smaller, lighter-weight amate energy-efficient than linear transformerswideer, switchers designed with
discrete components are highly complex, containumgierous components and requiring a high levehafay design expertise. Further,
discrete switchers can be relatively costly anfidift to manufacture due to their complexity arigthcomponent count. These drawbacks tend
to result in time-to-market and development rigksrfew products. Also, some discrete switchers lakkrent safety and energy-efficiency
features; adding these features may further inerd@scomponent count, cost and complexity of thegy supply.

In 1994 we introduced TOPSwitch, the industry'stfaost-effective high-voltage IC for switched-made-DC power supplies.
Our Highly Integrated Solution

Our patented ICs integrate onto a single chip nwdrikie functions otherwise performed by numerossmite electronic components.
Because of this integration, our ICs enable powppkes to have superior features and functionalits total cost equal to or lower than that of

discrete switchers and linear transformers. Oudpets offer the following key benefits to power pligs:
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* Fewer Components, Reduced Size and Higher Retiabili

Our highly integrated ICs, used in combination watlr patented power-supply design techniques, erthbldesign and production of
switchers that use up to 70% fewer components dismete switchers. For example, our ICs providetgand reliability features and features
designed to mitigate electromagnetic interferemdele discrete switchers must often include addiiloccomponents in order to provide these
functions. As a result of their lower componentmppower supplies utilizing our ICs are typicatiyaller and more reliable than discrete
switchers. Switchers that incorporate our ICs #se kghter and more portable than comparable paupplies built with copper-and-iron
linear transformers, which are still used in somg-power applications.

* Reduced Time-to-Market, Enhanced Manufacturability

Because our ICs eliminate much of the complexigoamted with the design of switched-mode powepbegp, designs can typically
be completed in much less time, resulting in mdfieient use of our customers' design resourcesaacelerating time-to-market for new
designs. The lower component count and reduced lexityenabled by our ICs also makes power supplighs more suitable for high-
volume manufacturing compared with discrete switsh@/e also provide online design tools, such aPblExpert design software, that furt
reduce time-to-market and product development risks

»  Energy Efficiency

Our patented EcoSmart technology, introduced ir8188proves the energy efficiency of electronicides during normal operation
as well as standby and “no-load” conditions. Thizhhology enables manufacturers to cost-effectirredgt the growing demand for energy-
efficient products, and to comply with increasingtyingent energy-efficiency requirements.

* Wide Power Range and Scalability

Products in our current IC families can addressIXCpower supplies with output wattages up to apipnately 500 watts as well as
some high-voltage DOC applications. Within each of our product fangli¢he designer can scale up or down in power doesd a wide ran
of designs with minimal design effort.

Energy Efficiency

Linear transformers and many discrete switchers gignificantly more electricity than the amountded by the devices they power.
As a result, billions of dollars' worth of eleciticis wasted each year, and millions of tons @eagthouse gases are unnecessarily produced by
power plants. Energy waste occurs during both nbaperation of a device and in standby mode, wherdevice is performing little or no
useful function. For example, computers and printegiste energy while in “sleep” mode. TVs and DM8yprs that are turned off by remote
control consume energy while awaiting a remote rbisignal to turn them back on. A mobile-phonerglea left plugged into a wall outlet
continues to draw electricity even when not coneg¢d the phone (a condition known as “no-load”any common household appliances,
such as microwave ovens, dishwashers and washiogines, also consume power when not in use. Owly sias estimated that standby
power alone amounts to as much as 10% of residemggy consumption in developed countries.

Lighting is another major source of energy wastsd than 5% of the energy consumed by traditioalndescent light bulbs is
converted to light, while the remainder is wastedh@at. The Alliance to Save Energy has estimai&tcht conversion to efficient lighting
technologies such as compact fluorescent bulbdigimdemitting diodes, or LEDs, could save as maslt$18 billion worth of electricity and
158 million tons of carbon dioxide emissions pearyia the U.S. alone.

In response to concerns about the environmentadingf carbon emissions, policymakers are takinigadco promote energy
efficiency. For example, the ENERGY STAR® prograna ahe European Union Code of Conduct encourageifaaturers of electronic
devices such as home appliances, DVD players, ctargurvVs and external power supplies to complhwitluntary energy-efficiency
specifications. In 2007, the California Energy Coission, or CEC, implemented mandatory efficien@ndards for external power supplies
2009 the CEC announced mandatory efficiency stalsdfar televisions, which took effect in 2011, andanuary 2012 the CEC announced
mandatory efficiency standards for battery-




charging systems, which are scheduled to taketaffe2013.

The CEC standards for external power supplies wepéemented nationwide in the U.S. in July 200& assult of the Energy
Independence and Security Act of 2007 (EISA). Simstandards took effect in the European UniorDih02as part of the EU's EcoDesign
Directive for Energy-Related Products. Also in 20tt@ EcoDesign Directive implemented standardgitign standby power consumption on a
wide range of electronic products. The EISA algquiees substantial improvements in the efficientiighting technologies beginning in 201
these new rules were implemented in Californiadt2 Plans to phase out conventional incandesaerid have also been announced in
Canada, Australia and Europe.

We offer products that we believe enable manufacsuio meet or exceed these and all other currehpeoposed energy-efficiency
regulations for electronic products. Our EcoSmeghhology, introduced in 1998, dramatically redusaste in both operating and standby
modes: we estimate that this technology has sawed than $5.0 billion worth of standby power woridessince 1998. In 2010 we introduced
CapZero and SenZero, which eliminate additionafrsmaiof standby waste in some power supplies, dsawkinkSwitch-PH and LinkSwitch-
PL, which enable highly efficient power-conversion LED lighting.

Products
Below is a brief description of our products:
* AC-DC power conversion products for the low-powerkat

TOPSwitch, our first commercially successful pradiaenily, was introduced in 1994. Since that time lave introduced a wide rar
of products (including five subsequent generatiiEOPSwitch) to both improve upon the functionabf the original TOPSwitch and
broaden the range of power levels we can addned€998 we introduced TinySwitch, the first familfypyoducts to incorporate our EcoSmart
technology; in 2006, we introduced the third getieneof the TinySwitch line, TinySwitch-11l. In 2@we introduced LinkSwitch, the
industry's first highly integrated IC designed dfieally to replace linear transformers. LinkSwitth our second-generation LinkSwitch, was
introduced in 2008.

In 2010 we introduced two extensions of the LinkiStviproduct line, LinkZero-AX and LinkZero-LP, whi@nable designers to
achieve standby power consumption, as low as zatts\in some applications. Also in 2010 we intraethtinkSwitch-PH and LinkSwitclPL,
our first products designed specifically for LEQHting applications.

This portfolio of power-conversion products genlgratidresses power supplies ranging from less din@nwatt of output up to
approximately 50 watts of output, a market we rédeais the “low-power” market. This market is coised of an extremely broad range of
applications including mobile-device chargers, coner appliances, utility meters, LCD monitors, stanpower supplies for desktop
computers and TVs and numerous other consumemaludtrial applications.

»  Products for the high-power market

To further expand our addressable market, we hesently introduced a range of products designedderin applications up to
approximately 500 watts of output. We believe thgselucts enable us to bring many of the same bistefthe “high-power” market that we
have historically brought to the low-power marketluding reduced component count, improved reliighaind better energy-efficiency
compared with competing alternatives. Our Hiperifamf products includes both power-conversion gogver-factor-correction products for
high-power applications, which include main powagpglies for desktop computers, TVs and game cossakwell as LED street lights and a
variety of other applications.

In 2010 we introduced CapZero and SenZero, designédther reduce standby consumption in some-piglier applications by
eliminating power waste caused by so-called blesistors and sense resistors.

Following our acquisition of Qspeed Semiconductobecember 2010, we now offer a range of high-perémce, highsoltage diode
known as Qspeed diodes. Qspeed diodes utilizepiptary silicon technology to provide a unique ¢dmation of high efficiency and low
noise, as well as high-frequency operation, whéztuces the cost and size of magnetic componeatpawer supply.

» High-voltage DC-DC products




The DPA-Switch family of products, introduced imé&w2002, was the first monolithic high-voltage DC-power conversion IC
designed specifically for use in distributed powsrhitectures. Applications include power-over-Etiee powered devices such as voice-over-
IP phones and security cameras, as well as netindsg, line cards, servers, digital PBX phones, DCdonverter modules and industrial

controls.

Revenue mix by product family for the years endeddénber 31, 2011, 2010 and 2009 was approximasdiyilaws:

Year Ended December 31,

Product Family 2011 2010 2009
TinySwitch 33% 38% 43%
LinkSwitch 42% 37% 33%
TOPSwitch 23% 24% 23%
Other 2% 1% 1%

Other Product Information

TOPSwitch, TinySwitch, LinkSwitch, DPA-Switch, Ecaf@rt, Hiper, Qspeed and PI Expert are trademarkouwfer Integrations, Inc.

Markets and Customers

Our strategy is to target markets that can bettedimost from our highly integrated power convardios. The following chart shows
the primary applications of our products in powgpgies in several major market categories.

Market Category Primary Applications
Communications Mobile phone chargers, routers, cordless phonesdmand
modems, voice-over-IP phones, other network aretoeh gear
Consumer Major appliances, air conditioners, set-top boxesable and

satellite services, small appliances, DVD playdigital cameras,
TVs, videogame consoles

Computer Desktop PCs, LCD monitors, servers, LCD projectadspters for
notebook computers
Industrial Electronics LED lighting, industrial controls, utility metersjotor controls,

uninterruptible power supplies, tools

Revenue by end-market category for 2011 was apmately 38% consumer, 28% communications, 22% im@ligtiectronics and
12% computer.

Sales, Distribution and Marketing

We sell our products to original equipment manufeats, or OEMs, and merchant power supply manufaguhrough a direct sales
staff and through a worldwide network of independistributors. We have sales offices in the Uni&tdtes, United Kingdom, Germany, Ite
India, China, Japan, Korea, the Philippines, Sioga@gnd Taiwan. Direct sales to OEMs and merchawep supply manufacturers represented
approximately 29%, 33% and 36% of our net prodee¢enues for 2011, 2010 and 2009, respectivelyendales through distributors accour
for approximately 71%, 67% and 64% for 2011, 2048 2009, respectively. All distributors are entitte return privileges based on sales
revenue and are protected from price reductiorectiffg their inventories. Our distributors are sobject to minimum purchase requirements
and sales representatives and distributors caomistie marketing any of our products at any time.

Our top ten customers, including distributors tiegell to OEMs and merchant power supply manufacsur
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accounted for 65%, 62% and 62% of our net revefare2011, 2010 and 2009, respectively.

The following customers, both distributors, accednftor 10% or more of total net revenues in theyeaded 2011, 2010 and 2009:

Year Ended December 31,

Customer 2011 2010 2009
Avnet 19% 17% 15%
ATM Electronic Corporation 13% 11% 10%

No other customers accounted for more than 10%bfavenues in these periods.

In 2011, 2010 and 2009 sales to customers in thted)States accounted for approximately 4%, 4%5%0cbf our net revenues,
respectively. See Note 6Significant Customers and Export SaJém our notes to consolidated financial statersgegarding sales to
customers located in foreign countries. See ousaliated financial statements regarding total mexes and profit for the last three fiscal
years.

We are subject to risks stemming from the fact thast of our manufacturing and most of our custenaee located in foreign
jurisdictions. Risks related to our foreign opeyas are set forth in Item 1A of this Annual RepmrtForm 1K, and include: potential weaker
intellectual property rights under foreign lawsg tiurden of complying with foreign laws and foreigurrency exchange risk. See the risk fa
“Our international sales activities account foudstantial portion of our net revenues, which scisjeis to substantial risks” in Item 1A of this
Form 10-K.

Backlog

Our sales are primarily made pursuant to standarchpse orders. The quantity of products purchbgexir customers as well as
shipment schedules are subject to revisions tifiactechanges in both the customers' requirememsramanufacturing availability.
Historically, our business has been characterizeshiort lead-time orders and quick delivery scheslufor this reason, and because orders in
backlog are subject to cancellation or postponepimklog is not necessarily a reliable indicativiuture revenues. Furthermore, because we
do not recognize revenue on distribution saled onti products are sold through by distributoreto end-customers, our revenues in a given
period can differ significantly from the value btproducts we ship in the same period. We beliegefurther reduces the reliability of order
backlog as an indicator of future revenues.

Technology

High-Voltage Transistor Structure and Process Tetbgy -Our company was founded on a patented silicon tdolgyg that uses a
proprietary high-voltage MOS transistor structune &abrication process that enables us to intedpigte-voltage n-channel transistors and
industry-standard CMOS and bipolar control cirgudn the same monolithic IC. Both the IC deviceisture and the wafer fabrication process
contribute to the cost-effectiveness of our higltage technology. Subsequent generations of olrhadtage technology have enabled us to
further reduce the silicon area of our ICs. Ouhkigltage ICs are implemented on low-cost silicafers using standard 5 V CMOS silicon
processing techniques with a relatively large feasize of one micron or larger. We have also desl a cost-effective silicon-based high-
voltage MOSFET technology for use in combinatiothvane or more integrated circuits in hybrid 1C ghuots.

IC Design and System Technologur IC designs combine complex control circuits amgh-voltage transistors on the same
monolithic chip or in the same IC package. Our gies$échnology takes advantage of our high-voltagegss to minimize the die size of both
the high-voltage device and control circuits angiiave the performance of our highly integrated piaid versus competing integrated
solutions. We have also developed extensive exgdriithe design of switching power supplies, tésyin innovative circuit topologies and
design techniques that reduce component countyatelns cost, increase system performance, and iregoegrgy efficiency compared to
alternative approaches.

Research and Development
Our research and development efforts are focusemhproving our high-voltage device structures, wddbrication
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processes, analog circuit designs, system-levéltantures and packaging. We seek to introducepreducts to expand our addressable
markets, further reduce the costs of our prodaetd,improve the cost-effectiveness and functiopalitour customers' power supplies. We
have assembled a team of highly skilled engineensdet our research and development goals. Thggeeens have expertise in high-voltage
device structure and process technology, analagmgsower supply system architecture and packaging

In 2011, 2010 and 2009, we incurred costs of $adliBon, $35.9 million and $30.5 million, respeatly, for research and
development. Research and development expenseagedt in 2011 compared to the prior year primdrily to an acquisition completed in
August of 2010 which increased headcount and plagialted expenses. This acquisition also resuitédcreased depreciation and facilities
expenses (See Note Mcquisitions, in our Notes to Consolidated Financial Statemdotsdetails). Product-development and materials
expenses also increased year-over-year, due tmgapeelated to foundry qualifications and new-pobdlevelopment. Research and
development expenses increased in 2010 compa@@D®due primarily to higher salary and salaryteglaxpenses due to an increase in
headcount. We increased headcount in 2010 duetexipansion of our research and development ora@mizincluding the acquisition of an
early-stage research and development company ingtug 2010 referred to above. We expect to coetiounvest significant funds in
research and development activities.

Intellectual Property and Other Proprietary Rights

We use a combination of patents, trademarks, cgbpigi trade secrets and confidentiality procedtagsotect our intellectual prope
rights. As of December 31, 2011, we held 454 Udbempts and had received foreign patent protectiothese patents resulting in 317 foreign
patents. The U.S. patents have expiration dategngiirom 2012 to 2029. We also hold trademarkihénU.S. and various other geographies
including Taiwan, Korea, Hong Kong, China, Europe dapan.

We regard as proprietary some equipment, procesgesnation and knowledge that we have developetiused in the design and
manufacture of our products. Our trade secretsidiech high-volume production process that prodocepatented high-voltage ICs. We
attempt to protect our trade secrets and otherrjatapy information through non-disclosure agreetagproprietary information agreements
with employees and consultants and other securigysures.

We granted a perpetual, non-transferable licen$éatisushita Electric Industrial Co, Ltd., or Pansspto use some of our
semiconductor patents and other intellectual ptyperder a Technology License Agreement. This Beeallows Panasonic to manufacture
design products for internal use and for sale strithution to other Japanese companies and thegidiaries in Asia. In exchange for its licel
rights, Panasonic paid royalties on products usiedicensed technology through June 20089.

The Technology License Agreement with Panasoniaredpn June 2005 and has not been renewed. Asuét,rBanasonic’s right to
use our technology does not include technology ldgeel after June 2005. As of June 2009, Panasoaycsell products based on technology
covered by the Technology License Agreement witlpayiment of royalties.

Our long-lived assets consist of property and emeipt and intangible assets. Our intangible assetsanprised of developed and in-
process technology, licenses, patents and goodiill.long-lived assets, including property and pment and intangible assets, are located
primarily in the United States; U.S. long-lived etssrepresented 59%, 57% and 66% of total longtassets in 2011, 2010 and 2009,
respectively. No individual foreign country held raghan 10% of total long-lived assets. See No&uPamary of Significant Accounting
Policies, in our notes to consolidated financial statemesgarding total property and equipment locatefdigign countries.

Manufacturing

To manufacture our wafers using our proprietarcpsses, we contract with four foundries: (1) ROHapis Semiconductor Co., Lt
or Lapis, (formerly OKI Electric Industry), (2) @i Epson Corporation, or Epson, (3) X-FAB DresdenbBl & Co. KG, or X-FAB, and (4)
Renesas Technology Corporation, or Renesas (thritsgighbsidiary NEC Electronics America, Inc.). $beontractors manufacture our wafers
at foundries located in Japan and Germany. Foral slamber of our products, we also buy wafers nfaetured in Singapore by Global
Foundries using a standard, non-proprietary proessplement some integrated control circuitsufee in combination with our proprietary
high-voltage MOSFETSs.

Our products are assembled and packaged by indepesabcontractors in China, Malaysia, Thailand tied
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Philippines. We perform testing predominantly &t thcilities of our packaging subcontractors inaand, to a small extent, at our headque
facility in San Jose, California. Our fabless mautifiring model enables us to focus on our engingennd design strengths, minimize fixed
costs on capital expenditures and still have admebigyh-volume manufacturing capacity. We utilzth proprietary and standard IC packages
for assembly. Some of the materials used in oukages and aspects of assembly are specific torodupts. We require our assembly
manufacturers to use high-voltage molding compouwvitsh are more difficult to process than industtgndard molding compounds. We will
remain heavily involved with our contractors onaantive engineering basis to maintain and improwenoanufacturing processes.

Our proprietary high-voltage processes do not reqdeading-edge geometries for them to be costffe, and thus we can use our
foundries' older, low-cost facilities for wafer mdacturing. However, because of our highly sensitiigh-voltage process, we must interact
closely with our foundries to achieve satisfactgiglds. Our wafer supply agreements with Lapis,dfps(-FAB and Renesas expire in April
2018, December 2020, December 2012 and August 284dectively. Under the terms of the Lapis agregmepis has agreed to reserve a
specified amount of production capacity and towelfers to us at fixed prices, which are subjegddodic review jointly by Lapis and us. In
addition, Lapis requires us to supply them witlolding six-month forecast on a monthly basis. Ogire@ment with Lapis provides for the
purchase of wafers in U.S. dollars, with mutualrsigaof the impact of the fluctuations in the exabe rate between the Japanese yen and the
U.S. dollar. Under the terms of the Epson agreentgrgon has agreed to reserve a specified amoumbdiiction capacity and to sell wafer:
us at fixed prices, which are subject to periodidew jointly by Epson and us. The agreement withdh also requires us to supply rolling six-
month forecasts on a monthly basis, to provideterpurchase of wafers in U.S. dollars and to stie@émpact of the exchange rate fluctuation
between the Japanese yen and the U.S. dollar. Wineléerms of the Renesas agreement and X-FAB mgrete both foundries have agreed to
reserve a specified amount of production capacityta sell wafers to us at fixed prices, which subject to periodic review jointly by each of
these foundries and us. The agreements with Renasgla®-FAB also require us to supply them withinglsix-month forecasts on a monthly
basis. Our purchases of wafers from Renesas andiBXafe denominated in U.S. dollars.

Although some aspects of our relationships withisappson, X-FAB and Renesas are contractual, saypertant aspects of these
relationships are not written in binding contraatsl depend on the suppliers' continued cooperatiencannot assure that we will continue to
work successfully with Lapis, Epson, X-FAB or Reag# the future, that they will continue to prawids with sufficient capacity at their
foundries to meet our needs, or that any of thelinet seek an early termination of their wafer glypagreement with us. Our operating res
could suffer in the event of a supply disruptionhaliapis, Epson, X-FAB or Renesas if we were unéblguickly qualify alternative
manufacturing sources for existing or new prodoct these sources were unable to produce wafeétsagceptable manufacturing yields.

We typically receive shipments from our foundrigprximately four to six weeks after placing ordensd lead times for new
products can be substantially longer. To providéaent time for assembly, testing and finishingg typically need to receive wafers four
weeks before the desired ship date to our custorAsra result of these factors and the fact thataroers' orders can be placed with little
advance notice, we have only a limited abilitydact to fluctuations in demand for our products.teo carry a substantial amount of wafer
and finished goods inventory to help offset thésksrand to better serve our markets and meetmeastdemand.

Competition

Competing alternatives to our high-voltage ICsue monolithic and hybrid ICs from companies suslfrairchild Semiconductor,
STMicroelectronics, Infineon, ON Semiconductor &ahken Electric Company, as well as PWM contraleps paired with discrete high-
voltage bipolar transistors and MOSFETSs, whichpaoeluced by a large number of vendors. Self-ositiiaswitchers, built with discrete
components supplied by numerous vendors, are alsoonly used. For some applications, line-frequdaraysformers are also a competing
alternative to designs utilizing our products.

Generally, our products enable customers to desigrer supplies with total bill-of-materials (BOM)sts similar to those of
competing alternatives. As a result the value ofpyoducts is influenced by the prices of discamponents, which fluctuate in relation to
market demand, raw-material prices and other factort have generally decreased over time.

While we vary the pricing of our ICs in responsédltimtuations in prices of alternative solutions also compete based on a variety of
other factors. Most importantly, the highly intetg@ nature of our ICs enables power supply degigrtsutilize fewer total components than
comparable discrete designs or designs using ottegrated or hybrid products. This enables poweptes to be designed more quickly and
manufactured more efficiently and reliably than geting designs.
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To the extent that successive generations of mdymts enable further reductions in component counther BOM cost savings, we are able
to offset a portion of any price pressure causeddwjines in prices for alternative solutions.

In addition to enabling a lower component countalg® compete on the basis of product functionalityh as safety features and
energy-efficiency features, ease of design andherbasis of the technical support we provide tooogtomers. This support includes hands-on
design assistance as well as a range of desigs @aodl documentation such as software and refedlsigns. We also believe that our recor
product quality and history of delivering produttisour customers on a timely basis serve as additicompetitive advantages.

Warranty

We generally warrant that our products will sub8tdly conform to the published specifications fid months from the date of
shipment. Under the terms of our purchase ordersljability is limited generally to either a crédiqual to the purchase price or replaceme
the defective part.

Employees

As of December 31, 2011, we employed 443 full tpeesonnel, consisting of 60 in manufacturing, I#8eisearch and development,
202 in sales, marketing and applications suppad,38 in finance and administration.

Investor Information

We make available, free of charge, copies of onuahreport on Form 10-K, quarterly reports on FA®rQ, current reports on
Form 8-K and amendments to those reports filediori$hed pursuant to Section 13(a) or 15(d) offtkehange Act as soon as reasonably
practicable after filing this material electronigadr otherwise furnishing it to the SEC. You maytain a free copy of these reports in the
“investor info” section of our websiteyww.powerint.com Our website address is provided solely for infational purposes. We do not
intend, by this reference, that our website shbeldleemed to be part of this Annual Report. Thertegiled with the SEC are also available at

WWW.SeC.goVv.

Our corporate governance guidelines, the charfesaroboard committees, and our code of businesdwat and ethics, including co
of ethics provisions that apply to our principakeutive officer, principal financial officer, cootter and senior financial officers, are available
in the corporate governance section of our welagitevw.powerint.com These items are also available in print to angldtolder who
requests them by calling (408) 414-9200.

Executive Officers of the Registrant

As of February 17, 2012, our executive officerspvaine appointed by and serve at the discretioheobbard of directors, were as
follows:

Name Position With Power Integrations Age
Balu Balakrishnan President, Chief Executive Officer and Director 57
Douglas Bailey Vice President, Marketing 45
Derek Bell Vice President, Engineering 68
Sandeep Nayyar Vice President, Finance and CimehEial Officer 52
Ben Sutherland Vice President, Worldwide Sales 40
John Tomlin Vice President, Operations 64
Clifford J. Walker Vice President, Corporate Development 60

Balu Balakrishnarhas served as president and chief executive officdras a director of Power Integrations since aign2002. He
served as president and chief operating officenfApril 2001 to January 2002. From January 20080l 2001, he was vice president of
engineering and strategic marketing. From Septerh®@¥ to January 2000, he was vice president dheagng and new business
development. From September 1994 to September MO Balakrishnan served as vice president of emgiimg and marketing. Prior to
joining Power Integrations in 1989, Mr. Balakrishnaas employed by National Semiconductor Corpona
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Douglas Baileyhas served as our vice president of marketing sitmember 2004. From March 2001 to April 2004, &e/ed as vice
president of marketing at ChipX, a structured AStnpany. His earlier experience includes servingusiness management and marketing
consultant for Sapiential Prime, Inc., directosafes and business unit manager for 8x8, Inc.sandng in application engineering
management for IIT, Inc. and design engineeringsgalith LS| Logic, Inmos, Ltd. and Marconi.

Derek Bellhas served as our vice president of engineeringexithology since April 2001. Previously Mr. Belhsvthe chief
operations officer at Palmchip Corporation, angnition and software service company from Augu2 January 2001. MrBell was vice
president of engineering for the professional sswigroup at Synopsys, Inc. an electronic desigpnzation company, during 1999 and 2000,
vice president of strategic alliances at Cirrusitpmc., a semiconductor company, from 1996 to9 98ce president and general manager of
the application specific product group at NatioBamiconductor Corporation, Inc. a semiconductormammy, from 1995 to 1996 and served as
president and chief executive officer of NovaSenaananufacturer of silicon sensors from 1990 @41 ¥e also held various senior
management positions at Signetics, a semicondaotapany, from 1972 to 1990, most recently as grocg president.

Sandeep Nayydras served as our vice president and chief finhoffiaer since June 2010. Previously Mr. Nayyawse as vice
president of finance at Applied Biosystems, Indeaeloper and manufacturer of life-sciences prtgjdmm 2002 to 2009. Mr. Nayyar was a
member of the executive team with world-wide resoifities for finance. From 1990 to 2001, Mr. Nayyserved in a succession of financial
roles including vice president of finance at QuamtDorporation, a computer storage company. Mr. [dagjso worked for five years in the
public-accounting field at Ernst & Young LLP. Mr. Nayyara Certified Public Accountant, Chartered Acconhgad has a B.S. in Accounti
from the University of Delhi, India.

Ben Sutherlanthas served as our vice president, worldwide séabes July 2011. Mr. Sutherland joined our companiviay 2000 as
member of our sales organization in Europe. Frong RG0OO to July 2011, Mr. Sutherland served in ugisales positions responsible
primarily for our international sales, and moreemty for domestic sales. From 1997 to 2000, Mth8tand served in various product
marketing and sales roles at Vishay Intertechnglégy, a manufacturer and supplier of discreteisenguctors and passive electronic
components.

John Tomlirhas served as our vice president, operations Seteber 2001. From 1981 to 2001, Mr. Tomlin serired variety of
senior management positions in operations, serlagéestics and marketing, most recently as vicesiolent of worldwide operatiorst Quantun
Corporation, a computer storage company.

Clifford J. Walkerhas served as our vice president, corporate dewaopsince June 1995. From September 1994 to B8t Mr.
Walker served as vice president of Reach Softwarp@ation, a software company. From December 18%®eptember 1994, Mr. Walker
served as president of Morgan Walker Internaticaapnsulting company.

Item 1A. Risk Factors.
In addition to the other information in this repptiie following factors should be considered cdigfin evaluating our business
before purchasing shares of our stock.

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 havedramgmificantly in
the past, are difficult to forecast, are subjeatdmerous factors both within and outside of outticl, and may fluctuate significantly in the
future. As a result, our quarterly operating resatiuld fall below the expectations of public markealysts or investors. If that occurs, the
price of our stock may decline.

Some of the factors that could affect our operategylts include the following:
« competitive pressures on selling prit

« the demand for our products declining in theanand markets we serve, which may occur due tgoetitive factors, supply-chain
fluctuations or changes in macroeconomic conditions
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the inability to adequately protect or enforce mtiellectual property right

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

* an audit by the Internal Revenue Service, whicsgerting that we owe additional taxes relating tmmber of tax related positio
< reliance on international sales activities for stantial portion of our net revenu

« risks associated with acquisitions and strategiestiments

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

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

« earthquakes, terrorists acts or other disa
« fluctuations in exchange rates, particularly thehemge rate between the U.S. dollar and the Japyea

e continued impact of recently enacted changeeaurities laws and regulations, including potémisks resulting from our evaluation
of internal controls under the Sarbanes-Oxley A@QD2;

« the lengthy timing of our sales cyc

* undetected defects and failures in meeting thetesgacifications required by our produ

e our ability to develop and bring to market new protd and technologies on a timely be

« the ability of our products to penetrate additiomalrkets

« the volume and timing of orders received from costcs

* our ability to attract and retain qualified persel

< changes in environmental laws and regulationsydinb with respect to energy consumption and ckéntdtange; ar
e interruptions in our information technology syste

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 switgbeer supplies, and other integrated and
hybrid solutions. If the price of competing solusodecreases significantly, the cost effectivenésair products will be adversely affected. If
power requirements for applications in which ousdurcts are currently utilized go outside the cdf@etive range of our products, some of
these alternative technologies can be used moteffestively. In addition, as our patents expoar competitors could legally begin using the
technology covered by the expired patents in theiducts, potentially increasing the performancthefr products and/or decreasing the cost
of their products, which may enable our competitorsompete more effectively. Our current pateray ior may not inhibit our competitors
from getting any benefit from an expired patentr OS. patents have expiration dates ranging froa22o 2029. We cannot assure that our
products will continue to compete favorably or that will be successful in the face of increasingnpetition from new products and
enhancements introduced by existing competitorseer companies entering this market. We believefailure to compete successfully in the
high-voltage power supply business, including duility to introduce new products with higher avezagglling prices, would materially harm
our operating results.

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 home
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appliances comprise a significant percentage ohetirevenues. We expect that a significant lef’elo net revenues and operating results
continue to be dependent upon these applicatiotieinear term. The demand for these productsdws lighly cyclical and has been
impacted by economic downturns in the past. Anyneatic slowdown in the end markets that we servédcoause a slowdown in demand for
our ICs. When our customers are not successfulimtaining high levels of demand for their produtit®ir demand for our ICs decreases,
which adversely affects our operating results. 8igyificant downturn in demand in these marketsld@ause our net revenues to decline and
could cause the price of our stock to fall.

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, ordltars 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&wour 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 importationfofhging products, or obtain licenses to the lietual property we are found to have
infringed. We have also incurred, and expect tticae 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 managgmersonnel, 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.

We are being audited by the Internal Revenue Sewitdch is asserting that we owe additional tavedating to a number of tax
related positions, and if we are not successfuldéfending our positions we may be obligated togmgitional taxes, as well as penalties and
interest, and may also have a higher effectivermedax rate in the futureOur operations are subject to income and traimsatdxes in the
United States and in multiple foreign jurisdicticarsd to review or audit by the IRS and state, lacal foreign tax authorities. In the quarter
ended March 31, 2011, we received Notices of Pregdsljustments from the IRS showing proposed neltehianges to our taxable income
for fiscal years 2003 through 2006, primarily rethto our intercompany research and developmenstasing arrangement. In December
2011, we received an addendum to the notice ofqa®g adjustments from the IRS related to our integany research and development cost
sharing arrangement. The fiscal years 2007 thr@0§i® are also under audit by the IRS. While the &S not completed its audit for these
years, we anticipate that it will again proposeadjustment related to our intercompany researctdamdlopment co-sharing arrangement.

We believe the IRS's position with respect to treppsed adjustment related to our research andageaent cost-sharing
arrangement is inconsistent with applicable tax lamd that we have a meritorious defense to odutipesAccordingly, we intend to continue
to challenge the IRS's position on this matter kagsly. While we believe the IRS's
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asserted position on this matter is not supporjeapplicable law, we may be required to make aoloéti payments in order to resolve this
matter. If this matter is litigated and the IR@lde to successfully sustain its position, our ltesef operations and financial condition could be
materially and adversely affected. Resolution &f thatter could take considerable time, possibbrye

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 raesnincluding approximately 96% and
95% of our net revenues for the years ended Dece®ih@011 and December 31, 2QI@spectively. If our international sales declired we
were unable to increase domestic sales, our regamoeld decline and our operating results woulthdmened. International sales involve a
number of risks to us, including:

« potential insolvency of international distribut@nsd representative

« reduced protection for intellectual property rigitsome countrie

« the impact of recessionary environments in econsmigside the United Stat

» tariffs and other trade barriers and restricti

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

Our failure to adequately address these risks cmadce our international sales and materially aheersely affect our operating
results. Furthermore, because substantially aduofforeign 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. Acquisitions involve numerous
risks, including but not limited to:

inability to realize anticipated benefits, whichyracur due to any of the reasons described belo¥ar 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 anddgalbas a result of changing business conditis@shnological advancements or
worse-than-expected performance, which would a@eedffect 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, ghiesestments 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, and with these acipisithere is a risk that integration
difficulties may cause us not to realize expecteddfits. The success of the acquisitions could mgpie part, on our ability to realize the
anticipated benefits and cost savings (if any) faombining the businesses of the acquired compameéwour business, which may take longer
to realize than expected.
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We depend on third-party suppliers to provide utwiafers for our products and if they fail to pide us sufficient quantities of
wafers, our business may suffél/e have supply arrangements for the productiomadérs with Lapis, Renesas, X-FAB and Epson. Our
contracts with these suppliers expire in April 20A8gust 2014, December 2012 and December 202fectsgely. Although some aspects of
our relationships with Lapis, Renesas, X-FAB anddfpare contractual, many important aspects oéthedationships 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 oued& Additionally, one or more of these wafer faugslcould seek an early termination of our
wafer supply agreements. Any serious disruptiothésupply of wafers from Lapis, Renesas, X-FAEpson could harm our business. We
estimate that it would take 12 to 24 months fromtime we identified an alternate manufacturingrseuo produce wafers with acceptable
manufacturing yields in sufficient quantities toeheur needs.

Although we provide our foundries with rolling faasts of our production requirements, their abtlityprovide 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 ptiwncessions to meet our customers'
requirements, or may limit our ability to meet derdor our products. Further, to the extent demfanadur products exceeds wafer foundry
capacity, this could inhibit us from expanding business and harm relationships with our custonderg.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 rezgugur 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 exgctével of process control than normally
required for standard IC packages. Unavailabilftassembly materials or problems with the assemiidgess 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 guoducts increase significantly, raw material cogtsild increase for our suppliers
which could result in an increase in the pricessuppliers charge us. (Recent increases in the pfigold and copper, which are used in ot
packages and lead frames, respectively, have inrfaeased our product costs to some degree h& extent we are not able to pass these
costs on to our customers; this would have an aéveifect on our gross margins.

In the event of an earthquake, terrorist act oresttisaster, our operations may be interrupted andbusiness would be harmeaur
principal executive offices and operating facibt@re situated near San Francisco, Californiajaost of our major suppliers, which are wafer
foundries and assembly houses, are located in Hrabbave been subject to severe earthquakesasutdpan. Many of our suppliers are also
susceptible to other disasters such as tropicahstayphoons or tsunamis. In the event of a disastich as the recent earthquake and tsunami
in Japan, we or one or more of our major suppliesy be temporarily unable to continue operatiortsrany 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.

Fluctuations in exchange rates, particularly theleange rate between the U.S. dollar and the Japapes, may impact our gross
margin. Two of our major suppliers, Epson and Lapis, hawéer supply agreements based in U.S. dollarselew our agreements with
Epson and Lapis also allow for mutual sharing efithpact of the exchange rate fluctuation betwegadese yen and the U.S. dollar. Each
year, our management and these suppliers reviemeguatiate pricing; the negotiated pricing is demated in U.S. dollars but is subject
contractual exchange rate provisions. The fluctumaith the exchange rate is shared equally betwewmePIntegrations and each of these
suppliers.

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 fdpwsbtain director and officer liability
insurance, and we may be required to accept reduced
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coverage or incur substantially higher costs taiobtoverage. These rules and regulations coutdraéke it more difficult for us to attract and
retain qualified executive officers and memberswfboard of directors, particularly qualified meenbto serve on our audit committee.
Further, the rules and regulations under the Diedohk Wall Street Reform and Consumer Protectior) ikhich became effective in 2011, i
impose significant costs and management burderson u

Additionally, because these laws, regulations daddards promulgated by the Sarbanes-Oxley Actla®odd-Frank Act are
expected to be subject to varying interpretatitimsiy application in practice may evolve over tiageenew guidance becomes available. This
evolution may result in continuing uncertainty resiag compliance matters and additional costs reéatsd by ongoing revisions to our
disclosure and governance practices.

Because the sales cycle for our products can bgtgnwe may incur substantial expenses beforeemergte significant revenues, if
any.Our products are generally incorporated into aarust's products at the design stage. However, mestdecisions to use our products,
commonly referred to as design wins, can oftenirequs to expend significant research and developed sales and marketing resources
without any assurance of success. These signifiesetarch and development and sales and markesognces often precede volume sales, if
any, by a year or more. The value of any designwiinlargely 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 rewess. If a customer decides at the design ¢
not to incorporate our products into its produat, 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 caase customers to return
stop buying our product®©ur customers generally establish demanding spatiifins for quality, performance and reliabilitpdeour products
must meet these specifications. ICs as complekasetwe sell often encounter development delaysraydcontain undetected defects or
failures when first introduced or after commencentgrcommercial shipments. We have from time toetim the past experienced product
quality, performance or reliability problems. Iffdets and failures occur in our products, we caxgerience lost revenue, increased costs,
including warranty expense and costs associatddaugtomer support and customer expenses, delaysancellations or rescheduling of
orders or shipments and product returns or disspamy of which would harm our operating results.

If our efforts to enhance existing products andadtice new products are not successful, we mabeaable 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 $igrdanto 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 quicldycarst-effectively as necessary to
compete successfully. Furthermore, we cannot aslsateve will be able to introduce new products itimely and cost-effective manner or in
sufficient quantities to meet customer demand ar tthese products will achieve market acceptanaef&ilure, or our customers' failure, to
develop and introduce new products successfullyimadimely manner would harm our business. Initeaid customers may defer or return
orders for existing products in response to theduction of new products. When a potential lidpiéxists we will maintain reserves for
customer returns, however we cannot assure thse tleserves will be adequate.

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 oalror reschedule orders for our
products, our operating results and our businesy mdfer.Our business is characterized by short-term custonters and shipment
schedules, and the ordering patterns of some ofoge customers have been unpredictable in thegpaswill likely remain unpredictable in
the future. Not only does the volume of units oedielby particular customers vary substantially ffmeniod to period, but also purchase orders
received from particular customers
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often vary substantially from early oral estimgtesvided by those customers for planning purposeaddition, customer orders can be
canceled or rescheduled without significant pentaltthe customer. In the past, we have experiengstbmer cancellations of substantial
orders for reasons beyond our control, and sigaificancellations could occur again at any timeoAh relatively small number of distribut
OEMs and merchant power supply manufacturers a¢doua significant portion of our revenues. Spieailly, our top ten customers, includ
distributors, accounted for 65% and 62% of ourraeenues for the years ended December 31, 201 Dareinber 31, 2010 , respectively.
However, a significant portion of these revenuesadtributable to sales of our products througlriBistors of electronic components. These
distributors sell our products to a broad, divees®e of end users, including OEMs and merchanepawpply manufacturers, which mitiga
the risk of customer concentration to a large degre

We must attract and retain qualified personnel éosbiccessful and competition for qualified persbimmtense in our marke©ur
success depends to a significant extent upon théinced service of our executive officers and ottear management and technical personnel,
and on our ability to continue to attract, retamd anotivate qualified personnel, such as experi@@c@log design engineers and systems
applications engineers. The competition for thespleyees is intense, particularly in Silicon Vall@he loss of the services of one or more of
our engineers, executive officers or other key gamgl could harm our business. In addition, if onenore of these individuals leaves our
employ, and we are unable to quickly and efficienéiplace those individuals with qualified persdnmko can smoothly transition into their
new roles, our business may suffer. We do not lavgterm employment contracts with, and we do not hiay@ace key person life insuran
policies on, any of our employees.

Changes in environmental laws and regulations mayeiase our costs related to obsolete productsiimeaisting inventory
Changing environmental regulations and the timetabimplement them continue to impact our custafrdgmand for our products. As a re
there could be an increase in our inventory obselsse costs for products manufactured prior tocastomers' adoption of new regulations.
Currently we have limited visibility into our custers' 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 adw
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 opeyagisults are subject to uncertainties arisingobetonomic consequences of
current and potential military actions or terroastivities and associated political instabilitpdahe impact of heightened security concerns on
domestic and international travel and commercesg&hummcertainties could also lead to delays or dtioms 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 aaia our revenues.

Item 1B. Unresolved Staff Comments.

Not applicable.

Item 2. Properties.

We own our principal executive, administrative, mf@acturing and technical offices which are locate@an Jose, California. In
addition to our facility in San Jose, we also ownesearch and development facility in New Jerséviclvwas purchased in 2010 in connection
with our acquisition of an early-stage research @ktlopment company. We lease an administratifieeah Singapore, a research and
development facility in Canada, and sales officegarious countries around the world to accommodatesales force. We believe that our
current facilities are sufficient for our compaifyheadcount increases above capacity we may rels@dse additional space.

Item 3. Legal Proceedings.
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Information with respect to this item may be foundNote 10,Legal Proceedings and Contingencigspur Notes to Consolidated
Financial Statements included later in this AnriRa@port on Form 10-K, which information is incorpiaé herein by reference.

Item 4. Mine Safety Disclosures.

Not applicable.
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PART Il
Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Edqty Securities.
Our common stock trades on the NASDAQ Global SeVsatket under the symbol “POWI”. The following tatdhows the high and

low closing sales prices per share of our commocksas reported on the NASDAQ Global Select Maf&ethe periods indicated during
which our common stock traded on the NASDAQ Gldbelect Market.

Price Range

Year Ended December 31, 2011 High Low

Fourth quarter $ 36.7C $ 29.3:
Third quarter $ 39.6¢ $ 29.1¢
Second quarter $ 40.81% 34.57
First quarter $ 43.5¢ $ 36.52
Year Ended December 31, 2010 High Low

Fourth quarter $ 42.0C $ 31.0¢
Third quarter $ 38.5¢ % 26.81
Second quarter $ 45.9C $ 30.91
First quarter $ 42.2: $ 31.21

As of February 17, 2012, there were approximatélgtockholders of record. Because brokers and atk#tutions hold many of our
shares on behalf of stockholders, we are unaldstimate the total number of stockholders represeloy these record holders.

In each of 2010 and 2011, we paid a quarterly dasdend to our stockholders of record in the ant@fr$0.05 per share at the enc
each quarter. In addition, in January 2012, our8aé Directors declared four quarterly cash divide in the amount of $0.05 per share to be
paid at the end of each quarter in 2012. The datiter of any future cash dividend is at the disoreof the board of directors and will depend
on our financial condition, results of operatiocapital requirements, business conditions and d#tetors, as well as a determination that cash
dividends are in the best interest of our stockédd

ISSUER PURCHASES OF EQUITY SECURITIES

Approximate Dollar Valu
Total Number of Share of Shares that May Yet |

Total Number of Purchased as Part of Repurchased Under the

Shares Purchased Average Price  Publicly Announced Plans or Programs (in
Period (2) Paid Per Share Plans or Programs millions) (2)
October 1 to October 31, 2011 289,09: $ 32.8( 289,09: $ 4.7
November 1 to November 30, 2011 120,89: $ 35.07 120,89: $ 30.4
December 1 to December 31, 2011 12,43¢ $ 36.12 12,43¢ $ 30.C
Total 422,42: 422,42:

(1) In February 2011, our board of directors arittenl the use of $50.0 million for the repurchaewr common stock. Repurchases
are executed according to pre-defined price/volgmidelines set by the board of directors. In thelt& months ended December
31, 2011, we purchased 1.5 million shares for $&tilllon, concluding this repurchase program.

(2) In November 2011, our board of directors atiteal the use of an additional $30.0 million foe flepurchase of our common
stock. Repurchases in connection with this plahlvalexecuted according to pre-defined price/volgumieelines set by the board
of directors. There is currently no expiration dfatethis stock repurchase program.
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Performance Graph(1)

The following graph shows the cumulative total &tamlder return of an investment of $100 in castDesember 31, 2006 through
December 31, 2011, for (a) our common stock, (8 NASDAQ Composite Index and (c) The NASDAQ EleotcocComponents Index.
Pursuant to applicable SEC rules, all values assemeestment of the full amount of all dividend&e stockholder return shown on the graph
below is not necessarily indicative of future pemiance, and we do not make or endorse any prealctis to future stockholder returns.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Power Integrations, Inc., the NASDAQ Composite Index,
and the NASDAQ Electronic Components Index
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-8-Power Integrations, Inc. -4 NASDAQ Composite -3-NASDAQ Electronic Components

*$100 invested on 12/31/06 in stock or index, including reinvestment of dividends.
Fiscal year ending December 31, 2011.

12/0€ 12/07 12/0¢ 12/0¢ 12/1C 12/11
Power Integrations, Inc. 100.0¢ 146.8: 84.9( 155.8¢ 173.2( 143.8:
NASDAQ Composite 100.0¢ 110.2¢ 65.6¢ 95.1¢ 112.1C 110.8:
NASDAQ Electronic Components 100.0¢ 117.3¢ 60.1¢ 96.71 110.8¢ 99.7¢

(1) This Section is not “soliciting material,” i®hdeemed “filed” with the SEC and is not to bedmorated by reference in any filing of
Power Integrations under the Securities Act of 12&3amended, or the Securities Exchange Act of, MWBether made before or after the date
hereof and irrespective of any general incorporadmguage in any such filing.

21




Table of Contents

Item 6. Selected Financial Data.

The following selected consolidated financial dsttauld be read in conjunction with "Management&ission and Analysis of Financial
Condition and Results of Operations" and the difesed financial statements and the notes thénetaded elsewhere in this Form 10-K to
fully understand factors that may affect the corapdity of the information presented below. We ged the selected consolidated balance
sheet data as of December 31, 2011 and 2010 amdtiselidated statements of income data for thesyseded December 31, 2011, 2010 and
2009 from our audited consolidated financial staets, and accompanying notes, in this Annual Repoform 10-K. The consolidated
statements of income data for each of the yearsceBecember 31, 2008 and 2007 and the consolitbaladce sheet data as of December 31,
2009, 2008 and 2007 are derived from consoliddateh€ial statements which are not included in t@sort. Our historical results are not
necessarily indicative of results for any futureipe. Our selected financial data is presentedvdio thousands, except per share data).

Year Ended December 31,

2011 2010 2009 2008 2007
Consolidated Statements of Income:
Net revenues $ 298,73¢ $ 299,80! $ 215,70: % 201,70t $ 191,04
Cost of revenues 158,09: 147,26: 107,63: 96,67¢ 87,55¢
Gross profit 140,64t 152,54: 108,06 105,03( 103,48!
Operating expenses:
Research and development 40,29¢ 35,88¢ 30,47: 36,86° 25,17¢
Sales and marketing 32,624 31,165 25,01¢ 35,89¢ 26,94(
General and administrative 24,50¢ 25,56: 23,967 27,29¢ 24,24¢
Intangible asset impairment — — — 1,95¢ —
In-process research and development — — — — 1,37(
Total operating expenses 97,42, 92,61¢ 79,45¢ 102,01¢ 77,73¢
Income from operations 43,21¢ 59,92¢ 28,61( 3,011 25,75(
Other income:
Other income, net 1,87¢ 1,87¢ 1,918 6,83t 7,96(
Insurance reimbursement = — — 87¢ 841
Total other income 1,87¢ 1,87¢ 1,913 7,718 8,801
Income before provision for income taxes 45,09t 61,80¢ 30,528 10,72« 34,55
Provision for income taxes 10,80¢ 12,341 7,254 8,921 7,92
Net income $ 34,29. % 49,46 $ 23,26¢ $ 1,80: $ 26,62+
Earnings per share:
Basic $ 1.2C $ 1.7¢  $ 08 % 0.06 $ 0.92
Diluted $ 114 % 167 $ 08z % 0.06 $ 0.8t
Shares used in per share calculation:
Basic 28,60¢ 27,831 26,92( 30,09¢ 28,96¢
Diluted 29,96 29,55¢ 28,297 31,75¢ 31,25¢
Dividend per share $ 020 $ 020 $ 0.1C % 0.02t % —

Year Ended December 31,

2011 2010 2009 2008 2007

Consolidated Balance Sheet Data:

Cash and cash equivalents $ 139,83¢ % 155,66° $ 134,97- $ 167,47 $ 118,35:
Short-term investments 40,89¢ 27,35 20,56% 6,36 85,82
Cash, cash equivalents and short-term investments  $ 180,73 $ 183,02. $ 155,54 $ 173,83 $ 204,17
Working capital $ 217,47C  $ 212,05¢ $ 179,95¢ $ 200,99° $ 215,04(
Total assets $ 43291¢ $ 433,07C % 344,56 $ 313,07¢ $ 335,09
Long-term liabilities $ 34,36¢ $ 2958( $ 23,85¢ $ 20,42¢ $ 17,04:
Stockholders' equity $ 365,92( $ 354,03t $ 284,79: $ 259,68. $ 289,49(
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Item 7. Management's Discussion and Analysis &inancial Condition and Results of Operations.

The following discussion and analysis of our finahcondition and results of our operations shobkiread in conjunction with the
consolidated financial statements and the notébdee statements included elsewhere in this ArlRaepbrt on Form 10-K. This discussion
contains forwardiooking statements that involve risks and uncetiaén Our actual results could differ materiallypf those contained in the
forward-looking statements due to a number of factordutting those discussed in Part I, Item 1A “Risk teas” and elsewhere in this repo

Business Overview

We design, develop, manufacture and market higtagel analog and mixed-signal integrated circoitdCs, and high-voltage diodes
for use in electronic power supplies, also knowswasched-mode power supplies. Our ICs and diodesised principally in AC-DC power
supplies in a wide variety of end products, prittyar the consumer, communications, computer addstrial electronics markets. For
example, our ICs are commonly used in such enduygtsdas mobile-phone chargers, desktop computense lentertainment equipment,
appliances, utility meters and LED light bulbs dixtures.

We believe that our products enable power supphigsare superior to those designed with alteraatiehnologies. We differentiate
our ICs through innovation aimed at helping ourtooeers meet the desired performance specificafartheir power supplies, including
increasingly stringent energy-efficiency requiretsemhile minimizing complexity, component couritpé-to-market and overall system cost.
We invest significant resources in research analdewment in an effort to achieve this differentati

While the size of the power-supply market fluctsatéth changes in macroeconomic conditions, thekatdras generally exhibited a
modest growth rate over time as growth in the vaitimes of power supplies has largely been offgethductions in the average selling price
of components in this market. Therefore, the grosftbur business depends primarily on our penetnatf the power supply market, and our
success in expanding the addressable market lmdinting new products that address a wider ranggiications. Our growth strategy
includes the following elements:

* Increase the penetration of our ICs in *low-power” AC-DC power supply markeThe vast majority of our revenues come from
power-supply applications requiring 50 watts ofpauitor less. We continue to introduce more advampeeducts that make our IC-
based solutions more attractive in this market.n&kee also increased the size of our sales anddigyiheering staff considerably in
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, aund
transformer-sample service.

« Capitalize on the growing demand for more enerdigieht electronic products and lighting technolegiWe believe that energy-
efficiency is becoming an increasingly importanside criterion for power supplies due largely te #mergence of standards and
specifications that encourage, and in some casadate the design of more energy-efficient eleétrpnoducts. While power
supplies built with competing technologies are mft@able to meet these standards cost-effectipelyer supplies incorporating our
ICs are generally able to comply with all knowni@éncy specifications currently in effect.

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

* Increase the penetration of our products‘high-power” applications.We believe we have developed and acquired new tdohies
and products that enable us to bring the benefitgghly integrated power supplies to applicatioequiring more than 50 watts of
output. These include such applications as mainepewpplies for flat-panel TVs and desktop PCsyalsas power supplies for LED
streetlights, game consoles, and notebook compw@eTsng others.

Our quarterly and annual operating results arécdiffto predict and subject to significant fluctioas. We plan our production and
inventory levels based on internal forecasts ofgmted customer demand, which is highly unpredietaind can fluctuate substantially.
Customers typically may cancel or reschedule ordershort notice without significant penalty and,
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conversely, often place orders with very short léas to delivery. Also, external factors suclglxbal economic conditions and supply-chain
dynamics can cause our operating results to bdikeola

Our net revenues were $298.7 million, $299.8 millémd $215.7 million in 2011, 2010 and 2009, reSpely. The slight decline in
revenues from 2010 to 2011 reflected general imgusinditions, specifically a slowdown in industigde demand in the second half of the
year. Revenues from the consumer end market, oygdaend market iterms of revenues, were down slightly compared thiéhprior year,
while revenues from the communications end markatsecond-largest end market, were down by a iighle digit percentage from the pri
year. These declines were largely offset by higlades into the industrial and computer end marKéts.growth of revenues from 2009 to 2(
reflected an industry-wide recovery in demand fwlltg the economic downturn of 2008-2009, as wethasincreased penetration of our
products into our addressable markets.

Our top ten customers, including distributors ttesell to OEMs and merchant power supply manufacsuaccounted for 65%, 62%
and 62% of our net revenues for 2011, 2010 and ,2@8ectively. Our top two customers, both disitdios of our products, collectively
accounted for approximately 32%, 28% and 25% ofratirevenues for 2011, 2010 and 2009, respectiire3011, international sales
comprised 96% of net revenues, and in 2010 and,26@9national sales comprised 95% of our netmees.

Because our industry is intensely price-sersitbur gross margin (gross profit divided by restemues) is subject to change based on the
relative pricing of solutions that compete with @Wariations in product mix, end-market mix andtomer mix can also cause our gross
margin to fluctuate. Also, because we purchasege lpercentage of our silicon wafers from foundhiested in Japan, our gross margin is
influenced by fluctuations in the exchange ratevieen the U.S. dollar and the Japanese yen. Allsey equal, a 10% change in the value of
the U.S. dollar compared to the Japanese yen wemgdtually result in a corresponding change ingsass margin of approximately 1.0
percentage point; this sensitivity may increasdemrease depending on the percentage of our wasptysthat we purchase from some of our
Japanese suppliers. Also, although our wafer fatide and assembly operations are outsourcedgean@st of our test operations, a portion of
our production costs are fixed in nature. As swch,unit costs and gross profit margin are impabtgethe volume of units we produce.

Our gross profit, defined as net revenuesdessof revenues, was $140.6 million, or 47% ofregenues, in 2011, compared to $152.5
million, or 51% of net revenues, in 2010 and $108illion, or 50% of net revenues, in 2009. The dase in our gross margin in 2011
compared to 2010 was due primarily to higher inpmsts as well as a less favorable product mixirtbeease in input costs was driven
primarily by (1) increased depreciation expensariachinery and equipment to expand our productapacity, (2) the decline in the value of
the U.S. dollar versus the Japanese yen, whicinbesased the cost of silicon wafers purchased Bome of our Japanese wafer fabrication
foundries and (3) the rise in the prices of soméenels, primarily gold and copper, used in thesadsly of our products. The increase in our
gross margin in 2010 compared to 2009 was drivef(lpyanufacturing efficiencies due to increasemtipction volumes, which resulted in
lower fixed costs per unit, and (2) a favorable-ematket mix, as a higher percentage of our revenap® from the industrial and consumer
end markets, which tend to have higher margins tither end markets. We are working to increaseggoass margin through a combination of
product-cost reductions and the development of p@slucts and technologies aimed at increasing aheevof our ICs to customers.

Total operating expenses in 2011, 2010 and 2008 $@7.4 million, $92.6 million and $79.5 milliorespectively. The increase in
operating expenses from 2010 to 2011 was drivengoily by (i) increased payroll and related experdge to increased headcount, including
higher research and development headcount resf@ifinrgan acquisition we completed in the third deiaof 2010 (for details see Note 11,
Acquisitionsin our Notes to Consolidated Financial Statemefi$)jncreases in sales and marketing headcouatrasult of growth in our
sales force and (iii) increased product-developraedtmaterials expenses related to foundry quatitios and ongoing new-product
development. The increase in operating expenseparéally offset by lower stock-based compensatigpense. The increase in operating
expenses in 2010 compared to 2009 was driven phymmyr (i) increased payroll and related expensea eesult of increased headcount in
research and development, due in part to the dtiqnisve completed in the third quarter of 2010 miemed above and (ii) headcount increases
and other expenses in sales and marketing in twdrpport the record number of new product famiie introduced in 2010. While our
operating expenses may fluctuate from quarter sotguin the future, over time our aim is to inGeghem at a rate lower than the growth rate
of our revenues.

Critical Accounting Policies and Estimates
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The preparation of financial statements and reldisclosures in conformity with accounting priné@gplgenerally accepted in the
United States of America, or U.S. GAAP, requiresiagement to make estimates and assumptions tleat it reported amounts of assets
liabilities and disclosures of contingent assets labilities at the date of the financial statesesind 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 assumptionsweabelieve 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 Policiga our Notes to
Consolidated Financial Statements.

Revenue recognition

Product revenues consist of sales to original egaig manufacturers, or OEMs, merchant power supglgufacturers and
distributors. Approximately 71% of our net prodsates were made to distributors in 2011. We agpyprovisions of Accounting Standard
Cadification (“ASC”) 605-10 (“ASC 605-10") and aklated appropriate guidance. Revenue is recogmbeah all of the following criteria
have been met: (1) persuasive evidence of an ama@igt exists, (2) delivery has occurred, (3) theeps fixed or determinable, and
(4) collectability is reasonably assured. Customerchase orders are generally used to determinexiggence of an arrangement. Delivery is
considered to have occurred when title and rislosd have transferred to our customer. We evaluh&gher the price is fixed or determinable
based on the payment terms associated with theatéion and whether the sales price is subjedaftond or adjustment. With respect to
collectability, we perform credit checks for newstamers and perform ongoing evaluations of ourtiexjcustomers' financial condition and
requires letters of credit whenever deemed necgssar

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 tatistomer 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 faciititside 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. ShipmenOEMs and merchant power supply
manufacturers in the Americas are pursuant to éneBoard, 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 distributors are made under terms allowartpin price adjustments and rights of returmonproducts held by the
distributors. As a result of these rights, we déferrecognition of revenue and the costs of regenierived from sales to distributors until our
distributors report that they have sold our produettheir customers. Our recognition of such ttiator sell-through is based on point of sales
reports received from the distributor, at whichdithe price is no longer subject to adjustmentiafisted, and the products are no longer
subject to return to us except pursuant to warrtertys. The gross profit that is deferred uponrsieipt to the distributor is reflected as
“deferred income on sales to distributors” in tke@npanying consolidated balance sheets. Thedetatred revenue as of December 31, 2011
and December 31, 2010 was approximately $16.7anitind $24.7 million , respectively. The total dedd cost as of December 31, 2011 and
December 31, 2010 was approximately $8.8 milliod $h2.5 million , respectively.

Frequently, distributors need to sell at a pricgdpthan the standard distribution price in oradewin business. At or
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soon after the distributor invoices its customiee, distributor submits a “ship and debit” priceustiinent claim to us to adjust the distributor's
cost from the standard price to the pre-approvegttqrice. After we verify the claim, a credit meisdssued to the distributor for the ship and
debit claim. We maintain a reserve for unprocessaiths and future ship and debit price adjustmeértie. reserve appears as a reduction to
accounts receivable in our accompanying consolidbééance sheets. To the extent future ship anl dabms significantly exceed amounts
estimated, there could be a material impact ord#ferred revenue and deferred margin ultimatelpgaized. To evaluate the adequacy of our
reserves, we analyze historical ship and debit gaysnand levels of inventory in the distributor mhels.

Stock-based compensation

We apply the provisions of ASC 718-1%hare-Based Paymentinder the provisions of ASC 718-10, we recogtiieefair value of
stock-based compensation in our financial statesnever the requisite service period of the indigidyrants, which generally equals a four-
year vesting period. We use estimates of volatiéipected term, ri-free interest rate, dividend yield and forfeitunesletermining the fair
value of these awards and the amount of compemsatipense to recognize. Changes in these estimaté result in changes to our
compensation charges.

Estimating write-downs for excess and obsolete inméory

When evaluating the adequacy of our valuation ddljests for excess and obsolete inventory, we ifleakicess and obsolete prodt
and also analyze historical usage, forecasted ptimfubased on demand forecasts, current econeeridg and historical write-offsThis
write-down is reflected as a reduction to inventiorghe consolidated balance sheets and an incireasst of revenues. If actual market
conditions are less favorable than our assumptiwasnay 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 provisior82€ 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 expectegppdy to taxable income in the years in which éhesnporary differences are expected to be
recovered or settled. We recognize valuation allmea to reduce any deferred tax assets to the arti@irwe estimate will more likely than
not be realized based on available evidence andgesment’s judgment. We limit the deferred tax assmtognized related to some of our
officers’ compensation to amounts that we estimalieoe deductible in future periods based upominal Revenue Code Section 162(m). In
the event that we determine, based on availabtieaece and management judgment, that all or padhteofiet deferred tax assets will not be
realized in the future, we would record a valuadiowance in the period the determination is méweddition, the calculation of tax liabiliti
involves significant judgment in estimating the &apof uncertainties in the application of compiax laws. Resolution of these uncertainties
in a manner inconsistent with our expectationsddalve a material impact on our results of openatend financial position.

As of December 31, 2011 , we continue to maintaialaation allowance on a portion of our Califordigferred tax assets as we
believe that it is not more likely than not thae tiheferred tax assets will be fully realized. Wapahaintain a valuation allowance with respect
to some of our deferred tax assets relating prisneritax credits in some non-U.S. jurisdictions.

In the first quarter of 2011, the IRS informed kiattit intends to propose material adjustmentataaxable 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 proposedtdgnts from the IRS related to our intercompasgaech and development cost sharing
arrangement. We believe the IRS's position witpeesto the proposed adjustment is inconsisteitit agplicable tax law, and that we have a
meritorious defense to our position. Accordingly intend to continue to challenge the IRS's pasitio this matter vigorously. While we
believe the IRS's asserted position on this méteot supported by applicable law, we have pravideserves for our position in this matter,
and we may be required to make payments to thepd8ing resolution of this matter. If this mattetiigated and the IRS is able to
successfully sustain its position, our resultspérations and financial condition could be matgriahd adversely affected (refer to Note 8,
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Provision for Income Taxg, in our Notes to Consolidated Financial Statemétfurther details). Resolution of this mattenist anticipated
within the next year.

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-&tepairment 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 excéddb® carrying amount of the goodwill. We
evaluated goodwill for impairment in the fourth gieas of 2011 and 2010, and concluded that no impait existed as of December 31, 2011
and December 31, 2010 .

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 A80D-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 some operating diatdollars, as a percentage of total net revenoddfze increase (decrease) over [
periods for the periods indicated (dollar amountthbusands).

Year Ended December 31,

Amount Increase (Decrease) Percent of Net Revenues
2011 vs. 2010 vs.
2011 2010 2009 2010 2009 2011 2010 2009
Total net revenues $298,73¢ $299,80: $215,701 $(1,064) $84,102 100.(% 100.(% 100.(%
Cost of revenues 158,09: 147,26z 107,63< 10,83: 39,62¢ 52.¢ 49.1 49.¢
Gross profit 140,64¢ 152,541 108,068 (11,89 44,47 47.1 50.¢ 50.1
Operating expenses:
Research and development 40,29 35,886 30,473 4,40¢ 5,41¢ 13.t 12.C 14.1
Sales and marketing 32,62« 31,167 25,018 1,457 6,15( 10.€ 10.4 11.€
General and administrative 24,50¢ 25,562 23,967 (1,059 1,59¢ 8.2 8.5 11.1
Total operating expenses 97,42° 92,61t 79,458 4,812 13,15¢ 32.€ 30.€ 36.¢
Income from operations 43,21¢ 59,926 28,610 (16,707 31,31¢ 14.5 20.C 13.2
Total other income 1,87¢ 1,879 1,913 (3) (33 0.6 0.6 0.¢
Income before provision for income tax 45,09t 61,80¢ 30,52: (16,710 31,28: 15.1 20.€ 14.2
Provision for income taxes 10,80¢ 12,341 7,254 (1,537) 5,087 3.6 4.1 34
Net income $34,291 $49,464 $23,269 $(15,173 $26,19¢ 11.5% 16.5% 10.6%

Comparison of Years Ended December 31, 2011, 2018c62009

Net revenuedNet revenues consist of revenues from product saieish are calculated net of returns and allowanphis, in 2009,
license fees and royalties. The slight declineeirenues from 2010 to 2011 reflected general indusinditions, specifically a slowdown in
industrywide demand in the second half of the year. Revefroen the consumer end market, our largest entétehar terms of revenues, we
down slightly compared with the prior year, while
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revenues from the communications end market, czorgklargest end market, were down by a high-sidgjé percentage from the prior year.
These declines were largely offset by higher salsthe industrial and computer end markets. Meénues increased 39% from 2009 to 2010,
reflecting an industry-wide recovery in demanddaling the economic downturn of 2008-2009, as welhee increased penetration of our
products into our addressable markets.

Our net revenue mix by product family and by thd erarkets served in 2011, 2010 and 2009 were kvl

Year Ended December 31,

Product Family 2011 2010 2009

TinySwitch 33% 38% 43%
LinkSwitch 42% 37% 33%
TOPSwitch 23% 24% 23%
Other 2% 1% 1%

Year Ended December 31,

End Market 2011 2010 2009

Consumer 38% 38% 35%
Communications 28% 31% 34%
Industrial electronics 22% 19% 17%
Computer 12% 12% 14%

Sales to customers outside of the Americas wer8.928illion in 2011, compared to $284.8 million2010 and $204.9 million in
2009, representing approximately 96% of net revemu011, and 95% of net revenues in both 20102808. Although the power supplies
using our products are designed and distributeddwitie, most of these power supplies are manufadtby our customers in Asia. As a res
sales to this region were approximately 84% ofretrrevenues in 2011, 2010 and 2009. We expechatienal sales to continue to account
for a large portion of our net revenues.

Distributors accounted for 71%, 67% and 64% ofrmetrproduct sales for the years ended Decemb&(d1, 2010 and 2009,
respectively, with direct sales to OEMs and powgapdy manufacturers accounting for the remaindezaich of the corresponding years. In
2011, 2010 and 2009, two distributors, Avnet andvAHlectronic Corporation, each accounted for mbent10% of revenues. The table be
includes net revenues from each of these custofoetise three years ended December 31, 2011.

Year Ended December 31,

Customer 2011 2010 2009
Avnet 1% 17% 15%
ATM Electronic Corporation 13% 11% 10%

No other customers accounted for 10% or more ofeetnues during these years.

Gross profit.Gross profit is net revenues less cost of reverDascost of revenues consists primarily of costoaiated with the
purchase of wafers from our contracted foundries assembly, packaging and testing of our productib-contractors, product testing
performed in our own facility, and overhead assedavith the management of our supply chain. Gneasgin is gross profit divided by net
revenues. The table below compares gross profigamss margin for the years ended December 31,,ZD0D and 2009 (dollars in millions):
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Year Ended December 31,

2011 2010 2009
Net revenues $ 298.7 % 299.¢ % 215.7
Gross profit $ 140.¢ $ 1528 % 108.1
Gross margin 47.1% 50.% 50.1%

The decrease in our gross margin in 2011 compar2610 was due primarily to higher input costs afi as a less favorable product
mix; the increase in input costs was driven pritgdsy (1) increased depreciation expense for maalyiand equipment to expand our
production capacity, (2) the decline in the valfithe U.S. dollar versus the Japanese yen, whistifweased the cost of silicon wafers
purchased from some of our Japanese wafer faloic&duindries and (3) the rise in the prices of somagerials, primarily gold and copper,
used in the assembly of our products. The incremsar gross margin in 2010 compared to 2009 wagdmrimarily by (1) manufacturing
efficiencies due to increased production volumdsctvresulted in a lower fixed cost per unit anplg2nore favorable end-market mix, as a
larger percentage of our revenues came from induaimd consumer end markets, which tend to fedtigiieer gross margins than other end
markets. These benefits were partially offset ldprct mix, as we experienced a significant increéasales of recently introduced products
which tend to have lower gross margins than eagliigreration products. The increase in our grosgimaras also partially offset by the
increase in the price of gold, which put upwardsptee on the cost of producing our ICs.

Research and development expenResearch and development, or R&D, expenses cqsisarily of employee-related expenses
including stock-based compensation and expensegriaadnd facility costs associated with the depslent of new processes and new
products. We also record R&D expenses for prototyaters related to new products until the prodactsreleased to production. The table
below compares R&D expenses for the years endedrbleer 31, 2011, 2010 and 2009 (dollars in millions)

Year Ended December 31,

2011 2010 2009
Net revenues $ 298.7 % 299.¢ % 215.7
R&D expenses $ 40.2 % 35.¢ % 30.t
R&D expenses as a % of net revenues 13.5% 12.(% 14.1%

R&D expenses increased in 2011 compared to the ype&r primarily due to an acquisition completed\imgust of 2010 which
increased headcount and payroll related expensésatquisition also resulted in increased deptieciand facilities expenses (See Note 11,
Acquisitions, in our Notes to Consolidated Financial Statemdotsdetails). Product-development and materigfeases also increased year-
over-year due to expenses related to foundry doaibns and ongoing new-product development. Thegeases were partially offset by
lower stock-based compensation expense. In 201 kstablished performance targets for vesting o281 1 performance-based awards were
not met, resulting in no expense for performanceetdawards in 2011. In 2010, R&D expenses incred8%gdcompared with 2009, due
primarily to increased payroll and related experasea result of increased headcount, due in painetacquisition mentioned above.

Sales and marketing expensBales and marketing expenses consist primarilynpfi@yee-related expenses, including stock-based

compensation, commissions to sales representatindsacilities expenses, including expenses aatativith our regional sales and support
offices. The table below compares sales and magketkpenses for the years ended December 31, 201@,and 2009 (dollars in millions):

Year Ended December 31,

2011 2010 2009
Net revenues $ 298.7 % 299.¢ % 215.7
Sales and marketing expenses $ 326 % 31z % 25.C
Sales and marketing expenses as a % of net revenue 10.% 10.4% 11.€%

Sales and marketing expenses increased in 2011azechfo 2010, driven primarily by increased payaoltl related expenses as well
as travel and sales infrastructure expenses asii of increased headcount to expand our integnatisales
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force. The increases were partially offset by dasee bonus and commission expense as well as fteak-based compensation expense as
described above. In 2010, sales and marketing eegancreased 25% compared with 2009, driven pilyrar increased payroll and related
expenses and increased commission expense, rgduttin increased headcount, higher revenues andgironal activities associated with
new-product launches.

General and administrative expens@gneral and administrative, or G&A, expenses copsimarily of employee-related expenses,
including stock-based compensation expenses foiragtnation, finance, human resources and geneaalagement, as well as consulting,
professional services, legal and auditing experdas table below compares G&A expenses for thesyeaded December 31, 2011, 2010 and
2009 (dollars in millions):

Year Ended December 31,

2011 2010 2009
Net revenues $ 298.7 $ 299.¢ % 215.7
G&A expenses $ 24.% $ 256 % 24.C
G&A expenses as a % of net revenue 8.2% 8.5% 11.1%

G&A expenses decreased 4% in 2011 compared toriteeyear. The decrease was due primarily to redwteckbased compensatis
expense as described above, and reduced acquistaded expenses (we acquired two businesseslid; 268fer to Note 11Acquisitions, in
our Notes to Consolidated Financial Statementsiétails). These decreases were partially offsehtneased salaries and related expenses
resulting from increased headcount to support weral employee growth. G&A expenses increased 7200 compared to 2009, due
primarily to expenses associated with acquisitemd other strategic transactions, and higher péitagation expenses.

Other income, netOther income, net consists primarily of inteiesbme earned on cash and cash equivalents and ahdrlong-
term investments. The table below compares otleamire, net for the years ended December 31, 2010, &d 2009 (dollars in millions):

Year Ended December 31,

2011 2010 2009
Net revenues $ 298.7 % 299.¢ % 215.7
Other income $ 19 3 1¢ % 1.9
Other income as a % of net revenue 0.6% 0.€% 0.%

Other income, net remained flat in the three yeaded December 31, 2011, 2010 and 2009, due plyntaurielatively stable interest
rates as well as similar levels of cash and investm

Provision for income taxe®rovision for income taxes represents federale statl foreign taxes. The table below compares the
provision for income taxes for the years ended brdasr 31, 2011, 2010 and 2009 (dollars in millions):

Year Ended December 31,

2011 2010 2009
Income before provision for income taxes $ 45.1 $ 61.¢ $ 30.t
Provision for income taxes $ 10.¢ $ 12.z $ 7.2
Effective tax rate 24.(% 20.(% 23.8%

Our effective tax rate was lower than the statutatg of 35% for the year ended December 31, 2814 primarily to the geographic
distribution of our world-wide earnings as wellaafederal research tax credit partially offset bsaluation allowance on our California
deferred tax asset. Our effective tax rate was ldinan the statutory rate of 35% for the year eddedember 31, 2010 due primarily to the
geographic distribution of our world-wide earnintig favorable impacts of the extension of the faldesearch tax credit for 2010 and the
federal investment tax credit on our solar-powstadlation. Our effective tax rate was lower thiae statutory rate of 35% for the year ended
December 31, 2009 due primarily to the geograpitsitidution of our world-wide earnings partiallyfeét by the establishment of a partial
valuation allowance on our California deferred &@sets. For further income tax information refeltde 8,Provision for Income Taxgsn our

30




Table of Contents

Notes to Consolidated Financial Stateme

Liquidity and Capital Resources

We had approximately $212.8 million in cash, caghivealents, short-term and long-term investmenBetember 31, 2011 compared
to $214.8 million at December 31, 2010, and $19&l6on at December 31, 2009.

As of December 31, 2011, 2010 and 2009 we had workapital, defined as current assets less cuiadiities, of approximately
$217.5 million, $212.1 million and $180.0 milliorgspectively.

Our operating activities generated cash of $691kamj $60.0 million and $45.0 million in the yeaeaded December 31, 2011, 2010
and 2009, respectively. In each of these year$, was primarily generated from operating activitirethe ordinary course of business.

Cash provided by operating activities totaled $68iion in the year ended December 31, 2011. Rentear ended December 31,
2011, our net income was $34.3 million; we alsaiined non-cash depreciation, amortization and sbaded compensation expenses of $15.4
million, $0.9 million and $9.0 million, respectiyelAdditional sources of cash included (1) a $1@illion decrease in inventories due to
reduced wafer purchases and (2) a $3.0 millioreimse in accrued liabilities resulting primarilyrfran increase in our long-term tax liability.
These sources of cash were partially offset bya($4.3 million decrease in deferred income on dalelstributors resulting from decreased
inventory levels at our distributors and (2) a $3i8ion increase in accounts receivable due tdatitinéng of ship and debit and sales rebate
credits in the fourth quarter of 2011, versus thath quarter of 2010.

Cash provided by operating activities totaled $60illion in the year ended December 31, 2010. Gatrimcome for this period was
$49.5 million; we also incurred non-cash depreciaind amortization expenses and stock-based caati@m expenses of $13.0 million and
$10.7 million, respectively. Additional sourcesoaish included (1) $16.2 million in decreased actoreceivable associated with improved
collections as well as the timing of ship-and-debédit settlements with distributors and (2) $%ilion increase in income tax and other
payables. These sources of cash were offset by $B88.6 million increase in inventory due to highesduction volumes in response to higher
demand for our products along with new product tduas; and (2) an $8.5 million net increase in prepapenses and other assets, driven
mainly by a payment of $10.0 million for a prepaigalty (for details see Note 1Rwestment in Third Partyn our Notes to Consolidated
Financial Statements).

Cash provided by operating activities totaled $48illion in the year ended December 31, 2009. Gatrimcome accounted for $23.3
million of this amount. We recognized $11.3 milliand $10.3 million in non-cash expenses relatexidok-based compensation and
depreciation and amortization expenses, respegti@langes in operating assets and liabilitiesltesdin a $1.8 million net use of cash. This
included a $10.1 million increase in prepaid exgsrend other assets, reflecting a prepaid roy&d®p@ million, our investment in a third
party of $1.2 million, and prepaid legal expense$40 million, partially offset by other net adtiy of $0.4 million. Another significant use of
cash was an increase in accounts receivable off8li@n, reflecting an increase in revenue in Daber 2009 versus the same period in 2008.
Factors increasing our cash provided by operatitigities included an increase in accounts payabl6.8 million, reflecting the timing of
payments to our suppliers, an increase in defén@ame on sales to distributors of $4.2 milliorfleeting increased shipments to our
distributors in December 2009 versus December 28@8.an increase in taxes payable and other actialéiies of $3.8 million, primarily
reflecting increased accrued income taxes.

Our investing activities in the year ended Decen#dgr2011 resulted in a $52.3 million net use ahca
consisting primarily of (i) $23.2 million for purelses of property and equipment, primarily manufaoguequipment to support our growth as
well as building improvements in connection withr oesearch and development facility in New Jer§@y$6.9 million paid in relation to the
acquisition of Qspeed (refer to Note Atquisitions, in our Notes to Consolidated Financial Stateme(itg $8.1 million in connection with
our lease line of credit to SemiSouth (refer toéNb8,Lease Line to Third Partyin our Notes to Consolidated Financial Statemeantsl (iv)
$15.5 million, net, for purchases of held-to matuimvestments. These uses of cash were partiffigoby $2.2 million in proceeds from the
sale of capital equipment.

Our investing activities for the year ended Decen®ie 2010 consisted of a $46.5 million net useash. This use of cash reflected
(1) purchases of property and equipment of $30IBomj primarily manufacturing equipment to suppour increased production requirements,
and the installation of a solar array to supply pofer our corporate headquarters facility,
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(2) $8.6 million to purchase the assets of an estdge research and development company (see Mlpfeduisitionsjn our Notes to
Consolidated Financial Statements for details) @)&6.8 million for the issuance of notes receleab third parties, partially offset by $1.4
million of proceeds from the sale of property andipment.

Our investing activities for the year ended Decen®ig 2009 consisted of a net $58.0 million useasth. This use of cash reflected
net investment purchases of $53.6 million and pasek of property and equipment of $14.4 milliomtiglly offset by the $10.0 million
maturity of our note to our supplier, and the rediatollection of that note in 2009.

Our financing activities in the year ended Decen#ier2011, resulted in a $32.7 million net useasfic
Financing activities consisted primarily of $50.0@liwn for the repurchase of our common stock aBdZ7$million for the
payment of dividends to stockholders. This casly@seas partially offset by proceeds of $22.2 millfoom the issuance of
common stock, including the exercise of employeelsbptions and the issuance of shares througkempioyee stock
purchase plan.

Our financing activities in 2010 resulted in nebgeeds of $7.3 million. The proceeds from finanaegvities included (1) $26.3
million from the issuance of shares through our leyge stock purchase plan and the exercise of graplstock options, and (ii) $1.3 million
of excess tax benefits from stock options exerci$édse sources of cash were partially offset p$1#.0 million for the repurchase of our
common stock, (2) $5.6 million for the payment ofidends to stockholders and (3) $0.8 million foe repurchase and retirement of shares
related to employee income tax withholding.

Our financing activities in 2009 resulted in a $28.5 million use of cash. The use of cash corgigtenarily of the repurchase of
approximately 1.4 million shares of our common ktfg $28.7 million, the cash payment of $9.0 roiflito our employees in relation to our
tender offer in December 2008, and the $2.7 milpagment of dividends to stockholders in 2009. Tisis of cash was partially offset by $2
million in proceeds as a result of exercises of leyge stock options and from the issuance of stokugh our employee stock purchase plan.

In February 2011, we entered into an unsecuredtagreement with a bank, which we refer to asGhedit Agreement. Pursuant to
the Credit Agreement, we can request advances amanunt not to exceed an aggregate principal anmafu$&0.0 million, the proceeds of
which can be used for working capital requirememd other general corporate purposes. In additienagreement also covers advances for
commercial letters of credit. For advances undeiGledit Agreement, interest is due monthly, amdggal is due at maturity in February 2C
with prepayments permitted at no penalty. Intevester the Credit Agreement is, at our option, LIBAIRs a 1.5% margin or Prime. We do
pay an undrawn commitment fee. The terms of thditagreement require us to remain in compliandd ®dme covenants, including
maintenance of specified levels of liquidity andd#le net worth; we are currently in compliancéhanthese covenants. We currently have an
outstanding letter of credit in the amount of $1%ilion in connection with our contingent purchasemmitment for SemiSouth's intellectual
property (see Note 1Evestment in Third Partyin our Notes to Consolidated Financial Statemémtsletails). As of December 31, 2011 the
balance of this credit line is unused and available

We paid dividends on a quarterly basis in 2011,028dd 2009, which resulted in approximately a $dikion use of cash per quar
in 2011 and 2010, and a $0.7 million use of cashgparter in 2009. The dividends in 2011 and 20&0ew$0.05 per share per quarter, ar
2009 were $0.025 per share per quarter. In Jar2Gk®, our Board of Directors declared four quaytedsh dividends in the amount of $(
per share to be paid at the end of each quart2di2. The declaration of any future cash dividendtithe discretion of the board of direc
and will depend on our financial condition, resulfsoperations, capital requirements, business iiond and other factors, as well a
determination that cash dividends are in the lstést of our stockholders.

From May 14, 2009 to December 31, 2009, we purech@semillion shares of our common stock for apjrately $11.0 million, and
in the first two quarters of 2010 we purchasedriilfion shares of our common stock for approximat®l14.0 million.

In February 2011, our board of directors authoritreduse of $50.0 million for the repurchase of cammon stock. From February
2011 to December 2011, we repurchased 1.5 mill@mes for a total cost of $50.0 million, concludthg repurchase program. In November
2011, our board of directors authorized the usancddditional $30.0 million for the repurchase of common stock. Repurchases in
connection with this plan will be executed accogdio some prelefined price/volume guidelines set by the boardidctors for repurchases
2011. There is currently no expiration date fos tl@purchase program.
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In the first quarter of 2011, the IRS informed kiattit intends to propose material adjustmentataaxable income for fiscal years
2003 through 2006 related to our intercompany mebeand development cost-sharing arrangement datgdeissues. In December 2011, we
received an addendum to the notice of proposedtdgnts from the IRS related to our intercompasgaech and development cost sharing
arrangement. We believe the IRS's position witlpeesto the proposed adjustment is without merdonsistent with applicable tax law, and
that we have a meritorious defense to our posi#aeordingly, we intend to continue to challenge tRS's position on this matter vigorously.
While we believe the IRS's asserted position of étter is not supported by applicable law, we beyequired to make additional payments
to the IRS pending resolution of this matter. Itimatter is litigated and the IRS is able to ssstdly sustain its position, our results of
operations and financial condition could be matlgriand adversely affected. Resolution of this mais not anticipated within the next year
(refer to Note 8Provision for Income Taxesn our Notes to Consolidated Financial Statements

Our cash, cash equivalents and investment balanagshange in future periods due to changes iplaumed cash outlays, including
changes in incremental costs such as direct aadrition costs related to our acquisitions, andekalts of our IRS audit. Our intent is to
permanently reinvest our earnings from foreign apens. Current plans do not anticipate that wéwged funds generated from foreign
operations to fund our domestic operations sinsigrificant amount of our cash and investmentshatd in the U.S. In the event funds from
foreign operations are needed to fund operatioiserUnited States and if U.S. tax has not alrdsabn previously provided, we would be
required to accrue and pay additional U.S. taxe®imection with the repatriation of any funds.

If our operating results deteriorate in future pas, either as a result of a decrease in custoemeadd, or severe pricing pressures
from our customers or our competitors, or for ottearsons, our ability to generate positive cash flom operations may be jeopardized. In
that case, we may be forced to use our cash, castadents and short-term investments, use oueatifinancing or seek additional financing
from third parties to fund our operations. We badi¢hat cash generated from operations, togethtrexisting sources of liquidity, will satisfy
our projected working capital and other cash resynénts for at least the next 12 months.

Off-Balance Sheet Arrangements

As of December 31, 2011 and 2010, we did not hayeo#f-balance sheet arrangements or relationships witbnsolidated entities
financial partnerships, such as entities oftenrreteto as structured finance or special purposies) which are typically established for the
purpose of facilitating off-balance sheet arrangaetsier other contractually narrow or limited puress
Contractual Obligations

As of December 31, 2011, we had the following cactral obligations and commitments (in thousands):

Payments Due by Period

Total Lessthan1 Year 1-3Years 4 -5 Years ver® Years
Purchase obligations $ 22,92( $ 22,92( $ — % — $ —
Operating lease obligations 2,37: 1,10¢ 1,091 162 14
Total $ 25,29: $ 24,02 $ 1,091 $ 16 $ 14

In addition to our contractual obligations notedadwe have a contractual obligation related totine tax as of December 31, 2011,
which primarily comprises unrecognized tax benefftapproximately $34.9 million, and was classifallong-term income taxes payable and
a portion is recorded in deferred tax assets inconsolidated balance sheet. The settlement péricalir income tax liabilities cannot be
determined; however, they are not expected to kendthin the next year.

We entered into an agreement with SemiSouth Labiestin 2010, pursuant to which we may be obligateacquire the company at
a future date if the company meets specified firnerformance conditions. Since it is not possiol estimate if or when they will exercise
their option to put the company to us, or whatghechase price would be, we have
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not included this future potential payment in thblé above. For more information on our agreemétht 8emiSouth, refer to Note 12,
Investment in Third Part, in our Notes to Consolidated Financial Statements

In July 2011, SemiSouth obtained $15.0 million ddiéional financing through the sale, and concurlieensing back, of its
intellectual property ("IP") with a financing compa In connection with this arrangement, we enténéala contingent purchase commitment
with the financing company for SemiSouth's IP. Thatingent purchase commitment requires us to @selthe IP previously owned by
SemiSouth from its new owner for $15.0 million (@keimbursement of certain expenses) under castaiditions generally relating to
SemiSouth's failure to make certain payments oriSeath's insolvency. In this event, the agreemet# forth a process to be followed before
our purchase commitment matures (for further infation see Note 12nvestment in Third Partyin our Notes to Consolidated Financial
Statements).

Guaranty

In December 2011, we entered into a $2.5 milli@séeguaranty agreement, which we refer to as tleeaBty Agreement with a third
party. The Guaranty Agreement guarantees SemiSqehformance under SemiSouth's equipment leabethidt third party. The Guaranty
Agreement shall remain in place until SemiSouthusexadditional financing.

Item 7A. Quantitative and Qualitative Disclosures Aout Market Risk.

Interest Rate RislOur exposure to market risk for changes in intenasts relates primarily to our investment portdoliVe consider
cash invested in highly liquid financial instrumemtith a remaining maturity of three months or lasdate of purchase to be cash equivalents.
Investments in highly liquid financial instrumemtgh maturities greater than three months but angér than one year from the balance sheet
date are classified as short-term investments stnvents in highly liquid financial instruments withaturities greater than one year from the
balance sheet date are classified as long-ternstments. We do not use derivative financial instota in our investment portfolio to manage
our interest rate risk, foreign currency risk, or &ny other purpose. We invest in high-credit fpadsuers and, by policy, limit the amount of
credit exposure to any one issuer. As stated irpolicy, we seek to ensure the safety and preservaf our invested principal funds by
limiting default risk, market risk and reinvestmeisk. We mitigate default risk by investing in safnd high-credit quality securities and by
constantly positioning our portfolio to respond agpiately to a significant reduction in a crediting of any investment issuer, guarantor or
depository. The portfolio includes only marketabéeurities with active secondary or resale marketscilitate portfolio liquidity. We do not
hold any instruments for trading purposes. At Deloen81, 2011 and 2010 we held primarily cash ed@nts, short-term investments and long-
term investments with fixed interest rates.

Our investment securities are subject to markerast rate risk and will vary in value as markétiiest rates fluctuate. To minimize
market risk, most of our investments subject tokatrisk mature in less than one year, and theegfanarket interest rates were to increase or
decrease by 10% from interest rates as of DeceBiher011 or December 31, 2010, the increase oedserin the fair market value of our
portfolio on these dates would not have been natéie monitor our investments for impairment goeaiodic basis. Refer to Note 2,
Summary of Significant Accounting Policider a tabular presentation of our held-to-majuiritvestments and the expected maturity dates.

In the event that the carrying value of our investis exceeds its fair value, and we determine ¢lgbre in value to be other than
temporary, we will reduce the carrying value tocitisrent fair value. As of December 31, 2011 noheuo investments were impaired.

Foreign Currency Exchange RigRur primary transactional currency is U.S. doll&mswever we also have sales offices in various
foreign countries in which our expenses are denatathin the local currency, primarily Asia and VestEurope. Currently, we do not emp
a foreign currency hedge program utilizing fore@mrency forward exchange contracts.

Two of our major suppliers, Epson and Lapis, haaéewsupply agreements based in U.S. dollars; heweur agreements with
Epson and Lapis also allow for mutual sharing efithpact of the exchange rate fluctuation betwegadese yen and the U.S. dollar. Each
year, our management and these suppliers reviemeguatiate pricing; the negotiated pricing is demated in U.S. dollars but is subject
contractual exchange rate provisions. The fluctumaith the exchange rate is shared equally betwewmePIntegrations and each of these
suppliers.
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Nevertheless, as a result of our above-mentionpglign agreements, our gross margin is influengefidzctuations in the exchange
rate between the U.S. dollar and the Japaneseijlezise being equal, a 10% change in the valugnefJ.S. dollar compared to the Japanese
yen would result in a corresponding change in sasgmargin of approximately 1 percentage poifis; $ensitivity may increase or decre
depending on the percentage of our wafer supphmibgourchase from some of our Japanese suppheérsauld subject our gross profit and
operating results to the potential for materiatfliations.

At December 31, 2011, and December 31, 2010 ,idvaat have material cash or investments denominiatéoreign currencies, and
therefore had no material foreign currency exchaigkerelated to our cash and investments.

Item 8. Financial Statements and Supplementary Data

The financial statements required by this itemsateforth in the pages indicated in Item 15(a), tredsupplementary data required by
this item is included in Note 1Selected Quarterly Informatiom our notes to consolidated financial statements.

Item 9. Changes in and Disagreements with Accountéon Accounting and Financial Disclosure.
Not applicable.

Item 9A. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

Management is required to evaluate our disclosontrals and procedures, as defined in Rule 13a}1B6(ger the Securities Exchange
Act of 1934, as amended, or the Exchange Act. Dsok controls and procedures are controls anda ptbeedures designed to provide
reasonable assurance that information require@ isrlosed in our reports filed under the Exchahde such as this Annual Report on
Form 10-K, is recorded, processed, summarized epakrted within the time periods specified in theB#ies and Exchange Commission's
rules and forms. Disclosure controls and procedumasde controls and procedures designed to peorgdsonable assurance that such
information is accumulated and communicated tonsanagement, including our Chief Executive Officed £hief Financial Officer as
appropriate to allow timely decisions regardinguiegd disclosure. Our disclosure controls and pilaces include components of our internal
control over financial reporting, which consistscohtrol processes designed to provide reasonableance regarding the reliability of our
financial reporting and the preparation of finahstatements in accordance with generally acceptedunting principles in the U.S. To the
extent that components of our internal control direncial reporting are included within our disslwe controls and procedures, they are
included in the scope of our periodic controls aaéibn. Based on our management's evaluation @vithparticipation of our principal
executive officer and principal financial officegur principal executive officer and principal fir@al officer have concluded that our disclos
controls and procedures (as defined in Rules 13a}Hnd 15d-15(e) under the Exchange Act ) werecétfe as of the end of the period
covered by this report.

Management's Report on Internal Control Over Finandal Reporting

Management is responsible for establishing and taiaing adequate internal control over financiglaging, as defined in Rule 13a-
15(f) under the Exchange Act. Internal control ofleancial reporting is designed to provide reasdmassurance regarding the reliability of
financial reporting and the preparation of finahstatements for external reporting purposes iratance with generally accepted accounting
principles. Internal control over financial repagiincludes those policies and procedures that:

« pertain to the maintenance of records thate@sonable detail, accurately and fairly reflecttthasactions and dispositions of our
assets;

* provide reasonable assurance that transactiengeorded as necessary to permit preparatioimafdial statements in accordance
with generally accepted accounting principles drad teceipts and expenditures are being made pradgdordance with authorizations
of our management and directors; and

»  provide reasonable assurance regarding preveatiimely detection of unauthorized acquisitiose or disposition of our assets that
could have a material effect on the financial stegets.
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Internal control over financial reporting cannodyide absolute assurance of achieving financiabntagy objectives because of its
inherent limitations. Internal control over finaacieporting is a process that involves human élilige and compliance and is subject to lapses
in judgment and breakdowns resulting from humaluifas. Because of such limitations, there is attisik material misstatements may not be
prevented or detected on a timely basis by interaatrol over financial reporting.

Management conducted an assessment of Power Itibegtanternal control over financial reporting@secember 31, 2011 based
on the framework established by the Committee @inSpring Organization (COSO) of the Treadway Corsiaisininternal Control -
Integrated Framewor. Based on this assessment, management concluatedstof December 31, 2011 , our internal comtver financial
reporting was effective.

The effectiveness of Power Integrations' intermatiol over financial reporting as of December 3211 has been audited by
Deloitte & Touche LLP, an independent registereblisiaccounting firm, as stated in their report efhappears below.

Changes in Internal Control over Financial Reportirg

There were no changes in our internal controls &mancial reporting during the fourth quarter afr @011 fiscal year that have
materially affected, or are reasonably likely totenilly affect, our internal control over finantiaporting.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the internal control over financéglorting of Power Integrations, Inc. and subsid&(the "Company") as of
December 31, 2011, based on criteria establish&dénnal Control - Integrated Framework issuedh®y Committee of Sponsoring
Organizations of the Treadway Commission. The Camisananagement is responsible for maintainingcéffe internal control over financial
reporting and for its assessment of the effectigerd internal control over financial reportingglided in the accompanying Management's
Annual Report on Internal Control over FinanciapBeing. Our responsibility is to express an opingm the Company's internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the stadedof the Public Company Accounting Oversighti@iq@nited States). Those
standards require that we plan and perform thet amidbtain reasonable assurance about whethetigfenternal control over financial
reporting was maintained in all material respe®tst audit included obtaining an understanding térimal control over financial reporting,
assessing the risk that a material weakness etésting and evaluating the design and operatifeg®@feness of internal control based on the
assessed risk, and performing such other procedsreg considered necessary in the circumstanceseliéve that our audit provides a
reasonable basis for our opinion

A company's internal control over financial repogtis a process designed by, or under the supenvidi the company's principal
executive and principal financial officers, or pars performing similar functions, and effected lny tompany's Board of Directors,
management, and other personnel to provide reakoaaturance regarding the reliability of financégorting and the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles.

A company's internal control over financial repogtincludes those policies and procedures thagi€ftpin to the maintenance of
records that, in reasonable detail, accuratelyfainiy reflect the transactions and dispositionshef assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financ@kstents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and (Bjige reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the compang&ets that could have a material effect on then€irzh statements.

Because of the inherent limitations of internaltcolhover financial reporting, including the posétl of collusion or improper
management override of controls, material misstatemdue to error or fraud may not be preventetktected on a timely basis. Also,
projections of any evaluation of the effectivenesthe internal control over financial reportingftdure periods are subject to the risk that the
controls may become inadequate because of chamgesditions, or that the degree of compliance wWithpolicies or procedures may
deteriorate.

In our opinion, the Company maintained, in all mialeespects, effective internal control over fig&l reporting as of December 31,
2011, based on the criteria establishethtarnal Control - Integrated Framewoiksued by the Committee of Sponsoring Organizatidribe
Treadway Commission.

We have also audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@nited States), the
consolidated financial statements and consolidfieticial statement schedule as of and for the gaded December 31, 2011 of the Comg
and our report dated February 28, 2012 expressed@umlified opinion on those consolidated finahstatements and consolidated financial
statement schedule.

/s/ DELOITTE & TOUCHE LLP

San Jose, California
February 28, 2012
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Item 9B. Other Information.

None
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PART IlI
Item 10. Directors, Executive Officers and Corpora¢ Governance.

The names of our executive officers and their atihss and biographies as of the date hereofrarerporated by reference from Pa
Item 1, above.

The following information is included in our Noticé Annual Meeting of Stockholders and Proxy Statatrio be filed within
120 days after our fiscal year end of Decembe®811 , or the Proxy Statement, and is incorpora&gdin by reference:

< Information regarding our directors and any passnominated to become a director, as well as wgpect to some other
required board matters, is set forth under Propbeaititled “Election of Directors.”

» Information regarding our audit committee and @esignated “audit committee financial expertsé forth under the
captions “Information Regarding the Board and itsrinittees” and “Audit Committee” under Proposahtitéed “Election o
Directors.”

» Information on our code of business conduct ethéts for directors, officers and employees if@eh under the caption
“Code of Business Conduct and Ethics” under Propbsatitled “Election of Directors.”

¢ Information regarding Section 16(a) beneficiahership reporting compliance is set forth underchption “Section 16(a)
Beneficial Ownership Reporting Compliance.”

» Information regarding procedures by which stadllbrs may recommend nominees to our board oftireés set forth under
the caption “Nominating and Governance Committegdar Proposal 1 entitled “Election of Directors.”

Item 11. Executive Compensation.

Information regarding compensation of our namedcetiee officers is set forth under the caption "Gmnsation of Executi
Officers" in the Proxy Statement, which informatigrincorporated herein by reference.

Information regarding compensation of our direcierset forth under the caption "Compensation @é€tbrs"” in the Proxy Stateme
which information is incorporated herein by referen

Information relating to compensation policies angctices as they relate to risk management is agh funder the captic
“Compensation Policies and Practices as They RedaRisk Management” under Proposal 1 entitled ¢Ebe of Directors.”

Information regarding compensation committee iotekt is set forth under the caption "Compensatiom@ittee Interlocks ar
Insider Participation" in the Proxy Statement, vihicformation is incorporated herein by reference.

The Compensation Committee Report is set forth utigecaption "Compensation Committee Report" enBnoxy Statement, which
report is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Qvners and Management and Related Stockholder Mattet

Information regarding security ownership of certa@meficial owners, directors and executive offiderset forth under the caption
"Security Ownership of Certain Beneficial Ownersl dfflanagement"” in the Proxy Statement, which infdiomais incorporated herein by
reference.

Information regarding our equity compensation plamnsluding both stockholder approved plans andstockholder approved plans,
is set forth under the caption “Equity Compensaftam Information” in the Proxy Statement, whicfoimation is incorporated herein by
reference.
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Item 13. Certain Relationships and Related Transaains, and Director Independence.

Information regarding certain relationships anldtesl transactions is set forth under the capt@ertain Relationships and Related
Transactions" in the Proxy Statement, which infdiorais incorporated herein by reference.

Information regarding director independence idegth under the caption “Proposal 1 - Election @fddtors” in the Proxy Statement, which
information is incorporated herein by reference.

Item 14. Principal Accounting Fees and Services.
Information regarding principal auditor fees and/gees is set forth under "Principal Accountant$aad Services" in the Proposal

entitled “Ratification of Selection of Independé&tegistered Public Accounting Firni the Proxy Statement, which information is incangtec
herein by reference.
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PART IV

ITEM 15. FINANCIAL STATEMENTS AND EXHIBITS
(a) The following documents are filed as part @f fhorm:

1. Financial Statements

Page
Report of Independent Registered Public Accourfimm 42
Consolidated Balance Sheets 43
Consolidated Statements of Income 44
Consolidated Statements of Stockholders' Equity 45
Consolidated Statements of Cash Flows 46
48

Notes to Consolidated Financial Statements

2. Financial Statement Schedules

Schedule II: Valuation and Qualifying Accounts.

All other schedules are omitted because they arapuicable or the required information is showritie consolidated
financial statements or notes thereto.

3. Exhibits

See Index to Exhibits at the end of this Reporictviis incorporated herein by reference. The Exbilisted in the
accompanying Index to Exhibits are filed as pathas report.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidated balgineets of Power Integrations, Inc. and sub#dgidthe "Company") as of
December 31, 2011 and 2010, and the related coiasedl statements of income, stockholders' equity,cash flows for each of the three years
in the period ended December 31, 2011. Our aadfitsincluded the consolidated financial statensehedule listed in the Index at Item 15 (a)
2. These financial statements and financial statgrechedule are the responsibility of the Comgamgnagement. Our responsibility is to
express an opinion on the consolidated financékstents and consolidated financial statement staddsed on our audits.

We conducted our audits in accordance with thedstatts of the Public Company Accounting OversighaigUnited States). Those
standards require that we plan and perform thet &mdbtain reasonable assurance about whethdinthecial statements are free of material
misstatement. An audit includes examining, onstltasis, evidence supporting the amounts andodis@s in the financial statements. An
audit also includes assessing the accounting ptesiused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thiataudits provide a reasonable basis for our opini

In our opinion, such consolidated financial statetagresent fairly, in all material respects, tinarcial position of Power Integrations,
Inc. and subsidiaries at December 31, 2011 and,201Dthe results of their operations and theih ¢lsvs for each of the three years in the
period ended December 31, 2011, in conformity &itbounting principles generally accepted in thetéthStates of America. Also, in our
opinion, such consolidated financial statement dalee when considered in relation to the basic chaated financial statements taken as a
whole, presents fairly, in all material respedtg, information set forth therein.

We have also audited, in accordance with the stdsdzf the Public Company Accounting Oversight Bo@nited States), the
Company's internal control over financial reportagyof December 31, 2011, based on the criterédbkshied ininternal Control-Integrated
Frameworkissued by the Committee of Sponsoring Organizatifrike Treadway Commission, and our report datdatrary 28, 2012
expressed an unqualified opinion on the Companiesnal control over financial reporting.

/s/ DELOITTE & TOUCHE LLP

San Jose, California
February 28, 2012
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POWER INTEGRATIONS, INC.
CONSOLIDATED BALANCE SHEETS

(In thousands except share amounts and par value)

ASSETS

CURRENT ASSETS:
Cash and cash equivalents
Short-term investments

December 31,

December 31,

Accounts receivable, net of allowances of $215%2itb in 2011 and 2010, respectively (Note

2)
Inventories
Deferred tax assets
Prepaid expenses and other current assets
Total current assets
INVESTMENTS
PROPERTY AND EQUIPMENT, net
INTANGIBLE ASSETS, net
GOODWILL
DEFERRED TAX ASSETS
OTHER ASSETS
Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Accounts payable
Accrued payroll and related expenses
Deferred income on sales to distributors
Other accrued liabilities
Total current liabilities
LONG-TERM INCOME TAXES PAYABLE
Total liabilities
COMMITMENTS AND CONTINGENCIES (Notes 8, 9 and 10)
STOCKHOLDERS' EQUITY:
Common stock, $0.001 par value
Authorized - 140,000,000 shares

Outstanding - 28,065,707 and 28,375,363 share@lifh 2and 2010, respectively

Additional paid-in capital
Accumulated other comprehensive income
Retained earnings

Total stockholders’ equity

Total liabilities and stockholders’ equity

2011 2010
$ 139,83 $ 155,66°
40,89 27,35t

9,39¢ 5,71

52,01( 62,07

89z 1,43t

7,06¢ 9,26

250,10 261,51(

32,04 31,76(

88,24 84,47(

8,85- 9,79

14,78¢ 14,82¢

12,38 13,42

26,51 17,28¢

$ 43291¢ § 433,07(
$ 16,53 $ 20,29
5,911 7,39

7,88 12,22:

2,30¢ 9,54¢

32,63 49,45t

34,36¢ 29,58(

66,99 79,03

28 28

158,64( 175,29!

50 85

207,19 178,62

365,92( 354,03

$ 432,91¢ §$ 433,07(

The accompanying notes are an integral part oktbeasolidated financial statements.
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POWER INTEGRATIONS, INC.
CONSOLIDATED STATEMENTS OF INCOME

(In thousands, except per share amounts)

Year Ended December 31,

2011 2010 2009

NET REVENUES $ 298,73¢ $ 299,80 $ 215,70:
COST OF REVENUES 158,09: 147,26. 107,63:
GROSS PROFIT 140,64t 152,54: 108,06¢
OPERATING EXPENSES:

Research and development 40,29¢ 35,88¢ 30,47:

Sales and marketing 32,62« 31,167 25,01¢

General and administrative 24,50¢ 25,56 23,961

Total operating expenses 97,421 92,61°¢ 79,45¢

INCOME FROM OPERATIONS 43,21¢ 59,92¢ 28,61(
OTHER INCOME (EXPENSE):

Interest income 2,054 2,09¢ 2,17t

Interest expense — (©)] 3

Other, net (a7¢) (219 (259)

Total other income 1,87¢ 1,87¢ 1,91¢

INCOME BEFORE PROVISION FOR INCOME TAXES 45,09t 61,80¢ 30,52
PROVISION FOR INCOME TAXES 10,80« 12,34! 7,25¢
NET INCOME $ 34,29. $ 49,46 $ 23,26¢
EARNINGS PER SHARE:

Basic $ 12C $ 1.7¢ % 0.8¢

Diluted $ 114 % 167 $ 0.82
SHARES USED IN PER SHARE CALCULATION:

Basic 28,60¢ 27,831 26,92(

Diluted 29,96¢ 29,55¢ 28,297

The accompanying notes are an integral part oktbessolidated financial statements.

44




Table of Contents

POWER INTEGRATIONS, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(In thousands)

BALANCE AT January 1, 2009
Issuance of common stock under employee stock mpliEn
Repurchase of common stock

Issuance of common stock under employee stock psech
plan

Income tax benefits from employee stock option eises

Stock-based compensation expense related to engpiigek
options and awards

Stock-based compensation expense related to eng&igek
purchases

Payment of dividends to stockholders

Translation adjustment

Net income

BALANCE AT DECEMBER 31, 2009

Issuance of common stock under employee stock rojatial
stock award plans

Net issuance of performance stock unit awards
Repurchase of common stock

Issuance of common stock under employee stock peech
plan

Income tax benefits from employee stock option eises
Section 162(m) adjustment for IRS settlement

Stock-based compensation expense related to engpiigek
options and awards

Stock-based compensation expense related to eng&igek
purchases

Payment of dividends to stockholders
Translation adjustment

Net income

BALANCE AT DECEMBER 31, 2010

Issuance of common stock under employee stock ojatial
stock award plans

Net issuance of performance stock unit awards
Repurchase of common stock

Issuance of common stock under employee stock psech
plan

Income tax benefits from employee stock option eises

Stock-based compensation expense related to eng&igek
options and awards

Stock-based compensation expense related to engpiigek
purchases

Payment of dividends to stockholders
Translation adjustment
Net income

BALANCE AT DECEMBER 31, 2011

Accumulated

Additional Other Total
Common Stock Paid-In Comprehensive Retained Stockholders'

Shares Amount Capital Income Earnings Equity
27,53C $ 28 $ 145,54: $ (57) $ 114,16¢ $ 259,68:
93z — 16,72¢ — — 16,72¢
(1,409 1) (28,679 — — (28,679
21¢ — 3,63( — — 3,63(
— — 1,551 — — 1,551
— — 9,14¢ — — 9,14¢
— — 2,09¢ — — 2,09¢
— — — — (2,695 (2,695
— — — 61 — 61
— — — — 23,26¢ 23,26¢
27,27¢ 27 150,02: 4 134,74( 284,79:
1,27¢ 1 22,86 — — 22,86:
95 (769) (769
(396) — (13,960 — — (13,960
12¢ — 3,40z — — 3,402
— — 5,61f — — 5,61t
— — (2,729 = = (2,729
— — 9,72¢ — — 9,72¢
— — 1,12¢ — — 1,12¢
— — — — (5,577 (5,577
— — — 81 — 81
— — — — 49,46« 49,46¢
28,37t 28 175,29! 85 178,62 354,03!
1,011 1 18,46 — — 18,46
85 — — — — —
(1,537) 1) (49,999 — — (50,000
12t — 3,747 — — 3,741
— — 2,201 — — 2,201
— — 7,77¢ — — 7,77¢
— — 1,161 — — 1,161
— — — — (5,729 (5,729
— — — (35 — (35
— — — — 34,29: 34,29:
28,06t $ 28 $ 158,64t $ 50 $ 207,19¢ $ 365,92(

The accompanying notes are an integral part oktheasolidated financial statements.
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POWER INTEGRATIONS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Year Ended
December 31,
2011 2010 2009
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 3429. $ 4946/ $  23,26¢
Adjustments to reconcile net income to net cashigesl by operating activities:
Depreciation 15,37: 12,341 9,66’
Amortization of intangibles 943 674 67<
Gain on sale of property and equipment (41) (330 (5)
Stock-based compensation expense 8,96¢ 10,72! 11,33(
Amortization of premium on held-to-maturity investnts 1,627 1,76¢ 31¢
Deferred income taxes 1,571 1,12¢ 65¢
Decrease in accounts receivable allowances (62) (27 4)
Excess tax benefit from stock options exercised (79€) (1,309 (562)
Tax benefit associated with employee stock plans 2,201 2,891 1,40:
Change in operating assets and liabilities:
Accounts receivable (3,627) 16,23¢ (8,709
Inventories 10,037 (33,58¢) 2,13¢
Prepaid expenses and other assets 1,61¢ (8,51%) (10,110
Accounts payable (1,569 (483) 6,83¢
Taxes payable and accrued liabilities 2,97 5,82¢ 3,82¢
Deferred income on sales to distributors (4,339%) 3,18( 4,24:
Net cash provided by operating activities 69,19: 59,97 44,97
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment (23,229 (30,56) (14,35¢)
Proceeds from sale of property and equipment 2,24¢ 1,41¢ —
Investment in third party — (1,837 —
Other assets (1,277) — —
Acquisitions (Note 11) (6,919 (8,59¢) —
Increase in financing lease receivables (8,11¢) — —
Collections of financing lease receivable 42F — —
Notes to third parties (3,000 (6,750 —
Collection of notes to third parties 3,00( — 10,00(
Purchases of held-to-maturity investments (42,17¢) (27,224 (60,46))
Proceeds from sales and maturities of held-to-ntgtinvestments 26,72¢ 27,01( 6,84¢
Net cash used in investing activities (52,307 (46,549 (57,969
CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of common stock under employee stock plans 22,21( 26,26: 20,35:
Repurchase of common stock (50,000 (13,960 (28,679
Payment for tender offer — — (9,049
Retirement of shares for income tax withholding — (769 —
Payments of dividends to stockholders (5,722 (5,577) (2,695
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Excess tax benefit from stock options exercised
Net cash (used in) provided by financing activities

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

SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING ANDIIRANCING
ACTIVITIES:

Unpaid property and equipment

Unpaid financing lease equipment

Conversion of notes receivable in connection withuasition (Note 11)
Application of prepayment to acquisition (Note 11)

Conversion of notes receivable in connection withiy investment
Acquisition (Note 11)

Settlement of pre-existing arrangement in connaatith acquisition

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for interest
Cash paid for income taxes, net of refunds

Year Ended
December 31,
79¢€ 1,30¢ 562
(32,716 7,26¢ (19,50)
(15,837 20,69: (32,499
155,66’ 134,97 167,47.
$ 139,83t $ 155,660 $ 134,97:
$ 3497 $ 536¢ $ 78t
$ 321 % — $ =
$ — 3 1,752 % —
$ — $ 1,20C $ —
$ —  $ 516¢ $ —
$ — 3 6,95 $ =
$ — $ 525 $ —
$ —  $ 3 3 397
$ 1,23: % 3,018 $ 15C

The accompanying notes are an integral part oktheasolidated financial statements.
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POWER INTEGRATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. THE COMPANY:

Power Integrations, Inc. ("Power Integrations"loe tCompany”), incorporated in California on Mar2h, 1988 and reincorporated in
Delaware in December 1997, designs, develops, raatures and markets proprietary, high-voltage,anahd mixedsignal integrated circui
(“ICs™) and high-voltage diodes for use in elecimpower supplies, also known as switched-mode pewpplies. The Company's ICs and
diodes are used principally in AC-DC power suppiiea wide variety of end products, primarily iretbonsumer, communications, computer
and industrial electronics markets.

The Company is subject to a number of risks incigdamong others, the volume and timing of ordecgived from customers,
competitive pressures on selling prices, the denfianils products declining in the major end maskieserves, the volume and timing of
deliveries of orders placed with the Company's wlfendries and assembly subcontractors, the iitabdl adequately protect or enforce its
intellectual property rights, fluctuations in thechange rate between the U.S. dollar and the Japayem, the audit conducted by the Internal
Revenue Service, which is asserting that the Cosnpames additional taxes relating to a number ofredated positions, the continued impact
of recently enacted changes in securities lawsegadlations including the Sarbanes-Oxley Act, regpiexpenses incurred in connection with
its litigation, the lengthy timing of its sales ¢gcundetected defects and failures in meetingeiaet specifications required by its products,
reliance on its international sales activities vimhéccount for a substantial portion of net revenitesbility to develop and bring to market new
products and technologies on a timely basis, thilgyabf its products to penetrate additional maskettraction and retention of qualified
personnel in a competitive market, exposure tasragsociated with acquisitions and strategic imvests, its ability to successfully integrate
realize the expected benefits from its acquisiti@hanges in environmental laws and regulatiorisriimptions in its information technology
systems and earthquakes, terrorist acts or otbastdirs.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
Principles of Consolidatiol

The consolidated financial statements include tto@ants of the Company and its wholly owned subsi€s$ after elimination of all
intercompany transactions and balances.

Estimates

The preparation of financial statements in confeymiith U.S. GAAP requires management to make et and assumptions that
affect the reported amounts of assets and liasl#éind disclosures of contingent assets and tiabikt the date of the financial statements and
the reported amounts of revenues and expensegdhemreporting period. Actual results could diffieen those estimates. On an ongoing
basis, the Company evaluates its estimates, ingjuthiose related to revenue recognition and alleesffor receivables and inventories. These
estimates are based on historical facts and vadthes factors, which the Company believes to lasgeable at the time the estimates are n
However, as future events unfold and their effeatsnot be determined with precision, actual resdtdd differ significantly from
management's estimates.

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.

Short-Term and Long-Term Investments

Investments in highly liquid financial instrumemtgh maturities greater than three months but apgér than twelve months from the
balance sheet date are classified as short-terestments. Investments in financial instruments witturities greater than twelve months from
the balance sheet date are classified as longimmstments. As of December 31, 2011 and Decemhe2®L0 , the Company's short-term and
long-term investments consisted of U.S. governrbanked securities, municipal bonds, certificatedegfosit and other high-quality
commercial securities, which were classified aslfietmaturity and were valued using the amortizestecnethod, which approximates fair
market value. The weighted average interest rateveStments at December 31, 2011 , was approxiynate6% , and at December 31, 2010
was approximately
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1.79% .

Amortized cost and estimated fair market valueneestments classified as held-to-maturity at Deaam3li, 2011 , were as follov(is
thousands):

Gross Unrealized
Estimated Fair

Amortized 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% 1 $ 15,95t
Investments due in 4-12 months:

Corporate securities $ 24,80! $ 17¢ 23 $ 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% (17¢) $ 31,86¢

Total $ 32,04 $ 5% are) % 31,86¢
Total investment securities $ 82,78¢ $ 194 $ (202) $ 82,78:

Amortized cost and estimated fair market valueneestments classified as held-to-maturity at Deaam3ti, 2010 were as follows (in
thousands):

Gross Unrealized
Estimated Fair

Amortized Cost Gains Losses Market Value
Investments due in less than 3 months:
Commercial paper $ 7,13t $ — $ — 3 7,13t
Corporate securities 1,50¢ — (1) 1,507
Total $ 8,64: $ — $ D 9 8,642
Investments due in 4-12 months:
Corporate securities $ 21,25t $ 84 $ — % 21,33¢
U.S. government securities 5,09t 20 — 5,11¢
U.S. municipal securities 1,00¢ 3 — 1,00¢
Total $ 27,35¢ $ 107 $ — 3 27,46:
Investments due in more than 12 months:
Corporate securities $ 31,76( $ 64¢ $ — $ 32,40¢
Total $ 31,76( $ 64€ $ — 3 32,40¢
Total investment securities $ 67,75¢ $ 755 $ Q $ 68,51:
As of December 31, 2011 and 2012, there were nigithéal securities that had been in a continuogs lposition for 12 months or
longer.
Inventories

Inventories (which consist of costs associated Wiehpurchases of wafers from offshore foundrieb@mpackaged components from
offshore assembly manufacturers, as well as intégtbar and overhead associated with the testidgpt wafers and packaged components)
are stated at the lower of cost (first-in, firstJoor market. Provisions, when required, are
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made to reduce excess and obsolete inventoriégitogstimated net realizable values. Inventor@ssist of the following (in thousands):

Raw materials
Work-in-process
Finished goods
Total

Additional Components of the Company's ConsolidB@dnce Sheet

Accounts Receivable (in thousands):

Accounts receivable trade
Accrued ship and debit and rebate claims
Allowance for doubtful accounts
Other
Total

Prepaid Expenses and Other Current Assets (in amols3:

Prepaid legal fees
Prepaid inventory
Prepaid income tax
Prepaid maintenance agreements
Interest receivable
Other
Total

Other Assets (in thousands):

Prepaid royalty (Note 12)

Investment in third party (Note 12)

Financing lease receivables and deposits (Note 13)
Other

Total

Other Accrued Liabilities (in thousands):

50

December 31,

December 31,

2011 2010
$ 12,38¢ $ 20,33¢
7,841 13,17:
31,78( 28,57:
$ 52,01C $ 62,07%
December 31, December 31,
2011 2010
$ 2797: $ 30,65¢
(18,36) (24,839
(215) (275)
— 171
$ 9,39 $ 5,71
December 31, December 31,
2011 2010
$ 3,500 $ 4,00(
— 917
11¢ 1,115
66¢ 554
62t 737
2,15¢ 1,93¢
$ 7,06¢ $ 9,26:

December 31, 2011

December 31, 2010

$ 10,00C $ 10,00(
7,00( 7,00(
7,55¢ —
1,95: 28¢

$ 26,51 $ 17,28¢
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December 31, December 31,
2011 2010
Accrued payment for acquisition (Note 11) $ — % 6,95¢
Accrued professional fees 89z 1,01z
Accrued expense for engineering wafers 40z 50z
Advances from customers 59¢ 71%
Other 41F 36E
Total $ 2,30t % 9,54¢

Property and Equipmet

Property and equipment consist of the followingtfinusands):

December 31, 2011 December 31, 2010

Land $ 16,75¢ % 16,75«
Construction-in-progress 17,29¢ 10,90z
Building and improvements 32,59¢ 30,96:
Machinery and equipment 92,91¢ 86,30¢
Office furniture and equipment 23,891 22,33
183,46! 167,25¢

Accumulated depreciation (95,22 (82,789
Total $ 88,24, $ 84,47(

Depreciation expense of property and equipmentigoal years ended December 31, 2011 and 2010 @®@ \Ras approximately
$15.4 million , $12.3 million and $9.7 million ,spectively, and was determined using the straigletthethod over the following useful lives:

Building and improvements 4-40 years or life agfde agreement, if shorter
Machinery and equipment 2-8 years
Office furniture and equipment 4 years

Total property and equipment located in the UnBéates at December 31, 2011, 2010 and 2009 wasxapgately 64% , 63% and
66% , respectively, of total property and equipmé&n010 , China held 10% of total property andipment. In 2011 and 2009 , no foreign
country held more than 10% of total property andigaent.

Goodwill and Intangible Assets

Goodwill is evaluated in accordance with ASC 350-G0odwill and Other Intangible Assetsnyd an impairment analysis is conducted
on an annual basis, or sooner if the indicatorstdar a potential impairment. See NoteGgodwill and Intangible Assetselow for more
information on the Company's goodwill activity.

In accordance with ASC 360-18¢ccounting for the Impairment or Disposal of Loniged Assetslong-lived assets, such as property
and equipment and intangible assets, are revieareichpairment whenever events or changes in cirtamegs indicate that the carrying
amount of an asset may not be recoverable. Reduligraf assets to be held and used is measureadymparison of the carrying amount of
an asset to estimated undiscounted future casls fipected to be generated by the asset. If thgimguamount of an asset exceeds its
estimated future cash flows, an impairment chasgedognized by the amount by which the carryinguamh of the asset exceeds the fair value
of the asset.

51




Table of Contents
POWER INTEGRATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Employee Benefits Ple

The Company sponsors a 401(k) tax-deferred savyilegsfor all employees in the United States whotaeeain eligibility
requirements. Participants may contribute up tcetheunt allowable as a deduction for federal inctamepurposes. The Company is not
required to contribute; however, from time-to-tithe Company will contribute a certain percentageroployee annual salaries on a
discretionary basis, not to exceed an establighesitiold. No employee 401(k) contribution was paedifor in 2011 ; however, the Company
provided for a contribution of approximately $0.7lion in 2010 and $0.7 million in 2009 .

Revenue Recognitic

Product revenues consist of sales to original eqaig manufacturers (“OEMs”), merchant power suppanufacturers and
distributors. Approximately 71% of the Company's pr@duct sales were made to distributors in 20ht Company applies the provisions of
Accounting Standard Codification (“ASC"”) 605-10 (S€ 605-10") and all related appropriate guidan@eRue is recognized when all of the
following criteria have been met: (1) persuasivielence of an arrangement exists, (2) delivery ltasiwed, (3) the price is fixed or
determinable, and (4) collectability is reasonaddgured. Customer purchase orders are generathitasketermine the existence of an
arrangement. Delivery is considered to have ocdusdeen title and risk of loss have transferrechio€ompany's customer. The Company
evaluates whether the price is fixed or determiméialsed on the payment terms associated withahsdaction and whether the sales price is
subject to refund or adjustment. With respect téectability, the Company performs credit checksriew customers and performs ongoing
evaluations of its existing customers' financiatdition and requires letters of credit whenevemadeg necessary.

Sales to international OEM customers and merchawep supply manufacturers that are shipped fronCitvapany's facility in
California are pursuant to “delivered at fronti€fDAF”) shipping terms. As such, title to the pradyasses to the customer when the shipmen
reaches the destination country and revenue ignéoed upon the arrival of the product in that doprSales 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 shipifnem the Company's foreign
warehouse. Shipments to OEMs and merchant powghsomnufacturers in the Americas are pursuanfree‘on board” (“FOB”) point of
origin shipping terms meaning that title is pastethe customer upon shipment. Revenue is recodnipen title transfer for sales to OEMs
and merchant power supply manufacturers, assuniliothar criteria for revenue recognition are met.

Sales to distributors are made under terms allowértain price adjustments and rights of returth@enCompany's products held by its
distributors. As a result of these rights, the Campdefers the recognition of revenue and the adstsvenues derived from sales to
distributors until the Company's distributors regbat they have sold the Company's products tio tistomers. The Company's recognitior
such distributor sell-through is based on poirgalés reports received from the distributor, atolvhime the price is no longer subject to
adjustment and is fixed, and the products are ngdosubject to return to the Company except pmtdoawarranty terms. The gross profit that
is deferred upon shipment to the distributor isetéd as “deferred income on sales to distribtorthe accompanying consolidated balance
sheets. The total deferred revenue as of Decemh@03 1 and December 31, 2010 was approximately7$hélion and $24.7 million ,
respectively. The total deferred cost as of Decerihe2011 and December 31, 2010 was approxim&g&B million and $12.5 million ,
respectively.

Frequently, distributors need to sell at a pricgdothan the standard distribution price in ordewin business. At or soon after the
distributor invoices its customer, the distribusabmits a “ship and debit” price adjustment clainthe 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 distributotte shif
and debit claim. The Company maintains a resemvariprocessed claims and future ship and debie@ijustments. The reserve appears as a
reduction to accounts receivable in the Compargesmpanying consolidated balance sheets. To tlemefitture ship and debit claims
significantly exceed amounts estimated, there cbald material impact on the deferred revenue efetreéd margin ultimately recognized. To
evaluate the adequacy of its reserves, the Comgaalyzes historical ship and debit payments anel$enf inventory in the distributor
channels.
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Foreign Currency Risk and Foreign Currency Tranislal

The functional currencies of the Company's subd&Beaare the local currencies. Accordingly, allssnd liabilities are translated
into U.S. dollars at the current exchange ratesf #se applicable balance sheet date. Revenuesxpahses are translated at the average
exchange rate prevailing during the period. Cunitgagains and losses from the translation of theigm subsidiaries' financial statements |
been included in stockholders' equity.

The Company maintains a Japanese yen bank accdthra W.S. bank for payments to suppliers and &shcreceipts from Japanese
suppliers and customers denominated in yen. Foygheended December 31, 2011 , the Company rdaifereign exchange transaction gain
of $50,000 . In the years ended 2010 and 2009 Ctimepany realized foreign exchange transactiorebs$ approximately $0.4 million and
$0.3 million , respectively. These amounts weréuited in "other income (expense)" in the accomipanconsolidated statements of income.

Warranty

The Company generally warrants that its produclisswbstantially conform to the published specificas for 12 months from the d;
of shipment. The Company's liability is limitedeiher a credit equal to the purchase price omphent of the defective part. Returns under
warranty have historically been immaterial, andassult, the Company does not record a specificanty reserve.

Advertising

Advertising costs are expensed as incurred. Adsiegiicosts amounted to $1.0 million , $1.0 millicand $0.4 million , in 20112010
and 2009 , respectively.

Research and Developme
Research and development costs are expensed agthcu
Income Taxe

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-faxgathat are recognized for financial
reporting and income tax purposes.

The Company accounts for income taxes under thégioos of ASC 740. Under the provisions of ASC ,7d€ferred tax assets and
liabilities are recognized based on the differermsveen the financial statement carrying amouhéxisting assets and liabilities and their
respective tax bases, utilizing the tax ratesdhatexpected to apply to taxable income in thesymawhich those temporary differences are
expected to be recovered or settled. The Compamgnézes valuation allowances to reduce any defdece assets to the amount that it
estimates will more likely than not be realizeddshen available evidence and management's judgmleatCompany limits the deferred tax
assets recognized related to certain officers' emsation to amounts that it estimates will be d#blecin future periods based upon Internal
Revenue Code Section 162(m). In the event thaCtirapany determines, based on available evidencenandgement judgment, that all or
part of the net deferred tax assets will not béized in the future, it would record a valuatiotomlance in the period the determination is m:
In addition, the calculation of tax liabilities ialwes significant judgment in estimating the impafctincertainties in the application of complex
tax laws. Resolution of these uncertainties in amea inconsistent with the Company's expectatiagdchave a material impact on the
Company's results of operations and financial posit

Common Stock Repurchases and Common Stock Dividend

In May 2009, the Company's board of directors atizkd the use of $25.0 million to repurchase then@any's common stock. From
May 2009 to December 31, 2009 the Company purch@$eahillion shares for approximately $11.0 millipand in the first two quarters of
2010 the Company purchased 0.4 million sharesgpraximately $14.0 million ,
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concluding this repurchase program.

In February 2011, the Company's board of direcotkorized the use of $50.0 million for the repassh of the Company's common
stock, with repurchases to be executed accordiegrt@ain pre-defined price/volume guidelines seth®yboard of directors. In the twelve
months ended December 31, 2011 , the Company fegsed 1.5 million shares for a total cost of $50illion , concluding this repurchase
program. In November 2011, the board of directotharized the use of an additional $30.0 milliontfee repurchase of the Company's
common stock. Repurchases of the remaining $30dImiill be executed according to certain preidefl price/volume guidelines set by the
Company's board of directors. There is currentlgxpiration date for this stock repurchase program.

In January 2010, the Company's board of directectagled four quarterly cash dividends in the amafi$0.05 per share to be paid to
stockholders of record at the end of each quant2010. The quarterly dividend payments were madilarch 31, 2010, June 30, 2010,
September 30, 2010 and December 31, 2010, to sitstekis of record as of February 26, 2010, May 28,02 August 31, 2010 and November
30, 2010, respectively, each in the aggregate ahafiapproximately $1.4 million .

In October 2010, the Company's board of directerdaded four quarterly cash dividends in the amaofi$iD.05per share to be paid
stockholders of record at the end of each quant@0iL1. 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, tivel payment of $1.4 million was made
on September 30, 2011 and the final quarterly paymme$1.4 million was made on December 30, 20@Uadnuary 2012, the Company's board
of directors continued the dividend payments bylatétg four quarterly cash dividends in the amooir$0.05 per share to be paid to
stockholders of record at the end of each quamt0iL2. The declaration of any future cash dividisrat the discretion of the board of direct
and will depend on the Company's financial conditie@sults of operations, capital requirementsin@ss conditions and other factors, as well
as a determination that cash dividends are in ¢éisé ihterest of the Company's stockholders.

Indemnifications

The Company sells products to its distributors ured@tracts, collectively referred to as DistribuBales Agreements (“DSA”). Each
DSA contains the relevant terms of the contracam@ingement with the distributor, and generalljudes certain provisions for indemnifying
the distributor against losses, expenses, andifiebifrom damages that may be awarded againdiftebutor in the event the Company's
products are found to infringe upon a patent, cigiwrtrademark, or other proprietary right of adtparty (“Customer Indemnification”). The
DSA generally limits the scope of and remediegtierCustomer Indemnification obligations in a virief industry-standard respects,
including, but not limited to, limitations based time and geography, and a right to replace aimgifig product. The Company also, from ti
to time, has granted a specific indemnificatiomtitp individual customers.

The Company believes its internal development meee and other policies and practices limit itoexype related to such
indemnifications. In addition, the Company requiteemployees to sign a proprietary informatiod aventions agreement, which assigns
rights to its employees' development work to thenBGany. To date, the Company has not had to reirekamg of its distributors or customers
for any losses related to these indemnificatiordsrammaterial claims were outstanding as of Decer@bg2011 . For several reasons,
including the lack of prior indemnification clainasd the lack of a monetary liability limit for canm infringement cases, the Company cannot
determine the maximum amount of potential futurgnpants, if any, related to such indemnifications.

Comprehensive Income

Comprehensive income consists of net income, pleeffect of foreign currency translation adjustiteefhe components of
comprehensive income, net of taxes, are as fol{@whousands):
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Year Ended December 31,

2011 2010 2009
Net income $ 34,29 $ 4946¢ $ 23,26¢

Other comprehensive income:
Translation adjustments (35) 81 61
Total comprehensive income $ 34,25¢ $ 4954t $§ 23,33(

Recently Issued Accounting Pronouncem

In May 2011, the Financial Accounting StandardsrBd&ASB) issued amendments to the FASB Accourfiite;idard Codification
(ASC) relating to fair value measurements, Accountandards Update (ASU) 2011-84jr Value MeasuremenfSC Topic 820. The
amendments clarify the application of existing fafue measurement requirements and results in commeasurement and disclosure
requirements in U.S. GAAP and International FinahRieporting Standards (IFRS). The Company willlapipese amendments prospectively
beginning in the first quarter of fiscal 2012. TBempany is currently evaluating the impact the impgibn of these amendments will have on
its consolidated financial statements.

In June 2011, the FASB issued ASU No. 2011@&mprehensive IncomeASC Topic 220). The amendments require the present
of total comprehensive income, the components bimeme, and the components of other comprehemsbgeme either in a single continuous
statement of comprehensive income or in two sepdratt consecutive statements. The Company willyaihiid amendment beginning in the
first quarter 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 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 othervireen it is required to perform the first
step of the two-step impairment test by calculathmgfair value of the reporting unit and comparting fair value with the carrying amount of
the reporting unit. If the carrying amount of aggng unit exceeds its fair value, then the erityequired to perform the second step of the
goodwill impairment test to measure the amounhefimpairment loss, if any. Under the amendmentti:nASU, an entity also has the option
to bypass the qualitative assessment for any riegarhit in any period and proceed directly to pearfing the first step of the twstep goodwil
impairment test. An entity may resume performing qiualitative assessment in any subsequent piimdamendments are effective for ani
goodwill impairment tests performed for fiscal yeheginning after December 15, 2011. The Compatiyapply this amendment beginning in
the first quarter of 2012.

On January 1, 2011, the Company adopted the fatigpw@ccounting pronouncements:

In December 2010, FASB issued ASU No. 2010-Basiness Combinatiof8SC Topic 805). The amendments in this updatei§pec
that if a public entity presents comparative finahstatements, the entity should disclose revemgkearnings of the combined entity as thc
the business combination(s) that occurred duriegctivrent year had occurred as of the beginnirtbeotomparable prior annual reporting
period only. The amendments also improve the usefid of the pro forma revenue and earnings dis@sdy requiring a description of the
nature and amount of material, nonrecurring pronfoadjustments that are directly attributable ®libsiness combination(s). The amendmr
in this update were effective for fiscal years, antdrim periods within those years, beginning@Blecember 15, 2010. The adoption of this
ASU in 2011 did not have a material impact on tleenPany's consolidated financial statements.

In December 2010, FASB issued ASU No. 2010#@tngibles - Goodwill and Oth¢ ASC Topic 350). Under Topic 350 on goodwill
and other intangible assets, testing for goodwipairment is a two-step test. When a goodwill impaint test is performed (either on an
annual or interim basis), an entity must assessheh¢he carrying amount of a reporting unit exseiésifair value (Step 1). If it does, an entity
must perform an additional test to determine wheglo®dwill has been impaired and to calculate theunt of that impairment (Step 2). The
amendments in this update modify Step 1 of the gilbonpairment test for reporting units with zeoo negative carrying amounts. For those
reporting units,
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an entity is required to perform Step 2 of the g@didmpairment test if it is more likely than nétat a goodwill impairment exists. In
determining whether it is more likely than not tgabdwill impairment exists, an entity should calesiwhether there are any adverse
gualitative factors indicating that impairment megst. The qualitative factors require that goodiaila reporting unit be tested for impairment
between annual tests if an event occurs or circamests change that would more likely than not redliedair value of a reporting unit below
its carrying amount. The amendments in this update effective for fiscal years, and interim pesadthin those years, beginning after
December 15, 2010. The adoption of this ASU in 2@itiinot have a material impact on the Companysalidated financial statements.

In January 2010, the FASB issued Accounting Statslaipdate (“ASU”) No. 2010-06, “Fair Value Measuets and Disclosures
(Topic 820): Improving Disclosures about Fair Valostruments.” ASU No. 2010-06 amends ASC 820 tpiire additional disclosures
regarding fair value measurements. Specificallg, AlSU requires entities to disclose the amountsraasions for significant transfers between
Level 1 and Level 2 of the fair value hierarchygdtsclose reasons for any transfers in or out @€lL8 and to separately disclose information in
the reconciliation of recurring Level 3 measuremsatiout purchases, sales, issuances and settlemmegdslition, the ASU also amends ASC
820 to clarify certain existing disclosure requirsts. Except for the requirement to disclose infifam about purchases, sales, issuances and
settlements in the reconciliation of recurring Le¥eneasurements separately, the amendments to828@ade by ASU No. 2010-06 were
effective for the Company's 2010 interim and anmepbrting periods. The requirement to separatisiglase purchases, sales, issuances and
settlements of recurring Level 3 measurementsféctfe for the Company's 2011 interim and annapbrting periods. The adoption of these
provisions did not have a material impact on then@any's consolidated financial statements.

3. STOCK PLANS AND SHARE BASED COMPENSATION:

Stock Plans
As of December 31, 2011 , the Company had two stasled compensation plans (the “Plans”) which aseiibed below.

2007 Equity Incentive Plan

The 2007 Equity Incentive Plan (the "2007 Plan"swdopted by the board of directors on Septemhe2d@ and approved by the
stockholders on November 7, 2007 as an amendmedneatatement of the 1997 Stock Option Plan (t@971Plan"). The 2007 Plan provides
for the grant of incentive stock options, nonstatyiistock options, restricted stock awards, retictock unit awards ("RSUs"), stock
appreciation rights, performance stock awards dherestock awards to employees, directors and ¢iamis. As of December 31, 2011 , the
maximum remaining number of shares that may beegssimder the 2007 Plan was 6,554,151 shares, widkides options issued but not
exercised and awards granted but unvested andsstegmaining available for issuance under the 1981, hcluding shares subject to
outstanding options and stock awards under the P#7. Pursuant to the 2007 Plan, the exercise [for incentive stock options and
nonstatutory stock options is generally at lea®04®f the fair market value of the underlying sisava the date of grant. Options generally
vest over 48 months measured from the date of g@gpttons generally expire no later than ten yedtes the date of grant, subject to earlier
termination upon an optionee's cessation of empémyrar service.

Beginning January 27, 2009, grants pursuant t®itectors Equity Compensation Program (that wagsetbby the board of directc
on January 27, 2009) to nonemployee directors baea made primarily under the 2007 Plan. The DioredEquity Compensation Program
provides in certain circumstances (depending orstaiels of the particular director's holdings ofrany stock options) for the automatic g
of nonstatutory stock options to nonemployee dinecof the Company on the first trading day of Jalgach year over their period of service
on the board of directors. Further, each futureenguioyee director of the Company would be grantatkuthe 2007 Plan: (a) on the first
trading day of the month following commencemensedvice, an option to purchase the number of sttiHresmmon stock equal to: the
fraction of a year between the date of the dirextmppointment to the board of directors and the haly 1, multiplied by 8,000 , which option
shall vest on the next July*t and (b) on the first trading day of July followgisommencement of service, an option to purchaggl4hares
vesting monthly over the three year period comnrenon the grant date. The Directors Equity Compmsdrogram will remain in effect at
the discretion of the board of directors or the pensation 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.
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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 compensab the purchase of shares of the Company'srarstock at periodic intervals. The
purchase price of stock under the Purchase Plaguial to 85% of the lower of (i) the fair marketuaof the Company's common stock on the
first day of each offering period, or (ii) the fairarket value of the Company's common stock omptitiehase date (as defined in the Purchase
Plan). Each offering period consists of one pureh@siod of approximately six months duration. Aygregate of 3,000,000 shares of common
stock were reserved for issuance to employees uhdd?urchase Plan. As of December 31, 2011 , B385hares had been purchased and
654,385 shares were reserved for future issuangeruhe Purchase Plan.

Stock-Based Compensation

The Company applies the provisions of ASC 718-1fidés the provisions of ASC 718-10, the Company gaces the fair value of
stock-based compensation in financial statemergs twe 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 servicegef 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 asxarage of implied volatility and historical voldti.

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 amsgtion expense recognized in accordance with ABC10 for the twelve
months ended December 31, 2011 , December 31,&td®ecember 31, 2009 (in thousands).

Year Ended December 31,

2011 2010 2009
Cost of revenues $ 66€ $ 68€ $ 79C
Research and development 3,27¢ 4,107 4,371
Sales and marketing 2,31: 2,59/ 2,54¢
General and administrative 2,71¢ 3,33¢ 3,61¢
Total stock-based compensation expense $ 896¢ § 10,72 § 11,32¢
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As of December 31, 2011 there were approximately $tllion , net of expected forfeitures, of totedrecognized compensation
expense related to stock options. The unrecogriaetbensation expense at December 31, 2011 is experbe recognized over a weighted-
average period of 1.9 years.

As of December 31, 2011 , the Company had $11.Bomibf total unrecognized compensation expenseohestimated forfeitures,
related to restricted stock units. The unamortiz@spensation expense will be recognized on a $itrdiie basis over a weighted-average
period of 2.8 years.

As of December 31, 2011 , the total unrecognizedpemsation cost related to the right to purchaseCiiimpany’'s common stock
under the Purchase Plan was approximately $0.iomillThe Company will amortize this cost on aigti&line basis over approximately 0.5
years.

Stock compensation expense in the twelve monthecebécember 31, 2011 was $9.0 million (comprisedpproximately $4.0
million related to stock options, $3.8 million redd to restricted stock units, $1.2 million relatedhe Company's Purchase Plan and $296900
net amortized compensation expense associatectaitelized inventory).

Stock compensation expense in the twelve montheceb@cember 31, 2010 , was $10.7 million (compridfeabproximately $5.2
million related to stock options, $3.0 million redd to performance-based awards, $1.5 millionedl#d restricted stock units, $1.1 million
related to the Company's Purchase Plan, partifiteoby $0.1 million in compensation expense @dized into inventory).

Stock compensation expense in the twelve monthecebacember 31, 2009 , was $11.3 million (compridfeabproximately $6.9
million related to stock options, $2.2 million redd to performance-based awards, $2.1 millionedlié the Company's Purchase Plan$hd
million of net amortized compensation expense aasat with capitalized inventory).

The fair value of stock options granted is esthlelison the date of the grant using the Black-Sshodion-pricing model with the
following weighted-average assumptions used dutieghree years ended December 31, 2011, 201000¢d 2

2011 2010 2009
Risk-free interest rates 1.46% - 2.20% 1.53% - 2.25% 1.76% - 2.47%
Expected volatility rates 44% 45% - 48% 39% - 48%
Expected dividend yield 0.54% - 0.59% 0.54% - 0.62% 0.34% - 0.52%
Expected term of stock options (in years) 6.00 5.12 5.01
Weighted-average grant date fair value of opticastgd $15.66 $14.82 $8.53

The fair value of employees’ stock purchase rigimser the Purchase Plan was estimated using tlu&-Bleholes model with the
following weighted-average assumptions used dutieghree years ended December 31, 2011, 2010C0¢d 2

2011 2010 2009
Risk-free interest rates 0.16% - 0.17% 0.17% - 0.20% 0.28% - 0.39%
Expected volatility rates 37% 36% - 43% 35% - 56%
Expected dividend yield 0.51% - 0.59% 0.52% - 0.55% 0.34% - 0.52%
Expected term of purchase right (years) 0.5 0.5 0.5
Weighted-average estimated fair value of purchages $9.15 $8.65 $7.03

A summary of stock option activity under the Plams;luding performance-based shares and restistoett units, as of December 31,
2011, and changes during three years then erglpdesented below:
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Outstanding at January 1, 2009
Granted

Exercised

Forfeited or expired

Outstanding at December 31, 2009
Granted

Exercised

Forfeited or expired

Outstanding at December 31, 2010
Granted

Exercised

Forfeited or expired

Outstanding at December 31, 2011

Exercisable at December 31, 2011

Vested and expected to vest at December 31, 2011
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Weighted-
Average
Weighted- Remaining
Average Contractual Aggregate
Shares Exercise Term Intrinsic Value
(in thousands) Price (in years) (in thousands)
5981 §% 21.3¢
877 $ 21.2¢
(930 $ 17.9¢
(204) $ 30.7¢
572¢ % 21.6¢
21§ 35.4¢
(1,269 $ 18.1¢
(246) $ 33.2¢
443 $ 22.6¢
164 $ 37.3i
(946) $ 19.8:
(92 $ 27.07
3557 $ 24.01] 465 $ 33,72¢
2997 $ 23.1¢ 40z $ 30,33:
352¢ $ 23.9: 46 $ 33,67-

The total intrinsic value of options exercised dgrthe twelve months ended December 31, 2011 , 26d®009 was $16.6 million ,

$27.1 million and $11.4 million , res

pectively.

The following table summarizes the stock optiontsstamding at December 31, 2011 :

Options Outstanding

Options Vested and Exercisable

Weighted
Average Weighted Weighted
Remaining Average Average
Exercise Number Contractual Term (in Exercise Number Exercise
Price Outstanding years) Price Vested Price
$12.19-$17.12 52,01: 0.81 $14.64 51,094 $14.59
$17.18-$17.18 434,14¢ 3.07 $17.18 434,14¢ $17.18
$17.32-$18.95 376,03 2.12 $18.43 372,87 $18.44
$19.02-$21.11 321,78( 4.83 $20.43 264,69¢ $20.33
$21.14-$21.14 521,10: 7.27 $21.14 325,25¢ $21.14
$21.57-$24.90 186,88« 4.15 $23.54 167,63( $23.48
$25.25-$25.25 359,58 5.62 $25.25 359,58° $25.25
$25.45-$26.75 407,06: 4.18 $26.62 407,06 $26.62
$26.86-$28.88 413,50° 2.22 $27.35 412,85( $27.35
$28.89-$39.49 485,06¢ 7.46 $35.11 202,11! $33.90
$12.19-$39.49 3,557,18 4.65 $24.01 2,997,301 $23.13

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#teofargeted number depending on
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the Company's performance. The performance medfittis program are annual targets consisting bfeeenue and non-GAAP operating
earnings. Each performance-based award grantedtfrer®007 Plan will reduce the number of sharedahle for issuance under the 2007
Plan by 2.0 shares.

During the twelve months ended December 31, 2@44 Company issued approximately 98,000 performémased awards to
employees and executives. As the net revenue am@AAP operating earnings are considered performaonaditions, expenses associated
with these awards, net of estimated forfeituresewecognized over the twelve month service peramkt on an assessment of the achievemer
of the performance targets. The fair value of thEeormance-based awards was determined usirfgithealue of the Company's common
stock on the date of the grant, reduced by theodisted present value of dividends expected to bladsl before the awards vest. If the
performance conditions are not achieved, no congiemscost is recognized and any previously recgghcompensation is reversed. The
Company's net revenue and non-GAAP operating egsrparformance targets were not met in 2011, aeretbre the 2011 performance-based
awards were canceled, and no related expense ws@gnieged in the twelve months ended December 3111 20

In January 2011, it was determined that the Compaayreached the maximum level of the establisleefbpnance targets for the
performance-based awards granted in 2010. Accdsditite 85,000 performance-based awards, which fudlsevested, were released to the
Company's employees and executives in the firsttguaf 2011 . In January 2010, it was determiried the Company had reached the
maximum level of the established performance tarfetthe performance-based awards granted in 208%rdingly, approximately 119,000
performance-based awards were released to the Cyramanployees and executives in the first quaft@010.

A summary of performance-based awards outstandirgf Becember 31, 2011 , and activity during thredhyears 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, 2009 = $ =
Granted 11¢ $ 18.6¢
Vested — $ —
Forfeited or canceled — $ —
Outstanding at December 31, 2009 11¢ $ 18.6¢
Granted 92 $ 34.8¢
Vested (123) $ 18.81
Forfeited or canceled (5) $ 33.5¢
Outstanding at December 31, 2010 85 $ 34.97
Granted 98 $ 36.57
Vested (85) $ 34.97
Forfeited or canceled (98) $ 36.51
Outstanding at December 31, 2011 — $ — = $ —
Vested and expected to vest at December 31, 2011 — — $ —

The weighted-average grant-date fair value peresbiperformance-based awards granted in the yemlsd December 31, 2011
2010 and 2009 was approximately $36.57 , $34.85548d56 , respectively. The grant date fair valuaveards released, which were fully
vested, in the years ended December 31, 2011 &@\28s approximately $3.0 million and $3.0 milliorespectively. There were no
performance-based awards released in year endezribec 31, 2009 .

Restricted Stock Units (RSL

The Company grants restricted stock units to emgaeyunder the 2007 Plan. RSUs granted to emplayeieslly vest ratably over a
four-year period, and are converted into sharéeefCompany's common stock upon vesting on a one-fo
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one basis subject to the employee's continuedcgetoithe Company over that period. The fair valuBSUs is determined using the fair value
of the Company's common stock on the date of thatgreduced by the discounted present value adelins expected to be declared before
the awards vest. Compensation expense is recogoizadstraight-line basis over the requisite serperiod of each grant adjusted for
estimated forfeitures. Each RSU award granted fitee2007 plan will reduce the number of shareslaig for issuance under the 2007 Plan
by 2.0 shares.

A summary of RSUs outstanding as of December 311 2@&nd activity during three years then endedsifollows:

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, 2009 — 3 —
Granted 13 % 33.17
Vested — 3 —
Forfeited or expired — 3 —
Outstanding at December 31, 2009 13 % 33.17
Granted 25¢ % 36.4¢
Vested 4 3 33.9¢
Forfeited or expired B8 3 36.9¢
Outstanding at December 31, 2010 26C $ 36.3(
Granted 29 % 36.0<
Vested 64) 9 36.2¢
Forfeited or expired 34 % 37.1:
Outstanding at December 31, 2011 456  § 36.0¢ 16C $ 15,17¢
Outstanding and expected to vest at December 31, 20 411 15¢ §$ 13,62.

The weighted-average grant-date fair value peresbBRSUs awarded in the years ended Decembei031,,22010 and 2009 was
approximately $36.04 , $36.44 and $33.17 , respelgti The grant date fair value of awards vestetthényears ended December 31, 2011 and
2010 was approximately $2.3 million and $0.2 miiliorespectively. No RSU awards vested in the gaded December 31, 2009 .

Shares Reserved

As of December 31, 2011 , the Company had apprdri;8.0 million shares of common stock reservadiiture issuance under
stock option and stock purchase plans.

4. FAIR VALUE MEASUREMENTS:

ASC 820-10Fair Value Measurementlarifies that fair value is an exit price, repgating the amount that would be received to sell
an asset or paid to transfer a liability in an ogd&ansaction between market participants. Adstair value is a market-based measurement
that should be determined based on assumptionsndr&eet participants would use in pricing an assdiability. As a basis for considering
such assumptions, ASC 820-10 establishes a treeeaiue hierarchy, which prioritizes the inputedisn measuring fair value as follows:
(Level 1) observable inputs such as quoted prigegiéntical assets in active markets; (Level puis 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 instrumentdassifted within Level 1 or Level 2 of the fair wa hierarchy because they are
valued using quoted market prices, broker or deletations, or alternative pricing sources withs@nable levels of price transparency. The
type of instrument valued based on quoted marke¢pin active markets primarily includes money keasecurities. This type of instrumen
generally classified within Level 1 of the fair ualhierarchy. The types of
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instruments valued based on other observable irfpatsel 2 of the fair value hierarchy) include isttment-grade corporate bonds and
government, state, municipal and provincial obligyat. Such types of investments are valued by usimylti-dimensional relational model, t
inputs, when available, are primarily benchmarkdgereported trades, broker/dealer quotes, issuerads, two-sided markets, benchmark
securities, bids, offers, and reference data inetutharket research publications. The Company'sstments classified as Level 1 and Level 2
are held-to-maturity investments, and were valugdgithe amortized-cost method, which approximégesnarket value.

On October 22, 2010, the Company entered into egeagent with SemiSouth Laboratories, pursuant tighylamong other things, t
Company may be obligated to acquire SemiSouthrifiSeuth meets certain financial performance coodgion or before June 30, 2013. The
Company used Level 2 inputs in its fair market a#ilbn using a market approach valuation techniegueedetermined the fair value of this
obligation to be zero at December 31, 20The Company derived the Level 2 inputs princip&bm corroborated observable market data
correlation values). See Note 18yestment in Third Partybelow for further details on the valuation meths#d. The Company updates the
estimated fair value of this potential obligaticumagterly. Any changes are recorded in its constdiflatatements of income.

The fair value hierarchy of the Company's marketaelcurities and investments at December 31, 20d Dacember 31, 2010 , was
as follows (in thousands):

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¢

Fair Value Measurement at
December 31, 2010

Quoted Prices in Active Significant Other
Markets for Identical Observable Inputs

Description December 31, 2010 Assets (Level 1) (Level 2)
Commercial paper $ 7,138 % — $ 7,13¢
Money market funds 52,95 52,95 —
U.S. Government debt securities 6,10(C — 6,10(C
Corporate securities 54,52 — 54,52

Total $ 120,70¢ $ 52,95 $ 67,75¢

The Company did not transfer any investments beti@eel 1 and level 2 of the fair value hierarchythe twelve months ended
December 31, 2011 and the twelve months ended Dmmedd, 2010.

The Company was issued a $3.0 million note fromiSenth in the second quarter of 2011, which wassified as Level 3 in the fair
value hierarchy. The note was classified as Lead there was no market data for this instrumeme. Company held the note to maturity,
which occurred on August 15, 2011. The followinlgléapresents the changes in Level 3 investmenthétwelve months endéaecember 31
2011 (in thousands):
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Beginning balance at January 1, 2011

Purchases and issuances
Settlements

Ending balance at December 31, 2011

5. GOODWILL AND INTANGIBLE ASSETS:

Fair Value Measurement Using
Significant Unobservable Inputs

(Level 3)

Note Receivable

3,00(
(3,000

The carrying amount of goodwill was $14.8 millios@f December 31, 2011 and December 31, 201Chelfiourth quarter of 2011 ,
goodwill was evaluated in accordance with ASC 380&oodwill and Other Intangible Assetsd no impairment charge was deemed

necessary during the year ended December 31, 2011 .

Intangible assets consist primarily of acquiredtises, in-process research and development antt pfgtes, and are reported net of
accumulated amortization. In August 2010, the CamgEcquired an earlgtage research and development company, resuttiting iaddition ¢
in-process research and development of $4.7 milllarDecember 2010, the Company acquired QspeedcSeductor resulting in the additi

of customer relationships of $0.9 million , and eleped technology of $1.8 million (see Note Atquisitions, below). The Company

amortizes the cost of all intangible assets overstiorter of the estimated useful life or the tefrthe acquired license or patent rights, which
range from five to ten years, with the exceptio$4f7 million of in-process research and develogmérich will be amortized once the

development is completed and products are avaifableale. The Company does not expect the amédiraf its in-process research and
development to begin in 2012. Amortization for acgd intangible assets was approximately $0.9 amilli $0.7 million and $0.7 million in the

years endeDecember 31, 2011, 2010 and 2009 , respectivélg.dompany does not believe there is any signifiesidual value associated

with the following intangible assets:

December 31, 2011

December 31, 2010

Accumulated

Accumulated

Gross Amortization Net Gross Amortization Net
(in thousands)
In-process research and development  $ 4,69C $ — $ 4,69C $ 4,69( — ¢ 4,69(
Technology licenses 3,00 (1,725 1,27¢ 3,00 (1,425 1,57¢
Patent rights 1,94¢ (1,949 — 1,94¢ (2,760 18¢
Developed technology 2,92( (829 2,091 2,92( (489 2,431
Customer relationships 91C (1149 79€ 91C — 91(
Other intangibles 37 (37) — 37 (37) —
Total intangible assets $ 1350t $ (4,659 $ 8,85 $ 13,50¢ (3,71) $ 9,79t

The estimated future amortization expense relatéaténgible assets at December 31, 2011 is amAfsll
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Estimated

Amortization
Fiscal Year (in thousands)
2012 $ 75E
2013 75E
2014 754
2015 592
2016 367
Thereafter 93¢
Total (1) $ 4,16:

(1) The total above excludes $4.7 million of imgess research and development which will be aregrupon completion of

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

The Company is organized and operates as one abfmgegment, the design, development, manufaatdenarketing of proprietal
high-voltage, analog integrated circuits for usengrily in the AC-DC power conversion markets. Tbempany's chief operating decision
maker, the Chief Executive Officer, reviews finadéhformation presented on a consolidated basipdioposes of making operating decisions
and assessing financial performance.

Customer Concentration

Ten customers accounted for approximately 65% , 688662% of net revenues for the years ended Desre®ih 2011 , 2010 and
2009 , respectively. A significant portion of thesgenues are attributable to sales of the Compggmgducts to distributors of electronic
components. These distributors sell the Compangdyxts to a broad, diverse range of end usersidimg OEMs and merchant power supply
manufacturers.

The following customers each accounted for 10% arenof total net revenues:

Year Ended December 31,
Customer 2011 2010 2009
Avnet

19% 17% 15%

ATM Electronic Corporation
13% 11% 10%

Avnet and ATM Electronic Corporation are distribig@f the Company's products. No other customerguaded for 10% or more of
the Company's net revenues in those periods.

Concentration of Credit Risk

Financial instruments that potentially subject @@mpany to concentrations of credit risk consistgpally of cash investments and
trade receivables. The Company has cash invesiodintes that limit cash investments to low-riskéstments. With respect to trade
receivables, the Company performs ongoing evalastid its customers' financial conditions and rezgiletters of credit whenever deemed
necessary. Additionally, the Company establisheallawance for doubtful accounts based upon facorsounding the credit risk of specific
customers, historical trends related to past wofts-and other relevant information. Account baksare charged against the allowance aft
means of collection have been exhausted and tleafpatfor recovery is considered remote. The Campboes not have any off-balance-sheet
credit exposure related to its customers. As ofdbdmer 31, 2011 and December 31, 2010, 79% and, Té8pectively, of accounts receivable
were concentrated with the Company's top 10 custame

The following customers each represented 10% oerabaccounts receivable:
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December 31, December 31,
Customer 2011 2010
Avnet 36% 21%
ATM Electronic Corporation 1C% *

Avnet and ATM Electronic Corporation are distribrg@f the Company’s products. No other customeesatted for 10% or more of the
Company’s accounts receivable in these periods.

International Sale:

The Company markets its products in and outsideéasth and South America through its sales persoanéla worldwide network of
independent sales representatives and distribuAsra.percentage of total net revenues, foreigameg, consists of domestic and foreign sales
to distributors and direct customers outside ofthand South America. Foreign revenue informat®hbased on the customers' bill-to location.

The revenue percentages are comprised of the fiolgpw

Year Ended December 31,

2011 2010 2009

Hong Kong/China 39% 33% 26%
Taiwan 21% 23% 30%
Korea 16% 20% 22%
Western Europe (excluding Germany) 1C% 8% 8%
Japan 6% 6% 4%
Singapore 2% 2% 2%
Germany 1% 2% 2%
Other 1% 1% 1%
Total foreign revenue 96% 95% 95%

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

Product Sale:

Approximately 98% to 99% of the Company's salethényears ended December 31, 2011 , 2010 and 2869from its three primary
families of low-power AC-DC power-conversion protiie TOPSwitch, TinySwitch and LinkSwitch. Approxately 1% to 2% of the

Company's sales came from other product families.

Revenue mix by product family for the years endeddmber 31, 2011 , 2010 and 2009 was as follows:

Years Ended December 31,

Product Family 2011 2010 2009
LinkSwitch 42% 37% 33%
TinySwitch 33% 38% 43%
TOPSwitch 23% 24% 23%
Other 2% 1% 1%

Revenue mix by end markets served is comprisedeofdilowing:

65




Table of Contents
POWER INTEGRATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Year Ended December 31,

End Market 2011 2010 2009

Consumer 38% 38% 35%
Communications 28% 31% 34%
Industrial electronics 22% 19% 17%
Computer 12% 12% 14%

7. EARNINGS PER SHARE:

Basic earnings per share are calculated by dividetgncome by the weighted-average shares of camstozk outstanding during
the period. Diluted earnings per share are caledlby dividing net income by the weighted-averdwgaeas of common stock and dilutive
common equivalent shares outstanding during thiegheDilutive common equivalent shares includedhis calculation consist of dilutive
shares issuable upon the assumed exercise of militsgjeacommon stock options, the assumed vestimyistanding restricted stock units and
performance based awards, and the assumed issofaamweards under the stock purchase plan, as comhpsiag the treasury stock method.

A summary of the earnings per share calculati@sifollows (in thousands, except per share amaunts)

Year Ended December 31,

2011 2010 2009

Basic earnings per share:

Net income $ 34,29. % 49,46¢ $  23,26¢

Weighted-average common shares 28,60¢ 27,83 26,92(

Basic earnings per share $ 1.2C % 1.7¢ % 0.8¢
Diluted earnings per share (1):

Net income $ 34,290 % 49,46: $  23,26¢

Weighted-average common shares 28,60¢ 27,831 26,92(

Effect of dilutive securities:

Employee stock plans 1,35¢ 1,71¢ 1,37

Diluted weighted-average common shares 29,96¢ 29,55¢ 28,29:

Diluted earnings per share $ 112 % 167 $ 0.82

(2) The Company includes the shares underlying perfocerdased awards in the calculation of dilutediageper share when they become

contingently issuable per ASC 260-Hxrnings per Sharand excludes such shares when they are not contipgesuable. The Company has
excluded all performance-based awards underlyie@€@11 awards in the 2011 calculation as thosessheere not contingently issuable as of
the end of the period, and has included all peréoroe-based awards underlying the 2010 and 200%awathe 2010 and 2009 calculation,
respectively, as those shares were contingenthaide upon the satisfaction of the annual targatsisting of net revenue and non-GAAP
operating earnings as of the end of the period.

Options to purchase 294,965 shares, 159,316 saade®,788,913 shares outstanding in the years ddbeleeimber 31, 2011 , 205dd
2009 , respectively, were not included in the cotapon of diluted earnings per share for the pegittibn ended because they were determined
to be anti-dilutive.
8. PROVISION FOR INCOME TAXES:
Income Taxe

The Company accounts for income taxes under thagions of ASC 740. Under the provisions of ASC ,/déferred
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tax assets and liabilities are recognized baseati@differences between the financial statememyitey amounts of existing assets and
liabilities and their respective tax bases, utiligthe tax rates that are expected to apply tdtexacome in the years in which those temporary
differences are expected to be recovered or settled

U.S. and foreign components of income before inctares were (in thousands):

Year Ended December 31,

2011 2010 2009
U.S. operations $ 18,88« $ 2231 $ 5,09:
Foreign operations 26,21 39,49: 25,43(
Total pretax income $ 4509 $ 61,808 $ 30,52

Undistributed earnings of the Company's foreigrsgdibries of approximately $175.9 million at DecemB1, 2011 are considered"
be indefinitely reinvested and, accordingly, noyismn for Federal income taxes has been provitletebn. Upon distribution of those
earnings in the form of dividends or otherwise, @@mpany would be subject to both U.S. Federal@tatk income taxes (subject to an
adjustment for foreign tax credits, where applieqlaind withholding taxes payable to various foraguantries. It is not practicable to detern
the income tax liability that might be incurredhise earnings were to be distributed.

The components of the provision for income taxesaarfollows (in thousands):

Year Ended December 31,

2011 2010 2009
Current provision:
Federal $ 7,756 $ 9,17¢ $ 5,46¢
State 24€ 58¢ 3,341
Foreign 474 98 47¢
8,47¢ 9,86: 9,29:
Deferred provision (benefit):
Federal 1,45¢ 2,28( (1,207)
State 84E 16C (811)
Foreign 23 39 (26)
2,32¢€ 2,47¢ (2,03¢)
Total $ 10,80« $ 12,34: 7,25¢

The Company is entitled to a deduction for Fedanal State tax purposes with respect to employeK sption activity. The net
reduction in taxes otherwise payable in excessipfaanount credited to income tax expense has lefkstted as an adjustment to additional
paid-in capital. For 2011 , 2010 and 2009 , theefiearising from employee stock option activitathresulted in an adjustment to additional
paid in capital was approximately $2.2 million ,$2nillion and $1.6 million , respectively.

The provision for income taxes differs from the amip which would result by applying the applicabkderal income tax rate to
income before provision for income taxes as follows
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2011 2010 2009
Provision computed at Federal statutory rate 35.0% 35.0% 35.0%
State tax provision, net of Federal benefit 0.5% 1.3% 0.5%
Business tax credits (5.7% (5.6)% (7.5)%
Stock-based compensation (0.2)% 2.6% 4.5%
Foreign income taxed at different rate (10.9)% (14.7)% (15.5)%
Valuation allowance 3.4% 0.2% 7.9%
Other 1.9% 1.2% (1.1)%
Total 24.0% 20.0% 23.8%

The components of the net deferred income tax &disdiflities) were as follows (in thousands):

December 31,

2011 2010

Deferred tax assets
Tax credit carry-forwards $ 700 $ 537t
Other reserves and accruals 5,42¢ 5,41¢
Stock compensation 6,80¢ 7,60¢

19,23 18,40:
Valuation allowance $ (5,955 $ (3,54))
Net deferred tax asset $ 1327¢ $ 14,85¢

In assessing the realizability of deferred tax sseanagement considers whether it is more likedy not that some portion or all of
the deferred tax assets will not be realized. Titimate realization of deferred tax assets is ddpatiupon the generation of future taxable
income during the periods in which those tempodiffgrences become deductible. Management consitlerscheduled reversal of deferred
tax liabilities and projected future taxable incoribe Company limits the deferred tax assets rdazedrrelated 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 manageodgrhgent, that all or part of the net
deferred tax assets will not be realized in tharieitthe Company would record a valuation allowadndée period the determination is made
addition, the calculation of tax liabilities invas significant judgment in estimating the impactio€ertainties in the application of complex
laws. Resolution of these uncertainties in a mam@msistent with the Company’s expectations cdwalde a material impact on its results of
operations and financial position.

As of December 31, 2011 , the Company continuesaimtain a valuation allowance on a portion ofdtdifornia deferred tax assets
as the Company believes that it is not more liten not that the deferred tax assets will be fidblized. The Company also maintains a
valuation allowance with respect to certain oftiéerred tax assets relating primarily to tax deetti certain non-U.S. jurisdictions.

As of December 31, 2011 , the Company had Califoresearch and development tax credit carryforwafdgproximately $13.0
million . There is no expiration of research anglelepment tax credit carryforwards for the stat€afifornia. As of December 31, 2011 , the
company had Federal research and developmenteedxk carryforwards of approximately $1.6 millioand Canadian scientific research and
experimental development tax credit carryforwarti$lo8 million , which will start to expire in 2028hd 2027, respectively, if unutilized.

Although the Company files U.S. federal, U.S. statel foreign tax returns, its major tax jurisdictis the U.S. In
the quarter ended March 31, 2011, the IRS inforthedCompany that the IRS intends to propose matatjastments to the
Company's taxable income for fiscal years 2003utna2006 related to the Company's intercompanyarekeand
development cost-sharing arrangement and relaseess In December 2011, the Company received anddd to the notice of proposed
adjustments from the IRS related to the Companysdompany research and development cost shariaggement. The Company believes
that the IRS position is without merit and intetalslefend its tax return position
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vigorously. The fiscal years 2007 through 2009ase under audit by the IRS.
Unrecognized Tax Benefits

The Company applies the provisions of ASC 740-&lating to accounting for uncertain income taxes.

Reconciliation of the Beginning and Ending AmoahtUnrecognized Tax Benefits (in thousands):
Unrecognized Tax Benefits Balance at January 19200 $ 20,68(
Gross Increases for Tax Positions of Current Year 4,18¢
Gross Decreases for Tax Positions of Prior Years —
Settlements —
Lapse of Statute of Limitations —

Unrecognized Tax Benefits Balance at December G292 24.,86¢
Gross Increases for Tax Positions of Current Year 5,26¢
Gross Decreases for Tax Positions of Prior Years (227)
Settlements —
Lapse of Statute of Limitations —
Unrecognized Tax Benefits Balance at December @102 29,91
Gross Increases for Tax Positions of Current Year 4,944

Gross Decreases for Tax Positions of Prior Years —
Settlements —
Lapse of Statute of Limitations —

Unrecognized Tax Benefits Balance at December 311 2 $ 34,85¢

The Company's total unrecognized tax benefits &eaember 31, 2011, 2010 and 2009 was $34.9 mill§29.9 million and $24.9
million , respectively. An income tax benefit of2$8 million would be recorded if these unrecognized tax benafi recognized. Although it
possible some of the unrecognized tax benefitsdcbelsettled within the next 12 months, the Compzamnot reasonably estimate the outc
at this time.

As of December 31, 2011 , the Company had accrdetrillion for payment of such interest and paealtwhich was classified as
non-current taxes payable. Approximately, $0.7iomillof interest and penalties were included inGeenpany's provision for income taxes for
the year-ended December 31, 2011 .

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.

9. COMMITMENTS:
Facilities

The Company owns its main executive, administrativenufacturing and technical offices in San J@sdifornia. The Company also
owns a research and development facility in Newelerwhich was purchased in 2010 in connection itstacquisition of an early-stage
research and development company.

Future minimum lease payments under all non-cahtl@perating lease agreements as of Decembe31,de as follows (in

thousands):
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Fiscal Year
2012 $ 1,10¢
2013 782
2014 30¢
2015 104
2016 59
Thereafter 14
Total minimum lease payments $ 237

Total rent expense amounted to $1.7 million , $ifion and $0.8 million in the years ended Decenfiy 2011 , 2010 and 2009 ,
respectively.

Purchase Obligation

At December 31, 2011 the Company had approxim&2®9 million of non-cancelable purchase obligatiaonsisting primarily of
inventory related items.

Guaranty

In December 2011, the Company entered into a $#lldmlease guaranty agreement (the "Guaranty Agrent”) with a third party.
In accordance with the terms of the Guaranty Agesenthe Company guarantees SemiSouth's performartss SemiSouth's equipment le
with such third party. The Guaranty Agreement stetain in place until Semisouth secures additifinahcing.

Lease Line

In February 2011, the Company entered into an aggaeto provide a lease line for the financing apital equipment, in connection
with the Company's investment in SemiSouth LaboiegoUnder the term of the agreement, SemiSouttotzdories can borrow up to $8.6
million through January 2013. Refer to Note ll8ase Line to Third Partyfor further details.

10. LEGAL PROCEEDINGS AND CONTINGENCIES:

From time to time in the ordinary course of businélse 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 o
damages award. Fairchild also raised defensesmtintgthat the asserted patents are invalid orfonesable, 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 patemtssuit. 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

70




Table of Contents
POWER INTEGRATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

enforceability and ruled that all four patents anéorceable. On December 12, 2008, the Court rotretthe remaining post-trial motions,
including granting a permanent injunction, redudimg damages award to $6.1 million , granting Félidca new trial on the issue of willful
infringement in view of an intervening change ie thw, and denying the Company's motion for in@datamages and attorneys' fees with
leave to renew the motion after the resolutiorhefissue of willful infringement. On December 2008, at Fairchild's request, the Court
temporarily stayed the permanent injunction ford@9s to permit Fairchild to petition the FederalcGit Court of Appeals for a further stay.
January 12, 2009, Fairchild filed a notice of appballenging the Court's refusal to enter a maer@anent stay of the injunction, and Fairc
filed additional motions requesting that both tlegl€ral Circuit and the District Court extend thregysif injunction. The District Court
temporarily extended the stay pending the Feddralf€ ruling on Fairchild's pending motion, buetkederal Circuit dismissed Fairchild's
appeal and denied its motion on May 5, 2009, aadXistrict Court issued an order on May 13, 2008ficming the reinstatement of the
permanent injunction as originally entered in Deben2008. On June 22, 2009, the Court held a baath re-trial on the issue of willful
infringement, and the parties completed post-biadfing on the issue of willfulness shortly thetea On July 22, 2010, the Court found that
Fairchild willfully infringed all four of the asstrd patents. The Court also invited briefing onasmded damages and attorneys' fees, and
Fairchild filed a motion requesting that the Caurtend its findings regarding willfulness. On Jaguis, 2011, the Court denied Fairchild's
request to amend the findings regarding Fairchildiéul infringement and doubled the damages awagdinst Fairchild but declined to award
attorneys' fees. On February 3, 2011, the Coudredtfinal judgment in favor of the Company footat damages award of $12.9 million .
Fairchild filed a notice of appeal challenging fimal judgment and a number of the underlying rgdinand the Company filed a cross-appeal
seeking to increase the damages award. Briefinh@appeal is complete, and the appeal was arguddruary 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 claimsiit, which proceeded to a hearing.
The hearing on the investigation was held befoeeAtiministrative Law Judge (“ALJ”) from January tt8January 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 NowertiB, 2007, the Federal Circuit affirmed the ITi@iglings 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 February28D9. 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 (“SG”) in the Unitedt8s District 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@gliil's counterclaims, denying
infringement and asking for a declaration from @wurt that it
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does not infringe any Fairchild patent and thatRh&child patents are invalid. Fairchild also dila motion to stay the case, but the Court
denied that motion on December 19, 2008. On Mard@®089, Fairchild filed a motion for summary judgmo preclude any recovery for post-
verdict sales of parts found to infringe in thetjgs’ other ongoing litigation, described above] #re Company filed its opposition and a cross-
motion to preclude Fairchild from fgigating the issues of infringement and damagegtiose same products. On June 26, 2009, the Gela

a hearing on the parties’ motions, and on Julyp@92he Court issued an order denying the partieions but staying proceedings with resj

to the products that were found to infringe andalitdre subject to the injunction in the other Deleamcase between the parties pending the
entry of final judgment in that case; the remainafethe case is proceeding. On December 18, 26@9Cburt issued an order construing cel
terms in the asserted claims of the Company's airdtild's patents in suit. Following the Courtitimg on claim construction, Fairchild
withdrew its claim related to one of its patentd aignificantly reduced the number of claims aggkfor the remaining two patents. The pal
thereafter filed and argued a number of motionstonmary judgment, and the Court denied the mgjofithe parties' motions but granted the
Company's motion to preclude Fairchild from re-amguwalidity positions that were rejected in théopicase between the parties. Because the
assigned Judge retired at the end of July 2010;ake was re-assigned to a different Judge, anddbg vacated the trial schedule and had the
parties provide their input on the appropriate sewf action. The Court thereafter set a trial dakewith the jury trial on infringement and
validity to begin in July 2011. On February 10, 20the Court issued an order maintaining the stily igspect to the products that were found
to infringe and which are subject to the injunctinrihe other Delaware case pending the appeabindase. On April 18, 2011, the Court
rescheduled the trial to begin in January 2012,aandune 2, 2011 the Court moved the trial dafetait the parties to address another patent
the Company has accused Fairchild of infringinge parties both filed summary judgment motions reigarthe patent the Company added to
the case last summer; rulings are expected inadheng months, and trial is currently scheduleddgib in April 2012.

On June 28, 2004, the Company filed a complainp&dent infringement in the U.S. District Court,t@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 Cirqapeal 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, @anotimer 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 sagnenforceable. 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@is2011. 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 $19.0 million .
Power Integrations Netherlands filed invalidationgeedings for all four asserted SG patents irPénaple's Republic of China Patent
Reexamination Board (PRB) of the State IntellecRralperty Office (SIPO), and all four challengesevaccepted by the PRB, with hearings
conducted in September 2010. Early this JanuaeyCtdmpany received rulings from the PRB invalidatime majority of the claims Fairchild
asserted in litigation. The Suzhou Court thereafterducted evidentiary hearings, and the partie$alowing up regarding further

72




Table of Contents
POWER INTEGRATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

expert discovery, with no trial date set at thiseti The Company believes the Fairchild and SG daliscussed above are without merit 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@#€ice (“PTO") as part of the ongoing reexaminatproceedings related to one of the
patents asserted against Fairchild and SG in thew2ee litigation described above. The Companylfdemotion for summary judgment on a
preliminary jurisdictional issue, and the PTO file@ross-motion to dismiss on this same issuefibgi®n these motions is now complete, with
a ruling expected in the coming months. No schetakebeen set for the case.

The Company is unable to predict the outcome ddllpgoceedings with certainty, and there can bagsarance that Power
Integrations will prevail in the abovaentioned unsettled litigations. These litigatiombether or not determined in Power Integratioagdf ol
settled, will be costly and will divert the efforad attention of the Company's management anditadtpersonnel from normal business
operations, potentially causing a material adveffeet on the business, financial condition andratieg results. Currently, the Company is not
able to estimate a loss or a range of loss foottgwing litigation disclosed above, however adveeterminations in litigation could result in
monetary losses, the loss of proprietary rightbjestt the Company to significant liabilities, requPower Integrations to seek licenses from
third parties or prevent the Company from licengimg 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 in&atrthe Company that the IRS intends to proposeriabseljustments to the
Company's taxable income for the years 2003 thr@@glé related to the Company's intercompany rebesard development cost-sharing
arrangement and related issues and in December 2@l Company received an addendum to the notipeopfosed adjustments from the IRS
related to the Company's intercompany researctdanelopment cost sharing arrangement (refer to Rd®eovision for Income Taxfor
further details). The Company believes that the pRSition is without merit and intends to defersdtéx return position vigorously.

11. ACQUISITIONS:

On February 26, 2010, the Company entered intdinitiee agreement to purchase the assets of dy-stage research and
development company involved in developing certaghnology that is consistent with the Companyg/iterm business strategy, for cash
totaling $11.5 million . The Company accountedtfa transaction as an acquisition of a businedscampleted the acquisition on August 26,
2010. The Company allocated $6.2 million of theghaise price to goodwill, which is deductible fox purposes, $4.7 million to in-process
research and development, which the Company witlrtize over the estimated life of the technologpmpgompletion of its development (the
Company does not expect the amortization of ingssaesearch and development to begin in 2012)$@dmillion to fixed assets. The
Company also expensed $0.4 million of acquisitielated costs which were recorded as general anthedirative expense in 2010. Goodwill
recognized in the acquisition was derived from expe benefits from future technology, cost synergied a knowledgeable and experienced
workforce.

On December 31, 2010, the Company acquired ceataats of Qspeed Semiconductor for approximately idifllion in cash. The
Company accounted for the transaction as an atiquisif a business.

The Company's acquisition of Qspeed effectivelylestt preexisting license agreement under whielbmpany had paid Qspeed a
prepaid royalty of $5.25 million in exchange foethse of its technology. Because the terms ofiteade agreement were determined to
represent fair value at the acquisition date, tam@any did not record any gain or loss separately the acquisition and the $5.25 million
unamortized prepaid royalty was included as pathefacquisition-date fair value of considerati@nsferred.

Fair value consideration consists of the followiirgthousands):
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Cash $ 6,95¢
Settlement of preexisting arrangement 5,25(
Total $ 12,20¢

Of the total consideration transferred, $6.8 millisas allocated to goodwill, which is deductible fax purposes, $1.8 million was
allocated to developed technology, $0.9 million whlscated to customer relationships, $0.4 millieas allocated to fixed assets, $2.1 million
was allocated to inventory, including $0.6 milliohinventory markup, which will be amortized to to$ revenues, and $0.2 million was
allocated to accounts receivable. Goodwill recogaiin the acquisition of Qspeed Semiconductor vesiveld from expected benefits from
future technology, cost synergies and a knowledgeatd experienced workforce.

12. 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, with a carrying value of $7.0 million dgorepaid royalty of $10.0 million within
Other Assets in the Company's consolidated balaheet as of December 31, 2011 . The Company ddescpect 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 term of the agreement, SenttiSzan borrow up to $8.6 million through Januarg20As of December 31, 2011, a total
of $8.5 million had been funded, comprised of; $8iflion funded, less payments withheld under thase arrangement to finance capital
equipment, and $4.6 million paid as deposits oripgment which the Company will lease to SemiSoutbrugelivery of such equipment, refer
to Note 13l ease Line to Third Partyfor details. The Company included the lease dgeeivable and deposits on equipment in Other Asset
and Prepaid Expenses and Other Current Assets @olitsolidated balance sheet at December 31, 2011 .

In December 2011, the Company entered into a $#lldmlease guaranty agreement (the "Guaranty Agrent") with a third party.
In accordance with the terms of the Guaranty Agesgnthe Company guarantees SemiSouth's performartss SemiSouth's equipment le
with such third party. The Guaranty Agreement stetiain in place until SemiSouth secures additifinahcing.

The Company has determined that its investmenemiSouth, in which the Company holds less than 2qUty interest, is a variab
interest entity (“VIE") in which the Company is nibte primary beneficiary. The primary factors ie thompany's assessment were; (i)
SemiSouth's management team and board of direstmessolely responsible for all business and firdrecisions for SemiSouth and (i) the
Company does not have the ability to direct theviets that significantly impact the economic perhance of SemiSouth. The Company
accounts for its non-marketable investment in Semwi$under the cost method.

The Company's maximum exposure to loss as a refsidt interest in SemiSouth is limited to the aagate of the carrying value of its
equity investment, up to $8.6 million for the ledise agreement and up to $2.5 million for the Gundy Agreement. There were no additional
future funding commitments to SemiSouth as of Dduem31, 2011 .

The Company's investment in SemiSouth is perioljicaviewed for other-than-temporary declines iim f@alue by considering
available evidence, including general market caonét, SemiSouth's financial condition, pricing @ent rounds of financing, earnings and
cash flow forecasts, recent operational performamckany other readily available market data.

The Company's 2010 agreement with SemiSouth preyataong other things, that the Company has theroft acquire SemiSouth
in the future (“Call Option”) and that the Compamygy be obligated to acquire SemiSouth at a futate il SemiSouth achieves certain
financial performance conditions (“Put Option”).e'lRut and Call Options terminate on the date thapproximately a month following
delivery to the Company of SemiSouth's financiatesnents for the quarter ending June 30, 2013.
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The Call Option can be exercised by the Compamyratltiple of SemiSouth's annualized net opergtirtgits after tax (‘“NOPAT”)
(based on the average of such measures duringncertenths), as defined in the agreement. The melifpintended to result in an acquisition
price equal to the estimated fair value of SemiBolihe minimum acquisition price would be $36 roifli, subject to certain adjustments.

The Put Option can only be exercised by SemiSounte @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 vali&emiSouth. In order to reach the revenue aafitpnetrics required to exercise the Put
Option, SemiSouth would need to increase its qtlgintevenue to approximately 17 times the levetesfenues in the fourth quarter of 2011.

The NOPAT multiple was determined to reflect faatue based on the Market Approach using Level @tgthat are derived
principally from observable market data by compgunmultiples for similar publicly traded compani&sie to the fact that the strike price of
Call Option and Put Option is continually beinguedgd to reflect the changes in the fair valueeshisouth, neither the Put Option nor the
Option are expected to have value. Based on thetars, the fair value of each of the Put Optiod the Call Option was determined to be
zero.

In July 2011, SemiSouth obtained $15 million of iiddal financing through the sale, and concurte@nsing back, of its intellectual
property ("IP") with a financing company. In contien with this arrangement, the Company entereal antontingent purchase commitment
with the financing company for SemiSouth's IP. Thatingent purchase commitment requires the Compmpyrchase the IP previously
owned by SemiSouth from its new owner for $15 miill{plus reimbursement of certain expenses) urekéaio conditions generally relating to
SemiSouth's failure to make certain payments oriSeuth's insolvency. In this event, the agreemet# forth a process to be followed before
the Company's purchase commitment matures. Hiesgreement allows the Company to exercise its@alon for a certain period of time
and under certain conditions. If the Company dadsmitially exercise its Call Option, then Semi$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 Cagnpeovided a $15 million letter of credit in Augi011 to the financing company to
secure the contingent purchase commitment.

In addition, the Company entered into a contraduily 2011 with SemiSouth to act as a sales reptathee for SemiSouth. 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 dhevit cause by giving prior written notice to tither party.

13. LEASE LINE TO THIRD PARTY:

In February 2011, the Company entered into an aggaewith SemiSouth to provide a lease line forfthencing of capital
equipment. Under the term of the agreement, SenttiSzan borrow up to $8.6 million through Januart2@reduced from $15.5 million at
March 31, 2011). As of December 31, 2011 , a wi&8.5 million had been funded, comprised of: $8iflion funded, less payments withheld
under this lease arrangement to finance capitapatgnt, and $4.6 million paid as deposits on eqgeipimvhich the Company will lease to
SemiSouth upon delivery of such equipment. The Gomipncluded the lease line receivable and depositsquipment in Other Assets and
Prepaid Expenses and Other Current Assets iniitsatidlated balance sheet at December 31, 2011 totdldease payments related to the $3.9
million funded, including interest, will be recetvever a four-to-eight year term and are refledteithe table below (in millions):
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Total Minimum

Fiscal Year Lease Payments

2012 $ 0.€
2013 0.€
2014 0.€
2015 0.€
2016 0.€
Thereafter 1.C
Total $ 4.C

The Company assessed the credit worthiness of Sethi&t the inception of the lease line, and isitoong their credit quality on an
ongoing basis. If the credit worthiness of Semifaiiminishes the Company will establish a spec#gerve against the lease line receivable at
that time.

14. BANK LINE OF CREDIT:

In February 2011, the Company entered into an umsdaredit agreement with a bank (the “Credit Agnent”). Pursuant to the
Credit Agreement, the Company can request, frora tortime until February 2013, advances in an ammoanto exceed an aggregate principal
amount of $50.0 million , the proceeds of which barused for working capital requirements and offesreral corporate purposes. The
agreement also covers advances for commerciatdeifecredit. At December 31, 2011 , the Comparg/4&15.0 million outstanding letter of
credit in connection with an existing contingentghase commitment (refer to Note 12yestment in Third Partyfor further details). As of
December 31, 2011 the balance of this credit Bneniused and available. The terms of this credéergent require the Company to remain in
compliance with certain financial and other coveesawith which the Company is currently in comptian

15. SELECTED QUARTERLY INFORMATION (Unaudited):

The following tables set forth certain data frora bompany's consolidated statements of incomesfth ef the quarters in the years
ended December 31, 2011 and 2010 .

The unaudited quarterly consolidated financialestagnts have been prepared on the same basisasditexd consolidated financial
statements contained herein and include all adgstethat the Company considers necessary for prissentation of such information when
read in conjunction with the Company's annual aad@onsolidated financial statements and notestihappearing elsewhere in this report.
The operating results for any quarter are not resrég indicative of the results for any subsequmeriod or for the entire fiscal year (in
thousands, except per share data).

Three Months Ended

(unaudited)
Dec. 31, Sept. 30, June 30, Mar. 31, Dec. 31, Sept. 30, June 30, Mar. 31,
2011 2011 2011 2011 2010 2010 2010 2010

Net revenues $ 66,73 $ 7506 $ 8018 $ 76,76 $ 7298 $ 7545 $ 7985¢ $ 71,507
Gross profit $ 3155« $ 3504 $ 3762¢ $ 36421 $ 36,12¢ $ 39,008 $ 41,48¢ $ 35,92
Net income $ 6,32¢ $ 751 $ 1059¢ $ 9,85¢ % 892¢ $ 1263: $ 15587 $ 12,31
Earnings per share

Basic $ 02 $ 026 $ 037 $ 034 $ 03z $ 04t 05¢ $ 0.4¢

Diluted $ 02z $ 028 % 03 $ 03% % 03C $ 04: % 05 $ 0.4z
Shares used in per share calculat

Basic 28,07° 28,79¢ 28,93¢ 28,62¢ 28,13 27,89 27,84+ 27,47(

Diluted 29,17: 29,87¢ 30,34¢ 30,185 29,84 29,28: 29,53t 29,35¢
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16. SUBSEQUENT EVENT:

The Company loaned SemiSouth $2.25 milliothe form of a promissory note issued in Febri20%2. The Company intends to h
the note to maturity which occurs in April 2012,uron SemiSouth's receipt of additional funding.
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Valuation and Qualifying Accounts

The Company maintains an allowance for doubtfubaats for estimated losses resulting from the iitglof customers to make required
payments. This allowance is established using estismformulated by the Company's management bgeedfactors such as the composition
of the accounts receivable aging, historical baat,dshanges in payments patterns, customer credftimess, and current economic trends.
Company maintains an allowance for the distributshgp and debit credits relating to the sell-tlylowf the Company's products. This reserve

Schedule Il

is established using the Company's historical ahgbdebit amounts and levels of inventory in thgritiutor channels.

Following is a summary of the activity in the allamce for doubtful accounts and allowance for ship @ebit credits:

Classification

(in thousands)

Allowances for doubtful accounts:
Year ended December 31, 2009
Year ended December 31, 2010
Year ended December 31, 2011

Classification

(in thousands)

Allowances for ship and debit credits:
Year ended December 31, 2009
Year ended December 31, 2010
Year ended December 31, 2011

Balance at Charged to Balance at
Beginning of Costs and End of
Period Expenses Deductions(1) Period

$ 306 $ 4 s — 3 302

$ 30z $ 1 % (29 $ 27E

$ 271 $ 73 % (139 $ 21E

Balance at Charged to Balance at

Beginning of Costs and End of
Period Expenses Deductions(2) Period

$ 9461 $ 7048 $ (62,98) $ 16,96
$ 16,967 $ 130,99 $ (12347) $ 24,48
$ 2448 $ 14274 $ (147,75) $ 19,46«

(1) Deductions relate to amounts written offingathe allowances for doubtful accounts.

(2) Deductions relate to ship and debit creditadslswhich adjust the sell-in price from the staddiistribution price to the pre-approved
lower price. Refer to Note Summary of Significant Accounting Policidser the Company's revenue recognition policyluding the
Company's accounting for ship and debit claims.
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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 bef

by the undersigned thereunto duly authorized.

Dated: February 28, 2012
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/s/ SANDEEP N AYYAR

Sandeep Nayyar

Chief Financial Officer (Duly Authorized Officer dn
Principal Financial Officer and Chief Accounting
Officer)
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POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signature appears below constitutes anoirgpBalu
Balakrishnan and Sandeep Nayyar his true and laatfoiney-in-fact and agent, with full power of stitution and, for him and in his name,
place and stead, in any and all capacities toaignand all amendments to this Report on Form 18+, to file the same, with all exhibits
thereto and other documents in connection therewith the Securities and Exchange Commission,tgrgmunto said attorney-in-fact and
agent full power and authority to do and perforroheand every act and thing requisite and necessdrg done in connection therewith, as

fully to all intents and purposes as he might arldao in person, hereby ratifying and confirmirdigtlaat said attorney-in-fact and agent, or his
substitute or substitutes, may lawfully do or catessbe done by virtue hereof.

PURSUANT TO THE REQUIREMENTS OF THE SECURITIES EXBNGE ACT OF 1934, THIS REPORT HAS BEEN SIGNED
BY THE FOLLOWING PERSONS ON BEHALF OF THE REGISTRAMND IN THE CAPACITIES AND ON THE DATES INDICATEL

Dated: February 28, 2012 By: /s/ BALU BALAKRISHNAN
Balu Balakrishnan
President, Chief Executive Officer
(Principal Executive Officer)

Dated:February 28, 2012 By: /s/ SANDEEP NAYYAR
Sandeep Nayyar
Chief Financial Officer

(Principal Financial and Principal
Accounting Officer

Dated: February 28, 2012 By: /s/ ALAN D. BICKELL
Alan D. Bickell
Director

Dated: February 28, 2012 By: /s/ NICHOLAS E. BRATHWAITE
Nicholas E. Brathwaite
Director

Dated: February 28, 2012 By: /s/ E. FLOYD KVAMME
E. Floyd Kvamme
Director and Chairman of the Board
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Dated: February 28, 2012 By: /s/ STEVEN J. SHARP

Steven J. Sharp
Director

Dated: February 28, 2012 By: /s/ BALAKRISHNAN S. IYER

Balakrishnan S. lyer
Director

Dated: February 28, 2012 By: /s/ WILLIAM GEORGE

Bill George
Director
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POWER INTEGRATIONS, INC.
INDEX TO EXHIBITS
TO
FORM 10-K ANNUAL REPORT
For the Year Ended
December 31, 2011

EXHIBIT
NUMBER DESCRIPTION

3.1 Restated Certificate of Incorporation.

3.2 Amended and Restated Bylaws. (As filed with the SISE&Xxhibit 3.1 to our Current Report on Form 8+K o
January 30, 2012, SEC File No. 000-23441.)

4.1 Reference is made to Exhibits 3.1 to 3.2.

10.1 Form of Indemnity Agreement for directors and défie. (As filed with the SEC as Exhibit 10.1 to our
Registration Statement on Form S-1 on Septembetd97, SEC File No. 000-23441.)*

10.z 1997 Stock Option Plan (as amended through Jartar005) (as filed with the SEC as Exhibit 10.®tw
Quarterly Report on Form 10-Q on May 6, 2005, SHE IRo. 000-23441).*

10.2 1997 Outside Directors Stock Option Plan (as filétlh the SEC as Exhibit 10.3 to our Quarterly Re:mor
Form 10-Q on August 6, 2009, SEC File No. 000-2344H forms of agreements thereunder (as filed thith
SEC as Exhibit 10.4 to our Registration Statementarm S-1 on September 11, 1997, SEC File No. 000-
23441).*

10.4 1997 Employee Stock Purchase Plan (as filed watSC as Exhibit 10.5 to our Annual Report on Faf¥K
on March 2, 2009). The forms of agreements thereugas filed with the SEC as Exhibit 10.5 to our
Registration Statement on Form S-1 on Septembetd9/, SEC File No. 000-23441).*

10.5 1998 Nonstatutory Stock Option Plan. (As filed wittle SEC as Exhibit 10.4 to our Quarterly ReporForm
10-Q on August 6, 2009, SEC File No. 000-23441.)*

10.€ Executive Officer Benefits Agreement between us Rackk Bell, dated April 25, 2002. (As filed withe SEC
as Exhibit 10.15 to our Quarterly Report on ForraQ@On May 10, 2002, SEC File No. 000-23441.)*

10.7 Executive Officer Benefits Agreement between us dotth Tomlin, dated April 25, 2002. (As filed withe
SEC as Exhibit 10.19 to our Quarterly Report omfr@0-Q on May 10, 2002, SEC File No. 000-23441.)*

10.& Executive Officer Benefits Agreement between us @lifflord J. Walker, dated April 25, 2002. (As filevith
the SEC as Exhibit 10.20 to our Quarterly ReporForm 10-Q on May 10, 2002, SEC File No. 000-23y41.

10.¢ Technology License Agreement between us and Maitaustkectronics Corporation, dated as of June 902
(As filed with the SEC as Exhibit 10.28 to our Qeay Report on Form 10-Q on November 14, 2000, SEC
File No. 000-23441.)

10.1C Amended and Restated Wafer Supply Agreement betwgand OKI Electric Industry Co., Ltd., dated &s o
April 1, 2003. (As filed with the SEC as Exhibit.BQ to our Quarterly Report on Form 10-Q on August
2003, SEC File No. 000-23441.)t

10.11 Wafer Supply Agreement between us and ZMD AnalogddiSignal Services GmbH & Co. KG, dated as of
May 23, 2003. (As filed with the SEC as Exhibit3®to our Quarterly Report on Form 10-Q on Augyst 7
2003, SEC File No. 000-23441.)t

10.12 Amendment Number One to the Amended and Restatdédrn\8apply Agreement between us and OKI Electric
Industry Co., Ltd., effective as of August 11, 2004s filed with the SEC as Exhibit 10.22 to ourrzunt
Report on Form-K on April 18. 2006. SEC File No. 0-23441.)t



10.1: 2012 Executive Officer Cash Compensation Arrangemand 2012 Bonus Plan (As described in Item 5f02 o
our Current Report on Form 8-K filed with the SE€January 30, 2012, SEC File No. 000-23441.)*

10.1¢ Form of Director Option Grant Agreement. (As fileith the SEC as Exhibit 10.9 to our Quarterly Remor
Form 10-Q on May 6, 2009, SEC File No. 000-23441.)*

10.1¢  Amendment No. 1 to Nonstatutory Stock Option Agreeta for Outside Directors, dated February 20, 2007
between us and Alan Bickell. (As filed with the SBEEEXxhibit 10.35 to our Annual Report on Form 10+
March 8, 2007, SEC File No. 000-23441.)*
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EXHIBIT
NUMBER

10.1¢

10.1%

10.1¢

10.1¢

10.2(

10.21

10.2%

10.2:

10.2¢

10.2¢

10.2¢

10.27

10.2¢

10.2¢

10.3(

DESCRIPTION

Amendment No. 1 to Nonstatutory Stock Option Agreata for Outside Directors, dated February 20, 2007
between us and Nicholas Brathwaite. (As filed it SEC as Exhibit 10.36 to our Annual Report omi-o
10-K on March 8, 2007, SEC File No. 000-23441.)*

Amendment Number One to the Wafer Supply Agreerhetween Power Integrations International, Ltd. and
Seiko Epson Corporation, with an effective dat®etember 19, 2008. (As filed with the SEC as ExHibil
to our Quarterly Report on Form 10-Q on May 6, 208BC File No. 000-23441.)t

2007 Equity Incentive Plan, and amendment andteseent of the 1997 Stock Option Plan (As filed wifie
SEC as Exhibit 10.2 to our Quarterly Report on F&0¥Q on August 6, 2009, SEC File No. 000-23441.)*

Forms of Option Agreements under the 1997 Stocko@Rlan with Executive Officers in connection witte
Chief Executive Officer Benefits Agreement and Ehexcutive Officer Benefits Agreements. (As filedhwihe
SEC as Exhibit 10.40 to our Annual Report on Fof¥Klon August 8, 2007, SEC File No. 000-23441.)*

Forms of Option Agreements under the 1997 Stocko@lan. (As filed with the SEC as Exhibit 10.4lour
Annual Report on Form 10-K on August 8, 2007, SHE Ro. 000-23441.)*

Letter agreement, dated as of August 31, 2007,detiPower Integrations, Inc. and Derek Bell. (Aedfiwith
the SEC as Exhibit 10.2 to our Quarterly ReporForm 10-Q on November 9, 2007, SEC File No. 000-
23441.)*

Amended and Restated Chief Executive Officer Bésiéfgreement, dated as of August 8, 2007, and eahter
into August 15, 2007, between Power Integratioms, &nd Balu Balakrishnan. (As filed with the SEEC a
Exhibit 10.3 to our Quarterly Report on Form 104QNovember 9, 2007, SEC File No. 000-23441.)*

Amendment to Executive Officer Benefits Agreemelatted as of August 8, 2007, and entered into Autfbist
2007, between Power Integrations, Inc. and Clifik&a (As filed with the SEC as Exhibit 10.6 to our
Quarterly Report on Form 10-Q on November 9, 2@BHC File No. 000-23441.)*

Executive Officer Benefits Agreement, dated as o§iést 8, 2007, and entered into August 15, 200(fyden
Power Integrations, Inc. and Doug Bailey. (As fileith the SEC as Exhibit 10.8 to our Quarterly Reéjom
Form 10-Q on November 9, 2007, SEC File No. 000423#

Amendment to Executive Officer Benefits Agreemelatted as of August 8, 2007, and entered into Autfbist
2007, between Power Integrations, Inc. and Derdk @es filed with the SEC as Exhibit 10.9 to ouu@rterly
Report on Form 10-Q on November 9, 2007, SEC Fde(00-23441.)*

Amendment Number Two to the Amended and RestatefgVBapply Agreement between Power Integrations
International, Ltd. and OKI Electric Industry Chtd., effective as of April 1, 2008. (As filed withe SEC as
Exhibit 10.5 to our Quarterly Report on Form 10#@d on August 8, 2008, SEC File No. 000-23441.)

Amendment Number Three to the Amended and Resvdtddr Supply Agreement between Power
Integrations International, Ltd. and OKI Electriwustry Co., Ltd., effective as of June 9, 200& fifed with
the SEC as Exhibit 10.5 to our Quarterly ReporForm 10-Q filed on August 8, 2008, SEC File No.-000
23441.)

Form of Performance Stock Unit Grant Notice andd®arance Stock Unit Agreement. (As filed with thES
as Exhibit 10.1 to our Quarterly Report on FormQ@@n August 6, 2009, SEC File No. 000-23441.)*

Forms of Option Agreements under the 2007 Equitgihtive Plan (As filed with the SEC as Exhibit @¥4)
to our Schedule TO filed on December 3, 2008, SECNo0. 000-23441.)*

Wafer Supply Agreement, between Seiko Epson Cotjporand Power Integrations International, Ltd.
effective as of April 1, 2005. (As filed with th&eE as Exhibit 10.1 to our Quarterly Report on FA®RQ filed



on November 7, 2008, SEC File No. 000-23441.)t

10.31 Amendment Number Four to the Amended and Restat&i@VBupply Agreement between Power Integrations
International, Ltd. and OKI Electric Industry Catd., dated September 15, 2008. (As filed with $tC as
Exhibit 10.2 to our Quarterly Report on Form 10#@d on November 7, 2008, SEC File No. 000-23441.)t

10.32 Forms of Stock Option Agreements to be used indbireEquity Compensation Program. (As filed witk th
SEC as Exhibit 10.5 to our Quarterly Report on F&o¥Q filed on November 7, 2008, SEC File No. 000-
23441.)*

10.3:  Amendment to Immediately Exercisable Non-Qualifg&tdck Option Agreement between Power Integrations,
Inc. and Balu Balakrishnan, dated February 2, 2889iled with the SEC as Exhibit 10.59 to our Aahu
Report on Form 10-K on March 2, 2009, SEC File 820-23441.)*
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EXHIBIT
NUMBER

10.3¢

10.3¢

10.3¢

10.3i

10.3¢

10.3¢

10.4(

10.41

10.42

10.4:

10.4¢

10.4¢

10.4¢

10.47

10.4¢

DESCRIPTION

Director Equity Compensation Program, as revisedidey 27, 2009 (as filed with the SEC as Exhibi6Do
our Annual Report on Form 10-K on March 2, 2009CSHle No. 000-23441.)*

Amendment Number Five to the Amended and Restata@MEupply Agreement between Power Integrations
International, Ltd. and OKI Semiconductor Co., | thted November 14, 2008 (as filed with the SEC as
Exhibit 10.61 to our Annual Report on Form 10-KMarch 2, 2009, SEC File No. 000-23441.)

Amendment No. 1 to the Power Integrations, Inc.71@@itside Directors Stock Option Plan, effectivefs
January 27, 2009 (as filed with the SEC as ExHiBi62 to our Annual Report on Form 10-K on March 2,
2009, SEC File No. 000-23441.)*

Power Integrations, Inc. Compliance Policy RegaydRC Section 409A (as filed with the SEC as Exhibi
10.63 to our Annual Report on Form 10-K on Marc2@)9, SEC File No. 000-23441.)*

Amendment Number Five to the Amended and Restatai@MEupply Agreement between Power Integrations
International, Ltd. and XFAB Dresden GmbH & Co. Kéated December 23, 2009. (As filed with the SEC as
Exhibit 10.65 to our Annual Report on Form 10-KFEebruary 26, 2010, SEC File No. 000-23441.) 1

Amendment Number One to the Amended and Restatddr\8apply Agreement between Power Integrations
International, Ltd. and XFAB Dresden GmbH & Co. Ke&fective as of July 20, 2005. (As filed with tBEC
as Exhibit 10.66 to our Annual Report on Form 1o+KFebruary 26, 2010, SEC File No. 000-23441.) t

Amendment No. 2 to Wafer Supply Agreement, betw®eiko Epson Corporation and Power Integrations
International, Ltd., entered into on January 5,22(As filed with the SEC as Exhibit 10.47 to ournAmal
Report on Form 10-K filed on February 25, 2011, SHE No. 000-23441.)

Form of Restricted Stock Unit Grant Notice and FafniRestricted Stock Unit Award Agreement (As filed
with the SEC as Exhibit 10.1 to our Quarterly Repor Form 10-Q on May 6, 2010, SEC File No. 0004B)
*

Amendment No. 2 to the Power Integrations, Inc.71@@itside Directors Stock Option Plan, effectivefs
April 12, 2010 (As filed with the SEC as Exhibit.2Go our Quarterly Report on Form 10-Q filed onyM&a
2010, SEC File No. 000-23441.)*

2010 Executive Compensation Arrangements (Describbelér Item 5.02 of our Current Reports on Form,8-K
as filed with the SEC on February 5, 2010 and At#il 2010, SEC File No. 000-23441.)*

Offer Letter, dated June 23, 2010, between Powegtations, Inc. and Sandeep Nayyar (As filed wWithSEC
as Exhibit 10.2 to our Quarterly Report on FormQ@n August 6, 2010, SEC File No. 000-23441.).*

Executive Officer Benefits Agreement, dated July Z210, between Power Integrations, Inc. and Sgndee
Nayyar (As filed with the SEC as Exhibit 10.3 tar Quarterly Report on Form 10-Q on August 6, 2BBC
File No. 000-23441.).*

Form of Restricted Stock Unit Grant Notice and FafniRestricted Stock Unit Award Agreement for exace
officers (As filed with the SEC as Exhibit 10.6dar Quarterly Report on Form 10-Q on August 6, 2(BC
File No. 000-23441.).*

Outside Director Cash Compensation Arrangementdil@d with the SEC as Exhibit 10.3 to our Quanterl
Report on Form 10-Q on November 3, 2010, SEC Fde(000-23441.).*

Amendment to Executive Officer Benefits Agreemegtilieen Power Integrations, Inc. and Sandeep Nayyar,
dated October 29, 2010. (As filed with the SEC =iiliit 10.57 to our Annual Report on Form 10-K dilen
February 25, 2011, SEC File No. 000-23441.)*



10.4¢

10.5(

10.51

10.52

2011 Executive Compensation Arrangements (Descrilbelér Item 5.02 of our Current Report on Form 8-K,
as filed with the SEC on January 31, 2011, SECNie000-23441.)

Wafer Supply Agreement by and between Power Intiegrs, Inc. and NEC Electronics America, Inc., a
California corporation (“NEC”), dated August 1, B)EAs filed with the SEC as Exhibit 10.1 to ouraperly
Report on Form 10-Q filed on August 8, 2011, SEI€ Rio. 000-23441.)t

Amendment Number One to Wafer Supply Agreementriaytsetween the Company and NEC, effective March
20, 2009. (As filed with the SEC as Exhibit 10.2to Quarterly Report on Form 10-Q filed on Aug8st
2011, SEC File No. 000-23441.)t

Amendment to Executive Officer Benefits Agreemelated as of August 8, 2007, and entered into Autfbist
2007, between Power Integrations, Inc. and Johnlifio(As filed with the SEC as Exhibit 10.5 to our
Quarterly Report on Form 10-Q on November 9, 2@EC File No. 000-23441.)*
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EXHIBIT
NUMBER

14.1

21.1
23.1
24.1
31.1
31.z

32.1
32.2
101.INS
101.SC*H
101.CAL
101.DEF
101.LAB
101.PRI

DESCRIPTION

Code of Business Conduct and Ethics (As filed whih SEC as the like described exhibit to our CurReport
on Form 8-K on February 4, 2008, SEC File No. 06a4.)

List of subsidiaries.

Consent of Independent Registered Public Accouriing.

Power of Attorney (See signature page).

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

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Docutne

XBRL Taxonomy Extension Definition Linkbase Docurhen

XBRL Taxonomy Extension Label Linkbase Document

XBRL Taxonomy Extension Presentation Linkbase Doenin

All references in the table above to previouslgdidocuments or descriptions are incorporatingetiimeuments and descriptions by

reference thereto.

1) This Exhibit has been filed separately with @@mmission pursuant to an application for configdniteatment. The confidential
portions of this Exhibit have been omitted andrasgked by an asterisk.

* Indicates a management contract or compensataryqr arrangement.

** The certifications attached as Exhibits 32.10&®2.2 accompanying this Form 10-K, are not deemed
filed with the SEC, and are not to be incorpordtgdeference into any filing of Power Integrations,
Inc. under the Securities Act of 1933, as amendethe Securities Exchange Act of 1934, as
amended, whether made before or after the datésoFbrm 10-K, irrespective of any general
incorporation language contained in such filing.
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Exhibit 3.1

Restated
Certificate of Incorporation
of
Power Integrations, Inc.

Power Integrations, Inc., a corporation organized and existing under thes laf the State of Delaware, her
certifies as follows:

1. The name of the corporation is Power Integnat Inc.
2. The original name of the corporation was Powerdgragons Delaware Corporation.

3. The date of filing of its original Certificate ohd¢orporation with the Secretary of State of theteSta
Delaware was August 12, 1997.

4. This Restated Certificate of Incorporation was dadippted in accordance with the provisions of 8e
245 of the Delaware General Corporation Law. ThestRted Certificate of Incorporation only restaded integrate
and does not further amend the provisions of th@aration's certificate of incorporation as heretef amended
supplemented, and there is no discrepancy betwese provisions and the provisions of this Rest@edificate.

5. This Restated Certificate of Incorporation restaed integrates the Certificate of Incorporationtiog
corporation as herein set forth in full:

FIRST: The name of the corporation is Power Intigna, Inc. (hereinafter sometimes referred tchas'Corporation”)

SECOND: The address of the registered office ofGleporation in the State of Delaware is IncorpaaiServices
Ltd., 15 East North Street, in the City of DoveQuiity of Kent. The name of the registered agenhatt address
Incorporating Services, Ltd.

THIRD: The purpose of the Corporation is to engagany lawful act or activity for which a corporati may b
organized under the General Corporation Law of Datfa.

FOURTH:
STOCK

The Corporation is authorized to issue two classesgock to be designated, respectively, "Prefe8amtk" ani
"Common Stock." The total number of shares of Rrete Stock the Corporation shall have authorityissue i
3,000,000, $0.001 par value per share, and thé nataber of shares of Common Stock the Corporasioall hav
authority to issue is 140,000,000, $0.001 par vaghee share. The shares of Preferred Stock shdibligi be
undesignated as to series.

The Board of Directors is hereby authorized, wittha limitations and restrictions stated hereindetermine ¢
alter the rights, preferences, privileges and iegins granted to or imposed upon a wholly unigisseries of Preferr
Stock, and the number of shares constituting ank saries and the designation thereof, or anyeshttand to increa
or decrease the number of shares constituting acty series and the designation thereof, or anlgesht and to increa
or decrease the number of




shares of any series subsequent to the issue ifssbhthat series, but, in respect of decreasgd)elow the number
shares of such series then outstanding. In casautmer of shares of any series should be so dmteshe shar
constituting such decrease shall resume the statich they had prior to the adoption of the resoha originally
fixing the number of shares of such series.

FIFTH: The following provisions are inserted foetmanagement of the business and the conduct eiffilies of the
Corporation, and for further definition, limitati@nd regulation of the powers of the Corporatiod ahits directors ar
stockholders:

A. The business and affairs of the Corporation Ishalmanaged by or under the direction of the Baat
Directors. In addition to the powers and authoagpressly conferred upon them by statute or by @astificate o
Incorporation or the Bylaws of the Corporation, theectors are hereby empowered to exercise all pogvers and ¢
all such acts and things as may be exercised @ dgihe Corporation.

B. The directors of the Corporation need not betettby written ballot unless the Bylaws so provide

C. Any action required or permitted to be takerth®y stockholders of the Corporation must be efteatea dul
called annual or special meeting of stockholderthefCorporation and may not be effected by angeonin writing b
such stockholders.

D. Special meetings of stockholders of the Corponatnay be called only (1) by the Board of Direstpursuar
to a resolution adopted by a majority of the tataimber of authorized directors (whether or not @hexist an
vacancies in previously authorized directorshipthattime any such resolution is presented to thard® for adoptior
or (2) by the holders of not less than ten per¢dfo) of all of the shares entitled to cast voteha meeting.

SIXTH:

A. The number of directors shall be fixed from titoetime exclusively by the Board of Directors puast to :
resolution adopted by a majority of the authoriziictors (whether or not there exist any vacanaiegreviousl
authorized directorships at the time any such wi®ol is presented to the Board of Directors fapgabn). All director:
elected prior to or at the Corporation's 2007 Ahiieeting and in office as November 7, 2007, wdeeted for thre
year terms, expiring at the third annual meetingpizng their election. All directors elected aftdre Corporation
2007 Annual Meeting shall be elected at each anmeating of stockholders for a term expiring at tiext annu
meeting of stockholders following their electiombiect to the rights of the holders of any serieBreferred Stock the
outstanding, a vacancy resulting from the removaa alirector by the stockholders as provided inicdet SIXTH,
Section C below may be filled at a special meethghe stockholders held for that purpose. All dicgs shall hol
office until the expiration of the term for whicleeted, and until their respective successors laes, except in ti
case of the death, resignation, or removal of argctbr.

B. Subject to the rights of the holders of any eserof Preferred Stock then outstanding, newly eo
directorships resulting from any increase in th¢haxized number of directors or any vacancies & Board ¢
Directors resulting from death, resignation or otteuse (other than removal from office by a vdtéhe stockholder:
may be filled only by a majority vote of the direrg then in office, though less than a quorum, @dinettors so chos:
shall hold office for a term expiring at the nernaal meeting of stockholders, and until their ez$fve successors
elected, except in the case of the death, resmmatr removal of any director. No decrease inrthmber of directol
constituting the Board of Directors shall shortea term of any incumbent director.




C. Subject to the rights of the holders of anyesenf Preferred Stock then outstanding, any dirsciar the
entire Board of Directors, may be removed fromaaffat any time, with or without cause, but onlytbg affirmative
vote of the holders of at least a majority of tléing power of all of the then outstanding sharesapital stock of th
Corporation entitled to vote generally in the dlmttof directors, voting together as a single clagscancies in tf
Board of Directors resulting from such removal nieyfilled by a majority of the directors then irfioé, though les
than a quorum, or by the stockholders as providedrticle SIXTH, Section A above. Directors so cansshall hol
office for a term expiring at the next annual megtof stockholders, and until their respective sgsors are electt
except in the case of the death, resignation,mapval of any director.

SEVENTH: The Board of Directors is expressly empmaeto adopt, amend or repeal Bylaws of the CotpmraAny
adoption, amendment or repeal of Bylaws of the G@ton by the Board of Directors shall require #pproval of
majority of the total number of authorized direstgwhether or not there exist any vacancies inipusly authorize
directorships at the time any resolution providfog adoption, amendment or repeal is presentedhé¢oBioard). Th
stockholders shall also have power to adopt, ansemdpeal the Bylaws of the Corporation. Any adaptiamendme
or repeal of Bylaws of the Corporation by the stomkers shall require, in addition to any vote loé tiolders of ar
class or series of stock of the Corporation reguiog law or by this Certificate of Incorporatiohgtaffirmative vote ¢
the holders of at least sixty-six and two-thirdsceat (662/3%) of the voting power of all of the then outstanc
shares of the capital stock of the Corporationtledtito vote generally in the election of directorsting together as
single class.

EIGHTH: A director of the Corporation shall not personally liable to the Corporation or its stodkless for monetal
damages for breach of fiduciary duty as a direa®cept for liability (i) for any breach of the dator's duty of loyall
to the Corporation or its stockholders, (ii) fortsa@r omissions not in good faith or which involvedentiona
misconduct or a knowing violation of law, (iii) uedSection 174 of the Delaware General Corpordtem, or (iv) fol
any transaction from which the director derivedraproper personal benefit.

If the Delaware General Corporation Law is hereadt@ended to authorize the further eliminationimithtion of the
liability of a director, then the liability of a ihictor of the Corporation shall be eliminated oriled to the fullest exte
permitted by the Delaware General Corporation Lasvso amended.

Any repeal or modification of the foregoing prowiss of this Article EIGHTH by the stockholders betCorporatio
shall not adversely affect any right or protecta@ma director of the Corporation existing at th@di of such repeal
modification.

NINTH: The Corporation reserves the right to amemdrepeal any provision contained in this Certiigcao
Incorporation in the manner prescribed by the laivhe State of Delaware and all rights conferrpdrustockholde
are granted subject to this reservation; provitiedvever, that, notwithstanding any other provisibihis Certificate ¢
Incorporation or any provision of law which migttherwise permit a lesser vote or no vote, but iditazh to any vot
of the holders of any class or series of the stotkhis Corporation required by law or by this (fexate of
Incorporation, the affirmative vote of the holdefsat least 662/3% of the voting power of all of the then outslisg
shares of the capital stock of the Corporationtledtito vote generally in the election of directorsting together as
single class, shall be required to amend or reppésa/Article NINTH, Article FIFTH, Article SIXTH, Aticle SEVENTF
or Article EIGHTH.




In Witness Whereof, the undersigned has executed this Restated Catéiff Incorporation this 28th day
November, 2011

Power Integrations, Inc.

By: /s/ Balu Balakrishnan
Balu Balakrishnan, President




LIST OF SUBSIDIARIES

Power Integrations KK

Power Integrations Limited

Power Integrations International Limited

Power Integrations Singapore Pte. Limited

Power Integrations Netherlands B.V.

Power Integrations GmbH

Power Integrations Italy S.r.I

Power Integrations (Europe) Limited

Power Integrations India Private Limited

Power Integrations Canada Unlimited Liability Corgtoon

Jurisdiction of Incorporation

EXHIBIT 21.1

Japan
Cayman Islands
Cayniglands
Sioga
Netherlands
Germany
Italy
United Kingdom
India
Canada



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference ini®eggion Statement Nos. 333-152455, 333-146023;132370, 333-119015, 333-112135,
333-102676, 333-86270, 333-59564, 333-42194, 33BB3333-69871 and 333-56381 on Form S-8 of owrtsplated February 28, 2012,
relating to the consolidated financial statement$ @nsolidated financial statement schedule ofdPdategrations, Inc. and subsidiaries (the
“Company”), and the effectiveness of the Compamg&rnal control over financial reporting, appegrin the Annual Report on Form 10-K of
the Company for the year ended December 31, 2011.

/s/ Deloitte & Touche LLP
San Jose, California

February 28, 2012



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: February 28, 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: February 28, 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 Annual Report of Power Im&ggpns, Inc. (the “Company”) on Form 10-K for thear ended December 31, 2011 ,
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 requiremeatsSection 13(a) or Section 15(d) of the Secwgiigchange Act of 1934; and

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

Dated: February 28, 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 Annual Report of Power Imgggpns, Inc. (the “Company”) on Form 10-K for thear ended December 31, 2011 ,
as filed with the Securities and Exchange Commiseiothe date hereof (the “Report”), |, SandeepydayChief Financial 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 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:  February 28, 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.



