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Except as the context otherwise requires, the terms “Monolithic Power Systems”, “MPS”, “Registrant”, “Company”’, “we”, “us
“our” as used herein are references to Monolithic Power Systems, Inc. and its consolidated subsidiaries.
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FORWARD-LOOKING STATEMENTS

This annual report on Form 10-K and the documents incorporated herein by reference contain forward-looking
statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended, that have been made pursuant to and in reliance on the provisions of
the Private Securities Litigation Reform Act of 1995. These statements include among other things, statements
concerning:

. the above-average industry growth of product and market areas that we have targeted,

our plan to introduce additional new products within our existing product families as well as in new product
categories and families,
our belief that we will continue to incur significant legal expenses that vary with the level of activity in each of our
legal proceedings,
the impact of our outstanding litigation and changing market conditions on the revenue we derive from our CCFL
product line,

. the effect of auction-rate securities on our liquidity and capital resources,
the application of our products in the computer, consumer electronics, and communications markets continuing to
account for a majority of our revenue,

. estimates of our future liquidity requirements,
. the cyclical nature of the semiconductor industry,
. protection of our proprietary technology,
. near term business outlook for 2011,
. the factors that we believe will impact our ability to achieve revenue growth,
e the outcome of the IRS audit of our tax return for the tax years ended December 31, 2006 and 2007,
. the percentage of our total revenue from various market segments, and
. the factors that differentiate us from our competitors.

In some cases, words such as “would,” “could,” “may,” “should,” “predict,” “potential,” “targets,” “continue,” “anticipate,” “‘e
“intend,” “plan,” “believe,” “seek,” “estimate,” “project,” “forecast,” “will,” the negative of these terms or other variations of s
terms and similar expressions relating to the future identify forward-looking statements.

LR T3 9 <6

All forward-looking statements are based on our current outlook, expectations, estimates, projections, beliefs and
plans or objectives about our business and our industry. These statements are not guarantees of future performance
and are subject to risks and uncertainties. Actual events or results could differ materially and adversely from those
expressed in any such forward-looking statements.

Risks and uncertainties that could cause actual results to differ materially include those set forth throughout this
annual report on Form 10-K and, in particular, in the section entitled “Item 1A. Risk Factors”.

Except as required by law, we disclaim any duty to and undertake no obligation to update any forward-looking
statements, whether as a result of new information relating to existing conditions, future events or otherwise or to
release publicly the results of any future revisions we may make to forward-looking statements to reflect events or
circumstances after the date hereof or to reflect the occurrence of unanticipated events. Readers are cautioned not to
place undue reliance on such statements, which speak only as of the date of this annual report on Form 10-K. Readers
should carefully review future reports and documents that we file from time to time with the Securities and Exchange
Commission, such as our quarterly reports on Form 10-Q and any current reports on Form 8-K.



Edgar Filing: MONOLITHIC POWER SYSTEMS INC - Form 10-K




Edgar Filing: MONOLITHIC POWER SYSTEMS INC - Form 10-K

PART I
ITEM 1. BUSINESS
General

Monolithic Power Systems is a fabless semiconductor company that designs, develops and markets proprietary,
advanced analog and mixed-signal semiconductors. We combine advanced process technology with our highly
experienced analog designers to produce high-performance power management integrated circuits (ICs) for DC to DC
converters, LED drivers, Cold Cathode Fluorescent Lamp (CCFL) backlight controllers, Class-D audio amplifiers, and
other Linear ICs. Our products are used extensively in computing and network communications products, flat panel
TVs, set top boxes and a wide variety of consumer and portable electronics products. We partner with world-class
manufacturing organizations to deliver top quality, ultra-compact, high-performance solutions through productive,
cost-efficient channels. Founded in 1997 and headquartered in San Jose, California, we have expanded our global
presence with offices in Taiwan, China, Korea, Japan, and Europe, which operate under MPS International, Ltd.

Industry Overview

Semiconductors comprise the basic building blocks of electronic systems and equipment. Within the semiconductor
industry, components can be classified either as discrete devices, such as individual transistors, or as ICs, in which a
number of transistors and other elements are combined to form a more complicated electronic circuit. ICs can be
further divided into three primary categories: digital, analog, and mixed-signal. Digital ICs, such as memory devices
and microprocessors, can store or perform arithmetic functions on data that is represented by a series of ones and
zeroes. Analog ICs, in contrast, handle real world signals such as temperature, pressure, light, sound, or speed. In
addition, analog ICs also perform power management functions, such as regulating or converting voltages, for
electronic devices. Mixed-signal ICs combine digital and analog functions onto a single chip and play an important
role in bridging real world phenomena to digital systems.

Analog and Mixed-Signal Markets. We focus on the market for ‘high performance’ analog and mixed-signal ICs. ‘High
performance’ products generally are differentiated by functionality and performance factors which include integration
of higher levels of functionality onto a single chip, greater precision, higher speed and lower heat and noise. There are
several key factors that distinguish analog and mixed-signal IC markets from digital IC markets and in particular the
high performance portion of the analog and mixed signal IC market. These factors include longer product life

cycles, numerous market segments, technology that is difficult to replicate, relative complexity of design and process
technology, importance of experienced design engineers, lower capital requirements and diversity of end markets. We
have, however, targeted product and market areas that we believe have the ability to offer above average industry
growth over the long term.

Products and Applications

We currently have three primary product families that address multiple applications within the computing, consumer
electronics, communications, and industrial/automotive markets. Our products are differentiated with respect to their
high degree of integration and strong levels of accuracy and efficiency, making them cost-effective relative to many
competing solutions. These product families include:

Direct Current (DC) to DC Converters. DC to DC converter ICs are used to convert and control voltages within a
broad range of electronic systems, such as portable electronic devices, wireless LAN access points, computers, set top
boxes, TVs and monitors, automobiles and medical equipment. We believe that our DC to DC converters are
differentiated in the market, particularly with respect to their high degree of integration, high voltage operation, high
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load current, and high switching speed in a small footprint. These features are important to our customers as they
result in fewer components, a smaller form factor, more accurate regulation of voltages, and, ultimately, lower system
cost and increased reliability through the elimination of many discrete components and power devices.

Lighting Control Products and AC/DC Offline Solutions. Lighting control ICs are used in backlighting and general
illumination products. Lighting control ICs for backlighting are used in systems that provide the light source for LCD
panels typically found in notebook computers, LCD monitors, car navigational systems, and LCD televisions.
Backlighting solutions are typically either WLED lighting sources or cold cathode fluorescent lamps (CCFL). WLED
lighting control ICs step-up or step-down a DC voltage, or convert from an AC line voltage supplied by the utility
company (also called AC/DC Offline) and provide efficient precision power and protection to a LED string or to
multiple LED strings. The CCFL ICs function by converting low-voltage direct current (DC) or battery voltage to
high-voltage alternating current (AC). We believe our CCFL ICs were the first to utilize a full bridge resonant
topology that allows for high efficiency, extended lifetimes for cold cathode fluorescent lamps (CCFLs), and lower
signal interference with adjacent components. The full bridge topology is now the industry standard for these
products.

In addition to AC/DC offline solutions for lighting illumination applications, MPS also offers AC/DC power
conversion solutions for a diverse number of end products that plug into a wall outlet.
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Audio Amplifiers. Audio amplifier ICs are used to amplify sound produced by audio processors. We currently offer
Class-D audio amplifiers, which are well-suited for applications that require both a small form factor and high power
efficiency, such as plasma televisions, LCD televisions and DVD players. With today’s systems becoming smaller and
utilizing larger amounts of power, solution sizes and the management of heat dissipation are becoming increasingly
important to the overall system design. The high degree of power efficiency and small form factor provided by our
Class-D audio amplifiers allows system vendors to significantly reduce heat dissipation, eliminating the costly and
sizable fans and heat sinks traditionally required by audio amplifier ICs. These features enable our customers to
achieve their design and cost objectives without sacrificing sound quality.

We currently target our products at the consumer electronics, communications and computing markets, with the
consumer market representing the largest portion of our revenue.

The following is a brief summary of our product family solutions for various applications. For each of these
applications, we are currently shipping product or have design wins, which are decisions by original equipment
manufacturers, or OEMs, or original design manufacturers, or ODMs, to use our ICs:

WLED LCD DCtoDC
Lighting  Backlight Converters Chargers Current
Illumination (Inverters (Buck & pP Reset &  Audio AC/DC (Switching Limit
Application (non-backlight) or WLED) Boost) Supervisory Amplifiers Offline & Linear) Switches
Computing
Computers and X X X X X X X
PDA devices
LCD Monitors X
Disk Drives/
Storage Networks
Consumer X
Electronics
LCD TV Displays X X X X X
Plasma TV X X X X X
Displays
Set Top Boxes X X X X X
Blu-Ray & DVD X X X X
Players
Digital Still X X X X
Cameras
Commercial & X X
Industrial Bulb &
CFL Replacement
GPS and X X X X X
Infotainment systems
Communications X
Cellular Handsets X X X X
Networking X X X
Infrastructure
VOIP X X
Wireless Access X X
Points

X X X
X
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We derive a majority of our revenue from the sales of our DC to DC converter IC product family to the computing,
consumer electronics and communications markets. In the future, we will continue to introduce additional new
products within our existing product families, such as high current, high voltage, small form factor switching voltage
regulators, as well as expand our newer product families in battery chargers, voltage references and low dropout
regulators. Our ability to achieve revenue growth will depend in part upon our ability to enter new market segments,
gain market share, grow in regions outside of Greater China, expand our customer base and successfully secure
manufacturing capacity.

Please refer to the table showing our revenue by product family in the section entitled “Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Results of Operations”.

10
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Customers, Sales, and Marketing

We sell our products through third party distributors, value-added resellers and directly to OEMs, ODMs, and
electronic manufacturing service (EMS) providers. Our third party distributors are subject to distribution agreements
with us which allow the distributor to sell our products to end customers and other resellers. Distributors may
distribute our products to end customers which include OEMs, ODMs or EMS providers. Our value-added resellers
may second source our products and provide other services to customers. ODMs typically design and manufacture
electronic products on behalf of OEMs, and EMS providers typically provide manufacturing services for OEMs and
other electronic product suppliers. The following is a summary for the years ended December 31, 2010, 2009 and
2008 of those customers that accounted for more than 10% of our total revenue in one or more of these years:

Revenue

Year ended December 31,
Customer 2010 2009 2008
A 14 % 13 % 20 %
B * 10 % 10 %
C * 10 % *
D ES ES *k

Current distribution agreements with several of our major distributors provide that each distributor shall have the
non-exclusive right to sell and use its best efforts to promote and develop a market for our products in several
countries in Asia. These agreements may be terminated by either us or the distributor on up to three months’

notice. These agreements provide that payment for purchases from us will generally occur within 30 to 45 days from
the date of invoice. In addition, we allow for limited stock rotation in certain agreements.

We have sales offices located in the United States, Taiwan, China, Korea and Japan and have marketing
representatives in Europe. Our products typically require a highly technical sales and applications engineering effort
where we assist our customers in the design and use of our products in their application. We maintain a staff of
applications engineers who work directly with our customers’ engineers in the development of their systems
electronics containing our products.

Because our sales are billed and payable in United States dollars, our sales are not directly subject to fluctuating
currency exchange rates. However, because 87% of our revenue in 2010 was attributable to direct or indirect sales to
customers in Asia, changes in the relative value of the dollar may create pricing pressures for our products.

Our sales are made primarily pursuant to standard individual purchase orders. Our manufacturing lead times are
generally 4 to 12 weeks and we often build inventory in advance of customer orders based on our forecast of future
customer orders. This subjects us to certain risks, most notably the possibility that sales will not meet our forecast,
which could lead to inventories in excess of demand. If excess inventory exists, it may be necessary for us to sell it at
a substantial discount or dispose of it altogether, either of which would negatively affect our profit margins.

We operate in the cyclical semiconductor industry where there is seasonal demand for certain of our products. While
we are not and will not be immune from current and future industry downturns, we have targeted product and market
areas that we believe have the ability to offer above average industry performance over the long term.

Research and Development

We have assembled a qualified team of engineers in the United States, China and Europe with core competencies in
analog and mixed-signal design. Through our research and development efforts, we have developed a collection of

11
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intellectual property and know-how that we are able to leverage across our products and markets. These include the
development of high efficiency power devices, the design of precision analog circuits, expertise in mixed-signal
integration and the development of proprietary semiconductor process technologies.

Our research and development efforts are generally targeted at three areas: systems architecture, circuit design and
implementation, and process technology. In the area of systems architecture, we are exploring new ways of solving

our customers’ system design challenges and are investing in the development of systems expertise in new markets and
applications that align well with our core capabilities. In the area of circuit design and implementation, our initiatives
include expanding our portfolio of products and adding new features to our products.

Please refer to the discussion of the amount spent on research and development during each of the last three fiscal
years in the section entitled “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Results of Operations — Research and Development”. In the area of process technology, we are investing
research and development resources to provide leading-edge analog power processes for our next generation of
integrated circuits. Process technology is a key strategic component to our future growth.

12
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Patents and Intellectual Property Matters

We rely on our proprietary technologies, which include both our proprietary circuit designs for our products and our
proprietary manufacturing process technologies. Our future success and competitive position depend in part upon our
ability to obtain and maintain protection of our proprietary technologies.

In general, we have elected to pursue patent protection for aspects of our circuit designs that we believe are patentable
and to protect our manufacturing process technologies by maintaining those process technologies as trade secrets. As
of January 18, 2011 we had approximately 84 patents issued and pending, of which 68 have been issued in the United
States. Our U.S. issued patents are scheduled to expire at various times through October 2028 and our other issued
patents are scheduled to expire at various times through August 2027. Our patents are material to our business, but we
do not rely on any one particular patent for our success. We also rely on a combination of nondisclosure agreements
and other contractual provisions, as well as our employees’ commitment to confidentiality and loyalty, to protect our
technology, know-how, and processes. We have entered into a patent license agreement with another integrated circuit
company, which is a value-added reseller, pursuant to which we have granted this company a license (with certain
limited sublicense rights) under certain of our patents to make, use, and sell certain of this company’s own integrated
circuit products for a period of two years ending in 2011, and for which this company is obligated to pay us royalties
based on sales of those products. We also seek to register certain of our trademarks as we deem appropriate. We have
not registered any of our copyrights and do not believe registration of copyrights is material to our business. Despite
precautions that we take, it may be possible for unauthorized third parties to copy aspects of our current or future
technology or products or to obtain and use information that we regard as proprietary. There can be no assurance that
the steps we take will be adequate to protect our proprietary rights, that our patent applications will lead to issued
patents, that others will not develop or patent similar or superior products or technologies, or that our patents will not
be challenged, invalidated, or circumvented by others. Furthermore, the laws of the countries in which our products
are or may be developed, manufactured or sold may not protect our products and intellectual property rights to the
same extent as laws in the United States. Our failure to adequately protect our proprietary technologies could harm our
business.

The semiconductor industry is characterized by frequent claims of infringement and litigation regarding patent and
other intellectual property rights. For a more complete description of our legal matters, please read the section entitled
Item 3. Legal Proceedings and Note 10 to our consolidated financial statements. Patent infringement is an ongoing
risk, in part because other companies in our industry could have patent rights that may not be identifiable when we
initiate development efforts. Litigation may be necessary to enforce our intellectual property rights, and we may have
to defend ourselves against infringement claims. Any such litigation could be very costly and may divert our
management resources. Further, we have agreed to indemnify certain of our customers and a supplier in some
circumstances against liability from infringement by our products. In the event any third party were to make an
infringement claim against us or our customers, we could be enjoined from selling selected products or could be
required to indemnify our customers or supplier or pay royalties or other damages to third parties. If any of our
products is found to infringe and we are unable to obtain necessary licenses or other rights on acceptable terms, we
would either have to change our product so that it does not infringe or stop making the infringing product, which
could have a material adverse effect on our operating results, financial condition, and cash flows.

Manufacturing

We utilize a fabless business model, working with third parties to manufacture and assemble our integrated circuits.
This fabless approach allows us to focus our engineering and design resources on our strengths and to reduce our fixed
costs and capital expenditures. In contrast to many fabless semiconductor companies, who utilize standard process
technologies and design rules established by their foundry partners, we have developed our own proprietary process
technology and collaborate with our foundry partners to install our technology on their equipment in their facilities for

13
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use solely on our behalf. This close collaboration and control over the manufacturing process has historically resulted
in favorable yields and product performance for our integrated circuits.

We currently contract with two suppliers to manufacture our wafers in foundries located in China. Once our silicon
wafers have been produced, they are shipped to our facility in Chengdu, China for wafer sort. Our semiconductor
products are then assembled and packaged by independent subcontractors in Malaysia and China. The assembled ICs
are then sent for final testing at our Chengdu facility prior to shipping to our customers.

In September 2004, we signed an agreement with a Chinese local authority to construct a facility in Chengdu, China,
initially for the testing of our ICs. Pursuant to this agreement, we agreed to contribute capital in the form of cash,
in-kind assets, and/or intellectual property, of at least $5.0 million to our wholly-owned Chinese subsidiary as the
registered capital for the subsidiary and have exercised the option to purchase land use rights for the facility for
approximately $0.2 million. We also have the option to acquire the facility after a five-year lease term for the original
construction cost less rents paid, which is currently estimated at $1.9 million and. which becomes exercisable in
March 2011. We will likely enter into a purchase agreement for this facility at a date to be determined and as the
opportunity necessitates. The facility has been fully operational since 2006 and we have benefitted from shorter
manufacturing cycle times and lower labor and overhead costs. Furthermore, we are continuing to expand our product
testing capabilities in our China facility and are able to take advantage of the rich pool of local engineering talent to
expand our manufacturing support and engineering operations.

14
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Key Personnel and Employees

Our performance is substantially dependent on the performance of our executive officers and key employees. Due to
the relative complexity of the design of our analog and mixed-signal ICs, our engineers generally have more years of
experience and greater circuit design aptitude than the more prevalent digital circuit design engineer. Analog
engineers with advanced skills are limited in number and difficult to replace. The loss of the services of key officers,
managers, engineers and other technical personnel would harm the business. Our future success will depend, in part,
on our ability to attract, train, retain, and motivate highly qualified technical and managerial personnel. We may not
be successful in attracting and retaining such personnel. Our employees are not represented by a collective bargaining
organization, and we have never experienced a work stoppage or strike. Our management considers employee
relations to be good. As of December 31, 2010, we employed 889 employees located in the United States, Taiwan,
China, Japan, Korea and Europe.

Competition

The analog and mixed-signal semiconductor industry is highly competitive, and we expect competitive pressures to
continue. Our ability to compete effectively and to expand our business will depend on our ability to continue to
recruit both applications engineering and design engineering personnel, our ability to introduce new products, and our
ability to maintain the rate at which we introduce these new products. Our industry is characterized by decreasing unit
selling prices over the life of a product. We compete with domestic and international semiconductor companies, many
of which have substantially greater financial and other resources with which to pursue engineering, manufacturing,
marketing, and distribution of their products. We are in direct and active competition, with respect to one or more of
our product lines, with at least 10 manufacturers of such products, of varying size and financial strength. The number
of our competitors has grown due to expansion of the market segments in which we participate. We consider our
primary competitors to include Fairchild Semiconductor International, Intersil Corporation, Linear Technology,
Maxim Integrated Products, Micrel Inc., Microsemi Corporation, National Semiconductor Corporation, O2Micro
International, Richtek Technology Corporation, Rohm Co., Ltd., Semtech Corporation, STMicroelectronics N.V.,
Texas Instruments Incorporated and Volterra.

We expect continued competition from existing competitors as well as competition from new entrants into the
semiconductor market. We believe that we are competitive with respect to these factors, particularly because our ICs
typically are smaller in size, are highly integrated, possess higher levels of power management functionalities and
achieve high performance specifications at lower price points than most of our competition. However, we cannot
assure you that our products will continue to compete favorably or that we will be successful in the face of increasing
competition from new products and enhancements introduced by existing competitors or new companies entering this
market.

Geographical and Segment Information

Please refer to the geographical and segment information for each of the last three fiscal years in Note 13 to our
consolidated financial statements.

Please refer to the discussion of risks attendant to our foreign operations in the section entitled “Item 1A: Risk Factors”.
Available Information
We were incorporated in California in 1997 and reincorporated in Delaware in November 2004. Our executive offices

are located at 6409 Guadalupe Mines Road, San Jose, CA 95120. Our telephone number is (408) 826-0600. Our
e-mail address is investors @monolithicpower.com, and our website is www.monolithicpower.com. Our annual reports
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on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those filed or
furnished pursuant to Sections 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, are available free
of charge. These may be obtained from our website, as soon as reasonably practicable after we electronically file such
material with, or furnish it to, the Securities and Exchange Commission, or at the SEC website at www.sec.gov.
Information contained on our website is not a part of this Form 10-K.
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Executive Officers of the Registrant

The executive officers of the Company, and their ages as of March 4, 2011 are as follows:

Name Age Position

Michael R. Hsing 51 President, Chief Executive Officer, and
Director

Meera P. Rao 50 CFO and Principal Financial and Accounting
Officer

Deming Xiao 48 President of MPS Asia Operations

Maurice Sciammas 51 Senior Vice President of Worldwide Sales and
Marketing

Paul Ueunten 56 Senior Vice President of Engineering

Saria Tseng 40 Vice President, General Counsel

Michael R. Hsing has served on our board of directors and has served as our President and Chief Executive Officer
since founding Monolithic Power Systems in August 1997. Before founding our company, Mr. Hsing held senior
technical positions at companies such as Supertex, Inc. and Micrel, Inc. Mr. Hsing is an inventor on numerous patents
related to the process development of bipolar mixed-signal semiconductor manufacturing. Mr. Hsing holds a B.S.E.E.
from the University of Florida.

Meera P. Rao has served as our Chief Financial Officer since January 2011. Ms. Rao joined us in January 2009 and
served as our Vice President of Finance and Corporate Controller. Prior to joining MPS, she was the principal in her
own consulting practice, working with various semiconductor companies, including MPS, where she set up our
business operations in Chengdu, China in 2006. Ms. Rao has more than 20 years of experience with semiconductor
and high technology companies and has held various senior executive positions, including the CFO of Integration
Associates, Vice President of Finance and Interim CFO at Atrica, Vice President of Finance at Raza Foundries,
Corporate Controller and Interim CFO at nVIDIA, as well as various positions at Advanced Micro Devices

(AMD). Ms. Rao is a CPA and holds an MBA from the University of Rochester.

Maurice Sciammas currently serves as our Senior Vice President of Worldwide Sales and Marketing, a position he has
had since 2007. Mr. Sciammas joined the Company in July 1999 and served as Vice President of Products and Vice
President of Sales (excluding greater China) until he was appointed to his current position. Before joining the
Company, he was Director of IC Products at Supertex from 1990 to 1999. He has also held positions at Micrel, Inc.
He holds a B.S.E.E. degree from San Jose State University.

Deming Xiao has served as our President of our Asia Operations since January 2008. Since joining us in May 2001,
Mr. Xiao has held several executive positions, including Foundry Manager and Senior Vice President of Operations.
Before joining us, from June 2000 to May 2001, Mr. Xiao was Engineering Account Manager at Chartered
Semiconductor Manufacturing, Inc. Prior to that, Mr. Xiao spent 6 years as the Manager of Process Integration
Engineering at Fairchild Imaging Sensors. Mr. Xiao holds a B.S. in Semiconductor Physics from Sichuan University,
Chengdu, China and a M.S.E.E. from Wayne State University.

Paul Ueunten has served as our Senior Vice President of Design Engineering since October 2007. Mr. Ueunten joined
us in May 1998 and held several senior level positions, including Vice President of Design Engineering, prior to his
appointment as our Senior Vice President of Design Engineering. Before joining us, Mr. Ueunten held positions at
National Semiconductor, Signetics Corporation and Sperry Flight Systems. Mr. Ueunten holds a MS in Electrical
Engineering from the University of Santa Clara, a BS in Electrical Engineering from the University of Washington
and a BS in Engineering-Physics from Pacific Lutheran University. Mr. Ueunten is credited with a number of patents
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and is a Member of the Institute of Electrical and Electronics Engineers.

Saria Tseng has served as our Vice President and General Counsel since November 2004. Ms. Tseng joined the
Company from MaXXan Systems, Inc., a privately held provider of intelligent storage networking solutions, where
she was also Vice President and General Counsel from January 2001 to November 2004. Prior to her corporate
experience, Ms. Tseng was an attorney at Gray Cary Ware & Freidenrich, LLP from July 1999 to January 2001.
Previously, she practiced law at Wang & Wang and Jones Day, Reavis & Pogue. Ms. Tseng is a member of the state
bar in both California and New York and is a member of the bar association of the Republic of China (Taiwan). She
holds Masters of Law degrees from Boalt Hall, University of California at Berkeley and the Chinese Culture
University in Taipei.

ITEM 1A. RISK FACTORS

Our business involves risks and uncertainties. You should carefully consider the risks described below, together with
all of the other information in this annual report on Form 10-K and other filings with the Securities and Exchange
Commission in evaluating our business. If any of the following risks actually occur, our business, financial condition,
operating results, and growth prospects would likely be adversely affected. In such an event, the trading price of our
common stock could decline, and you could lose all or part of your investment in our common stock. Our past
financial performance should not be considered to be a reliable indicator of future performance, and investors should
not use historical trends to anticipate results or trends in future periods. These risks involve forward-looking
statements and our actual results may differ substantially from those discussed in these forward-looking statements.
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The future trading price of our common stock could be subject to wide fluctuations in response to a variety of factors.

The future trading price of our common stock is likely to be highly volatile and could be subject to wide fluctuations
in price in response to various factors, many of which are beyond our control, including:

. our results of operations and financial performance;
. general economic, industry and global market conditions;
. whether our forward guidance meets the expectations of our investors;
. the depth and liquidity of the market for our common stock;
. developments generally affecting the semiconductor industry;
. commencement of or developments relating to our involvement in litigation;
. investor perceptions of us and our business strategies;
. changes in securities analysts’ expectations or our failure to meet those expectations;
. actions by institutional or other large stockholders;
. terrorist acts or acts of war;
. actual or anticipated fluctuations in our results of operations;
. developments with respect to intellectual property rights;
. announcements of technological innovations or significant contracts by us or our competitors;
. introduction of new products by us or our competitors;
. our sale of common stock or other securities in the future;
. conditions and trends in technology industries;
. changes in market valuation or earnings of our competitors;
our ability to develop new products, enter new market segments, gain market share, manage litigation risk, diversify
our customer base and successfully secure manufacturing capacity;
. our ability to increase our gross margins; and
. changes in the estimation of the future size and growth rate of our markets.

In addition, the stock market in general often experiences substantial volatility that is seemingly unrelated to the
operating performance of particular companies. These broad market fluctuations may adversely affect the trading
price of our common stock.

We expect our operating results to fluctuate from quarter to quarter and year to year, which may make it difficult to
predict our future performance and could cause our stock price to decline and be volatile.

Our revenue, expenses, and results of operations are difficult to predict, have varied significantly in the past and will
continue to fluctuate significantly in the future due to a number of factors, many of which are beyond our control. We
expect fluctuations to continue for a number of reasons, including:

e deterioration in general demand for electronic products as a result of worldwide financial crises and associated
macro-economic slowdowns;
. a deterioration in business conditions at our distributors, value-added resellers and/or end-customers;
. adverse general economic conditions in the countries where our products are sold or used;
. the timing of developments and related expenses in our litigation matters;
the possibility of additional lost business as a result of customer and prospective customer concerns about adverse
outcomes in our litigations or about being litigation targets;
» continued dependence on our turns business (orders received and shipped within the same fiscal quarter);

. increases in assembly costs due to commodity price increases, such as the price of gold;
. the timing of new product introductions by us and our competitors;
. the acceptance of our new products in the marketplace;
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our ability to develop new process technologies and achieve volume production;
our ability to meet customer product demand in a timely manner;
the scheduling, rescheduling, or cancellation of orders by our customers;
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. the cyclical nature of demand for our customers’ products;
. an increase in stock rotation reserves;
*  our ability to manage our inventory levels, including the levels of inventory held by our distributors;
. inventory levels and product obsolescence;
. seasonality and variability in the computer, consumer electronics, and communications markets;
. the availability of adequate manufacturing capacity from our outside suppliers;
. increases in prices for finished wafers due to general capacity shortages;
. the potential loss of future business resulting from current capacity issues;
. changes in manufacturing yields; and
. movements in exchange rates, interest rates or tax rates.

Due to the factors noted above and other risks described in this section, many of which are beyond our control, you
should not rely on quarter-to-quarter or year-over-year comparisons to predict our future financial performance.
Unfavorable changes in any of the above factors may seriously harm our business and cause our stock price to decline
and be volatile.

We may not be profitable on a quarterly or annual basis.
Our profitability is dependent on many factors, including:

eour sales, which because of our turns business (i.e., orders received and shipped within the same fiscal quarter), is
difficult to accurately forecast;

e consumer electronic sales, which has experienced and may continue to experience a downturn as a result of the
worldwide economic crisis;

o our competition, which could adversely impact our selling prices and our potential sales;

e our manufacturing costs, including our ability to negotiate with our vendors and our ability to efficiently run our test

facility in China;
. manufacturing capacity constraints; and

eour operating expenses, including general and administrative expenses, selling and marketing expenses, stock-based
compensation expenses, litigation expenses, which we expect to be significant due to the litigation in which we are
involved, and research and development expenses relating to products that will not be introduced and will not
generate revenue until later periods, if at all.

We may not achieve profitability on a quarterly or annual basis in the future. Unfavorable changes in our operations,
including any of the factors noted above, may have a material adverse effect on our quarterly or annual profitability.

We may not experience growth rates comparable to past years.

In the past, our revenues increased significantly in certain years due to increased sales of certain of our products. Due
to various factors, including increased competition, loss of certain of our customer install base, unfavorable changes in
our operations, reduced global electronics demand, end-customer market downturn, market acceptance and
penetration of our current and future products and ongoing litigation, we may not experience growth rates comparable
to past periods, which could materially and adversely affect our stock price and results of operations.

Due to product shortages early in 2010, several major customers in Korea sought alternative suppliers, which
impacted our revenue in the fourth quarter of 2010 and may continue to impact our revenue in future periods. If we are
unable to fill this revenue gap, our growth rate may be impacted, which could materially and adversely affect our
stock price and results of operations.
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We may be unsuccessful in developing and selling new products with margins similar to or better than what we have
experienced in the past, which would impact our overall gross margin and financial performance.

Our success depends on products that are differentiated in the market, which result in gross margins that have
historically been above the industry averages. During 2010, our gross margins decreased materially as compared to
2009. Should we fail to improve our gross margin in future years, and accordingly develop and introduce sufficiently
differentiated products that result in higher gross margins than industry averages, our financial condition could be
materially adversely affected.

12
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The highly cyclical nature of the semiconductor industry, which has produced significant and sometimes prolonged
downturns, could materially adversely affect our operating results, financial condition and cash flows.

Historically, the semiconductor industry has been highly cyclical and, at various times, has experienced significant
downturns and wide fluctuations in supply and demand. These conditions have caused significant variances in product
demand and production capacity, as well as rapid erosion of average selling prices. The industry may experience
severe or prolonged downturns in the future, which could result in downward pressure on the price of our products as
well as lower demand for our products. Because significant portions of our expenses are fixed in the short term or
incurred in advance of anticipated sales, we may not be able to decrease our expenses in a timely manner to offset any
sales shortfall. These conditions could have a material adverse effect on our operating results, financial condition and
cash flows.

If demand for our products declines in the major end markets that we serve, our revenue will decrease and our results
of operations and financial condition would be materially and adversely affected.

We believe that the application of our products in the computer, consumer electronics and communications markets
will continue to account for the majority of our revenue. If the demand for our products declines in the major end
markets that we serve, our revenue will decrease and our results of operations and financial condition would be
materially and adversely affected. In addition, as technology evolves, the ability to integrate the functionalities of
various components, including our discrete semiconductor products, onto a single chip and/or onto other components
of systems containing our products increases. Should our customers require integrated solutions that we do not offer,
demand for our products could decrease, and our business and results of operations would be materially and adversely
affected.

We derive most of our revenue from direct or indirect sales to customers in Asia and have significant operations in
Asia, which may expose us to political, cultural, regulatory, economic, foreign exchange, and operational risks.

We derive most of our revenue from customers located in Asia through direct or indirect sales through distribution
arrangements with parties located in Asia. As a result, we are subject to increased risks due to this geographic
concentration of business and operations. For the year ended December 31, 2010, approximately 87% of our revenue
was from customers in Asia. There are risks inherent in doing business in Asia, and internationally in general,
including:

changes in, or impositions of, legislative or regulatory requirements, including tax laws in the United States and in
the countries in which we manufacture or sell our products;

trade restrictions, including restrictions imposed by the United States government on trading with parties in foreign
countries;

. currency exchange rate fluctuations impacting intra-company transactions;
. transportation delays;
. changes in tax regulations in China that may impact our tax status in Chengdu;
. multi-tiered distribution channels that lack visibility to end customer pricing and purchase patterns;
. international political relationships and threats of war;
. terrorism and threats of terrorism;
. epidemics and illnesses;
. work stoppages and infrastructure problems due to adverse weather conditions or natural disasters;
. work stoppages related to employee dissatisfaction;
. economic and political instability;
. changes in import/export regulations, tariffs, and freight rates;
. longer accounts receivable collection cycles and difficulties in collecting accounts receivables;
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. enforcing contracts generally; and
. less effective protection of intellectual property and contractual arrangements.

If we fail to expand our customer base and significantly reduce the geographical concentration of our customers, we
will continue to be subject to the foregoing risks, which could materially and adversely affect our revenue and
financial condition.

We receive a significant portion of our revenue from our distribution channel, and the loss of any one of these
distributors or value-added resellers or failure to collect a receivable from them could adversely affect our operations
and financial position.

We market our products through distribution arrangements and value-added resellers and through our direct sales and
applications support organization to customers that include OEMs, ODMs and electronic manufacturing service
providers. Receivables from our customers are generally not secured by any type of collateral and are subject to the
risk of being uncollectible. For the year ended December 31, 2010, sales to our largest distributor accounted for
approximately 14% of our total revenue. Significant deterioration in the liquidity or financial condition of any of our
major customers or any group of our customers could have a material adverse impact on the collectability of our
accounts receivable and our future operating results. We primarily conduct our sales on a purchase order basis, and we
do not have any long-term supply contracts.
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Moreover, we believe a high percentage of our products are eventually sold to a number of OEMs. Although we
communicate with OEMs in an attempt to achieve “design wins,” which are decisions by OEMs and/or ODMs to
incorporate our products, we do not have purchase commitments from these end users. Therefore, there can be no
assurance that the OEMs and/or ODMs will continue to incorporate our ICs into their products. OEM technical
specifications and requirements can change rapidly, and we may not have products that fit new specifications from an
end-customer for whom we have had previous design wins. We cannot be certain that we will continue to achieve
design wins from large OEMs, that our direct customers will continue to be successful in selling to the OEMs, or that
the OEMs will be successful in selling products which incorporate our ICs. The loss of any significant customer, any
material reduction in orders by any of our significant customers or by their OEM customers, the cancellation of a
significant customer order, or the cancellation or delay of a customer’s or OEM’s significant program or product could
reduce our revenue and adversely affect our operations and financial condition.

Due to the nature of our business as a component supplier, we may have difficulty both in accurately predicting our
future revenue and appropriately managing our expenses.

Because we provide components for end products and systems, demand for our products is influenced by our
customers’ end product demand. As a result, we may have difficulty in accurately forecasting our revenue and
expenses. Our revenue depends on the timing, size, and speed of commercial introductions of end products and
systems that incorporate our products, all of which are inherently difficult to forecast, as well as the ongoing demand
for previously introduced end products and systems. In addition, demand for our products is influenced by our
customers’ ability to manage their inventory. Our sales to distributors are subject to higher volatility because they
service demand from multiple levels of the supply chain which, in itself, is inherently difficult to forecast.
Specifically, in the fourth quarter of 2010, demand was lower because distributors used up inventory that was shipped
in the third quarter. If our customers, including distributors, do not manage their inventory correctly or misjudge their
customers’ demand, our shipments to and orders from our customers may vary significantly on a quarterly basis.

Our ability to increase product sales and revenues is currently constrained by the manufacturing capacity of our
suppliers.

Although we provide our suppliers with rolling forecasts of our production requirements, their ability to provide
wafers to us is limited by the available capacity, particularly capacity in the geometries we require, at the facilities in
which they manufacture wafers for us. As a result, this lack of capacity has constrained our product sales and revenue
growth. In addition, an increased need for capacity to meet internal demands or demands of other customers could
cause our suppliers to reduce capacity available to us. Our suppliers may also require us to pay amounts in excess of
contracted or anticipated amounts for wafer deliveries or require us to make other concessions in order to acquire the
wafer supply necessary to meet our customer requirements. If our suppliers extend lead times, limit supplies or the
types of capacity we require, or increase prices due to capacity constraints or other factors, our revenue and gross
margin may materially decline. In addition, if we experience supply delays or limitations, our customers may reduce
their purchase levels with us and/or seek alternative solutions to meet their demand, which could materially and
adversely impact our business and results of operations.

Due to lack of capacity, which resulted in product shortages in early 2010, several major customers in Korea sought
alternative suppliers, which impacted our revenue in the fourth quarter of 2010 and may continue to impact our
revenue in future periods. If we are faced with capacity issues similar to what we experienced in 2010, our product
sales and revenue may be further impacted, which could materially and adversely affect our business and results of
operations.

We currently depend on two third-party suppliers to provide us with wafers for our products. If any of our wafer
suppliers become insolvent or capacity constrained and are unable and/or fail to provide us sufficient wafers at
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acceptable yields and at anticipated costs, our revenue and gross margin may decline or we may not be able to fulfill
our customer orders.

We have a supply arrangement with two suppliers for the production of wafers. Should any of our suppliers become
insolvent or capacity constrained, we many not be able to fulfill our customer orders, which would likely cause a
decline in our revenue.

While certain aspects of our relationship with these suppliers are contractual, many important aspects of this
relationship depend on our suppliers’ continued cooperation and our management relationships. In addition, the
fabrication of ICs is a highly complex and precise process. Problems in the fabrication process can cause a substantial
percentage of wafers to be rejected or numerous ICs on each wafer to be non-functional. This could potentially reduce
yields. The failure of our suppliers to supply us wafers at acceptable yields could prevent us from fulfilling our
customer orders for our products and would likely cause a decline in our revenue.

Further, as is common in the semiconductor industry, our customers may reschedule or cancel orders on relatively
short notice. Under our agreement with our suppliers, we have an option to order wafers based on a committed
forecast that can cover a period of one to six months. If our customers cancel orders after we submit a committed
forecast to our suppliers for the corresponding wafers, we may be required to purchase wafers that we may not be able
to resell, which would adversely affect our operating results, financial condition, and cash flows.
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We might not be able to deliver our products on a timely basis if our relationships with our assembly and test
subcontractors are disrupted or terminated.

All of our products are assembled by third-party subcontractors and a portion of our testing is currently performed by
third-party subcontractors. We do not have any long-term agreements with these subcontractors. As a result, we may
not have direct control over product delivery schedules or product quality. Also, due to the amount of time typically
required to qualify assembly and test subcontractors, we could experience delays in the shipment of our products if we
were forced to find alternate third parties to assemble or test our products. In addition, events such as the recent
global economic crisis may materially impact our assembly supplier’s ability to operate. Any future product delivery
delays or disruptions in our relationships with our subcontractors could have a material adverse effect on our operating
results, financial condition, and cash flows.

There may be unanticipated costs associated with adding to or supplementing our third-party supplier’s manufacturing
capacity.

We anticipate that future growth of our business will require increased manufacturing capacity on the part of
third-party supply foundries, assembly shops, or testing facilities for our products. In order to facilitate such growth,
we may need to enter into strategic transactions, investments and other activities. Such activities are subject to a
number of risks, including:

§ the costs and expense associated with such activities;
§ the availability of modern foundries to be developed, acquired, leased or otherwise made available to us or our
third-party suppliers;
§ the ability of foundries and our third-party suppliers to obtain the advanced equipment used in the production of our
products;
§ delays in bringing new foundry operations online to meet increased product demand; and
§unforeseen environmental, engineering or manufacturing qualification problems relating to existing or new foundry
facilities.

These and other risks may affect the ultimate cost and timing of any expansion of our third-party supplier’s capacity.

We purchase inventory in advance based on expected demand for our products, and if demand is not as expected, we
may have insufficient or excess inventory, which could adversely impact our financial position.

As a fabless semiconductor company, we purchase our inventory from a third party manufacturer in advance of selling
our product. We place orders with our manufacturer based on existing and expected orders from our customers for
particular products. While our contracts with our customers and distributors include lead time requirements and
cancellation penalties that are designed to protect us from misalignment between customer orders and inventory
levels, we must nonetheless make some predictions when we place orders with our manufacturer. In the event that our
predictions are inaccurate due to unexpected increases in orders or unavailability of product within the time frame that
is required, we may have insufficient inventory to meet our customer demands. In the event that we order products
that we are unable to sell due to a decrease in orders, unexpected order cancellations, injunctions due to patent
litigations, or product returns, we may have excess inventory which, if not sold, may need to be disposed of or would
result in a decrease in our revenues in future periods as the excess inventory at our distributors is sold. If any of these
situations were to arise, it could have a material impact on our business and financial position.

If we are unsuccessful in any of the legal proceedings involving us and any of our competitors, we could be prevented
from selling many of our products and/or be required to pay substantial damages. An unfavorable outcome or an

additional award of damages, attorneys’ fees or an injunction could cause our revenue to decline significantly and
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could severely harm our business and operating results.

If we are not successful in litigation that could be brought against us or our customers, we could be ordered to pay
monetary fines and/or damages. If we are found liable for willful patent infringement, damages could be doubled or
tripled. We and/or our customers could also be prevented from selling some or all of our products. Moreover, our
customers and end-users could decide not to use our products or our products or our customers’ accounts payable to us
could be seized. Finally, interim developments in these proceedings could increase the volatility in our stock price as
the market assesses the impact of such developments on the likelihood that we will or will not ultimately prevail in
these proceedings.

Given our inability to control the timing and nature of significant events in our legal proceedings that either have
arisen or may arise, our legal expenses are difficult to forecast and may vary substantially from our publicly-disclosed
forecasts with respect to any given quarter, which could contribute to increased volatility in our stock price and
financial condition.

Historically, we have incurred significant expenses in connection with various legal proceedings that vary with the
level of activity in the proceeding. It is difficult for us to forecast our legal expenses for any given quarter, which
adversely affects our ability to forecast our expected results of operations in general. We may also be subject to
unanticipated legal proceedings, which would result in our incurrence of unexpected legal expenses. If we fail to meet
the expectations of securities or industry analysts as a result of unexpected changes in our legal expenses, our stock
price could be impacted.
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Our ongoing legal proceedings and the potential for additional legal proceedings have diverted, and may continue to
divert, financial and management resources.

The semiconductor industry is characterized by frequent claims of infringement and litigation regarding patent and
other intellectual property rights. Patent infringement is an ongoing risk, in part because other companies in our
industry could have patent rights that may not be identifiable when we initiate development efforts. Litigation may be
necessary to enforce our intellectual property rights, and we may have to defend ourselves against additional
infringement claims. Such litigation is very costly. In the event any third party makes a new infringement claim
against us or our customers, we could incur additional ongoing legal expenses. In addition, in connection with these
legal proceedings, we may be required to post bonds to defend our intellectual property rights in certain countries for
an indefinite period of time, until such dispute is resolved. If our legal expenses materially increase or exceed
anticipated amounts, our capital resources and financial condition could be adversely affected. Further, if we are not
successful in any of our intellectual property defenses, our financial condition cold be adversely affected and our
business could be harmed. In addition, our management team may also be required to devote a great deal of time,
effort and energy to these legal proceedings, which could distract management’s focus on our operations and adversely
affect our business.

We will continue to vigorously defend and enforce our intellectual property rights around the world, especially as it
relates to patent litigation. We will take the appropriate action in various courts throughout the world and may be
required to post bonds to defend such intellectual property in certain countries for an indefinite period of time, until
such dispute is resolved. If we are not successful in defending our intellectual property, we could lose revenue and the
business could be harmed.

From time to time, we are faced with having to defend our intellectual property rights throughout the world. Should
we become engaged in such proceedings, it could divert management’s attention from focusing on and implementing
the business strategy. Further, should we not be successful in any of our intellectual property defenses, the revenue
may be affected and the business could be harmed.

Failure to protect our proprietary technologies or maintain the right to certain technologies may negatively affect our
ability to compete.

We rely heavily on our proprietary technologies. Our future success and competitive position depend in part upon our
ability to obtain and maintain protection of certain proprietary technologies used in our products. We pursue patents
for some of our new products and unique technologies, and we also rely on a combination of nondisclosure
agreements and other contractual provisions, as well as our employees’ commitment to confidentiality and loyalty, to
protect our technology, know-how, and processes. Despite the precautions we take, it may be possible for
unauthorized third parties to copy aspects of our current or future technology or products or to obtain and use
information that we regard as proprietary. We intend to continue to protect our proprietary technology, including
through patents. However, there can be no assurance that the steps we take will be adequate to protect our proprietary
rights, that our patent applications will lead to issued patents, that others will not develop or patent similar or superior
products or technologies, or that our patents will not be challenged, invalidated, or circumvented by others.
Furthermore, the laws of the countries in which our products are or may be developed, manufactured, or sold may not
protect our products and intellectual property rights to the same extent as laws in the United States. Our failure to
adequately protect our proprietary technologies could harm our business.

The market for government-backed student loan auction-rate securities has suffered a decline in liquidity which may
impact the liquidity and potential value of our investment portfolio.
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The market for government-backed student loan auction-rate securities with interest rates that reset through a Dutch
auction every 7 to 35 days, became illiquid in 2008. At December 31, 2010, the Company’s investment

portfolio included $19.2 million, net of impairment charges of $1.0 million, in government-backed student loan
auction-rate securities. As of that date, $20.2 million, the face value of our auction-rate security investments, have
failed to reset through successful auctions and it is unclear as to when these investments will regain their liquidity.
The underlying maturity of these auction-rate securities is up to 37 years.

Based on certain assumptions described in Note 2, “Fair Value Measurements”, to our consolidated financial statements
and the Liquidity and Capital Resources section of “Item 2. Management’s Discussion and Analysis of Financial
Condition and Results of Operations” of this annual report on Form 10-K, we recorded temporary and
other-than-temporary impairment charges on these investments. The valuation is subject to fluctuations in the future,
which will depend on many factors, including the collateral quality, potential to be called or restructured, underlying
final maturity, insurance guaranty, liquidity and market conditions, among others. We experienced our first failed
auction in mid-February 2008.

Should there be further deterioration in the market for auction-rate securities or if the accounting rules for these

securities change, the value of our portfolio may decline, which may have an adverse impact on our cash position and
our earnings. In addition, it is unlikely that we will be able to liquidate our auction-rate securities in the short term.
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We may be unsuccessful in developing and selling new products or in penetrating new markets required to maintain or
expand our business.

Our competitiveness and future success depend on our ability to design, develop, manufacture, assemble, test, market,
and support new products and enhancements on a timely and cost-effective basis. A fundamental shift in technologies
in any of our product markets could have a material adverse effect on our competitive position within these markets.
Our failure to timely develop new technologies or to react quickly to changes in existing technologies could materially
delay our development of new products, which could result in product obsolescence, decreased revenue, and/or a loss
of market share to competitors.

As we develop new product lines, we must adapt to market conditions that are unfamiliar to us, such as competitors
and distribution channels that are different from those we have known in the past. Some of our new product lines
require us to re-equip our labs to test parameters we have not tested in the past. If we are unable to adapt rapidly to
these new and additional conditions, we may not be able to successfully penetrate new markets.

The success of a new product depends on accurate forecasts of long-term market demand and future technological
developments, as well as on a variety of specific implementation factors, including:

. timely and efficient completion of process design and device structure improvements;
. timely and efficient implementation of manufacturing, assembly, and test processes;
. the ability to secure and effectively utilize fabrication capacity in different geometries;
. product performance;
. product availability;
. the quality and reliability of the product; and
. effective marketing, sales and service.

To the extent that we fail to timely introduce new products or to quickly penetrate new markets, our revenue and
financial condition could be materially adversely affected.

Certain of our CCFL products are used to drive fluorescent lighting products which contain small amount of mercury.

Our CCFL products are used to drive fluorescent lighting products which contain small amount of mercury. This is the
subject of environmental concerns, particularly in Europe. Should environmental issues impair the widespread use of
our CCFL-based products, and should we be unable to produce replacement products based on LED lighting fast
enough to compensate for the loss of our CCFL-related business, our business and results of operations could be
adversely affected.

The complexity of calculating our tax provision may result in errors that could result in restatements of our financial
statements.

Due to the complexity associated with the calculation of our tax provision, we have hired independent tax advisors to
assist us in the calculation. If we or our independent tax advisors fail to resolve or fully understand certain issues that
we may have had in the past and issues that may arise in the future, we could be subject to errors, which would result
in us having to restate our financial statements. Restatements are generally costly and could adversely impact our
results of operations and/or have a negative impact on the trading price of our common stock.

We face risks in connection with our internal control over financial reporting related to income taxes.
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Because of the complexity of our tax structure, we have had errors in our financial statements in the calculation of our
tax provision that previously resulted in restatements of our prior year financial results. Although we believe that we
have implemented appropriate internal control over financial reporting related to the computation of our income tax
provision, we cannot be certain that any measures we have taken or may take in the future will ensure that we
implement and maintain adequate internal control over financial reporting and that we will avoid any material
weakness in the future. In addition, we cannot assure you that we will not in the future identify further material
weaknesses in our internal control over financial reporting related to the calculation of our income tax provision that
we have not discovered to date, which may impact the reliability of our financial reporting and financial statements.

Changes in effective tax rates or adverse outcomes resulting from examination of our income tax returns could
adversely affect our results

Our future effective tax rates could be adversely affected by earnings being lower than anticipated in countries where
we have lower statutory rates and higher than anticipated in countries where we have higher statutory rates, by
changes in the valuation of our deferred tax assets and liabilities, or by changes in tax laws, regulations, accounting
principles or interpretations thereof. In addition, we are subject to the continuous examination of our income tax
returns by the Internal Revenue Service and other tax authorities. We regularly assess the likelihood of adverse
outcomes resulting from these examinations to determine the adequacy of our provision for income taxes. There can
be no assurance that the outcomes from these continuous examinations will not have an adverse effect on our
operating results and financial condition.
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Our products must meet exacting specifications, and undetected defects and failures may occur, which may cause
customers to return or stop buying our products and may expose us to product liability risk.

Our customers generally establish demanding specifications for quality, performance, and reliability that our products
must meet. Integrated circuits as complex as ours often encounter development delays and may contain undetected
defects or failures when first introduced or after commencement of commercial shipments, which might require
product replacement or recall. Further, our third-party manufacturing processes or changes thereof, or raw material
used in the manufacturing processes may cause our products to fail. We have from time to time in the past
experienced product quality, performance or reliability problems. Our standard warranty period is one year, which
exposes the company to significant risks of claims for defects and failures. If defects and failures occur in our
products, we could experience lost revenue, increased costs, including warranty expense and costs associated with
customer support, delays in, cancellations or rescheduling of orders or shipments, and product returns or discounts,
any of which would harm our operating results.

In addition, product liability claims may be asserted with respect to our technology or products. Although we currently
have insurance, there can be no assurance that we have obtained a sufficient amount of insurance coverage, that
asserted claims will be within the scope of coverage of the insurance, or that we will have sufficient resources to
satisfy any asserted claims.

The price and availability of commodities (e.g., gold, platinum, copper and silicon) may adversely impact our ability
to deliver our products in a timely and cost-effective manner and may affect our business and results of operations.

Our products incorporate commodities such as gold, platinum, copper and silicon. The price and availability of these
commodities and other like commodities that we use could negatively impact our business and results of operations.

Devaluation of the U.S. Dollar relative to other foreign currencies, including the Chinese Yuan, may adversely affect
results of operations.

Our manufacturing and packaging suppliers are and will continue to be primarily located in China for the foreseeable
future. Should the value of the Chinese Yuan continue to rise against the U.S. Dollar, there could be an increase in our
manufacturing costs relative to competitors who have manufacturing facilities located in the U.S., which could
adversely affect our operations. In addition, because we collect payments from all customers in U.S. dollars,
fluctuations in the value of foreign currencies could have an adverse impact on our customers’ business, which could
negatively impact our business and results of operations.

We and our manufacturing partners are or will be subject to extensive Chinese government regulation, and the benefit
of various incentives from Chinese governments that we and our manufacturing partners receive may be reduced or
eliminated, which could increase our costs or limit our ability to sell products and conduct activities in China.

Most of our manufacturing partners are located in China. In addition, we have established a facility in China, initially
for the testing of our ICs. The Chinese government has broad discretion and authority to regulate the technology
industry in China. China’s government has implemented policies from time to time to regulate economic expansion in
China. It also exercises significant control over China’s economic growth through the allocation of resources,
controlling payment of foreign currency-denominated obligations, setting monetary policy and providing preferential
treatment to particular industries or companies. New regulations or the readjustment of previously implemented
regulations could require us and our manufacturing partners to change our business plans, increase our costs, or limit
our ability to sell products and conduct activities in China, which could adversely affect our business and operating
results.
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In addition, the Chinese government and provincial and local governments have provided, and continue to provide,
various incentives to encourage the development of the semiconductor industry in China. Such incentives include tax
rebates, reduced tax rates, favorable lending policies, and other measures, some or all of which may be available to
our manufacturing partners and to us with respect to our facility in China. Any of these incentives could be reduced or
eliminated by governmental authorities at any time. Any such reduction or elimination of incentives currently
provided to our manufacturing partners could adversely affect our business and operating results.

There are inherent risks associated with the operation of our testing facility in China, which could increase product
costs or cause a delay in product shipments.

We have a testing facility in China that began operations in 2006. In addition to the risks discussed elsewhere in this
annual report on Form 10-K, we face the following risks, among others:

. inability to maintain appropriate and acceptable manufacturing controls; and
. higher than anticipated overhead and other costs of operation.
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If we are unable to continue a fully operational status with appropriate controls, we may incur higher costs than our
current expense levels, which would affect our gross margins. In addition, if capacity restraints result in significant
delays in product shipments, our business and results of operations would be adversely affected.

The average selling prices of products in our markets have historically decreased over time and will likely do so in the
future, which could harm our revenues and gross profits.

Average selling prices of semiconductor products in the markets we serve have historically decreased over time. Our
gross profits and financial results will suffer if we are unable to offset any reductions in our average selling prices by
reducing our costs, developing new or enhanced products on a timely basis with higher selling prices or gross profits,
or increasing our sales volumes. Additionally, because we do not operate our own manufacturing or assembly
facilities, we may not be able to reduce our costs as rapidly as companies that operate their own facilities, and our
costs may even increase, which could also reduce our margins.

Because of the lengthy sales cycles for our products and the fixed nature of a significant portion of our expenses, we
may incur substantial expenses before we earn associated revenue and may not ultimately achieve our forecasted sales
for our products.

The introduction of new products presents significant business challenges because product development plans and
expenditures must be made up to two years or more in advance of any sales. It takes us up to 12 months or more to
design and manufacture a new product prototype. Only after we have a prototype do we introduce the product to the
market and begin selling efforts in an attempt to achieve design wins. This sales process, which averages six to twelve
months, requires us to expend significant sales and marketing resources without any assurance of success. Volume
production of products that use our ICs, if any, may not be achieved for an additional three to six months after an
initial sale. Sales cycles for our products are lengthy for a number of reasons:

our customers usually complete an in-depth technical evaluation of our products before they place a purchase order;
the commercial adoption of our products by OEMs and ODMs is typically limited during the initial release of their
product to evaluate product performance and consumer demand;

. our products must be designed into a customer’s product or system; and
the development and commercial introduction of our customers’ products incorporating new technologies frequently
are delayed.

As a result of our lengthy sales cycles, we may incur substantial expenses before we earn associated revenue because a
significant portion of our operating expenses is relatively fixed and based on expected revenue. The lengthy sales
cycles of our products also make forecasting the volume and timing of orders difficult. In addition, the delays inherent
in lengthy sales cycles raise additional risks that customers may cancel or change their orders. Our sales are made by
purchase orders. Because industry practice allows customers to reschedule or cancel orders on relatively short notice,
backlog is not always a good indicator of our future sales. If customer cancellations or product changes occur, we
could lose anticipated sales and not have sufficient time to reduce our inventory and operating expenses.

The loss of any of our key personnel or the failure to attract or retain specialized technical and management personnel
could impair our ability to grow our business.

Our future success depends upon our ability to attract and retain highly qualified technical and managerial personnel.
We are particularly dependent on the continued services of our key executives, including Michael Hsing, our
President and Chief Executive Officer, who founded our company and developed our proprietary process technology.
In addition, personnel with highly skilled analog and mixed-signal design engineering expertise are scarce and
competition for personnel with these skills is intense. There can be no assurance that we will be able to retain existing

35



Edgar Filing: MONOLITHIC POWER SYSTEMS INC - Form 10-K

key employees or that we will be successful in attracting, integrating or retaining other highly qualified personnel with
critical capabilities in the future. If we are unable to retain the services of existing key employees or are unsuccessful
in attracting new highly qualified employees quickly enough to meet the demands or our business, including design
cycles, our business could be harmed.

If we fail to retain key employees in sales, applications, finance and legal or to make continued improvements to our
internal systems, particularly in the accounting and finance area, our business may suffer.

If we fail to continue to adequately staff our sales, applications, financial and legal staff, maintain or upgrade our
business systems and maintain internal controls that meet the demands of our business, our ability to operate
effectively will suffer. The operation of our business also depends upon our ability to retain these employees, as these
employees hold a significant amount of institutional knowledge about us and our products, and, if they were to
terminate their employment, our sales and internal control over financial reporting could be adversely affected.
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We intend to continue to expand our operations, which may strain our resources and increase our operating expenses.

We plan to continue to expand our domestic and foreign operations through internal growth, strategic relationships,
and/or acquisitions. We expect that any such expansion will strain our systems and operational and financial controls.
In addition, we are likely to incur significantly higher operating costs. To manage our growth effectively, we must
continue to improve and expand our systems and controls, as well as hire experienced administrative and financial
personnel. If we fail to do so, our growth will be limited. If we fail to effectively manage our planned expansion of
operations, our business and operating results may be harmed.

We may engage in future acquisitions that dilute the ownership interests of our stockholders and cause us to incur debt
or to assume contingent liabilities, and we may be unable to successfully integrate these companies into our
operations, which would adversely affect our business.

As a part of our business strategy, from time to time we review acquisition prospects that would complement our
current product offerings, enhance our design capability or offer other competitive opportunities. In the event of future
acquisitions, we could use a significant portion of our available cash, cash equivalents and short-term investments,
issue equity securities which would dilute current stockholders’ percentage ownership, incur substantial debt or
contingent liabilities, and/or incur impairment charges related to goodwill or other intangibles. Such actions by us
could impact our operating results and/or the price of our common stock.

In addition, we may be unable to identify or complete prospective acquisition for various reasons, including
competition from other companies in the semiconductor industry, the valuation expectations of acquisition candidates
and applicable antitrust laws or related regulations. If we are unable to identify and complete acquisitions, we may
not be able to successfully expand our business and product offerings.

To the extent we are successful in completing strategic acquisitions, if we are unsuccessful in integrating any acquired
company into our operations or if integration is more difficult than anticipated, we may experience disruptions that
could harm our business and not realize the anticipated benefits of the acquisitions. Some of the risks that may
adversely affect our ability to integrate or realize any anticipated benefits from the acquired companies, businesses or
assets include those associated with:

§ unexpected losses of key employees or customers of the acquired companies or businesses;
§  conforming the acquired company’s standards, processes, procedures and controls with our operations;
§ coordinating new product and process development;
§ hiring additional management and other critical personnel;
§ increasing the scope, geographic diversity and complexity of our operations;
§ difficulties in consolidating facilities and transferring processes and know-how;
§ other difficulties in the assimilation of acquired operations, technologies or products;
§ diversion of management’s attention from other business concerns; and
N adverse effects on existing business relationships with customers.

We compete against many companies with substantially greater financing and other resources, and our market share
may be reduced if we are unable to respond to our competitors effectively.

The analog and mixed-signal semiconductor industry is highly competitive, and we expect competitive pressures to
continue. Our ability to compete effectively and to expand our business will depend on our ability to continue to
recruit applications and design talent, our ability to introduce new products, and our ability to maintain the rate at
which we introduce these new products. We compete with domestic and non-domestic semiconductor companies,
many of which have substantially greater financial and other resources with which to pursue engineering,
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manufacturing, marketing, and distribution of their products. We are in direct and active competition, with respect to
one or more of our product lines, with at least 10 manufacturers of such products, of varying size and financial
strength. The number of our competitors has grown due to the expansion of the market segments in which we
participate. We consider our competitors to include, but not be limited to: Fairchild Semiconductor, Intersil, Linear,
Maxim Integrated Products, Micrel, Microsemi, National Semiconductor, O2Micro, RichTek, Rohm, Semtech,
STMicroelectronic, Texas Instruments and Volterra. We expect continued competition from existing competitors as
well as competition from new entrants in the semiconductor market.

We cannot assure you that our products will continue to compete favorably or that we will be successful in the face of
increasing competition from new products and enhancements introduced by existing competitors or new companies
entering this market, which would materially and adversely affect our results of operations and our financial
condition.
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If securities or industry analysts downgrade our stock or do not continue to publish research or reports about our
business, our stock price and trading volume could decline.

The trading market for our common stock will depend on the research and reports that industry or securities analysts
publish about us or our business. We do not have any control over these analysts. If one or more of the analysts who
cover us downgrade our stock, our stock price would likely decline. If one or more of these analysts cease coverage of
us or fail to regularly publish reports on us, we could lose visibility in the financial markets, which in turn could cause
our stock price or trading volume to decline.

Because of their significant stock ownership, our officers and directors will be able to exert significant influence over
our future direction.

Executive officers, directors, and affiliated entities beneficially owned in aggregate, approximately 17% of our
outstanding common stock as of December 31, 2010. These stockholders, if acting together, would be able to
significantly influence all matters requiring approval by our stockholders, including the election of directors and the
approval of mergers or other business combination transactions.

Major earthquakes or other natural disasters and resulting systems outages may cause us significant losses.

Our corporate headquarters, the production facilities of our third-party wafer supplier, our IC testing facility, a portion
of our assembly and research and development activities, and certain other critical business operations are located in
or near seismically active regions and are subject to periodic earthquakes. We do not maintain earthquake insurance
and could be materially and adversely affected in the event of a major earthquake. Much of our revenue, as well as our
manufacturers and assemblers, are concentrated in Asia. Such concentration increases the risk that other natural
disasters, labor strikes, terrorism, war, political unrest, epidemics, and/or health advisories could disrupt our
operations. In addition, we rely heavily on our internal information and communications systems and on systems or
support services from third parties to manage our operations efficiently and effectively. Any of these are subject to
failure due to a natural disaster or other disruption. System-wide or local failures that affect our information
processing could have material adverse effects on our business, financial condition, operating results, and cash flows.

Our facilities in Chengdu, China are located in a seismically active area, as evidenced by the May 2008 earthquake
that was centered in the Sichuan Province of China. Although there was no damage to our facilities as a result of that
earthquake, should there be additional earthquakes in the area, we may incur losses and our business, financial
condition and/or operating results may suffer.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

Our primary operating locations are currently in San Jose, California and Chengdu, Sichuan, China. We currently
lease approximately 55,110 square feet in San Jose, which serves as our corporate headquarters, sales and research and
development center. Certain test procedures and manufacturing also take place in our San Jose facility. The San Jose
facility was sold and the new landlord has exercised their right to terminate the lease, effective April 18, 2012.

We lease approximately 56,000 square feet in Chengdu which serves as our test facility and manufacturing hub and

we constructed a 150,000 square foot research and development facility in Chengdu, which was put into operation in
October 2010. We also lease sales and research and development offices in the United States, Japan, China, Taiwan
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and Korea. We believe that our existing facilities are adequate for our current operations.
ITEM 3. LEGAL PROCEEDINGS
O2Micro

We have been engaged in a number of legal proceedings involving patent infringement claims with O2Micro, Inc. and
its parent corporation, O2M