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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

(Mark One)

Quarterly report pursuant to Section 13 or 15(d) ofthe Securities Exchange Act of 1934
For the quarterly period ended June 30, 2011

or

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

Commission File Number 0-23441

POWER INTEGRATIONS, INC.

(Exact name of registrant as specified in its chaetr)

DELAWARE 94-3065014

(State or other jurisdiction of

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

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

(408) 414-9200

(Registrant’s telephone number, including area code

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

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

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

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

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

i Accelerated filer O
Large accelerated filerX]

Non-accelerated filer O

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

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

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

Class

Shares Outstanding at July 22, 2011
Common Stock, $.001 par value

29,067,90°
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Cautionary Note Regarding Forward-Looking Statemensg
This Quarterly Report on Form 10-Q includes a nurmafdorward-looking statements that involve maisks and uncertainties. Forward-

looking statements are identified by the use ofwbeds “would”, “could”, “will*, “may”, “expect”, “believe”, “should”, “anticipate”,

“outlook”, “if”, “future”, “intend”, “plan”, “estimate”, “predict”, “potential”, “targets”, “seek” dicontinue” and similar words and phrases,
including the negatives of these terms, or otheiatians of these terms, that denote future evdriese statements reflect our current views
with respect to future events and our potentiariitial performance and are subject to risks andrtaiaties that could cause our actual results
and financial position to differ materially and &dsely from what is projected or implied in anyard-looking statements included in this
Form 10-Q. These factors include, but are not &ahib, the risks described under Item 1A of Part-ItRisk Factors,” Item 2 of Part | —
“Management’s Discussion and Analysis of Finan€ahdition and Results of Operations” and elsewlretkis Quarterly Report on Form 10-
Q, including: our ability to maintain and establ&hategic relationships; the risks inherent indbgelopment and delivery of complex
technologies; our ability to attract, retain andtivate qualified personnel; the emergence of newkata for our products and services; our
ability to compete in those markets based on timesk, cost and market demand; and our abilitydoyse on reasonable terms an adequate
timely supply of our products from third party méaeturers. We make these forward-looking statemleased upon information available on
the date of this Form 10-Q, and we have no oblgatand expressly disclaim any such obligation)gdate or alter any forward-looking
statements, whether as a result of new informaifostherwise except as otherwise required by sgesiriegulations.
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
POWER INTEGRATIONS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited)
(In thousands)

June 30, December 31,
2011 2010
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 170,49: % 155,66
Short-term investments 33,09: 27,35¢
Accounts receivable, net of allowances of $312$2ith in 2011 and 2010, respectively 8,07( 5,71
Inventories 54,06¢ 62,071
Deferred tax assets 1,43 1,43t
Prepaid expenses and other current assets 9,572 9,26:
Total current assets 276,73 261,51(
LONG-TERM INVESTMENTS 30,04 31,76(
PROPERTY AND EQUIPMENT, net 85,44¢ 84,47(
INTANGIBLE ASSETS, net 9,30¢ 9,79t
GOODWILL 14,82¢ 14,82¢
DEFERRED TAX ASSETS 12,59: 13,42:
OTHER ASSETS 25,35¢ 17,28¢
Total assets $ 454,30¢ $ 433,07(
LIABILITIES AND STOCKHOLDERS'’ EQUITY
CURRENT LIABILITIES:
Accounts payable $ 14,17 % 20,29:
Accrued payroll and related expenses 6,24¢ 7,39¢
Taxes payable 354 —
Deferred income on sales to distributors 11,19¢ 12,22
Other accrued liabilities 2,361 9,54¢
Total current liabilities 34,33¢ 49,45¢
LONG-TERM INCOME TAXES PAYABLE 32,04( 29,58(
Total liabilities 66,37¢ 79,03t
COMMITMENTS AND CONTINGENCIES (Notes 9, 11 and 12)
STOCKHOLDERS' EQUITY:
Common stock 29 28
Additional paid-in capital 191,54¢ 175,29
Accumulated other comprehensive income 15¢ 85
Retained earnings 196,19: 178,62
Total stockholders’ equity 387,92 354,03!
Total liabilities and stockholders’ equity $ 454,30¢ $ 433,07!

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

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(unaudited)

(In thousands, except per share amounts)

Three Months Ended

Six Months Ended

June 30, June 30,
2011 2010 2011 2010

NET REVENUES $ 80,18 $ 79,85¢ 156,94t $ 151,36!
COST OF REVENUES 42 55¢ 38,36¢ 82,891 73,95¢
GROSS PROFIT 37,62¢ 41,48¢ 74,04¢ 77,41
OPERATING EXPENSES:

Research and development 10,19t 8,674 20,21¢ 16,78t

Sales and marketing 8,10¢ 7,52 16,35: 14,447

General and administrative 6,141 6,46¢ 12,61¢ 12,47¢

Total operating expenses 24,44( 22,66¢ 49,18¢ 43,71(

INCOME FROM OPERATIONS 13,18¢ 18,82: 24,86 33,70
OTHER INCOME

Other income, net 461 471 903 96&

Total other income 461 471 90z 96&

INCOME BEFORE PROVISION FOR INCOME TAXES 13,641 19,29¢ 25,76¢ 34,66¢
PROVISION FOR INCOME TAXES 3,04¢ 3,707 5,31: 6,76¢
NET INCOME $ 10,59¢ $ 15,58 20,45: % 27,90:
EARNINGS PER SHARE:

Basic $ 037 $ 0.5¢ 071 % 1.01

Diluted $ 03¢ $ 0.52 0.6 $ 0.9t
SHARES USED IN PER SHARE CALCULATION:

Basic 28,93¢ 27,84« 28,78¢ 27,65¢

Diluted 30,34¢ 29,53t 30,27: 29,46(

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

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

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income

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

Depreciation
Amortization of intangibles
Gain on sale of property and equipment
Stock-based compensation expense
Amortization of premium on held to maturity invesmnts
Deferred income taxes
Increase (decrease) in accounts receivable alloeganc
Excess tax benefit from stock options exercised
Tax benefit associated with employee stock plans
Change in operating assets and liabilities:

Accounts receivable

Inventories

Prepaid expenses and other assets

Accounts payable

Taxes payable and accrued liabilities

Deferred income on sales to distributors

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment
Proceeds from sale of property and equipment
Other assets
Acquisition (Note 14)

Increase in financing lease receivables

Collections of financing lease receivable

Note to third party

Purchases of held-to-maturity investments

Proceeds from maturities of held-to-maturity invesnts
Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of common stock under employee stock plans
Repurchase of common stock
Retirement of shares for income tax withholding
Payments of dividends to stockholders
Excess tax benefit from stock options exercised
Net cash provided by (used in) financing activities

NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD
CASH AND CASH EQUIVALENTS AT END OF PERIOD

Six Months Ended

June 30,
2011 2010

20,45 % 27,90:
7,472 5,80(
48€ 334
(41) (349
4,94¢ 4,54:
85¢ 85¢
82¢ 71C
37 (18)
(697) (891)
1,53¢ 2,04(
(2,392 3,49;
7,91¢ (9,460)
3,04¢ 3,56%
(4,260) 4,45¢
1,46¢ 3,00¢
(1,02)) 5,88t
40,63¢ 51,86¢
(12,519 (13,519
2,24¢ 1,41¢
(80¢) —
(6,914 —
(7,821) —
20t —
(3,000 (4,750
(11,509 (27,229
6,63( 18,15(
(33,486 (25,927
14,24¢ 15,46
(4,382 (13,96()
— (769)
(2,88E) (2,76¢)
697 891
7,674 (1,149
14,82; 24,80:
155,66’ 134,97-
170,49: % 159,77¢




SUPPLEMENTAL DISCLOSURE OF NONGASH INVESTING AND FINANCING ACTIVITIES:
Unpaid property and equipment $ 351C $ 1,711

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for interest $ —  $ 1

Cash paid for income taxes, net of refunds $ 31C % 614

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

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

1. BASIS OF PRESENTATION:

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

While the financial information furnished is unatedi, the condensed consolidated financial statesriecliuded in this report reflect
adjustments (consisting only of normal recurringuatinents) that the Company considers necessathiddair presentation of the results of
operations for the interim periods covered anditencial condition of the Company at the datehef interim balance sheet in accordance with
accounting principles generally accepted in theté¢hStates of America (“U.S. GAAP”). The results ifterim periods are not necessarily
indicative of the results for the entire year. Th@densed consolidated financial statements shmitéad in conjunction with the Power
Integrations, Inc. consolidated financial stateraemtd the notes thereto for the year ended DeceBih@010 included in its Form 10-K/A
filed on June 15, 2011 with the Securities and Exge Commission.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

No significant changes have been made to the Coyigsignificant accounting policies disclosed int®&@,Summary of Significant
Accounting Policie;, in its Annual Report on Form 10-K/A, filed on &uh5, 2011, for the year ended December 31, 201® a€counting
policy information below is to aid in the underddarg of the financial information disclosed.

Cash and Cash Equivalents

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

Short-Term and Long-Term Investments

Investments in highly liquid financial instrumentgth maturities greater than three months but angér than twelve months from the
balance sheet date are classified as short-terasiments. Investments in financial instruments wititurities greater than twelve months from
the balance sheet date are classified as longiemstments. As of June 30, 2011 and December®1) 2the Company's short-term and long-
term investments consisted of U.S. government lthskeurities, municipal bonds, corporate commepagler and other high-quality
commercial securities, which were classified aglttetmaturity and were valued using the amortizesteethod, which approximates fair
market value.

Amortized cost and estimated fair market valuengestments classified as held-to-maturity at JUhe2811 , are as follows (in
thousands):
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POWER INTEGRATIONS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)

Gross Unrealized
Estimated Fair

Amortized Cost Gains Losses Market Value

Investments due in less than 3 months:

U.S. municipal securities $ 1,00(C $ — $ — 3 1,00(

U.S. government securities 5,02¢ 8 — 5,034

Corporate securities 1,42¢ — — 1,42¢

Total $ 7,452 $ 8 ¢ — 3 7,46(
Investments due in 4-12 months:

Corporate securities $ 25,63¢ $ 25C — 3 25,88¢

Total $ 25,63¢ $ 25C — 8 25,88¢
Investments due in more than 12 months:

Corporate securities $ 30,04: $ 42¢ $ — 3 30,47:

Total $ 30,04: $ 42¢€ $ — 3 30,47:
Total investment securities $ 63,13¢ $ 68€ $ — 3 63,82(

Amortized cost and estimated fair market valuene&stments classified as held-to-maturity at Deati, 2010 are as follows (in
thousands):

Gross Unrealized
Estimated Fair

Amortized Cost Gains Losses Market Value

Investments due in less than 3 months:

Commercial paper $ 7,13¢ — — % 7,13t

Corporate securities 1,50¢ — D 1,507

Total $ 8,64: — 3 @ ¢ 8,64
Investments due in 4-12 months:

Corporate securities $ 21,25t $ 84 — % 21,33¢

U.S. government securities 5,09t 2C — 5,11¢

U.S. municipal securities 1,00¢ 3 — 1,00¢

Total $ 27,35 $ 107 = $ 27,46:
Investments due in more than 12 months:

Corporate securities $ 31,76( $ 64¢ — $ 32,40¢

Total $ 31,76( $ 64¢ — % 32,40¢
Total investment securities $ 67,75¢ $ 755 $ Q $ 68,51:

Revenue Recognitic

Product revenues consist of sales to original eqaig manufacturers (“OEMs”), merchant power suppanufacturers and
distributors. Shipping terms to international OEMstomers and merchant power supply manufacturens fine Company's facility in
California are “delivered at frontier” (“DAF”). Asuch, title to the product passes to the custonhenvthe shipment reaches the destination
country and revenue is recognized upon the araf/tle product in that country. Shipping termsrternational OEMs and merchant power
supply manufacturers on shipments from the Compdaglility outside of the United States are “EX \W&r(EXW), meaning that title to the
product transfers to the customer upon shipmem ttee Company's foreign warehouse. Shipments to ©&M merchant power supply
manufacturers in the Americas are “free on boatdOB") point of origin meaning that title is passtxthe customer upon shipment. Revenue



is recognized upon title transfer for sales to OEMd merchant power supply manufacturers, assualirgher criteria for revenue
recognition are met as described below.
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POWER INTEGRATIONS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)

The Company applies the provisions of Accountiren8ard Codification (“ASC”) 605-10 (“ASC 605-10"hé all related appropriate
guidance. Revenue is recognized when all of tHevidhg criteria have been met: (1) persuasive evigeof an arrangement exists, (2) delivery
has occurred, (3) the price is fixed or determiaghhd (4) collectability is reasonably assuredst@uer purchase orders are generally used to
determine the existence of an arrangement. Deligecpnsidered to have occurred when title andafdlkss have transferred to the customer.
The Company considers the price to be fixed basdti®@ payment terms associated with the transaatidnvhether the sales price is subje:
refund or adjustment. With respect to trade reds#es the Company performs ongoing evaluationssafustomers' financial conditions and
requires letters of credit whenever deemed necgssar

The Company makes sales to distributors and negaihers and recognizes revenue based on a saligthmethod. Sales to
distributors are made under terms allowing centaice protection and rights of return on the Conymproducts held by the distributors. As a
result of these rights, the Company defers thegmition of revenue and the costs of revenues deffiren sales to distributors until such
distributors resell the Company's products to thestomers. The Company determines the amountsféo based on the level of actual
inventory on hand at the distributors as well agiriory in transit to the distributors. The grossfip that is deferred as a result of this polisy i
reflected as “deferred income on sales to distoit®itin the accompanying condensed consolidated bakmeets. The total deferred revenu
of June 30, 2011 and December 31, 2010 was appateiyn$23.9 million and $24.7 million , respectiveThe total deferred cost ashfne 3C
2011 and December 31, 2010 was approximately $hflibn and $12.5 million , respectively.

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 , concluding this repbase program.

In February 2011, the board of directors authoribeduse of an additional $50.0 million for theusghase of the Company's common
stock. Repurchases will be executed accordingrtaioepre-defined price/volume guidelines set by bloard of directors. In the three months
ended June 30, 2011, the Company repurchased Midnmshares for a total cost of $4.4 million , W&y $45.6 million remaining for future
repurchases. There is currently no expiration ftatéhis stock repurchase program.

In January 2010, the Company's board of directectatled four quarterly cash dividends in the amafi$0.05 per share to be paid to
stockholders of record at the end of each quamt201L0. The quarterly dividend payments were mad®larch 31, 2010, June 30, 2010,
September 30, 2010 and December 31, 2010, to situekis of record as of February 26, 2010, May 24,02 August 31, 2010 and November
30, 2010, respectively, each in the aggregate ahufiapproximately $1.4 million .

In October 2010, the Company's board of directedaded four quarterly cash dividends in the amafii$i0.05per share to be paid
stockholders of record at the end of each quant20l1. The first quarterly dividend payment of i@xmately $1.4 million was made on
March 31, 2011 , to stockholders of record as dfr&ary 28, 2011. The second quarterly dividend paytof $1.4 million was made on
June 30, 2011 to stockholders of record as of May2811. The Company expects that the remainingeyyadividends will result in a similar
use of cash. The declaration of any future castuéind is at the discretion of the board of direstand will depend on the Company's financial
condition, results of operations, capital requiratagbusiness conditions and other factors, asasedl determination that cash dividends are in
the best interest of the Company's stockholders.

Use of Estimates

The preparation of financial statements in conftymiith U.S. GAAP requires management to make esttimand assumptions that
affect the reported amounts of assets and liasligind disclosures of contingent assets and tiabikt the date of the financial statements and
the reported amounts of revenues and expensegydhaneporting period. Actual results could diffierm those estimates. On an ongoing
basis, the Company evaluates its estimates, imgjutliose related to revenue recognition and inveggoThese estimates are based on
historical facts and various other assumptionstti@Company believes to be reasonable at thettimestimates are made.

Comprehensive Income
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POWER INTEGRATIONS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)

Comprehensive income consists of net income, pleeffect of foreign currency translation adjustteehe components of
comprehensive income, net of taxes, are as follawhousands):

Three Months Ended Six Months Ended

June 30, June 30,
2011 2010 2011 2010
Net income $ 1059¢ $ 15587 $ 2045: $ 27,90:
Other comprehensive income:
Translation adjustments 23 5) 72 (55)
Total comprehensive income $ 1062: $ 1558 $ 20,52t $ 27,84¢
Components of the Company's Condensed ConsoliBaedce Sheet
Accounts Receivable (in thousands):
June 30, December 31,
2011 2010
Accounts receivable trade $ 33,25F % 30,65¢
Accrued ship and debit and rebate claims (24,879 (24,839
Allowance for doubtful accounts (312 (275)
Other 1 171
Total $ 8,07C $ 5,71
Prepaid Expenses and Other Current Assets (in dimols$:
June 30, December 31,
2011 2010
Prepaid legal fees $ 2,00 $ 4,00(
Prepaid inventory (Note 16) — 917
Note receivable (Note 4) 3,00( —
Prepaid income tax 1,28¢ 1,113
Prepaid maintenance agreements 501 554
Interest receivable 69C 737
Other 2,092 1,93¢
Total $ 957 $ 9,26:
Other Assets (in thousands):
June 30, 2011 December 31, 2010
Prepaid royalty (Note 15) $ 10,00C $ 10,00(
Investment in third party (Note 15) 7,00( 7,00(
Financing lease receivables and deposits (Note 17) 7,191 —
Other 1,16¢ 28¢
Total $ 25,35 % 17,28¢

Other Accrued Liabilities (in thousands):

10
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POWER INTEGRATIONS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)

June 30, December 31,
2011 2010
Accrued payment for acquisition (Note 14) $ 4C 3 6,95¢
Accrued professional fees 1,08¢ 1,01z
Accrued expense for engineering wafers 48¢ 50z
Advances from customers 41C 71%
Other 344 36E
Total $ 2,367 $ 9,54¢

3. STOCK PLANS AND SHARE BASED COMPENSATION:

Stock Plans
As of June 30, 2011 , the Company had five stodeti@ompensation plans (the “Plans”) which arerileest below.

2007 Equity Incentive Plan

The 2007 Equity Incentive Plan (the "2007 Plan"swdopted by the board of directors on Septembe2d@ and approved by the
stockholders on November 7, 2007 as an amendmedmneatatement of the 1997 Stock Option Plan (t@8971Plan"). The 2007 Plan
provides for the grant of incentive stock optiomsnstatutory stock options, restricted stock awamsricted stock unit awards ("RSUs”),
stock appreciation rights, performance stock awardbother stock awards to employees, directorcandultants. As of June 30, 2011 , the
maximum remaining number of shares that may beegssimder the 2007 Plan was 6,855,024 shares, whitsists of the shares remaining
available for issuance under the 1997 Plan, inolydhares subject to outstanding options and steekds under the 1997 Plan. Pursuant to
the 2007 Plan, the exercise price for incentivelstiptions and nonstatutory stock options is gdlyeasaleast 100% of the fair market value
of the underlying shares on the date of grant.idDptgenerally vest over 48 months measured frend#te of grant. Options generally expire
no later than ten years after the date of gramjestito earlier termination upon an optionee'satsn of employment or service.

Beginning January 27, 2009, grants pursuant t@irectors Equity Compensation Program (that wagstbby the board of directc
on January 27, 2009) to nonemployee directors haea made primarily under the 2007 Plan. The DirsdEquity Compensation Program
provides in certain circumstances (depending orstaieis of the particular director's holdings ofrpany stock options) for the automatic g
of nonstatutory stock options to nonemployee diescof the Company on the first trading day of Jalgach year over their period of service
on the board of directors. Further, each futureenguloyee director of the Company would be grantedtuthe 2007 Plan: (a) on the first
trading day of the month following commencemens@ifvice, an option to purchase the number of stedresmmon stock equal to: the
fraction of a year between the date of the diréstmppointment to the board of directors and the sy 1, multiplied by 8,000 , which option
shall vest on the next July® and (b) on the first trading day of July folloygisommencement of service, an option to purchag®f4&hares
vesting monthly over the three year period comnranon the grant date. The Directors Equity Compamsd&rogram 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 gén&rgirohibit outstanding options or stock appation rights from being
cancelled in exchange for cash without stockhadgbgroval.

1997 Stock Option Plan

In June 1997, the board of directors adopted tl9¢ Block Option Plan (the "1997 Plan"), wherebylibard of directors could grant
incentive stock options and nonstatutory stockamgtito purchase the Company's common stock torkgjogees, directors and consultants.
The exercise price of incentive stock options cawdtibe less than 10086 the fair market value of the Company's commaiclson the date
grant. The exercise price of nonstatutory stockoogtmay not be less than 8%fothe fair market value of the Company's commailsbn the
date of grant. Effective November 2007, the bodrdirectors determined that no further options wdoo# granted under the 1997 Plan, and
shares remaining available for issuance under@3& Plan, including shares subject to outstandptgos under the 1997 Plan were
transferred to the 2007 Equity Incentive Plan.@ltstanding options would continue to be govermatir@amain outstanding in accordance v
their existing terms.
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POWER INTEGRATIONS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)

1997 Outside Directors Stock Option Plan

In September 1997, the board of directors adojiied 897 Outside Directors Stock Option Plan (Diegttors Plan™). A total of
800,000 shares of common stock have been resesvésstiance under the Directors Plan. The exeprise per share of all options granted
under the Directors Plan is equal to the fair meavidue of a share of common stock on the dateanitgOptions granted under the Directors
Plan have a maximum term of ten years after the ofagrant, subject to earlier termination uporoptionee's cessation of service. The
Directors Plan provides that each future nonempalieector of the Company will be granted an optmpurchase 30,000 shares on which
such individual first becomes a nonemployee direstdahe Company (the "Initial Grant™). Thereafteach nonemployee director who has
served on the board of directors continuously fnfonths will be granted an additional option togmase 10,000 shares of common stock (an
"Annual Grant"). Approximately 1/3of Initial Grants became exercisable one year #dfiedate of grant and 1/3®f the Initial Grant will
become exercisable monthly thereafter. Each AnGuaht will become exercisable in twelve equal mbnithstallments beginning in the 25th
month after the date of grant, subject to the otids continuous service. In the event of certaamges in control of the Company, all options
outstanding under the Directors Plan will becommadiately vested and exercisable in full. The badrdirectors suspended grants under the
Directors Plan, and nonemployee directors havawedeand will receive, initial and annual grantsyarily under the Power Integrations 2007
Equity Incentive Plan (described above) pursuathéd'Directors Equity Compensation Program” (sesatiption above). The suspension of
grants under the Directors Plan is indefinite, ailtlast until the board of directors or comperisatcommittee determines that grants unde
Directors Plan will no longer be suspended.

On July 28, 2009, the Directors Plan was amendedrgdly to prohibit outstanding options from besigended 1) to reduce the
exercise price of such outstanding options or Bgebed in exchanged for cash, other awards or mptidth a lower exercise price without
stockholder approval.

1998 Nonstatutory Stock Option Plan

In July 1998, the board of directors adopted th@818onstatutory Stock Option Plan (the “1998 Plawhereby the board of directc
may grant nonstatutory stock options to employ@escansultants, but only to the extent that sudfoap do not require approval of the
Company's stockholders. The 1998 Plan has not &g@moved by the Company's stockholders. The exeprise of nonstatutory stock options
may not be less than 85% of the fair market vafub@® Company's common stock on the date of ghsbf June 30, 2011 , the maximum
number of shares that may be issued under the RR®Bwas 1.0 million and as of that date no sharesvailable for future issuance. In
general, options vest over 48 months. Options gdigdrave a maximum term of ten years after the déigrant, subject to earlier termination
upon an optionee's cessation of employment orarvi

On July 28, 2009, the 1998 Plan was amended génevgirohibit outstanding options from being amedd.) to reduce the exercise
price of such outstanding options or 2) cancelegkithanged for cash, other awards or options witlwvar exercise price without stockholder
approval.

1997 Employee Stock Purchase Plan

Under the 1997 Employee Stock Purchase Plan (thechase 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 Purchasei®kgual to 85% of the lower of (i) the fair markalue of the Company's common stock
on the first day of each offering period, or (higtfair market value of the Company's common statkhe purchase date (as defined in the
Purchase Plan). Each offering period consists effurchase period of approximately six months damaAn aggregate of 3,000,000 shares
of common stock is reserved for issuance to emgleymder the Purchase Plan. As of June 30, 20287,552 shares had been purchased
and 712,448 shares were reserved for future issuamder the 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
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rate, dividend yield and forfeitures in determinthg fair value of these awards and the amounbwipensation expense to recognize. The
Company uses the straight-line method to amorliz@ck awards granted over the requisite serg&god of 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 psgngeoption forfeitures, and records share-based
compensation expense only for those awards thabguected to vest.

The following table summarizes the stock-based @reation expense recognized in accordance with AIB10 for the three and
six months ended June 30, 2011 and June 30, 20100fisands).

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

2011 2010 2011 2010
Cost of revenues $ 21€ $ 17z $ 45t $ 32¢
Research and development 98C 92¢ 1,791 1,65¢
Sales and marketing 543 63¢ 1,21C 1,04¢
General and administrative 70% 778 1,492 1,50¢
Total stock-based compensation expense $ 2,44 $ 251¢ $ 4,94¢ $ 4,54:

As of June 30, 2011 there were approximately $6l8om, net of expected forfeitures, of total unognized compensation expense
related to stock options. The unrecognized compgiEmsaxpense at June 30, 2011 is expected to logmered over a weighted-average period
of 2.1 years.

As of June 30, 2011 , the Company had $0.9 millibtotal unrecognized compensation expense, nestorhated forfeitures, related
performance-based share grants. The unamortizegaermsation expense will be recognized on a strdighatbasis, and is expected to be
recognized over the remainder of 2011.

As of June 30, 2011 , the Company had $12.4 mibhibtotal unrecognized compensation expense, nestohated forfeitures, related
to restricted stock units. The unamortized comptms@xpense will be recognized on a straight-basis, and is expected to be recognized
over a weighted-average period of 3.4 years.

As of June 30, 2011 , the total unrecognized comsgton cost under the Purchase Plan to purchasedimpany’'s common stock was
approximately $0.1 million . The Company will anipetthis cost on a straight-line basis over appnaely 0.5 years.

Stock compensation expense in the three and sixhm@mded June 30, 2011 was $2.4 million (comprisegbproximately $0.9
million related to stock options, $0.3 million rigd to performance shares, $0.9 million related to
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restricted stock units, $0.2 million related to therchase Plan and $0.1 million in compensatiorers@ amortized from beginning inventory)
and $4.9 million (comprised of approximately $2.illion related to stock options, $0.7 million reddtto performance shares, $1.4 million
related to restricted stock units, $0.6 milliorated to the Purchase Plan and $0.1 million in corsation expense amortized from beginning
inventory), respectively.

Stock compensation expense in the three and sixhm@mded June 30, 2010 , was $2.5 million (coragraf approximately $1.2
million related to stock options, $0.8 million redd to performance shares, $0.3 million relatectstricted stock units, $0.2 million related to
the Purchase Plan and $23,000 in compensation sgmapitalized into inventory) and $4.5 million rfgarised of approximately $2.6 million
related to stock options, $1.1 million related &sfprmance shares, $0.3 million related to regddtock units, $0.5 million related to the
Purchase Plan and $17,000 in compensation expapsgelized into 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:

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

2011 2010 2011 2010
Risk-free interest rates 2.20% 2.25% 2.20% 2.25%
Expected volatility rates 44% 48% 44% 48%
Expected dividend yield 0.54% 0.54% 0.54% 0.54%
Expected term of stock options (in years) 6.00 5.12 6.00 5.12
Weighted-average grant date fair value of optiaasitgd $15.71 $15.59 $15.71 $15.59

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

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

2011 2010 2011 2010
Risk-free interest rates —% —% 0.17% 0.17% - 0.28%
Expected volatility rates —% —% 37% 36% - 40%
Expected dividend yield —% —% 0.51% 0.34% - 0.55%
Expected term of purchase right (years) — — 0.50 0.50
Weighted-average estimated fair value of purchiages $— $— $9.40 $7.96

*There were no employee stock purchase rights gdhint the three months ended June 30, 2011 and 2010

A summary of stock option activity under the Plams;luding performance-based shares and restigtoett units, as of June 30,
2011, and changes during the six months then enmslpdesented below:

Weighted-
Average
Weighted- Remaining
Average Contractual Aggregate
Shares Exercise Term Intrinsic Value
(in thousands) Price (in years) (in thousands)
Outstanding at January 1, 2011 443 $ 22.6¢
Granted 96 36.9¢
Exercised (61€) 19.8:
Forfeited or expired (58) 25.1¢
Outstanding at June 30, 2011 3,855 $ 23.4¢ 491 $ 57,72¢
Exercisable at June 30, 2011 3,15: $ 22.7: 41¢ % 49,48(

Vested and expected to vest at June 30, 2011 381t § 23.3¢ 481 $ 57,43
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The total intrinsic value of options exercised dgrthe three and six months ended June 30, 201%5vdsnillion and $11.6 million ,
respectively, and the intrinsic value of optiongreised during the three and six months ended 3002010 was $9.0 million and $17.3
million , respectively.

Performanc-based Awards

Under the performance-based awards program, thep@woyrawards units in the first half of the perfono@year in an amount equal
to twice the target number of shares to be issute itarget performance metrics are met. The nurmbghares that are released at the end of
the performance year can range from zero to 200&beofargeted number depending on the Companysrpence. The performance metrics
of this program are annual targets consisting bfeeenue and non-GAAP operating earnings. Eacloppeance-based award granted from the
2007 Plan will reduce the number of shares avail&dnl issuance under the 2007 Plan by 2.0 shares.

During the six months ended June 30, 2011 , thepaomissued approximately 93,000 performance-basedds to employees and
executives. As the net revenue and non-GAAP opeyatirnings are considered performance conditexpenses associated with these
awards, net of estimated forfeitures, will be relsa throughout the year depending on the numbsharfes expected to be earned based on
progress toward the performance targets. The dgmtréormance-based awards was determined usinfgithealue of the Company's common
stock on the date of the grant, reduced by theodisted present value of dividends expected to bkl before the awards vest.

In January 2011, it was determined that the Compayreached 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 firstteuaf 2011 .

A summary of performance-based awards outstandirgf dune 30, 2011 , and activity during the sixithe then ended, is presented

below:
Weighted- Weighted-Average
Average Grant Remaining Aggregate Intrinsic
Shares Date Fair Value Contractual Term Value
(in thousands) Per Share (in years) (in thousands )

Outstanding at January 1, 2011 85 $ 34.9
Granted 93 36.9(
Vested (85) 34.9i
Forfeited or expired (6) 36.61
Outstanding at June 30, 2011 87 $ 36.9: 0.5 $ 3,34(
Vested and expected to vest at June 30, 2011 42 0.5 $ 1,607

The weighted average grant-date fair value peresbperformance-based awards granted in the sixtme@nded June 30, 2011 was
approximately $36.90 . There were no performancsetawards granted in the second quarter of 2did weighted average grant-date fair
value per share of performance-based awards grantbd three and six months ended June 30, 205(Gamaroximately $38.61 and $34.86 ,
respectively. The grant date fair value of awaslsased, which were fully vested, in the six morthded June 30, 2011 and 2010 was
approximately $3.0 million and $2.3 million , resfieely. There were no performance-based awar@sseld in either of the three months
ended June 30, 2011 and June 30, 2010 .

Restricted Stock Units (RSL

The Company grants restricted stock units to emgaeyunder the 2007 Plan. The RSUs typically véabhaover a certain period of
time, subject to the employee's continued serdidbe Company over that period. RSUs granted tdaaps typically vest over a four-year
period, and are converted into shares of the Cogipa@nmmon stock upon vesting on a one-for-onesbdsie cost of the RSUs is determined
using the fair value of the Company's common stotkhe date of the grant, reduced by the discoumteskent value of dividends expected to
be declared before the awards vest. Compensati@cagnized on a straight-line basis over the satgugervice period of each grant adjusted
for estimated forfeitures. Each RSU award granteohfthe 2007 plan will reduce the number of shakeslable for issuance under the 2007
Plan by 2 shares.
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A summary of RSUs outstanding as of June 30, 2@ht changes during the six months then ended,fslaws:

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, 2011 26C $ 36.3C
Granted 23¢ 36.3:
Vested (54) 36.61
Forfeited or expired (13 36.8¢
Outstanding at June 30, 2011 432 $ 36.2¢ 2.12 $ 16,58:¢
Outstanding and expected to vest at June 30, 2011 374 2.1C $ 14,37+

The weighted-average grant-date fair value of R&Warded in the three and six months ended Jun203Q, was approximately
$36.24 and $36.33 , respectively. The weightedamegrant-date fair value of RSUs awarded in theetind six months ended June 30, 2010
was approximately $36.75 and $36.73 , respectividlg. grant date fair value of awards vested irttihee and six months ended June 30, 2011
was approximately $1.9 million and $2.0 milliorhete were no RSUs vested in the three and six mamttied June 30, 2010 .

4. FAIR VALUE MEASUREMENTS:

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

The Company's cash and investment instrumentdassified within Level 1 or Level 2 of the fair we hierarchy because they are
valued using quoted market prices, broker or depletations, or alternative pricing sources withs@nable levels of price transparency. The
type of instrument valued based on quoted marke¢piin active markets primarily includes money keasecurities. This type of instrumen
generally classified within Level 1 of the fair ualhierarchy. The types of instruments valued baseather observable inputs (Level 2 of the
fair value hierarchy) include investment-grade coape bonds and government, state, municipal asdnmial obligations. Such types of
investments are valued by using a multi-dimensioelational model, the inputs, when available,@marily benchmark yields, reported
trades, broker/dealer quotes, issuer spreads, itied-snarkets, benchmark securities, bids, offerd,raference data including market research
publications. The Company's investments classdietlevel 1 and Level 2 are held-to-maturity investis, and were valued using the
amortized-cost method, which approximates fair rataivialue.

On October 22, 2010, the Company entered into egeagent with SemiSouth Laboratories, pursuant tichylamong other things, t
Company may be obligated to acquire SemiSouthrifiSeuth meets certain financial performance coodgion or before June 30, 2013. At
June 30, 2011the Company determined the fair value of thisptél obligation to be zero. The Company used L2veputs in its fair marke
valuation using a market approach valuation team@nd determined the fair value of this obligatmive zero. The Company derived the
Level 2 inputs principally from corroborated obsarle market data (i.e., correlation values). SeeN6 below for further details on the
valuation method used. The Company updates thaatstil fair value of this potential obligation qeal. Any changes are recorded in its
condensed consolidated statements of income.

The fair value hierarchy of the Company's marketaeicurities and investments for the periods edded 30, 2011 andecember 31
2010, was as follows (in thousands):
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Fair Value Measurement at
June 30, 2011
Quoted Prices in Active

Markets for ldentical Significant Other Observable

Description June 30, 2011 Assets (Level 1) Inputs (Level 2)
Money market funds $ 42,937 $ 42,937 $ —
U.S. Government debt securities 6,02¢ — 6,02¢
Corporate securities 57,10¢ — 57,10¢
Total $ 106,07: $ 42,931 $ 63,13«

Fair Value Measurement at
December 31, 2010

Quoted Prices in Active
Markets for Identical Assets Significant Other Observable

Description December 31, 2010 (Level 1) Inputs (Level 2)
Commercial paper $ 7,13¢ $ — $ 7,13t
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 betl@eel 1 and level 2 of the fair value hierarchyane 30, 2011 and December
31, 2010.

The Company issued a note to SemiSouth in the degpaarter of 2011, which was classified as Leviel e fair value hierarchy. Tl
note was classified as Level 3 as there was noehdgkta for this instrument. The Company recortiedibte at face value totali$@.0 million
in its June 30, 2011 condensed consolidated bakimeet. The estimated fair value of the Comparots was approximately $3.0 million at
June 30, 2011. The fair value was estimated byutatiog the present value of cash flows using aketagiscount rate for similar investments.
The Company intends to hold the note to maturityictv occurs on August 15, 2011. The following tailesents the changes in Level 3
investments, which are measured at fair value @tarring basis, for the six months ended Jun@01 (in thousands):

Fair Value Measurement Using
Significant Unobservable Inputs
(Level 3)

Note Receivable

Beginning balance at January 1, 2011 $ =
Purchases and issuances 3,00(¢
Settlements —
Ending balance at June 30, 2011 $ 3,00¢

5. INVENTORIES:

Inventories (which consist of costs associated triehpurchases of wafers from offshore foundrieb afrpackaged components from
offshore assembly manufacturers, as well as intémbar and overhead associated with the testirgptt wafers and packaged components)
are stated at the lower of cost (first-in, ficatt) or market. Provisions, when required, are nadeduce excess and obsolete inventories tc
estimated net realizable values. Inventories coo$ighe following (in thousands):
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June 30, December 31,
2011 2010
Raw materials $ 14,89¢ $ 20,33¢
Work-in-process 10,16: 13,17
Finished goods 29,001 28,57:
Total $ 54,06¢ $ 62,077

6. GOODWILL AND INTANGIBLE ASSETS:
The carrying amount of goodwill was $14.8 millios @ the periods ended June 30, 2011 and Decenb&030 .

Intangible assets consist primarily of acquiredrises, in-process research and development antt pgtes, and are reported net of
accumulated amortization. In the year ended DeceBbe2010 , the Company acquired an early-staggareh and development company,
resulting in the addition of in-process researath @evelopment of $4.7 million , and the Companyusregi Qspeed Semiconductor resulting in
the addition of customer relationships of $0.9 imill, and developed technology of $1.8 millizee Note 14). The Company amortizes the
of all intangible assets over the shorter of thameged useful life or the term of the acquireetise or patent rights, which range from five to
ten years, with the exception of $4.7 million ofgrocess research and development which will be tredronce the development is comple
and products are available for sale. The Compaeyg dot expect the amortization for its in-procesearch and development to begin in the
current year. Amortization for acquired intangibksets was approximately $0.3 million and $0.2iomilin the three months ended June 30,
2011 and June 30, 2010, respectively, and $0limiénd $0.3 million in the six months ended JB8Ae2011 and 2010 , respectively. The
Company does not believe there is any significasidual value associated with the following intéugiassets:

June 30, 2011 December 31, 2010
Accumulated Accumulated
Gross Amortization Net Gross Amortization Net

(in thousands)
In-process research and

development $ 4,69C $ — $ 4,69C $ 4,69C $ — $ 4,69(
Technology licenses 3,00 (1,575 1,42¢ 3,00 (1,425 1,57¢
Patent rights 1,94¢ (1,86¢) 81 1,94¢ (2,760 18¢
Developed technology 2,92( (660C) 2,26( 2,92( (489 2,431
Customer relationships 91C (57) 853 91C — 91C
Other intangibles 37 (37 — 37 (37 —
Total intangible assets $ 13,50t $ (4,197 $ 9,30¢ $ 13,50¢ $ 3,71) $ 9,79

The estimated future amortization expense relatedtangible assets at June 30, 2011 is as follows:

Estimated

Amortization
Fiscal Year (in thousands)
2011 (remaining 6 months) $ 45€
2012 75¢
2013 75E
2014 75¢
2015 592
Thereafter 1,30¢
Total (1) $ 4,61¢

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

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

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

Customer Concentration

Ten customers accounted for approximately 66% &34 6f net revenues for the three months ended 30n2011 and June 30,
2010, respectively, and 66% and 60% of revenuethésix months ended June 30, 2011 and Junel30, 2espectively. A significant portit
of these revenues are attributable to sales o€ tmepany’s products to distributors of electroniopmnents. These distributors sell the
Company’s products to a broad, diverse range ofuseds, including OEMs and merchant power supplgufecturers.

The following customers accounted for 10% or mdr®tal net revenues:

Three Months Ended Six Months Ended
June 30, June 30,
Customer 2011 2010 2011 2010
A 18% 15% 19% 14%
B 14% 12% 13% 11%

Customers A and B are distributors of the Compamgslucts. No other customers accounted for d®@%hore of the Company's net revenu
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 evalostid 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 woffs-and other relevant information. Account baksare charged off against the allowance
after all means of collection have been exhausteldiae potential for recovery is considered remodtee Company does not have any off-
balance-sheet credit exposure related to its ciesmnAs of June 30, 2011 and December 31, 201%,af6 76% , respectively, of accounts
receivable were concentrated with the Company'seogustomers.

The following customers represented 10% or motacabunts receivable:

June 30, December 31,
Customer 2011 2010
A 24% 21%
B 19% *

*less than 10%

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

International Sale:

The Company markets its products through its gaéesonnel and a worldwide network of distributdys.a
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percentage of total net revenues, internationalkssalhich consist of domestic and foreign saletidtsibutors and direct customers outside of
the Americas, are comprised of the following:

Three Months Ended Six Months Ended
June 30, June 30,
2011 2010 2011 2010
Hong Kong/China 38% 33% 36% 31%
Taiwan 23% 24% 23% 25%
Korea 15% 1% 16% 20%
Western Europe (excluding Germany) 9% 8% 1C% 8%
Japan 6% 5% 6% 5%
Singapore 2% 2% 2% 2%
Germany 1% 3% 1% 3%
Other 1% 1% 1% 1%
Total foreign revenue 95% 95% 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 saleth@nthree and six months ended June 30, 2011 &k, 28spectively, were frol
its three primary groupings of low-power AC-DC paveanversion products - TOPSwitch, TinySwitch andkiSwitch. Approximately 1% to
2% of the Company's sales came from other produnilies, principally the Company's DPA-Switch faynilf high-voltage DC-DC products,
and in the first and second quarter of 2011 , tom@any's Hiper family of products which includestbpower-conversion and power-factor-
correction products for high-power applications.

Revenue mix by product family for the three andrebnths ended June 30, 2011 and 2010 was as follows

Three Months Ended Six Months Ended
June 30, June 30,
Product Family 2011 2010 2011 2010
LinkSwitch 43% 35% 41% 35%
TinySwitch 31% 39% 33% 3%
TOPSwitch 24% 25% 24% 25%
Other 2% 1% 2% 1%

8. EARNINGS PER SHARE:

Basic earnings per share are calculated by dividetgncome by the weighted-average shares of constuzk outstanding during
the period. Diluted earnings per share are caledlby dividing net income by the weighted-averdggas of common stock and dilutive
common equivalent shares outstanding during thiegebDilutive common equivalent shares includedhiis calculation consist of dilutive
shares issuable upon the assumed exercise of mditsjacommon stock options, the assumed vestirytstanding restricted stock units and
performance based awards, and the assumed issoleenvards under the stock purchase plan, as comhpsiag the treasury stock method.

A summary of the earnings per share calculati@sifllows (in thousands, except per share amaunts)
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Three Months Ended Six Months Ended
June 30, June 30,
2011 2010 2011 2010
Basic earnings per share:
Net income $ 10,59¢ $ 1558 $ 2045: $ 27,90
Weighted average common shares 28,93¢ 27,84« 28,78¢ 27,65¢
Basic earnings per share $ 037 $ 05€¢ $ 071 $ 1.01
Diluted earnings per share (1):
Net income $ 10,59¢ $ 1558 $ 20,45: $ 27,90
Weighted average common shares 28,93¢ 27,84¢ 28,78¢ 27,65¢
Effect of dilutive securities:
Employee stock plans 1,40¢ 1,691 1,487 1,80z
Diluted weighted average common shares 30,34¢ 29,53t 30,27 29,46(
Diluted earnings per share $ 0.3t $ 05z $ 0.6¢ $ 0.9t
(1) The Company includes the shares underlying perfocerdased awards in the calculation of dilutediagsnper share when they become

contingently issuable per ASC 260-Hxrnings per Sharand excludes such shares when they are not contipgesuable. The Company has
excluded all performance-based awards underlyiadigical 2011 and 2010 awards as those sharestcemingently issuable as of the end of
the period

Approximately 262,533 shares and 95,793 shargbutible to stock-based awards for the three magned June 30, 2011 and
2010, respectively, and 234,700 shares and 6&i8@s attributable to stock-based awards forixhmenths ended June 30, 2011 and 2010,
respectively, were not included in the computatibdiluted earnings per share for the periods #eated because they were determined to be
anti-dilutive.

9. PROVISION FOR INCOME TAXES:

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.

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 tempodiifgrences 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 manageodgrhent, that all or part of the net
deferred tax assets will not be realized in tharieitthe Company would record a valuation allowandée period the determination is made.
In addition, the calculation of tax liabilities iolwes significant judgment in estimating the impafctincertainties in the application of
complex tax laws. Resolution of these uncertairitiess manner inconsistent with the Company's extiects could have a material impact on
its results of operations and financial position.

As of June 30, 2011 , the Company continues to taaim valuation allowance on a portion of its €ahia deferred tax assets as the
Company believes that it is not more likely tham that the deferred tax assets will be fully reatizThe Company also maintains a valuation
allowance with respect to certain of its defer@ddssets relating primarily to tax credits in agrinon-U.S. jurisdictions.

Inc ome tax expense includes a provision for fddstate and foreign taxes based on the annuahai&d effective tax rate applicable
to the Company and its subsidiaries, adjustedddam discrete items which are fully recognizedhia period they occur. The Company's
effective tax rates for the three and six montrdednJune 30, 2011 were 22.3% and 20.6% , respbictiMee difference between the expected
statutory rate of 35% and the Company's effectixerate for the
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three and six months ended June 30, 2011 was pigrdae to the beneficial impact of the geograptistribution of the Company's world-
wide earnings and the beneficial impact of theaedeand experimentation tax credit. The differelmesveen the expected statutory rate of
35% and the Company's effective tax rate for theetand six months ended June 30, 2010 was duarsirto the beneficial impact of the
geographic distribution of the Company's world-wé&enings.

Although the Company files U.S. federal, U.S. state foreign tax returns, its major tax jurisdictis the U.S. In the quarter ended
March 31, 2011, the IRS informed the Company thatiRS intends to propose adjustments to the Coypeaxable income for fiscal years
2003 through 2006 related to the Company's intepamy research and development cost-sharing arrageand related issues. The
Company believes that it has adequately provideitddax position. The Company believes that fR8 position is without merit and intends
to defend its tax return position vigorously. Tiexél years 2007 through 2009 are also under aydie IRS.

Determining the consolidated provision for incorae ¢xpense, income tax liabilities and deferredatssets and liabilities involves
judgment. The Company calculates and providesimrme taxes in each of the tax jurisdictions inchtit operates, which involves estimat
current tax exposures as well as making judgmemgarding the recoverability of deferred tax assetsach jurisdiction. The estimates used
could differ from actual results, which may havgignificant impact on operating results in futuezipds.

10. INDEMNIFICATIONS:

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

The Company believes its internal development eeg and other policies and practices limit itsoexpe related to such
indemnifications. In addition, the Company requitsemployees to sign a proprietary informatiod arventions agreement, which assigns
rights to its employees' development work to thenBany. To date, the Company has not had to reiretamg of its distributors or customers
for any losses related to these indemnificatiortsrammaterial claims were outstanding as of Jup@@01 . For several reasons, including the
lack of prior indemnification claims and the ladkaomonetary liability limit for certain infringenmé cases, the Company cannot determine the
maximum amount of potential future payments, if,aejated to such indemnifications.

11. COMMITMENTS AND CONTINGENCIES:

From time to time in the ordinary course of busindle Company becomes involved in lawsuits, otorners and distributors may
make claims against the Company (see Note 12xdardance with ASC 450-10, the Company makes aigioovfor a liability when it is both
probable that a liability has been incurred andam@unt of the loss can be reasonably estimated.

The Company purchases wafers through purchasesdirden its foundries. All but one of the Companyafer agreements are
executed in U.S. currency. Until June 2011, this fmundry required wafer purchases to be in Jagayes, however, the purchase price within
this agreement was fixed at a base rate and allé@vexbme sharing of the impact of exchange ratetdlations from the base rate. The curre
fluctuation experienced between the time invoicesensubmitted to the Company until the time thewas purchased and remitted to the
supplier was a financial responsibility of the Canp. The Company accounted for the gain or losgadlto the payment of these transactions
as part of other income or expense. The Compaoyrigntly renegotiating its purchase contract ik foundry.

One of the Company's wafer supply agreements badéds. dollars allows for mutual sharing of thepimet of the exchange rate
fluctuation between Japanese yen and the U.S.rddlach year, the Company's management and tties a@pplier review and negotiate
pricing; the negotiated pricing is denominated s Wollars but is subject to contractual exchamage provisions. The fluctuation in the
exchange rate is shared equally between both partie
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12. LEGAL PROCEEDINGS:

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 congetidnancial statements as a result of
the damages award. Fairchild also raised defemsgerding that the asserted patents are invalichenforceable, and the court held a second
trial on these issues beginning on September 107.20n September 21, 2007, the jury returned aistardthe Company's favor, affirming
the validity of the asserted claims of all fourgras-in-suit. Fairchild submitted further materiafsthe issue of enforceability along with
various other post-trial motions, and the Compaleyl fpost-trial motions seeking a permanent injiomcand increased damages and attorneys
fees, among other things. On September 24, 2068 ¢urt denied Fairchild's motion regarding enfabikty and ruled that all four patents
are enforceable. On December 12, 2008, the Coled an the remaining post-trial motions, includgr@gnting a permanent injunction,
reducing the damages award to $6.1 million , grgnBairchild a new trial on the issue of willfuFimgement in view of an intervening
change in the law, and denying the Company's mdtioincreased damages and attorneys' fees witte lisarenew the motion after the
resolution of the issue of willful infringement. @ecember 22, 2008, at Fairchild's request, thertGemporarily stayed the permanent
injunction for 90 days to permit Fairchild to pitit the Federal Circuit Court of Appeals for a figtt stay. On January 12, 2009, Fairchild
filed a notice of appeal challenging the Courtfasal to enter a more permanent stay of the injancaind Fairchild filed additional motions
requesting that both the Federal Circuit and thsriat Court extend the stay of injunction. Thetiied Court temporarily extended the stay
pending the Federal Circuit ruling on Fairchildending motion, but the Federal Circuit dismissenldidld's appeal and denied its motion on
May 5, 2009, and the District Court issued an oadeMay 13, 2009 confirming the reinstatement ef permanent injunction as originally
entered in December 2008. On June 22, 2009, thet Geld a brief bench re-trial on the issue of fullinfringement, and the parties
completed post-trial briefing on the issue of wilifess shortly thereafter. On July 22, 2010, therCound that Fairchild willfully infringed
all four of the asserted patents. The Court alsitdd briefing on enhanced damages and attornegs, find Fairchild filed a motion
requesting that the Court amend its findings reigardiillfulness. On January 18, 2011, the Courtiderrairchild's request to amend the
findings regarding Fairchild's willful infringemeanhd doubled the damages award against Fairchilddmlined to award attorneys' fees. On
February 3, 2011, the Court entered final judgnirefa@vor of the Company for a total damages awdi$tl@.9 million . Fairchild has filed a
notice of appeal challenging the final judgment amtimber of the underlying rulings, and the Comygdaas filed a cross-appeal seeking to
increase the damages award. Briefing on the afipealder way.

On May 9, 2005, the Company filed a Complaint vifite U.S. International Trade Commission (“ITC") endection 337 of the
Tariff Act of 1930, as amended, 19 U.S.C. sectiB@7lagainst System General (“SG”). The Company flesupplement to the complaint on
May 24, 2005. The Company alleged infringementopatents pertaining to pulse width modulationf\®”) integrated circuit devices
produced by SG, which are used in power converggiications such as power supplies for computeritos. The Commission instituted
an investigation on June 8, 2005 in response t€tmapany's complaint. SG filed a response to tliddmplaint asserting that the patents-
in-suit were invalid and not infringed. The Compaupsequently and voluntarily narrowed the numlbgatents and claims in suit, which
proceeded to a hearing. The hearing on the imagtigwas held before the Administrative Law Jufigé J”) from January 18 to
January 24, 2006. Post-hearing briefs were subanégttel briefing concluded February 24, 2006. The'&lnitial determination was issued on
May 15, 2006. The ALJ found all remaining assediadins valid and infringed, and recommended thdusian of the infringing products as
well as certain downstream products that contaririfringing products. After further briefing, oaorde 30, 2006 the Commission decided not
to review the initial determination on liabilityubdid invite briefs on remedy, bonding and theljuinterest. On August 11, 2006 the
Commission issued an order excluding from entrg the United States the infringing SG PWM chips] any LCD computer monitors, AC
printer adapters and sample/demonstration cir@atds containing an infringing SG chip. The U.SstBms Service is authorized to enforce
the exclusion order. On October 11, 2006, the gesgial review period expired without any actioanfrthe President, and the ITC exclusion
order is now in full effect. SG appealed the ITCid®n, and on November 19, 2007, the Federal @iatfirmed the ITC's findings in all
respects. On October 27, 2008, SG filed a petittomodify the exclusion order in view of a recepstEral Circuit opinion in an unrelated
case, and the Company responded to oppose any
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modification, but the Commission modified the exitun order on February 27, 2009. Neverthelessetichision order still prohibits SG and
related entities from importing the infringing S@igs and any LCD computer monitors, AC printer adegy and sample/demonstration circuit
boards containing an infringing SG chip.

On May 23, 2008, the Company filed a complaint agiaiFairchild Semiconductor International, Inc.irélaild Semiconductor
Corporation, and Fairchild's wholly-owned subsigi8ystem General Corporation (“SG”) in the Unitadt8s District Court for the District of
Delaware. In its complaint, the Company alleged Herchild has infringed and is infringing thregt@nts pertaining to power supply
controller integrated circuit devices. Fairchilcsaered the Company's complaint on November 7, 2088ying infringement and asking for a
declaration from the Court that it does not infereny Power Integrations patent and that the matestinvalid and unenforceable. Fairchild's
answer also included counterclaims accusing thepgaom of infringing three patents pertaining to mimnside power conversion integrated
circuit devices. Fairchild had earlier brought #aeame claims in a separate suit against the Compko in Delaware, which Fairchild
dismissed in favor of adding its claims to the Camys already pending suit against Fairchild. Tbenany has answered Fairchild's
counterclaims, denying infringement and askingafaleclaration from the Court that it does not g any Fairchild patent and that the
Fairchild patents are invalid. Fairchild also fileanotion to stay the case, but the Court deniatrttotion on December 19, 2008. On March
5, 2009, Fairchild filed a motion for summary judgmbto preclude any recovery for post-verdict safgsarts found to infringe in the parties'
other ongoing litigation, described above, andGbenpany filed its opposition and a cross-motiopreclude Fairchild from re-litigating the
issues of infringement and damages for those saatipts. On June 26, 2009, the Court held a hearintfpe parties' motions, and on July 9,
2009 the Court issued an order denying the partieons but staying proceedings with respect éoptoducts that were found to infringe and
which are subject to the injunction in the othetddere case between the parties pending the effityabjudgment in that case; the
remainder of the case is proceeding. On Decemhe2Q®, the Court issued an order construing ceteims in the asserted claims of the
Company's and Fairchild's patents in suit. Follgnaime Court's ruling on claim construction, Faildhwithdrew its claim related to one of its
patents and significantly reduced the number dfiidaasserted for the remaining two patents. Thegsathereafter filed and argued a number
of motions for summary judgment, and the Court édrthe majority of the parties' motions but grantelCompany's motion to preclude
Fairchild from re-arguing validity positions thaeve rejected in the prior case between the paBiesause the assigned Judge retired at the
end of July 2010, the case was re-assigned tdexelit Judge, and the Court vacated the trial adrexhd had the parties provide their input
on the appropriate course of action. The Courteidiiéer set a trial schedule with the jury trialioflingement and validity to begin in July
2011. On February 10, 2011, the Court issued a@rondintaining the stay with respect to the prosititht were found to infringe and which
are subject to the injunction in the other Delawaase pending the appeal in that case. On Apri2@8], the Court rescheduled the trial to
begin in January 2012, and on June 2, 2011 thet@uawed the trial date to permit the parties toradsl another patent the Company has
accused Fairchild of infringing. Trial is currenigheduled to begin in April 2012.

On June 28, 2004, the Company filed a complainp&dent infringement in the U.S. District Court,rih@rn District of California,
against SG Corporation, a Taiwanese company, and. 8. subsidiary. The Company's complaint alleégati certain integrated circuits
produced by SG infringed and continue to infringet@in of its patents. On June 10, 2005, in respemshe initiation of the International
Trade Commission (ITC) investigation discussed abdtve District Court stayed all proceedings. Sqbeet to the completion of the ITC
proceedings, the District Court temporarily liftée stay and scheduled a case management confe@m&ecember 6, 2006, SG filed a
notice of appeal of the ITC decision as discusdede. In response, and by agreement of the pattiedistrict Court vacated the scheduled
case management conference and renewed the gtagoeedings pending the outcome of the Federali©mppeal of the ITC determination.
On November 19, 2007, the Federal Circuit affirntegl I TC's findings in all respects, and SG didfileta petition for review. The parties
subsequently filed a motion to dismiss the Dist@ourt case without prejudice. On November 4, 2089 Company re-filed its complaint for
patent infringement against SG and its parent gatpms, Fairchild Semiconductor International,.lacd Fairchild Semiconductor
Corporation, to address their continued infringetredipatents at issue in the original suit thaerety emerged from SG requested
reexamination proceedings before the U.S. PatehTamdemark Office (USPTO). The Company seeks, gnodimer things, an order
enjoining Fairchild and SG from infringing the Coamy's patents and an award of damages resultingtfre alleged infringement. Fairchild
has denied infringement and asked for a declar#toom the Court that it does not infringe any Polveegrations patent, that the patents are
invalid, and that one of the two patents now atésis the case is unenforceable. On May 5, 201ié¢Hill and SG filed an amended answer
including counterclaims accusing the Company dafriging two patents; the Company contests theseat@ms vigorously, and since that
time Fairchild has withdrawn its claim for infringent of one of the patents it asserted againsEtdmepany, leaving just one Fairchild patent
in the case. The Court held a claim constructicaring on March 24, 2011, and
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issued a first claim construction order regardimg €ompany's asserted patents on July 13, 201Cdb#'s order indicated that a separate
claim construction order on Fairchild's remainisgerted patent is forthcoming. Discovery is culyembder 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 @olntegrations Netherlands in Shanghai and Shengité the Suzhou Intermediate Co
in the People's Republic of China. The proceedéngsstill in their early stages, with no hearingsrial currently scheduled. The suits assert
four Chinese patents and seek an injunction ancagamof approximately $17.0 million . Power Inté¢igras Netherlands has filed
invalidation proceedings for all four asserted SfBepts in the People's Republic of China Patenkx&emation Board (PRB) of the State
Intellectual Property Office (SIPO), and all fouratlenges were accepted by the PRB, with heariogducted in September 2010 and rulings
expected in the coming months. The Company belithee§airchild and SG claims are without merit artdnds to contest them vigorously.

On July 11, 2011, the Company filed a complairthim U.S. District Court, District of Columbia, agsi David Kappos in his capacity
as Director of the United States Patent and Trade@éice (“PTQ”) as part of the ongoing reexamioatproceedings related to one of the
patents asserted against Fairchild and SG in thenee litigation described above. No scheduleliesen set for the case.

In the quarter ended March 31, 2011, the IRS inéxtithe Company that the IRS intends to proposesadgnts to the Company's
taxable income for the years 2003 through 2006edlto the Company's intercompany research andaj@went cost-sharing arrangement and
related issues (refer to Note 9 for further defailhie Company believes that the IRS position thatit merit and intends to defend its tax
return position vigorously.

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 effored attention of the Company's management anditadtpersonnel from normal business
operations, potentially causing a material advefeet on the business, financial condition andrafieg 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, reqPower 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

The Company is also subject to a variety of otheints and suits that arise from time to time in ¢dheinary course of business. These
matters are subject to inherent uncertainties badCompany's view of these matters may changeeifutiare and could result in charges that
would have a material adverse impact on its firgrmbsition, results of operations, or cash flows.

13. RECENT ACCOUNTING PRONOUNCEMENTS:

In May 2011, the Financial Accounting StandaBaard (FASB) issued amendments to the FASB Adiogistandard Codification (ASC)
relating to fair value measurements, Accountingi@sads Update (ASU) 2011-0Bair Value MeasuremenfSC Topic 820. The amendments
clarify the application of existing fair value measment requirements and results in common measunteamd disclosure requirements in
U.S. GAAP and International Financial Reportingrgtards (IFRS). The Company will apply these amendsngrospectively beginning in the
first quarter of fiscal 2012. The Company is cutiervaluating the impact the application of thasgendments will have on its consolidated
financial statements.

In June 2011, the FASB issued ASU No. 2011@&nprehensive IncomeASC Topic 220). This amendment gives an entity two
options to present the total of comprehensive iredimee components of net income, and the comporénther comprehensive income. An
entity can elect to present comprehensive inconadtlirer (1) a single continuous statement of colmgmeive income, or (2) in two separate but
consecutive statements. In both choices, an @stigquired to present each component of net incalorgg with total net income, each
component of other comprehensive income along aithtal for other comprehensive income, and a totadunt for comprehensive income.
The Company will apply this amendment beginninthimfirst quarter of 2012. The Company is currerthgluating the impact the application
of this amendment will have on its condensed codatdd financial statements.
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On January 1, 2011, the Company adopted the fatigpw@ccounting pronouncements:

In December 2010, FASB issued ASU No. 2010-Ba@siness CombinatiofdSC Topic 805). The amendments in this update
specify that if a public entity presents compamfinancial statements, the entity should disclesenue and earnings of the combined entity
as though the business combination(s) that occulueidg the current year had occurred as of thénétg of the comparable prior annual
reporting period only. The amendments also imptoeeusefulness of the pro forma revenue and earlisglosures by requiring a
description of the nature and amount of materiahracurring pro forma adjustments that are direatisibutable to the business combination
(s). The amendments in this update were effectivédigcal years, and interim periods within thogans, beginning after December 15, 2010.
The adoption of this ASU in the first quarter ofl20did not have a material impact on the Compasgyrslensed consolidated financial
statements.

In December 2010, FASB issued ASU No. 2010{@tangibles - Goodwill and Oth€d ASC Topic 350). Under Topic 350 on
goodwill and other intangible assets, testing fmodwill impairment is a two-step test. When a goildmpairment test is performed (either
on an annual or interim basis), an entity mustssadether the carrying amount of a reporting exiteeds its fair value (Step 1). If it does,
an entity must perform an additional test to deteemvhether goodwill has been impaired and to dateuhe amount of that impairment (Step
2). The amendments in this update modify Stepth@fyjoodwill impairment test for reporting unitsthvzero or negative carrying amounts.
For those reporting units, an entity is requiregecform Step 2 of the goodwill impairment test i more likely than not that a goodwill
impairment exists. In determining whether it is mbkely than not that goodwill impairment existé® entity should consider whether there
are any adverse qualitative factors indicating imgtairment may exist. The qualitative factors riegthat goodwill of a reporting unit be
tested for impairment between annual tests if amewccurs or circumstances change that would tilaly than not reduce the fair value of a
reporting unit below its carrying amount. The anmaedts in this update were effective for fiscal geand interim periods within those years,
beginning after December 15, 2010. The adoptiahiefASU in the first quarter of 2011 did not havenaterial impact on the Company's
condensed consolidated 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 Valastruments.” ASU No. 2010-06 amends ASC 820 tuire additional disclosures
regarding fair value measurements. Specificallg,Al$U 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 settlemmesdslition, the ASU also amends ASC
820 to clarify certain existing disclosure requirsts. Except for the requirement to disclose infiifam 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.

14. ACQUISITIONS:

On February 26, 2010, the Company entered intdinitiee agreement to purchase the assets of dg-stage research and
development company involved in developing certaghnology that is consistent with the Company’g{term business strategy, for cash
totaling $11.5 million . The Company accountedtfe transaction as an acquisition of a businedscampleted the acquisition on August
26, 2010. The Company allocated $6.2 million ofplvechase price to goodwill, which is deductibletx purposes, $4.7 million to in-
process research and development, which the Compifiramortize over the estimated life of the teology upon completion of its
development (the Company does not expect to anedrtiprocess research and development within theicuyear), and $0.6 million to fixed
assets. The Company also expensed $0.4 millionfisition-related costs which were recorded aggdand administrative expense in
2010. Goodwill recognized in the acquisition wasw from expected benefits from future technologyst synergies and a knowledgeable
and experienced workforce.

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

The Company's acquisition of Qspeed effectivelylesta preexisting license agreement under whieltbmpany had paid Qspeed a
prepaid royalty of $5.25 million in exchange foethse of its technology. Because the terms ofitkeade
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agreement were determined to represent fair vdltieeaacquisition date, the Company did not re@org gain or loss separately from the
acquisition and the $5.25 million unamortized prdpayalty was included as part of the acquisitdate fair value of consideration
transferred.

Fair value consideration consists of the follow{irythousands):

Cash $ 6,95t
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. The allocation ofghechase price is preliminary and may
be adjusted should further information regardingres or circumstances existing at the acquisitee éecome available.

15. INVESTMENT IN THIRD PARTY:

On October 22, 2010, the Company made a $7.0 midguity investment in a privately held companyn§&outh Laboratories
(“SemiSouth”). The Company accounts for its nonHatable investment in SemiSouth under the cost otkedis the Company has less than a
20% ownership interest in SemiSouth and does na tige ability to exercise significant influencesothe investee. Also in October 2010, the
Company paid $10.0 million as a prepaid royaltgxechange for the right to use SemiSouth's techiyolblge Company will amortize the
royalty to cost of revenues based on the Compaayés of products incorporating the licensed teldgyo The company does not expect to
amortize the prepaid royalty within the currentryea

The Company accounts for its non-marketable investrin SemiSouth Laboratories under the cost metfide investment is
periodically reviewed for other-thamemporary declines in fair value by consideringilade evidence, including general market condgicihe
company's financial condition, pricing in recentimds of financing, earnings and cash flow forecastsent operational performance and any
other readily available market data. The carryialye of the Company's investment in SemiSoutl7i $illion and was classified within
other assets on the Company's condensed consdlidalence sheet as of June 30, 2011 .

The Company's agreement with SemiSouth, enteredrir®010 provides, among other things, that thex@any has the option to
acquire SemiSouth in the future (“Call Option”) eheé Company may be obligated to acquire SemiSatghfuture date if SemiSouth achieves
certain financial performance conditions (“Put ©@pt)).

The Call Option can be exercised by the Compamyratltiple of SemiSouth's annualized net opergtirugits after tax (based on the
average of such measures during certain monthslefased in the agreement (“NOPAT”). The multipteimtended to result in an acquisition
price equal to the estimated fair value of SemiBotlihe minimum acquisition price would be $36 roifli.

The Put Option can only be exercised by SemiSontle certain revenue and profit metrics have beachexl. At that time,
SemiSouth could obligate the Company to acquireiSeuth at a multiple of SemiSouth's NOPAT. The fipidtis intended to result in an
acquisition price equal to the estimated fair vadfi€emiSouth. In order to reach the revenue aaofitpnetrics required to exercise the Put
Option, SemiSouth would need to increase its gugntevenue to approximately 15 times the leveledfenues in the second quarter of 2011.
The Put Option terminates on June 30, 2013.

The NOPAT multiple was determined to reflect faatue based on the Market Approach using Level @tgthat are derived
principally from observable market data by compgunimultiples 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 fhesars, the fair value of the Put/Call Option veetermined to be zero.
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In July of 2011, the Call and Put Options exergisgods were extended and is now exercisable tnatitlate that is 31 days following
delivery to the Company of SemiSouth's financiatesnents for the quarter ending June 30, 2013.®&=19).

16. SUPPLIER AGREEMENT:

The Company entered into a wafer supply agreemmaahedment with one of its foundries in the third qeiaof 2008, which amends
its previous agreement with the foundry. The amdratgreement includes a Company prepayment of $Blidmfor raw materials. Purchases
of raw material under this agreement was made hased production build plans of the Company's wafés of December 31, 2010, $0.9
million remained prepaid under this agreement, iarttle six months ended June 30, 2011, this prepaymas fully amortized. The Company
included the prepayment in prepaid expenses arat othrent assets in its December 31, 2010 , caetkoonsolidated balance sheet.

17. 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, SenttiSman borrow up to $8.6 million , through Janu2®l 3 (reduced from $15.5 million at
March 31, 2011). As of June 30, 2011 , a total®®3$nillion had been funded, comprising; $3.8 maillifunded, less payments withheld under
this lease arrangement to finance capital equipm@mimencing in February 2011, and $4.1 million EEdleposits on equipment which the
Company will lease to SemiSouth upon delivery affsequipment. The Company included the lease éneivable and deposits on equipment
in Other Assets and Prepaid Expenses and Otheef@ukssets in its condensed consolidated balarest sit June 30, 2011 . The total lease
payments related to the $3.8 million funded willrbeeived over a four to eight year term and ieotéd in the table below (in millions):

Total Minimum

Fiscal Year Lease Payments

2011 (remaining 6 months) $ 0.3
2012 0.6
2013 0.6
2014 0.6
2015 0.5
Thereafter 15
Total $ 4.1

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 SemiBaiiminishes the Company will establish a spec#gerve against the lease line receivable at
that time.

18. BANK LINE OF CREDIT:

In February 2011, the Company entered into an wmsdaredit agreement with a bank (the “Credit Agnent”). Pursuant to the
Credit Agreement, the Company can request, frora tortime until February 2013, advances in an armmoanto 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 commerciatdeatfecredit. At June 30, 2011 , the Company h&@.4 million outstanding letter of credit
for a capital purchase deposit. The terms of tréglic agreement require the Company to remain inpgtiance with certain financial and other
covenants.
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POWER INTEGRATIONS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)

19. SUBSEQUENT EVENTS:

In July 2011, the Company entered into a revisedagent with SemiSouth, amending certain termbe@fagreement regarding the
acquisition rights between the Company and SemitS(agte Note 15 for further details). The amendedeygent extends the Call and Put
Option exercise periods from the date that is axprately a month following delivery to the CompanfySemiSouth's financial statements for
the quarter ending December 31, 2012 to the datedlapproximately a month following delivery tetCompany of SemiSouth's financial
statements for the quarter ending June 30, 2013.

Also in July 2011, SemiSouth obtained $15 millidradditional financing through the sale, and corenirlicensing back, of its
intellectual property (IP) with a financing compaty connection with this arrangement, the Compamtgred into a contingent purchase
commitment with the financing company for SemiS&utR. The purchase commitment requires the Comfmapurchase the IP previously
owned by SemiSouth from its new owner for $15 miill{plus reimbursement of certain expenses) ureltaio conditions generally relating to
SemiSouth's failure to make certain payments oriSeuth's insolvency. In this event, the agreemet# forth a process to be followed before
the Company's purchase commitment matures. Hisagreement allows the Company to exercise its@dion for a certain period of time
and under certain conditions. If the Company daesnitially exercise its Call Option, then Semi$logan be sold to a third party during a
period of time of up to approximately half a yeah{ch period of time may be shortened by the nemiSeuth IP owner) or the Company
could still exercise its Call Option. After thatrjpl of time elapses (or shortened), the Compampigated to purchase the SemiSouth IP for
$15 million (plus reimbursement of certain expehs€se Company is obligated to provide a $15 millietter of credit in August 2011 to the
financing company to secure the contingent purchasamitment.

In addition, the Company has committed to enter éntontract with SemiSouth to act as a sales septative for SemiSouth. The

sales representation agreement will allow the Camppa earn a fee for its efforts in representimgnpoting and soliciting orders for SemiSa
products. The contract can be terminated with ¢hevit cause by giving prior written notice to tttber party.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIMNCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our finahcondition and results of operations should kbad in conjunction with the
condensed consolidated financial statements andakbes to those statements included elsewherésiiiarterly Report on Form 10-Q, and
with management's discussion and analysis of eanfiial condition and results of operations in durnual Report on Form 10-K for the year
ended December 31, 2010 filed with the SEC on Rebr5, 2011. This discussion contains forward-lngkstatements that involve risks and
uncertainties. Our actual results could differ mé&by from those contained in these forward-loagkistatements due to a number of factors,
including those discussed in Part Il, ltem 1A-“Rigkctors” and elsewhere in this report.

Overview

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

We believe that our products enable power supffigisare superior to those designed with altereaehnologies. We differentiate
our ICs through innovation aimed at helping ourtcmeers meet the desired performance specificafmmheir power supplies, including
increasingly stringent energy-efficiency requiremsemnhile minimizing complexity, component counte-to-market and overall system cost.
We invest significant resources in research anéldement in an effort to achieve this differentiati

While the size of the power-supply market fluctsatgth changes in macroeconomic conditions, theketdras generally exhibited a
modest growth rate over time as growth in the walitmes of power supplies has largely been offgetlductions in the average selling price
of components in this market. Therefore, the grosate of our revenues, income and cash flow deppridgrily on our penetration of the
power supply market, as well as our success inredipg the addressable market by introducing newlyxets that address a wider range of
applications. Our growth strategy includes thedieihg 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 ofputor 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, and
transforme-sample service

» Capitalize on the growing demand for more en-efficient electronic products and lighting techrgiks.We believe that ener-
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 effe

Additionally, technological advances combined wilyulatory and legislative actions are resultinthim adoption of alternative
lighting technologies such as ligatritting diodes (LEDs). We believe this presensgyaificant opportunity for us because our ICs
used in power-supply (or “driver”) circuitry fordt-voltage LED lighting applications.

* Increase the penetration of our products high-powe” applications.We believe we have developed and acquired new ttogies
and products that enable us to bring the beneffitéghly integrated power supplies to applicatioeguiring more than 50 watts of
output. These include such applications as maingpewpplies for flat-panel TVs and PCs, as wepp@ser supplies for LED
streetlights, game consoles, and notebook compueTeng others

Our quarterly operating results are difficult tegict and subject to significant fluctuations. @usérs typically can
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cancel or reschedule orders without significantgitgn Also, external factors such as global ecomoronditions and supply-chain dynamics
can cause our operating results to be volatile. plale our production and inventory levels basedhternal forecasts of customer demand,
which is highly unpredictable and can fluctuatestabtially. Strong demand for our products in régariods resulted in shortages of certain
products and caused an extension of our lead fionefelivery to customers. We have added produatagacity in order to ensure that we can
satisfy customer demand, and our lead times hawereturned to historical levels on most of our prod; however, if we do not have adeq
inventory of products to satisfy future demand, operating results may be impacted. The recenh@aake and tsunami, and resulting nuclear
disaster, in Japan have not had a material impaouo ability to satisfy customer demand, nor doexpect any such impact in the third
quarter.

Our net revenues were $80.2 million and $156.%anilin the three and six months ended June 30,,2@%pectively, compared to
$79.9 million and $151.4 million in the same pesad 2010. The slight growth of revenues year gear reflects higher sales to the indust
computer and communication end markets, partidfised by lower sales to the consumer end market.t@uten customers, including
distributors that resell to OEMs and merchant posugaply manufacturers, accounted for 66% of ourexatnues in both the three and six
months ended June 30, 2011, compared to 60% ofaiuevenues in both the three and six months edwieel 30, 2010. Our top two
customers, both distributors of our products, atilely accounted for approximately 33% and 32%wf net revenues in the three and six
months ended June 30, 2011, respectively. In time greriods of the previous year, our top two custsiboth distributors of our products,
collectively accounted for approximately 26% an&w26f our net revenues. International sales comgi@&86 of our net revenues in both the
three and six months ended June 30, 2011, antitbe &nd six months ended June 30, 2010.

Because our industry is intensely price-sensitiwe,gross margin (gross profit divided by net rawes) is subject to change based on
the relative pricing of solutions that compete watlrs. Variations in product and customer mix dan aause our gross margin to fluctuate.
Also, because we purchase a large percentage aflman wafers from foundries located in Japar, gnoss margin is influenced by
fluctuations in the exchange rate between the dbfar and the Japanese yen. Also, although ouemfabrication and assembly operations
outsourced, as are most of our test operationsytaop of our production costs are fixed in natuks.such, our unit costs and gross profit
margin are impacted by the volume of units we poedu

Our gross profit was $37.6 million, or 47% of netenues, and $74.0 million, or 47% of net revenunethe three and six months
ended June 30, 2011, respectively, compared t&$dillion, or 52% of net revenues, and $77.4 millior 51% of net revenues, in the three
and six months ended June 30, 2010, respectivaly dEcrease in gross margin for the three and eiths ended June 30, 2011, compared
with the same periods in the prior year, was diragmily to higher input costs and product mix. Tiherease in input costs was driven by the
decline in the value of the U.S. dollar versusdhpanese yen, which has increased the cost afrsiNafers purchased from our Japanese
foundries, as well as the rise in the prices ofatematerials, primarily gold and copper, usethimassembly of our products. While we cannot
necessarily predict the future direction of oursgranargin because many of the factors influendiagei outside of our control, we expect our
gross margin to improve meaningfully in the fougtiarter of this year as a result of certain codticdion efforts that we have undertaken.

Total operating expenses in the three and six nsogrtided June 30, 2011 were $24.4 million and $481Dn, respectively, and $22
million and $43.7 million in the same periods inPOrespectively. The increase in both the threesiamonths ended June 30, 2011 comg.
with the same periods in the prior year, was driggmarily by: increased payroll and related exmsn@ncluding stock-based compensation
expenses), due to increased headcount, includgieehresearch and development (R&D) headcounttiegdtom an acquisition we complet
in 2010; and increases in sales and marketing (S&hdEnses as a result of growth in our sales $dfi$etting these increases in part for the
three months ended June 30, 2011 compared to 2@H0a reduction in general and administrative (G&&)enses, due primarily to lower
expenses related to patent-litigation. (Refer téeNi?,Legal Proceedingsin our Notes to Condensed Consolidated FinarBtetiements for
details on our pending patent litigation.)

Critical Accounting Policies and Estimates

The preparation of financial statements and reldiedosures in conformity with accounting prineiplgenerally accepted in the
United States of America (“U.S. GAAPtgquires management to make estimates and assushiat affect the reported amounts of asset
liabilities and disclosures of contingent assets labilities at the date of the financial statetseand the reported amounts of revenues and
expenses during the reporting period. On an ongoasjs, we evaluate our estimates, including thisssl below. We base our estimates on
historical facts and various other assumptionswleabelieve to be reasonable at the time the etdsraae made. Actual results could differ
from those estimates.

Our critical accounting policies are as follows:
* revenue recognitior
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» stock-based compensatio

» estimating distributor pricing credit

» estimating writ-downs for excess and obsolete invent
* income taxes; an

» goodwill and intangible asse!

Our critical accounting policies are importanthe portrayal of our financial condition and resatt®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 accountiolicies, see Note 2, “Summary of Significant 8iating Policies,” in our Notes to
Condensed Consolidated Financial Statements.

Revenue recognition

Product revenues consist of sales to original egaig manufacturers (“OEMs”), merchant power suppinufacturers and
distributors. Shipping terms to international OEMstomers and merchant power supply manufacturens @ur facility in California are
“delivered at frontier” (“DAF”"),under which title to the product passes to theatust and revenue is recognized when the shipmeaohes th
destination country. Shipping terms to internatiddBMs and merchant power supply manufacturershipngents from our facility outside of
the United States are “EX WorksEXW), meaning that title to the product transfershte customer upon shipment from our foreign wausk
Shipments to OEMs and merchant power supply matwis in the Americas are “free on board” (“FOBYint of origin meaning that title is
passed to the customer upon shipment. Revenuedgnized upon title transfer for sales to OEMs amaichant power supply manufacturers,
assuming all other criteria for revenue recognitiod met as described below.

We apply the provisions of ASC 605-10 (formerlyfSfeccounting Bulletin No. 104Revenue Recognitioand all related appropriate
guidance. We recognize revenue when all of theahg criteria have been met: (1) persuasive eddeasf an arrangement exists, (2) delivery
has occurred, (3) the price is fixed or determiaatid (4) collectability is reasonably assured.gafeerally use customer purchase orders to
determine the existence of an arrangement. We @endelivery to have occurred when title and rigloss have transferred to the customer.
We consider the price to be fixed based on the payiterms associated with the transaction and vehéfie sales price is subject to refund or
adjustment. We assess collectability based onriwitevorthiness of the customer as determined bglitchecks we perform as well as the
customer's payment history.

We make sales to distributors and retail partnedsracognize revenue based on a sell-through me8adds to distributors are made
under terms allowing certain price protection aigtits of return on our products held by the disttilss. As a result of these rights, we defel
recognition of revenue and the costs of revenugseatéfrom sales to distributors until such distitirs resell our products to their end
customers. We determine the amount to defer baséldedevel of actual inventory on hand at ourrdisttors as well as inventory in transit to
our distributors. Fluctuations in deferred inconmesales to distributors coincide with an increasdazrease in revenue shipments to our
distributors; in addition, deferred income levels also impacted by the speed at which our didtriisusell our products to their end customers.
The gross profit that is deferred as a result if plolicy is reflected as “deferred income on sétegistributors’in the accompanying conden:
consolidated balance sheets. The total deferrezheras of June 30, 2011 and December 31, 2018ppasximately $23.9 million and $24.7
million , respectively. The total deferred cosbdune 30, 2011 and December 31, 2010 was appateiyn$12.7 million and $12.5 million ,
respectively.

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 financial statemeres thwe requisite service period of the individuargs, which generally equals a four-year
vesting period. We use estimates of volatility, ested term, riskree interest rate, dividend yield and forfeituresletermining the fair value
these awards and the amount of compensation costégnize. Changes in these estimates could riesthianges to our compensation chail

Estimating distributor pricing credits

Historically, approximately two-thirds of our totsdles have been made through distributors. Frélgueistributors need a cost lower
than our standard sales price in order to win ssinAfter the distributor ships product to itstoaser, the distributor submits a “ship and
debit” claim to us in order to adjust its cost frtime standard price to the approved lower pricéerAferification by us, a credit memo is issued
to the distributor to adjust the sell-in price fréne standard distribution price to the pre-appdoesver price. We maintain a reserve for these
credits that appears as a reduction to accountévedae in
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our consolidated balance sheets. Any increaseeinederve results in a corresponding reductiouircarrent and/or future net revenues. To
establish the adequacy of our reserves, we anhigiarical ship and debit amounts and levels oéitery in the distributor channels. If our
reserves are not adequate, our net revenues cewdversely affected.

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 incirea&sst 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 indamxes payable or refundable in the current figear based on reported income
before income taxes. Deferred income taxes refteceffect of temporary differences and carry-fodgathat are recognized for financial
reporting and income tax purposes.

We account for income taxes under the provisiorSR€ 740 (formerly SFAS No. 108ccounting for Income TaxgsUnder the
provisions of ASC 740, deferred tax assets andlilias are recognized based on the differenceséen the financial statement carrying
amounts of existing assets and liabilities andrthespective tax bases, utilizing the tax rates dha expected to apply to taxable income in the
years in which those temporary differences are ebgoketo be recovered or settled. We recognize tialuallowances to reduce any defer
tax assets to the amount that we estimate will rikedy than not be realized based on availableewte and management's judgment. We
the deferred tax assets recognized related toiceftaur officers' compensation to amounts thatesemate will be deductible in future peric
based upon Internal Revenue Code Section 162(nhelevent that we determine, based on availalitteeee and management judgment, that
all or part of the net deferred tax assets will mtealized in the future, we would record a vidumeallowance in the period the determination
is made. In addition, the calculation of tax lighk involves significant judgment in estimatidgetimpact of uncertainties in the application of
complex tax laws. Resolution of these uncertairities manner inconsistent with our expectationddbave a material impact on our result:
operations and financial position.

As of June 30, 2011 , we continued to maintainlaatan allowance on a portion of our Californideteed tax assets as we believe
that it is not more likely than not that the deéertax assets will be fully realized. We also maima valuation allowance with respect to cet
of our deferred tax assets relating primarily todeedits in certain non-U.S. jurisdictions.

In the first quarter of 2011, the IRS informed kattit intends to propose adjustments to our taxatdome for fiscal years 2003 thru
2006 related to our intercompany research and dpuent cost-sharing arrangement and related isgéedelieve the IRS's position with
respect to the proposed adjustment is inconsigtgghtapplicable tax law, and that we have a meintes defense to our position. Accordingly,
we intend to continue to challenge the IRS's pasitin this matter vigorously. While we believe tR&'s asserted position on this matter is not
supported by applicable law, we have provided kesefor our position in this matter, and we maydsired to make payments to the IRS
pending resolution of this matter. If this mattetifigated and the IRS is able to successfullyainsts position, our results of operations and
financial condition could be materially and advérsdfected (refer to Note 9, in our Notes to Comsksd Consolidated Financial Statements for
further details). Resolution of this matter is aaticipated within the next year.

Goodwill and intangible assets

In accordance with ASC 350-1Gpodwill and Other Intangible Assetsie evaluate goodwill for impairment on an anrhesis, or 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 qea 2010, and concluded that no impairment exiagedf December 31, 2010. Additionally,
no impairment indicators have been identified dyitime six months ended June 30, 2011 .

ASC 350-10 also requires that intangible assétsestimable useful lives be amortized overrtihespective
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estimated useful lives, and reviewed for impairmergccordance with ASC 360-18ccounting for the Impairment or Disposal of Longdd
Assets. We review long-lived assets, such as acquirezhgibles and property and equipment, for impairmérgnever events or changes in
circumstances indicate that the carrying amoumtnodsset may not be recoverable. We measure retilitgrof assets to be held and used |
comparison of the carrying amount of an assettimaged undiscounted future cash flows expectdzetgenerated by the asset. If the carrying
amount of an asset exceeds its estimated futulefloags, we recognize an impairment charge by theunt by which the carrying amount of
the asset exceeds the fair value of the asset.

Results of Operations

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

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

2011 2010 2011 2010
Net revenues 100.(% 100.(% 100.(% 100.(%
Cost of revenues 53.1 48.C 52.¢ 48.¢
Gross profit. 46.¢ 52.C 47.2 51.1
Operating expenses:
Research and development 12.7 10.¢ 12.¢ 11.1
Sales and marketing 10.1 9.4 10.¢ 9.5
General and administrative 7.7 8.2 8.C 8.2
Total operating expenses 30.5 28.t 31.c 28.¢
Income from operations 16.4 23.t 15.¢ 22.5
Other income, net 0.6 0.€ 0.€ 0.6
Income before provision for income taxes 17.C 24.1 16.£ 22.¢
Provision for income taxes 3.8 4.€ 34 45
Net income 13.2% 19.5% 13.(% 18.4%

Comparison of the Three Months and Six Months Eddee 30, 2011 and 2010

Net revenuedNet revenues consist of revenues from product safeish are calculated net of returns and allowanblet revenues ft
the three months ended June 30, 2011 were $80i2mibmpared with $79.9 million for the three miosiended June 30, 2010, an increase of
0.4%. The slight increase in sales was driven byt in sales to the industrial and computer endketa, offset by lower sales to the
consumer end market; sales to the communicationrenllet were relatively flat.

Net revenues for the six months ended June 30, @@té $156.9 million compared with $151.4 milliar the comparable period of
2010, an increase of approximately 4%. The increasedriven by higher sales to the industrial, cotepand communication end markets,
partially offset by lower sales to the consumer eradket.

Our net revenue mix by product family and by endkagfor the three and six months ended June 301 20mpared to the three and
six months ended June 30, 2010 were as follows:

Three Months Ended Six Months Ended
June 30, June 30,
Product Family 2011 2010 2011 2010
TinySwitch 31% 39% 33% 39%
LinkSwitch 43% 35% 41% 35 %
TOPSwitch 24% 25% 24% 25 %
Other 2% 1% 2% 1%
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Three Months Ended Six Months Ended
June 30, June 30,
End Market 2011 2010 2011 2010
Consumer 36% 40% 36% 38%
Communication 28% 28% 30% 30%
Industrial 23% 20% 22% 20%
Computer 13% 12% 12% 12%

International sales, comprised of sales outsidb@®mericas based on “ship to” customer locatiovese $76.4 million in the second
quarter of 2011, or 95% of net revenues, compar&¥5.7 million, or 95% of net revenues, for thmegperiod in 2010. International sales
were $149.9 million, or 95% of net revenues, fa $ix months ended June 30, 2011, compared to $bdiBion, or 95% of net revenues, for
the same period in 2010. Although the power suppliEng our products are distributed to end marnkettdwide, most of these power supp
are manufactured in Asia. As a result, sales ®réajion were 84% of our net revenues for bothhhee and six months ended June 30, 2011,
and 83% of our net revenues in both the three &nehenths ended June 30, 2010. We expect intermaltgales, and sales to the Asia region in
particular, to continue to account for a large jporof our net revenues in the future.

Sales through distributors accounted for 70% artd 69net revenues in the three and six months edded 30, 2011, respectively,
with direct sales to OEMs and power supply manufast accounting for the remainder. For the threesesnmonths ended June 30, 2010,
distributors accounted for 69% and 68% of net raesnrespectively, while direct sales accountedhferemainder.

The following customers accounted for 10% or mdrot@l revenues:

Three Months Ended Six Months Ended
June 30, June 30,
Customer 2011 2010 2011 2010
A 19% 15% 19% 14%
B 14% 12% 13% 11%

Customers A and B are distributors of the Compamgslucts. No other customers accounted for 10%are of our net revenues in
those periods.

Gross profit.Gross profit is net revenues less cost of reverfDescost of revenues consists primarily of costsoaiated with the
purchase of wafers from our contracted foundriesassembly, packaging and testing of our productib-contractors, product testing
performed in our own facility, and overhead assedavith the management of our supply chain. Gnoaggin is gross profit divided by net
revenues. The table below compares gross profigamgs margin for the three and six months ended 30, 2011 and 2010 (dollars in

millions):

Three Months Ended

June 30, Six Months Ended
June 30,
2011 2010 2011 2010
Net revenues $80.2 $79.9 $156.9 $151.4
Gross profit $37.6 $41.5 $74.0 $77.4
Gross margin 46.9% 52.0% 47.2% 51.1%

The decrease in gross margin for the three anctheiths ended June 30, 2011, compared with the pans in the prior year, was
due primarily to higher input costs and product nike increase in input costs was driven by thdimein the value of the U.S. dollar versus
the Japanese yen, which has increased the catitohsvafers purchased from our Japanese wafeidation foundries, as well as the rise in
the prices of certain materials, primarily gold agper, used in the assembly of our products.gfbes margin also decreased as a result of
product mix, our Link-1l (which has a lower marghan the company average) revenue increased thithe and six month ended June 30,
2011 compared to the same periods in 2010.

Research and development expenResearch and development, or R&D, expenses cqsistrily of employee-related expenses
including stock-based compensation and expenseeriaadnd facility costs associated with the depeient of new processes and new
products. We also record R&D expenses for prototyaters related to new products until such
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products are released to production. The tablenbetmpares R&D expenses for the three and six nsogrkded June 30, 2011 and 2010
(dollars in millions):

Three Months Ended

June 30, Six Months Ended
June 30,
2011 2010 2011 2010
Net revenues $80.2 $79.9 $156.9 $151.4
R&D expenses $10.2 $8.7 $20.2 $16.8
R&D expenses as a % of net regenu 12.7% 10.9% 12.9% 11.1%

R&D expenses increased in the three and six mattied June 30, 2011 compared to the same peri@ids ) driven primarily by
increased payroll and related expenses, includimcksbased compensation expenses, resulting froareased headcount, which in turn was
due primarily to an acquisition completed in thedlquarter of 2010. This acquisition also resultethcreased depreciation and facilities
expenses (See Note Jcquisitions, of Notes to Condensed Consolidated FinanciakBtants, Acquisitions, for details). These increase®
offset partially by decreased engineering mategafsense due to reduced new product engineeringtadt 2011 versus 2010.

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

compensation, commissions to sales representatindsfacilities expenses, including expenses aatativith our regional sales and support
offices. The table below compares sales and maiketipenses for the three and six months ended3lyr#g911 and 2010 (dollars in million

Three Months Ended

June 30, Six Months Ended
June 30,
2011 2010 2011 2010
Net revenues $80.2 $79.9 $156.9 $151.4
Sales and marketing expenses $8.1 $7.5 $16.4 $14.4
Sales and marketing expenses as a % of netueven 10.1% 9.4% 10.4% 9.5%

The increase in sales and marketing expenses thithe and six months ended June 30, 2011 compatbd same periods of 2010
was driven primarily by increased payroll and rethéxpenses and travel and sales infrastructurneeg as a result of increased headcount to
expand our international sales staff.

General and administrative expens@gneral and administrative, or G&A, expenses copsisarily of employee-related expenses,
including stock-based compensation expenses fomastnation, finance, human resources and genesalagement, as well as consulting,
professional services, legal and auditing experdes table below compares G&A expenses for thesthral six months ended June 30, 2011
and 2010 (dollars in millions):

Three Months Ended

June 30, Six Months Ended
June 30,
2011 2010 2011 2010
Net revenues $80.2 $79.9 $156.9 $151.4
G&A expenses $6.1 $6.5 $12.6 $12.5
G&A expenses as a % of net reeenu 7.7% 8.2% 8.0% 8.2%

G&A expenses decreased in the three months ended3Dy 2011, and remained relatively flat in thersbnths ended June 30, 2011.
The year-over-year decrease was due primarilydoaed legal expenses related to patent litigaBatent-litigation expenses decreased $0.3
million in the second quarter of 2011 compared i same period in 2010 (refer to Note ll€gal Proceedingsin our Notes to Condensed
Consolidated Financial Statements for recent dgjivi

Other income, netOther income, net consists primarily of intefiesbme earned on cash and cash equivalents andasttblongterm
investments. The table below compares other incoetefor the three and six months ended June 30, a8d 2010 (dollars in millions):
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Three Months Ended Six Months Ended
June 30, June 30,
2011 2010 2011 2010
Net revenues $80.2 $79.9 $156.9 $151.4
Other income $0.5 $0.5 $0.9 $1.0
Other income as a % of net reeenu 0.6% 0.6% 0.6% 0.6%

Other income, net, remained relatively flat in theee and six months ended June 30, 2011, compatbd same periods in 2010. Our
period-over-period amounts did not fluctuate ashae similar interest rates earned on similar cashntes at June 30 2011, versus June 30,
2010.

Provision for income taxesProvision for income taxes represents federatestnd foreign taxes.
The table below compares income tax expenses éathtiee and six months ended June 30, 2011 and(@6llars in millions):

Three Months Ended Six Months Ended
June 30, June 30,
2011 2010 2011 2010
Income before provision for ina@maxes $13.6 $19.3 $25.8 $34.7
Provision for income taxes $3.0 $3.7 $5.3 $6.8
Effective tax rate 22.3% 19.2% 20.6% 19.5%

The difference between the expected statutoryafa®®% and our effective tax rate for the three simdnonths ended June 30, 2011,
was primarily due to the beneficial impact of tremgraphic distribution of our world-wide earninggldhe beneficial impact of a research and
experimentation tax credit. The difference betwienexpected statutory rate of 35% and our effedtx rate for the three and six months
ended June 30, 2010, was primarily due to the leakimpact of the geographic distribution of auorld-wide earnings.

Outlook for our Third Quarter of 2011

In conjunction with the release of our quarter ehdiene 30, 2011 financial results on August 2, 20&lissued the following
outlook for our third quarter of 2011:

e Quarte rly revenues are expected to be betw@&émilion and $80 million;
« Gross margin is expected to be flat to slighdlyer compared with the second quarter; and

*  Operating expenses are expected to be appraeiyr25.2 million plus or minus $0.5 million.

Liquidity and Capital Resources

As of June 30, 2011, we had $233.6 million in casish equivalents and short-term and long-termsimvents, an increase of
approximately $18.8 million from $214.8 million asDecember 31, 2010. As of June 30, 2011, we hartting capital, defined as current
assets less current liabilities, of $242.4 millian,increase of approximately $30.3 million fronl32 million as of December 31, 2010.

In February 2011, we entered into an unsecuredtagreement with a bank (the “Credit Agreemer®Piirsuant to the Credit
Agreement, we can request, from time to time Urgitbruary 2013, advances in an amount not to exaeedgregate principal amount of $50.0
million, the proceeds of which can be used for virgglcapital requirements and other general corpgratposes. The agreement also covers
advances for commercial letters of credit. We auttyehave an outstanding letter of credit for aitdpurchase deposit; as of June 30, 2011,
this letter of credit totaled approximately $0.1limn. The terms of the credit agreement requiréougemain in compliance with certain
modified quick ratio and tangible net worth finaadcand other covenants, with which we are in coanule.

Operating activities generated cash of $40.6 milliothe six months ended June 30, 2011. Our wenie for this period was $20.5
million; we also incurred non-cash depreciationpdination and stock-based compensation expensgs.bfmillion, $0.5 million and $4.9
million, respectively. Additional sources of casieluded i) a $7.9 million decline in inventory digsereduced wafer purchases, and ii) a $3.0
million reduction in prepaid legal fees and pregaigentory amortization.
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These sources of cash were partially offset by$3.8 million decrease in accounts payable reguftiom the timing of payments processed
lower production volumes, and ii) a $2.4 milliorcirase in accounts receivable due to the timirgash collections in the fourth quarter of
2010 versus the second quarter of 2011.

Operating activities generated cash of $51.9 miiliiothe six months ended June 30, 2010. Our wenie for this period was $27.9
million; we also incurred non-cash depreciationpdination and stock-based compensation expensgs.8fmillion, $0.3 million and $4.5
million, respectively. Additional sources of casieluded; (i) $5.9 million for deferred income onesato distributors, resulting from increased
distributor shipments, (ii) $4.5 million for increed accounts payable, due primarily to increaseehitory purchases to accommodate our
higher sales volume, (iii) a $3.6 million reductionprepaid expenses due primarily to the reduabibour prepaid legal fees and prepaid
inventory amortization and (iv) $3.5 million for deased accounts receivable associated with iresteaslections. These sources of cash were
partially offset by a $9.5 million use of cash mnariease our inventory levels.

Our investing activities in the six months endedel80, 2011 resulted in a $33.5 million net useash, consisting of i) $12.5 million
for purchases of property and equipment, ii) $6ilian paid in relation to the acquisition of QSpe@efer to Note 14Acquisitions, of our
Notes to Condensed Consolidated Financial Statesheit) $7.8 million in connection with our leatee of credit to SemiSouth (refer to Nc
17,Lease Line to Third Partyof our Notes to Condensed Consolidated Fina&tatements), iv) the issuance of a $3.0 milliorertot
SemiSouth (refer to Note Eair Value Measurementof our Notes to Condensed Consolidated FinaiBtatiements) and v) $4.9 million, net,
for purchases of held-to-maturity investments. Eheses of cash were partially offset by $2.0 millio proceeds from the sale of capital
equipment.

Our investing activities in the six months endedel80, 2010 resulted in a $25.9 million net useash, consisting of $13.5 million 1
purchases of property and equipment, partiallystfiy $1.4 million of proceeds from the sale ofgedy and equipment, net purchases of held-
to-maturity investments of $9.1 million, and $4.8lion for the issuance of notes to two privatelglh technology companies.

In the six months ended June 30, 2011, we receieegroceeds of $7.7 million for financing actiggj consisting primarily of $14.2
million from the issuance of common stock, incluglithe exercise of employee stock options and theisce of shares through our employee
stock purchase plan, partially off-set by $4.4 iwilfor the repurchase of our common stock and $2lgon for the payment of dividends to
stockholders.

In the six months ended June 30, 2010, we usedrillién, net, for financing activities. The casbad for financing activities
included (i) $14.0 million for the repurchase of @@ammon stock, (ii) $2.8 million for the paymeritdividends to stockholders and (iii) $0.8
million for the repurchase and retirement of shaetested to employee income tax withholding. Theses of cash were partially offset by the
receipt of $15.5 million from the issuance of conmstock, including $13.7 million from the exercigfeemployee stock options, and $1.8
million from the issuance of shares through our leyge stock purchase plan.

We paid dividends on a quarterly basis in 2010cWwhesulted in approximately a $1.4 million useash per quarter. In October
2010, our board of directors declared an additiémad quarterly cash dividends in the amount oD$(er share to be paid to stockholders of
record at the end of each quarter in 2011. Thetfirs quarterly dividend payments of approximatgly4 million were made on March 31,
2011 and June 30, 2011, to stockholders of reconf &ebruary 28, 2011 and May 31, 2011, respdygtiVée expect that each of the remair
quarterly dividends will result in a similar useaafsh. The declaration of any future cash dividerat the discretion of the board of directors
and will depend on our financial condition, resafperations, capital requirements, businessitiond and other factors, as well as a
determination that cash dividends are in the lrestést of our stockholders.

In May, 2009, we announced that our board of dineschad authorized the use of up to $25 milliontifier repurchase of shares of our
common stock. From May 14, 2009 to December 3192@@ purchased 0.5 million shares of our commoaokstor approximately $11.0
million, and in the first two quarters of 2010 warghased 0.4 million shares of our common stoclkafiproximately $14.0 million (including
fees), concluding this repurchase program.

In February 2011, our board of directors authoritteduse of an additional $50 million for the reghase of our common stock.
Repurchases were executed according to certaidgiieed price/volume guidelines set by the boardigctors. In the three months ended
June 30, 2011, we repurchased 0.1 million shares fotal cost of $4.4 million , leaving $45.6 rdi remaining for future repurchases. There
is no expiration date for this stock repurchasemam.

As of June 30, 2011 we have a contractual obligatitated to income tax, which is comprised prityasf
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unrecognized tax benefits of approximately $32.lioni. The tax obligation was classified as longatedncome taxes payable and a portion is
recorded in deferred tax assets in our condensesbiidated balance sheet. The settlement perioduioincome tax liabilities cannot be
determined; however, they are not expected to kendthin the next year.

In the first quarter of 2011, the IRS informed lattit intends to propose adjustments to our taxatdome for fiscal years 2003 thru
2006 related to our intercompany research and dpuent cost-sharing arrangement and related isgéedelieve the IRS's position with
respect to the proposed adjustment is without edbnsistent with applicable tax law, and thathaee a meritorious defense to our position.
Accordingly, we intend to continue to challenge tR&'s position on this matter vigorously. While balieve the IRS's asserted position on
matter is not supported by applicable law, we maydguired to make additional payments to the IB&Img resolution of this matter. If this
matter is litigated and the IRS is able to sucadlys$ustain its position, our results of operati@nd financial condition could be materially
adversely affected. Resolution of this matter isamicipated within the next year (refer to Noté>8ovision for Income Taxef our Notes to
Condensed Consolidated Financial Statements).

In February 2011, we entered into an agreement 8éthiSouth to provide a lease line for the finagahcapital equipment. Under
the amended terms of the agreement, SemiSouthazamvbup to $8.6 million , through January 2013.d&sdune 30, 2011 , a total of $7.9
million had been funded, comprising $3.8 millioméled, less payments withheld under this lease geraant to finance capital equipment
commencing in February 2011, and $4.1 million gEdieposits on equipment which we will lease toiSenth upon delivery of such
equipment. We included the lease line receivabl@tirer Assets and Prepaid Expenses and Other @uéyssats in our condensed consolidated
balance sheet at June 30, 2011 (refer to Notédadse Line to Third Partyof our Notes to Condensed Consolidated Finaigtitiements).

In connection with the SemiSouth agreement we edtirto in July 2011, we are obligated to providil& million letter of credit to
the new owner of SemiSouth's IP (refer to NoteSithsequent Eventsf our Notes to Condensed Consolidated Finaigtelements). The
letter of credit relates primarily to a $15 millieontingent purchase commitment for SemiSouth&dletdtual property. We intend to issue the
letter of credit in August 2011.

There were no other material changes outside obtthi@ary course of business in our contractualrm@ments reported in our Annu
Report on Form 10-K for the year ended DecembePG10.

Our existing cash, cash equivalents and investiv@ances may change during the year due to chamges planned cash outlays,
including changes in incremental costs such astded integration costs related to our acquisti@ur intent is to permanently reinvest our
earnings from foreign operations. Current plansidibanticipate that we will need funds generatethfforeign operations to fund our dome:
operations since the majority of our cash and itnaeats are held in the U.S. In the event funds ffomaign operations are needed to fund
operations in the United States and if U.S. taxriwsalready been previously provided, we woulddzpiired to accrue and pay additional U.S.
taxes in connection with the repatriation of angds.

If our operating results deteriorate during the aarder of 2011, either as a result of a decreasastomer demand, or severe pricing
pressures from our customers or our competitorByrasther reasons, our ability to generate positash flow from operations may be
jeopardized. In that case, we may be forced tmuseash, cash equivalents and s-term investments, use our current financing ok see
additional financing from third parties to fund aperations. We believe that cash generated frognatipns, together with existing sources of
liquidity, will satisfy our projected working capitand other cash requirements for at least the If2months.

Recent Accounting Pronouncements

In May 2011, the Financial Accounting StandaBard (FASB) issued amendments to the FASB Adiogistandard Codification (ASC)
relating to fair value measurements, Accountingi@sads Update (ASU) 2011-0Bair Value MeasuremenfSC Topic 820. The amendments
clarify the application of existing fair value measment requirements and results in common measunteamd disclosure requirements in
U.S. GAAP and International Financial Reportingrgtards (IFRS). We will apply these amendments matbgely beginning in the first
quarter of 2012. We are currently evaluating thpdot the application of these amendments will lmveur consolidated financial statements.

In June 2011, the FASB issued ASU No. 2011@&mnprehensive IncoméASC Topic 220). This amendment gives an entity two
options to present the total of comprehensive irgdime components of net income, and the compowénther comprehensive income. An
entity can elect to present comprehensive inconaéttirer (1) a single continuous statement of colmgmsive income, or (2) in two separate but
consecutive statements. In both choices, an d@atigquired to present each
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component of net income along with total net incpeaech component of other comprehensive incomegalgth a total for other
comprehensive income, and a total amount for congrgive income. We will apply this amendment beigipin the first quarter of 2012. We
are currently evaluating the impact the applicatbthis amendment will have on our condensed dateted financial statements.

On January 1, 2011, we adopted the following actogmpronouncements:

In December 2010, FASB issued Accounting Standdptfate (ASU) No. 2010-29Business Combinatiort8SC Topic 805). The
amendments in this update specify that if a pudiity presents comparative financial statemehesgntity should disclose revenue and
earnings of the combined entity as though the essitombination(s) that occurred during the culyeat had occurred as of the beginning of
the comparable prior annual reporting period oftye amendments also improve the usefulness ofrthéopna revenue and earnings
disclosures by requiring a description of the natamd amount of material, nonrecurring pro formastthents that are directly attributable to
the business combination(s). The amendments irugfdate were effective for fiscal years, and imbepieriods within those years, beginning
after December 15, 2010. The adoption of this ASthe first quarter of 2011 did not have a maténmdact on our condensed consolidated
financial statements.

In December 2010, FASB issued ASU No. 20104@&ngibles - Goodwill and OthdASC Topic 350). Under Topic 350 on
goodwill and other intangible assets, testing fmodwill impairment is a two-step test. When a gotldmpairment test is performed (either
on an annual or interim basis), an entity mustssadether the carrying amount of a reporting exdeeds its fair value (Step 1). If it does,
an entity must perform an additional test to deteemwvhether goodwill has been impaired and to datetthe amount of that impairment (Step
2). The amendments in this update modify Stepth@fjoodwill impairment test for reporting unitsthvzero or negative carrying amounts.
For those reporting units, an entity is requiregeécform Step 2 of the goodwill impairment test i6 more likely than not that a goodwiill
impairment exists. In determining whether it is mbkely than not that goodwill impairment exisss), entity should consider whether there
are any adverse qualitative factors indicating timgtairment may exist. The qualitative factors iiegthat goodwill of a reporting unit be
tested for impairment between annual tests if @negccurs or circumstances change that would fik@ly than not reduce the fair value of a
reporting unit below its carrying amount. The anmaedts in this update were effective for fiscal geand interim periods within those years,
beginning after December 15, 2010. The adoptiahiefASU in the first quarter of 2011 did not havenaterial impact on our condensed
consolidated 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 Valastruments.” ASU No. 2010-06 amends ASC 820 tuire additional disclosures
regarding fair value measurements. Specificallg, Al$SU requires entities to disclose the amountsraasions for significant transfers between
Level 1 and Level 2 of the fair value hierarchygdtsclose reasons for any transfers in or out @€L8 and to separately disclose information
in the reconciliation of recurring Level 3 measuesnts about purchases, sales, issuances and seti$efmeaddition, the ASU also amends
ASC 820 to clarify certain existing disclosure regments. Except for the requirement to disclosermation about purchases, sales,
issuances and settlements in the reconciliatioeairring Level 3 measurements separately, the dments to ASC 820 made by ASU
No. 201(-06 were effective for the Company's 2010 interimd annual reporting periods. The requirement tauseply disclose purchases,
sales, issuances and settlements of recurring [3ereasurements were effective for the Companyt4 2tterim and annual reporting
periods. The adoption of these provisions did reateha material impact on our condensed consolidatadcial statements.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

There has not been a material change in our expdgunterest rate and foreign currency risks ftbat described in our 2010 Annual
Report on Form 10-K.

Interest Rate RislOur exposure to market risk for changes in intera&tsts relates primarily to our investment portfolive 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 instrumentith 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 wittaturities greater than one year from the
balance sheet date are classified as long-ternsiments. We do not use derivative financial insgnta in our investment portfolio to
manage our interest rate risk, foreign currendy, s for any other purpose. We invest in high-g@rgdality issuers and, by policy, limit the
amount of credit exposure to any one issuer. Asdta our policy, we seek to ensure the safetymedervation of our invested principal
funds by limiting default risk, market risk andmeestment risk. We mitigate default risk by invegtin safe and high-credit quality securities
and by constantly positioning our portfolio to resg appropriately to a significant reduction inredit rating of any investment issuer,
guarantor or depository. The portfolio includesyomlarketable securities with active secondary saleemarkets to facilitate portfolio
liquidity. We do not hold any instruments for tnagipurposes. At June 30, 2011 , and December 30, 2@e held primarily cash equivalents
and short-term and long-term investments with fikgdrest rates.

Foreign Currency Exchange Ridke transact business in various foreign countfas. primary foreign currency cash flows are in
Asia and Western Europe and involve a contract aith of our suppliers (OKI). Currently, we do notmoy a foreign currency hedge
program utilizing foreign currency forward excharggatracts; however, the contract prices to pureheafers from OKI were denominated in
Japanese yen until June of 2011, and the agreaatiewed for mutual sharing of the impact of the leege rate fluctuation between Japanese
yen and the U.S. dollar. The purchase price waslfat a base rate and allowed for some sharintgedfitpact of exchange rate fluctuatic
from the base rate. We are currently renegotiatinmgpurchase contract with OKI.

One of our other major suppliers, Epson, has amgifeply agreement based in U.S. dollars, howekeragreement with Epson also
allows for mutual sharing of the impact of the exwhe rate fluctuation between Japanese yen and.ghalollar. Each year, our management
and Epson review and negotiate pricing; the netgatipricing is denominated in U.S. dollars butubject to contractual exchange rate
provisions. The fluctuation in the exchange ratghiared equally between both parties.

Nevertheless, as a result of our above-mentionpglign agreements, our gross margin is influengefidztuations in the exchange
rate between the U.S. dollar and the Japaneseijlezise being equal, a 10% change in the valudnefJ.S. dollar compared to the Japanese
yen would eventually result in a corresponding ¢jgaim our gross margin of approximately 1.7 peragatpoints; this sensitivity may incre:
or decrease depending on the percentage of our e@bply that we purchase from our Japanese supplied could subject our gross profit
operating results to the potential for materiatfliations.

At June 30, 2011, and December 31, 2010 , we aidhave material cash or investments denominatéatéign currencies, and
therefore had no material foreign currency exchaigkerelated to our cash and investments.

ITEM 4. CONTROLS AND PROCEDURES

Limitation on Effectiveness of Contrc

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

Evaluation of Disclosure Controls and Procedu

Management is required to evaluate oudalise controls and procedures, as defined in R8del5(e) under the Securities Exchange
of 1934 (the “Exchange Act”). Disclosure controflgprocedures are controls and other procedures

41




Table of Contents

designed to provide reasonable assurance thatiaf@n required to be disclosed in our reportgifil@der the Exchange Act, such as this
Quarterly Report on Form 10-Q, is recorded, prasgssummarized and reported within the time perggéified in the Securities and
Exchange Commission's rules and forms. Disclosangrols and procedures include controls and prossddesigned to provide reasonable
assurance that such information is accumulateccaminunicated to our management, including our Clhiefcutive Officer and Chief
Financial Officer as appropriate to allow timelyc@gons regarding required disclosure. Based ommaragement's evaluation (with the
participation of our principal executive officerdaprincipal financial officer), our principal exeéte officer and principal financial officer have
concluded that our disclosure controls and procegi(as defined in Rules 13a-15(e) and 15¢) under the Exchange Act) were effective
the end of the period covered by this report.

Changes in Internal Control over Financial Repogin

There were no changes in our internalrobotver financial reporting during the quarter eddlune 30, 2011 , which materially affected,
or are reasonably likely to materially affect, anternal control over financial reporting.

PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

Information with respect to this item may be foundNotel12, Legal Proceedings, in our Notes to Casdd Consolidated Financial
Statements included earlier in this Quarterly ReporForm 10-Q, which information is incorporateztdin by reference.

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. The riskgfpour business have not changed substantively those discussed in our Annual Report
on Form 10-K for the year ended December 31, 26%6ept for those risk factors below designatedrbgsterisk (*).

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

Some of the factors that could affect our operatesylts include the following:
« the volume and timing of orders received from comscs;
e competitive pressures on selling pric

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

» the volume and timing of delivery of orders pladgdus with our wafer foundries and assembly subeoirs;

« the inability to adequately protect or enforce imtellectual property rights

« fluctuations in exchange rates, particularly thehemge rate between the U.S. dollar and the Japaees

e an audit by the Internal Revenue Service, whidsierting that we owe additional taxes relating tmmber of tax related positior

» continued impact of recently enacted changes inrgezs laws and regulations, including potentigks resulting from our evaluatic
of internal controls under the Sarbes-Oxley Act of 2002

e expenses we are required to incur (or choose tg)ime connection with our intellectual propertiidations;
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« the lengthy timing of our sales cyc

« undetected defects and failures in meeting thetesgarifications required by our produc

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

« our ability to develop and bring to market new prots and technologies on a timely ba

» risks associated with acquisitions and strategiestments

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

« changes in environmental laws and regulationsudiol with respect to energy consumption and cknadiange
e interruptions in our information technology systeusd

» earthquakes, terrorists acts or other disas

We do not have long-term contracts with any of@ustomers and if they fail to place, or if they ealror reschedule orders for our
products, our operating results and our businesy sdfer.Our business is characterized by short-term custongers and shipment
schedules. Our customer base is highly concentratetia relatively small number of distributors,NdEand merchant power supply
manufacturers account for a significant portiorof revenues. Our top ten customers, includingidigors, accounted for 66% and 62% of
our net revenues for the quarter ended June 3@, 20d the year ended December 31, 2010 , resplgctiree ordering patterns of some of
our existing large customers have been unpreditalthe past and we expect that customer-ordgatigrns will continue to be
unpredictable in the future. Not only does the wrduof units ordered by particular customers vahstantially from period to period, but also
purchase orders received from particular custowiesn vary substantially from early oral estimagtesvided by those customers for planning
purposes. In addition, customer orders can be tahoe rescheduled without significant penaltyrte tustomer. In the past, we have
experienced customer cancellations of substantidre for reasons beyond our control, and significancellations could occur again at any
time.

Intense competition in the high-voltage power syppdiustry may lead to a decrease in our averagdiengeprice and reduced sales
volume of our product§he high-voltage power supply industry is intenseynpetitive and characterized by significant pgeesitivity. Our
products face competition from alternative techg@se, 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 cdfgetive 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 paternay ior may not inhibit our competitors
from getting any benefit from an expired patentr O5. patents have expiration dates ranging frofil2zo 2028. 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 homeiappes comprise a significant percent
of our net revenues. We expect that a significanell of our net revenues and operating resultsowiitinue to be dependent upon these
applications in the near term. The demand for tipesducts has been highly cyclical and has beemaétepl by economic downturns in the p
Any economic slowdown in the end markets that weeseould cause a slowdown in demand for our ICselVour customers are not
successful in maintaining high levels of demandtifi@ir products, their demand for our ICs decreasbgh adversely affects our operating
results. Any significant downturn in demand in #hesarkets would cause our net revenues to dedlideauld cause the price of our stock to
fall.

* 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 suffaVe have supply arrangements for the productionadérs with OKI, XFAB
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NEC and Epson. Our contracts with these suppligogein April 2018, December 2012, August 2014 Bretember 2020, respective
Although certain aspects of our relationships il (purchased by Rohm Co. of Japan as of Octob20a8), XFAB, NEC (acquired by
Renesas Technology Corporation in 2010) and Epsooantractual, many important aspects of thesgioalships depend on their continued
cooperation. We cannot assure that we will contiougork successfully with OKI, XFAB, NEC and Epsiorthe future, and that the wafer
foundries' capacity will meet our needs. Additidpabne or more of these wafer foundries could saelkarly termination of our wafer supply
agreements. Any serious disruption in the supplyafers from OKI, XFAB, NEC or Epson could harm dwsiness. We estimate that it wo
take 12 to 24 months from the time we identifiechltarnate manufacturing source to produce waféisacceptable manufacturing yields in
sufficient quantities to meet our needs.

Although we provide our foundries with rolling faasts of our production requirements, their abttityprovide wafers to us is
ultimately limited by the available capacity of twafer foundry. Any reduction in wafer foundry cajig available to us could require us to
pay amounts in excess of contracted or anticipatedunts for wafer deliveries or require us to matkeer concessions to meet our customers'
requirements, or may limit our ability to meet demdor 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 sulb@ariors do not produce our wafers and assemblérasihed products at acceptable
yields, our net revenues may decline. We deperiddependent foundries to produce wafers, and intdge subcontractors to assemble
test finished products, at acceptable yields ardktiver them to us in a timely manner. The failof¢he foundries to supply us wafers at
acceptable yields could prevent us from sellingmroducts to our customers and would likely caudedine in our net revenues and gross
margin. In addition, our IC assembly process rexgugur manufacturers to use a higitage molding compounds that have been avaifabie
only a few suppliers. These compounds and thetifipe processing conditions require a more exgdivel of process control than normally
required for standard IC packages. Unavailabilftagssembly materials or problems with the assemptidgess can materially and adversely
affect yields, timely delivery and cost to manutaet We may not be able to maintain acceptablelyiil the future.

In addition, if prices for commodities used in guoducts increase significantly, raw material cogtsild increase for our suppliers
which could result in an increase in the pricessuppliers charge us. (Recent increases in the pfigold and copper, which is used in our IC
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.

If we are unable to adequately protect or enforaeiatellectual property rights, we could lose matrkshare, incur costly litigation
expenses, suffer incremental price erosion or \@eable assets, any of which could harm our openatand negatively impact our
profitability. Our success depends upon our ability to continugeminological innovation and protect our inteliled property, including
patents, trade secrets, copyrights and know-howak§¥e&urrently engaged in litigation to enforce imtiellectual property rights, and
associated expenses have been, and are expectrddio, material and have adversely affected oaraifmg results. We cannot assure that
the steps we have taken to protect our intellegitgberty will be adequate to prevent misapproggtor that others will not develop
competitive technologies or products. From timértee, we have received, and we may receive inuhed€, communications alleging
possible infringement of patents or other intellatiproperty rights of others. Costly litigation yniae necessary to enforce our intellectual
property rights or to defend us against claimedrigEment. The failure to obtain necessary liceasesother rights, and/or litigation arising
out of infringement claims could cause us to losgk®at share and harm our business.

As our patents expire, we will lose intellectuabperty protection previously afforded by those ptteAdditionally, the laws of
some foreign countries in which our technologyrisnay in the future be licensed may not protectintailectual property rights to the same
extent as the laws of the United States, thusilignithe protections applicable to our technology.

*Fluctuations in exchange rates, particularly thechange rate between the U.S. dollar and the Jagmgen, may impact our gross
margin. Until June 2011, our agreement to purchase wéfens OKI was denominated in Japanese yen; cugrevetl are renegotiating our
purchase contract with OKI. Our agreement to pwsehmafers from Epson is denominated in U.S. dollEne agreements with these vendors
allow for mutual sharing of the impact of the exache rate fluctuation between Japanese yen and.eddllar. Nevertheless, changes in the
exchange rate between the U.S. dollar and the éaparen could subject our gross profit and opegatsults to the potential for material
fluctuations.

*We are being audited by the Internal Revenue Semwhich is asserting that we owe additional tavedsting to a number of tax
related positions, and if we are not successfaléfending our positions we may be obligated togmditional taxes, as well as penalties and
interest, and may also have a higher effectivermedax rate in the futureOur operations are
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subject to income and transaction taxes in theddrfitates and in multiple foreign jurisdictions amdeview or audit by the IRS and state,
local and foreign tax authorities. In connectiothadn IRS audit of our United States federal incaaxereturns for fiscal years 2002 and 2003,
the IRS proposed a material adjustment relateditoesearch and development cost-sharing arrangekvenare disputing the proposed
adjustment, but at the request of the IRS, we @gieeollover the disputed proposed adjustment tingoaudit of our United States Federal
income tax returns for fiscal years 2004 through&0n the quarter ended March 31, 2011, we redeNatices of Proposed Adjustments from
the IRS showing proposed changes to our taxabtamedor fiscal years 2003 through 2006, primardiated to our intercompany research and
development cost-sharing arrangement. The fisaisy2007 through 2009 are also under audit byRi$e While the IRS has not completed its
audit for these years, we anticipate that it wgihen propose an adjustment related to our interemypesearch and development cost-sharing
arrangement.

We believe the IRS's position with respect to tteppsed adjustment related to our research andajewent cost-sharing
arrangement is inconsistent with applicable tax lamd that we have a meritorious defense to outiposAccordingly, we intend to continue
to challenge the IRS's position on this matter kogsly. While we believe the IRS's asserted pasitio this matter is not supported by
applicable law, we may be required to make additipayments in order to resolve this matter. I thiatter is litigated and the IRS is able to
successfully sustain its position, our resultspérations and financial condition could be matriahd adversely affected. Resolution of this
matter could take considerable time, possibly years

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
significant costs and management burden on us.eTfudss and regulations also may make it more esiperfior us to obtain director and
officer liability insurance, and we may be requitedaccept reduced coverage or incur substantigliyer costs to obtain coverage. These
rules and regulations could also make it morediffifor us to attract and retain qualified exeeaitdfficers and members of our board of
directors, particularly qualified members to seoweour audit committee. Further, the rules and legguns under the Dodd-Frank Wall Street
Reform and Consumer Protection Act, which are twobee effective throughout 2011, are also expectentinue to impose significant
costs and management burden on us.

Additionally, because these laws, regulations daddards promulgated by the Sarbanes-Oxley Actaagthose promulgated under
the Dodd-Frank Act when they become effective apeeted to be, subject to varying interpretatidinsir application in practice may evolve
over time as new guidance becomes available. Malsitton may result in continuing uncertainty regjag compliance matters and additional
costs necessitated by ongoing revisions to outatisce and governance practices.

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 certain textbgies. We are currently involved in a number of patetigdition matters and the outcome of
the litigation is uncertain. See Note 12gal Proceedingsin Notes to Condensed Consolidated Financiak8tants in Iltem 1 of Part I. For
example, in one of our patent suits the infringbognpany has been found to infringe four of our peteDespite the favorable court finding,
infringing party filed an appeal to the damagesraed. In another matter, we are being sued fomp@té&ingement in China, where the
outcome of litigation can be more uncertain thathemUnited States. Should we ultimately be deiteechto be infringing on another party's
patents, or if an injunction is issued against bdenlitigation is pending on those claims, sucbulecould have an adverse impact on our al
to sell products found to be infringing, eithereditly or indirectly. In the event of an adversécome, we may be required to pay substantial
damages, stop our manufacture, use, sale, or iatfwrtof infringing products, or obtain licenseshe intellectual property we are found to
have infringed. We have also incurred, and exfgecbntinue to incur, significant legal costs imdacting these lawsuits, including the appeal
of the case we won, and our involvement in thigdiion and any future intellectual property litige could adversely affect sales and divert
the efforts and attention of our technical and ngangent personnel, whether or not such litigatioes®lved in our favor. Thus, even if we are
successful in these lawsuits, the benefits ofghexess may fail to outweigh the significant legsdts we will have incurred.

Because the sales cycle for our products can bgthgnwe may incur substantial expenses beforeamerate significant revenues, if
any.Our products are generally incorporated into aaust's products at the design stage. However, mgstdecisions to use our products,
commonly referred to as design wins, can oftenireqis to expend significant research and developaed sales and marketing resources
without any assurance of success. These signifreaetarch and development and sales and markesngnces often precede volume sales, if
any, by a year or more. The value of any designwiiiNargely depend upon the commercial succeshefcustomer's product. We cannot
assure that we will continue to
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achieve design wins or that any design win wilbtem future revenues. If a customer decides atdisign stage not to incorporate our
products into its product, we may not have anotipgrortunity for a design win with respect to thedgquct for many months or years.

Our products must meet exacting specifications, ardktected defects and failures may occur which caase customers to return
or stop buying our product®ur customers generally establish demanding spatiins for quality, performance and reliabilitpdeour
products must meet these specifications. ICs apleonas those we sell often encounter developmelayd and may contain undetected
defects or failures when first introduced or atemmencement of commercial shipments. We have firoen to time in the past experienced
product quality, performance or reliability problentf defects and failures occur in our products,ceuld experience lost revenue, increased
costs, including warranty expense and costs agsdoigith customer support and customer expensésgim or cancellations or
rescheduling of orders or shipments and produatmstor discounts, any of which would harm our afiag results.

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,len@ accounted for a large portion of our net raesnincluding approximately 95% and
95% of our net revenues for the quarter ended 30n2011 and the year ended December 31, 2010eatdgely. If our international sales
declined and we were unable to increase domedés,saur revenues would decline and our operagsglts would be harmed. International
sales involve a number of risks to us, including:

e potential insolvency of international distribut@nsd representative

« reduced protection for intellectual property rigltsome countries

« the impact of recessionary environments in econsmigside the United State

« tariffs and other trade barriers and restrictic

» the burdens of complying with a variety of foregmnd applicable U.S. Federal and state laws;
« foreigr-currency exchange ris

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

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 yimenner and to have these products selected sigrdato products of leading
manufacturers. New product introduction schedutessabject to the risks and uncertainties thatslfyi 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 d@bladjust to changing market demands as quickdycast-effectively as necessary to
compete successfully. Furthermore, we cannot askateve will be able to introduce new products itimely and cost-effective manner or in
sufficient quantities to meet customer demand at tiese products will achieve market acceptanoef&ilure, or our customers' failure, to
develop and introduce new products successfullyimadimely manner would harm our business. Initéadd customers may defer or return
orders for existing products in response to thedhiction of new products. When a potential lidbiéxists we will maintain reserves for
customer returns, however we cannot assure thse tteserves will be adequate.

If our products do not penetrate additional marketsr business will not grow as we expé&¥e believe that our future success
depends in part upon our ability to penetrate @mthd markets for our products. We cannot assuaewie will be able to overcome the
marketing or technological challenges necessapgtetrate additional markets. To the extent thnapetitor penetrates additional markets
before we do, or takes market share from us iresisting markets, our net revenues and financiatlitmn could be materially adversely
affected.
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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 ottesr 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 theaspleyees is intense, particularly in Silicon Vall@e 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 efficienéplace 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.

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, companiedytetogies or products in existing, related or nearkets. Acquisitions involve numerous
risks, including but not limited to:

inability to realize anticipated benefits, whichyr@cur due to any of the reasons described balofar other unanticipated reasol

« the risk of litigation or disputes with customesappliers, partners or stockholders of an acqarsitarget arising from a proposed
completed transactiol

« impairment of acquired intangible assets and golbdwia result of changing business conditiondirietogical advancements
worse-thar-expected performance, which would adversely affectfinancial results; an

« 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 acquisitions of other businesses, intuQispeed Semiconductor Inc., and there is ahekintegration difficulties may cause us
not to realize expected benefits. The successechtiquisitions could depend, in part, on our ghititrealize the anticipated benefits and cost
savings (if any) from combining the businessesefacquired companies and our business, which ak&ylbnger to realize than expected.

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 custehagmand 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 custeers' strategies to implement these changing emviemtal regulations into their business.
The inability to accurately determine our custorhgtrsitegies could increase our inventory costgedl|to obsolescence.

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

In the event of an earthquake, terrorist act oresttisaster, our operations may be interrupted andbusiness would be harmed.
Our principal executive offices and operating fiiei are situated near San Francisco, Califoarid, most of our major suppliers, which are
wafer foundries and assembly houses, are locatatkas that have been subject to severe earthqsalabsas Japan. Many of our suppliers
are also susceptible to other disasters such pisatestorms, typhoons or tsunamis. In the evert disaster, such as the recent earthquake and
tsunami in Japan, we or one or more of our majppbkers may be temporarily unable to continue ofi@na and may suffer significant
property damage. Any interruption in our abilitytbat of our major suppliers to continue operatioosld delay the development and
shipment of
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our products and have a substantial negative ingraour financial statements.

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

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES ANDSE OF PROCEEDS

ISSUER PURCHASES OF EQUITY SECURITIES

Total Number of Maximum Dollar Value of
Shares Purchased as Shares that May Yet be

Total Number of Part of Publicly Repurchased Under the
Shares Purchased Average Price Announced Plans or  Plans or Programs (in
Period 1) Paid Per Share Programs millions)
April 1 to April 30, 2011 —  $ = — $ 50.C
May 1 to May 31, 2011 5000 $ 36.51 5,000 $ 49.¢
June 1 to June 30, 2011 116,84: $ 35.9:¢ 116,84: $ 45.€
Total 121,84: 121,84:

(1) In February 2011, our board of directors atitteal the use of $50.0 million for the repurchatew common stock. Repurchases
are executed according to certain pre-defined fwateéme guidelines set by the board of directofisprogram commenced in
February 2011, and has no expiration d

ITEM 6. EXHIBITS

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

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

the undersigned thereunto duly authorized.

Dated: August 8, 2011
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INDEX TO EXHIBITS

EXHIBIT
NUMBER DESCRIPTION
3.1 Restated Certificate of Incorporation. (As filedhwihe SEC as Exhibit 3.1 to our Annual Report omfr10-K on March 16,
1999, SEC File No. 000-23441.)
3.2 Certificate of Amendment to Restated Certificaténarporation. (As filed with the SEC as ExhibiB3o our Annual Report
on Form 10-K on March 22, 2002, SEC File No. 00@4R)
3.3 Certificate of Amendment to Restated Certificaténarporation. (As filed with the SEC as Exhibit 2o our Current Report
on Form 8-K on November 9, 2007, SEC File No. 06@41.)
34 Amended and Restated Bylaws. (As filed with the SEEXxhibit 3.2 to our Current Report on Form 8+KNovember 9,
2007, SEC File No. 000-23441.)
4.1 Reference is made to Exhibits 3.1 to 3.4.
10.1 Wafer Supply Agreement by and between Power Integrs, Inc. and NEC Electronics America, Inc., dif6enia corporation
(“NEC"), dated August 1, 2008.*
10.2 Amendment Number One to Wafer Supply Agreementrigytsetween the Company and NEC, effective Marct209.*
31.1 Certification of Chief Executive Officer pursuant$ection 302 of the Sarbanes-Oxley Act of 2002.
31.z Certification of Chief Financial Officer pursuait $ection 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification of Chief Executive Officer pursuant$ection 906 of the Sarbanes-Oxley Act of 2002.**
32.2 Certification of Chief Financial Officer pursuant $ection 906 of the Sarbanes-Oxley Act of 2002.**

101.INS  XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema Document
101.CAL XBRL Taxonomy Extension Calculation LinideaDocument
101.DEF XBRL Taxonomy Extension Definition LinklsaBocument
101.LAB  XBRL Taxonomy Extension Label Linkbase Diazent

101.PRE  XBRL Taxonomy Extension Presentation LageDocument
All references in the table above to previouslgdidocuments or descriptions are incorporatingetiimeuments and descriptions by
reference thereto.
* Confidential treatment has been requestegéotions of this exhibit.

**  The certifications attached as Exhibits 32rid 32.2 accompanying this Form 10-Q, are not ddditeel with the SEC, and are not to be
incorporated by reference into any filing of Powsegrations, Inc. under the Securities Act of 193amended, or the Securities



Exchange Act of 1934, as amended, whether madeebefafter the date of this Form 10-Q, irrespexti¥ any general incorporation language
contained in such filing.
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[¥] = Certain confidential information contained in this document, marked by brackets, is filed with the &urities and Exchange
Commission pursuant to Rule 24b-2 of the SecuritieBxchange Act of 1934, as amended.

WAFER SUPPLY AGREEMENT

This Agreement (“Agreement”) is made and enterdad as of this I°" day of August, 2008 (theEffective

Date”), by and between:

(1) POWER INTEGRATIONS INTERNATIONAL LTD., a Cayman #sidscorporation having a place
business atith Floor, Century Yard, Cricket Square, Elgin AuenP.O. Box 32322, Grand Cayn
KY1-1209 (“POWER INTEGRATIONS”);

and

(2) NEC Electronics America, Inc, a California corpavatwith a place of business at 2880 Scott Blvdnté
Clara, CA 95050 (“NECELAM”)
WITNESSETH:

WHEREAS, NECELAM is engaged in providing wafer falup services for semiconductor companies; and

WHEREAS, POWER INTEGRATIONS is engaged in the desidevelopment, marketing and sale of vai

integrated circuit products for use in power cosiar applications; and

WHEREAS, POWER INTEGRATIONS desires NECELAM to fedate and supply wafers of certain integr.
circuit products, and NECELAM is willing to fabritea and supply such wafers to POWER INTEGRATION
accordance with the terms and conditions of thiss&gent.

NOW, THEREFORE, in consideration of the mutual cuu@s of the parties contained herein, PO\
INTEGRATIONS and NECELAM hereby agree as follows:

Article 1.  (Definitions)
When used throughout this Agreement, each of thedog terms shall have the meaning indicated Wwelo

1.1 COMMON SPECIFICATION(S)The specifications for the production, delivery aamteptance of tl
WAFERS which will be provided by PI.

[*] = Certain confidential information contained in this document, marked by brackets, is filed with the &curities and Exchange Commission pursuant to Rul24b-2 of

the Securities Exchange Act of 1934, as amended.






1.2 CONFIDENTIAL INFORMATION:Technical information, and other nguoblic information relating f

Pl or SUPPLIER, including software in a human-rédelar machingeadable form and regardless of whether recc

on paper, tape, diskette or any other media, wisiclisclosed by the disclosing party to the recgjparty and, subje
to Section 1.3 ("CONFIDENTIAL MANUFACTURING INFORMAION?"), which (i) if first disclosed in writing ¢
other tangible form, is identified by appropriagégénd, as confidential or proprietary or, (ii)irst disclosed orally or
other intangible form, is identified as confidehtia proprietary information at the time of disalws, and confirmed |
a written summary thereof designated, by appropriagend, as confidential or proprietary, and dedéd to th
receiving party within thirty (30) days after suatal or other intangible disclosure. Notwithstargdthe foregoing, &
information generated by the activities and actiohsSUPPLIER under this Agreement on PI's behatlh€p tha
SUPPLIER IMPROVEMENTS) and any information, inclagi all PI INTELLECTUAL PROPERTY received
created by SUPPLIER, shall also be consideredd@SFIDENTIAL INFORMATION even if not identified asuch.
1.3 CONFIDENTIAL MANUFACTURING INFORMATION:AIl CONFIDENTIAL INFORMATION of PI
or SUPPLIER, as applicable, whether in writtencttaic, oral or other form, relating to the Pl PREBS or th

SUPPLIER PROCESS, as applicable, and conveyed éydisclosing party to the receiving party by anyam
including, without limitation, during a meeting leten the parties, by phone, letter, email or fabsjrwvhether or n
declared or marked confidential and whether oitietsubsequently described in writing.

1.4 ENGINEERING PRODUCTION:The production by SUPPLIER of WAFERS for engineg
development.

1.5 _EXPEDITED VOLUME PRODUCTION The expedited VOLUME PRODUCTION of WAFERS
SUPPLIER in a manner that ships the WAFERS in atshtme than normal VOLUME PRODUCTION.

1.6 FOUNDRY CAPACITY: The capacity or output as set forth in Exhibif(FOUNDRY CAPACITY ant
PlI ANNUAL FORECAST).

1.7 _INDIVIDUAL SALES CONTRACTSIindividual contracts of sale and purchase of theRERS that wil
be concluded between SUPPLIER and PI pursuantsdtireement.

1.8 INTELLECTUAL PROPERTY RIGHTSCopyrights, patent rights, trade secret rightstahrights, mas
work rights and all other intellectual or proprigtaights of any kind.

1.9 MASK SPECIFICATIONSThe specifications (e.g. critical dimensions, GD&dtabase) provided by
for the production, delivery and acceptance oMK TOOLING SETS.

[*] = Certain confidential information contained in this document, marked by brackets, is filed with the &urities and Exchange Commission pursuant to Rul24b-2 of

the Securities Exchange Act of 1934, as amended.




MASK SPECIFICATIONS do not include any SUPPLIER IEOLECTUAL PROPERTY RIGHTS related to 1
MASK TOOLING SETS.

1.10 MASK TOOLING SETSThose mask tooling sets for use in making WAFERS.

1.11 PIPOWER INTEGRATIONS and any of its SUBSIDIARIES.

1.12 PI IMPROVEMENTS Any modification or change, made during the terinthis Agreement, to the
INTELLECTUAL PROPERTY that has been made solelyRdyor SUPPLIER or made jointly by Pl and SUPPL
excluding SUPPLIER IMPROVEMENTS.

1.13 PIINTELLECTUAL PROPERTYThe Pl PROCESS, the COMMON SPECIFICATIONS, the M/
SPECIFICATIONS, MASK TOOLING SETS and the assodateask databases therefor, the PI IMPROVEMEI
and all know-how related to the foregoing.

1.14 Pl PROCES®I's process technologies, which are implementethenSUPPLIER wafer fabricati
facility to produce the WAFERS, and of which thetalled specification is specified in the COMMI
SPECIFICATIONS, plus all PI IMPROVEMENTS.

1.15 PILOT PRODUCTIONThe production by SUPPLIER of WAFERS for the pugos$evaluation by PI.

1.16 PRODUCTSANy and all integrated circuit products of PI maaaitired in accordance with the
PROCESS.

1.17 RAW WAFERS: Virgin wafers that are exclusively for the Pl PRC&EE

1.18 _REVIEW PERIOD The period of time as set forth in Exhibit A (FOURY CAPACITY and P
ANNUAL FORECAST) for the parties to jointly reviewhe Pl ANNUAL FORECAST and the FOUNDF
CAPACITY.

1.19 _SUBSIDIARY:Any corporation, company or other entity in whicddFPLIER or SUPPLIER's PARE}
CORPORATION or PI, as the case may be, owns amdfarols, directly or indirectly, now or hereaftarore than fift

percent (50%) of the outstanding shares of stodklesh to vote for the election of directors or ithequivalent
regardless of the form thereof (other than anyeshaf stock whose voting rights are subject torictsin); provided
however, that any entity which would be a SUBSIDMPRBy reason of the foregoing shall be consider:
SUBSIDIARY only so long as such ownership or cohgsasts.

1.20 SUPPLIERNECELAM and any of its SUBSIDIARIES.

1.21 SUPPLIER IMPROVEMENTS3ny modification or change, made during the ternthid Agreement,
the Pl INTELLECTUAL PROPERTY that (i) are made dpldy SUPPLIER without use of CONFIDENTI/
INFORMATION of PI, and (ii) SUPPLIER has a substahtise for other than
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manufacturing or incorporation into PRODUCTS, aiiijigdre based solely on the SUPPLIER PROCESS.

1.22 SUPPLIER INTELLECTUAL PROPERTY (i) The SUPPLIER PROCESS, and (ii) the SUPPL
IMPROVEMENTS.

1.23 SUPPLIER's PARENT CORPORATION: NEC ElectesrCorporation.

1.24 SUPPLIER PROCESSUPPLIER's standard process technology steps,dimgjuimprovements ai
related know how, from SUPPLIER owned or controliechnologies, developed exclusively by SUPPLIERauit the
use of PI CONFIDENTIAL INFORMATION and implementéd the SUPPLIER wafer fabrication facility to prax
the WAFERS.

1.25 VOLUME PRODUCTIONThe production by SUPPLIER of WAFERS for the volupreduction ¢
PRODUCTS.

1.26 WAFER(S)Non-probed [*]inch silicon wafers manufactured in [*], Californity SUPPLIER for PI i
accordance with the COMMON SPECIFICATION.

1.27 _WAFER TYPE The different types of WAFERS (e.g., size, preaas, location of manufacture)
defined by the COMMON SPECIFICATION.

Article 2: (Foundry Commitment and Forecasts)

2.1 SUPPLIER agrees to commit to Pl the FOUNDRXPACITY. Annually, during the term of tt
Agreement, Pl will provide SUPPLIER with a nbmding twelve (12) month forecast of WAFER ordbysWAFEF
TYPE (“PI ANNUAL FORECAST").

2.2 Annually, during the term of this Agreemeantd during the REVIEW PERIOD prior to the begirghol
the next calendar year, SUPPLIER and Pl will jginteview the Pl ANNUAL FORECAST and SUPPLIE
FOUNDRY CAPACITY for such next calendar year.

2.3 Annually, during the term of this Agreemem, later than the last business day of the REVIERRRIOD
SUPPLIER will commit to a FOUNDRY CAPACITY for theext calendar year, at each of the SUPPLIER's §
making WAFERS for PI, in an amount no less thaf&qfpf PlI's total WAFER purchases by WAFER TYPE dgrihe
previous calendar year. The maximum allocated ¢gp@d1AX FOUNDRY CAPACITY”) will be [*] WAFERS pe

month, unless both parties agree to a greater aimoun

2.4 During each calendar year during the TerthisfAgreement, SUPPLIER shall accept up to
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a [*]%) upside request over the current FOUNDRY @&RTY, by WAFER TYPE (“UPSIDE WAFERS”)upon a [*
month advance Notice from PI, unless the currenURDRY CAPACITY represents [*]%) of SUPPLIER's tc
capacity in which case such advance Notice shalh [f§ month Notice. Notwithstanding anything toetltontrar
herein, any INDIVIDUAL SALES CONTRACT for UPSIDE WRERS shall not be subject to reschedulin
cancellation, and PI shall pay SUPPLIER the fukk@istated in such INDIVIDUAL SALES CONTRACT.

2.5 SUPPLIER can request Pl to negotiate to aedhe committed FOUNDRY CAPACITY, by WAFI
TYPE, for the then current calendar year, if SUFR land Pl determine that Pl will not order at Id&86t) of the P
ANNUAL FORECAST by WAFER TYPE. Any negotiated redion in FOUNDRY CAPACITY must be agreed to
Pl in writing.

2.6 During the Term of this Agreement, Pl slpatbvide SUPPLIER, on or before a mutually agreey of
each calendar month, a written [*] month rollingdoast (“PI MONTHLY FORECAST”)of the quantity of th
WAFERS of each PRODUCT within a WAFER TYPE to benofactured and delivered to Pl during the [*] mc
period corresponding thereto. Such forecast sleaith lronformity with the FOUNDRY CAPACITY.

2.7 Pl must order at least the quantity of WABER WAFER TYPE forecasted in the first [¥] montbisthe
Pl MONTHLY FORECAST unless SUPPLIER agrees in wgtto any change thereto. Pl may revise the quyafui
each of the last [¥] months of each PI MONTHLY FOBAST without penalty or charge.

2.8 In spite of the preceding paragraph, within [*] nfeof the date of each PI MONTHLY FORECAST
must order at least the minimum quantity of WAFER&essary to consume all the RAW WAFERS purchayg
SUPPLIER to meet such un-revised Pl MONTHLY FORECAS

2.9 If VOLUME PRODUCTION of at least [*] WAFERS per month is not obtainedthg end of caland
year [*], SUPPLIER will have the right to issue § flay Notice that the process will be stopped fh rhonths

SUPPLIER will work with Pl to convert Pl 's requments into a compatible technology from SUPPLIERéEs/e
offerings or accept a last time buy from PI. Angtlime buy will be scheduled for delivery withiach [¥] montf
period after such Notice and Pl must purchase aoged RAW WAFERS.

2.10 For purposes of Section 17.13 (Limitation of Liagll on capacity commitment, if during the [*] dfig
Agreement's original term, the SUPPLIER closed*sinch line at [*], such closure will not be deemeddmeacl
intentionally benefitting supplier if SUPPLIER ofteto make the PI Process at: a) aniffigh line at [*¥] or b) anothe
[*]-inch fab of the SUPPLIER's PARENT CORPORATION.
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Article 3:  (Sale and Purchase of WAFERS; MASK TOOLING SETS)

3.1 Pl shall purchase WAFERS from SUPPLIER ad&@BLIER shall sell such WAFERS to PI, in accord:
with the terms and conditions of this Agreement.

3.2 Pl shall submit to SUPPLIER a purchase oftle®”) for the WAFERS in accordance with the terms
conditions of this Agreement. Each PO shall be extbjo acceptance by SUPPLIER through issuance wfiteer
confirmation within five (5) business days of rgatedf the PO. Upon SUPPLIER's confirmation, the tefns of tote
guantity, delivery date, delivery location and prgcshall constitute an INDIVIDUAL SALES CONTRACT wich will
be deemed to incorporate all of the terms and tiomdi of this Agreement.

3.3 Each confirmed PO shall be irrevocable ekaspset forth in Section 2.7. For any INDIVIDUAIABES
CONTRACT, the quantity of WAFERS, ordered for e®&RODUCT, within a WAFER TYPE can be modified byif
PI provides Notice of any changes at least [*] bass days before the WAFERS are started so lotigedstal quantit
of WAFERS is not less than the original quantitgiered for that WAFER TYPE.

3.4 The mask databases for creating MASK TOOLINBTS for WAFERS of any PRODUCT shall
supplied by PI to SUPPLIER in a timely manner. SUBR shall immediately notify Pl in detail of angfiéct or non-
conformity in the MASK TOOLING SETS caused by thask databases. Upon such Notice, PI shall eitherigh
corrected mask databases and pay for corrected MRSBLING SETS or, notwithstanding any other prommsf this
Agreement, Pl can cancel the INDIVIDUAL SALES CONART for the affected WAFERS, upon Notice
SUPPLIER, without any liability except for affect®dAFER work in progress (“WIP"and WAFER inventory that w
manufactured in accordance with the PO schedule.

3.5 SUPPLIER will produce or procure the MASK TOOLINGETES for the WAFERS in accordance with
MASK SPECIFICATIONS. The cost of production or puoement of the MASK TOOLING SETS shall be paid b
and the MASK TOOLING SETS shall be owned by Pl gc®UPPLIER retains sole and exclusive possesdioime
MASK TOOLING SETS. The price and terms to Pl foe tMMASK TOOLING SETS shall be SUPPLIER'S cos
produce or procure them, and shall be commercia@hsonable. SUPPLIER will produce or procure the SW
TOOLING SETS within [*] working days after the repeof the MASK SPECIFICATIONSrom PI. Upon reque
from PI, SUPPLIER will produce or procure the MASIKOOLING SETS on an expedited basis. MASK TOOLI
SETS will be held by SUPPLIER and will only be ugedproduce WAFERS. SUPPLIER shall not destroy M,
TOOLING
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SETS unless certain MASK TOOLING SETS are not usepgroduce WAFERS for any consecutive [*] monthipd
upon which SUPPLIER may provide a [*] day Noticeyuesting Pl to either allow for destruction of sudiASK
TOOLING SETS or pay [*] per such MASK TOOLING SET& storage for an additional [¥] month period.

Article 4.  (Intellectual Property Rights)

4.1 Subject to the licenses granted to the oplaety in this Agreement, all INTELLECTUAL PROPER
RIGHTS owned or controlled by a party as of theeEfifve Date shall continue to be owned or contdolig such party.

4.2 Plis and shall remain the sole and excdusiwner of all rights (including INTELLECTUAL PROPHY
RIGHTS), title and interest in and to the Pl INTEERCTUAL PROPERTY. PI grants SUPPLIER a limited, non:
transferable, non-exclusive royalty-free and fupgid-up license, without the right to sublicense, untlee P
INTELLECTUAL PROPERTY for the sole purpose of usingnternally to manufacture, test, and evaluatARERS
for Pl, and to, sell and offer to sell, WAFERS tb Rotwithstanding any other statement in this Agnent, th
foregoing license shall not survive expiration erntination of this Agreement. SUPPLIER may notu$e the F
INTELLECTUAL PROPERTY for any purpose other thannm@anufacture WAFERS (except to the extent pern
pursuant to Section 4.6), or (ii) license it to dniyd party.

4.3 Pl shall be the sole and exclusive ownallafight, title and interest in the PI IMPROVEMEIST MASK
SPECIFICATIONS and MASK TOOLING SETS. SUPPLIER Hsrerrevocably and unconditionally transfers
assigns to Pl all of SUPPLIER's right, title andtemest worldwide in the Pl IMPROVEMENTS, MA!¢
SPECIFICATIONS and MASK TOOLING SETS. Pl agreesuse any PI IMPROVEMENTS that include SUPPL
INTELLECTUAL PROPERTY or SUPPLIER PARENT CORPORAMCS INTELLECTUAL PROPERTY RIGHT
solely in connection with PRODUCTS developed or afactured by or on behalf of PI.

4.4 SUPPLIER will promptly disclose to Pl in ting all PI IMPROVEMENTS upon their creation.

4.5 SUPPLIER shall, in a timely manner and & Bkpense, take all reasonable actions reasoradpeste
by PI, to assist Pl in perfecting and enforcingriggts in the PI IMPROVEMENTS, MASK SPECIFICATION&NC
MASK TOOLING SETS. Such actions shall include bat he limited to execution of assignments, pat@plieation:
and other documents.

4.6 Subject to all of the terms and conditiohshtss Agreement and notwithstanding Section 4.2hé&reb
grants to SUPPLIER a non-exclusive, irrevocablepgial, royalty-free and fully-paid-up, non-
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transferable, worldwide, right and license to usedify, reproduce, (but not suizense) the PI IMPROVEMENTS f
SUPPLIER's internal use only. Notwithstanding tbee§oing, no license is granted to the PI IMPROVEMIS for the
purpose of SUPPLIER providing foundry service drestbenefit to a third party.

4.7 In the event that any portion of Sectioni§.8eclared invalid or illegal according to anypbkgable law
(a) SUPPLIER hereby waives and agrees never tatamseh right, title and interest, including any nadorights o
similar rights, against Pl or PI's licensees anjiti{p parties hereby modify such portion, effectiygon suc
declaration, in such manner as shall secure fanRdxclusive, irrevocable, perpetual, worldwiddlyfpaid and royalty-
free license under all INTELLECTUAL PROPERTY RIGHT&ith rights to sublicense through one or moreslés) o
sublicensee(s), to use, modify, reproduce, creati@ative works of, distribute, publicly performapublicly display b
all means now known or later developed, and otlsekploit in any manner, such rights in the Pl RAREMENTS
MASK SPECIFICATIONS and MASK TOOLING SETS to the ri@mum extent permitted by applicable law.

4.8 SUPPLIER shall be the sole and exclusive eswof all right, title and interest in the SUPPLI
IMPROVEMENTS. SUPPLIER will promptly disclose to i writing all SUPPLIER IMPROVEMENTS upon th
creation.

4.9 SUPPLIER agrees not to use the PI INTELLEBTLUWROPERTY or any license under tiiigreement, i
whole or in part, or any knowledge gained by SURR Ithrough producing WAFERS, to develop an equivate

competing process to the PI PROCESS, or other ptamservice that would compete with PI.
Article 5: (WAFER Production)

5.1 ENGINEERING PRODUCTION

5.1.1 For ENGINEERING PRODUCTION, PI may placeader with SUPPLIER for WAFERS up
a maximum of [*] WAFERS and a minimum of [*] WAFERSr each WAFER TYPE, or any other quantity agrea
in writing by the parties. SUPPLIER will use comigially reasonable efforts to ship WAFERS in ENGINEHEG
PRODUCTION to PI in [*] working days after receigrhe applicable MASK SPECIFICATIONS

5.1.2 Any output of the ENGINEERING PRODUCTIONIIwbe shipped to Pl immediately up
completion. If the WAFERS output is less than [f]tbe ordered quantity for an order of [*] or I€SBIGINEERINC
WAFERS, SUPPLIER will inform Pl of the output quéytof the WAFERS and if Pl requires to have thersige
covered, SUPPLIER will re-input the WAFERS to cotleg shortage of quantity
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at no additional cost to Pl (‘RECOVERY WAFERSI)the WAFERS output is less than [*] of the ordgiguantity fo
an order of greater than [*] ENGINEERING WAFERS, FRLIER will inform Pl of the output quantity of {
WAFERS and PI will elect to either have the shcetagvered by restarting WAFERS at no additionalt ¢cosP
(“RECOVERY WAFERS?”) or closing the PO short andyphying for the finished WAFERS.
5.2 PILOT PRODUCTION

5.2.1 For the PILOT PRODUCTION, Pl may placeader with SUPPLIER for a minimum of |
WAFERS, or multiples thereof, per each PRODUCTamy other quantity agreed to in writing by the et

5.2.2 SUPPLIER will use commercially reasonaklorts to ship to PI WAFERS in PILC
PRODUCTION of each PRODUCT within [*] working dagster availability of the MASK TOOLING SETS for sh
PRODUCT.

5.2.3 The output of the PILOT PRODUCTION will beipped to PI if such WAFERS output is at |
[*¥] of the ordered quantity. If the WAFERS outpstless than [*] of the ordered quantity, SUPPLIER wform PI of
the output quantity of the WAFERS and if Pl reqgsite have the shortage covered, SUPPLIER wilinpet the
WAFERS to cover the shortage of quantity at no il cost to PI.

53 VOLUME PRODUCTION

5.3.1 For VOLUME PRODUCTION, PI shall place arder with SUPPLIER for a minimum of |
WAFERS, or multiples thereof, per each PRODUCTarmy other quantity agreed to in writing by the et

5.3.2 For VOLUME PRODUCTION, SUPPLIER will shipe first (1st) shipment of the WAFE
ordered by PI for that month no later than [*] wioik days after the start of the production as pgé&r PO for suc
PRODUCTS, unless PI's PO specifies a later delidatg. The rest of such ordered WAFERS for thattmenll be
shipped so that PI receives all such WAFERS, irkgqeekly quantities to the extent practicably gass within [*]

working days after the first (1st) shipment. SUFERIshall use commercially reasonable efforts toimmize sucl
number of working days.

5.3.3 For EXPEDITED VOLUME PRODUCTION, SUPPLIERII ship the first (1st) shipment of t
WAFERS ordered by PI for that month no later ttgmforking days after the start of the productieher Pl's PO fi
such PRODUCTS, unless PI's PO specifies a latéreggldate. The rest of such ordered WAFERS fot thanth will
be shipped so that PI receives all such WAFER8gural weekly quantities to the extent practicaldggible, within [*
working days after the first (1st) shipment. SUFERIshall use commercially reasonable efforts toimmize sucl
number of working days. EXPEDITED
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VOLUME PRODUCTION has a higher priority than stardal¥ OLUME PRODUCTION and are called hot lots.
5.3.4 SUPPLIER will ship monthly orders in quaes not less than [*] of the quantities orderd

each PRODUCT.
Article 6: (Delivery)

6.1 The terms of delivery of the WAFERS shalllb&F (as such terms are defined in Incoterms 2060@he
delivery location per the PO.

6.2 The title and risk of loss in and to the WERS delivered by SUPPLIER to Pl shall transfer 1
SUPPLIER to PI at the DAF point. Pl shall have tlght to designate a freight forwarder, subjectSidPPLIER’
reasonable approval.

6.3 SUPPLIER will deliver the WAFERS within timember of calendar days specified in the INDIVIDL
SALES CONTRACT. In the event that SUPPLIER foreseeslelay in the delivery schedule of the WAFE
SUPPLIER shall make a commercially reasonable &ftocorrect any delay and SUPPLIER shall prompdyify Pl of
such delay and submit to Pl the new delivery scleedBl will have the right to cancel, without lifityi, the
INDIVIDUAL SALES CONTRACT for the delayed WAFERS xeept for RECOVERY WAFERS, if the delay
greater than [*] days and if such delay is not eausolely by PI.

6.4 SUPPLIER shall pack the WAFERS in accordamitk the packing standards defined in the COMN
SPECIFICATIONS.

6.5 SUPPLIER shall collect PCM data (“PCM DATA8&s defined in the COMMON SPECIFICATIONS,
the manufactured WAFERS. SUPPLIER will send the POMTA electronically to Pl before the WAFERS
received by Pl. The PCM DATA will be accurate aminplete for all WAFERS and sent in a mutually agregor
format.

6.6 If Pl determines, in consultation with SUPER, that the WAFERS currently being manufacturek ot
meet the PRODUCTS requirements, Pl can, notwitkdétgnany other provision of this Agreement, cantied
INDIVIDUAL SALES CONTRACT for the affected WAFERSytNotice to SUPPLIER without any liability exceptr
the affected WAFER WIP and WAFER inventory that waanufactured in accordance with the PO schedyler
Notice to SUPPLIER

Article 7.  (Test and Inspection)

7.1 Pl shall conduct incoming inspection of WWAFERS, by WAFER TYPE, to determine the
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WAFERS' conformance to the COMMON SPECIFICATIONS$ i eTPCM DATA is required and SUPPLIER's
results will be supplied in a timely manner by SUFR for the incoming inspection of the WAFERS. Aagnission
inaccuracy or other defect in the PCM DATA will itiself be sufficient cause to reject the WAFERSiIsTihspectio
shall be regarded as final in terms of quality,rditg and other conditions of the WAFERS suppliedPt, which ar
subject to SUPPLIER's warranty as defined in Sactib.1.

7.2 Pl shall notify SUPPLIER which of the WAFERSve been accepted by PI within [*] business dHies
receipt of the WAFERS by PI. Pl will owe SUPPLIERyment only for the quantity of WAFERS that havesi
accepted by PI. Should PI fail to notify SUPPLIERhW the said [*] days, the WAFERS shall be deertetave bee
accepted by PI.

7.3 SUPPLIER shall not be liable for: (i) anynrmonformity in the WAFERS that is not attributable
SUPPLIER and was caused by abuse, misuse, neghegtpper transportation, improper installation, noymel
operation, improper use, improper testing, improg@rage, improper maintenance, repair, alteratmadification
tampering, accident or unusual deterioration andégradation of such WAFERS due to conditions ef physice
environment beyond the tolerance requirements a¢hh in the COMMON SPECIFICATIONS; or (i) any dete
and/or failures of the WAFERS which are attribuéalbd the design, testing and/or assembly of the PROTS
SUPPLIER shall not be held responsible for the atsfeailures and yield problems of the WAFERShi# WAFER(
meet the specifications set forth in the COMMON SHECATIONS.

7.4 SUPPLIER may make a written special waieguest to Pl to ship WAFERS that do not comply il
COMMON SPECIFICATIONS. If Pl approves such spedaiaiver request in writing, which approval may i
special terms and conditions, SUPPLIER may ship sion-complying WAFERS under such terms and caousti

Article 8: (Process and Specification Changes)

8.1 SUPPLIER shall notify Pl in writing as soas possible, in advance, of any process changehwbdire
PI's change in any database or which would affeztguality, reliability, manufacturability, formit for function of thi
PRODUCTS. Each such process change shall be subjeRt's prior written approval. Notwithstandingyaathe
provision of this Agreement, if Pl does not apprtive process change, and such process changelé&mnened, Pl wi
have the right to cancel, without liability, anyDNIDUAL SALES CONTRACT affected by the process cige.

8.2 Pl shall have sole responsibility for thatcol, maintenance, distribution and modification
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of the COMMON SPECIFICATIONS including but not litad to the addition and maintenance of applicabbegss
inspection, quality and procurement specificatioR$. will notify SUPPLIER of any changes to the CONIM
SPECIFICATIONS by providing a copy of the amende@MMON SPECIFICATIONS to SUPPLIER. SUPPLII
will acknowledge acceptance of the amended COMMOGMEGIFICATIONS in writing and SUPPLIER's accepte
will not be unreasonably withheld, conditioned oelayed. In the case of any issue with the COMN
SPECIFICATIONS, SUPPLIER agrees that Pl is thendte authority on the COMMON SPECIFICATIONS.

Article 9: (Price)

9.1 The prices of the WAFERS, which are produbeth in the PILOT PRODUCTION and the VOLU!
PRODUCTION are set forth in Exhibit @RICES) attached hereto. Any modifications theretst be agreed upon
SUPPLIER and PI in writing, either as an amendnterExhibit B (PRICES) or as part of an INDIVIDUAL SALE
CONTRACT. SUPPLIER and PI may jointly review andise the WAFERS price, by WAFER TYPE, within [*] gk
of the close of each half of SUPPLIER's fiscal y@anpon a material change to the COMMON SPECIFIEMNS.

Article 10: (Payments)

10.1 Payment for the WAFERS shall be net anavig transfer [*] days after receipt of invoice. BBLIEF

agrees to negotiate terms or alternate forms apay as proposed by PI.

Article 11.: (Warranty, Indemnification)

11.1 SUPPLIER warrants that the WAFERS soldItwil conform to the COMMON SPECIFICATIONS.
shall notify SUPPLIER in writing of any defect oomconformity of said WAFERS within [*] days after nmix¢ation oi
acceptance per Section 7.2 above. SUPPLIER's dwigations under this warranty are limited to, dsPoption
() replacing or reworking any nonconforming WAFERS®turned to SUPPLIER's manufacturing facility \
transportation charges prepaid, or (i) SUPPLIE&Jitmg Pl an amount equal to the purchase pricaiohh WAFERS.

11.2 Notwithstanding anything to the contrarythis Agreement, the warranty in Section 11.1 shatlapply
and SUPPLIER shall have no liability or obligatimnPl under Section 11.1 with respect to: (i)
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any noneonformity in the WAFERS that is not attributabte SUPPLIER and was caused by abuse, misuse, n
improper transportation, improper installation, noyper operation, improper use, improper testinggroper storag
improper maintenance, repair, alteration, modifargttampering, accident or unusual deterioratiod/ar degradatic
of such WAFERS due to conditions of the physicalimmment beyond the tolerance requirements seh fior the
COMMON SPECIFICATIONS; or (i) any defects and/ailfires of the WAFERS attributable to the desigsting
and/or assembly of the PRODUCTS or the back-endgssing of the WAFER@8Ncluding, without limitation, cuttin
and packaging thereof). No agent, employee or septative of SUPPLIER has any authority to bind BUER to an'
affirmation, representation or warranty relatinghe Products other than as specifically providextim.

11.3 SUPPLIER shall defend, indemnify and holarniless PI, its officers, directors, employees
representatives from and against any claim, demeaugse of action, debt, or liability, including seaable attorney
fees, relating to or arising from allegations thied SUPPLIER PROCESS, SUPPLIER IMPROVEMENTS anc
SUPPLIER contributions to the Pl INTELLECTUAL PROREY used to produce WAFERS or the resulting WAF!|
infringes any INTELLECTUAL PROPERTY RIGHTS or otheight of any kind of a third party; provided t
SUPPLIER is promptly notified in writing of the @&m and is allowed to assume and control the defeéhsreo
SUPPLIER shall pay all damages and costs awardecith but shall not be responsible for any comjseno
settlement made without SUPPLIER's written consent.

11.4 EXCEPT AS EXPRESSLY STATED IN THIS AGREEMEN NO EXPRESS OR IMPLIE
WARRANTIES ARE MADE BY SUPPLIER RELATING TO THE WAERS, INCLUDING BUT NOT LIMITED TC
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTULAR PURPOSE. EXCEPT A
EXPRESSLY STATED IN THIS AGREEMENT, NEITHER PARTY AKES ANY REPRESENTATION Ol
WARRANTY OF ANY KIND WITH REGARD TO ANY OF THE Pl NTELLECTUAL PROPERTY OR TH
SUPPLIER INTELLECTUAL PROPERTY, AS THE CASE MAY BE.

11.5 PI shall defend, indemnify and hold harml€SUPPLIER, its officers, directors, employees
representatives from and against any claim, demeaugse of action, debt, or liability, including seaable attorney
fees, relating to or arising from allegations ttireg PI PROCESS and any PI contributions to theVMROVEMENTS
used to produce WAFERS infringes any INTELLECTUAR®PERTY RIGHTS or other right of any kind of a d
party; provided that PI is promptly notified in wnig of the action and is allowed to assume androbthe defens
thereof. Pl shall pay all damages and costs awatieckin, but shall not be responsible for any campse o
settlement made without PI's written consent.
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11.6 Notwithstanding Section 13.7, SUPPLIER IsHaep records for [¥] years, notwithstanding
termination of this Agreement, of the WAFERS mawctifieed and summaries of their process monitors. FBUER
agrees to permit such records to be examined goieédty Pl or Pl's authorized representative, ugasonable prir
Notice to SUPPLIER, during normal business hourS@PPLIER's offices. Such records shall be deeradaetPl'
CONFIDENTIAL INFORMATION.

Article 12: (Confidentiality)

12.1 The receiving party (Pl or SUPPLIER) sheé any CONFIDENTIAL INFORMATION acquired frc
the disclosing party (Pl or SUPPLIER) in connectidth this Agreement solely for the purposes o thgreement.

12.2 Subject to Sections 12.7 and 12.8, for do@eof [*] years after the receipt or creation tfe
CONFIDENTIAL INFORMATION, or during the Term of thi Agreement, whichever is longer, the receivingy
shall use a reasonable standard of care not tasputrl disseminate the CONFIDENTIAL INFORMATION &my thirc
party, except as otherwise provided herein, andsusé CONFIDENTIAL INFORMATION only for the purposs
this Agreement. The receiving party shall have bbgation with respect to any CONFIDENTIAL INFORMAON

received by it which the receiving party shall pras:

(a) Published or otherwise available to the public pthan by a breach of this Agreement or
other agreement by the receiving party;

(b) Rightfully received by the receiving party hereunfitem a third party not obligated under
Agreement or any other agreement, and without denfial limitation;

(©) Known to the receiving party prior to its first ept of the same from the disclosing party;

(d) Independently developed by the receiving party euthaccess to the CONFIDENTI/
INFORMATION of the disclosing party;

(e) Furnished to a third party by the disclosing pavtthout restrictions on the third party's ri
of disclosure similar to those of this Agreemenmt; o

® Stated in writing by the disclosing party as no gen being CONFIDENTIA
INFORMATION.

In the case that the receiving party intends telds®e publicly or to a third party any CONFIDENTI
INFORMATION under any of the exceptions above, teeeiving party must first give the disclosing paxiotice [*]

days prior to any such disclosure.

[*] = Certain confidential information contained in this document, marked by brackets, is filed with the &urities and Exchange Commission pursuant to Rul24b-2 of
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12.3 If any CONFIDENTIAL INFORMATION is discloske pursuant to the requirement or request
governmental or judicial agency or disclosure igureed by operation of law, such disclosure wilt monstitute
breach of this Agreement, provided that the recgiyparty shall give prompt prior Notice to the dising party t
allow the disclosing party to seek a protectiveeondith respect thereto reasonably satisfactotheadisclosing party
the extent available under applicable law.

12.4 The receiving party shall limit accessie CONFIDENTIAL INFORMATION only to such officersnd
employees of the receiving party who are reasonabbtessary to implement this Agreement and onlutdh extent ¢
may be necessary for such officers and employe@®itiorm their duties under this Agreement. Theerngng part)
shall be liable to cause all of such officers amployees to sign a secrecy agreement to abideebyetrecy obligatiol
provided in this Agreement. The receiving partyllsimaintain records of such officers and employees.

12.5 CONFIDENTIAL INFORMATION and all materialacluding, without limitation, documents, drawin
masks, specifications, models, apparatus, sketdesgyns and lists furnished to the receiving pbytyand which ai
themselves identified to be or designated in wgitio be the property of, the disclosing party ard shall remain tt
property of the disclosing party and shall be mdr to the disclosing party promptly at its requéstiuding an
copies.

12.6 PI may disclose information with respecatty SUPPLIER IMPROVEMENTS to the PI PROCES
one or more third parties as CONFIDENTIAL INFORMAON of Pl and covered by a nalisclosure agreement w
protection equivalent to this Agreement for theesmlirpose of having such third parties provide P design, layou
foundry, assembly and testing services.

12.7 CONFIDENTIAL MANUFACTURING INFORMATION will be confidential for a period of [*] yet
after the Term of this Agreement and SUPPLIER agrée use its best efforts to never make public
CONFIDENTIAL MANUFACTURING INFORMATION. Notwithstading any other provision of this Agreement,
receiving party shall treat the CONFIDENTIAL MANUENURING INFORMATION in accordance with t
confidentiality obligations and use restrictionglug Agreement during that [*] year period.

12.8 The receiving party's obligations with mdp to any portion of the CONFIDENTI/
MANUFACTURING INFORMATION shall terminate when theeceiving party can document, and with the disalg
party's written concurrence, that such CONFIDENTIMANUFACTURING INFORMATION:

(@) Was rightfully in the public domain at theé it was communicated to the receiving party
disclosing party; or

[*] = Certain confidential information contained in this document, marked by brackets, is filed with the &curities and Exchange Commission pursuant to Rul24b-2 of
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(b) Rightfully entered the public domain through fault of SUPPLIER subsequent to the time it
communicated to the receiving party by the disdggarty; or
(c) Was rightfully in the receiving party's pession free of any obligation of confidence attihee it
was communicated to the receiving party by thelossieg party; or
(d) Was rightfully communicated to the receivipgrty by a third party free of any obligation
confidence subsequent to the time it was commuglciat receiving party by the disclosing party; or
(e) Was independently developed by the receiyiagy and the receiving party gave the disclc
party Notice thereof, within [¥] days of the disslore of the CONFIDENTIAL MANUFACTURIN(
INFORMATION to the receiving party, documenting timormation independently developed by the rece
party.
For any CONFIDENTIAL MANUFACTURING INFORMATION to b subject to an exception above, any docu
containing such CONFIDENTIAL MANUFACTURING INFORMAIDN, and the information related thereto, mu:
their entirety qualify for the exception. This exftly excludes any right to apply the exception bgdactini
CONFIDENTIAL MANUFACTURING INFORMATION or any parthereof from a document.

In the case that the receiving party intends tolds® to an unauthorized party CONFIDENTIAL MANUFAUGRING
INFORMATION under the exceptions above, the recgjvparty must first receive the disclosing parpri®r writter

approval and such approval will be in the disclggparty's sole discretion.

12.9 PI may request the confidential releas8WPPLIER's CONFIDENTIAL INFORMATION to a custon
of the PRODUCTS, covered by a ndisclosure agreement with confidentiality protesticequivalent to those of t
Agreement, for purposes of such customer's evaluatr audit, but only with the prior written consef SUPPLIER
which shall not be unreasonably withheld.

12.10 _Obligation to Notify and Remedyhe receiving party will immediately give Notite the disclosin
party of any suspected unauthorized use or dis&osthe disclosing party's CONFIDENTIAL MANUFACTRING
INFORMATION and the receiving party will be respds for remedying such unauthorized use or dissi®sin thi

event that the receiving party or (to the knowled§ehe receiving party) any of its representatii®sequested
required (by oral questions, interrogatories, ratgiér information or documents in legal procegdjrsubpoenas, ci
investigative demands or other similar processes)disclose any of the disclosing party's CONFIDEAT
MANUFACTURING INFORMATION, the receiving party sHarovide the disclosing party with prompt Notickeamy
such

[*] = Certain confidential information contained in this document, marked by brackets, is filed with the &curities and Exchange Commission pursuant to Rul24b-2 of
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request or requirement sufficiently timely to allthe disclosing party adequate time to seek a gigeeorder or othe

appropriate remedy and/or waive compliance withpiteisions of this Agreement.

Article 13: (Term and Termination)
13.1 This Agreement shall continue in full foead effect from the Effective Date until the eridn® calende

year containing the [*] anniversary of the Effeetidate, unless earlier terminated as provided mdf&erm?”). If this
Agreement has not been earlier terminated, théegaaigree to negotiate in good faith, beginning y&sa prior to en
of the Term, for this Agreement's continuationdoother [*] year period, on mutually agreeable ®and conditions.

13.2 Notwithstanding anything to the contrary Section 18.11 (“Force Majeure”)f any government
agency, entity or authority requires (includingailgh administrative guidance) any changes to tigiedment, Pl m¢
terminate this Agreement immediately if the changres in PI's sole discretion, detrimental to Piterests or otherwi:
not reasonably acceptable to PI, with liabilityyoak set forth in Section 6.6.

13.3 In the event that either party has comuhiiematerial breach of this Agreement, the othetypshal
promptly give Notice thereof to the breaching pasiyecifying any alleged material breach or breschibe breachir
party shall have sixty (60) days after the effectdate of such Notice to have all material breadpexified eithe
remedied or waived (“cured”)f such breaches are not so cured, the other shdil have the right to terminate f
Agreement effective upon Notice.

13.4 Either party shall also have the rightetiorinate this Agreement with immediate effect byirgd Notice
of termination to the other party at any time uporafter the occurrence of any of the following migewith respect -

such other party:

(a) Insolvency, bankruptcy, reorganization or liquidatior filing of any application therefor,
other commitment of an affirmative act of insolvenwhich is not promptly removed or stayed, if $lich party doe
not receive prompt, satisfactory, written assurafioen the other party that it can meet its obligas under th
Agreement, or (2) after such assurance such o#réy goes not continue to meet such obligations;

(b) Attachment, execution or seizure of substantiallyofithe assets or filing of any applicat
therefor which is not promptly released or stayed,;

(c) Assignment or transfer of that portion of the besm to which this Agreement pertains
trustee for the benefit of creditors; or

(d) Termination of its business or dissolution.

[*] = Certain confidential information contained in this document, marked by brackets, is filed with the &curities and Exchange Commission pursuant to Rul24b-2 of
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13.6 No failure or delay on the part of eithartp in exercising its right of termination hereendor any on
or more causes shall be construed to prejudigegtiss of termination for such cause or any otlresubsequent cause.

13.7 Inthe event of expiration or terminatidrttos Agreement, within [*] days after expiratian terminatiol
of this Agreement, the receiving party shall rettorthe disclosing party all media and documentationtaining th
CONFIDENTIAL INFORMATION and render unusable allidgaCONFIDENTIAL INFORMATION placed in ar
storage apparatus under the receiving party's @omiotwithstanding the foregoing sentence, (a) BUER shal
render unusable each piece of said CONFIDENTIAL ONMATION set forth in Section 11.6 promptly whes
retention period is complete or as required undmlieable California or United States of Americdésvs an
regulations, whichever is later; and (b) the relogiyparty will promptly produce for the disclosipgrty all documen
in any form containing CONFIDENTIAL MANUFACTURINGNFORMATION, whether made by the disclosing p
or by the receiving party (including notes madetlg receiving party), and whether such documents lward copy
electronic (including email), optical or other farm

13.8 The termination or expiration of this Agremnt shall not release either party from any ligbivhich a
said date of termination or expiration has alreadgrued to the other party. Upon cancellation oniation of thi:
Agreement, except due to a material breach by SUERLPI shall purchase WIP and any RAW WAFERS theate
ordered to fill the PI MONTHLY FORECAST.

13.9 Notwithstanding any termination or expwati of this Agreement, the provisions of Article
(“Definitions”), 4 (“Intellectual Property Rights’) 11 (“Warranty, Indemnification”), and 12 (“Conédtiality”),
Sections 13.7, 13.8, 13.9, and Articles 14 (“Gowsent Regulations”), 15 (“Non-disclosure”), and 1®iscellaneou

Provisions”) shall survive this Agreement.

Article 14: (Government Regulations)

14.1 Each party shall not knowingly export o®esgort, directly or indirectly, any WAFERS to anguntries
persons, or entities to which export oresgaort will violate any laws or regulations of tbaited States of America.
shall use commercially reasonable efforts to coaeewith SUPPLIER to identify, classify, and obtaimy necessa
licenses, exceptions, or other United States of igaegovernmental authorizations prior to the tfanof sucl
controlled items and technology by Pl to SUPPLIERr “items” and “technologiestontrolled under the Expt
Administration Regulations (“EAR”) (15 C.F.R.

[*] = Certain confidential information contained in this document, marked by brackets, is filed with the &curities and Exchange Commission pursuant to Rul24b-2 of
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730-774) of the U.S. Department of Commerce, Bureaundtistry & Security, Pl shall notify SUPPLIER ofe
applicable Export Control Classification NumberECCN”) for each item and/or technology or any relevargriges
exceptions, or other United States of America Gowvemnt authorizations prior to transfer or releas8WPPLIER. Fc
items and technologies controlled under the Intewnal Traffic in Arms Regulations (ITAR) (22 C.F.R204130), P
shall not transfer or release such items to SUPRLIEI will indemnify and hold harmless Suppliercfunding its
employees, officers, directors and contractors) &ugplier's customers and vendors, (including tramployee:
officers, directors and contractors) against aabpilities for PI's failure to comply with the ITABnd ITAR+elatec
provisions of the preceding requirements.

14.2 SUPPLIER is responsible for all taxes speet of this Agreement except for taxes on Ptenme.

Article 15: (Non-Disclosure)

Each party shall keep this Agreement and its tewuoaditions and existence confidential and shatl make
disclosure thereof to any third party without thepwritten consent of the other party. Notwithelang the previot
sentence, either party may make such disclosutbetgarty's legal and financial advisors providee tlisclosure
covered by a nodisclosure agreement with confidentiality protestie@quivalent to those of this Agreement excep
all CONFIDENTIAL MANUFACTURING INFORMATION must beedacted. Notwithstanding any other stateme
this Agreement, either party may disclose this &grent and/or its terms and conditions to the exteat suc

disclosure is necessary to comply with federal statk securities and other applicable laws.

Article 16: (Third Party Service Providers)

16.1 SUPPLIER shall each enter into separatdenragreements (each a “SUBSIDIARY Agreememtith
each of their respective SUBSIDIARIES who wish teereise any rights under this Agreement, binding
SUBSIDIARY to the terms and conditions of this Agmeent. A SUBSIDIARY shall maintain its status &
SUBSIDIARY under this Agreement only for so longsaagh SUBSIDIARY has a SUBSIDIARY Agreement in fe
and effect. SUPPLIER guarantees the performandes abespective SUBSIDIARIES under this Agreememig avill
indemnify and hold PI harmless from any costs, dgeaor liabilities incurred by PI arising out ofoeeach by
SUBSIDIARY of any of the terms and conditions oktAgreement and/or SUBSIDIARY Agreements.

[*] = Certain confidential information contained in this document, marked by brackets, is filed with the &urities and Exchange Commission pursuant to Rul24b-2 of
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16.2 SUPPLIER shall have no right to have WAFER&ufactured, in whole or in part, by a third p
unless PI gives its written approval therefor ivatte, which approval shall be at Pl's sole digmmetf Pl does giv
such written approval, then SUPPLIER may disclo©@NEIDENTIAL INFORMATION of PI for the sole purposs,
and only to the extent reasonably necessary feingauch third party provide such services sofehthe benefit if F

and not for the benefit of any other party. Sucprapal shall be conditioned upon:

(a) PlI's prior review and written approval of the castrbetween SUPPLIER and such third
performing such manufacture; and

(b) the third party agreeing in writing to all appliéalierms and conditions of this Agreem
and;

(c) SUPPLIER being the insurer and guarantor of sucH trarty's full observance of such tel
and conditions; and

(d) SUPPLIER's disclosure of CONFIDENTIAL MANUFACTURINGNFORMATION to sucl

third party being subject to PI's prior written apygal, which shall be at Pl's sole discretion.

Article 17: (Miscellaneous Provisions)

17.1 _Entire AgreementThis Agreement embodies the entire understandirtge parties as it relates to

subject matter hereof and this Agreement supersaagieprior agreements or understandings betweepdhes witl
respect to such subject matter. Pl and SUPPLIEReatirat the Nomecurring Engineering services and charges
be defined by a separate agreement (“[*] ProcegsnErring Costs”).

17.2 Headings The article and section headings herein are émvenience only and shall not affect
construction hereof.

17.3 _Waiver. Should either Pl or SUPPLIER fail to enforce aamgvision of this Agreement or to exerc
any right in respect thereto, such failure shall lo® construed as constituting a waiver or a coip waiver of it
rights to enforce such provision or right or angestprovision or right.

17.4 _No License Nothing contained in this Agreement shall be tmmesl as conferring by implicatic
estoppel or otherwise upon either party hereundgrliaense or other right except as expressly agh fin Article ¢
(“INTELLECTUAL PROPERTY RIGHTS").

17.5 _English LanguageThis Agreement is in the English language onligicl language shall be controlll

in all respects, and all versions hereof in anyeothnguage shall be for accommodation only andl sbabe bindin

upon the parties. All communications between SUERLANd PI to effect the terms
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of this Agreement shall be in the English languagly.

17.6 _No Agency. The parties to this Agreement are independentractors. There is no relationship
agency, partnership, joint venture, employmentrandhise between the parties. Neither party haswilbeither part
represent that it has, the authority to bind theepor to incur any obligation on its behalf.

17.7 _Notices Any notice (“Notice”)required or permitted to be given by either paotyite other party und
this Agreement shall be in writing and delivereditgrnational or overnight courier, signature e€eipt required, ai
shall be deemed delivered upon written confirmawdrdelivery by the courier, if sent to the follovg respectiv
addresses or such new addresses as may from tiingetbe supplied hereunder.

To: SUPPLIER
NEC Electronics America, Inc.
2880 Scott Blvd., Santa Clara, CA 95064 USA

Attention: Senior Corporate Counsel, Contracts

To: Power Integrations International Ltd.
P.O. Box 219, Strathvale House, North Church Street
George Town, Grand Cayman, Cayman Islands

Attention: President

17.8 _Invalidity. If any provision of this Agreement, or the apgtion thereof to any situation or circumsta
shall be invalid or unenforceable, the remaindethed Agreement or the application of such prowvisio situations ¢
circumstances other than those as to which itvalid or unenforceable, shall not be affected; aadh remainir
provision of this Agreement shall be valid and ecéable to the fullest extent permitted by appliedaw. In the evel
of such partial invalidity, the parties shall seekgood faith to agree on replacing any such lggaNalid provision
with provisions which, in effect, will most neayd fairly approach the effect of the invalid pon.

17.9 _AssignmentThis Agreement and any rights or licenses graherdin shall be binding upon and inur
the benefit of the parties hereto and their respestuccessors and assigns. SUPPLIER shall n@maasy of its right
or privileges hereunder without the prior writteamsent of Pl except as set forth in Section 13ushSonsent shall r
be unreasonably withheld.

17.10 _AmendmentThis Agreement may not be extended, supplementadhended in any manner excep
an instrument in writing expressly referring tostihigreement and duly executed by an authorized
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representative of each party.

17.11 Force Majeure Either party shall be excused for failures oragislin performance (other thai
payment obligation) caused by war, declared or moly laws, proclamations, ordinances or regulatiohshe
government of any country or of any political swision of any country, or strikes, lockouts, flopfises, explosion:
acts of terrorism or such other catastrophes ashayend the control or without the material fault smch part
(“CAUSES”). Any party claiming any such excuse for failure etay in performance due to such CAUSES shall
prompt Notice thereof to the other party, and regitharty shall be required to perform hereundemduthe period ¢
such excused failure or delay in performance exaspbtherwise provided herein. This provision shall, howeve
release such party from using its best efforts woich or remove all such CAUSES and such party sbafitinue
performance hereunder with the utmost dispatch evemsuch CAUSES are removed. In the event thapé¢hied o
excused performance continues for ninety (90) didnys,Agreement may be terminated by the partyexatised und
this Section 18.11 (“Force Majeure”), by Noticethe other party, subject to the provisions of Aeit3 (“Term ani
Termination”) relating to the effect of termination

17.12 _Equitable Relief Because the receiving party will have accessni l@ecome acquainted with
CONFIDENTIAL INFORMATION of the disclosing partyheé unauthorized use or disclosure of which wouldse

irreparable harm and significant injury which woudd difficult to ascertain and which would not h@npensable

damages alone, the parties agree that the disglpsirty will have the right to seek and obtain @junction, specifi
performance, or other equitable relief without pdége to any other rights and remedies that it haye for such brea
of this Agreement.

17.13 [¥]

17.14 Governing Law This Agreement and matters connected with thdopeaance hereof shall

construed, interpreted, applied and governed ireappects in accordance with the laws of the Staalifornia and th
United States without regard to conflict of law#piples. The parties hereby submit to the jurigdic of, and waive
any venue objection against, the Superior Couth@fState of California in Santa Clara County,ha Municipal Coul
of the State of California, County of Santa Clava,the United States District Court for the NorthdDistrict o
California, in any litigation arising out of thisgheement. Notwithstanding anything to the contiayein, either par
may seek injunctive relief in any court of competemisdiction in accordance with Section 18.12 {tiable Relief).
In any civil action or suit based upon, arising ofjtor in any manner connected with this Agreemistoreach, or ar
of the transactions contemplated by this Agreem#md, prevailing party shall be entitled to recowusr costs an

attorneys fees. The United Nations Convention ontaeots for the International Sale of Goods is Bjpadly
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excluded from application to this Agreement.
IN WITNESS WHEREOF, the parties have caused thiseAgent to be executed in their respective corg

names by their duly authorized representativeerdate written below.

NEC Electronics America, Inc. Power Integrations International Ltd.
Signature: /s/ Kazu Yamada Signature: /s/ John L. Tomlin

Name: Kazu Yamada Name: John L. Tomlin

Title: VP & GM, Custom SOC Solutions Title: Presid
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Exhibit A

FOUNDRY CAPACITY and PI ANNUAL FORECAST

1. FOUNDRY CAPACITY - [*] WAFERS

The following FOUNDRY CAPACITY will be effective lggnning [*]:
[*] WAFERS / month.

2. PI's projected Pl ANNUAL FORECAST of WAFER ordemo(-binding) - [¥] WAFERS

Calendar Year 2009 2010 2011 2012 2013 2014
WAFERS ['] [ [ ['] [l []
WAFERS per Month '] [ [ '] [ ["]

3. The REVIEW PERIOD is the [*] day period prior teetcommencement of the next calendar year.

[*] = Certain confidential information contained in this document, marked by brackets, is filed with the &urities and Exchange Commission pursuant to Rul24b-2 of
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Exhibit B

WAFER PRICES FOR VOLUME PRODUCTION OF [*] INCH WARES BY MONTHLY ORDER VOLUME

For[¥] WAFERS in both PILOT PRODUCTION and VOLUME PRODU@N!:

Calendar Year

Versus
Monthly Wafers Purchased 2009 2010 2011 2012 2013 2014
[*] wafers/mo. 1 [*] [*] [*] [*] [*]
[ [ [ [*] [ [*] [
[ ] [ [*] [ [*] []
[*] wafers/mo. *1 [*] [*] [*] [*] [*]

For all prices in the above table, shipping costenf Santa Clara, CA to final destination by eith#?S o

courier will be an additional adder.

[*] WAFER prices requires RAW Wafers to be commallgi available at the same or lower price tharhattime th
contract was signed. Declining WAFER Prices reqthis part of the Wafer Price decrease will beiplytdue to P
working with SUPPLIER to purchase RAW WAFERS abaér price.

For WAFERS in ENGINEERING PRODUCTION, the price Mie mutually agreed to in writing.
For WAFERS in EXPEDITED VOLUME PRODUCTION, the peidor each entry of the above table will be muig

by [*][*].
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[*] = Certain confidential information contained in this document, marked by brackets, is filed with the &urities
and Exchange Commission pursuant to Rule 24b-2 ofi¢ Securities Exchange Act of 1934, as amended.

AMENDMENT NUMBER ONE
TO
WAFER SUPPLY AGREEMENT

This Amendment Number One to Wafer Supply Agreenfdrd “Amendment”) effective as of March 20, 2009 (
“Amendment Effective Date”), amends the Wafer Syppyreement effective August 1, 2008 (the “Agreetheby
and between:

(1) POWER INTEGRATIONS INTERNATIONAL LTD., a Cayman #&shds corporation having a place
business at 4th Floor, Century Yard, Cricket SquBlgin Avenue, P.O. Box 32322, Grand Cayman KI2D<
(“Power Integrations”);

and

(2) NEC Electronics America, Inc., a California corpgara with a place of business at 2880 Scott B
Santa Clara, CA 95050 (“NECELAM”).

RECITALS

WHEREAS , pursuant to the terms of the Agreement, Powezghattions grants to NECELAM licenses
certain of Power Integrations' intellectual propefor the sole purpose of Power Integrations adogirfrom
NECELAM the fabrication and supply of wafers ofteém power IC products; ar

WHEREAS , Power Integrations and NECELAM desire to amenthaeterms of the Agreement; and

WHEREAS , in accordance with Section 17.10 of the Agreemina Agreement may be amended only b
instrument in writing duly executed by an authadizepresentative of NECELAM and Power Integrations.

NOW, THEREFORE , in consideration of the mutual promises contaiheckin and other good and valu:
consideration, the receipt and sufficiency of whiglhereby acknowledged, the parties hereby amendgreement
follows:

AGREEMENT

1. Unless otherwise provided herein, all cajzi¢al terms as used in this Amendment shall havedhee meanings
defined in the Agreement.

2. Section 1.19 of the Agreement is deletedsieitirety and replaced with the following:
“1.19 SUBSIDIARY : Any corporation, company, or other entity in WhiNECELAM or SUPPLIER'
PARENT CORPORATION or POWER INTEGRATIONS, as theeanay be, owns and/or controls, directl
indirectly, now or hereafter, more than fifty panté50%) of the outstanding shares of stock entittevote fo
the election of directors or their equivalents retgss
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of the form thereof (other than any shares of stel&ise voting rights are subject to restrictionP{vns and/ol
Controls ), including without limitation, NEC Semiconductors #shu Yamaguchi, LTD. with respect
SUPPLIER'S PARENT CORPORATION; provided, howevkattany entity whavould be a SUBSIDIARY b
reason of the foregoing, shall be considered a SDBRY only so long as such ownership or controlsts
and subject to the requirements set forth in Secti®.1. In addition to the foregoing, the partiekrowledg
and agree that SUPPLIER'S PARENT CORPORATION wgldeemed NECELAM's SUBSIDIARY, subjec
the requirements set forth in Section 16.

3. Section 1.23 of the Agreement is deletedsirintirety and replaced with the following:
“1.23 SUPPLIER'S PARENT CORPORATION: NEC Electrorm@poration, only so long as NEC Electrol
Corporation Owns and/or Controls NECELAM.”

4. Section 1.26 of the Agreement is deletedsiemtirety and replaced with the following:
“1.26  WAFER(S): Non-probed [*lpch silicon wafers manufactured in NEC Semicondrsct Kyushi
Yamaguchi, LTD.'s facility in [*], Japan by SUPPIRE for Pl in accordance with the COMMC(
SPECIFICATION.”

5. Section 6.1 and Section 6.2 of the Agreeraemtleleted in their entirety and replaced withfthewing:

“6.1 The terms of delivery of the WAFERS shall beVEEXas used in Incoterms 2000) NEC Semicondu
Kyushu Yamaguchi, LTD.'s facility in [*], Japan.

6.2 The title and risk of loss in and to the WAFERSidsked by SUPPLIER to Pl shall transfer fr
SUPPLIER to PI at the EXW [*] point.”

6. Section 12.1 of the Agreement is deletedsirintirety and replaced with the following:

“12.1 The receiving party (Pl or SUPPLIER) shall asg CONFIDENTIAL INFORMATION of the disclosir
party (SUPPLIER or PI) it receives in connectiohvthis Agreement solely for the purposes of thigeemen
NECELAM may disclose Pl's CONFIDENTIAL INFORMATIOK SUPPLIER'S PARENT CORPORATIC
and/or NEC Semiconductors Kyushu Yamaguchi, LTDy@o long as such parties are SUBSIDIARIE.
NECELAM) for the sole purpose of fabrication anggly of WAFER(S) to Pl under the Agreement; prod
that NECELAM may not disclose CONFIDENTIAL MANUFAGQIRING INFORMATION (including but nc
limited to the PI PROCESS and the COMMON SPECIFIGAN) to SUPPLIER'S PAREN
CORPORATION.”

7. The first sentence of Section 15 of the Agreet is deleted in its entirety and replaced whth following:

“Each party (POWER INTEGRATIONS or NECELAM) shalldgethis Agreement and its terms, conditions
existence confidential and shall not make disclesuhereof to any third party without the priortieem consel
of the other party; provided that each party (POWIBREGRATIONS or NECELAM) may disclose tt
Agreement and its terms, conditions and existenc¢ts tSUBSIDIARIES, provided that the SUBSIDIARIEB&
bound to the terms and conditions of this Sectibnaftd except that with respect to SUPPLIER'S PAR
CORPORATION all CONFIDENTIAL MANUFACTURING INFORMATON must be redacted.”
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8. Section 16.1 of the Agreement is deletedsieitirety and replaced with the following:

“16.1 NECELAM shall enter into a separate writtggreement (each a “SUBSIDIARY Agreementijth eacl
of its respective SUBSIDIARIES who which to exeeceny rights, perform any obligations, or receing 8|
CONFIDENTIAL INFORMATION under this Agreement, bimf)y the SUBSIDIARY to the terms a
conditions of this Agreement. A SUBSIDIARY shall mi@in its status as a SUBSIDIARY under
Agreement only so long as such SUBSIDIARY has a SIIBARY Agreement in full force and effect
remains a SUBSIDIARY as defined in Section 1.19.O8EAM guarantees the performance of its respe
SUBSIDIARIES under this Agreement, and will indefgnand hold Pl harmless from any costs, damage
liabilities incurred by PI arising out of a brealsih a SUBSIDIARY of any of the terms and conditiafsthis
Agreement and/or SUBSIDIARY Agreements.”

9. Exhibit B of the Agreement is deleted inatgirety and replaced with Exhibit B in the forntaahed hereto.

10. Effective as of the Amendment Effective Daaél references in the Agreement to the “Agreerhemt*“this
Agreement’shall mean the Agreement as amended by this AmemtdiBecept as expressly amended herein, the
of the Agreement continue unchanged and shall remdull force and effect. This Amendment may eaited in on
or more counterparts, each of which shall be cemed an original, but all of which counterparts etbgr sha
constitute one and the same instrument.

IN WITNESS WHEREOF , the parties have caused this Amendment to beuteeddy their duly authoriz:
representatives, effective as of the Amendmentditffe Date.

NEC ELECTRONICS AMERICA, INC. POWER INTEGRATIONS INTERNATIONAL, LTD.
By: /s/ TIM NGUYEN By: /s/ JOHN TOMLIN

Name: Tim Nguyen Name: John L. Tomlin

Title: GM - Custom SOC Solutions Title: President

[*] = Certain confidential information contained ingliiocument, marked by brackets, is filed with teeuities and Exchange Commission pursuant to P4tbe2 of the

Securities Exchange Act of 1934, as amended.
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Exhibit B

WAFER PRICES FOR VOLUME PRODUCTION OF [*] INCH WARES BY MONTHLY ORDER VOLUME

For [*] WAFERS in both PILOT PRODUCTION and VOLUMERODUCTION:

Calendar Year
Versus
Monthly Wafers
Purchased 2009 2010 2011 2012 2013 2014

[*] wafers/mo. *1 [*] [*] [*] [*] [*]
[*] [*] [*] [*] [*] [*] [*]
[*] [*] [*] [*] [*] [*] [*]
[*] wafers/mo. * [*] [*] [*] [*] [*]

For all prices in the above table, shipping costsnf[*], Japan to final destination will be the pessibility of
PI.

[*] WAFER prices require RAW Wafers to be commellgiaavailable at the same or lower price than &t time thi:
Agreement is signed. Declining WAFER Prices reqthia part of the Wafer Price decrease will beiglytdue to P
working with SUPPLIER to purchase RAW WAFERS abaér price.

For WAFERS in ENGINEERING PRODUCTION, the price Make mutually agreed to in writing.
For WAFERS in EXPEDITED VOLUME PRODUCTION, the peidor each entry of the above table will be muiég

by [*][*].

[*] = Certain confidential information contained ingliiocument, marked by brackets, is filed with teeuities and Exchange Commission pursuant to P4tbe2 of the

Securities Exchange Act of 1934, as amended.
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

[, Balu Balakrishnan certify that:
1. | have reviewed this Form 10-Q of Power 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 cistanmces under which such statements were madmisieading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly 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@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andéiav

(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 financegarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readeredsurance regarding the reliability of financggorting and the preparati
of financial statements for external purposes toedance with generally accepted accounting priesip

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentesi report our
conclusions about the effectiveness of the disctosantrols 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 finahcéporting; and

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

(&) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaize report financial
information; and

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

Dated: August 8, 2011 By: /s/ BALU BALAKRISHNAN

Balu Balakrishnan
Chief Executive Officer




Exhibit 31.12
CERTIFICATION OF CHIEF EXECUTIVE 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 an#ttate a material fact necessary
to make the statements made, in light of the cistanmces under which such statements were madmisieading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly 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@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andéiav

(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 financegarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readeredsurance regarding the reliability of financggorting and the preparati
of financial statements for external purposes toedance with generally accepted accounting priesip

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentesi report our
conclusions about the effectiveness of the disctosantrols 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 finahcéporting; and

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

(&) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaize report financial
information; and

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

Dated: August 8, 2011 By: /s/ SANDEEP NAYYAR

Sandeep Nayyar
Chief Financial Officer




Exhibit 32.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

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

In connection with the Quarterly Report of Poweefgrations, Inc. (the “Company”) on Form 10-Q foe quarter ended June 30, 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 requiremeotsSection 13(a) or Section 15(d) of the Secigiiechange Act of 1934; and

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

Dated: August 8, 2011 By: /s/ BALU BALAKRISHNAN

Balu Balakrishnan
Chief Executive Officer

A signed original of this written statement requitey Section 906, or other document authenticatiognowledging, or otherwise
adopting the signature that appears in typed forithiw the electronic version of this written statemh required by Section 906, has been
provided to the Registrant and will be retainediy Registrant and furnished to the Securities Brehange Commission or its staff ug
request.



Exhibit 32.2
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

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

In connection with the Quarterly Report of Poweefgrations, Inc. (the “Company”) on Form 10-Q foe quarter ended June 30, 2011 ,
as filed with the Securities and Exchange Commiseinthe date hereof (the “Report”), |, SandeepyldayChief Financial Officer of the
Company, pursuant to 18 U.S.C. Section 1350, agtadgursuant to Section 906 of the Sarbanes-Oxteypf 2002 (“Section 906”), certify to
the best of my knowledge that:

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

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

Dated: August 8, 2011 By: /s/ SANDEEP NAYYAR

Sandeep Nayyar
Chief Financial Officer

A signed original of this written statement requitey Section 906, or other document authenticatiognowledging, or otherwise
adopting the signature that appears in typed forithiw the electronic version of this written statemh required by Section 906, has been
provided to the Registrant and will be retainediy Registrant and furnished to the Securities Brehange Commission or its staff ug
request.



