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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 September 30, 2013
or
O Transition report pursuant to Section 13 or 15(d) 6the Securities Exchange Act of 1934

For the transition period from to

Commission File Number 0-23441

POWER INTEGRATIONS, INC.

(Exact name of registrant as specified in its chaer)

DELAWARE 94-3065014

(State or other jurisdiction of

(I.LR.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 €k filed all reports required to be filed by Secti8 or 15(d) of the Securities Exchange Act of4l@8ring the

preceding 12 months (or for such shorter periotittigregistrant was required to file such repoeayl (2) has been subject to such filing requirgmor the past
90 days. YESKX NO O

Indicate by check mark whether the registrant sttiechielectronically and posted on its corporate W& if any, every Interactive Data File requitede

submitted and posted pursuant to Rule 405 of Régnl&-T (§ 232.405 of this chapter) during thege@ing 12 months (or for such shorter period thatregistrant was
required to submit and post such files). YHES NO O

Indicate by check mark whether the registrantlazge accelerated filer, an accelerated filer, m-accelerated filer or a smaller reporting comp&ege the
definitions of “large accelerated filer,” “accelezd filer” and “smaller reporting company” in Rulgb-2 of the Exchange Act:

) Accelerated filer O
Large accelerated fileix]

Non-accelerated filer O

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

Indicate by check mark whether the registrantsbell 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 October 18, 201
Common Stock, $.001 par value

29,926,93¢
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Cautionary Note Regarding Forward-Looking Statemens

This Quarterly Report on Form 10-Q includes a nundbéorward-looking statements that involve maigsks and uncertainties. Forward-looking statemargs
identified by the use of the words “would”, “couldWill”, “may”, “expect”, “believe”, “should”, “articipate”, “if", “future”, “intend”, “plan”, “estimate”, “potential”,
“targets”, “seek” or “continue” and similar wordadphrases, including the negatives of these tesnsther variations of these terms, that dendteréuevents. These
statements reflect our current views with respedtiture events and our potential financial perfance and are subject to risks and uncertaintiesthad cause our actt
results and financial position to differ materiadlyd adversely from what is projected or impliecumny forward-looking statements included in thisrfd.0-Q. These
factors include, but are not limited to, the riskescribed under Item 1A of Part Il — “Risk Factbitem 2 of Part | — “Management’s Discussion anoladysis of
Financial Condition and Results of Operations” alsgwhere in this Quarterly Report on Form 10-@luiding, but not limited to: our quarterly operafiresults are
volatile and difficult to predict, and if we faib tmeet the expectations of public market analysisw@stors, the market price of our common stoely miecrease
significantly; if demand for our products declineour major end markets, our net revenues wilfel@se; intense competition in the high-voltage paugply industry
may lead to a decrease in our average selling pridereduced sales volume of our products; if veeuaable to adequately protect or enforce ourledelal property
rights, we could lose market share, incur costigdtion expenses, suffer incremental price erosiolose valuable assets, any of which could hannoperations and
negatively impact our profitability; if we do notgyail in our litigation, we will have expended sificant financial resources, potentially withoutyebenefit, and may also
suffer the loss of rights to use some technologiad;our international sales activities accountefeubstantial portion of our net revenues, whidbjexts us to substantial
risks. We make these forward-looking statementsdagpon information available on the date of tlusnfr10-Q, and we have no obligation (and expredisiglaim any
obligation) to update or alter any forward-lookstgtements, whether as a result of new informatiastherwise except as otherwise required by séesiiegulations.
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

ASSETS

CURRENT ASSETS:
Cash and cash equivalents
Short-term marketable securities

Accounts receivable, net of allo wances of $120%2wi7 in 20 13 and 2012, respectively (Note 2)

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

LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Accounts payable
Accrued payroll and related expenses
Taxes payable
Deferred tax liabilities
Deferred income on sales to distributors
Other accrued liabilities
Total current liabilities
LONG-TERM INCOME TAXES PAYABLE
DEFERRED TAX LIABILITIES
PENSION LIABILITY
Total liabilities

COMMITMENTS AND CONTINGENCIES (Notes 9, 11 and 12)

STOCKHOLDERS' EQUITY:
Common stock
Additional paid-in capital
Accumulated other comprehensive loss
Retained earnings
Total stockholders’ equity
Total liabilities and stockholders’ equity

POWER INTEGRATIONS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)
(In thousands)

September 30, December 31,
2013 2012
$ 78,11¢ 63,39/
102,05: 31,76¢
15,10: 7,32¢
40,21: 44,62¢
344 352
15,55 17,401
251,38 164,86
90,211 89,72«
42,21: 47,73¢
80,59¢ 80,59¢
15,26 11,53:
3,96t 4,672
$ 483,63¢ 399,13(
$ 20,26% 16,452
8,157 6,72(
2,12¢ 1,21c
88t 1,19¢
16,86: 11,55(
2,661 3,43¢
50,95¢ 40,567
8,91¢ 7,931
7,404 8,17¢
1,45¢€ 1,39¢
68,73t 58,08
30 28
215,40¢ 175,66¢
(35¢) (299)
199,82¢ 165,64¢
414,90: 341,04¢
$ 483,63¢ 399,13(

The accompanying notes are an integral part obtbeaudited condensed consolidated financial stxiesn
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POWER INTEGRATIONS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (LOSS)

(Unaudited)
(In thousands, except per share amounts)

Three Months Ended

Nine Months Ended

September 30, September 30,
2013 2012 2013 2012

NET REVENUES $ 91,71: % 78,04 256,670 $ 226,20(
COST OF REVENUES 42,94. 39,29¢ 121,83. 115,10:
GROSS PROFIT 48,77 38,75! 134,84t 111,09¢
OPERATING EXPENSES:

Research and development 12,98 11,42¢ 38,74t 34,134

Sales and marketing 11,212 10,32¢ B8RSO 27,64

General and administrative 7,98¢ 7,941 23,78¢ 22,13t

Charge related to SemiSouth (Note 15) — 25,30( — 25,30(

Total operating expenses 32,18( 54,99¢ 95,88¢ 109,21:

INCOME (LOSS) FROM OPERATIONS 16,59« (16,247 38,95¢ 1,881
OTHER INCOME (EXPENSE)

Charge related to SemiSouth (Note 15) — (33,93) — (33,93))

Other income, net 82 837 864 1,647

Total other income (expense) 82 (33,100 864 (32,290

INCOME (LOSS) BEFORE PROVISION FOR (BENEFIT FROMyCOME TAXES 16,67¢ (49,34) 39,82¢ (30,409
PROVISION FOR (BENEFIT FROM) INCOME TAXES 22 (4,94)) (1,40€) 13,71¢
NET INCOME (LOSS) $ 16,65 $ (44,400 41,22¢  $ (44,12)
EARNINGS (LOSS) PER SHARE:

Basic $ 05¢ $ (1.59 141 % (1.59

Diluted $ 054 $ (1.59 13€ $ (1.59
SHARES USED IN PER SHARE CALCULATION:

Basic 29,76: 28,90¢ 29,23t 28,58¢

Diluted 30,65: 28,90¢ 30,237 28,58¢

The accompanying notes are an integral part oktbeaudited condensed consolidated financial sttesn
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POWER INTEGRATIONS, INC.

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

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Net income (loss) $ 16,65¢ $ (44,400 $ 41,22¢ $ (44,12)

Other comprehensive income (loss), net of tax:

Foreign currency translation adjustments, net ofa®dn the

quarter and year to date ended September 30, 20112042 (Note
2) 11€ 114 (46) 47

Unrealized gain (loss) on marketable securitiesph&0 tax in the

quarter and year to date ended September 30, 2@i1304.2 (Note

2) 19¢ 28 (62 19C

Amortization of defined benefit pension items, ottax of $4 and

$12 in the quarter and year to date ended SepteBdh&013 and

$0 in both periods in 2012, respectively (Note 2) 15 = 43 —
Total other comprehensive income (loss) 32¢ 14z (65) 237

$ 16,98! $ (44,269 $ 41,16: $ (43,889

Total comprehensive income (loss)

The accompanying notes are an integral part obtbeaudited condensed consolidated financial stiesn
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POWER INTEGRATIONS, INC.

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

Nine Months Ended

September 30,
2013 2012
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) $ 41,22¢ % (44,12)
Adjustments to reconcile net income (loss) to rehcprovided by operating activities:
Depreciation 12,06: 11,42¢
Amortization of intangibles 5,52¢ 3,322
Charge related to SemiSouth (Note 15) — 59,237
Loss (gain) on sale of property and equipment 17 @
Gain on sale of assets held for sale (497) —
Stock-based compensation expense 12,15t 10,52(
Amortization of premium on marketable securities 472 73¢
Non-cash interest income from SemiSouth note — (1,445
Deferred income taxes (4,80¢) 4,08¢
(Reduction in) provision for accounts receivablevahnces (127) 21
Excess tax benefit from stock options exercised — (560)
Tax benefit associated with employee stock plans — 1,413
Change in operating assets and liabilities:
Accounts receivable (7,64¢) 1,48¢
Inventories 4,35¢ 15,74¢
Prepaid expenses and other assets 1,59t (11,339
Accounts payable 2,952 4,84
Taxes payable and accrued liabilities 2,60¢ (28,255
Deferred income on sales to distributors 5,311 2,55¢
Net cash provided by operating activities 75,20¢ 29,67¢
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment (11,250 (12,18))
Proceeds from sale of property and equipment 36 2
Proceeds from sale of assets held for sale 95¢ —
Acquisition — (115,72()
Increase in financing lease receivable — (420
Collections of financing lease receivable — 527
Loan to SemiSouth — (18,000
Purchases of marketable securities (96,27)) —
Proceeds from maturities of marketable securities 25,45( 36,78¢
Net cash used in investing activities (81,07¢) (109,009
CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of common stock under employee stock plans 27,63¢ 17,971

Payments of dividends to stockholders (7,04¢) (4,307
Excess tax benefit from stock options exercised — 56C
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Nine Months Ended

September 30,
2013 2012
Net cash provided by financing activities 20,59: 14,23¢
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENT 14,72« (65,089
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 63,39 139,83t
CASH AND CASH EQUIVALENTS AT END OF PERIOD $ 78,11t % 74,74,
SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING ANDIRANCING ACTIVITIES:
Unpaid property and equipment $ 1871 % 1,47¢
Receipt of SemiSouth purchase option $ — % 6,21¢
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash (received) paid for income taxes, net of @$un $ (569 $ 45,10¢

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

1. BASIS OF PRESENTATION:

The condensed consolidated financial statemenksdadhe accounts of Power Integrations, Inc., m®are corporation (the “Company”), and its whallyned
subsidiaries. Significant intercompany accountstaagisactions have been eliminated in consolidation

While the financial information furnished is unatedi, the condensed consolidated financial statesrediuded in this report reflect all adjustmerntsn(sisting
only of normal recurring adjustments) that the Campconsiders necessary for the fair presentafitimeoresults of operations for the interim pericdsered and the
financial condition of the Company at the dateh&f interim balance sheet in accordance with acamyptinciples generally accepted in the Unitede&taf America
(“U.S. GAAP”). The results for interim periods aret necessarily indicative of the results for thére year. The condensed consolidated financééstents should be
read in conjunction with the Power Integrations, lconsolidated financial statements and the rtbereto for the year ended December 31, 2012ydiec in its Form 10-
K filed on February 22, 2013 , with the Securigesl Exchange Commission.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

No material changes have been made to the Compagylificant accounting policies disclosed in Nat&ummary of Significant Accounting Policjes its
Annual Report on Form 10-K, filed on February 2212, for the year ended December 31, 2012 . Tbeusting policy information below is to aid in tbaderstanding
of the financial information disclosed.
Cash and Cash Equivalents

The Company considers cash invested in highly didmancial instruments with maturities of threenttts or less at the date of purchase to be castadeyuts.
Marketable Securitie

The Company generally holds securities until matuhiowever, they may be sold under certain cirdamses including, but not limited to, when neces$ar the
funding of acquisitions and other strategic invesiis. As a result the Company classifies its imaest portfolio as available-for-sale. The Compalagsifies all
investments with an original maturity date greaban three months as short-term investments i@otsdensed Consolidated Balance Sheet. As of Septe3h2013 ,
and December 31, 2012 , the Company's marketableises consisted primarily of highly liquid con@te securities, commercial paper and other higdlity commercia

securities.

Amortized cost and estimated fair market valueng&stments classified as available-for-sale ate3epér 30, 2013 , are as follows (in thousands):

Amortized Gross Unrealized Estimated Fair
Cost Gains Losses Market Value
Investments due in less than 3 months:
Commercial paper $ 9,991 $ — $ — $ 9,991
Corporate securities 5,89: — — 5,89:
Total $ 15,88« $ — $ — $ 15,88
Investments due in 4-12 months:
Corporate securities $ 7 $ — $ = $ 7
Total $ 7 $ — $ — $ 7
Investments due in more than 12 months:
Corporate securities $ 96,07¢ $ 122 $ 47n % 96,15
Total $ 96,07¢ $ 122 $ 47 $ 96,15:
Total investment securities $ 111,96 $ 12z $ (G 112,04.
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Amortized cost and estimated fair market valueng&stments classified as available-for-sale at Beee 31, 2012 , are as follows (in thousands):

Amortized Gross Unrealized Estimated Fair
Cost Gains Losses Market Value
Investments due in less than 3 months:
Corporate securities $ 1,50C $ 1% — $ 1,501
Total $ 1,50( $ 1% — $ 1,501
Investments due in 4-12 months:
Corporate securities $ 24,12] $ 83 % — $ 24,21(
Total $ 24,127 $ 82 % — $ 24,21(
Investments due in more than 12 months:
Corporate securities $ 6,00( $ b5 % — $ 6,05t
Total $ 6,00( $ 5 % — $ 6,05¢
Total investment securities $ 31,627 $ 13¢ $ — $ 31,76¢

As of September 30, 2013, the Company evaluatedature of the investments with a loss positioictvivere primarily high-quality corporate secusti@and
determined the unrealized losses were not othertraporary. At December 31, 2012 , the Companyriwaharketable securities in an unrealized losgipos

Revenue Recognitic

Product revenues consist of sales to original egaigg manufacturers (“OEMs”), merchant power suppanufacturers and distributors. Approximately 75% o
the Company's net product sales were made tollistris in the nine months ended September 30, 2848 74% in the twelve months ended December@!12 2The
Company applies the provisions of Accounting Stat@odification (“ASC”) 605-10 (“ASC 605-10and all related appropriate guidance. Revenueigrézed when &
of the following criteria have been met: (1) pesiua evidence of an arrangement exists, (2) delifies occurred, (3) the price is fixed or deterrbieaand
(4) collectability is reasonably assured. Customachase orders are generally used to determinexib=nce of an arrangement. Delivery is consiiezéhave occurred
when title and risk of loss have transferred toGoenpany's customer. The Company evaluates whittbgrice is fixed or determinable based on therayt terms
associated with the transaction and whether thes gaice is subject to refund or adjustment. Waspect to collectability, the Company performs itreldecks for new
customers and performs ongoing evaluations ofittiag customers' financial condition and requiktters of credit whenever deemed necessary.

Sales to international OEM customers and merchanepsupply manufacturers that are shipped fronCitvapany's facility in California are pursuant to
“delivered at frontier” (‘DAF”") shipping terms. Asuch, title to the product passes to the custorhenwhe shipment reaches the destination counttyerenue is
recognized upon the arrival of the product in t@mintry. Sales to international OEMs and merchamatgy supply manufacturers for shipments from then@any's facility
outside of the United States are pursuant to “EXR&b("EXW") shipping terms, meaning that titlettee product transfers to the customer upon shipifnemt the
Company's foreign warehouse. Shipments to OEMsrardhant power supply manufacturers in the Amercapursuant to “free on board” (“FOB") point afgin
shipping terms meaning that title is passed tacttgtomer upon shipment. Revenue is recognized tig@iransfer for sales to OEMs and merchant pcsugply
manufacturers, assuming all other criteria for nexerecognition are met.

Sales to most of the Company's distributors areemendier terms allowing certain price adjustmentsraghts of return on the Company's products hglids
distributors. As a result of these rights, the Campdefers the recognition of revenue and the afsesvenues derived from sales to distributorsl time Company's
distributors report that they have sold the Comfsapsoducts to their customers. The Company's rétiog of such distributor revenue is based on pofrsale reports
received from the distributors, at which time thie@is no longer subject to adjustment and isdfj>and the products are no longer subject to retuthe Company except
pursuant to warranty terms. The gross profit thataferred as a result of

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

this policy is reflected as “deferred income oresab distributors” in the accompanying condensetsalidated balance sheets. The total deferrechuevas of
September 30, 2013, and December 31, 2012 , vexamately $27.8 million and $20.7 million , respigely. The total deferred cost as of Septembe2823 , and
December 31, 2012 , was approximately $10.9 mikind $9.1 million , respectively.

Frequently, distributors need to sell at a pricgdpthan the standard distribution price in ordewin business. At or soon after the distributwoiices its
customer, the distributor submits a “ship and deite adjustment claim to the Company to adjbstdistributor's cost from the standard price togte-approved lower
price. After verification by the Company, a creaiémo is issued to the distributor for the ship delit claim. The Company maintains a reserve fapracessed claims
and future ship and debit price adjustments. Therx@ appears as a reduction to accounts receivetiie Company's accompanying consolidated balgheets. To the
extent future ship and debit claims significantkg@ed amounts estimated, there could be a maitepaict on the deferred revenue and deferred maitimately
recognized. To evaluate the adequacy of its resetiie Company analyzes historical ship and delyitqents and levels of inventory in the distributbannels.

Sales to certain distributors of the Company ardenader terms that do not include rights of returprice concessions after the product is shigpete
distributor. Accordingly, product revenue is recizgi upon shipment and title transfer assumingthkr revenue recognition criteria are met.

Common Stock Repurchases and Cash Dividend

In October 2012, the Company's board of directathaized the use of $50 million for the repurchasthe Company's common stock, repurchases dre to
executed according to pre-defined price/volume gjinids set by the board of directors. As of theemitonths ended September 30, 2013 , the Compampotiglirchase
any common stock under the program due to the¢heent stock price levels. As of September 30320he Company had $29.5 million available foufetstock
repurchases. Authorization of future stock repusehgrograms is at the discretion of the board refotibrs and will depend on the Company's finarenaldition, results of
operations, capital requirements, business comditgmd other factors.

In January 2012, the Company's board of directectatled four quarterly cash dividends in the amaofi$0.05 per share to be paid to stockholdergcbnd at
the end of each quarter in 2012. Each quarterlylehd payment was approximately $1.4 million and yaid on March 30, 2012, June 29, 2012, SepteB&e2012, and
December 31, 2012. In January 2013, the Compaogiitof directors declared quarterly cash divideagments in the amount of $0.08 per share to luktpai
stockholders of record at the end of each quamt2013. The quarterly dividends of approximately3$aillion each, were paid on March 29, 2013 anukJ28, 2013, and
approximately $2.4 million was paid on September28.3.

In October 2013, the Company's board of directorginued the dividend payment by declaring fourrggrly cash dividends in the amount of $0.10 persho
be paid to stockholders of record at the end o egmrter in 2014. The declaration of any futurghcdividend is at the discretion of the board oéctiors and will depend
on the Company's financial condition, results cér@pions, capital requirements, business condimaother factors, as well as a determinationdash dividends are in
the best interest of the Company's stockholders.

Use of Estimates

The preparation of financial statements in confoymiith U.S. GAAP requires management to make esttiand assumptions that affect the reported asmoé
assets and liabilities and disclosures of contihgesets and liabilities at the date of the finalnsatements and the reported amounts of revemegeexpenses during the
reporting period. Actual results could differ frahose estimates. On an ongoing basis, the Compaiyates its estimates, including those relate@v¥enue recognition,
income tax, stock-based compensation and investofigese estimates are based on historical fadtsaious other assumptions that the Company tediéw be
reasonable at the time the estimates are made.

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

Components of the Company's Condensed ConsoliBatedce Sheet

Accounts Receivable (in thousands):

September 30, December 31,
2013 2012
Accounts receivable trade $ 45,18: 33,86¢
Accrued ship and debit and rebate claims (29,96)) (26,299
Allowance for doubtful accounts (220 (247)
Total $ 15,101 7,32¢
Prepaid Expenses and Other Current Assets (in &imois3:
September 30, December 31,
2013 2012
Prepaid legal fees $ 1,47( 1,76(
Prepaid income tax 9,307 11,46
Prepaid maintenance agreements 76¢ 61€
Interest receivable 527 14¢
Supplier prepayment 302 1,17C
Other 3,18: 2,247
Total $ 15,557 17,40
Changes in accumulated other comprehensive inctosg) for the three months ended September 30, @01Bousands):
Unrealized Gains and Losses
on Available-for-Sale Defined Benefit Foreign Currency
Securities Pension Items Items Total
Beginning balance at July 1, 2013 $ (120 $ (532 $ 35 $ (687)
Other comprehensive income before reclassifications 19¢€ — 11¢ 314
Amounts reclassified from accumulated other comgnstve
income — 15 ) = 15
Net-current period other comprehensive income 19¢€ 15 11€ 32¢
Ending balance at September 30, 2013 $ 7€ $ (517) $ 83 $ (35¢)

(1) This component of accumulated other comprekeriscome is included in the computation of neiquiic pension cost for the three months ended Septe 30, 2013 .

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

Changes in accumulated other comprehensive inctos®) for the nine months ended September 30, g@tBousands):

Unrealized Gains and

Losses on Available-for-  Defined Benefit Foreign Currency
Sale Securities Pension Items Items Total
Beginning balance at December 31, 2012 $ 136 $ (560) $ 12¢  $ (293
Other comprehensive income (loss) before reclasdifins (62) — (46) (10¢)
Amounts reclassified from accumulated other comgmesive income — 43 (1) = 43
Net-current period other comprehensive income )loss (62 43 (46) (65)
Ending balance at September 30, 2013 $ 7% 3 (517) $ 83 $ (359)

(1) This component of accumulated other comprekeriacome is included in the computation of neiquic pension cost for the nine months ended Seipéer80, 2013 .
3. STOCK PLANS AND SHARE-BASED COMPENSATION:

Stock Plans
As of September 30, 2013, the Company had twksdiased compensation plans (the “Plans”) whictdaseribed below.

2007 Equity Incentive Plan

The 2007 Equity Incentive Plan (the "2007 Plan"swdopted by the board of directors on Septemhe2d@ and approved by the stockholders on November
2007, as an amendment and restatement of the 166k Sption Plan (the "1997 Plan"). The 2007 Rleovides for the grant of incentive stock optiomsnstatutory
stock options, restricted stock awards, restristedk unit awards ("RSUs"), stock appreciation tsgperformance-based awards ("PSUs") and othek stwards to
employees, directors and consultants. As of Sepe®®, 2013 , the maximum remaining number of shtiraet may be issued under the 2007 Plan was ,0284hares,
which includes options granted but not exercisetiamards granted but unvested and shares remainailgble for issuance under the 1997 Plan, inolydhares subject
to outstanding options and stock awards under @& Plan. Pursuant to the 2007 Plan, the exepeise for incentive stock options and nonstatuiock options is
generally at least 100% of the fair market valuéhefunderlying shares on the date of grant. @ptgenerally vest over 48 months measured frorddke of
grant. Options generally expire no later than teary after the date of grant, subject to earlieniteation upon an optionee's cessation of employroeservice.

Beginning January 27, 2009, grants pursuant t@thectors Equity Compensation Program (that wagptetbby the board of directors on January 27, 2609)
nonemployee directors have been made primarily uth@e2007 Plan. The Directors Equity Compensaficgram, until June 2012, provided in certain ainstances
(depending on the status of the particular direstooldings of Company stock options) for the awtienannual grant of nonstatutory stock optionsdnemployee
directors of the Company on the first trading dayuly in each year over their period of servicettwe board of directors. Further, each future ngrleyee director of the
Company would be granted the following initial gigonder the 2007 Plan: (a) on the first trading afethe month following commencement of serviae pation to
purchase the number of shares of common stock égjule fraction of a year between the date ofdihector's appointment to the board of directars the next July 1,
multiplied by 8,000 , which option shall vest o thext July '; and (b) on the first trading day of July followicommencement of service, an option to purchag024
shares vesting monthly over the three year perimaneencing on the grant date. In July 2012, thiggm was amended by eliminating the grants destabeve in their
entirety, and providing
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for grants to outside directors as follows: effeetannually, upon the first trading day of Julycleautside director would receive a grant of anitgcaward with an
aggregate value of $100,000 , which will become@sable or vest immediately prior to the Compangst year Annual Meeting of Stockholders, subjedhe directors
continued service. At each outside directors Elacsuch award would consist entirely of RSUsmtirely of stock options. The quantity of optiomeuld be calculated
by dividing $100,000 by the Black-Scholes valudlmdate of grant. The quantity of RSUs issued dibel calculated by dividing $100,000 by the gratedair value.
Further, on the date of election of a new outsidectbr, such new director would receive such geantontinuing outside directors receive on trst fiading day of July;
provided, however, that such grant is proratedHerportion of the year that such new outside ttirewill serve until the next first trading day adily. The Directors
Equity Compensation Program will remain in effeicthe discretion of the board of directors or tbenpensation committee.

On July 28, 2009, the 2007 Plan was amended gén@ralrohibit outstanding options or stock appation rights from being cancelled in exchange fstc
without stockholder approval.

1997 Employee Stock Purchase Plan

Under the 1997 Employee Stock Purchase Plan (thectase Plan”), eligible employees may apply acdatad payroll deductions, which may not exceed 15%
of an employee's compensation, to the purchaseavés of the Company's common stock at periodévats. The purchase price of stock under the RseeRlan is equ
to 85% of the lower of (i) the fair market valuetbé Company's common stock on the first day ohedfering period, or (ii) the fair market value the Company's
common stock on the purchase date (as defineciRtnchase Plan). Each offering period consistsmefpurchase period of approximately six monthstitbm. An
aggregate of 3,000,000 shares of common stock reeszved for issuance to employees under the PsgdPlan. As of September 30, 2013 , 2,599,102 sl been
purchased and 400,898 shares were reserved foe fissuance under the Purchase Plan.
Stock-Based Compensation

The Company applies the provisions of ASC 718-1ide&s the provisions of ASC 718-10, the Companyga@zes the fair value of stock-based compensation i
financial statements over the requisite servic@pesf the individual grants, which generally equalfour-year vesting period. The Company usemasts of volatility,
expected term, risk-free interest rate, dividereldyand forfeitures in determining the fair valdetese awards and the amount of compensation sggerrecognize. The
Company uses the straight-line method to amortizt@ck awards granted over the requisite serpegod of the award.

Determining Fair Value of Stock Options

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

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

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

Risk-Free Interest RateThe Company bases the risk-free interest raté insthe Black-Scholes valuation model on the iegblyield available on a U.S. Treasury
note with a term approximately equal to the expbtdem of the underlying grants.

Dividend Yield. The dividend yield was calculated by dividing #mual dividend by the average closing price efGompany's common stock on a quarterly
basis.

Estimated ForfeituresSThe Company uses historical data to estimate pséngeforfeitures, and records share-based comfiensxpense only for those awards
that are expected to vest.
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The following table summarizes the stock-based @mation expense recognized in accordance with AB10 for the three and nine months ended

September 30, 2013, and September 30, 2012 (usémnals).

Three Months Ended

Nine Months Ended

September 30, September 30,
2013 2012 2013 2012
Cost of revenues $ 29€ $ 271 $ 824 $ 77z
Research and development 1,48¢ 1,467 4,231 4,15¢
Sales and marketing 964 94C 2,58¢ 2,43¢
General and administrative 1,44¢ 1,16¢ 4,51z 3,161
Total stock-based compensation expense $ 4191 § 3841 $ 12,158 § 10,52

Stock compensation expense in the three monthsle®elgtember 30, 2013 , was $4.2 million (comprisipgroximately $0.6 million related to stock opgon
$0.8 million related to performance-based awar@s #illion related to restricted stock units afid3million related to the Purchase Plan). In tire months ended

September 30, 2013, stock compensation expens&£2a® million (comprising approximately $2.

shares, $6.8 million related to restricted stocitsuand $0.9 million related to the Purchase Plan).

3 nulti related to stock options, $2.2 million relategérformance

Stock compensation expense in the three monthsie®elgtember 30, 2012 , was $3.8 million (comprisipgroximately $1.1 million related to stock opgpn
$0.4 million related to performance-based awar@d) #illion related to restricted stock units af@d3$million related to the Purchase Plan). In time months ended

September 30, 2012 , stock compensation expens&l@as million (comprising approximately $3.

shares, $5.1 million related to restricted stocitsuand $0.8 million related to the Purchase Plan).

0 nolti related to stock options, $1.6 million relategéerformance

The following table summarizes total compensatixpease related to unvested awards not yet recadjniee of expected forfeitures, and the weighteekaye

period over which it is expected to be recognizedfaSeptember 30, 2013 .

September 30, 2013

Unrecognized Weighted Average

Options
Performance-based awards
Restricted stock units
Purchase plan

Total unrecognized compensation expense

Compensation Remaining
Expense for Unvested Recognition
Awards Period
(In thousands) (In years)
$ 2,20 1.68
92¢ 0.25
20,66¢ 2.66
43¢ 0.50
$ 24,23¢

The fair value of stock options granted is estalelison the date of the grant using the Black-Seha¢ion-pricing model with the following weightederage

assumptions:

Three Months Ended
September 30,

Nine Months Ended
September 30,

*2013 2012 *2013 2012
Risk-free interest rates —% 0.87% —% 1.01% - 0.87%
Expected volatility rates —% 45% —% 45%
Expected dividend yield —% 0.57% —% 0.51% - 0.57%
Expected term of stock options (in years) 0 6.4 0 6.4
Weighted-average grant date fair value of opticasgd $— $16.00 $— $18.20
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*The Company did not grant stock options in theenimonths ended September 30, 2013, and thereddarrvalue assumptions were reported for thos@gs.

The fair value of employees’ stock purchase rigimider the Purchase Plan was estimated using tlo&-Bleholes model with the following weighted-averag
assumptions:

Three Months Ended Nine Months Ended
September 30, September 30,

2013 2012 2013 2012
Risk-free interest rates 0.08% 0.14% 0.08% - 0.11% 0.09% - 0.14%
Expected volatility rates 37% 34% 33% - 37% 34% - 48%
Expected dividend yield 0.62% 0.57% 0.62% - 0.80% 0.54% - 0.57%
Expected term of purchase right (in years) 0.5 0.5 0.5 0.5
Weighted-average estimated fair value of purchiages $13.87 $8.55 $11.01 $9.40

A summary of stock option activity under the Plags;luding performance-based awards and restrattak units, as of September 30, 2013 , and chathgéasy
the nine months then ended is presented below:

Weighted-Average

Weighted- Remaining
Average Contractual Aggregate
Shares Exercise Term Intrinsic Value
(in thousands) Price (in years) (in thousands)
Outstanding at January 1, 2013 2,817 $26.0C
Granted — —
Exercised (1,019 $23.2¢
Forfeited or expired (18) $39.7C
Outstanding at September 30, 2013 1,78( $27.41 459 $ 47,601
Exercisable at September 30, 2013 1,59¢ $26.02 421 $ 44,97+
Vested and expected to vest at September 30, 2013 1,77¢ $27.37 458 $ 47,52¢

The Company did not grant stock options in the mimaths ended September 30, 2013 . Since 2010dhmpé&ny's equity grants to new hires and its annual
incentive grants to non-executive employees haea peimarily in the form of RSUs. The total intrinsalue of options exercised during the three msiné months ended
September 30, 2013, was $14.0 million and $241Romi, respectively. The intrinsic value of opt®exercised during the three and nine months eSdptember 30,
2012, was $0.9 million and $12.4 million , respesdy.

Performanc-based Awards ("PSUs")

Under the performance-based awards program, thep@wyrgrants awards in the first half of the perfante year in an amount equal to twice the targetoeu
of shares to be issued if the target performandeicaere met. The number of shares that are mdeaisthe end of the performance year can range Zeso to 200% of
the targeted number depending on the Company'srpeathice. The performance metrics of this progragreanual targets consisting of net revenue, non-BAperating
earnings and strategic goals. Each performancedtzageard granted from the 2007 Plan will reducentivaber of shares available for issuance under@& Plan by 2.0
shares.

During the nine months ended September 30, 208 Company issued approximately 101,000 performaased award shares to employees and executives. A:
the net revenue, non-GAAP operating earnings ahtaement of strategic goals are considered pedoom conditions, expenses associated with theselaweet of
estimated forfeitures, are recorded throughoutéee depending on the number of shares expecteel ¢arned based on progress toward the perforntargsds. The cost
of performance-based awards is determined usinfathealue of the Company's common stock on ttaagr
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date, reduced by the discounted present valuevafadids expected to be declared before the awasts ¥ the performance conditions are not achiemecdcompensation
cost is recognized and any previously recognizedpemsation is reversed.

In January 2013, it was determined that approxiln&#,000 shares of the approximately 102,000 perémce-based awards granted in 2012 vested ingafgre
under the revenue, non-GAAP operating income anadegfic goals performance conditions for such asakdcordingly, 54,000 performance-based awarde weleased
to the Company's employees and executives in thiedfiarter of 2013.

A summary of performance-based awards outstandirng September 30, 2013 , and activity during tine months then ended, is presented below:

Weighted-Average

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

Outstanding at January 1, 2013 10z $37.6C
Granted 101 $38.62
Vested (54) $37.6C
Change in units due to performance achievemerR&Ws vested in the year (48 $37.6C
Forfeited or expired ) $41.7¢
Outstanding at September 30, 2013 99 $38.5C 025 $ 5,37:
Outstanding and expected to vest at Septembel033, 2 80 025 % 4,33t

The weighted-average grant-date fair value peresbbBperformance-based awards granted in the noreha ended September 30, 2013 , was approximately
$38.62 , and $37.60 in the nine months ended Séyate®®, 2012 (there were no PSUs granted in thee ttmonths ended September 30, 2013 and Septemt29130).
The grant date fair value of awards released, wiviete fully vested, in the nine months ended Sepezr0, 2013 , was approximately $2.0 million (eherere no PSUs
released in the three months ended September 38,)2There were no performance-based awards egléa2012 , as the Company's results failed tolrélae minimum
level required for the release of any performarzees.

Restricted Stock Units (RSL

The Company grants restricted stock units to enggsyunder the 2007 Plan. RSUs granted to emplayeieslly vest ratably over a four-year period, amd
converted into shares of the Company's common stpok vesting on a one-fene basis subject to the employee's continuedcgetwithe Company over that period.
fair value of RSUs is determined using the faiueabf the Company's common stock on the date ofittuet, reduced by the discounted present valagvafends
expected to be declared before the awards vestpEusation expense is recognized on a straighbhises over the requisite service period of eachtgdjusted for
estimated forfeitures. Each RSU award granted ttwer2007 plan will reduce the number of shareslaviai for issuance under the 2007 Plan by 2.0 share

A summary of RSUs outstanding as of September @D3 2and changes during the nine months then erslasd follows:
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Weighted-Average

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

Outstanding at January 1, 2013 57: $38.21
Granted 371 $38.52
Vested (28¢5) $38.1C
Forfeited or expired (43) $39.3¢
Outstanding at September 30, 2013 71€ $38.62 158 $ 38,78(
Outstanding and expected to vest at Septembei033, 2 664 157 $ 35,96¢

The weighted-average grant-date fair value peresbBRSUs awarded in the three and nine monthsdeBdptember 30, 2013 , was approximately $43.18 and
$38.52 , respectively. The weighted-average grate-thir value per share of RSUs awarded in theetnd nine months ended September 30, 2012 ,ppasxémately
$37.05 and $41.54 , respectively. The grant dateséddue of RSUs vested in the three and nine noatided September 30, 2013 , was approximatelyr#illiBn and
$7.1 million , respectively, and the grant date ¥ailue of RSUs vested in the three and nine mosrided September 30, 2012 , was approximatelyréidn and $4.1
million , respectively.

4. FAIR VALUE MEASUREMENTS:

ASC 820-10Fair Value Measurement<larifies that fair value is an exit price, repeating the amount that would be received to sefisset or paid to transfer a
liability in an orderly transaction between margatticipants. As such, fair value is a market-basedsurement that should be determined based ompsens that
market participants would use in pricing an assdiwility. As a basis for considering such asstions, ASC 820-10 establishes a three-tier valeeantchy, which
prioritizes the inputs used in measuring fair vedsdollows: (Level 1) observable inputs such astegl prices for identical assets in active markgssyel 2) inputs other
than the quoted prices in active markets that bsemwable either directly or indirectly; and (Le@lunobservable inputs in which there is littlenormarket data, which
requires the Company to develop its own assumptibimis hierarchy requires the Company to use oladdevmarket data, when available, and to mininfizeuse of
unobservable inputs when determining fair value.

The Company's cash and investment instrumentdassified within Level 1 or Level 2 of the fair-ve hierarchy because they are valued using quoaekietn
prices, broker or dealer quotations, or alterngpieing sources with reasonable levels of prieagparency. The type of instrument valued basegloted market prices
in active markets primarily includes money marletisities. This type of instrument is generallyssiéied within Level 1 of the fair-value hierarchyhe types of
instruments valued based on other observable irfpatel 2 of the fair-value hierarchy) include ist@ent-grade corporate bonds and government, statacipal and
provincial obligations. Such types of investments\alued by using a multi-dimensional relationaldel, the inputs are primarily benchmark yieldpomted trades,
broker/dealer quotes, issuer spreads, two-sideletgmbenchmark securities, bids, offers, and eefez data including market research publicationthé first quarter of
2012, the Company changed its investment poliglitav the sale of long-term and short-term markietalecurities prior to their stated maturity ddtkee Company
principally holds securities until maturity; howeythey may be sold under certain circumstancefyding, but not limited to, the funding of acqtiisns and other
strategic investments. As a result of this changeolicy the Company classified its investment fodid as available-for-sale. The Company's investtaelassified as
Level 1 and Level 2 are available-for-sale investtaegand were recorded at fair market value.

The fair value hierarchy of the Company's marketaelcurities at September 30, 2013, and Decenih@032 , was as follows (in thousands):
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Fair Value Measurement at
September 30, 2013
Quoted Prices in Active

o Markets for Identical Assets Significant Other Observable
Description September 30, 2013 (Level 1) Inputs (Level 2)
Money market funds $ 17,40: $ 17,40¢ $ =
Commercial paper 9,991 — 9,991
Corporate securities 102,05: = 102,05:

Total $ 129,44! $ 17,40: $ 112,04.

Fair Value Measurement at
December 31, 2012
Quoted Prices in Active

Markets for Identical Assets Significant Other Observable
Description December 31, 2012 (Level 1) Inputs (Level 2)
Money market funds $ 7,14C  $ 7,14( $ —
Corporate securities 31,76¢ — 31,76¢
Total $ 38,90¢ $ 7,14( $ 31,76¢

The Company did not transfer any investments batiesel 1 and Level 2 of the fair-value hierarchythie nine months ended September 30, 2013, &nd th
twelve months ended December 31, 2012.

5. INVENTORIES:

Inventories (which consist of costs associated wighpurchases of wafers from domestic and offsfaredries and of packaged components from offshore
assembly manufacturers, as well as internal labdrowerhead associated with the testing of bottergadnd packaged components) are stated at the dbwest (first-in,
first-out) or market. Provisions, when required; arade to reduce excess and obsolete inventorthsit@stimated net realizable values. Inventa@@ssist of the
following (in thousands):

September 30, December 31,
2013 2012
Raw materials $ 951 % 10,56«
Work-in-process 12,50¢ 12,127
Finished goods 18,19¢ 21,93¢
Total $ 40,21: $ 44,62F

6. GOODWILL AND INTANGIBLE ASSETS:
There were no changes in the carrying amount oflgdbduring the nine months ended September 30320

Intangible assets consist primarily of developetht®logy, acquired licenses, customer relationshipde name, in-process research and developméaent
rights, and are reported net of accumulated anatitiz. The Company amortizes the cost of all iniislegassets over the shorter of the estimated Lifor the term of
the developed technology, acquired licenses, cuatoetationships, trade name and patent rightsghwi@nge from 2 to 12 years, with the exceptiofi4¥ million of in-
process research and developmenpriseess research and development is assessedg@ariment until the development is completed andipets are available for sale
which time the Company will begin to amortize theprocess research and development. The Compasyndbexpect the amortization of in-process reseanc
development to begin in 2013 . Amortization for aicgd intangible assets was approximately $1.8aniland $5.5 million in the three and nine monthdesl
September 30, 2013, respectively, and $1.8 milliod $3.3 million in the three and nine months erBeptember 30, 2012 , respectively. The Compagryg dot believe
there is any significant residual value associatid the following intangible assets:
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September 30, 2013 December 31, 2012
Accumulated Accumulated
Gross Amortization Net Gross Amortization Net
(in thousands)
In-process research and developme$ 469C $ — % 469C $ 469C $ — % 4,69(
Technology licenses 3,00( (2,250 75C 3,00( (2,025 97t
Patent rights 1,94¢ (1,949 — 1,94¢ (1,949 —
Developed technology 26,67( (4,607 22,06¢ 26,67( (2,663 24,007
Customer relationships 17,61( (3,957 13,65 17,61( (1,944 15,66¢
Tradename 3,60( (2,550 1,05(C 3,60( (1,200 2,40(
Other intangibles 37 37 — 37 37 —
Total intangible assets $ 57,55¢ $ (15,349 $ 4221: $ 57,55¢ $ (9,819 $ 47,73¢

The estimated future amortization expense relateédtangible assets at September 30, 2013 , isllasvk:

Estimated
Amortization
Fiscal Year (in thousands)
2013(remaining 3 months) $ 1,87¢
2014 6,072
2015 5,00¢
2016 4,39¢
2017 3,994
Thereafter 16,17«
Total (1) $ 37,52
Q) The total above excludes $4.7 million of irogess research and development that will be aredrtipon completion of development over the eséthat

useful life of the technology.
7. SIGNIFICANT CUSTOMERS AND EXPORT SALES:
Segment Reporting

The Company is organized and operates as one abegegment, the design, development, manufaatutenarketing of integrated circuits and related
components for use primarily in the high-voltagevpo-conversion market. The Company's chief opegadecision maker, the Chief Executive Officer, eaws financial
information presented on a consolidated basis figogses of making operating decisions and assefisamgrial performance.

Customer Concentration

Ten customers accounted for approximately 60% &34 &f net revenues for the three and nine montde&&eptember 30, 2013, respectively and 64% and
65% for the same periods of 2012, respectivelyighificant portion of these revenues are attriblgdb sales of the Company’s products to distritsiti electronic
components. These distributors sell the Companygdyrts to a broad, diverse range of end usersidimg OEMs and merchant power supply manufacturers

The following customers accounted for 10% or mdr®tal net revenues:
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Three Months Ended Nine Months Ended
September 30, September 30,
Customer 2013 2012 2013 2012
A 1% 2C% 19% 21%
B * 12% * 12%

* Total customer revenue was less than 10% ofexatnues.
Customers A and B are distributors of the Compaprgslucts. No other customers accounted for 10#are of the Company's net revenues in those periods
Concentration of Credit Risk

Financial instruments that potentially subject @@npany to concentrations of credit risk consigigipally of cash investments and trade receivaliiee
Company has cash investment policies that limib ¢agestments to low-risk investments. With resgedtade receivables, the Company performs ongeuaduations of
its customers' financial conditions and requirétets of credit whenever deemed necessary. Addifiprthe Company establishes an allowance for tfabaccounts
based upon factors surrounding the credit riskpet#ic customers, historical trends related ta page-offs and other relevant information. Accobalances are charged
off against the allowance after all means of coitechave been exhausted and the potential fovergas considered remote. The Company does na hay off-balance-
sheet credit exposure related to its customersfSeptember 30, 2013 , and December 31, 2012 &84 4% , respectively, of accounts receivablewencentrated
with the Company's top 10 customers.

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

September 30, December 31,
Customer 2013 2012
A 28% 28%
B 11% 18%

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

International Sale:

The Company markets its products globally througlsales personnel and a worldwide network of irdépnt sales representatives and distributors. As a
percentage of total net revenues, internationaksalhich consist of domestic and foreign saletigibutors and direct customers outside of theefioas, comprise the
following:

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Hong Kong/China 47% 47% 46% 45%
Taiwan 16% 17% 15% 17%
Korea 11% 11% 12% 13%
Western Europe (excluding Germany) 11% 10% 11% 1C%
Japan 4% 5% 5% 6%
Singapore 2% 1% 2% 2%
Germany 2% 1% 2% 1%
Other 2% 2% 2% 1%
Total foreign revenue 95% 94% 95% 95%
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The remainder of the Company’s sales are to custowi¢hin the Americas, primarily located in theitdd States.
Product Sale:

Revenue mix by end market for the three and ninethsoended September 30, 2013 and 2012 , waslawsol

Three Months Ended Nine Months Ended
September 30, September 30,
End Market 2013 2012 2013 2012
Consumer 34% 36% 35% 37%
Communications 21% 23% 21% 25%
Industrial 35% 31% 34% 27%
Computer 10% 10% 10% 11%

8. EARNINGS PER SHARE:

Basic earnings per share are calculated by dividetgncome by the weighted-average shares of canstuzk outstanding during the period. Diluted eays
per share are calculated by dividing net incoméheyweighted-average shares of common stock antivéilcommon equivalent shares outstanding duhiegoeriod.
Dilutive common equivalent shares included in takculation consist of dilutive shares issuablerufiee assumed exercise of outstanding common sfaténs, the
assumed vesting of outstanding restricted stocls amd performance-based awards, and the assusueahiz of awards under the stock purchase plamnaguted using
the treasury stock method. Basic and diluted lessspare is calculated by dividing the net losshi@yweighted-average shares of common stock odiisgduring the
period.

A summary of the earnings (loss) per share caliculas as follows (in thousands, except per shareumts):

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012

Basic earnings per share:

Net income (loss) $ 16,65¢ $ (44,400 $ 41,22¢ % (44,12)

Weighted-average common shares 29,76: 28,90¢ 29,23t 28,58t

Basic earnings (loss) per share $ 056 $ (159 % 141 % (1.59)
Diluted earnings per share (1):

Net income (loss) $ 16,65¢ $ (44,400 $ 41,22¢  $ (44,12)

Weighted-average common shares 29,76: 28,90¢ 29,23t 28,58¢

Effect of dilutive securities:

Employee stock plans 89C — 1,00z —

Diluted weighted-average common shares 30,65: 28,90¢ 30,237 28,58t

Diluted earnings (loss) per share $ 054 $ (159 $ 13 $ (1.59)

Q) The Company includes the shares underlying perfocerdased awards in the calculation of dilutediegeper share if the performance conditions haenisatisfied as of

the end of the reporting period and excludes shahes when the necessary conditions have not beefrtre Company has excluded the shares undetly@g013 and 2012
awards in the 2013 and 2012 calculation, respdytias those shares were not contingently issusblef the end of the period.

In the three and nine months ended September 3@, 286,000 shares and 149,000 shares, respectivelg not included in the computation of dilutedrengs

per share for the periods then ended because theydetermined to be anti-dilutive. In the thred ame months ended September 30, 2012, all sh#rdsutable to
stock-based awards were excluded in the computafidiluted earnings per share, as the Companyimaset loss position.
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9. PROVISION FOR INCOME TAXES:

The Company accounts for income taxes under thegioos of ASC 740. Under the provisions of ASC ,7déferred tax assets and liabilities are recoghize
based on the differences between the financia sttt carrying amounts of existing assets anditiasiand their respective tax bases, utilizing titx rates that are
expected to apply to taxable income in the yeawghith those temporary differences are expectdxbteecovered or settled.

In assessing the realizability of deferred tax sseanagement considers whether it is more litedy not that some portion or all of the defereddssets will
not be realized. The ultimate realization of dedfdrtax assets is dependent upon the generatiatuséftaxable income during the periods in whiaksthtemporary
differences become deductible. Management consitlerscheduled reversal of deferred tax liabiliied projected future taxable income. In the ettt the Company
determines, based on available evidence and mamrejgmigment, that all or part of the net defetgedassets will not be realized in the future, @mempany would
record a valuation allowance in the period the mheitrgation is made. In addition, the calculatiortaf liabilities involves significant judgment intesating the impact of
uncertainties in the application of complex taxda®esolution of these uncertainties in a manraarisistent with the Company's expectations coule lsamaterial
impact on its results of operations and financadifon.

As of September 30, 2013, the Company continuesaiotain a valuation allowance on capital loseesdderal purposes (see Note TEnsactions with Third
Party, for details on SemiSouth), and on its Califortédierred tax assets as the Company believes tisatdt more likely than not that these deferredassets will be
fully realized. The Company also maintains a vatuaallowance with respect to certain of its defdrtax assets relating to tax credits in Canada.

Income tax expense includes a provision for (béffrefin) federal, state and foreign taxes basecherahnual estimated effective tax rate applicabteée
Company and its subsidiaries, adjusted for cedaarete items which are fully recognized in theqethey occur. The Company's effective tax rébeshe three andine
months ended September 30, 2013 , were 0.1% ab)d43.respectively. The difference between the etgubstatutory rate of 35%nd the Company's effective tax rate
the three months ended September 30, 2013 , wasilsi due to the beneficial impact of the geogiehstribution of the Company's world-wide earrsnghe
difference between the expected statutory raté&®$ and the Company's effective tax rate for the mionths ended September 30, 2013 , was primaréytalthe
beneficial impact of the geographic distributiortled Company's world-wide earnings and passadeeofinerican Tax Relief Act of 2012 signed into lawJanuary 2,
2013. The prior year impact of the 2012 Federaassh and development tax credit benefit was rexbinl the quarter ended March 31, 2013 due toigmrg of the law
in 2013.

The Company's effective tax rates for the three-r@ne-month periods ended September 30, 2012 W8reand (45.1)% , respectively. The difference betw
the expected statutory rate of 35% and the Compafigctive tax rate for the three and nine momttiopls was associated primarily with the impairmerd write-off of
certain assets related to SemiSouth. The writefgffeferred stock unfavorably impacted the tar snce it resulted in a capital loss and sincesthrere no foreseeable
capital gains in the future. Also impacting theenmonth period was a provision for income tax i $kecond quarter of 2012 which included a one-thaege of $44.8
million , in connection with settling the U.S. Im@l Revenue Service ("IRS") examination of the @any's income tax returns in August 2012, for tearg 2003 through
2006. The settlement included: $35.0 million indfiead income taxes, net interest of $5.7 million atate income taxes (including interest) of apprately $4.1 million .
The impact of the charge was partially offset kg tversal of $26.9 million of related unrecognizdbenefits that had been recorded as non-cuiaiities in the
Company's consolidated balance sheets, resultingiit charge of approximately $18.1 million . Adfially, there was a $2.2 million reduction of treduation
allowance on the Company's California deferredassets. The fiscal years 2007 through 2009 arermtlyrunder audit by the IRS.

The tax settlement confirmed that the royalty ageament between the Company and its foreign subgid@ncluded on October 31, 2012, resulting in a
substantially lower effective tax rate for the Camp in future years. As a result of the royaltyaagement ending and to ensure an additional sa@fildeS. cash, the
Company plans to repatriate a portion of its curyear offshore earnings to the U.S. for domespierations and accordingly has provided for estithé¢eeral and state
income taxes on such earnings. For earnings acetetuds of December 31, 2012, and for the remajangon of the current year earnings, the Compaontinues to
permanently reinvest such amounts in its foreigisglictions, except to the extent there is any jpesly taxed income which is expected to be reptd. If
circumstances change and it becomes apparentotingt ar all of those undistributed earnings of tlenPany's offshore subsidiary will be remitted ia fhreseeable
future but income taxes have not been recognibedCbmpany will accrue income taxes attributablénéd remittance.

23




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

Determining the consolidated provision for (benffim) income tax expense, income tax liabilitiesl @eferred tax assets and liabilities involvegjudnt. The
Company calculates and provides for income taxesah of the tax jurisdictions in which it operatehich involves estimating current tax exposuresvall as making
judgments regarding the recoverability of defeti@dassets in each jurisdiction. The estimates osatdl differ from actual results, which may havagnificant impact o
operating results in future periods.

10. INDEMNIFICATIONS:

The Company sells products to its distributors urdatracts, collectively referred to as DistribuBales Agreements (“DSA”). Each DSA contains #levant
terms of the contractual arrangement with the iBistor, and generally includes certain provisiomsihdemnifying the distributor against losses,enges, and liabilities
from damages that may be awarded against thetlitriin the event the Company's products are faanmdfringe upon a patent, copyright, trademarkother proprietar
right of a third party (“Customer Indemnificationfhe DSA generally limits the scope of and remedie the Customer Indemnification obligations inaaiety of
industry-standard respects, including, but nottkaehito, limitations based on time and geographg,aright to replace an infringing product. The Qamy also, from time
to time, has granted a specific indemnificatiortigp individual customers.

The Company believes its internal development eee and other policies and practices limit itsosnpe related to such indemnifications. In additibe
Company requires its employees to sign a propyiétdormation and inventions agreement, which assitpe rights to its employees' development wotthéoCompany.
To date, the Company has not had to reimburse fity distributors or customers for any lossestegldo these indemnifications and no material ciaivere outstanding
as of September 30, 2018or several reasons, including the lack of prnidemnification claims and the lack of a monetaaility limit for certain infringement cases, 1
Company cannot determine the maximum amount ofnpiatefuture payments, if any, related to such mdéications.

11. COMMITMENTS:
Supplier Agreements

Three of the Company's major suppliers have wafpply agreements based in U.S. dollars; howeveragieements with two of these foundries, Seikm&ps
Corporation, or Epson, and ROHM Lapis SemiconduCmr, Ltd., or Lapis, also allow for mutual sharimighe impact of the exchange rate fluctuatiomieen Japanese
yen and the U.S. dollar on future purchases. Eaal, yhe Company's management and these two sispigew and negotiate future pricing; the nedetigricing is
denominated in U.S. dollars but is subject to @mxttral exchange rate provisions. The fluctuatioh@exchange rate is shared equally between thgp@uwy and each of
these suppliers on future purchases.

12. LEGAL PROCEEDINGS AND CONTINGENCIES:

From time to time in the ordinary course of busielse Company becomes involved in lawsuits, otoensrs and distributors may make claims against the
Company. In accordance with ASC 450-10, the Compaakes a provision for a liability when it is bgttobable that a liability has been incurred andatmeunt of the
loss can be reasonably estimated.

On October 20, 2004, the Company filed a complaiatinst Fairchild Semiconductor International, kwed Fairchild Semiconductor Corporation (refered
collectively as "Fairchild") in the United StatessBict Court for the District of Delaware. In it®mplaint, the Company alleged that Fairchild hasia infringing four of
Power Integrations' patents pertaining to PWM iraégd circuit devices. Fairchild denied infringermand asked for a declaration from the court thdoes not infringe
any Power Integrations patent and that the patestsvalid. The Court issued a claim construcbafer on March 31, 2006 which was favorable toGbenpany. The
Court set a first trial on the issues of infringemavillfulness and damages for October 2, 2006thatclose of the first trial, on October 10, 200, 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 milliondamages. Although
the jury awarded damages, at this stage of theeptbngs the Company cannot state the amount, jfvaimgh it might ultimately recover from Fairchildnd no benefits
have been recorded in the Company's consolidateddial statements as a result of the damages akairdhild also raised defenses contending theaatiserted patents
are invalid or unenforceable, and the court hedd@nd trial on these issues beginning on Septehh&007. On September 21, 2007, the jury retueneerdict in the
Company's favor, affirming the validity of
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the asserted claims of all four patents-in-suitrdféld submitted further materials on the issueoforceability along with various other post-tmabtions, and the
Company filed post-trial motions seeking a permairgonction and increased damages and attornegs, imong other things. On September 24, 200&dhet denied
Fairchild's motion regarding enforceability andedithat all four patents are enforceable. On Deeerh®, 2008, the Court ruled on the remaining pastmotions,
including granting a permanent injunction, redudimg damages award to $6.1 million , granting Freldca new trial on the issue of willful infringemtein view of an
intervening change in the law, and denying the Camgjs motion for increased damages and attornegs'ith leave to renew the motion after the ra&wiwf the issue
of willful infringement. On December 22, 2008, atif€hild's request, the Court temporarily stayeelghrmanent injunction for 90 days to permit Falidcto petition the
Federal Circuit Court of Appeals for a further st@y January 12, 2009, Fairchild filed a noticeppeal challenging the Court's refusal to entepeerpermanent stay of
the injunction, and Fairchild filed additional matis requesting that both the Federal Circuit ardistrict Court extend the stay of injunction. Tistrict Court
temporarily extended the stay pending the Feddrauftruling on Fairchild's pending motion, buetkederal Circuit dismissed Fairchild's appealdemed its motion on
May 5, 2009, and the District Court issued an omteMay 13, 2009 confirming the reinstatement ef permanent injunction as originally entered in &@aber 2008. On
June 22, 2009, the Court held a brief bench rédnighe issue of willful infringement, and the pes completed post-trial briefing on the issuevdffulness shortly
thereafter. On July 22, 2010, the Court found Eeitchild willfully infringed all four of the asstrd patents. The Court also invited briefing onanded damages and
attorneys' fees, and Fairchild filed a motion resiung that the Court amend its findings regardinifulness. On January 18, 2011, the Court deniaiddRild's request to
amend the findings regarding Fairchild's willfufringement and doubled the damages award agaiivshHd but declined to award attorneys' fees. @britary 3, 2011,
the Court entered final judgment in favor of then@any for a total damages award of $12.9 milliGairchild filed a notice of appeal challenging fimal judgment and a
number of the underlying rulings, and the Compaleyl fa crossappeal seeking to increase the damages award.ppealavas argued on January 11, 2012, and the &
Circuit issued a mixed ruling on March 26, 2013irading Fairchild's infringement of certain clairtisat support the basis for the permanent injunatibile reversing,
vacating, and remanding the findings with respedther claims, including the Company's claim faméges. The Company has filed a petition seekipgeBue Court
review of the Federal Circuit’s ruling on damagesles, and the Supreme Court has called for amssfmom Fairchild later this year. On remand,Gloenpany intends to
pursue its claim for financial compensation basedrairchild's infringement, but no further schedhge been set for such proceedings at this time.

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 ameahde
19 U.S.C. section 1337 against System General (fSIBie Company filed a supplement to the complamMay 24, 2005. The Company alleged infringeméritso
patents pertaining to pulse width modulation (“PWNfitegrated circuit devices produced by SG, whkichused in power conversion applications suctoa®psupplies
for computer monitors. The Commission institutedravestigation on June 8, 2005 in response to tagany's complaint. SG filed a response to thed®@plaint
asserting that the patents-in-suit were invalid moidinfringed. The Company subsequently and valiigtnarrowed the number of patents and clainsuit, which
proceeded to a hearing. The hearing on the imagiigwas held before the Administrative Law Jufigé_J") from January 18 to January 24, 2006. Posaiting briefs
were submitted and briefing concluded February2B®6. The ALJ's initial determination was issuedvay 15, 2006. The ALJ found all remaining assediadms valid
and infringed, and recommended the exclusion ofrtfisging products as well as certain downstrgaoducts that contain the infringing products. Afigther briefing,
on June 30, 2006, the Commission decided not tewethe initial determination on liability, but didvite briefs on remedy, bonding and the publieiast. On August 1
2006 the Commission issued an order excluding fairy into the United States the infringing SG PWhips, and any LCD computer monitors, AC printeaygtdrs and
sample/demonstration circuit boards containingndiniging SG chip. The U.S. Customs Service is axtled to enforce the exclusion order. On Octolder2D06, the
presidential review period expired without any actfrom the President, and the ITC exclusion orsl@ow in full effect. SG appealed the ITC decisiand on
November 19, 2007, the Federal Circuit affirmedIfi@'s findings in all respects. On October 27,208G filed a petition to modify the exclusion ardeview of a
recent Federal Circuit opinion in an unrelated case the Company responded to oppose any modificdiut the Commission modified the exclusion oroe February
27, 2009. Nevertheless, the exclusion order stilhfbits SG and related entities from importing fieinging SG chips and any LCD computer monitd§, printer
adapters, and sample/demonstration circuit board&ming an infringing SG chip.

On May 23, 2008, the Company filed a complaint magiafairchild Semiconductor International, Inc.iréfaild Semiconductor Corporation, and Fairchild's
wholly-owned subsidiary System General Corporatiotihe United States District Court for the Distrid Delaware. In its complaint, the Company alk¢feat Fairchild
has infringed and is
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infringing three patents pertaining to power suppwntroller integrated circuit devices. Fairchiltsavered the Company's complaint on November 7, 2088ying
infringement and asking for a declaration from @wrt that it does not infringe any Power Integnasi patent and that the patents are invalid andfarmeable. Fairchild
answer also included counterclaims accusing thegaomof infringing three patents pertaining to mimnside power conversion integrated circuit devi¢&irchild had
earlier brought these same claims in a separatagainst the Company, also in Delaware, whichdR#d dismissed in favor of adding its claims te tiompany's already
pending suit against Fairchild. The Company hasvered Fairchild's counterclaims, denying infringetrend asking for a declaration from the Court thebes not
infringe any Fairchild patent and that the Faidlphtents are invalid. Fairchild also filed a motto stay the case, but the Court denied that matioDecember 19, 2008.
On March 5, 2009, Fairchild filed a motion for suampjudgment to preclude any recovery for post-ieshles of parts found to infringe in the part@her ongoing
litigation, described above, and the Company filedpposition and a cross-motion to preclude Fdiidrom relitigating the issues of infringement and damagegHose
same products. On June 26, 2009, the Court hedéhdrty on the parties' motions, and on July 9, 286ourt issued an order denying the partiesamebut staying
proceedings with respect to the products that fiened to infringe and which are subject to the mgjion in the other Delaware case between thegsapending the entry
of final judgment in that case; the remainder ef tase is proceeding. On December 18, 2009, the @sued an order construing certain terms irefeerted claims of
the Company's and Fairchild's patents in suit.dvatig the Court's ruling on claim construction,rEhild withdrew its claim related to one of its pats and significantly
reduced the number of claims asserted for the mntatwo patents. The parties thereafter filed arglied a number of motions for summary judgment,tha Court
denied the majority of the parties' motions buinged the Company's motion to preclude Fairchildnfre-arguing validity positions that were rejeciethe prior case
between the parties. Because the assigned Judigel i@t the end of July 2010, the case was re-asditp a different Judge, and the Court vacatettiddeschedule and
had the parties provide their input on the appedprcourse of action. The Court thereafter satbsthedule with the jury trial on infringementdavalidity to begin in Jul
2011. On February 10, 2011, the Court issued aerangintaining the stay with respect to the prosltitat were found to infringe and which are subjec¢he injunction ii
the other Delaware case pending the appeal irctisgt On April 18, 2011, the Court rescheduledrtheto begin in January 2012, and on June 2, 201 Court moved
the trial date to permit the parties to addresstargatent the Company has accused Fairchildfiafiging. Following a trial in April 2012, the jurseturned a verdict
finding that Fairchild infringes two of the Companpatents, that Fairchild has induced othersftinge the Company's patents, and also upheldahdity of the
infringed patents. Of the two remaining counterolatents Fairchild asserted in the case, one evaslifnot to be infringed, but the jury found thease patent to be
infringed by a limited number of the Company's prag, although the jury further found the Compaiayrtbt induce infringement by any customers, inglgccustomers
outside the United States. On March 29, 2013, tis&riEt Court denied most of the parties' postHmiations on liability but granted the Company'stimio for judgment as
a matter of law finding that Fairchild infringedather of the Company's patents. On April 25, 2@48,Court denied both parties' motions regardiegettiforceability of
each other's patents. The Company intends to clgalladverse findings on appeal; nevertheless, dhep@ny estimates that even if the infringementieeh Fairchild's
patent were ultimately upheld, the sales potegtiatpacted would amount to only about 0.3% of tleenPany's revenues. No schedule has been set fbeffur
proceedings, but the Company will also seek amitjon preventing further infringement of its owatents and is seeking financial damages, as welhlaanced damag
for willful infringement, issues to be decided epsrate proceedings at a later date.

On June 28, 2004, the Company filed a complainp&tent infringement in the U.S. District Court,rt@rn District of California, against SG Corpoosti a
Taiwanese company, and its U.S. subsidiary. Thepgaoryls complaint alleged that certain integratecuidis produced by SG infringed and continue toimgle certain of
its patents. On June 10, 2005, in response tanthiation of the International Trade Commission@)Tinvestigation discussed above, the District €etayed all
proceedings. Subsequent to the completion of tliedibceedings, the District Court temporarily liftdhe stay and scheduled a case management cardef2n
December 6, 2006, SG filed a notice of appeal @fTiC decision as discussed above. In responseyyaagreement of the parties, the District Coudated the scheduled
case management conference and renewed the stegoeedings pending the outcome of the Federali€mppeal of the ITC determination. On November2®7, the
Federal Circuit affirmed the ITC's findings in edlspects, and SG did not file a petition for revidve parties subsequently filed a motion to disrthe District Court cas
without prejudice. On November 4, 2009, the Companfjled its complaint for patent infringement agst SG and its parent corporations, Fairchild $emiuctor
International, Inc. and Fairchild Semiconductor @oation, to address their continued infringemémaients at issue in the original suit that relyemnerged from SG
requested reexamination proceedings before theRatent and Trademark Office (USPTO). The Compaeks among other things, an order enjoining Fédremd SG
from infringing the Company's patents and an awdidhmages resulting from the alleged infringemEatrchild has denied infringement and asked fdecaration from
the Court that it does not infringe any Power Iné¢igns patent, that the patents are invalid, Aatiane of the two patents now at issue in the isaseenforceable. On
May 5, 2010, Fairchild and SG filed an amended
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answer including counterclaims accusing the Compdiiryfringing two patents, and since that timer€hild has withdrawn its claim for infringementafe of the patents
it originally asserted against the Company but ddaether patent to the case over the Companyestinjs; the Company contests these claims vigbrotise Court ha
issued several claim construction orders, and degos now closed. Both parties have filed summadgment motions and challenges to each othepsrx’ testimony.
Trial is scheduled for February of 2014.

In February 2010, Fairchild and System General )Sit&d suits for patent infringement against tiempany, Power Integrations Netherlands B.V., and
representative offices of Power Integrations Neé#mels in Shanghai and Shenzhen with the Suzhotnietéiate Court in the People's Republic of Chirfee Juits assert
four Chinese patents and seek an injunction anchdamof approximately $19.0 millioiPower Integrations Netherlands filed invalidatpoceedings for all four asser
SG patents in the People's Republic of China P&eakamination Board (PRB) of the State IntelledRraperty Office (SIPO), and all four challengesrevaccepted by
the PRB, with hearings conducted in September 2@1€arly January 2012, the Company received ralingm the PRB invalidating the majority of theioia Fairchild
asserted in litigation, and the PRB determinatemescurrently on appeal. The Suzhou Court condut@tentiary hearings in 2012 and issued rulingatie December
2012, finding that the Company did not infringe afyairchild's patents. Fairchild has filed apgeaiallenging the Suzhou Court's non-infringemalings, but the
Company continues to believe the Fairchild and B@ns discussed above are without merit and wilitcwe 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 theéted
States Patent and Trademark Office (“PTO”) as pfatie ongoing reexamination proceedings relatezh®of the patents asserted against FairchildS&¢h the
Delaware litigation described above. The Compaleyglfa motion for summary judgment on a preliminansdictional issue, and the PTO filed a crossiomoto dismiss
on this same issue; briefing on these motions g camplete, with a ruling expected in the comingiths. No schedule has been set for the case.

On May 1, 2012, Fairchild Semiconductor Corporatod Fairchild's wholly-owned subsidiary, Systerm&al Corporation (referred to collectively as
“Fairchild”), filed a complaint against the Compamythe United States District Court for the Distrof Delaware. In its complaint, Fairchild allegbat the Company has
infringed and is infringing four patents pertainitogpower conversion integrated circuit devicese ompany has answered Fairchild's complaint, denipifringement
and asking for a declaration from the Court thdbies not infringe any Fairchild patent and thatRhirchild patents are invalid, and the Comparsydiso asserted
counterclaims against Fairchild for infringemenfigé of the Company's patents. Fairchild has withah its claim for infringement of one of the pateit asserted against
the Company after the Company's preliminary chgkemliscovery is under way on the remaining patewith a trial scheduled for October 2014.

On February 5, 2013, Trinity Capital Investment@ [“Trinity”) filed suit against the Company in Qfalrnia Superior Court. The complaint alleged that
SemiSouth Laboratories Inc. had entered into @legseement with Trinity, and that the Company goteed SemiSouth's obligations under the leasemgm. The
complaint further alleged that SemiSouth defauttedhe lease agreement in October 2012, and therffe Company owed Trinity $2.4 millioander the lease guaran
The Company believes the complaint is without meand will contest it vigorously.

The Company is unable to predict the outcome ddllpgpoceedings with certainty, and there can bagsurance that Power Integrations will prevaihia above-
mentioned unsettled litigations. These litigatiomkgether or not determined in Power Integratioagodf or settled, will be costly and will divert teéorts and attention of
the Company's management and technical persommelrformal business operations, potentially cauaingaterial adverse effect on the business, finanoradition and
operating results. Currently, the Company is née &dbestimate a loss or a range of loss for thgpiomy litigation disclosed above, however advesteminations in
litigation could result in monetary losses, theslo$ proprietary rights, subject the Company taiigant liabilities, require Power Integrationsgeek licenses from third
parties or prevent the Company from licensing #ohmology, any of which could have a material askveffect on the Company's business, financialidoncand
operating results.

Although the Company files U.S. federal, U.S. state foreign tax returns, its major tax jurisdiatis the U.S. In the quarter ended March 31, 20%l|RS
began an audit of fiscal years 2007 through 200i@twis currently in process.

13. RECENT ACCOUNTING PRONOUNCEMENTS:
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In February 2013, the Financial Accounting Standd@dard ("FASB") issued amendments to the FASB Antiag Standards Codification relating to the
reporting of reclassifications out of accumulatéiieo comprehensive income. The amendments requieatity to provide information about the amoumtslassified out
of accumulated other comprehensive income by coemioin addition, an entity is required to preseither on the face of the statement where nenigcis presented or
in the notes, significant amounts reclassifiedajitccumulated other comprehensive income by theeeative line items of net income, but only if #raount reclassified
is required under U.S. GAAP to be reclassifiedgbincome in its entirety in the same reportinggeerFor other amounts that are not required ukd8r GAAP to be
reclassified in their entirety to net income, atitgns required to cross-reference to other disates required under U.S. GAAP that provide additialetail about those
amounts. The Company adopted these amendments finsthquarter of 2013, and presents additiontditierelated to other comprehensive income in No&ummary of
Significant Accounting Policies.

In July 2013, the FASB issued a new accogngtandard that will require the presentationasfain unrecognized tax benefits as reductiongferced tax assets
rather than as liabilities in the Company's ConddrS8onsolidated Balance Sheets when a net opetaisgarryforward, a similar tax loss, or a teedir carryforward
exists. The Company will be required to adopt tiee standard on a prospective basis in the firattguof 2014; however, early adoption is permitisds a retrospective
application. The Company is currently evaluating ithpact of this new standard on its Condensed @ioia¢ed Financial Statements.

14. ACQUISITION:

On May 1, 2012, the Company, through its subsié&@Rower Integrations Netherlands B.V., a Dutchgamy, and Power Integrations Limited, a Caymambs
company, completed the acquisition of CT Concepthnelogie AG ("Concept" or "Concept Group"), a Swiempany, by acquiring all of the outstanding sbaf its
Swiss parent companies Concept Beteiligungen AGGIConcept Holding AG (the “Acquisition”), pursuao the Share Purchase Agreement ("Purchase Agra&m
described in the Current Report on Form 8-K filgdfie Company with the Securities and Exchange Cigsion on April 5, 2012.

The acquisition has been accounted for using thaeisition method of accounting in accordance witttdunting Standards Codification (“ASC”) 805 - Busss
Combinations. Under the acquisition method of aotiog, the total purchase consideration of the eitipn is allocated to the tangible assets andtiflable intangible
assets and liabilities assumed based on theirvelf#ir values. The excess of the purchase coretida over the net tangible and identifiable infilafe assets is recorded
as goodwill, and was derived from expected bengfits technology, cost synergies and knowledgeabteexperienced workforce who joined the Compater dlfie
acquisition. Goodwill is not expected to be deduletfor tax purposes.

The acquisition furthers the Company's strategit tai offer highly integrated high-voltage power-gersion products across the widest possible rahgewer
levels and applications. While Power Integratioas historically focused on power supplies up to w@€és of output, Concept products address higberep applications,
such as industrial motors and renewable energgisgstAs such, the combination is complementanotee? Integrations' existing business. Furtherm@ancept also hi
an expanding addressable market and a growingtabtef revenue stream that are consistent with Péwegrations' financial goals/targets.

The following table summarizes the final purchaseepof the assets acquired and the liabilitiesiesl as of May 1, 2012, the completion of the aitjon of
Concept ("Closing Date").
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Assets Acquired

Total Amount

(in thousands)

Cash $ 14,93:
Accounts receivable 3,22(
Inventories 10,63:
Prepaid expenses and other current assets 2,771
Property and equipment, net 2,31(
Intangible assets:
Developed technology 23,75(
Tradename 3,60(
Customer relationships 16,70(
Goodwill 65,81!
Total assets acquired 143,73¢
Liabilities assumed
Current liabilities 4,58
Deferred tax liabilities 7,86(
Other liabilities 634
Total liabilities assumed 13,08:
Total purchase price $ 130,65!

The fair value of intangible assets of $44.1 millltas been allocated to the following three asateigories: 1) developed technology, 2) tradenamde3an
customer relationships. The first two will be anmet on a straight line basis over the estimatefultife of the assets. The third intangible assastomer relationships,
will be amortized on an accelerated basis oveetienated life of the asset. The following tableresents details of the purchased intangible aasqtart of the

acquisition:

Estimated Useful

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

The fair value of the identifiable intangible asseteveloped technology, trademark and customatisakhips were determined based on the followpm@ach.

Developed Technologihe value assigned to the acquired developed témiypavas determined using the income approach rdyty savings were estimated
by applying an estimated royalty rate to the pri@iedcevenues for Concept for each developed teoggolThe selected royalty rate for the developetinelogy was bast
on the Company's analysis of comparable technolayglty rate indications, and licensing agreemémtgomparable technologies. The royalty savingseithen
adjusted for taxes and discounted to present v@he fair value of developed technology was capial as of the acquisition date and is being amexituising a straight-
line method to cost of revenues over the estimatathining life of 4 - 12 years.

TradenameThe value assigned to Concept's tradename wasrdeégt using the income approach. The present \lthee expected aftdex royalty savings we
added to the sum of the expected amortization ¢mefit. The royalty rate was selected based omalysis of comparable tradename agreements. Itiamdihe rate was
adjusted based on an analysis of Concept's prdjpetdormance and the importance of the tradenarttestindustry. The selected royalty rate was #ygplied to the
projected revenues for the tradename. The fairevafihe tradename was capitalized as of the atiguisiate and is being amortized using a straligiet-method to sales
and marketing expenses over the estimated periadenbf 2 years.

Customer Relationship#in intangible customer relationship asset was reizegl to the extent that the Company was expectéénefit from future revenues

reasonably anticipated given the history and opegairactices of Concept. The value
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assigned to customer relationships was determisigdj the income approach. Forecasted cash flovigediefrom the acquired customer relationships,afieeturns on
contributory assets, were discounted to presemev@xpectations related to future customer redantiere based on historical data and a long-terecést that was
constructed based on the Company's financial projecand expectations. The associated income taessbased on an assumed tax rate of a hypothietigar. The net
income was then charged for the required returmebf-free working capital, net fixed and otheretssdeveloped technology and tradename to dévéveesidual cash
flows related to the customer relationships acqliée residual cash flows were then discountqatéeent value. The fair value of customer relatigrswas capitalized
as of the acquisition date and is being amortizedroaccelerated basis to sales and marketing sap@ver the estimated remaining life of 10 years.

Pro Forma Informatior

For the purpose of the summary unaudited pro faramabined supplemental information, the acquisiti@s assumed to have occurred as of January 1, 2011.
The pro forma combined supplemental informatiofer@$ the currency translation from Swiss france®dollars for the Concept historical financiatements. The pro
forma information for January 1, 2012, to Septen8#r2012, has been calculated after applying trag2ny's accounting policies and adjusting theltesfiConcept to
reflect the additional amortization of intangibkesats, and additional cost of revenues relategetantventory markup that would have been chargsdraimg the fair value
adjustments had been incurred as of January 1, ZBElunaudited pro forma combined financial infation is for informational purposes only and doespurport to
represent what the Company's actual results waae been if the acquisition had been completed #®ealate indicated above, or that may be achi@vée future. The
unaudited pro forma combined supplemental inforamatioes not include the effects of any cost savirage operating efficiencies or synergies that mesult from the
acquisition (in thousands, except per share ampunts

Nine Months Ended
September 30,

2012
Revenues $ 235,31
Net loss $ (41,110
Loss per share diluted $ (1.49

15. TRANSACTIONS WITH THIRD PARTY:

On October 22, 2010, the Company purchased Senfi$oeterred stock for $7.0 million , which represehan approximate 16.0% interest in SemiSouth, a
privately-held company. The Company accountedtfoinvestment under the cost method. Also in Oat@040, the Company paid $10.0 million as a prepayalty in
exchange for the right to use SemiSouth's techyolbige Company's 2010 agreement with SemiSouthigeedy among other things, that the Company hadpien to
acquire SemiSouth in the future (“Call Option”) ahdt the Company may be obligated to acquire Seutiat a future date if SemiSouth achieved ceftaancial
performance conditions (“Put Option”). The Call &gt Options were intended to result in an acqaisiprice equal to the estimated fair value of Sgwath at the time of
exercise. Pursuant to an amended agreement eim&red March 2012 in connection with the $18.0lioil financing discussed below, the maximum purehasce under
the call and put options would not exceed $80.0onil.

In July 2011, SemiSouth obtained $15.0 millioninfcing through the sale, and concurrent licenbik, of its intellectual property ("IP") with a&ncing
company. In connection with this arrangement, thenflany entered into a contingent purchase commitmith the financing company for SemiSouth's I1Pjakh
effectively provided a guarantee of the arrangerntettie finance company. The contingent purchaseitment required the Company to purchase the évipusly
owned by SemiSouth from its new owner for $15.0iaml(plus reimbursement of certain expenses) undggin conditions generally relating to SemiStuthilure to
make certain payments or SemiSouth's insolvency.

In March 2012, the Company loaned SemiSouth $18Im, and in exchange the Company was issuedmissory note with interest of 2.0%n consideratio
for the loan the Company obtained the above-meati@mendment to its 2010 agreement with SemiSohithvestablished a maximum purchase price undecathand
put options. The Company valued the call option tlredoan using Level 3 inputs in its fair-markatuation utilizing the income-approach valuatiortmoel. The
Company prepared a discounted cash flow analysig tise following unobservable inputs: weightedrage cost of capital, long-term revenue growth frmdmpremium,
and discount for lack of marketability. The Compaingn used a Black-Scholes option pricing modeldi@rmine the fair value of the Company's purcloggien to be
approximately $6.2
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million and the fair value of the loan to be $1inBlion . The Company accreted the discount onlda@ as interest income using the interest metived the term of the
loan.

The Company's transactions with SemiSouth wereuated for impairment when events or changes imlessicircumstances indicate that the carrying atrafun
SemiSouth related assets may not be recoverabdwalnating impairment, the Company compares thyiog value of the assets to its estimate of wwalisted future
cash flows expected to result from the use of s and their eventual disposition. An impairniesd is recognized when estimated future cashsflame less than the
carrying amount. Estimates of future cash flows meynternally developed or based on independgmiigals and significant judgment is applied to entile estimates.
Changes in the Company's strategy, assumptionsrametket conditions could significantly impactskequdgments and require adjustments to its SerttiSelated
assets.

Based on SemiSouth's deteriorating financial coomliat September 30, 2012, as further evidencdtsyosure in the fourth quarter of 2012, the Camp
determined that its SemiSouth-related assets wepaiied as of September 30, 2012. The Companytsdhiarter 2012 results included an impairmentghaf $33.7
million , comprising a write-off of $6.7 million déase receivables, $7.0 million of preferred st@ckromissory note (net of imputed interest) i amount of $13.2
million , $6.2 million for the Purchase Option, amither assets of $0.6 million . The Company has expensed the prepaid royalty of $10.0 milliorita® longer expects
to use SemiSouth's technology and foresees nmatiee use for it.

In addition, the financing company that owned Seuif's intellectual property exercised its contrattights to put SemiSouth's intellectual prop¢otyhe
Company under the terms of the above-mentioned Sauith contingent purchase commitment. Based onSaithi's financial situation and its closure infitnarth
quarter of 2012, the Company estimated that thedlectual property had no value. Therefore, thenfany took a charge of $15.3 million related ts tontingent
obligation in the third quarter of 2012, and in fharth quarter of 2012, the Company settled and fe¢ commitment for $15.2 million to the finanginompany.

16. BANK LINE OF CREDIT:

On July 5, 2012, the Company entered into a Césglieement (the "Credit Agreement”) with two barikse Credit Agreement provides the Company with a
$100.0 million revolving line of credit to use fgeneral corporate purposes with a $20.0 milliodisubfor the issuance of standby and trade leteérsredit. The
Company's ability to borrow under the revolvingeliof credit is conditioned upon the Company's cémpk with specified covenants, including reportamgl financial
covenants, primarily a minimum cash requirementadebt to earnings ratio, with which the Compangurrently in compliance. The Credit Agreementiieates on
July 5, 2015; all advances under the revolving tihered it will become due on such date, or eaitighe event of a default. As of September 30,20the Company had
no amount outstanding under the credit agreement.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our finahcondition and results of operations should kad in conjunction with the condensed consolidétezhcial
statements and the notes to those statements @ttkldewhere in this Quarterly Report on Form 16 with the consolidated financial statements ar@hagement's
discussion and analysis of our financial conditard results of operations in our Annual Report amrfr 10-K for the year ended December 31, 2013] filgh the SEC
on February 22, 2013. This discussion contains &dalooking statements that involve risks and utaieties. Our actual results could differ materniafrom those
contained in these forward-looking statements due mumber of factors, including those discussdeart 11, Item 1A-“Risk Factors” and elsewhere ini$ report. See
also “Cautionary Note Regarding Forward-Looking @taents” at the beginning of this report.

Overview

We design, develop and market analog and mixedabigtegrated circuits (ICs) and other electrommponents and circuitry used in high-voltage power
conversion. Our products are used in power coneetiat convert electricity from a high-voltage smu(typically 48 volts or higher) to the type afvger required for a
specified downstream use. In most cases, this esioveentails, among other functions, convertirigrakting current (AC) to direct current (DC) oceiversa, reducing
increasing the voltage, and regulating the outpltige and/or current according to the custompesifications.

A large percentage of our products are ICs usé&dfDC power supplies, which convert the high-voita®C from a wall outlet to the loweltage DC required t
most electronic devices. Power supplies incorpegatiur products are used with all manner of eletrproducts including mobile phones, computergerainment and
networking equipment, appliances, electronic ytifiteters, industrial controls and LED lights.

Since our May 2012 acquisition of CT-Concept Tedbgie AG (Concept), we also offer IGBT drivers ratiit boards containing multiple ICs, electricallation
components and other circuitry - used to operatgyarof high-voltage, high-power transistors kn@snGBT modules. These driver/module combinatiorsuaed for
power conversion in high-power applications (ipawer levels ranging from tens of kilowatts up te@igawatt) such as industrial motors, solar-\aimdl-power system:
electric vehicles and high-voltage DC transmissigstems.

Our products bring a number of important benefitthe power-conversion market compared with lessaced alternatives, including reduced componemttto
and design complexity, smaller size, higher relighband reduced time-to-market. Our products @sprove the energy efficiency of power convertéedping our
customers meet the increasingly stringent effigiestandards that have been adopted around the feondany electronic products, and improving thiicaty of
renewable-energy systems, electric vehicles aner diigh-power applications.

While the size of the power-conversion marketttiates with changes in macroeconomic condititesmarket has generally exhibited a modest groatthover
time as growth in the unit volumes of power supphas largely been offset by reductions in theayeselling price of components in this market.réfare, the growth
of our business depends primarily on our penetaifche power supply market, and our successparaing the addressable market by introducing medyzts that
address a wider range of applications. Our grow#tegy includes the following elements:

« Increase the penetration of our ICs in low-power” AC-DC power supply markeThe largest proportion of our revenues comes fromgu-supply
applications requiring 50 watts of output or Iaa& continue to introduce more advanced productsniaée our IC-based solutions more attractive in
this market. We have also increased the size ofaless and field-engineering staff considerablsezent years, and we continue to expand our offjerin
of technical documentation and design-support tantsservices in order to help customers use carT@ese tools and services include our Pl Expert™
design software, which we offer free of charge, andtransformer-sample service.

* Increase the penetration of our products in hi-power applicationsWe believe we have developed and acquired techiesl@nd products that enable
us to bring the benefits of integration to applmas requiring more than 50 watts of output. Theskide main power supplies for flat-panel TVs,
desktop PCs, game
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consoles and LED streetlights, as well as IGBTarapplications such as industrial motors, renegrablergy systems and electric vehicles.

* Capitalize on the growing demand for more enerdigieht electronic products and lighting technolegji and for cleaner energy and transportation
technologiesWe believe that energy-efficiency is becoming ameasingly important design criterion for power gligs due largely to the emergence of
standards and specifications that encourage, asohire cases mandate, the design of more energyeaffelectronic products. Power supplies
incorporating our ICs are generally able to comyith all known efficiency specifications currently effect.

Additionally, technological advances combined wigulatory and legislative actions are resultinthimadoption of alternative lighting technologies
such as light-emitting diodes, or LEDs. We beli#vis presents a significant opportunity for us luseaour ICs are used in power-supply, or driver,
circuitry for high-voltage LED lighting applicatisn Finally, the growing desire for less carbon-isige sources of energy and modes of transportation
represents an opportunity for us since our IGBTefrproducts can be used in renewable-energy sgsasmell as electric trains and automobiles.

Our quarterly operating results are difficult tegict and subject to significant fluctuations. Wanpour production and inventory levels based ¢erimal
forecasts of projected customer demand, whichgklfiunpredictable and can fluctuate substanti@lystomers typically may cancel or reschedule srdarshort notice
without significant penalty and, conversely, offgace orders with very short lead times to delivéigo, external factors such as global economi@d@®ns and supply-
chain dynamics can cause our operating results imlatile. Furthermore, because our industrytisngsely price-sensitive, our gross margin (gros$itmivided by net
revenues) is subject to change based on the relatiging of solutions that compete with ours. ¥#dns in product and customer mix can also caus@mss margin to
fluctuate. Because we purchase a large percenfage silicon wafers from foundries located in Japaur gross margin is influenced by fluctuatiomshie exchange rate
between the U.S. dollar and the Japanese yen. @aamghe prices of raw materials used in our petsiisuch as copper and gold, can also affectmssgnargin.
Although our wafer-fabrication and assembly operatiare outsourced, as are most of our test opesath portion of our production costs are fixedature. As a result,
our unit costs and gross profit margin are impabiethe volume of units we produce.

Recent Resuli

Our net revenues were $91.7 million and $256.7ionilin the three and nine months ended Septemh&@ , respectively, compared to $78.0 milliod an
$226.2 million in the same periods of 2012. Forttiree-month period we experienced growth in reesrftom all four of our primary end-market categsyidriven by
higher unit sales for a wide range of applicatimuding appliances, mobile-phone chargers, imélstontrols, industrial motor drives, renewablery systems, LED
lighting and desktop computers. The increase iemae in the nine-month period of 2013 was driveihilgyer unit sales for industrial and consumer-@pke
applications, and also by the acquisition of Cohaeplay 2012 (as no revenues from Concept weridtezl in our results for the first four months 6f12). Our top ten
customers, including distributors that resell toMdEand merchant power supply manufacturers, aceduiot 60% and 58% of our net revenues in the tangenine
months ended September 30, 2013 , respectively64¥tdand 65% in the same periods of 2012. Ountmpcustomers, both distributors of our productdiectively
accounted for approximately 28% of our net revenndmth the three and nine months ended Septe8ihe&013 , and our top two customers accounte8Zé6 and 33%
of our net revenues in the three and nine montde&September 30, 2012 , respectively. Interndtmalas accounted for 95% of our net revenues ih the three and
nine months ended September 30, 2013 , and 94%%5#dn the same periods of 2012, respectively.

Our gross profit margin was 53% of net revenudsoith the three and nine months ended Septemb@038,, compared to 50% and 49% in the three arel nin
months ended September 30, 2012 . The increagess giargin for the three and nine months endete8eyer 30, 2013 , compared with the same periotseiprior
year, was driven primarily by lower manufacturiragsts stemming from a combination of internal cestuction initiatives, unit-cost benefits from higlpeoduction
volumes, and the decline in the value of the Jagmmgen versus the U.S. dollar, which decreaseddsieof silicon wafers purchased from our Japameder fabrication
foundries. For the nine-month period, our grossgimawas also affected by a more favorable end-ntarie as a higher percentage of our sales canme fn@ industrial
market, reflecting the Concept acquisition as &elgrowth in consumer appliances, industrial-cémtpplications, LED lighting and other industriglpications.
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Total operating expenses in the three and nine mscerided September 30, 2013 , were $32.2 millidr$@6.9 million, respectively, compared to $55.0ion
and $109.2 million in the same periods of 2012peetvely. Expenses were higher in the 2012 perihd@sprimarily to charges related to SemiSauthOctober 2012, we
determined that our SemiSouth-related assets weraiied as of September 30, 2012. As a result watiad a charge of $25.3 million as of Septembe28Q2,
comprising the write-offs of a prepaid royalty df@$0 million and $15.3 million related to the corgent purchase commitment under which we expeaedSouth's
intellectual property to be put to us by the finagoccompany that then owned it. Refer to NoteTransactions With Third Partyin our Notes to Condensed Consolidated
Financial Statements for details on the SemiSol#inge. This decrease was partially offset by a-pear-year increase, driven primarily by higher mpdlyand related
expenses (including stock-based compensation egpgdse to increased headcount mainly attributabdeir acquisition of Concept, and increased amation of
intangible assets, including the Concept traderandecustomer relationships (refer to Note 14, Asitjon, in our Notes to Condensed Consolidated riiz Statements,
for details).

Critical Accounting Policies and Estimates

The preparation of financial statements and reldisdosures in conformity with accounting prineplgenerally accepted in the United States of AcadfiU.S.
GAAP”) requires management to make estimates asuhgstions that affect the reported amounts of ass#t liabilities and disclosures of contingenetsand liabilities
at the date of the financial statements and thertep amounts of revenues and expenses duringloeting period. On an ongoing basis, we evaluateestimates,
including those listed below. We base our estimatehistorical facts and various other assumpttbaswe believe to be reasonable at the time ttimates are made.
Actual results could differ from those estimates.

Our critical accounting policies are as follows:

e revenue recognitio

« stockbased compensatic

« estimating writedowns for excess and obsolete invent
e income taxe

*  business combinations, ¢

¢ goodwill and intangible asse

Our critical accounting policies are importanthe portrayal of our financial condition and reswt®perations, and require us to make judgmerdseatimates
about matters that are inherently uncertain. Aflatéscription of these critical accounting policieset forth below. For more information regardmg accounting
policies, see Note Zummary of Significant Accounting Policjes our Notes to Condensed Consolidated Finaigtatiements.

Revenue recognition

Product revenues consist of sales to original egaig manufacturers, or OEMs, merchant power suplgufacturers and distributors . Approximately 7&%
our net product sales were ma de to distributoteémine months ended September 30, 2013 , andr7#% twelve months ended December 31, 2012. pgty ahe
provisions of Accounting Standard Codification (“83 605-10 (“ASC 605-10") and all related appropeiguidance. Revenue is recognized when all ofath@ving
criteria have been met: (1) persuasive evidenem@rrangement exists, (2) delivery has occur@dhe price is fixed or determinable, and (4) ectihbility is reasonably
assured. Customer purchase orders are generatljtaisietermine the existence of an arrangemenivé@weglis considered to have occurred when title @sidof loss have
transferred to our customer. We evaluate whetleeptite is fixed or determinable based on the payiteems associated with the transaction and whéltieesales price
subject to refund or adjustment. With respect ttectability, we perform credit checks for new ausers and perform ongoing evaluations of our eagstustomers'
financial condition and requires letters of creditenever deemed necessary.

Sales to international OEMs and merchant powerlguppnufacturers for shipments from our facilitytside of the United States are pursuant to EX Warks
EXW, shipping terms, meaning that title to the prittransfers to the customer upon shipment fronfaneign warehouse. Sales to international OEMarusrs and
merchant power supply manufacturers that are sHifien our facility in California are pursuant t@rered at Frontier, or DAF, shipping terms. Asisutitle to the
product passes to the customer when the shipmacites the destination country and revenue is réoediuipon the arrival of the product in that coun8hipments to
OEMs and merchant power supply manufacturers ifthericas are
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pursuant to Free on Board, or FOB, point of orsgfiipping terms meaning that title is passed tattgtomer upon shipment. Revenue is recognized tigitransfer for
sales to OEMs and merchant power supply manufastusesuming all other criteria for revenue rectigmiare met.

Sales to most distributors are made under terrowiy certain price adjustments and rights of metam our products held by the distributors. Assuleof these
rights, we defer the recognition of revenue andctiss of revenues derived from sales to distritsutotil our distributors report that they havedsolir products to their
customers. Our recognition of such distributor-g@lbugh is based on point of sales reports reddiram the distributor, at which time the pricenis longer subject to
adjustment and is fixed, and the products are ngdosubject to return to us except pursuant toaméy terms. The gross profit that is deferred uglipment to the
distributor is reflected as “deferred income oresab distributors” in the accompanying consoliddialance sheets. The total deferred revenue &spgiember 30, 2013 ,
and December 31, 2012 , was approxima tely $27I&mand $20.7 million , respectively. The totafdrred cost as of September 30, 2013, and Dece3ib2012 was
approximately $10.9 million and $9.1 million , resgively.

Frequently, distributors need to sell at a pricgdpthan the standard distribution price in ordewin business. At the time the distributor inv@ides customer or
soon thereafter, the distributor submits a “shig debit” price adjustment claim to us to adjustdistributor's cost from the standard price togheapproved lower price.
After we verify that the claim was pre-approvedyedit memo is issued to the distributor for thgpsind debit claim. We maintain a reserve for th@ggrocessed claims
and for estimated future ship and debit price ddjests. The reserve appears as a reduction to @isc@ceivable in our accompanying consolidatedrza sheets. To tl
extent future ship and debit claims significantigeed amounts estimated, there could be a matepaict on the deferred revenue and deferred maitimately
recognized. To evaluate the adequacy of our resewe analyze historical ship and debit paymendsievels of inventory in the distributor channels.

Sales to certain of our distributors are made utetens that do not include rights of return or pramncessions after the product is shipped toigigkitor.
Accordingly, product revenue is recognized upomstgnt and title transfer assuming all other reveegegnition criteria are met.

Stock-based compensation

We apply the provisions of ASC 718-1%hare-Based Payment/nder the provisions of ASC 718-10, we recogtieefair value of stock-based compensation in
financial statements over the requisite servicégesf the individual grants, which generally equalfour-year vesting period. We use estimateolattility, expected
term, risk-free interest rate, dividend yield andéitures in determining the fair value of theseeds and the amount of compensation cost to rezeg8hanges in these
estimates could result in changes to our compeansaliarges.

Estimating write-downs for excess and obsolete inagory

When evaluating the adequacy of our valuation aadjests for excess and obsolete inventory, we ifleexicess and obsolete products and also analgierical
usage, forecasted production based on demand $secarrent economic trends and historical wrffs-oT his write-down is reflected as a reduction to imeey in the
consolidated balance sheets and an increase ifoastenues. If actual market conditions are fagerable than our assumptions, we may be reqtiréake additional
write-downs, which could adversely impact our aafstevenues and operating results.

Income taxes

Income tax expense is an estimate of current indaxes payable or refundable in the current figeal based on reported income before income t®efsrred
income taxes reflect the effect of temporary déferes and carry-forwards that are recognized fi@anfial reporting and income tax purposes.

We account for income taxes under the provisiod&SE 740. Under the provisions of ASC 740, defeteedassets and liabilities are recognized basetien
differences between the financial statement cagrgimounts of existing assets and liabilities armif ttespective tax bases, utilizing the tax rates are expected to apply
to taxable income in the years in which those tenamyadifferences are expected to be recoveredttedeWe recognize valuation allowances to recarpedeferred tax
assets to the amount that we estimate will moeylikhan not be realized based on available evieland management's judgment. We limit the defaeedssets
recognized related to some of our officers’ comatios to amounts that we estimate will be deduetiblfuture periods based upon Internal RevenueeGattion 162(m
In the event that we determine, based on availbience and management judgment, that all orgfdhie net deferred tax assets will not be realinatie future, we
would record a valuation allowance in the pericel dletermination is made. In addition, the calcatatf tax liabilities
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involves significant judgment in estimating the mepof uncertainties in the application of compiax laws. Resolution of these uncertainties in amea inconsistent wil
our expectations could have a material impact arresults of operations and financial position.

As of September 30, 2013, we continue to mairdaialuation allowance on our California deferreddasets as we believe that it is not more likentnot that
the deferred tax assets will be fully realized. &l& maintain a valuation allowance with respectdime of our deferred tax assets relating priméoilax credits in
Canada and Federal capital losses.

We engage in qualifying activities for R&D crediinposes. The American Tax Relief Act of 2012 wigaed into law on January 2, 2013. Per ASC 74@H.0-
15 guidance, we accounted for the reinstated 2@t2fal R&D tax credit as a discrete event in the& fuarter of 2013.

Although we file U.S. federal, U.S. state, and fgnetax returns, our major tax jurisdiction is tHeS. In the quarter ended March 31, 2011, the I&$ah an audit
of fiscal years 2007 through 2009, and the auditirsently in process.

Business combinations

The purchase price of an acquisition is allocatetthé underlying assets acquired and liabilitiessieged based upon their estimated fair values atatesof
acquisition. To the extent the purchase price ededee fair value of the net identifiable tangiated intangible assets acquired and liabilities mgsl) such excess is
allocated to goodwill. We determine the estimatgd\falues after review and consideration of retgéwaformation, including discounted cash flowsptpd market prices
and estimates made by management. We adjust thmipagy purchase price allocation, as necessaming the measurement period of up to one year #feeacquisitiol
closing date as we obtain more information as ¢tsfand circumstances existing at the acquisitaia @mpacting asset valuations and liabilities as=sii Acquisition-
related costs are recognized separately from theisiion and are expensed as incurred.

Goodwill and intangible assets

In accordance with ASC 350-1Gpodwill and Other Intangible Assetge evaluate goodwill for impairment on an annualifeor as other indicators of
impairment emerge. The provisions of ASC 350-1Qiregthat we perform a two-step impairment testhimfirst step, we compare the implied fair vadfieur single
reporting unit to its carrying value, including ghvall. If the fair value of our reporting unit exeds the carrying amount no impairment adjustmergdgsired. If the
carrying amount of our reporting unit exceeds #ievfalue, step two will be completed to measugeamount of goodwill impairment loss, if any exidfghe carrying
value of our single reporting unit's goodwill exdeets implied fair value, then we record an impent loss equal to the difference, but not in exadéghe carrying
amount of the goodwill. Under the amendments of B85C-10, ASU No. 2011-08,esting Goodwill for Impairmenbeginning in 2012 we have the option to first asses
qualitative factors to determine whether the existeof events or circumstances leads to a detetiminénat it is more likely than not that the faalue of a reporting unit
is less than its carrying amount. If we elect tpsion, and after assessing the totality of eventdrcumstances we determine it is not more likbgn not that the fair
value of a reporting unit is less than its carryamgount, then performing the two-step impairmest i unnecessary. We have not elected this optidiate. We evaluated
goodwill for impairment in the fourth quarter 20E2d concluded that no impairment existed as oeBber 31, 2012 . Additionally, no impairment indara have been
identified during the nine months ended SeptembeR313 .

ASC 350-10 also requires that intangible assets @stimable useful lives be amortized over theipeetive estimated useful lives, and reviewedrfgrairment
in accordance with ASC 360-1A¢counting for the Impairment or Disposal of Lonigdd Assets We review long-lived assets, such as acquirethigibles, in-process
research and development and property and equipfoeminpairment whenever events or changes iruarstances indicate that the carrying amount ofsaetanay not
be recoverable. We measure recoverability of assdis held and used by a comparison of the caygmount of an asset to estimated undiscounted:=feash flows
expected to be generated by the asset. If theingragnount of an asset exceeds its estimated fotasgie flows, we recognize an impairment chargenbyatmount by whic
the carrying amount of the asset exceeds the &hilevof the asset.

Results of Operations

The following table sets forth certain operatingedas a percentage of net revenues for the paridisated.
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Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Net revenues 100.(% 100.C % 100.(% 100.C %
Cost of revenues 46.¢ 50.2 47.t 50.¢
Gross profit 53.2 49.7 52.t 49.1
Operating expenses:
Research and development 14.2 14.€ 15.1 15.1
Sales and marketing 12.2 13.2 13.C 12.2
General and administrative 8.7 10.2 9.2 9.6
Charge related to SemiSouth — 32.4 — 11.2
Total operating expenses 35.1 70.4 37.2 48.2
Income (loss) from operations 18.1 (20.79) 15.2 0.6
Other income (expense):
Charge related to SemiSouth — 43.5) — 5.0
Other income, net 0.1 11 0.4 0.7
Other income (expense), net 0.1 (42.9 0.4 (14.9)
Income (loss) before provision for (benefit fromgome taxes 18.2 (63.) 15.¢ (13.5)
Provision for (benefit from) income taxes — 6.3 0.5 6.1
Net income (loss) 18.2% (56.6)% 16.1% (19.6%

Comparison of the Three and Nine Months Ended 8dpe30, 2013 and 2012

Net revenued\et revenues consist of revenues from product safeish are calculated net of returns and allowanbet revenues for the three and nine months
ended September 30, 2013 , were $91.7 million &6 F million, respectively, compared with $78.0limin and $226.2 million in the same periods of 20Eor the three-
month period we experienced growth in revenues fafifour of our primary end-market categoriesydn by higher unit sales for a wide range of apgpiins including
appliances, mobile-phone chargers, industrial odstindustrial motor drives, renewable-energy aysst, LED lighting and desktop computers. The irsgen revenue in
the nine-month period of 2013 was driven by higlmat sales for industrial and consunagpliance applications, and also by the acquisiifo@oncept in May 2012 (as
revenues from Concept were included in our regaitthe first four months of 2012).

Our net revenue mix by end market for the threerand months ended September 30, 2013 , compateé three and nine months ended September 30,,2012
were as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
End Market 2013 2012 2013 2012
Consumer 34% 36% 35% 37%
Communications 21% 23% 21% 25%
Industrial 35% 31% 34% 27%
Computer 10% 10% 10% 11%

International sales, consisting of sales outsidth®fAmericas based on “ship to” customer locatioreze $86.7 million and $242.6 million in the thrand nine
months ended September 30, 2013 , respectively$aBd million and $214.3 million, respectively,thre same periods of 2012. Although power converiemg our
products are distributed to end markets worldwidest are manufactured in Asia. As a result, saléBi$ region represented 80% of our net revenoiethé both the three
and nine months ended September 30, 2013, resplgctind 82% of our net revenues for both theetlaned nine months ended September 30, 2012 . WeeeXp
international sales, and sales to the Asia regiguarticular, to continue to account for a largetipa of our net revenues in the future.

Sales to distributors accounted for 75% of netmees in both the three and nine months ended Sbpte3, 2013 , and 76% and 74%, respectively,arstime
periods of 2012, with direct sales to OEMs and pesupply manufacturers accounting for the remainder
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The following customers accounted for 10% or mdr®t@l revenues:

Three Months Ended Nine Months Ended
September 30, September 30,
Customer 2013 2012 2013 2012
A 1S% 2% 1S% 21%
B * 12% * 12%

* Total customer revenue was less than 10% ofenetnues.
Customers A and B are distributors of our produdtsother customers accounted for 10% or more phetirevenues in these periods.

Gross profit.Gross profit is net revenues less cost of reverfDescost of revenues consists primarily of cossoaiated with the purchase of wafers from our
contracted foundries, the assembly, packaging esttht of our products by sub-contractors, protiesting performed in our own facilities, amortipatiof acquired
intangible assets and overhead associated witimémagement of our supply chain. Gross margin issggpoofit divided by net revenues. The table betompares gross
profit and gross margin for the three and nine mes®inded September 30, 2013 and 2012 (dollarslliomsi:

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Net revenues $ 91.7 $ 78.C % 256.7 $ 226.2
Gross profit $ 48.¢ $ 38¢ % 134.¢ $ 111.]
Gross margin 53.2% 49.7% 52.5% 49.1%

The increase in gross margin for the three and mioeths ended September 30, 2013 , compared véthaime periods in the prior year, was driven piilsnhy
lower manufacturing costs stemming from a combamatf internal cost-reduction initiatives, unit-cbgnefits from higher production volumes, anddkeline in the
value of the Japanese yen versus the U.S. dollachvdecreased the cost of silicon wafers purch&sed our Japanese wafer fabrication foundries.tRemine-month
period, our gross margin was also affected by aerferorable end-market mix, as a higher percenthger sales came from the industrial market, otiitg the Concept
acquisition as well as growth in consumer appliarared industrial-control applications, including Eghting and other industrial applications.

Research and development expenResearch and development, or R&D, expenses cqnsisarily of employee-related expenses includiragktbased
compensation and expensed material and facilitts@ssociated with the development of new procemsg@fiew products. We also record R&D expensegrimptype
wafers related to new products until such prodaotsreleased to production. The table below conspgd&D expenses for the three and nine months eSdptember 30,
2013 and 2012 (dollars in millions):

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Net revenues $ 91.7 $ 78.C % 256.7 $ 226.2
R&D expenses $ 13.C $ 114 $ 38.7 $ 34.1
R&D expenses as a % of net regenu 14.2% 14.€% 15.1% 15.1%

R&D expenses increased in the three and nine memttisd September 30, 2013 , compared to the samoepen 2012. The increase in the three-monthogleri
was driven primarily by increased payroll and retbéxpenses as a result of increased headcouxpaoa our product development efforts. The incréaslee nine month
period was due mainly to our acquisition of Condaglay 2012. In addition, outside service expensésted to new product design and developmeneased in both tt
three- and nine-month periods of 2013 compare®1®2

Sales and marketing expens8ales and marketing expenses consist primarilynpl@yee-related expenses, including stock-basegeosation, commissions to
sales representatives, amortization of intangibéets and facilities
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expenses, including expenses associated with gion& sales and support offices. The table belommares sales and marketing expenses for thedhteaine months
ended September 30, 2013 and 2012 (dollars inamg)i

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Net revenues $ 91.7 $ 78.C $ 256.7 $ 226.2
Sales and marketing expenses $ 11.2 $ 10.2 $ 33.4 $ 27.€
Sales and marketing expenses as a % of netueven 12.2% 13.2% 13.(% 12.2%

Sales and marketing expenses increased in thedahterine months ended September 30, 2013, cothfzatbe same periods in 2012. The increase ithtlee-
month period was due primarily to the expansionwfsales force, resulting in higher salary andtesl expenses including bonus and commission egp&hsg increase
the nine-month period was due primarily to the @itjan of Concept in May of 2012, which in turrstéted in higher payroll and related expenses dinly stock-based
compensation expense, as well as increased amintizxpenses related to acquired intangible asSbtsexpansion of our sales force also contribtaegte increase for
the nine-month period, as did higher marketing egps, which increased due to the development dfeting materials for our Concept IGBT-driver protlice as well
as trade-show attendance in Asia.

General and administrative expenségneral and administrative, or G&A, expenses copsisarily of employee-related expenses, includitack-based
compensation expenses, for administration, finaheman resources and general management, as veelhaslting, professional services, legal and &gligxpenses. Tt
table below compares G&A expenses for the threenamelmonths ended September 30, 2013 and 2012r&lot millions):

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Net revenues $ 917 $ 78.C % 256.7 $ 226.2
G&A expenses $ 8C % 7¢ % 238 $ 22.1
G&A expenses as a % of net reeenu 8.7% 10.2% 9.2% 9.8%

G&A expenses increased in the three months endei®ber 30, 2013 , due primarily to increased heanlcyear over year, partially offset by decredsgdl
expenses related to our ongoing patent litigatiefe( to Note 12| egal Proceedings and Contingencjés our Notes to Condensed Consolidated Financak8tents for
details), and a decrease in professional servipereses due to higher expenses in 2012 resulting dkor Concept acquisition, as well as our IRS aselitement.
Expenses increased in the nine months ended Sept&0p2013 , compared to the same periods of 242 primarily to increased headcount from our &itjon of
Concept in May of 2012, resulting in increased piyand related expenses, including stock-basedemsation expense, partially offset by decreasgal knd
professional service expenses, as mentioned above.

Charge Related to SemiSoultn.October 2012, we determined that our SemiSoeldted assets were impaired as of September 3@, 2@ a result we incurre(
charge of $25.3 million as of September 30, 20bparising the write-offs of a prepaid royalty of@Q million and $15.3 million related to the cormgamt purchase
commitment under which we expected SemiSouth'decteal property to be put to us by the financoegnpany that then owned it. Refer to Note Ti&nsactions With
Third Party, in our Notes to Condensed Consolidated FinaiBtatements for details on the SemiSouth charge.

Other income/expense, nédther income (expense), net consists primarilyptErest income earned on cash and cash equisateatketable securities and other
investments, the impact of foreign exchange gaioss, in addition to an impairment charge relaee8emiSouth. The table below compares other ind@xgense), net
for the three and nine months ended September@3@, &nd 2012 (dollars in millions):
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Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Net revenues $ 91.7 $ 78.C $ 256.7 % 226.2
Other income (expense) $ 0.1 $ (33) % 0c % (32.9)
Other income (expense) as a ¥ebfevenue 0.1% (42.9% 0.4% (14.9%

Other income (expense), net, increased in the gmdenine months ended September 30, 2013, cothfzatke same periods in 2012. The increase was due
primarily to a 2012 impairment charge for SemiSaft$33.9 million, comprising the write-off of $6rillion of lease receivables, $7.0 million of prafed stock, a
promissory note (net of imputed interest) in thevart of $13.2 million, $6.2 million for a PurchaBgtion, and other assets of $0.6 million. RefeNtde 15,Transaction:
with Third Party, in our Notes to Condensed Consolidated Finargtetements for details on the SemiSouth impairment.

Provision for (benefit from) income taxeBrovision for (benefit from) income taxes repreésdederal, state and foreign taxes. The tablevbebmpares income
tax expenses (benefits) for the three and nine Insoeided September 30, 2013 and 2012 (dollarsllioms):

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Income (loss) before provision fioenefit from) income taxes $ 167 $ (49.9) $ 39.¢ $ (30.9)
Provision for (benefit from) incertaxes $ — 3 49 $ 14 $ 13.7
Effective tax rate 0.1% 10.(% B.5% (45.9%

The difference between the expected statutoryafa®®% and our effective tax rate for the three therended September 30, 2013, was primarily dtiesto
beneficial impact of the geographic distributioroof world-wide earnings. The difference betweendkpected statutory rate of 35% and our effectixgate for thenine
months ended September 30, 2013 , was primarilytatiee beneficial impact of the geographic disttibn of our world-wide earnings and the effectshaf American
Tax Relief Act of 2012, which resulted in the 2G&8eral research-ardkvelopment tax credit being recorded in the quaneded March 31, 2013. The difference betw
the expected statutory rate of 35% and our effedtix rate for the three and nine months endeceSdgetlr 30, 2012 , was associated primarily withirtiygairment and
write-off of certain assets related to SemiSoutie Write-off of preferred stock negatively impactbd tax rate since it resulted in a capital I&sce there were no
foreseeable capital gains in the future, this edsolted in an unfavorable impact on the tax g0 impacting the nine-month period was a one-tanarge of $44.8
million recorded in June 2012, in connection whik tesolution of U.S. Internal Revenue Service $'JRexamination of our income tax returns in Aug2t2, for the
years 2003 through 2006. The settlement includ@8:Gmillion in federal income taxes, net inter@s$5.7 million and state income taxes (includingerest) of
approximately $4.1 million . The impact of the aawas partially offset by the reversal of $26.4iam of related unrecognized tax benefits that badn recorded as
non-current liabilities in our condensed consokdibalance sheets, resulting in a net charge abappately $18.1 million . Additionally, there was$2.2 million
reduction of the valuation allowance on our Califardeferred tax assets.

Liquidity and Capital Resources

As of September 30, 2013, we had $180.2 milliooash, cash equivalents and short-term investmantsicrease of approximately $85.0 million fronb$9
million as of December 31, 2012. As of September2BA3 , we had working capital, defined as curessets less current liabilities, of $200.4 millian increase of
approximately $76.1 million from $124.3 million asDecember 31, 2012.

On July 5, 2012, we entered into a Credit Agreen(tbiet "Credit Agreement”) with two banks. The Cteftjreement provides us with a $100.0 million rexad
line of credit to use for general corporate purgosith a $20.0 million sub-limit for the issuandestandby and trade letters of credit. Our abiiityporrow under the
revolving line of credit is conditioned upon oumgpliance with specified covenants, primarily a miom cash requirement and a debt to earnings waitio which we are
currently in compliance. The Credit Agreement terabes on July 5, 2015; all advances under the vingpline of credit will become due on such dategarlier in the
event of a default. As of September 30, 2013 , agtrio amounts outstanding under our agreement.
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Operating activities generated cash of $75.2 miilliothe nine months ended September 30, 2013 indeme for this period was $41.2 million; we aisourred
non-cash depreciation, amortization and stock-basetpensation expenses of $12.1 million, $5.5 amiliknd $12.2 million, respectively. Significant nbas in operating
assets and liabilities included; (1) a $4.4 milldecrease in inventory due primarily to strongdhjuarter product shipments, (2) a $5.3 million imsein deferred incon
on sales to distributors due to increased inverigrgls at our distributors in order to supportré@ased demand, (3) a $3.0 million increase in atsquayable due to the
timing of payments for inventory, partially offdey a $0.9 million payment to one of our foundrieghe first quarter of 2013 for product developmditiese additional
sources of cash and non-cash items were partitiigtdoy a $7.6 million increase in accounts reable due to higher customer shipments in Septe2®ES versus
December 2012.

Operating activities generated cash of $29.7 miiliiothe nine months ended September 30, 2012n&hiess for this period was $44.1 million; we ailscurred
non-cash depreciation, amortization of intangitsets and stock-based compensation expenses dfiillion, $3.3 million and $10.5 million, respeatiy. In addition,
we incurred a $59.2 million (of which $43.9 millievas non-cash) impairment charge related to ouriSeuth assets (refer to Note T$ansactions With Third Partyn
our Notes to Condensed Consolidated Financial @eates, for details on our SemiSouth impairment@ratges). Additional sources of cash included @17 million
decline in inventory due to reduced wafer purchaaed (2) a $4.8 million increase in accounts psypbimarily due to the timing of payments and aoquisition of
Concept. These sources of cash were partially tffsé1) a $28.3 million decrease in taxes payablg other accrued liabilities primarily in conneatiwith our IRS
agreement, refer to Note Provision for Income Taxin our Notes to Condensed Consolidated Finaigt@tements for details on our agreement, and $2)L&8 million
increase in prepaid expenses and other assetsrityinedated to prepaid taxes (in connection whik tax benefit related to the SemiSouth impairnaextthe above-
mentioned tax agreement).

Our investing activities in the nine months endegt8mber 30, 2013, resulted in a $81.1 millionuset of cash, consisting primarily of: (1) $11.3lion for
purchases of property and equipment, primarilynfiachinery and equipment for our New Jersey fadigyvell as building improvements in San Jose f@ala, and an
ERP software upgrade, and (2) $70.8 million, matplurchases of marketable securities.

Our investing activities in the nine months endegt8mber 30, 2012, resulted in a $109.0 millionuset of cash, consisting of: (1) $115.7 milliorated to the
acquisition of Concept, (2) $18.0 million for a o SemiSouth (refer to Note IBiansactions With Third Partyin our Notes to Condensed Consolidated Financial
Statements, for further details) and (3) $12.2iarilfor purchases of property and equipment, priilwaranufacturing equipment to support our grovethd building
improvements in connection with our research angld@ment facility in New Jersey. These uses oheesre partially offset by $36.8 million of proceseilom maturitie:
of marketable securities.

Our financing activities in the nine months endept®mber 30, 2013, resulted in net cash procee®®006 million. Financing activities consistedmarily of
proceeds of $27.6 million from the issuance of camnrstock, including the exercise of employee smgions and the issuance of shares through oursgm@lstock
purchase plan, partially offset by $7.0 million fbe payment of dividends to stockholders. Ourrfaiag activities in the nine months ended SepterBBe012, resulted
in net cash proceeds of $14.2 million. Financintyéies consisted primarily of proceeds of $18.0lion from the issuance of common stock, includthg exercise of
employee stock options and the issuance of shiaresgh our employee stock purchase plan, partidfset by $4.3 million for the payment of dividenisstockholders.

In January 2013, our board of directors declared fmarterly cash dividends in the amount of $@68share to be paid to stockholders of recordeaend of
each quarter in 2013. The quarterly dividends ppiraximately $2.3 million each, were paid on Ma2&) 2013 and June 28, 2013, and approximately i$alibn was
paid on September 30, 2013.

In October 2013, our board of directors contindeddividend payment by declaring four quarterlyhcdiwidends in the amount of $0.10 per share tpdd to
stockholders of record at the end of each quant20lL4. The declaration of any future cash dividisrat the discretion of the board of directors ailtldepend on our
financial condition, results of operations, capijuirements, business conditions and other facésrwell as a determination that cash dividerelinahe best interest of
our stockholders.
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In October 2012, our board of directors authoriteduse of $50.0 million for the repurchase of cammon stock. Repurchases are executed accordprg-to
defined price/volume guidelines set by the boardictors. In the nine months ended Septembe2@®D3 , we did not purchase any common stock uttdeptogram. As
of September 30, 2013, we had $29.5 million atbégldor future stock repurchases. Authorizatiofiutfire stock repurchase programs is at the disereti the board of
directors and will depend on our financial conditicesults of operations, capital requirementsinass conditions and other factors.

As of September 30, 2013, we had a contractuajatiin related to income tax, which consisted prifg of unrecognized tax benefits of approximateh2.7
million. The tax obligation was classified as lotegm income taxes payable and a portion is recoirdddferred tax assets in our condensed consetidadlance sheet.
The settlement period for our income tax liabifiteannot be determined; however, they are not ¢éxgec be due within the next year.

There were no other material changes, other tleadsin the liquidity section above, outside of dihdinary course of business in our contractualre@ments
reported in our Annual Report on Form 10-K for ylear ended December 31, 2012.

Our existing cash, cash equivalents and investimalances may change during the year due to chamges planned cash outlays, including changes in
incremental costs such as direct and integratistsaelated to our acquisitions. Undistributed ee® of our foreign subsidiaries of approximate8A$ million at
December 31, 2012, are considered to be indefinigéhvested and, accordingly, no provision for &@dlincome taxes has been provided thereon. Utribdition of
those earnings in the form of dividends or otheeywige would be subject to both U.S. Federal antt $taome taxes (subject to an adjustment for goréax credits,
where applicable) and withholding taxes payableatgous foreign countries. It is not practicablel&termine the income tax liability that might beurred if these
earnings were to be distributed in the event fuiralw foreign operations are needed.

If our operating results deteriorate during theagmer of 2013, either as a result of a decreasastomer demand, or severe pricing pressuresdrgngsustomel
or our competitors, or for other reasons, our ghib generate positive cash flow from operatiorag/ e jeopardized. In that case, we may be forwedé our cash, cash
equivalents and short-term investments, use odlitagreement or seek additional financing fronndigarties to fund our operations. We believe tash generated from
operations, together with existing sources of tiifyi will satisfy our projected working capital&other cash requirements for at least the nexhdi2ths.

Off-Balance Sheet Arrangements

As of September 30, 2013, we did not have anyafénce sheet arrangements or relationships withngolidated entities or financial partnershipshsas
entities often referred to as structured financspacial purpose entities, which are typically lelished for the purpose of facilitating off-balarsfeeet arrangements or
other contractually narrow or limited purposes.

Recent Accounting Pronouncements

In February 2013, the Financial Accounting Stand&@dard ("FASB") issued amendments to the FASB Antiag Standards Codification relating to the
reporting of reclassifications out of accumulatéseo comprehensive income. The amendments requieatity to provide information about the amoumtslassified out
of accumulated other comprehensive income by coemtoin addition, an entity is required to preseither on the face of the statement where neniecis presented or
in the notes, significant amounts reclassifiedafitccumulated other comprehensive income by thegeaive line items of net income, but only if #rmount reclassified
is required under U.S. GAAP to be reclassifiedgbincome in its entirety in the same reportingqeerFor other amounts that are not required uld8r GAAP to be
reclassified in their entirety to net income, atitgns required to cross-reference to other disctes required under U.S. GAAP that provide add#ialetail about those
amounts. We adopted these amendments in the iasteg of 2013, and present additional detailsndigg other comprehensive income in Not&Ammary of Significant
Accounting Policiesin our Notes to Condensed Consolidated Financik8tents.

In July 2013, the FASB issued a new accountingdstechthat will require the presentation of certammecognized tax benefits as reductions to defémedssets
rather than as liabilities in our Condensed Codstdéid Balance Sheets when a net operating losf@avard, a similar tax loss, or a tax credit céoryard exists. We wi
be required to adopt this new standard on a préispdeasis in the first quarter of 2014; howeverlyeadoption is permitted as is a retrospectivaliagtion. We are
currently evaluating the impact of this new staddam our Condensed Consolidated Financial Statement
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

There has not been a material change in our expdsdoreign currency exchange and interest rakes from that described in our 2012 Annual ReporEorm
10-K.

Interest Rate RislOur exposure to market risk for changes in interasts relates primarily to our investment portfoliVe consider cash invested in highly liquid
financial instruments with a remaining maturitytbfee months or less at the date of purchase tadie equivalents. Investments in highly liquid fici@l instruments wit|
maturities greater than three months at the dapeiahase are classified as short-term investmeévgsgenerally hold securities until maturity; howevhey may be sold
under certain circumstances, including, but nottéchto, when necessary for the funding of acgoisé and other strategic investments, and theraferelassify our
investment portfolio as available-for-sale. We isivi@ high-credit quality issuers and, by poliggit the amount of credit exposure to any one issfie stated in our
policy, we seek to ensure the safety and preservafiour invested principal funds by limiting defiarisk, market risk and reinvestment risk. Weigate default risk by
investing in safe and high-credit quality secusittend by constantly positioning our portfolio tspend appropriately to a significant reduction ieredit rating of any
investment issuer, guarantor or depository. Outfplay includes only marketable securities withieetsecondary or resale markets to facilitate pbafliquidity. At
September 30, 2013 , and December 31, 2012 , wiephieharily cash equivalents and short-term investts with fixed interest rates.

Our investment securities are subject to markerast rate risk and will vary in value as markégiiest rates fluctuate. We monitor our investmeetsour above-
mentioned investment policy; therefore, if markeerest rates were to increase or decrease by tdfaifiterest rates as of September 30, 2013, oceldber 31, 2012 ,
the increase or decrease in the fair market valoeioportfolio on these dates would not have beeterial. We monitor our investments for impairmenta periodic
basis. Refer to Note Summary of Significant Accounting Policider a tabular presentation of our available-falesnvestments and the expected maturity dates.

Foreign Currency Exchange Rigks of September 30, 2013, our primary transactionaency was U.S. dollars; in addition, we hoégle in Swiss francs and
Euro as a result of our acquisition of Concept. Mé&ntain cash denominated in Swiss francs and fuiund Concept operations. Cash balances helgr@ign countries
are subject to local banking laws and may beardrigh lower risk than cash deposited in the Un8tates. The foreign exchange rate fluctuation betmike U.S. dollar
versus the Swiss franc and Euro is recorded irratiteme in our condensed consolidated stateméimtsame.

We have sales offices in various other foreign ¢eesin which our expenses are denominated ihoited currency, primary Asia and Western Europenfrtime
to time we may enter into foreign currency hedgingtracts to hedge certain foreign currency traimas As of September 30, 2013 , and Decembe2@12, we did no
have an open foreign currency hedge program utgiforeign currency forward exchange contracts.

Two of our major suppliers, Seiko Epson CorporatmrEpson, and ROHM Lapis Semiconductor Co., lddLapis, have wafer supply agreements based$n U.
dollars; however, our agreements with Epson andslalpo allow for mutual sharing of the impactlvé exchange rate fluctuation between Japanesengetina U.S.
dollar on future purchases. Each year, our manageamel these two suppliers review and negotiatedypricing; the negotiated pricing is denominated.S. dollars but
is subject to contractual exchange rate provisidhs.fluctuation in the exchange rate is sharediygbetween us and each of these suppliers onefyturchases.

Nevertheless, as a result of our above-mentionpglign agreements, our gross margin is influengefluztuations in the exchange rate between the tdofar
and the Japanese yen. All else being equal, a ha#tge in the value of the U.S. dollar comparethéoapanese yen would result in a correspondingehia our gross
margin of approximately 0.8% to 1.0%; this senditimay increase or decrease depending on the mteige of our wafer supply that we purchase fromesofrour
Japanese suppliers and could subject our grost anof operating results to the potential for matdtuctuations.

ITEM 4. CONTROLS AND PROCEDURES

Limitation on Effectiveness of Contr

Any control system, no matter how well designed aperated, can provide only reasonable assurarteetlas tested objectives. The design of any cosyrstem
is based in part upon certain assumptions abouikislénood of future events, and there can be ssueance that any design will succeed in achieingtated goals under
all potential future conditions, regardless of h@mote. The inherent limitations in any controltsys include the realities that judgments related to
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decision-making can be faulty, and that reduceelciffeness in controls can occur because of siemptes or mistakes. Due to the inherent limitationa cost-effective
control system, misstatements due to error mayraaed may not be detected.

Evaluation of Disclosure Controls and Procedu

Management is required to evaluate our disclosonérals and procedures, as defined in Rule 13a}1B(@er the Securities Exchange Act of 1934 (techang
Act”). Disclosure controls and procedures are controlsoéimel procedures designed to provide reasonableaxe that information required to be disclosealir report
filed under the Exchange Act, such as this Quarfedport on Form 10-Q, is recorded, processed, sanmmed and reported within the time periods spedifin the
Securities and Exchange Commission's rules andsfdbisclosure controls and procedures include otsménd procedures designed to provide reasonableance that
such information is accumulated and communicatezlitananagement, including our Chief Executive €&ffiand Chief Financial Officer as appropriateltovatimely
decisions regarding required disclosure. Basedbomanagement's evaluation (with the participatibaur principal executive officer and principatdincial officer), our
principal executive officer and principal financ@ficer have concluded that our disclosure costesid procedures (as defined in Rules 13a-15(e)5ad 5(e) under the
Exchange Act) were effective as of the end of tiieoal covered by this report.

Changes in Internal Control over Financial Repogtin

On May 1, 2012, we completed the acquisition of &&m. We are in the process of integrating Conitgptour systems and control environment as of
September 30, 2013 . We believe that we have thileenecessary steps to monitor and maintain apptepnternal control over financial reporting dgithis integration.
There were no changes in our internal control éwancial reporting during the quarter ended Sepm30, 2013 which were identified in connection with managei’s
evaluation required by paragraph (d) of Rules 13asid 15d-15 under the Exchange Act, that haveriaiyeaffected or are reasonably likely to matByiaffect our
internal control over financial reporting.

PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

Information with respect to this item may be foundNote 12, egal Proceedings and Contingencigspur Notes to Condensed Consolidated Financial
Statements included in Part I, Item 1, of this Qery Report on Form 10-Q, which information isamporated herein by reference.

ITEM 1A. RISK FACTORS

In addition to the other information in this reppthe following factors should be considered cdigfin evaluating our business before purchasingrek of our
stock. The risks facing our business have not obdusgbstantively from those discussed in our AnRegbort on Form 10-K for the year ended DecembeRB812, except
for those risk factors below designated by an asief).

Our quarterly operating results are volatile andfiiult to predict. If we fail to meet the expeatats of public market analysts or investors, thekegprice of ou
common stock may decrease significan@ur net revenues and operating results havedvamgmificantly in the past, are difficult to forest, are subject to numerous
factors both within and outside of our control, andy fluctuate significantly in the future. As @ud, our quarterly operating results could falldvethe expectations of
public market analysts or investors. If that occthie price of our stock may decline.

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

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

« our products are sold through distributors, WHimits our direct interaction with our end cusiens, which reduces our ability to forecast salesinareases the
complexity of our business;

* competitive pressures on selling prit

< the inability to adequately protect or enforce imtiellectual property right
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expenses we are required to incur (or choose tg)ime connection with our intellectual propertiidations

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

risks associated with acquisitions and strategiestments

our ability to successfully integrate, or realibe £xpected benefits from, our acquisiti

fluctuations in exchange rates, particularly theh@nge rate between the U.S. dollar and the Japgees the Euro and the Swiss fr:

the volume and timing of delivery of orders pladgdus with our wafer foundries and assembly subectdrs, and their ability to procure materi
our ability to develop and bring to market new prets and technologies on a timely bz

earthquakes, terrorists acts or other disa:

continued impact of recently enacted changes iarg&s laws and regulations, including potentigks resulting from our evaluation of internal cofg under th
Sarbanes-Oxley Act of 2002;

the lengthy timing of our sales cyc

undetected defects and failures in meeting thetesycifications required by our produ

the ability of our products to penetrate additiomalrkets

the volume and timing of orders received from costes

an audit by the Internal Revenue Service, fardi years 20072009

our ability to attract and retain qualified persel;

changes in environmental laws and regulationsydinf with respect to energy consumption and ckntdiange; ar
interruptions in our information technology syste

If demand for our products declines in our majod enarkets, our net revenues will decreasémited number of applications of our products¢l as cellphone

chargers, standby power supplies for PCs, and pswaplies for home appliances make up a signifipantentage of our net revenues. We expect thighdisant level
of our net revenues and operating results will iowet to be dependent upon these applications ingheterm. The demand for these products hashigkly cyclical and
has been impacted by economic downturns in the pagteconomic slowdown in the end markets thaseme could cause a slowdown in demand for our\\@&en our
customers are not successful in maintaining higkléeof demand for their products, their demandofarICs decreases, which adversely affects ouratipg results. Any
significant downturn in demand in these marketsld/@ause our net revenues to decline and couldedduesprice of our stock to fall.

*QOur products are sold through distributors, whilimits our direct interaction with our end custoregtherefore reducing our ability to forecast sadesl

increasing the complexity of our busineSales to distributors accou nted for 75% of neénewes in the nine months ended September 30, 2834% of net revenues
in the twelve months ended December 31, 2012.r§etlirough distributors reduces our ability to frrst sales and increases the complexity of ounbssj requiring us

to:

manage a more complex supply ch
monitor the level of inventory of our products atk distributor ar
monitor the financial condition and credibrthiness of our distributors, many of which avedted outside of the United States and not pyhtieded
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Since we have limited ability to forecast inventteyels at our end customers, it is possible thetet may be significant build-up of inventorieghe distributor
channel, with the OEM or the OEM'’s contract mantifeer. Such a buildup could result in a slowdowwiiders, requests for returns from customers, queasts to move
out planned shipments. This could adversely impactrevenues and profits. Any failure to managseheomplexities could disrupt or reduce sales opooducts and
unfavorably impact our financial results.

Intense competition in the high-voltage power syppdustry may lead to a decrease in our averadiengeprice and reduced sales volume of our produthe
high-voltage power supply industry is intensely petitive and characterized by significant pricessgrity. Our products face competition from altative technologies,
such as linear transformers, discrete switcher pewgplies, and other integrated and hybrid sahstid¢f the price of competing solutions decreaggsificantly, the cost
effectiveness of our products will be adverselgetiéd. If power requirements for applications inalibour products are currently utilized go outdide cost-effective
range of our products, some of these alternatisfentglogies can be used more cost effectively. thtaoh, as our patents expire, our competitors ddedjally begin using
the technology covered by the expired patentseir firoducts, potentially increasing the perforneattheir products and/or decreasing the coteif products, which
may enable our competitors to compete more effelgtiOur current patents may or may not inhibit competitors from getting any benefit from an egdipatent. Our
U.S. patents have expiration dates ranging fron82022030. We cannot assure that our productsceiitinue to compete favorably or that we will becssful in the
face of increasing competition from new productd anhancements introduced by existing competitorew companies entering this market. We believdailure to
compete successfully in the high-voltage power Buppsiness, including our ability to introduce npmducts with higher average selling prices, waukterially harm
our operating results.

If we are unable to adequately protect or enforaeiatellectual property rights, we could lose merrkshare, incur costly litigation expenses, sufferemental
price erosion or lose valuable assets, any of whimlld harm our operations and negatively impaat mwfitability. Our success depends upon our ability to continue ou
technological innovation and protect our intellettproperty, including patents, trade secrets, dghis and know-how. We are currently engagedtigdtion to enforce
our intellectual property rights, and associategeeses have been, and are expected to remainjahatet have adversely affected our operating teswWe cannot assure
that the steps we have taken to protect our intteiéé property will be adequate to prevent misappation, or that others will not develop compettitechnologies or
products. From time to time, we have received,\@adnay receive in the future, communications afiggiossible infringement of patents or other ietlial property
rights of others. Costly litigation may be neceggarenforce our intellectual property rights ordfend us against claimed infringement. The faitorobtain necessary
licenses and other rights, and/or litigation agsiut of infringement claims could cause us to lmseket share and harm our business.

As our patents expire, we will lose intellectuabpperty protection previously afforded by those peteAdditionally, the laws of some foreign couesrin which
our technology is or may in the future be licensey not protect our intellectual property rightdtie same extent as the laws of the United Stites, limiting the
protections applicable to our technology.

If we do not prevail in our litigation, we will hevexpended significant financial resources, poédigtivithout any benefit, and may also suffer the&slof rights to
use some technologie®Ve are currently involved in a number of patetigdition matters and the outcome of the litigai®ancertain. See Note 12egal Proceedings ar
Contingencies in our Notes to Consolidated Financial StatemeRtsr example, in one of our patent suits thanging company has been found to infringe four af o
patents. Despite the favorable court finding, tifanging party filed an appeal to the damages de®r In another matter, we are being sued for patéimgement in
China, even though we have received an initial fuelgt in our favor, this case is still under theegdp process, and in China the outcome of litigat®n be more
uncertain than in the United States. Should wienately be determined to be infringing another yampatents, or if an injunction is issued agairssthile litigation is
pending on those claims, such result could havedaerse impact on our ability to sell products fbtm be infringing, either directly or indirectlin the event of an
adverse outcome, we may be required to pay substdatnages, stop our manufacture, use, sale, moration of infringing products, or obtain licesde the intellectual
property we are found to have infringed. We hdse acurred, and expect to continue to incur, iiggnt legal costs in conducting these lawsuits|uding the appeal of
the case we won, and our involvement in this ltifmaand any future intellectual property litigatioould adversely affect sales and divert the &ffand attention of our
technical and management personnel, whether csuwit litigation is resolved in our favor. Thuseervf we are successful in these lawsuits, the fileraf this success
may fail to outweigh the significant legal costs wi#l have incurred.

Our international sales activities account for @stantial portion of our net revenues, which sutgers to substantial riskSales to customers outside of the
Americas account for, and have accounted for @lpggtion of our net revenues, including appr oxetya95% of our net revenu es for the nine montidee September
30, 2013, and 95% of our
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net revenues for the year ended December 31, 2002t international sales declined and we werahlm to increase domestic sales, our revenues vaaaléhe and our
operating results would be harmed. Internationlgssimvolve a number of risks to us, including:

« potential insolvency of international distribut@rsd representative

« reduced protection for intellectual property rigitsome countrie

« the impact of recessionary environments in econsmigside the United Stat

» tariffs and other trade barriers and restricti

« the burdens of complying with a variety of foregmd applicable U.S. Federal and state laws

« foreigneurrency exchange ris

Our failure to adequately address these risks amadce our international sales and materiallyahgbrsely affect our operating results. Furthermbeeause

substantially all of our foreign sales are denorit@dan U.S. dollars, increases in the value ofdbkar cause the price of our products in foreigarkets to rise, making o

products more expensive relative to competing petedpriced in local currencies.

We are exposed to risks associated with acquisitiord strategic investment8/e have made, and in the future intend to masgiaitions of, and investments
in, companies, technologies or products in existiated or new markets such as Concept. Acquisitinvolve numerous risks, including but not leito:

« inability to realize anticipated benefits, whichyr@cur due to any of the reasons described belo¥ar other unanticipated reasc
» the risk of litigation or disputes with customesappliers, partners or stockholders of an acqaisitarget arising from a proposed or completedsaation

« impairment of acquired intangible assets anddgdibas a result of changing business conditideshnological advancements or worse-than-expected
performance, which would adversely affect our fitiahresults; and

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

We also in the future may have strategic relatigpsstvith other companies, which may decline in eadmd/or not meet desired objectives. The sucdebsse
strategic relationships depends on various factees which we may have limited or no control anguiees ongoing and effective cooperation with sat partners.
Moreover, these relationships are often illiquigctsthat it may be difficult or impossible for usrhonetize such relationships.

Our inability to successfully integrate, or realite expected benefits from, our acquisitions cadidersely affect our result$Ve have made, and in the future
intend to make, acquisitions of other businessed) as Concept, and with these acquisitions ttseaerisk that integration difficulties may causenosto realize expected
benefits. The success of the acquisitions coul@depin part, on our ability to realize the antatgd benefits and cost savings (if any) from coinigithe businesses of 1
acquired companies and our business, which mayldaker to realize than expected.

Fluctuations in exchange rates, particularly theleange rate between the U.S. dollar and the Jagapes, Swiss franc and Euro, may impact our grasgjim
and net income Our exchange rate risk related to the Japanesegkides two of our major suppliers, Epson anpli,ahat have wafer supply agreements based in U.S
dollars; however, our agreements with Epson andslalpo allow for mutual sharing of the impactoé exchange rate fluctuation between Japanesengetina U.S.
dollar. Each year, our management and these suppéigiew and negotiate pricing; the negotiatedipgi is denominated in U.S. dollars but is subjectontractual
exchange rate provisions. The fluctuation in thehexge rate is shared equally between Power Iritegseand each of these suppliers. We completeddbeisition of
Concept in the second quarter of 2012, which iatled in Biel, Switzerland. Included in the assetpuiired was cash denominated in Swiss francs anal Etich will be
used to fund Concept operations. The functionaleruay of Concept is the U.S. dollar, gains and
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losses arising from the remeasurement of non-fanaticurrency balances are recorded in other indaroar consolidated statements of income, and ma&ienfavorable
exchange rate fluctuations with the Swiss franddoegatively impact our net income.

We depend on third-party suppliers to provide uh wiafers for our products and if they fail to pide us sufficient quantities of wafers, our businesy suffer
We have supply arrangements for the productionaiére with Lapis, Renesas, X-FAB and Epson. Outreets with these suppliers expire in April 2018gist 2014,
December 2020 and December 2020, respectivelyoAdth some aspects of our relationships with Ldpésesas, X-FAB and Epson are contractual, many o
aspects of these relationships depend on theimegt cooperation. We cannot assure that we wiltinae to work successfully with Lapis, Renesa$;A8 and Epson il
the future, and that the wafer foundries' capagitymeet our needs. Additionally, one or more loé$e wafer foundries could seek an early terminaifamur wafer suppl
agreements. Any serious disruption in the supphyafers from Lapis, Renesas, X-FAB or Epson coaldrhour business. We estimate that it would take224 months
from the time we identified an alternate manufaomisource to produce wafers with acceptable manwifimg yields in sufficient quantities to meet oareds.

Although we provide our foundries with rolling f@asts of our production requirements, their abtlitprovide wafers to us is ultimately limited hetavailable
capacity of the wafer foundry. Any reduction in emafoundry capacity available to us could requsgaipay amounts in excess of contracted or aatietpamounts for
wafer deliveries or require us to make other cosioas to meet our customers' requirements, or imaydur ability to meet demand for our productartRer, to the extel
demand for our products exceeds wafer foundry dgpabis could inhibit us from expanding our busss and harm relationships with our customers. dfriiese
concessions or limitations could harm our business.

If our third-party suppliers and independent sulb@mtors do not produce our wafers and assemblérosined products at acceptable yields, our nezmaes
may decline. We depend on independent foundripsaduce wafers, and independent subcontractorssengble and test finished products, at acceptadlidsyand to
deliver them to us in a timely manner. The failaf¢he foundries to supply us wafers at acceptyigliels could prevent us from selling our productetir customers and
would likely cause a decline in our net revenuasgnoss margin. In addition, our IC assembly pregesuires our manufacturers to use a higltiage molding compour
that has been available from only a few suppli€gse compounds and their specified processingtommslrequire a more exacting level of processmthan normally
required for standard IC packages. Unavailabilftpssembly materials or problems with the assemhigess can materially and adversely affect yigidwly delivery
and cost to manufacture. We may not be able totaiaiacceptable yields in the future.

In addition, if prices for commodities used in guoducts increase significantly, raw material cegtsild increase for our suppliers which could resuln
increase in the prices our suppliers charge ush@extent we are not able to pass these costsaur tustomers; this would have an adverse effectur gross margins.

If our efforts to enhance existing products andadtice new products are not successful, we mabpaable to generate demand for our produd@sir success
depends in significant part upon our ability to eleyp new ICs for high-voltage power conversiondgisting and new markets, to introduce these prisdac timely
manner and to have these products selected fayrdegd products of leading manufacturers. New pobéhtroduction schedules are subject to the @siduncertainties
that typically accompany development and delivdrgamplex technologies to the market place, inclgdiroduct development delays and defects. If Wwedaevelop
and sell new products in a timely manner then etirevenues could decline.

In addition, we cannot be sure that we will be dbladjust to changing market demands as quicldycast-effectively as necessary to compete suadssf
Furthermore, we cannot assure that we will be &bietroduce new products in a timely and costfé® manner or in sufficient quantities to meestomer demand or
that these products will achieve market acceptaDae failure, or our customers' failure, to devedoql introduce new products successfully and imaly manner would
harm our business. In addition, customers may defesturn orders for existing products in respauastne introduction of new products. When a pagtigbility exists
we will maintain reserves for customer returns, Beer we cannot assure that these reserves willbguate.

In the event of an earthquake, terrorist act oresttlisaster, our operations may be interrupted andbusiness would be harmedur principal executive offices
and operating facilities are situated near Sandsaa, California, and most of our major supplievijch are wafer foundries and assembly housedpeated in areas th
have been subject to severe earthquakes, sucpas. Many of our suppliers are also susceptiblEher disasters such as tropical storms, typhootsuoamis. In the
event of a disaster, such as the recent earthquakésunami in Japan, we or one or more of our nsaippliers may be temporarily unable to continperations and may
suffer significant property damage. Any
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interruption in our ability or that of our majorpliers to continue operations could delay the dgraent and shipment of our products and have staobal negative
impact on our financial results.

Securities laws and regulations, including potelntisk resulting from our evaluation of internal miwols under the Sarbanes-Oxley Act of 2002, wilit;ue to
impact our results Complying with the requirements of the Sarba®atey Act of 2002 and NASDAQ's conditions for canted listing have imposed significant legal
financial compliance costs, and are expected ttirnes to impose significant costs and managementdouon us. These rules and regulations also még mhanore
expensive for us to obtain director and officebility insurance, and we may be required to aceegticed coverage or incur substantially highersctwsbbtain coverage.
These rules and regulations could also make it riffieult for us to attract and retain qualifiedezutive officers and members of our board of does; particularly
qualified members to serve on our audit committesther, the rules and regulations under the DadaHEWall Street Reform and Consumer Protection ¥bich
became effective in 2011, may impose significasteand management burden on us.

Additionally, because these laws, regulations aaddards promulgated by the Sarbanes-Oxley Actlem®odd-Frank Act are expected to be subject tping
interpretations, their application in practice neayplve over time as new guidance becomes avail@ibis.evolution may result in continuing uncertgirégarding
compliance matters and additional costs necessitgt@ngoing revisions to our disclosure and gozece practices.

Because the sales cycle for our products can bgthgnwe may incur substantial expenses beforeemergte significant revenues, if al@ur products are
generally incorporated into a customer's productseadesign stage. However, customer decisionseour products, commonly referred to as desigis vgian often
require us to expend significant research and dewednt and sales and marketing resources withquassurance of success. These significant resaactdevelopment
and sales and marketing resources often precedmedales, if any, by a year or more. The valuengfdesign win will largely depend upon the comna¢success of
the customer's product. We cannot assure that Weamtinue to achieve design wins or that any giesvin will result in future revenues. If a custandecides at the
design stage not to incorporate our products tstprioduct, we may not have another opportunityafdesign win with respect to that product for maronths or years.

Our products must meet exacting specifications, ardktected defects and failures may occur which caase customers to return or stop buying our potsl
Our customers generally establish demanding spatiins for quality, performance and reliabilitpdeour products must meet these specificationsa¥dsomplex as
those we sell often encounter development delagisray contain undetected defects or failures wirehifitroduced or after commencement of commestighments.
We have from time to time in the past experienaedipct quality, performance or reliability problenifsdefects and failures occur in our products,osald experience
lost revenue, increased costs, including warrarpeese and costs associated with customer suppbdustomer expenses, delays in or cancellationsscheduling of
orders or shipments and product returns or disspamy of which would harm our operating results.

If our products do not penetrate additional marketsr business will not grow as we exp&&e believe that our future success depends inupart our ability to
penetrate additional markets for our products. Aot assure that we will be able to overcome thekeating or technological challenges necessargtepate addition:
markets. To the extent that a competitor peneta@ddgitional markets before we do, or takes markatesfrom us in our existing markets, our net rexesmand financial
condition could be materially adversely affected.

We do not have lontgrm contracts with any of our customers and if/tfal to place, or if they cancel or rescheduléers for our products, our operating resi
and our business may suff@ur business is characterized by short-term customgers and shipment schedules, and the ordeatigrps of some of our large customers
have been unpredictable in the past and will likelyain unpredictable in the future. Not only dtesvolume of units ordered by particular custonvary substantially
from period to period, but also purchase ordersived from particular customers often vary subsidiptfrom early oral estimates provided by thosistomers for
planning purposes. In addition, customer ordersbeacanceled or rescheduled without significangfigrio the customer. In the past, we have expeeemrustomer
cancellations of substantial orders for reasonshéyur control, and significant cancellations dootcur again at any time. Also, a relatively smalinber of distributor:
OEMs and merchant power supplyamufacturers account for a significant portion of cevenues. Specifically, our top ten customerduding distributors, accounted 1
58% of our net revenues in the nine months endpteBer 30, 2013, and 64% in the year ended Deaedih@012 However, a significant portion of these revenae
attributable to sales of our products through itigtors of electronic components. These distritaismil our products to a broad, diverse range dfusers, including
OEMs and merchant power supply manufacturers, whicigates the risk of customer concentration targe degree.
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The IRS is auditing us for fiscal years 2007 thto@§09. If the IRS challenges any of the tax pwsitwe have taken and we are not successful indiefgour
positions, we may be obligated to pay additionakta as well as penalties and interest, and mayzse a higher effective income tax rate in theréu Our operations
are subject to income and transaction taxes itthieed States and in multiple foreign jurisdicticarsd to review or audit by the IRS and state, lacal foreign tax
authorities.

We must attract and retain qualified personneléosbiccessful and competition for qualified persbimtense in our marke©ur success depends to a
significant extent upon the continued service af@ecutive officers and other key management ecdianical personnel, and on our ability to contitaattract, retain ar
motivate qualified personnel, such as experiencetbg design engineers and systems applicatiorinesrg. The competition for these employees is\ggeparticularly
in Silicon Valley. The loss of the services of arenore of our engineers, executive officers oeottey personnel could harm our business. In additf one or more of
these individuals leaves our employ, and we arélerta quickly and efficiently replace those indivals with qualified personnel who can smoothiysion into their
new roles, our business may suffer. We do not lavg-term employment contracts with, and we dohaxte in place key person life insurance policiesamy of our
employees.

Changes in environmental laws and regulations mayease our costs related to obsolete productsiimeaisting inventory Changing environmental regulations
and the timetable to implement them continue toachur customers' demand for our products. Asaltréhere could be an increase in our inventogotdscence costs
for products manufactured prior to our customedspéion of new regulations. Currently we have leditisibility into our customers' strategies to lempent these
changing environmental regulations into their bes& The inability to accurately determine our @ugrs' strategies could increase our inventorysaesated to
obsolescence.

Interruptions in our information technology systerosild adversely affect our busine¥ge rely on the efficient and uninterrupted operatd complex
information technology systems and networks to afgeour business. Any significant system or netveiskuption, including but not limited to new syste
implementations, computer viruses, security bresobeenergy blackouts could have a material advienpact on our operations, sales and operatingtse¥Ve have
implemented measures to manage our risks relategctodisruptions, but such disruptions could etitur and negatively impact our operations anarfiel results. In
addition, we may incur additional costs to remedy damages caused by these disruptions or setueaches.

Uncertainties arising out of economic consequeméesirrent and potential military actions or teriist activities and associated political instabilitpuld
adversely affect our businedske other U.S. companies, our business and opgragisults are subject to uncertainties arisingopbetconomic consequences of current and
potential military actions or terrorist activitiesd associated political instability, and the intpEcheightened security concerns on domestic ategtnational travel and
commerce. These uncertainties could also leadlaysler cancellations of customer orders, a geml@lease in corporate spending or our inabilityftectively market
and sell our products. Any of these results coultstgantially harm our business and results of djpers, causing a decrease in our revenues.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

In October 2012, our board of directors authoriterduse of $50.0 million for the repurchase of cammon stock. Repurchases are executed accordprg-to
defined price/volume guidelines set by the boardictors. In the third quarter of 2013, we did porchase any common stock under the programaitietthen current
stock price levels. As of September 30, 2013 , ae $29.5 million available for future stock repuasks. Authorization of future stock repurchase fanog is at the
discretion of the board of directors and will degp@m our financial condition, results of operatiocapital requirements, business conditions as agedither factors.
ITEM 6. EXHIBITS

See the Exhibit Index immediately following thersdure page to this Quarterly Report on Form 18l¢h 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 causisdréiport to be signed on its behalf by the undessil thereunto
duly authorized.

Dated:

November 1, 2013
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INDEX TO EXHIBITS

EXHIBIT
NUMBER DESCRIPTION
3.1 Restated Certificate of Incorporation. (Filed witle SEC as Exhibit 3.1 to our Annual Report on F&f¥K filed on February 29, 2012, SEC File No.
000-23441.)
3.2 ,zb\gﬁnld;ad and Restated Bylaws. (Filed with the SEExdsbit 3.1 to our Current Report on Form 8-K dilen April 26, 2013, SEC File No. 000-
4.1 Reference is made to Exhibits 3.1 to 3.2.
10.1 Development Addendum to Wafer Supply Agreemengdi&eptember 22, 2013, between Seiko Epson Coiqroeatd Power Integrations
International Ltd.*
10.2 Executive officer Benefits agreement, datedfaluly 26, 2013, between Power Integrations, Imcl Radu Barsan
10.2 Executive officer Benefits agreement, datedfaluly 26, 2013, between Power Integrations, Inc klike Matthews
31.1 Certification of Chief Executive Officer pursuant$ection 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification of Chief Financial Officer pursuant $ection 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification of Chief Executive Officer pursuant$ection 906 of the Sarbanes-Oxley Act of 2002.**
32.2 Certification of Chief Financial Officer pursuawt$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 LinlggaDocument
101.DEF XBRL Taxonomy Extension Definition LinkleaBocument
101.LAB XBRL Taxonomy Extension Label Linkbase Dawent

101.PRE XBRL Taxonomy Extension Presentation LageDocument

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

* Portions of this exhibit have been omitted parsito a request for confidential treatment, whpohtions were omitted and filed separately with Seeurities and
Exchange Commission.

*x The certifications attached as Exhibits 32. H&2.2 accompanying this Form 10-Q, are not dedfiteztiwith the SEC, and are not to be incorpordigdeference
into any filing of Power Integrations, Inc. undbetSecurities Act of 1933, as amended, or the 8®suExchange Act of 1934, as amended, whetheerbatbre
or after the date of this Form 10-Q, irrespectiffammy general incorporation language containedighdiling.

52



[*] = Certain confidential information contained tinis document, marked by brackets, has been ahatte filed separately with the Securities and BErgle Commission
pursuant to Rule 24b-2 of the Securities ExchancfeoR1934, as amended.

Exhibit 10.1

DEVELOPMENT ADDENDUM TO WAFER SUPPLY AGREEMENT

This development addendum (this “ADDENDUM") supplementing the wafer supply agreement between the Parties effective April 1, 2005 (the
“AGREEMENT") is made and entered into as of September 22, 2013, between:

1) SEIKO EPSON CORPORATION, a corporation organized and existing under the laws of Japan and having its principal office at 3-5, Owa 3-
chome, Suwa-shi, Nagano-ken, 392-8502 Japan ("Epson") and

2) POWER INTEGRATIONS INTERNATIONAL LTD., a Cayman Islands corporation having a place of business at P.O. Box 219, Strathvale
House, North Church Street, George Town, Grand Cayman, Cayman Islands ("PI").

Epson and PI are herein referred to collectively as “Parties” and individually as “Party”.

WHEREAS the Parties desire to develop a semiconductor fabrication process referred to by the parties as the “[*] Process” which shall be based on [*]
process and [*] processes (‘DEVELOPMENT?”),

WHEREAS the Parties have had a commercial relationship pursuant to the AGREEMENT and amendments thereto,

now therefore Epson and PI hereby agree to supplement the AGREEMENT with the mutual covenants contained in this ADDENDUM.

DESIGNATIONS

a) [*] process shall be considered [*] consistent with the terms of the AGREEMENT;

b) [*] processes shall be considered [*] consistent with terms of the AGREEMENT;

c) The fabrication of sample wafers during development of the [*] Process shall be considered consistent with the terms for [*] under the
AGREEMENT.

1. SUMMARY OF THE DEVELOPMENT

a) The DEVELOPMENT shall consist of three stages with milestone events for each stage as summarized in the Section IV of this ADDENDUM and
detailed in a separate mutually agreed to [*] Development Plan. Every time each one of such milestone event is completed to the satisfaction of the
Parties, [*] determine whether the DEVELOPMENT shall advance to the next stage or not. [*] shall be entitled to decide not to move on to the next

1

[*] = Certain confidential information contained inis document, marked by brackets, has been afratid filed separately with the Securities and BExge Commission
pursuant to Rule 24b-2 of the Securities ExchangteofA1934, as amended.




stage of the DEVELOPMENT [*] resulting from the decision not to move on to the next stage. [¥] may discontinue the DEVELOPMENT and terminate
this ADDENDUM [*] or [*] if [*] the results of the DEVELOPMENT.

b) Decisions not to move on to the next stage or to discontinue the DEVELOPMENT shall also end the obligations of the Parties to perform the
development tasks set forth in Section Ill of this ADDENDUM. Further, the DEVELOPMENT will be deemed unsuccessful if it is decided not to move on
to the next stage or to discontinue the DEVELOPMENT. However, decisions not to move on to the next stage or to discontinue the DEVELOPMENT
shall have no impact on the other obligations of the AGREEMENT and its amendments or on the non-disclosure and intellectual property provisions in
Sections IX and X of this ADDENDUM.

¢) Notwithstanding the provisions of the preceding two paragraphs, [*] shall not be released from the obligation to [*] in the Section [*] of this ADDENDUM.

d) Epson will fabricate sample wafers required for the DEVELOPMENT.

e) A complete set of technical documentation of the [*] Process shall be included in the results of the DEVELOPMENT.

1. DEVELOPMENT TASKS OF EACH PARTY

Development tasks of each of the Parties in the DEVELOPMENT shall include the following:
a) Epson: [*] and [*] and [*].

b) Pl [*]and [*] and [*] and [*].

THE PARTIES ACKNOWLEDGE AND AGREE THAT ALL TECHNICA L INFORMATION DISCLOSED DURING PERFORMANCE OF THE T ASKS IN
THIS ADDENDUM AND ALL SAMPLE WAFERS DELIVERED UNDER THIS ADDENDUM ARE ON AN “AS IS” BASIS WITHOUT WARRANTY OF ANY
KIND. EXCEPT AS EXPRESSLY PROVIDED OTHERWISE HEREIN, NEITHER PARTY MAKES ANY REPRESENTATION OR WARRANT Y, EXPRESS,
IMPLIED OR STATUTORY, INCLUDING THE IMPLIED WARRANT IES OF MERCHANTABILITY, AND FITNESS FOR A PARTICULA R PURPOSE,
TITLE, AND NON-INFRINGEMENT. FURTHERMORE, NEITHER PARTY MAKES ANY WARRANTY TO THE OTHER PARTY THAT ITS EFFORTS WILL
YIELD ANY PARTICULAR RESULT.

V. SUMMARY OF THE STAGES UNDER THE DEVELOPMENT
a) First stage: [*].

b) Second stage: [*].

c) Third stage: [*].

V. RESULTS OF SUCCESSFUL DEVELOPMENT

a) At the completion of the Third Stage, [*] determine whether the DEVELOPMENT was successful or not. Should the DEVELOPMENT be deemed
successful, Pl shall entrust fabrication of wafers based on the [*] Process with Epson until the cumulative number of wafers fabricated by Epson in mass
production exceeds [*] or [*] have passed since commencement of mass production of wafers based on the results of the DEVELOPMENT of [*] Process
with Epson,
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whichever comes earlier (the “Production Exclusive Period”), and until then Pl shall not entrust a fabrication of wafers based on a successful
DEVELOPMENT of the [*] Process with Epson with any party other than Epson, unless (a) Epson agrees in advance with PI's entrustment of the fabrication
of wafers based on a successful DEVELOPMENT of the [*] Process with Epson to the other party or (b) Epson is unable or unwilling to fulfill PI's
requirements for such wafers.

VI. DEVELOPMENT FEE

PI shall pay the development fee in three installments as follows to Epson, through Epson Electronics America, Inc.:
a) First payment: [*] by [*].

b) Second payment: [*] by [*] subject to the condition that [*].

c) Third payment: [*] by [*] subject to the condition that [*].

d) Library Development Fee: [*] by [*] subject to the condition that [*].

Epson shall separately inform Pl of a bank account to which the installment payments are to be made. The Parties agree that such payments shall be non-
refundable and that in any event Epson shall not be obligated to repay any amount once paid by PI.

The Parties agree that this development fee excludes all customs duties, port dues, and other charges and taxes in connection with the payment of
development fee and/or sample wafers and that Pl shall bear those, if levied.

VII. TREATMENT OF SAMPLE WAFERS TO BE DELIVERED BY EPSON
a) [*] for each sample wafer which Pl requests and Epson delivers to PI. [*] for each sample wafer shall be determined by Epson and Pl separately.

b) [*] for sample wafers which Pl has not requested, but Epson delivers to PI at [*].

The Parties agree that all customs duties, port dues, and other charges and taxes in connection with delivery of such sample wafer shall be [*], if levied.

VIIL. RESPONSIBILITIES REGARDING THE [¥] PROCESS
The following outlines rules regarding responsibility when utilizing the [*] Process in the fabrication and/or mass production of wafers based on the [*]
Process.

a) Epson shall be responsible for any problem arising from its [*¥] process.

b) Pl shall be responsible for any problem arising from its [*] process and/or its design.
Notwithstanding the provision a) of this paragraph, if PI's entrusts the fabrication of wafers based on a successful DEVELOPMENT of the [*] Process to any
party other than Epson in accordance with Section V, EPSON shall [*] regarding the wafers fabricated by such party using the [*] PROCESS.
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IX. INTELLECTUAL PROPERTY RIGHTS
a) Each Party shall retain and/or obtain any and all intellectual property rights consistent with the terms of the AGREEMENT and designations above.

b) [*] may utilize the [*] Process for ICs for [*] final products distributed under its own brand if [¥], provided, however, that, [*] will not sell such ICs to

any third party for any other purpose than incorporation into [*]-branded finished products. [*] anticipates that [*] utilization by [*] of the [*] Process to fabricate

[*]ICs.

c) Upon completion of the Production Exclusive Period, Pl may entrust the production of wafers using the [*] Process with any entity whatsoever without
any liability to Epson and Epson hereby grants Pl a [*] license (including license of necessary intellectual property rights), [*], to exploit and use the [*]
Process (including, without limitation, the [*] Process and all deliverables set forth in the SOW) in any manner. The Parties further agree that in the
event Pl entrusts fabrication of wafers based on the [*] Process with any party other than Epson, Epson shall [*] in connection with, [*] such entrustment
and/or wafer production, including [*].

X. NON-DISCLOSURE

The Parties agree that by executing this ADDENDUM , the “Non-Disclosure Agreement” executed by and among Epson, Pl and Epson Electronics America,
Inc. as of May 30 ", 2011 (“NDA”) shall be superseded by the AGREEMENT and any “Confidential Information” disclosed under the “Non-Disclosure
Agreement will be covered by the terms of the AGREEMENT.

XI. TERM
This ADDENDUM shall become effective on the date first above written and shall remain in force until the termination of the AGREEMENT. Sections |, IX, X
and XII shall survive termination of this ADDENDUM.

XIl. GOVERNING LAW

This ADDENDUM shall be solely and exclusively governed by, construed and interpreted in accordance with the laws of the State of California, USA, without
giving effect to its conflicts of law provisions. Each Party hereby irrevocably agrees and expressly consents to the non-exclusive jurisdiction of, and venue in,
the state and federal courts in Santa Clara County, California, for any dispute, difference or controversy arising from or relating to this Agreement. The
Parties agree that the United Nations Convention on Contracts for the International Sale of Goods is specifically excluded from, and shall not apply to, this
ADDENDUM.
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IN WITNESS WHEREOF, the parties hereto have executed this ADDENDUM by authorized representative of the parties:

Seiko Epson Corporation

By: /sl Kazuhiro Takenaka
Name: Kazuhiro Takenaka
Title: Deputy COO of Microdevices

5

Power Integrations International LTD.

By: /sl John Tomlin
Name: John Tomlin
Title: President

[*] = Certain confidential information contained finis document, marked by brackets, has been afratid filed separately with the Securities and BExge Commission

pursuant to Rule 24b-2 of the Securities ExchangteofA1934, as amended.



Exhibit 10.2
POWER INTEGRATIONS, INC.

EXECUTIVE OFFICER BENEFITS AGREEMENT
This Executive Officer Benefits Agreement(the “Agreement” ) is made and entered into as of July 26, 2013 ‘{#ffective Date” ), by anc
betweerPower Integrations, Inc., a Delaware corporation, (the&Company”’) and Radu Barsan, Executive”).
Recitals

A.  Executive is an executive officer of the Company aossesses valuable knowledge of the Companpugsmess and operations, and
markets in which the Company competes.

B. The Company draws upon the knowledge, égpee and advice of Executive in order to managbusiness for the benefit of the Company

stockholders.

C. The Board of Directors desires to supplankecutives employment arrangements so as to provide additmmmpensation and benefite
the Executive to encourage Executive to continudewote his attention and dedication to the Compard/to create additional incentives to contints
employment with the Company.

D. For the purposes of this Agreement ti@ption Effective Date shall mean the Effective Date.

Agreement

Therefore, in consideration of the mutual agreements, covenamd considerations contained herein, the undwdichereby agree &
acknowledge as follows:

1. The parties hereby agree to the terms hereof, dimguthe terms set forth on Exhibit A hereto. TheaRl of Directors has determir
Executive shall be eligible to receive the bendfiseunder immediately upon the Effective Date simall not be subject to the requirement of compd
one year of continuous service as an executiveaftf the Company prior to receiving such bengfissset forth in Section 1(h).

2. This Agreement may only be modified or amended bupplemental written agreement signed by Exexand the Company.
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In Witness Whereof,the undersigned have executed tExecutive Officer Benefits Agreementjntending to be legally bound as of the Effec
Date.

COMPANY: Power Integrations, Inc.

By: /s/ Balu Balakrishnan
Name: Balu Balakrishnan
Title: President and CEO

Date:July 26, 2013

EXECUTIVE:
By: /s/ Radu Barsan
Radu Barsan
Date:July 26, 2013

Address for Notice: Executive's home
address as reflected in the records of
the Company




Exhibit A

TERMS OF EXECUTIVE OFFICER BENEFITS AGREEMENT

Executive: Radu Barsan

Effective Date July 26, 2013

1. Definitions . As used in this Agreement, unless the contextires a different meaning, the following terms shalve the meanings set fc
herein:

(@) “Bonus Stock Unit Award means a restricted stock unit award issued by trepgany to Executive that is a performance <
unit award.
(b) “ Cause” means:
@ A material act of theft, dishonesty, fraud, intenll falsification of any employment or Companyarls or th

commission of any criminal act which impairs Exéeefs ability to perform his/her duties under tihigreement;
(i) A material improper disclosure of the Compasgbnfidential, business or proprietary informatiynExecutive;

(i) Any action by Executive intentionally causing opegted to cause material harm to the reputationstartting of th
Company, or gross negligence or willful miscondadhe performance of Executive’s assigned duties ot mere unsatisfactory performance); or

(iv) The Executives conviction (including any plea of guilty or natontendere) for a felony causing material harrrhé
reputation and standing of the Company, as detewiriry the Company in good faith.

(c) “ Change of Control’ means:
0] Any “ person” (as such term is used in Sections 13(d) and 14(theoSecurities Exchange Act of 1934, as ame
(the “Exchange Act”))pther than a trustee or other fiduciary holdingusites of the Company under an employee benedih pif the Company becon
the “beneficial owner” (as defined in Rule 13gromulgated under the Exchange Act), directlindirectly, of securities of the Company represan&0¥%
or more of (A) the outstanding shares of commonkstd the Company or (B) the combined voting powakthe Company’s then-outstanding securities;

(i) The Company is party to a merger or consolidatidnckv results in the holders of voting securitiestted Compan
outstanding immediately prior thereto failing tontiaue to represent (either by remaining outstagdinby being converted into voting securities o
surviving entity) at least 50% of the combined mgtpower of the voting securities of the Compangueh surviving entity outstanding immediately &
such merger or consolidation;

(i) There occurs a change in the Board of Dirextof the Company within a twgear period, as a result of which fe!
than a majority of the Directors are Incumbent Blioes. For purposes of this Agreement, an “IncurbBerector” is any director who is either:




(A) A director of the Company as of January 1, 2013

(B) A director who is elected or nominated for &tatto the Board of Directors of the Company wttle affirmative votes of
least a majority of the Incumbent Directors attihee of such election or nomination (but shall mmiude an individual whose election or nominatisin
connection with an actual or threatened proxy intdating to the election of directors to the Qamy).

(iv) The sale or disposition of 50% or more of thempanys assets (or consummation of any transaction haimdar
effect); or
(v) The dissolution or liquidation of the Company.
(d) “ Code” means the Internal Revenue Code of 1986, as agtend
(e) “ Company” shall mean Power Integrations, Inc., and followan@hange of Control, any successor or assign tougines

and/or assets that agrees or otherwise becomesl bguall the terms and provisions of this Agreemsnbperation of law.

® “ Competition” shall mean rendering services for any organizabioengaging in any business directly competitivéhwine
Company or materially contrary or harmful to théemests of the Company, including, but not limited(i) accepting employment with, or serving
consultant, advisor or in any other capacity te, division or other portion of the business of anyployer which competes directly with the Compéiiy
materially acting against the interest of the Conypar (iii) personally recruiting, directly or indictly, any person who is then an employee o
Company.

“ Good Reasori means the occurrence of any of the following dbads, without Executive’s written consent, whicbndition
(s) remain(s) in effect 20 days after written netio the Board from Executive of such conditionifs3uch notice is given within one year of the weenct
of such condition(s):
0] A material decrease or planned decrease in lxexs annual salary, the cash value of Execusivirget annu
incentive bonus (whether consisting of cash or Bo8tock Unit Awards, measured as of the date afth@ employee benefits following a Chang:
Control;

(i) A demotion, a material reduction in Executiggosition, responsibilities or duties or a materaverse change
Executives substantive functional responsibilities or dytigvided, however, that in the event of a Chaofy€ontrol, Executive will not be deen
demoted nor his position, responsibilities or dutieaterially reduced or his substantive functiaeaponsibilities or duties materially adverselyrayed i
Executive is responsible for substantially the sdumetion that Executive had in the Company anchduaction and the responsibilities and dutiesebi
are similar to those of like situated employeethefacquirer employed in other subsidiaries, divisj or units.

(i) The relocation of Executive’ work place for the Company to a location morentfifty (50) miles from the curre
location of Executives work place or a material adverse change in theimg conditions or established working hours whpsrsist for a period of <
continuous months; or

(iv) Any material breach of this Agreement by then@pany.

(h) “ New Executive’ means an Executive who has served as an exealftittee Company for fewer than five years. Exeaitiv
service to the Company as an executive will be dekto begin upon the date of commencement of emy@ay as an executive officer or upon the da
promotion to an executive officer position. A Newe€gutive will be first eligible for the benefits dier this Agreement upon the completion of one wé
continuous service as an executive officer of tben@any, unless the Board of Directors or Compeosaiommittee determines otherwise.
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@) “ Non-Bonus Stock Unit Award’ means a restricted stock unit award issued by thep@ny to Executive other thai
performance stock unit award.

@) “ Permanent Disability’ means that:
0] The Executive has been incapacitated by bodilyrynr disease so as to be prevented thereby frayagémg in th
performance of the Executive’s duties;
(i) Such total incapacity shall have continueddagueriod of six consecutive months;
(iii) Such incapacity will, in the opinion of a qualifipthysician, be permanent and continuous duringehwinder of th
Executive’s life; and
(iv) Such incapacity results in Executive’'s Separafrom Service.
(k) “ Release of Claim& means the release of claims required by Secttoafthis Agreement.
oot 0] “ Section 409& means Section 409A of the Code and the regulatiodsother guidance thereunder and any state lamitr
effect.
(m) “ Senior Executive’ means an Executive who has served continuousiy &ecutive of the Company for at least five ye

Executives service to the Company as an executive will lemdel to begin upon the date of commencement ofeymant as an executive officer or uj
the date of promotion to an executive officer pgoait

(n) “ Separation from Servic& means a “separation from service” for the purposeSection 409A with respect to the Company.
(o) “ Stock Unit Award’ means a Bonus Stock Unit Award or a Non-BonusStonit Award.
() “ Termination of Employment means Executive’s Separation from Service thstilte from:

0] Any termination of employment of the Executivg the Company without Cause; or

(i) Any resignation by the Executive for Good Reas

“Termination of Employmentshall not include any termination of the employmehthe Executive (a) by the Company for Cause;a®)a result
Permanent Disability of the Executive; (c) as aultesf the death of the Executive; (d) as a resfilthe voluntary termination of employment by
Executive for reasons other than Good Reason;)@ {ermination Upon Change of Control.

Q) “ Termination Upon Change of Contrdl means Executive’'s Separation from Service thsitilts from:
@ Any termination of the employment of the Executbwethe Company without Cause on or within eight€e8) month

after (i) the occurrence of a Change of Control{iprthe date that the person serving as of tHedffze Date as Chief Executive Officer of the Camy
ceases to serve in such office; or




(i) Any resignation by the Executive for Good Reasothiwieighteen (18) months after (i) the occurreata Change ¢
Control or (ii) the date that the person servingfahe Effective Date as Chief Executive Officéttoee Company ceases to serve in such office.
“Termination Upon Change of Contrathall not include any termination of the employmehthe Executive (a) by the Company for Causeata resu
of the Permanent Disability of the Executive; (s)aaresult of the death of the Executive; or (d assult of the voluntary termination of employrnlen the
Executive for reasons other than Good Reason.

2. Position and Duties.Executive shall continue to be anvatt employee of the Company employed in his/hemrent position at his/h
then current salary rate. Executive shall alsorii¢led to continue to participate in and to reeebenefits on the same basis as other executigerio
staff members under any of the Compangmployee benefit plans as in effect from timeinge. In addition, Executive shall be entitled ke tbenefit
afforded to other employees similarly situated urttie Companys vacation, holiday and business expense reimbersepolicies. Executive agrees
devote the business time, energy and skill necgssagxecute his/her duties at the Company. Thesegshall include, but not be limited to, anyiels
consistent with his/her position which may be assijto Executive from time to time.

3. Acceleration of Vesting of Stock Options and Stocklnit Awards Upon a Change of Control. In the event of a Change of Cont
and provided that Executive’'s employment with trpany has not terminated prior to such date, Bkecahall be entitled to the following benefits:

@) All stock options granted by the Company to thedtiee prior to the Change of Control shall haveirtivesting accelerat
such that 25% of the then unvested shares willdmmed vested and exercisable as of the consumnutitie Change of Control. Notwithstanding
foregoing, if the Change of Control does not regjulte assumption or substitution by the acquiringitye (or parent thereof) of all of the Compasy’
obligations of the then outstanding stock optidhen (i) if Executive is a New Executive, 50% oé tiihen unvested shares will be accelerated andeb
vested and exercisable ten (10) days prior to tmswummation of the Change of Control; or (ii) ifé€xtive is a Senior Executive, 100% of the
unvested shares will be accelerated and deemeeldvastl exercisable ten (10) days prior to the aonsation of the Change of Control.

(b) Each NorBonus Stock Unit Award granted by the Company ® Executive prior to the Change of Control shalWenits
vesting accelerated such that 25% of the then tedeshares will be deemed vested as of immediatédy to the consummation of the Change of Cor
Such vesting acceleration shall be applied protmtach previously unvested portion of the NBomus Stock Unit Award. Notwithstanding the foregp
if the Change of Control does not or will not résalthe assumption or substitution by the acqgiemtity (or parent thereof) of all of the Execefa/thet
outstanding unvested Ndwnus Stock Unit Awards, then (i) if Executive ilNaw Executive, 50% of the then unvested sharelsbsildeemed vest
effective as of immediately prior to the consummatdf the Change of Control; or (ii) if Executivea Senior Executive, 100% of the then unvesterks
will be deemed vested effective as of immediatelgrto the consummation of the Change of Conffbke shares vesting pursuant to this Section 3(b
be issued or converted and paid in accordance S&ittion 3(d). Except as otherwise provided in tpplieable award agreement, the portion of
unvested NorBonus Stock Unit Award that is not assumed (or@prepriate substitution provided) and that doesvest based on this Section 3(b) wil
forfeited by Executive and will be of no furtherde or effect.

(c) If the Change of Control does not or will not résnlthe assumption or substitution by the acqugientity (or parent thereof)
all of the Executives then outstanding unvested Bonus Stock Unit Awattils then unvested shares at 100% of target wildbemed vested in 1
proportion that the number of days in the perforcegperiod prior to the Change of Control bearhitotbtal number of days in the performance pefibd
shares vesting pursuant to this Section 3(c) valligsued or converted and paid in accordance watitic@h 3(d). Except as otherwise provided in
applicable award agreement, the portion




of any unvested Bonus Stock Unit Award that isasgumed (or an appropriate substitution providad)that does not vest based on this Section 3(t
be forfeited by Executive and will be of no furterce or effect.

(d) If the Stock Unit Award does not constitute feleed compensationivithin the meaning of Section 409A, the sharesing
pursuant to Section 3(b) or Section 3(c) will beuisd in respect of the Stock Unit Awards immedyapeior to the consummation of the Change of Cdr
If the Stock Unit Award does constitute “deferremmpensation’within the meaning of Section 409A, the Companyllsiakke commercially reasonal
efforts to cause the shares vesting pursuant thoBe®(b) or Section 3(c) to be issued immediafeipr to the Change of Control without adverse ppe
tax consequences to Executive pursuant to Sec@8A .4if the Stock Unit Award does constitute “deégr compensationivithin the meaning of Secti
409A and the shares vesting cannot be issued inatedgiprior to the Change of Control without adeepgrsonal tax consequences to Executive pul
to Section 409A, the shares vesting pursuant tdid®e8(b) or Section 3(c) will be converted inteethame consideration received by the holders ¢
Companys common stock pursuant to the Change of Contnol,saich consideration will be issued in accordamitie the delivery schedule for such St
Unit Award in effect immediately prior to the Changf Control.

(e) In the event of a Change of Control, the Corgpamdertakes to facilitate Executigefeceipt of the benefits set forth in-
section by providing written notice to Executive]east ten (10) days in advance of the closingueh transaction, which (i) indicates the anti@patminc
and material economic terms of the anticipatedstation and (ii) references the Executsvaghts under this Section 3. The Company shat akovid:
appropriate option exercise forms and instructimnassist Executive in exercising his or her rightacquire securities of the Company on or priothi
consummation of the Change of Control. Executivstiengly encouraged to consult with his or heraax financial advisor prior to electing to exee
any option pursuant to this Agreement.

4, Termination Upon Change of Control.

(@) Severance Benefits In the event of the ExecutiveTermination Upon Change of Control, Executivellsha entitled to th
following separation benefits:

0] All salary, accrued but unused vacation eartt@dugh the date of Executiwetermination and the cash value
Executives target annual incentive bonus (whether consisifrgash or Bonus Stock Unit Awards, measured d@heflate of grant) for the year in wh
such termination occurs, prorated based on dagsighrthe date of termination (i.e., the Execusveodnus for the year upon achievement of 100% ¢
applicable targets multiplied by a fraction the muator of which is the number of days in the amtlie performance period prior to such terminatit
employment and the denominator of which is thel tutanber of days in the applicable performancequdri

(i) Within fourteen (14) days of submission of propgrense reports by the Executive, reimbursemenh®&yCompany fc
all expenses reasonably and necessarily incurrédebigxecutive in connection with the businesshief€ompany prior to his termination of employment.

(iii) (i) if Executive is a New Executive, paymeunitan amount equal to six (6) months of Execusvgighest annual sale
from the Company and 50% of the cash value of Biexs target annual incentive bonus (whether consistingash or Bonus Stock Unit Awar
measured as of the date of grant) as in effect treealate of such termination to be paid in a Ilsum on the sixtieth (60) day following such terminatic
as provided in Section 15; or

(ii) if Executive is a Senior Executive, paymentasf amount equal to (a) six (6) months of Execlsiieghest annu
salary from the Company and 50% of the cash vallexecutives target annual incentive bonus (whether consisifrcash or Bonus Stock Unit Awar
measured as of the date of grant) as in effecf teealate of such termination to be paid in a llsum on the sixtieth (60) day




following such termination as provided in Sectidh dnd (b) up to an additional six (6) months offssealary and 50% of such bonus, less applit
withholding, shall be paid, subject to Section itbratable monthly installments for six months mtiuExecutive secures new employment, which
occurs earlier.

(iv) The ability to exercise any and all vested optignanted after the Option Effective Date (and angte® option
granted prior to the Option Effective Date but otdythe extent that such extension of exercisgbaibuld not require the Company to incur a compgos
expense for financial statement purposes) for t&v€l\2) months from the date of termination of empient.

(V) The vesting of all stock options granted by the @any to the Executive and outstanding immediateigrfo sucl
Termination Upon Change of Control shall have thiesting accelerated, such that (i) if Executiva Mew Executive, 50% of the then unvested shailé
be deemed vested and exercisable as of the d&tenthation of employment; or (i) if Executive &Senior Executive, 100% of the then unvested s
will be deemed vested and exercisable as of theafdermination of employment.

(vi) The vesting of all NorBonus Stock Unit Awards granted by the Companyteditive and outstanding immedial
prior to such Termination Upon Change of Contralshave their vesting accelerated, such that {Axecutive is a New Executive, 50% of the t
unvested shares will be deemed vested as of teeoflhe Termination Upon Change of Control; or ifExecutive is a Senior Executive, 100% of ther
unvested shares will be deemed vested as of tkeofiftte Termination Upon Change of Control. Thareh vesting pursuant to this Section 4(a)(vi) b4
issued in accordance with Section 4(a)(viii). Excapotherwise provided in the applicable awareageent, the portion of any unvested N&onus Stoc
Unit Award that does not vest based on this See{aj(vi) will be forfeited by Executive and wiletof no further force or effect.

(vii) The vesting of all Bonus Stock Unit Awards granbgdthe Company to Executive and outstanding imntelyigriot
to such Termination Upon Change of Control shallehtneir vesting accelerated, such that any undeéBtaus Stock Unit Award at 100% of target wil
deemed vested to the extent of a fraction the natmeof which is the number of days in the appliegierformance period prior to such Termination k
Change of Control and the denominator of whichhis total number of days in the applicable perforceaperiod. The shares vesting pursuant tc
Section 4(a)(vii) will be issued in accordance waection 4(a)(viii). Except as otherwise providadhe applicable award agreement, the portion g
unvested Bonus Stock Unit Award that does not based on this Section 4(a)(vii) will be forfeiteyl IBxecutive and will be of no further force or effe

(viii) If the Stock Unit Award vesting pursuant ®ection 4(a)(vi) or (vii) does not constitute “deéel compensation”
within the meaning of Section 409A, the sharesinggtursuant to Section 4(a)(vi) or (vii) will besued in respect of the Stock Unit Award on thé&eth
(60™) day following the Termination Upon Change of Gohas further provided in Section 15 hereof. & tBtock Unit Award does constitutdeferre:
compensationivithin the meaning of Section 409A, the sharesimggpursuant to Section 4(a)(vi) or (vii) will besued in accordance with the deli
schedule for such Stock Unit Award in effect imnaelly prior to the Termination Upon Change of Cohtr

(b) Benefits Continuation.

0] In the event of Executive’ Termination Upon Change of Control, Executivelldha entitled to elect continued medi
and dental insurance coverage in accordance wétlapplicable provisions of the Consolidated OmniBudget Reconciliation Act of 1985, as amen
(“COBRA") and the Company shall pay such COBRA premiumsifaix (6) months from the date of termination ofiloyment, if Executive is a Ne
Executive; or (ii) twelve (12) months from the datetermination of employment, if Executive is an®& Executive. Notwithstanding the above, in
event Executive becomes eligible to be covered uadether employes’ group health plan (other than a plan which impasegreexisting conditic
exclusion unless the preexisting condition exclugloes not apply) during the period provided fareire the Company shall cease payment of the CC
premiums; and




(i) Executive shall receive the benefits, if ampder the Compang’401(k) Plan and other Company benefit plans tich
he may be entitled pursuant to the terms of suahspl

5. Termination of Employment .

(@) Severance Benefits In the event of the Executiv@Termination of Employment, Executive shall betktt to all separatic
benefits provided in Section 4(a)(i) and 4(a)(bpse. In addition, Executive shall be entitledito(§) months of Executive’ highest annual salary (with
Company) and 50% of the cash value of Execuiva’get annual incentive bonus (whether consisifrgash or Bonus Stock Unit Awards, measured
the date of grant) as in effect as of the dataiohdermination, all less applicable withholdingjcin a lump sum within sixty (60) days of suctménatior
as provided in Section 15.

(b) Benefits Continuation.

0] In the event of Executive’'Termination of Employment, Executive shall batktt to elect continued medical and de
insurance coverage in accordance with the appbgatavisions of COBRA and the Company shall payhnSDOBRA premiums for six (6) months from
date of termination of employment. Notwithstandihg above, in the event Executive becomes eligibbke covered under another emplogatoup heali
plan (other than a plan which imposes a preexistigdition exclusion unless the preexisting conditexclusion does not apply) during the pe
provided for herein, the Company shall cease paywfethe COBRA premiums; and

(i) Executive shall receive the benefits, if anpder the Compang’401(k) Plan and other Company benefit plans tch
he may be entitled pursuant to the terms of suahspl

6. Retirement Benefits.
@ In order to be eligible for the Retirement Benefiescribed in Section 6(b) below, the Executive trmeset both of the followir
criteria:
@) At the time of Executives termination of employment with the Company (ottiem in circumstances in which s

termination (i) constitutes a termination with Caws (ii) does not qualify as a Separation fromvige)), the Executive has (1) achieved the age cdri
served the Company for at least 15 years; or [esed the age of 55 and served the Company fieaat 10 years; provided, however, if such ternimm
of employment also constitutes a Termination of Exypment or a Termination Upon Change of Controle&ixive must elect within thirty (30) days
such termination to receive either the benefitvidied in Section 4 or Section 5, as applicableherbenefits provided in this Section 6; and

(i) At any time during which the Executive is receiviRgtirement Benefits, the Executive shall not (@)elmployed or ¢
contract full time by a third party (excluding amprofit organization described in Section 501(c)¢8)the Code) or (2) engage in Competition. If
Executive engages in either (1) or (2), then atir®ment Benefits shall terminate immediately aechpanently.

(b) If both conditions in Sections 6(a)(i) and 6(a)@hove are satisfied, the Executive shall be edtitsubject to Section 15,
receive the following ‘Retirement Benefits”

0] The ability to exercise any and all options graraétdr the Option Effective Date (and any optionanged prior to th
Option Effective Date but only to the extent thatls extension of exercisability would not requihe tCompany to incur a compensation expens
financial statement purposes) to the extent sutiormpare vested as of the date of terminatiomgfleyment for the earlier of: (i) the term of thgtion ol
(ii) five years; and




(i) The Company shall pay the Executigghedical and dental premiums until the Executt@ieves the age of Medici
eligibility, and additionally, if the Executive’s edical and dental coverage on the date of ternoinaticluded the Executive'dependents, the premium:
such dependents until the Executive achieves th@alledicare eligibility as follows:

(A) COBRA Continuation Coverage. Upon the termination of Executiweactive employment with the Company, Exect
shall be entitled to elect continued medical andtalensurance coverage in accordance with theiGgpé provisions of COBRA and the Company ¢
pay such COBRA premiums. Notwithstanding the abavéhe event Executive becomes eligible to be memv@inder another employsrgroup health ple
(other than a plan which imposes a preexisting itimmdexclusion unless the preexisting conditiorlagion does not apply) during the period proviftm
herein, the Company shall cease payment of the GOBBmiums.

(B) Coverage After COBRA & Prior to Medicare Eligibilit y . In the event the Executive is not eligible forditeare coverac
at the end of his maximum applicable COBRA covenageod, then, the Executive shall identify andali@ceither or both an individual conversion pc
through the insurer providing insurance coverageoinnection with the Company sponsored medicaldamdal plans available to active employees (the *
Conversion Policy’), and/or a supplemental individual policy or adividual policy on the open market (théntlividual Policy ") to be effective upon tl
termination of his COBRA continuation coverage lsattwhen the coverages for Executive providedhieyGonversion Policy and/or the Individual Pc
are combined, such coverages provide substansiatiijar medical and dental benefits in the aggregatthose provided under the medical and deraat
sponsored by the Company at such time, or at amg difter the termination of Executive’'s employméait,active employees (theComparable Coverag
"). The Company shall be responsible for the paymeanhgfConversion Policy premiums and/or Individuali¢y premiums for the Comparable Cover
which payment shall not exceed the cost of premifonsnedical and dental coverage for then activglegees. If Executive is at such time eligible
participate under the Company Plans, Executive Ivéllentitled to so participate. The Company wik e®@mmercially reasonable efforts to provide
Executive will continue to be eligible for coverageder the Company Plans, unless the Board of ire@r Compensation Committee determines
such coverage would create an undue burden on dhgp&ny. Notwithstanding the above, in the eventchtiee becomes eligible to be covered ui
another employes group health plan (other than a plan which imp@spreexisting condition exclusion unless theistieg condition exclusion does |
apply) during the period provided for herein, then@pany shall cease payment of such premiums.

(C) Coverage After COBRA & Upon Medicare Eligibility . In the event the Executive is eligible for Medi&aoverage at tl
end of his maximum applicable COBRA coverage peribd Executive may identify and locate a Medicarpplemental policy, which may include, to
extent permitted, the medical and dental plans spredl by the Company at such time for active engasy(the “Company Plansthat, when combine
with the coverage provided by Medicare, providesn@arable Coverage. If Executive is at such timgildi to participate under the Company PI
Executive will be entitled to so participate; prded that Executive shall be solely responsibletfierpayment of any Medicare premiums and/or Me
supplemental policy premiums for the Comparable eCage (including, if applicable, any premiums untter Company Plans). The Company will
commercially reasonable efforts to provide thatdixive will continue to be eligible for coveragedan the Company Plans, unless the Board of Dirs
or Compensation Committee determines that suchrageevould create an undue burden on the Company.

(D) Taxes. The Executive shall be responsible for any takas may be attributable to or result from the pagta made by ti
Company in accordance with this Section 6(b)(iiyemeipt of medical and dental benefits attribugablor result from such payments.

7. Termination of Employment due to Death or PermanenDisability .




@) In the event of (i) the Executiweteath during his employment with the CompanytaedExecutive having satisfied the crits
provided at Section 6(a)(i) as of or prior to theedof his death or (ii) the Executigedeath during the period while Executive was rgngi Retiremer
Benefits as a result of compliance with the critgriovided at Section 6(a)(i) and 6(a)(ii), (1) Beecutives legal representative or any person empov
to act on his behalf under his will or under therttapplicable laws of descent and distributionldtmlentitled to the extension of the term of stopkior
exercisability pursuant to Section 6(b)(i) and {23 Executives dependents, to the extent applicable, shall bideehto the medical and dental bene
pursuant to Section 6(b)(ii)(A) for that period of time until the Executive wduwhave achieved the age of Medicare eligibilitth# Executive had live

(b) In the event of the Executive’Permanent Disability during his employment witle tCompany and the Executive hay
satisfied the criteria provided at Section 6(a)ifile Executive, and to the extent applicable, leisethdents, shall be entitled to the benefits pexliit
Section 6(b)(i) and 6(b)(ii)(A)-(D).

8. Payment of Taxes. All payments made to Executive under this Agreenshall be subject to all applicable federal atadesincome
employment and payroll taxes, including all withtioh taxes.

9. Parachute Payment. In the event that any of the payments and bengpfibvided for in this Agreement or otherwise pdgeb the
Executive (a 280G Payment) would (i) constitute a “parachute paymemtithin the meaning of Section 280G of the Code, @ipdut for this sentenc
be subject to the excise tax imposed by Sectior® 46%he Code (the Excise Tax”), then any such 280G Payment pursuant to thisségrent (a “
Payment”) shall be equal to the Reduced Amount. ThReduced Amount shall be either (i) the largest portion of the Papithat would result in 1
portion of the Payment (after reduction) being sabjo the Excise Tax or (ii) the largest portiap,to and including the total, of the Payment, \ubice
amount (i.e., the amount determined by clauser @ycclause (i), after taking into account alp#ipable federal, state and local employment takesme
taxes, and the Excise Tax (all computed at thedsighpplicable marginal rate), results in the gcky Executive, on an aftéax basis, of the grea
economic benefit notwithstanding that all or soroeipn of the Payment may be subject to the ExTase If a reduction in a Payment is required pung
to the preceding sentence and the Reduced Amouetésmined pursuant to clause (x) of the precederence, the reduction shall occur in the mz
(the “ Reduction Method”) that results in the greatest economic benefit feedstive. If more than one method of reduction wdbult in the san
economic benefit, the items so reduced will be cedupro rata (the Pro Rata Reduction Method). Notwithstanding the foregoing, if the Reduct
Method or the Pro Rata Reduction Method would tesubny portion of the Payment being subject taesapursuant to Section 409A that would
otherwise be subject to taxes pursuant to Secti®A4then the Reduction Method and/or the Pro Raeduction Method, as the case may be, sh:
modified so as to avoid the imposition of taxesspant to Section 409A as follows: (A) as a firsbpty, the modification shall preserve to the dess
extent possible, the greatest economic benefiEf@cutive as determined on an aftex-basis; (B) as a second priority, Payments dhatcontingent ¢
future events (e.g., being terminated without causteall be reduced (or eliminated) before Paymthrgsare not contingent on future events; andaiCi
third priority, Payments that are “deferred compios” within the meaning of Section 409A shall be redu@&deliminated) before Payments that are
deferred compensation within the meaning of Secti@®A. Unless the Company and the Executive otlsenagree in writing, any determination requ
under this Section 9 shall be made in writing ljejpendent public accountants appointed by the Coyngiad reasonably acceptable to the Executive'(the
Accountants”), whose determination shall be conclusive and bindipgn the Executive and the Company for all purpo$be Company shall bear
costs the Accountants may reasonably incur in odtiore with such determination, and the Company tredExecutive shall furnish to the Account:
such information and documents as the Accountaaisrerasonably request in order to make a deterioimahder this Section 9.

10. Exclusive Remedy. The payments and benefits provided for in SectipiSection 5, Section 6 or Section 16 shall ctutstithe
Executives sole and exclusive remedy for any alleged injrpther damages arising out of the cessation @fethployment relationship between
Executive and the Company.




11. Proprietary and Confidential Information . The Executive agrees to continue to abide bytelras and conditions of any Compasny’
confidentiality and/or proprietary rights agreembetween the Executive and the Company.

12. Arbitration . Any claim, dispute or controversy arising outtbfs Agreement, the interpretation, validity or @meability of thi:
Agreement or the alleged breach thereof shall tengited by the parties to binding arbitration by tAmerican Arbitration Association in San Ji
California or elsewhere by mutual agreement. Thectien of the arbitrator and the arbitration prdwes shall be governed by the Commercial Arbitr
Rules of the American Arbitration Association. Abbsts and expenses of arbitration or litigatiok|uding but not limited to reasonable attorneyssfap(
other costs reasonably incurred by the Executival] e paid by the Company. Judgment may be ehtarghe award of the arbitration in any court hg
jurisdiction.

13. Interpretation . Executive and the Company agree that this Agreéstall be interpreted in accordance with and gwe by the lawn
of the State of California, without regard to sstate’s conflict of laws rules.

14. Conflict in Benefits . This Agreement shall supersede all prior arrareges) whether written or oral, and understandiegsuding th
subject matter of this Agreement. To the extentchiee is entitled to severance or other benefitsnutermination of employment under this Agreer
and any other agreement, including any changentraloagreement entered into by the Company an@&xeeutive, entered into prior to the Effective &
the benefits payable under this Agreement shakisgue and replace any other such agreement. HowieigeAgreement is not intended to and shal
affect, limit or terminate (i) any plans, prograrosarrangements of the Company that are regutaggle available to a significant number of employaf
the Company, (ii) the Comparsyequity incentive plans, (iii) any agreement saagement with the Executive that has been redtecediting and whic
does not relate to the subject matter hereof,\Wraihy agreements or arrangements hereafter eniiedy the parties in writing, except as othemn
expressly provided herein.

15. Release of Claims. Executive shall receive the severance benefittherRetirement Benefits pursuant to this Agreenamly if
Executive executes and returns to the Companyjmitie applicable time period set forth therein iouho event more than sixty (60) days following
date of Executive’s Separation from Service, aasdeof claims (the Release of Claim¥) in favor of the Company in a form reasonably satigiry to th
Company, and permits such Release of Claims torbeaffective in accordance with its terms on oopto such sixtieth day (theRelease Agreeme
Deadline”). If the Release of Claims does not become effedtivéhe Release Agreement Deadline, the ExecutiViefevfeit any right to severan:
benefits or Retirement Benefits pursuant to thise&gient. None of the severance benefits or RetiteBenefits will be paid or otherwise deliveredqe
to the effective date of the Release of Claims. Amounts otherwise payable prior to the Release&gent Deadline shall instead be paid on the Re
Agreement Deadline, with the remainder of the paysé be made as originally scheduled, regardiessether the Release of Claims becomes effe
prior to the Release Agreement Deadline. Excepihdominimum extent that payments must be delayedupnt to Section 21(b) because Executive
“specified employee’or until the effectiveness (or deemed effectivepedsthe Release of Claims, all amounts will bedpas soon as practicable
accordance with the Company’s normal payroll pecastifollowing Executives Separation from Service. Notwithstanding the doieg, the Release
Claims shall not be construed to waive any righindemnification or contribution otherwise availalio Executive under law or rules of corpo
governance with respect to claims by third paffilesactions or omissions in Executive’s role aoffiter of the Company.

16. Successors and Assigns

(@) Successors of the Company The Company will require any successor or asgigmether direct or indirect, by purche
merger, consolidation or otherwise) to all or sahsally all of the
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business and/or assets of the Company, expregslglugely and unconditionally to assume and agygeetform this Agreement in the same manner a
the same extent that the Company would be requdrgmbrform it if no such succession or assignmeict taken place. Failure of the Company to ol
such agreement prior to the effectiveness of aaf succession transaction shall be a breach oAtnisement and shall entitle the Executive to teate
his or her employment with the Company within th(8e months thereafter and to receive the benpfitsided under Section 4 of this Agreement ir
event of a Termination Upon Change of Control; pited, however, that (i) such termination of empleyrtnmust be a Separation from Service and (ii
Executive must deliver a Release of Claims as geavin Section 15. As used in this Agreement, “Canyf shall mean the Company as defined above
any successor or assign to its business and/otsaaseaforesaid which executes and delivers theeaggnt provided for in this Section 16 or wil
otherwise becomes bound by all the terms and pomg<of this Agreement by operation of law.

(b) Heirs of Executive. This Agreement shall inure to the benefit of dredenforceable by the Executisepersonal and leg
representatives, executors, administrators, suoredwirs, distributees, devisees and legatees.

17. Notices. For purposes of this Agreement, notices andthkrocommunications provided for in the Agreeménlisbe in writing an
shall be deemed to have been duly given when deliver mailed by United States registered mailjrreteceipt requested, postage prepaid, as follows:
if to the Company:

Power Integrations, Inc.

5245 Hellyer Avenue

San Jose, California 95138

Attn: Chief Executive Officer or Chief Financial fizier

and if to the Executive, at the address specifietthis Agreement. Notice may also be given at sathlbr address as either party may have furnishéiae
other in writing in accordance herewith, except tiwices of change of address shall be effectifhg opon receipt.

18. No Representations Executive acknowledges that he/she is not relging) has not relied on any promise, representaticatatemel
made by or on behalf of the Company which is nofah in this Agreement.

19. Validity . If any one or more of the provisions (or any phereof) of this Agreement shall be held invaiil@gal or unenforceable
any respect, the validity, legality and enforcegbif the remaining provisions (or any part thdjeshall not in any way be affected or impairedréiny.

20. Consultation with Legal and Financial Advisors. Executive acknowledges that his Agreement corsagsificant legal rights, ai
may also involve the waiver of rights under othgreements; that the Company has encouraged Exedotigonsult with Executive’personal legal a
financial advisers; and that Executive has had aalectime to consult with Executive’s advisers befsigning this Agreement.

21. Application of Section 409A and Other Limitations.

@) Extension of Stock Option Exercise PeriodNotwithstanding anything to the contrary in thisrAgment, in the event a
extended exercise period provided for in this Agreet shall result in a portion of a stock optiomrdraing subject to the provisions of Section 40%%
extended exercise period of such portion of susbksbption shall be automatically shortened byrttisimum extent necessary to prevent such portir
such option from becoming subject to Section 408Afurther limitation of any provisions providingtf an extended exercise period, the follov
provisions shall apply, and shall supersede angtturthe contrary set forth herein:
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0] If the stock option was granted pursuant to 1887 Stock Option Plan, as amended (the “1997"Pkrd pursuant to
Change in Control (as defined in the 1997 Planytiially all of the stock options outstandingguant to the 1997 Plan will be terminated at tiiectif’e
date of such Change in Control, any provisiondis Agreement providing for an extended exerciseofeshall not apply to such stock option.

(i) If the stock option was granted pursuant te #8998 Nonstatutory Stock Option Plan (the “19%hPland pursuant to
Change in Control (as defined in the 1998 Planytutiially all of the stock options outstandingguant to the 1998 Plan will be terminated at tlfiectif/e
date of such Change in Control, any provision$is Agreement providing for an extended exercisedeshall not apply to such stock option.

(iii) If the stock option was granted pursuant be 2007 Equity Incentive Plan (the2007 Plan”) and pursuant to
Corporate Transaction (as defined in the 2007 Pdabytantially all of the stock options outstandmgsuant to the 2007 Plan will be terminated a
effective date of such Corporate Transaction, amyipions in this Agreement providing for an exteddexercise period shall not apply to such ¢
option.

(iv) If the stock option was granted pursuant toegmity incentive plan adopted after the date ef2007 Plan (aFuture
Plan”) and, pursuant to the provisions of the Future Pdabstantially all of the stock options outstandmgsuant to the Future Plan will be terminate
the effective date of an event or transaction, @ayisions in this Agreement providing for an exted exercise period shall not apply to such stqtion.

(V) If the terms of the stock option are intended tmply with, rather than be exempt from, the requigats of Sectia
409A, any provisions in this Agreement providing &m extended exercise period shall not apply ¢t stiock option.

(vi) In no event will any provisions in this Agreemembyiding for an extended exercise period resulthi extension
the exercise period of any stock option beyondnlagimum permitted term of such stock option as jged under the applicable equity incentive plan
stock option award agreement in effect for sucklkstiption, assuming for the purposes of this Sacib(a)(vi) no termination of Executiveemploymer
with the Company.

(b) Other Benefits. Notwithstanding anything to the contrary hereire thllowing provisions apply to the extent any bigse*
Benefits”) provided herein other than those described in &ec@il(a) are subject to Section 409A: (A) The Biwmedre intended to qualify for
exemption from application of Section 409A or coyplith the requirements of Section 409A to the Bkteecessary to avoid adverse persone
consequences under Section 409A, and any ambigtigeein shall be interpreted accordingly. (B) Biémeontingent on a termination of employn
shall not commence until Executive has a Separdtmn Service. (C) Each installment of a Benefitiseparate “paymentdr purposes of Treas. Ri
Section 1.409A2(b)(2)(i). (D) Each Benefit is intended to satisfye exemptions from application of Section 409Avied under Treasury Regulatit
Sections 1.409A-1(b)(4), 1.409A-1(b)(5) and 1.40B()(9) to the maximum extent available. Howevesuich exemptions are not available and Exec
is, upon Executive’s Separation from Service, at$ped employeefor the purposes of Section 409A, then, solelyhextent necessary to avoid adv
personal tax consequences under Section 409Aintegtof the Benefit payments otherwise payablemtd such date shall be delayed until the eadf
(x) six (6) months and one day after Executive’paBation from Service, or (y) Executigedeath, and any payments otherwise scheduled malde afte
such date shall be paid as originally schedulefdT¢Ethe extent that any reimbursements payablexezutive pursuant to Section 4(a)(ii) are subiedhe
provisions of Section 409A, the following provis®will apply in addition to the provisions of anppdicable expense reimbursement policy: (a) t
eligible to obtain reimbursement for such experisescutive must submit expense reports within 45adier the
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expense is incurred, (b) any such reimbursemenitdevpaid no later than the earlier of (x) thiB0) days after the date Executive submits recéiptthe
expenses or (y) December 31 of the year followirgytear in which the expense was incurred, (catheunt of expenses reimbursed in one year wi
affect the amount eligible for reimbursement in @wpsequent year, and (d) the right to reimbursémeder this Agreement will not be subjec
liquidation or exchange for another benefit.

(c) Payment of Health Care BenefitsNotwithstanding anything to the contrary set fdmdrein, if the Company determines, ir
sole discretion, that it cannot provide the COBRAmium, Conversion Policy premium, Individual Pgligremium, or other medical and dental cove
premiums (together the Mealth Care Benefits”) contemplated under this Agreement without potdgtimcurring financial costs or penalties un
applicable law (including, without limitation, Sémt 2716 of the Public Health Service Act), the Qamy shall in lieu thereof pay Executive a taxatast
amount, which payment shall be made regardlessefiver Executive or Executive’s eligible family mens elect health care continuation coverage (the
Health Care Benefit Paymer”). Subject to any further delay in payment requiredSlegtion 15 of this Agreement, the Health Care BeRayment sha
be paid in monthly installments on the same scleethdt such amounts would otherwise have beentpdtte insurer. The Health Care Benefit Payr
shall be equal to (a) the amount that the Companyldvhave otherwise paid to provide the Health @Gaeefits for the duration of the applicable sewuet
period (which amount shall be calculated basecherptemium for the first month of coverage), plbgn additional amount such that after paymeratl
taxes, Executive retains an amount equal to thepaogis aggregate cost of otherwise providing the He@lhe Benefits. For purposes of calculating
“additional amount’in clause (b) of the preceding sentence, Execuihad be deemed to have: paid federal income takéise highest marginal rate
federal income and employment taxation for therudde year in which the Health Care Benefit Paynietd be made, and paid applicable state and
income taxes at the highest rate of taxation ferdalendar year in which the Health Care Benefjnizat is to be made, net of the maximum reductn
federal income taxes which could be obtained fremudtion of such state and local taxes.

* k k k%
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Exhibit 10.3
POWER INTEGRATIONS, INC.

EXECUTIVE OFFICER BENEFITS AGREEMENT

This Executive Officer Benefits Agreement(the “Agreement” ) is made and entered into as of July 26, 2013 ‘{#ffective Date” ), by anc
betweerPower Integrations, Inc., a Delaware corporation, (the&Company”) and Mike Matthews, (‘Executive”).

Recitals

A.  Executive is an executive officer of the Company aossesses valuable knowledge of the Companpugsess and operations, and
markets in which the Company competes.

B. The Company draws upon the knowledge, égpee and advice of Executive in order to managbusiness for the benefit of the Company’
stockholders.

C. The Board of Directors desires to supplankecutives employment arrangements so as to provide additmmmpensation and benefite
the Executive to encourage Executive to continudewote his attention and dedication to the Compard/to create additional incentives to contints
employment with the Company.

D. For the purposes of this Agreement ti@ption Effective Date shall mean the Effective Date.

Agreement

Therefore, in consideration of the mutual agreements, covenamd considerations contained herein, the undwdichereby agree &
acknowledge as follows:

1. The parties hereby agree to the terms hereof, dimguthe terms set forth on Exhibit A hereto. TheaRl of Directors has determir
Executive shall be eligible to receive the bendfiseunder immediately upon the Effective Date simall not be subject to the requirement of compd
one year of continuous service as an executiveaftf the Company prior to receiving such bengfissset forth in Section 1(h).

2. This Agreement may only be modified or amended bupplemental written agreement signed by Exexand the Company.
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In Witness Whereof,the undersigned have executed tExecutive Officer Benefits Agreementjntending to be legally bound as of the Effec
Date.

COMPANY: Power Integrations, Inc.

By: /s/ Balu Balakrishnan
Name: Balu Balakrishnan
Title: President and CEO

Date:July 26, 2013

EXECUTIVE:
By: /s/ Mike Matthews
Mike Matthews
Date:July 26, 2013

Address for Notice: Executive's home
address as reflected in the records of
the Company




Exhibit A

TERMS OF EXECUTIVE OFFICER BENEFITS AGREEMENT

Executive: Mike Matthews

Effective Date July 26, 2013

1. Definitions . As used in this Agreement, unless the contextires a different meaning, the following terms shalve the meanings set fc
herein:

(@) “Bonus Stock Unit Award means a restricted stock unit award issued by trepgany to Executive that is a performance <
unit award.
(b) “ Cause” means:
@ A material act of theft, dishonesty, fraud, intenll falsification of any employment or Companyarls or th

commission of any criminal act which impairs Exéeefs ability to perform his/her duties under tihigreement;
(i) A material improper disclosure of the Compasgbnfidential, business or proprietary informatiynExecutive;

(i) Any action by Executive intentionally causing opegted to cause material harm to the reputationstartting of th
Company, or gross negligence or willful miscondadhe performance of Executive’s assigned duties ot mere unsatisfactory performance); or

(iv) The Executives conviction (including any plea of guilty or natontendere) for a felony causing material harrrhé
reputation and standing of the Company, as detewiriry the Company in good faith.

(c) “ Change of Control’ means:

0] Any “ person” (as such term is used in Sections 13(d) and 14(theoSecurities Exchange Act of 1934, as ame
(the “Exchange Act”))pther than a trustee or other fiduciary holdingusiges of the Company under an employee benedih pif the Company becon
the “beneficial owner” (as defined in Rule 13gromulgated under the Exchange Act), directlindirectly, of securities of the Company represan&0¥%
or more of (A) the outstanding shares of commonkstd the Company or (B) the combined voting powakthe Company’s then-outstanding securities;

(i) The Company is party to a merger or consolidatidnckv results in the holders of voting securitiestted Compan
outstanding immediately prior thereto failing tontiaue to represent (either by remaining outstagdinby being converted into voting securities o
surviving entity) at least 50% of the combined mgtpower of the voting securities of the Compangueh surviving entity outstanding immediately &
such merger or consolidation;

(i) There occurs a change in the Board of Dirextof the Company within a twgear period, as a result of which fe!
than a majority of the Directors are Incumbent Blioes. For purposes of this Agreement, an “IncurbBerector” is any director who is either:
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(A) A director of the Company as of January 1, 2013

(B) A director who is elected or nominated for &tatto the Board of Directors of the Company wttle affirmative votes of
least a majority of the Incumbent Directors attihee of such election or nomination (but shall mmiude an individual whose election or nominatisin
connection with an actual or threatened proxy intdating to the election of directors to the Qamy).

(iv) The sale or disposition of 50% or more of thempanys assets (or consummation of any transaction haimdar
effect); or
(v) The dissolution or liquidation of the Company.
(d) “ Code” means the Internal Revenue Code of 1986, as agtend
(e) “ Company” shall mean Power Integrations, Inc., and followan@hange of Control, any successor or assign tougines

and/or assets that agrees or otherwise becomesl bguall the terms and provisions of this Agreemsnbperation of law.

® “ Competition” shall mean rendering services for any organizabioengaging in any business directly competitivéhwine
Company or materially contrary or harmful to théemests of the Company, including, but not limited(i) accepting employment with, or serving
consultant, advisor or in any other capacity te, division or other portion of the business of anyployer which competes directly with the Compéiiy
materially acting against the interest of the Conypar (iii) personally recruiting, directly or indictly, any person who is then an employee o
Company.

“ Good Reasori means the occurrence of any of the following dbads, without Executive’s written consent, whicbndition
(s) remain(s) in effect 20 days after written netio the Board from Executive of such conditionifs3uch notice is given within one year of the weenct
of such condition(s):

0] A material decrease or planned decrease in lxexs annual salary, the cash value of Execusivirget annu
incentive bonus (whether consisting of cash or Bo8tock Unit Awards, measured as of the date afth@ employee benefits following a Chang:
Control;

(i) A demotion, a material reduction in Executiggosition, responsibilities or duties or a materaverse change
Executives substantive functional responsibilities or dytigvided, however, that in the event of a Chaofy€ontrol, Executive will not be deen
demoted nor his position, responsibilities or dutigaterially reduced or his substantive functiaeaponsibilities or duties materially adverselyrayed i
Executive is responsible for substantially the sdumetion that Executive had in the Company anchduaction and the responsibilities and dutiesebi
are similar to those of like situated employeethefacquirer employed in other subsidiaries, divisj or units.

(i) The relocation of Executive’ work place for the Company to a location morentfifty (50) miles from the curre
location of Executives work place or a material adverse change in th&ing conditions or established working hours whpsgrsist for a period of <
continuous months; or

(iv) Any material breach of this Agreement by then@pany.

(h) “ New Executive’ means an Executive who has served as an exeaftittee Company for fewer than five years. Exeaitiv
service to the Company as an executive will be dekto begin upon the date of commencement of emy@ay as an executive officer or upon the da
promotion to an executive officer position. A Newe€gutive will be first eligible for the benefits dier this Agreement upon the completion of one wé
continuous service as an executive officer of tben@any, unless the Board of Directors or Compeosaiommittee determines otherwise.
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@) “ Non-Bonus Stock Unit Award’ means a restricted stock unit award issued by thep@ny to Executive other thai
performance stock unit award.

@) “ Permanent Disability’ means that:
0] The Executive has been incapacitated by bodilyrynr disease so as to be prevented thereby frayagémg in th
performance of the Executive’s duties;
(i) Such total incapacity shall have continueddagueriod of six consecutive months;
(iii) Such incapacity will, in the opinion of a qualifipthysician, be permanent and continuous duringehwinder of th
Executive’s life; and
(iv) Such incapacity results in Executive’'s Separafrom Service.
(k) “ Release of Claim% means the release of claims required by Secttoafthis Agreement.
oot 0] “ Section 409A means Section 409A of the Code and the regulatiodsother guidance thereunder and any state lamitar
effect.
(m) “ Senior Executive’ means an Executive who has served continuousiy aecutive of the Company for at least five ye

Executives service to the Company as an executive will lemdel to begin upon the date of commencement ofeymant as an executive officer or uj
the date of promotion to an executive officer pgoait

(n) “ Separation from Servic& means a “separation from service” for the purposeSection 409A with respect to the Company.
(o) “ Stock Unit Award’ means a Bonus Stock Unit Award or a Non-BonusStonit Award.
() “ Termination of Employment means Executive’s Separation from Service thstilte from:

0] Any termination of employment of the Executivg the Company without Cause; or

(i) Any resignation by the Executive for Good Reas

“Termination of Employmentshall not include any termination of the employmehthe Executive (a) by the Company for Cause;a®)a result
Permanent Disability of the Executive; (c) as aultesf the death of the Executive; (d) as a resfilthe voluntary termination of employment by
Executive for reasons other than Good Reason;)@ {ermination Upon Change of Control.

Q) “ Termination Upon Change of Contrdl means Executive’'s Separation from Service thsitilts from:
@) Any termination of the employment of the Executbwethe Company without Cause on or within eight€e8) month
after (i) the occurrence of a Change of Control{iprthe date that the person serving as of tHedffze Date as Chief Executive Officer of the Camy

ceases to serve in such office; or

(i) Any resignation by the Executive for Good Reasothiwieighteen (18) months after (i) the occurreata Change ¢
Control or (i) the date that the person servingfahe Effective Date as Chief Executive Officéttoee Company ceases to serve in such office.




“Termination Upon Change of Contrathall not include any termination of the employmehthe Executive (a) by the Company for Causeata resu
of the Permanent Disability of the Executive; (s)aaresult of the death of the Executive; or (d assult of the voluntary termination of employrnlen the
Executive for reasons other than Good Reason.

2. Position and Duties.Executive shall continue to be anvatt employee of the Company employed in his/hemrent position at his/h
then current salary rate. Executive shall alsorii¢led to continue to participate in and to reeebenefits on the same basis as other executigerio
staff members under any of the Compangimployee benefit plans as in effect from timeinge. In addition, Executive shall be entitled ke tbenefit
afforded to other employees similarly situated urttie Companys vacation, holiday and business expense reimbersepolicies. Executive agrees
devote the business time, energy and skill necgssagxecute his/her duties at the Company. Thesegshall include, but not be limited to, anyiels
consistent with his/her position which may be assijto Executive from time to time.

3. Acceleration of Vesting of Stock Options and StockJnit Awards Upon a Change of Control. In the event of a Change of Cont
and provided that Executive’s employment with tlerpany has not terminated prior to such date, Ekerahall be entitled to the following benefits:

@) All stock options granted by the Company to thedtiee prior to the Change of Control shall haveirtivesting accelerat
such that 25% of the then unvested shares willdmmed vested and exercisable as of the consumnutitie Change of Control. Notwithstanding
foregoing, if the Change of Control does not regjulte assumption or substitution by the acquiringitye (or parent thereof) of all of the Compasy’
obligations of the then outstanding stock optidhen (i) if Executive is a New Executive, 50% oé tiihen unvested shares will be accelerated andeb
vested and exercisable ten (10) days prior to tmswummation of the Change of Control; or (ii) ifé€xtive is a Senior Executive, 100% of the
unvested shares will be accelerated and deemeeldvastl exercisable ten (10) days prior to the consation of the Change of Control.

(b) Each NorBonus Stock Unit Award granted by the Company ® Executive prior to the Change of Control shalWenits
vesting accelerated such that 25% of the then tedeshares will be deemed vested as of immediatédy to the consummation of the Change of Cor
Such vesting acceleration shall be applied protmtach previously unvested portion of the NBomus Stock Unit Award. Notwithstanding the foregp
if the Change of Control does not or will not résalthe assumption or substitution by the acqgiemtity (or parent thereof) of all of the Execefa/thet
outstanding unvested Ndwnus Stock Unit Awards, then (i) if Executive ilNaw Executive, 50% of the then unvested sharelsbsildeemed vest
effective as of immediately prior to the consummatdf the Change of Control; or (ii) if Executivea Senior Executive, 100% of the then unvesterks
will be deemed vested effective as of immediatelgrto the consummation of the Change of Conffbke shares vesting pursuant to this Section 3(b
be issued or converted and paid in accordance S&ittion 3(d). Except as otherwise provided in tpplieable award agreement, the portion of
unvested NorBonus Stock Unit Award that is not assumed (or@prepriate substitution provided) and that doesvest based on this Section 3(b) wil
forfeited by Executive and will be of no furtherde or effect.

(c) If the Change of Control does not or will not résnlthe assumption or substitution by the acqugientity (or parent thereof)
all of the Executives then outstanding unvested Bonus Stock Unit Awattiks then unvested shares at 100% of target wildbemed vested in 1
proportion that the number of days in the perforcegperiod prior to the Change of Control bearhitotbtal number of days in the performance pefibd
shares vesting pursuant to this Section 3(c) valligsued or converted and paid in accordance watitic@h 3(d). Except as otherwise provided in
applicable award agreement, the portion of any ste¢eBonus Stock Unit Award that is not assumedufoappropriate substitution provided) and thas
not vest based on this Section 3(c) will be foeéiby Executive and will be of no further forceeffiect.

(d) If the Stock Unit Award does not constitute feleed compensationivithin the meaning of Section 409A, the sharesing
pursuant to Section 3(b) or Section 3(c) will beuisd in respect of the Stock Unit Awards immedyapeior to the consummation of the Change of Cdr
If the Stock Unit Award does constitute




“deferred compensationkithin the meaning of Section 409A, the Companylishie commercially reasonable efforts to causeshares vesting pursu
to Section 3(b) or Section 3(c) to be issued imitedy prior to the Change of Control without adeepgrsonal tax consequences to Executive purso
Section 409A. If the Stock Unit Award does conséttdeferred compensatiomVithin the meaning of Section 409A and the shagsding cannot be issu
immediately prior to the Change of Control withadliverse personal tax consequences to Executivagnirs Section 409A, the shares vesting pursw
Section 3(b) or Section 3(c) will be converted ittie same consideration received by the holdetseoCompanys common stock pursuant to the Che
of Control, and such consideration will be issuedaccordance with the delivery schedule for sudtiStUnit Award in effect immediately prior to 1
Change of Control.

(e) In the event of a Change of Control, the Corgpamdertakes to facilitate Executigefeceipt of the benefits set forth in -
section by providing written notice to Executive]east ten (10) days in advance of the closingueh transaction, which (i) indicates the anti@patminc
and material economic terms of the anticipatedstation and (ii) references the Executsvaghts under this Section 3. The Company shat akovidi
appropriate option exercise forms and instructimnassist Executive in exercising his or her rightacquire securities of the Company on or priothk
consummation of the Change of Control. Executivstiengly encouraged to consult with his or heraax financial advisor prior to electing to exee
any option pursuant to this Agreement.

4. Termination Upon Change of Control.

@) Severance Benefits In the event of the ExecutiwTermination Upon Change of Control, Executivellsha entitled to th
following separation benefits:

0] All salary, accrued but unused vacation eartt@dugh the date of Executiwetermination and the cash value
Executives target annual incentive bonus (whether consisifrgash or Bonus Stock Unit Awards, measured d@heflate of grant) for the year in wh
such termination occurs, prorated based on dagsighrthe date of termination (i.e., the Execusveodnus for the year upon achievement of 100% ¢
applicable targets multiplied by a fraction the muator of which is the number of days in the amtlie performance period prior to such terminatit
employment and the denominator of which is thel tutanber of days in the applicable performancequri

(i) Within fourteen (14) days of submission of propgrense reports by the Executive, reimbursemenh®&yCompany fc
all expenses reasonably and necessarily incurrédebigxecutive in connection with the businesshief€ompany prior to his termination of employment.

(iii) (i) if Executive is a New Executive, paymeuoitan amount equal to six (6) months of Execusvgighest annual sale
from the Company and 50% of the cash value of Biexs target annual incentive bonus (whether consistingash or Bonus Stock Unit Awar
measured as of the date of grant) as in effect treealate of such termination to be paid in a Ilsum on the sixtieth (60) day following such terminatic
as provided in Section 15; or

(ii) if Executive is a Senior Executive, paymentasf amount equal to (a) six (6) months of ExeclsiiEghest annu
salary from the Company and 50% of the cash vallexecutives target annual incentive bonus (whether consisifrcash or Bonus Stock Unit Awar
measured as of the date of grant) as in effect Heealate of such termination to be paid in a lisam on the sixtieth (60) day following such terminatic
as provided in Section 15 and (b) up to an addiigix (6) months of such salary and 50% of suafukpless applicable withholding, shall be paidhjeci
to Section 15, in ratable monthly installmentsgiormonths or until Executive secures new employinghichever occurs earlier.

(iv) The ability to exercise any and all vested optignanted after the Option Effective Date (and angte® option
granted prior to the Option Effective Date but otdythe extent that such extension of exercisgbaibuld not require the Company to incur a compgos
expense for financial statement purposes) for t&v€h2) months from the date of termination of ergpient.




(V) The vesting of all stock options granted by the @any to the Executive and outstanding immediateigrfo sucl
Termination Upon Change of Control shall have thiesting accelerated, such that (i) if Executiva Mew Executive, 50% of the then unvested shailé
be deemed vested and exercisable as of the d&tenahation of employment; or (i) if Executive &Senior Executive, 100% of the then unvested s
will be deemed vested and exercisable as of theafdermination of employment.

(vi) The vesting of all NorBonus Stock Unit Awards granted by the Companyteditive and outstanding immedial
prior to such Termination Upon Change of Contralshave their vesting accelerated, such that {Axecutive is a New Executive, 50% of the t
unvested shares will be deemed vested as of teeoflttte Termination Upon Change of Control; or ifExecutive is a Senior Executive, 100% of ther
unvested shares will be deemed vested as of teeoflitte Termination Upon Change of Control. Tharek vesting pursuant to this Section 4(a)(vi) b4
issued in accordance with Section 4(a)(viii). Excepotherwise provided in the applicable awar@agrent, the portion of any unvested Neonus Stoc
Unit Award that does not vest based on this Seet{a)vi) will be forfeited by Executive and wilkebof no further force or effect.

(vii) The vesting of all Bonus Stock Unit Awards granbgdthe Company to Executive and outstanding imntelyigrior
to such Termination Upon Change of Control shallehtiheir vesting accelerated, such that any ungeBteus Stock Unit Award at 100% of target wil
deemed vested to the extent of a fraction the natmeof which is the number of days in the appliegierformance period prior to such Termination k
Change of Control and the denominator of whichhis total number of days in the applicable perforceaperiod. The shares vesting pursuant tc
Section 4(a)(vii) will be issued in accordance witbction 4(a)(viii). Except as otherwise providadhe applicable award agreement, the portion g
unvested Bonus Stock Unit Award that does not ased on this Section 4(a)(vii) will be forfeiteg lBxecutive and will be of no further force or effe

(viii) If the Stock Unit Award vesting pursuant ®ection 4(a)(vi) or (vii) does not constitute “deézl compensation”
within the meaning of Section 409A, the sharesinggtursuant to Section 4(a)(vi) or (vii) will besued in respect of the Stock Unit Award on thé&eth
(60™) day following the Termination Upon Change of Gohas further provided in Section 15 hereof. & Btock Unit Award does constitutdeferre:
compensationtvithin the meaning of Section 409A, the sharesinggpursuant to Section 4(a)(vi) or (vii) will besued in accordance with the deli
schedule for such Stock Unit Award in effect imnaelly prior to the Termination Upon Change of Cohtr

(b) Benefits Continuation.

0] In the event of Executive’ Termination Upon Change of Control, Executivelldha entitled to elect continued medi
and dental insurance coverage in accordance wétlapplicable provisions of the Consolidated OmniBudget Reconciliation Act of 1985, as amen
(“COBRA") and the Company shall pay such COBRA premiumsifaiX (6) months from the date of termination ofiloyment, if Executive is a Ne
Executive; or (ii) twelve (12) months from the datetermination of employment, if Executive is an®e Executive. Notwithstanding the above, in
event Executive becomes eligible to be covered uadether employes’ group health plan (other than a plan which impasegreexisting conditic
exclusion unless the preexisting condition exclugloes not apply) during the period provided fareire the Company shall cease payment of the CC
premiums; and

(i) Executive shall receive the benefits, if anpder the Compang’401(k) Plan and other Company benefit plans tich
he may be entitled pursuant to the terms of suahspl
5. Termination of Employment .
(@) Severance Benefits In the event of the Executiv@Termination of Employment, Executive shall betktt to all separatic

benefits provided in Section 4(a)(i) and 4(a)(bpse. In addition, Executive shall be entitledito(§) months of Executive’ highest annual salary (with
Company) and 50% of the cash value of Executiva@et annual incentive bonus (whether consistingash or Bonus Stock Unit Awards, measured as of

6




the date of grant) as in effect as of the dateiohdermination, all less applicable withholdingjcin a lump sum within sixty (60) days of suctmnatior
as provided in Section 15.

(b) Benefits Continuation.

0] In the event of Executive' Termination of Employment, Executive shall batkat to elect continued medical and de
insurance coverage in accordance with the appbgatalvisions of COBRA and the Company shall pahSCOBRA premiums for six (6) months from
date of termination of employment. Notwithstandihg above, in the event Executive becomes eligiblee covered under another emplogeoup heall
plan (other than a plan which imposes a preexistioigdition exclusion unless the preexisting conditexclusion does not apply) during the pe
provided for herein, the Company shall cease paywfghe COBRA premiums; and

(i) Executive shall receive the benefits, if ampder the Compang’401(k) Plan and other Company benefit plans tich
he may be entitled pursuant to the terms of suahspl

6. Retirement Benefits.
(€] In order to be eligible for the Retirement Benefiescribed in Section 6(b) below, the Executive trmuset both of the followir
criteria:
@) At the time of Executives termination of employment with the Company (ottiem in circumstances in which s

termination (i) constitutes a termination with Caws (ii) does not qualify as a Separation fromvige)), the Executive has (1) achieved the age cdri
served the Company for at least 15 years; or [esed the age of 55 and served the Company fieaat 10 years; provided, however, if such ternimm
of employment also constitutes a Termination of Exypment or a Termination Upon Change of Controle&ixive must elect within thirty (30) days
such termination to receive either the benefitvidied in Section 4 or Section 5, as applicableherbenefits provided in this Section 6; and

(i) At any time during which the Executive is receiviRgtirement Benefits, the Executive shall not (@)elmployed or ¢
contract full time by a third party (excluding amprofit organization described in Section 501(c)§8)the Code) or (2) engage in Competition. If
Executive engages in either (1) or (2), then atir®ment Benefits shall terminate immediately aechpanently.

(b) If both conditions in Sections 6(a)(i) and 6(a)@hove are satisfied, the Executive shall be edtitsubject to Section 15,
receive the following ‘Retirement Benefits”

@) The ability to exercise any and all options graraéiér the Option Effective Date (and any optionanged prior to th
Option Effective Date but only to the extent thatls extension of exercisability would not requihe tCompany to incur a compensation expens
financial statement purposes) to the extent sutiorgpare vested as of the date of terminatiomufleyment for the earlier of: (i) the term of thgtion ol
(ii) five years; and

(i) The Company shall pay the Executigghedical and dental premiums until the Executtt@ieves the age of Medici
eligibility, and additionally, if the Executive’s edical and dental coverage on the date of ternoinaticluded the Executive'dependents, the premium:
such dependents until the Executive achieves th@alledicare eligibility as follows:

(A) COBRA Continuation Coverage. Upon the termination of Executiveactive employment with the Company, Exect
shall be entitled to elect continued medical andtalénsurance coverage in accordance with theigdpé provisions of COBRA and the Company ¢
pay such COBRA premiums. Notwithstanding the abavéhe event Executive becomes eligible to be md@inder another employsryroup health ple
(other than a plan which imposes a preexisting itimmdexclusion unless the preexisting conditioclegion does not apply) during the period proviften
herein, the Company shall cease payment of the GOBBmiums.




(B) Coverage After COBRA & Prior to Medicare Eligibilit y . In the event the Executive is not eligible forditeare coverac
at the end of his maximum applicable COBRA covernaggod, then, the Executive shall identify andaleceither or both an individual conversion pc
through the insurer providing insurance coverageoinnection with the Company sponsored medicaldamdal plans available to active employees (the *
Conversion Policy), and/or a supplemental individual policy or amlividual policy on the open market (théntividual Policy ) to be effective upon tl
termination of his COBRA continuation coverage Isattwhen the coverages for Executive providechieyGonversion Policy and/or the Individual Pa
are combined, such coverages provide substansiafijar medical and dental benefits in the aggregatthose provided under the medical and deraat
sponsored by the Company at such time, or at amgy difter the termination of Executive’'s employméait,active employees (theComparable Coverag
"). The Company shall be responsible for the paymeanhgfConversion Policy premiums and/or Individuali¢y premiums for the Comparable Cover
which payment shall not exceed the cost of premifonsnedical and dental coverage for then activglegees. If Executive is at such time eligible
participate under the Company Plans, Executive Ivéllentitled to so participate. The Company wik e®@mmercially reasonable efforts to provide
Executive will continue to be eligible for coverageder the Company Plans, unless the Board of Direor Compensation Committee determines
such coverage would create an undue burden on dhgp&ny. Notwithstanding the above, in the eventchttee becomes eligible to be covered ul
another employes’ group health plan (other than a plan which imp@spreexisting condition exclusion unless the yistieg condition exclusion does 1
apply) during the period provided for herein, thenpany shall cease payment of such premiums.

(C) Coverage After COBRA & Upon Medicare Eligibility . In the event the Executive is eligible for Medi&aoverage at tl
end of his maximum applicable COBRA coverage peribd Executive may identify and locate a Medicaupplemental policy, which may include, to
extent permitted, the medical and dental plans spea by the Company at such time for active enggey(the “Company Plans'that, when combine
with the coverage provided by Medicare, providesn@arable Coverage. If Executive is at such timgildi to participate under the Company Pl
Executive will be entitled to so participate; prded that Executive shall be solely responsibletfierpayment of any Medicare premiums and/or Me
supplemental policy premiums for the Comparable eCage (including, if applicable, any premiums untter Company Plans). The Company will
commercially reasonable efforts to provide thatdixive will continue to be eligible for coveragedan the Company Plans, unless the Board of Dirs
or Compensation Committee determines that suchrageevould create an undue burden on the Company.

(D) Taxes. The Executive shall be responsible for any takasmay be attributable to or result from the pagta made by tt
Company in accordance with this Section 6(b)(iiyexreipt of medical and dental benefits attribwgablor result from such payments.

7. Termination of Employment due to Death or PermanenDisability .

@) In the event of (i) the Executiweteath during his employment with the CompanytaedExecutive having satisfied the crits
provided at Section 6(a)(i) as of or prior to theedof his death or (ii) the Executigedeath during the period while Executive was rengi Retiremer
Benefits as a result of compliance with the critgriovided at Section 6(a)(i) and 6(a)(ii), (1) Beecutives legal representative or any person empov
to act on his behalf under his will or under therttapplicable laws of descent and distributionldtmlentitled to the extension of the term of stopkior
exercisability pursuant to Section 6(b)(i) and {23 Executives dependents, to the extent applicable, shall bideehto the medical and dental bene
pursuant to Section 6(b)(ii)(A) for that period of time until the Executive wduhave achieved the age of Medicare eligibilitth# Executive had live

(b) In the event of the Executive’Permanent Disability during his employment witle tCompany and the Executive ha
satisfied the criteria provided at Section 6(a)itie Executive, and to the extent applicable, leigethdents, shall be entitled to the benefits pexliot
Section 6(b)(i) and 6(b)(ii)(A)-(D).

8. Payment of Taxes. All payments made to Executive under this Agreatnshall be subject to all applicable federal atadesincome
employment and payroll taxes, including all withtiob taxes.




9. Parachute Payment. In the event that any of the payments and bengpfibvided for in this Agreement or otherwise pdgeb the
Executive (a 280G Payment) would (i) constitute a “parachute paymemtithin the meaning of Section 280G of the Code, @idut for this sentenc
be subject to the excise tax imposed by Sectior® 46%he Code (the Excise Tax”), then any such 280G Payment pursuant to thisségrent (a “
Payment”) shall be equal to the Reduced Amount. ThReduced Amount shall be either (i) the largest portion of the Papithat would result in 1
portion of the Payment (after reduction) being sabjo the Excise Tax or (ii) the largest portiap,to and including the total, of the Payment, Wkie
amount (i.e., the amount determined by clauser [ycclause (ii)), after taking into account alpéipable federal, state and local employment taxegme
taxes, and the Excise Tax (all computed at thedsighpplicable marginal rate), results in the gcby Executive, on an aftéax basis, of the grea
economic benefit notwithstanding that all or soroetipn of the Payment may be subject to the Ex€ee If a reduction in a Payment is required pun¢
to the preceding sentence and the Reduced Amoulettésmined pursuant to clause (x) of the precedamgence, the reduction shall occur in the me
(the “ Reduction Method”) that results in the greatest economic benefit feeddtive. If more than one method of reduction wdbult in the san
economic benefit, the items so reduced will be cedupro rata (the Pro Rata Reduction Method). Notwithstanding the foregoing, if the Reduc!
Method or the Pro Rata Reduction Method would tesubny portion of the Payment being subject teesapursuant to Section 409A that would
otherwise be subject to taxes pursuant to Secti@A4then the Reduction Method and/or the Pro Raduction Method, as the case may be, shi
modified so as to avoid the imposition of taxesspant to Section 409A as follows: (A) as a firgbpty, the modification shall preserve to the des
extent possible, the greatest economic benefiEf@cutive as determined on an afiex-basis; (B) as a second priority, Payments d@hatcontingent ¢
future events (e.g., being terminated without causiall be reduced (or eliminated) before Paymt#rasare not contingent on future events; anda@’:
third priority, Payments that are “deferred compios” within the meaning of Section 409A shall be redu@deliminated) before Payments that are
deferred compensation within the meaning of Secti@®A. Unless the Company and the Executive ottsenagree in writing, any determination requ
under this Section 9 shall be made in writing Ideipendent public accountants appointed by the Coyngiad reasonably acceptable to the Executive'(the
Accountants”), whose determination shall be conclusive and bindipgn the Executive and the Company for all purpo$be Company shall bear
costs the Accountants may reasonably incur in ootiore with such determination, and the Company tnedExecutive shall furnish to the Account:
such information and documents as the Accountaatsreasonably request in order to make a deterramander this Section 9.

10. Exclusive Remedy. The payments and benefits provided for in SecipiSection 5, Section 6 or Section 16 shall cautstithe
Executives sole and exclusive remedy for any alleged inunother damages arising out of the cessation efetihhployment relationship between
Executive and the Company.

11. Proprietary and Confidential Information . The Executive agrees to continue to abide bytelras and conditions of any Compasny’
confidentiality and/or proprietary rights agreembetween the Executive and the Company.

12. Arbitration . Any claim, dispute or controversy arising outtbfs Agreement, the interpretation, validity or @meability of thi:
Agreement or the alleged breach thereof shall tengited by the parties to binding arbitration by tAmerican Arbitration Association in San Ji
California or elsewhere by mutual agreement. Thectien of the arbitrator and the arbitration prdwes shall be governed by the Commercial Arbitr
Rules of the American Arbitration Association. Abbsts and expenses of arbitration or litigatiok|uding but not limited to reasonable attorneyssfap(
other costs reasonably incurred by the Executival] e paid by the Company. Judgment may be ehtarghe award of the arbitration in any court hg
jurisdiction.

13. Interpretation . Executive and the Company agree that this Agreéstall be interpreted in accordance with and gwe by the lawn
of the State of California, without regard to sstate’s conflict of laws rules.

14. Conflict in Benefits . This Agreement shall supersede all prior arrareges) whether written or oral, and understandiegsuding th
subject matter of this Agreement. To the extentdbdkee is entitled to severance or other benefitsrutermination of employment under this Agreer
and any other agreement, including any change




in control agreement entered into by the Compard/the Executive, entered into prior to the Effeetdate, the benefits payable under this Agree
shall supersede and replace any other such agréeeRmmever, this Agreement is not intended to ahdllsnot affect, limit or terminate (i) any pla
programs, or arrangements of the Company thategrelarly made available to a significant numbeeofployees of the Company, (ii) the Company’
equity incentive plans, (iii) any agreement or agement with the Executive that has been reduceditmg and which doerot relate to the subject ma
hereof, or (iv) any agreements or arrangementsftereentered into by the parties in writing, extcap otherwise expressly provided herein.

15. Release of Claims. Executive shall receive the severance benefittherRetirement Benefits pursuant to this Agreenamiy if
Executive executes and returns to the Companyjmitie applicable time period set forth therein iouho event more than sixty (60) days following
date of Executive’s Separation from Service, aasdeof claims (the Release of Claim¥) in favor of the Company in a form reasonably satigiry to th
Company, and permits such Release of Claims torbeaffective in accordance with its terms on oopto such sixtieth day (theRelease Agreeme
Deadline”). If the Release of Claims does not become effedtivéhe Release Agreement Deadline, the ExecutiViefevfeit any right to severan:
benefits or Retirement Benefits pursuant to thise&gient. None of the severance benefits or RetireBenefits will be paid or otherwise deliveredge
to the effective date of the Release of Claims. Amounts otherwise payable prior to the Release&gent Deadline shall instead be paid on the Re
Agreement Deadline, with the remainder of the paysé be made as originally scheduled, regardiessether the Release of Claims becomes effe
prior to the Release Agreement Deadline. Excepihdominimum extent that payments must be delayegupnt to Section 21(b) because Executive
“specified employee’or until the effectiveness (or deemed effectivepedsthe Release of Claims, all amounts will bedpas soon as practicable
accordance with the Company’s normal payroll pecastifollowing Executives Separation from Service. Notwithstanding the doieg, the Release
Claims shall not be construed to waive any righindemnification or contribution otherwise availalio Executive under law or rules of corpo
governance with respect to claims by third paffilesactions or omissions in Executive’s role aoffiter of the Company.

16. Successors and Assigns

@) Successors of the Company The Company will require any successor or asg§igmether direct or indirect, by purche
merger, consolidation or otherwise) to all or sahstlly all of the business and/or assets of then@any, expressly, absolutely and unconditiona
assume and agree to perform this Agreement in dh@esmanner and to the same extent that the Companld be required to perform it if no st
succession or assignment had taken place. FaifuteedCompany to obtain such agreement prior toefifiectiveness of any such succession transe
shall be a breach of this Agreement and shallleritie Executive to terminate his or her employnweitit the Company within three (3) months there:
and to receive the benefits provided under Sectiofi this Agreement in the event of a Terminatigmobd Change of Control; provided, however, the
such termination of employment must be a Separdt@mn Service and (ii) the Executive must deliveRelease of Claims as provided in Section 1£
used in this Agreement, “Companghall mean the Company as defined above and amgssar or assign to its business and/or assefsr@sad whic
executes and delivers the agreement provided ftirisnSection 16 or which otherwise becomes bouyndllthe terms and provisions of this Agreemer
operation of law.

(b) Heirs of Executive. This Agreement shall inure to the benefit of dredenforceable by the Executigepersonal and leg
representatives, executors, administrators, suoredwirs, distributees, devisees and legatees.

17. Notices. For purposes of this Agreement, notices andthkrocommunications provided for in the Agreeménglisbe in writing an
shall be deemed to have been duly given when deliver mailed by United States registered mailjrreteceipt requested, postage prepaid, as follows:

10




if to the Company:

Power Integrations, Inc.

5245 Hellyer Avenue

San Jose, California 95138

Attn: Chief Executive Officer or Chief Financial fizxler

and if to the Executive, at the address specifietthis Agreement. Notice may also be given at sathbr address as either party may have furnishéiok
other in writing in accordance herewith, except tiatices of change of address shall be effectinhg opon receipt.

18. No Representations Executive acknowledges that he/she is not relgimg) has not relied on any promise, representatictatemet
made by or on behalf of the Company which is nofa¢h in this Agreement.

19. Validity . If any one or more of the provisions (or any pghereof) of this Agreement shall be held invaliggal or unenforceable
any respect, the validity, legality and enforceigbf the remaining provisions (or any part thdjexhall not in any way be affected or impairedréimy.

20. Consultation with Legal and Financial Advisors. Executive acknowledges that his Agreement corgigsificant legal rights, ai
may also involve the waiver of rights under othgreements; that the Company has encouraged Exedotigonsult with Executive’personal legal a
financial advisers; and that Executive has had aalectime to consult with Executive’s advisers befgsigning this Agreement.

21. Application of Section 409A and Other Limitations.

@) Extension of Stock Option Exercise PeriodNotwithstanding anything to the contrary in thisrégment, in the event a
extended exercise period provided for in this Agreet shall result in a portion of a stock optiomrdraing subject to the provisions of Section 40%%
extended exercise period of such portion of susbksbption shall be automatically shortened byrttisimum extent necessary to prevent such portir
such option from becoming subject to Section 408Afurther limitation of any provisions providingif an extended exercise period, the follov
provisions shall apply, and shall supersede angtturthe contrary set forth herein:

0] If the stock option was granted pursuant to 1887 Stock Option Plan, as amended (the “1997"Pkd pursuant to
Change in Control (as defined in the 1997 Planytutiially all of the stock options outstandingguant to the 1997 Plan will be terminated at tlfiectif/e
date of such Change in Control, any provision$is Agreement providing for an extended exercisedeshall not apply to such stock option.

(i) If the stock option was granted pursuant te 1998 Nonstatutory Stock Option Plan (the “199%hPland pursuant to
Change in Control (as defined in the 1998 Planytaiially all of the stock options outstandingguant to the 1998 Plan will be terminated at tiiectif’e
date of such Change in Control, any provisiondis Agreement providing for an extended exercisefeshall not apply to such stock option.

(i) If the stock option was granted pursuant b 2007 Equity Incentive Plan (the2007 Plan”) and pursuant to
Corporate Transaction (as defined in the 2007 Rdab}tantially all of the stock options outstandmgsuant to the 2007 Plan will be terminated a
effective date of such Corporate Transaction, amyipions in this Agreement providing for an exteddexercise period shall not apply to such ¢
option.

(iv) If the stock option was granted pursuant toeguity incentive plan adopted after the date ef2007 Plan (aFuture
Plan”) and, pursuant to the provisions of the Future Pdabstantially all of the stock options outstandmgsuant to the Future Plan will be terminate
the effective date of an event or transaction, @ayisions in this Agreement providing for an exted exercise period shall not apply to such stqtion.
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(V) If the terms of the stock option are intended tmply with, rather than be exempt from, the requigats of Sectic
409A, any provisions in this Agreement providing &m extended exercise period shall not apply ¢t stiock option.

(vi) In no event will any provisions in this Agreemembyiding for an extended exercise period resulthi extension
the exercise period of any stock option beyondlagimum permitted term of such stock option as jged under the applicable equity incentive plan
stock option award agreement in effect for sucklkstiption, assuming for the purposes of this Sac@ib(a)(vi) no termination of Executiveemploymer
with the Company.

(b) Other Benefits. Notwithstanding anything to the contrary hereire thllowing provisions apply to the extent any bigse*
Benefits ”) provided herein other than those described in &ec@il(a) are subject to Section 409A: (A) The Bisedre intended to qualify for
exemption from application of Section 409A or coyplith the requirements of Section 409A to the Bkteecessary to avoid adverse persone
consequences under Section 409A, and any ambigtigeein shall be interpreted accordingly. (B) Biémeontingent on a termination of employn
shall not commence until Executive has a Separdtmn Service. (C) Each installment of a Benefitiseparate “paymentdr purposes of Treas. Ri
Section 1.409A2(b)(2)(i). (D) Each Benefit is intended to satisfye exemptions from application of Section 409Avied under Treasury Regulatit
Sections 1.409A-1(b)(4), 1.409A-1(b)(5) and 1.40B()(9) to the maximum extent available. Howevesuich exemptions are not available and Exec
is, upon Executive’s Separation from Service, at$ped employeefor the purposes of Section 409A, then, solelyhextent necessary to avoid adv
personal tax consequences under Section 409Aintegtof the Benefit payments otherwise payablemtd such date shall be delayed until the eadf
(x) six (6) months and one day after Executive’paBation from Service, or (y) Executigedeath, and any payments otherwise scheduled malde afte
such date shall be paid as originally schedulefdT¢Ethe extent that any reimbursements payablexezutive pursuant to Section 4(a)(ii) are subiedhe
provisions of Section 409A, the following provis®will apply in addition to the provisions of anppdicable expense reimbursement policy: (a) t
eligible to obtain reimbursement for such experiSescutive must submit expense reports within 45sdaffer the expense is incurred, (b) any
reimbursements will be paid no later than the eadf (x) thirty (30) days after the date Executsudmits receipts for the expenses or (y) Decer@be
the year following the year in which the expenses Wwecurred, (¢) the amount of expenses reimbunsexhé year will not affect the amount eligible
reimbursement in any subsequent year, and (d)igh¢ to reimbursement under this Agreement will hetsubject to liquidation or exchange for anc
benefit.

(c) Payment of Health Care BenefitsNotwithstanding anything to the contrary set fdmdrein, if the Company determines, ir
sole discretion, that it cannot provide the COBRAmium, Conversion Policy premium, Individual Pgligremium, or other medical and dental cove
premiums (together the Mealth Care Benefits”) contemplated under this Agreement without potdgtimcurring financial costs or penalties un
applicable law (including, without limitation, Sémt 2716 of the Public Health Service Act), the Qamy shall in lieu thereof pay Executive a taxatast
amount, which payment shall be made regardlessefiver Executive or Executive’s eligible family maens elect health care continuation coverage (the
Health Care Benefit Paymer”). Subject to any further delay in payment requiredlegtion 15 of this Agreement, the Health Care BeRayment sha
be paid in monthly installments on the same scleethdt such amounts would otherwise have beentpdtte insurer. The Health Care Benefit Payr
shall be equal to (a) the amount that the Companyldvhave otherwise paid to provide the Health @Gaeefits for the duration of the applicable sewuet
period (which amount shall be calculated basecherptemium for the first month of coverage), plbsgn additional amount such that after paymeratl
taxes, Executive retains an amount equal to thepaogis aggregate cost of otherwise providing the He@lhe Benefits. For purposes of calculating
“additional amount’in clause (b) of the preceding sentence, Execuhad! be deemed to have: paid federal income takéise highest marginal rate
federal income and employment taxation for therudde year in which the Health Care Benefit Paynietd be made, and paid applicable state and
income taxes at the highest rate of taxation ferdalendar year in which the Health Care Benefjnizat is to be made, net of the maximum reductn
federal income taxes which could be obtained fremudtion of such state and local taxes.

* k k k%
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Balu Balakrishnan certify that:
1. | have reviewed this Form 10-Q of Power Integret, Inc.;
2. Based on my knowledge, this report does notatominy untrue statement of a material fact or émndttate a material fact necessary to make thensémnts
made, in light of the circumstances under whicthsstatements were made, not misleading with regpebe period covered by this report;

3.  Based on my knowledge, the financial statemamts,other financial information included in théport, fairly present in all material respectsfihancial
condition, results of operations and cash flowthefregistrant as of, and for, the periods preseint¢his report;
4.  The registrant's other certifying officer araré responsible for establishing and maintainisgldsure controls and procedures (as defined ih&hge Act
Rules 13a-15(e) and 15d-15(e)) and internal cowtvel financial reporting (as defined in Exchanget Rules 13a-15(f) and 15d-15(f)) for the registramd have:
(@) Designed such disclosure controls and procedorecaused such disclosure controls and procsdoee designed under our supervision, to ensure
that material information relating to the registrancluding its consolidated subsidiaries, is mi&dewn to us by others within those entities, paittrly
during the period in which this report is beingpgaeed,;
(b) Designed such internal control over financial réipg; or caused such internal control over finah@porting to be designed under our supervisio
provide reasonable assurance regarding the réfjabilfinancial reporting and the preparation miancial statements for external purposes in acourel
with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrati$slosure controls and procedures and presentisi report our conclusions about the effectiwsnaf
the disclosure controls and procedures, as ofrileoéthe period covered by this report based @h swaluation; and
(d) Disclosed in this report any change in thesegnt's internal control over financial reportthgt occurred during the registrant's most redsoaf
quarter (the registrant's fourth fiscal quartethia case of an annual report) that has materiffiigted, or is reasonably likely to materially affethe
registrant's internal control over financial rejugt and
5. The registrant's other certifying officer anidhlve disclosed, based on our most recent evaluatiimternal control over financial reporting, teetregistrant's
auditors and the audit committee of the registsérdard of directors (or persons performing thevedent functions):
(&) Al significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are reasonablyelik
to adversely affect the registrant's ability toamel; process, summarize and report financial in&drom; and

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

Dated: November 1, 2013 By: /s/ BALU BALAKRISHNAN

Balu Balakrishnan
Chief Executive Officer




Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

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

2. Based on my knowledge, this report does notatominy untrue statement of a material fact or émnéttate a material fact necessary to make thensémts
made, in light of the circumstances under whicthsstatements were made, not misleading with regpebe period covered by this report;
3.  Based on my knowledge, the financial statemamts,other financial information included in théport, fairly present in all material respectsfihancial
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskint¢his report;
4.  The registrant's other certifying officer araré responsible for establishing and maintainisgldsure controls and procedures (as defined ih&hge Act
Rules 13a-15(e) and 15d-15(e)) and internal cowtvel financial reporting (as defined in Exchanget Rules 13a-15(f) and 15d-15(f)) for the registramd have:
(@) Designed such disclosure controls and procedorecaused such disclosure controls and procsdoee designed under our supervision, to ensure
that material information relating to the registrancluding its consolidated subsidiaries, is mi&dewn to us by others within those entities, pattrly
during the period in which this report is beinggaeed,;
(b) Designed such internal control over financial réipg; or caused such internal control over finah@porting to be designed under our supervisio
provide reasonable assurance regarding the réfjabilfinancial reporting and the preparation miancial statements for external purposes in acourel
with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrati$slosure controls and procedures and presentisi report our conclusions about the effectiwsnaf
the disclosure controls and procedures, as ofrileoéthe period covered by this report based @h swaluation; and
(d) Disclosed in this report any change in thesegnt's internal control over financial reportthgt occurred during the registrant's most redsoaf
quarter (the registrant's fourth fiscal quartethia case of an annual report) that has materiffiigted, or is reasonably likely to materially affethe
registrant's internal control over financial rejugt and
5. The registrant's other certifying officer anidhlve disclosed, based on our most recent evaluatiimternal control over financial reporting, teetregistrant's
auditors and the audit committee of the registsérdard of directors (or persons performing thevedent functions):
(&) Al significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are reasonablyelik
to adversely affect the registrant's ability toamel; process, summarize and report financial in&drom; and

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

Dated: November 1, 2013 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 Poweegrations, Inc. (the “Company”) on Form 10-Q foe quarter ended September 30, 2013 , as filedthgth
Securities and Exchange Commission on the datehg@he “Report”), I, Balu Balakrishnan, Chief Exeive Officer of the Company, pursuant to 18 U.SS€ction 1350,
as adopted pursuant to Section 906 of the Sarb@rkey Act of 2002 (“Section 906”), certify to the&t of my knowledge that:

(1) The Report fully complies with the requiremeotsSection 13(a) or Section 15(d) of the Secwgifixchange Act of 1934; and
(2) The information contained in the Report faphesents, in all material respects, the finan@alition and results of operations of the Company.

Dated: November 1, 2013 By: /s/ BALU BALAKRISHNAN

Balu Balakrishnan
Chief Executive Officer

A signed original of this written statement reqdifgy Section 906, or other document authenticatwgnowledging, or otherwise adopting the signatiia
appears in typed form within the electronic versidithis written statement required by Section 9@ been provided to the Registrant and will hained by the
Registrant and furnished to the Securities and BrRgle Commission or its staff upon requ



Exhibit 32.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

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

In connection with the Quarterly Report of Poweegrations, Inc. (the “Company”) on Form 10-Q foe quarter ended September 30, 2013 , as filedthgth
Securities and Exchange Commission on the datehg@he “Report”), I, Sandeep Nayyar, Chief Finah@fficer of the Company, pursuant to 18 U.S.C:ti®e 1350, as
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002 (“Section 906"), certify to the bedtmy knowledge that:

(1) The Report fully complies with the requiremeotsSection 13(a) or Section 15(d) of the Secwgifixchange Act of 1934; and
(2) The information contained in the Report faphesents, in all material respects, the finan@alition and results of operations of the Company.

Dated: November 1, 2013 By: /s/ SANDEEP NAYYAR

Sandeep Nayyar
Chief Financial Officer

A signed original of this written statement requitey Section 906, or other document authenticategnowledging, or otherwise adopting the signathis
appears in typed form within the electronic versidithis written statement required by Section 3@6& been provided to the Registrant and will heined by the
Registrant and furnished to the Securities and Brge Commission or its staff upon requ



