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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-K
(Mark One)

þ Annual report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
for the fiscal year ended December 31, 2008

or

o Transition report pursuant to Section 13 or 15(d) of the 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 charter)

DELAWARE 94-3065014
(State or other jurisdiction of (I.R.S. Employer
Incorporation or organization) Identification No.)

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

(408) 414-9200
(Registrant�s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Stock, $.001 Par Value The NASDAQ Stock Market, Inc.

     Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.     YES o NO þ
     Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.     YES o NO þ
     Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.     YES þ NO o
     Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant�s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. þ
     Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated
filer, or a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller
reporting company� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer þ Accelerated filer o Non-accelerated filer   o
(Do not check if a smaller reporting company)

Smaller reporting company o 
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     Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).     YES o
NO þ
     The aggregate market value of registrant�s voting and non-voting common stock held by non affiliates of registrant
on June 30, 2008, the last business day of the registrant�s most recently completed second fiscal quarter, was
approximately $743,045,049, based upon the closing sale price of the common stock as reported on The NASDAQ
Global Market. Shares of common stock held by each officer, director and holder of 10% or more of the outstanding
common stock have been excluded in that such persons may be deemed to be affiliates. This determination of affiliate
status is not a conclusive determination for other purposes.
     Outstanding shares of registrant�s common stock, $0.001 par value, as of February 20, 2009: 26,901,050.

DOCUMENTS INCORPORATED BY REFERENCE
     The information required by Part III of this report, to the extent not set forth herein, is incorporated by reference
from the Registrant�s definitive proxy statement relating to the 2009 annual meeting of stockholders, which definitive
proxy statement will be filed with the Securities and Exchange Commission within 120 days after the fiscal year to
which this Report relates.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS
     This Annual Report on Form 10-K includes a number of forward-looking statements that involve many risks and
uncertainties. In some cases, forward-looking statements are indicated by the use of words such as �would�, �could�, �will�,
�may�, �expect�, �believe�, �should�, �anticipate�, �outlook�, �if�, �future�, �intend�, �plan�, �estimate�, �predict�, �potential�, �targets�, �seek� or
�continue� and similar words and phrases, including the negatives of these terms, or other variations of these terms.
These statements reflect our current views with respect to future events and our potential financial performance and
are subject to risks and uncertainties that could cause our actual results and financial position to differ materially and
adversely from what is projected or implied in any forward-looking statements included in this Form 10-K. These
factors include, but are not limited to: our ability to maintain and establish strategic relationships; the risks inherent in
the development and delivery of complex technologies; our ability to attract, retain and motivate qualified personnel;
the emergence of new markets for our products and services, and our ability to compete in those markets based on
timeliness, cost and market demand; and our limited financial resources. We make these forward looking statements
based upon information available on the date of this Form 10-K, and we have no obligation (and expressly disclaim
any obligation) to update or alter any forward-looking statements, whether as a result of new information or otherwise.
In evaluating these statements, you should specifically consider the risks described under Item 1A of Part I � �Risk
Factors,� Item 7 of Part II ��Management�s Discussion and Analysis of Financial Condition and Results of Operations� and
elsewhere in this Annual Report on Form 10-K.
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PART I
TOPSwitch, TinySwitch, LinkSwitch, DPA-Switch, EcoSmart, Hiper PLC and PI Expert are trademarks of Power

Integrations, Inc.
Item 1. Business.
Overview

     We design, develop, manufacture and market proprietary, high-voltage, analog integrated circuits, commonly
referred to as ICs. Our ICs are used in electronic power supplies, also known as switched-mode power supplies or
switchers. Power supplies convert electricity from a high-voltage source, such as a wall socket, to the type of power
needed by a given electronic device, such as a cellphone or a computer. This conversion entails, among other
functions, reducing the voltage and, when necessary, converting alternating current to direct current, referred to as
AC-DC conversion. Switched-mode power supplies perform these functions using an array of electronic components,
often including ICs such as ours. The vast majority of our ICs are used in AC-DC switchers, although we also target
certain high-voltage DC-DC applications such as power over Ethernet, or PoE. Our focus is on applications that are
sensitive to size, portability, energy efficiency and time-to-market, which are the primary benefits that our ICs
provide. We generally target power-supply applications in the following markets:
* the communications market;

* the consumer market;

* the computer market; and

* the industrial market.
     We believe our patented TOPSwitch ICs, introduced in 1994, were the first highly integrated power conversion ICs
to achieve widespread market acceptance. Since the introduction of TOPSwitch, we have introduced a number of
families of IC products that enable us to address 70% of the AC-DC power supply market as well as high-voltage
DC-DC applications. Since introducing TOPSwitch in 1994, we have shipped approximately 3.3 billion ICs.

Industry Background
     Virtually every electronic device that plugs into a wall socket requires a power supply to convert the high-voltage
alternating current provided by electric utilities into the low-voltage direct current required by most electronic devices.
A power supply may be located inside a device, such as a DVD player or desktop computer, or it may be outside the
device as in the case of a cellphone charger or an adapter for a cordless phone.
     Until approximately 1970, AC-DC power supplies were generally in the form of line-frequency, or linear,
transformers. These devices, consisting primarily of copper wire wound around an iron core, tend to be bulky and
heavy, and typically waste a substantial amount of electricity. In the 1970s, the invention of high-voltage discrete
semiconductors enabled the development of a new generation of power supplies known as switched-mode power
supplies, or switchers. These switchers generally came to be a cost-effective alternative to linear transformers in
applications requiring more than about three watts of power.
     In addition to their cost advantages in higher-power applications, switchers are generally smaller, lighter-weight
and more energy-efficient than linear transformers. However, switchers designed with discrete components are highly
complex, containing numerous components and requiring a high level of analog design expertise. Further, discrete
switchers can be relatively costly and difficult to manufacture due to their complexity and high component count.
These drawbacks tend to result in time-to-market and development risks for new products. Also, some discrete
switchers lack inherent safety and energy-efficiency features; adding these features may further increase the
component count, cost and complexity of the power supply.
     Early attempts to replace discrete switchers with IC-based switchers did not achieve widespread acceptance in the
marketplace because these integrated switchers were not cost-effective. In 1994 we introduced TOPSwitch, the
industry�s first cost-effective high-voltage IC for switched-mode AC-DC power supplies.

3
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Our Highly Integrated Solution
     Our patented ICs integrate onto a single chip many of the functions otherwise performed by numerous discrete
electronic components. Because of this integration, our ICs enable power supplies to have superior features and
functionality at a total cost equal to or lower than that of discrete switchers and linear transformers. Our products offer
the following key benefits to power supplies:
� Fewer Components, Reduced Size and Enhanced Functionality

     Our highly integrated ICs, used in combination with our patented power-supply design techniques, enable the
design and production of switchers that use up to 70% fewer components compared to discrete switchers. For
example, our ICs provide safety and reliability features such as thermal and short-circuit protection, while discrete
switchers must include additional components, and therefore incur additional cost, to provide these functions.
Switchers that incorporate our ICs are also smaller, lighter, and more portable than comparable power supplies built
with linear transformers, which are still used in many low-power applications.
� Improved Efficiency

     Our patented EcoSmart technology, introduced in 1998, improves the energy efficiency of electronic devices
during normal operation as well as standby and �no-load� conditions. This technology enables manufacturers to
cost-effectively meet the growing demand for energy-efficient products, and to comply with increasingly stringent
energy-efficiency requirements.
� Reduced Time-to-Market

     Our integrated circuits make power supply designs simpler and more suitable for high-volume manufacturing
compared to discrete switchers. We also provide automated design tools and reference designs that reduce
time-to-market and product development risk.
� Wide Power Range and Scalability

     We estimate that products in our current IC families can address a power range encompassing more than 70 percent
of the AC-DC power supply market, as well as certain high-voltage DC-DC applications. Within each of our product
families, the designer can scale up or down in power to address a wide range of designs with minimal design effort.

Energy Efficiency
     Linear transformers and many discrete switchers draw significantly more electricity than the amount needed by the
devices they power. As a result, billions of dollars worth of electricity is wasted each year, and millions of tons of
greenhouse gases are unnecessarily produced by power plants. Energy waste occurs during both normal operation of a
device and in standby mode, when the device is performing little or no useful function. For example, computers and
printers waste energy while in �sleep� mode. TVs and DVD players that are turned off by remote control consume
energy while awaiting a remote control signal to turn them back on. A cellphone charger left plugged into a wall outlet
continues to draw electricity even when not connected to the phone (a condition known as �no-load�). Many common
household appliances, such as microwave ovens, dishwashers and washing machines, consume power when not in
use. One study has estimated that standby power alone amounts to as much as ten percent of residential energy
consumption in developed countries.
     Lighting is another major source of energy waste. Less than five percent of the energy consumed by traditional
incandescent light bulbs is converted to light, while the remainder is wasted as heat. The Alliance to Save Energy
estimates that a conversion to efficient lighting technologies such as compact fluorescent bulbs and light-emitting
diodes, or LEDs, could save as much as $18 billion worth of electricity and 158 million tons of carbon dioxide
emissions per year in the U.S. alone.
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     As concerns about the environmental impact of carbon emissions continue to mount, policymakers are taking
action to promote energy efficiency. For example, the ENERGY STAR program and the European Union Code of
Conduct encourage manufacturers of electronic devices such as home appliances, DVD players, computers, TVs and
external power supplies to comply with voluntary energy-efficiency standards. In 2007, the California Energy
Commission, or CEC, implemented mandatory efficiency standards for external power supplies. The CEC standards
were implemented nationwide in July 2008 as a result of the Energy Independence and Security Act of 2007 (EISA).
Similar standards have been proposed or adopted in the European Union, Australia and New Zealand. The EISA also
requires substantial improvements in the efficiency of lighting technologies beginning in 2012; these new rules are
expected to result in increased adoption of compact fluorescent and LED technologies for general lighting. Plans to
phase out incandescent lamps have also been announced in Canada, Australia and Europe.
     Our EcoSmart technology, introduced in 1998, dramatically improves the efficiency of electronic devices, reducing
waste in both operating and standby modes. We believe that this technology allows manufacturers to meet all current
and proposed worldwide energy-efficiency regulations for electronic products. Our ICs can also be utilized in power
conversion circuitry, or ballasts, for LED lighting, an emerging application for our technology. We estimate that our
technology has saved more than $3.2 billion in electricity costs worldwide since 1998.

Products
     Below is a brief description of our products:
* TOPSwitch

     TOPSwitch, our first commercially successful product family, was introduced in 1994. In September 2007, we
introduced TOPSwitch-HX, the fifth generation of the TOPSwitch family of products. TOPSwitch-HX incorporates
the features offered in earlier TOPSwitch products as well as new features such as a multi-mode control scheme that
provides highly efficient operation across the entire load range, eliminating the need for a separate standby power
supply in some applications. TOPSwitch-HX addresses applications such as set-top boxes, DVD players, desktop
computers, LCD monitors, and power adapters for notebook computers.
* TinySwitch

     We introduced the TinySwitch family of products in September 1998. TinySwitch was the first family of ICs to
incorporate our EcoSmart technology. In February 2006, we introduced the third generation of the TinySwitch line,
TinySwitch-III. Applications for TinySwitch-III include standby power supplies for desktop PCs, adapters for such
devices as cellphones, PDAs, digital cameras, computer peripherals, and power tools, as well as power supplies for
home entertainment equipment, appliances, LED light fixtures and many other applications.
     In March 2006 and May 2007, respectively, we introduced PeakSwitch and TinySwitch-PK, extensions of the
TinySwitch family targeted at applications requiring a high peak-to-average power ratio, such as printers and audio
amplifiers. These products supply momentary bursts of peak power by automatically increasing the switching
frequency of the IC�s integrated metal oxide semiconductor field effect transistor, or MOSFET, for several
milliseconds before returning to continuous-mode operation. This approach allows the use of transformers, capacitors
and other components sized for the power supply�s average continuous power rather than its peak power level.
* LinkSwitch

     We introduced the LinkSwitch family of products in September 2002, followed by the LinkSwitch-TN,
LinkSwitch-XT and LinkSwitch-LP family extensions. Deriving its name from the phrase �linear-killer switch,�
LinkSwitch is the industry�s first highly integrated high-voltage power conversion IC designed specifically to replace
linear transformers. Applications for LinkSwitch include low-power adapters and chargers for personal electronics
such as cellphones, cordless phones, digital cameras, and MP3 players. LinkSwitch is also used in a wide range of
other applications, including home appliances and industrial applications.

5
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     LinkSwitch-II, our second-generation LinkSwitch, was introduced in 2008, followed by the LinkSwitch-CV
extension of the LinkSwitch-II family. These products utilize highly accurate primary-side regulation technology to
eliminate secondary feedback circuitry in a power supply, thereby reducing system cost and improving energy
efficiency.
* HiperPLC

     We introduced HiperPLC in December 2008. HiperPLC, our first product designed for applications requiring more
than 200 watts, integrates a resonant power supply controller and power-factor-correction circuitry on a single chip,
which is combined with high-voltage drivers in a single package. Applications for HiperPLC include main power
supplies for flat-panel TVs and high-efficiency PCs and servers, LED street lights, and industrial controls.
* DPA-Switch

     The DPA-Switch family of products, introduced in June 2002, is the first monolithic high-voltage power
conversion IC designed specifically for use in DC-DC converters and distributed power architectures. Applications
include power-over-Ethernet powered devices such as voice-over-IP phones and security cameras, as well as network
hubs, line cards, servers, digital PBX phones, DC-DC converter modules and industrial controls.
     Revenue mix by product family for the years ended December 31, 2008, 2007 and 2006 was approximately as
follows:

Years Ended December 31,
Product Family 2008 2007 2006
TinySwitch 44% 52% 53%
TOPSwitch 25% 28% 36%
LinkSwitch 29% 18% 9%
DPA-Switch 2% 2% 2%

Markets and Customers
     Our strategy is to target markets that can benefit the most from our highly integrated power conversion ICs. The
following chart shows the primary applications of our products in power supplies in several major market categories.

Market Category Primary Applications
� Communications Cellphone chargers, cordless phones, broadband modems, power-over-Ethernet

devices including voice-over-IP phones, other network and telecom gear

� Consumer Set-top boxes for cable and satellite services, digital cameras, DVD players, LCD
TVs, major appliances, personal care and small appliances, audio amplifiers

� Computer Standby power for desktop PCs and servers, LCD monitors, printers, LCD
projectors, adapters for notebook computers

� Industrial Electronics Industrial controls, utility meters, motor controls, uninterruptible power supplies,
emergency lighting, LED lighting

     Revenue by our end market categories for 2008 was approximately 30 percent consumer, 28 percent
communications, 21 percent computer, 15 percent industrial electronics and 6 percent other markets.

Sales, Distribution and Marketing
     We sell our products to original equipment manufacturers, or OEMs, and merchant power supply manufacturers
through a direct sales staff and through a worldwide network of independent sales representatives and distributors. We
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have sales offices in California, Georgia and Illinois, as well as in England, France, Germany, Italy, India, China,
Japan, Korea, Singapore and Taiwan. Direct sales to OEMs and merchant power supply manufacturers represented
approximately 37%, 36% and 37% of our net product revenues for 2008, 2007 and 2006, respectively, while sales
through distributors accounted for approximately 63%, 64% and 63% for 2008, 2007 and 2006, respectively. All
distributors are entitled to certain return privileges based on sales revenue and are protected from price reductions
affecting their inventories. Our distributors are not subject to minimum purchase requirements and sales
representatives and distributors can discontinue marketing any of our products at any time.
     Our top ten customers, including distributors that resell to OEMs and merchant power supply manufacturers,
accounted for 60%, 62% and 58% of our net revenues for 2008, 2007 and 2006, respectively. For 2008, 2007 and
2006, respectively, one distributor, Avnet, accounted for approximately 16%, 23% and 23% of our net revenues,
respectively. No other customers accounted for more than 10% of net revenues during these years. In 2008, 2007 and
2006, respectively, sales to customers in the United States accounted for approximately 4%, 4% and 6% of our net
revenues, respectively. See Note 2, �Summary of Significant Accounting Policies,� in our notes to consolidated financial
statements regarding sales to customers located in foreign countries. See our consolidated financial statements
regarding total revenues and profit or loss for the last three fiscal years.
     We are subject to certain risks stemming from the fact that most of our manufacturing, and most of our customers,
are located in foreign jurisdictions. Risks related to our foreign operations are set forth in Item 1A of this Annual
Report on Form 10-K, and include: potential weaker intellectual property rights under foreign laws; the burden of
complying with foreign laws; and foreign-currency exchange risk.

Backlog
     Our sales are primarily made pursuant to standard purchase orders. The quantity of products purchased by our
customers as well as shipment schedules are subject to revisions that reflect changes in both the customers�
requirements and in manufacturing availability. The semiconductor industry is characterized by short lead-time orders
and quick delivery schedules. In light of industry practice and experience, we do not believe that backlog at any given
time is a meaningful indicator of our ability to achieve any particular level of revenue or financial performance.

Technology
High-Voltage Transistor Structure and Process Technology � We have developed a patented silicon technology

that uses a proprietary high-voltage MOS transistor structure and fabrication process. This technology enables us to
integrate high-voltage n-channel transistors and industry-standard CMOS and bipolar control circuitry on the same
monolithic IC. Both the IC device structure and the wafer fabrication process contribute to the cost-effectiveness of
our high-voltage technology. In 2000, we introduced an improved high-voltage technology that further reduced the
silicon area of our devices by using dual-conduction layers. In 2004, we made additional improvements to our
technology to further shrink the silicon area of our ICs. Our high-voltage ICs are implemented on low-cost silicon
wafers using standard 5 V CMOS silicon processing techniques with a relatively large feature size of between 1.5 and
3 microns.

IC Design and System Technology � Our IC designs combine complex control circuits and high-voltage transistors
on the same monolithic IC. Our IC design technology takes advantage of our high-voltage process to minimize the die
size of both the high-voltage device and control circuits and improve the performance of our ICs versus competing
integrated technologies. We have also developed extensive expertise in the design of switching power supplies,
resulting in innovative circuit topologies and design techniques that reduce component count and system cost, increase
system performance, and improve energy efficiency compared to alternative approaches.

Research and Development
     Our research and development efforts are focused on improving our high-voltage device structures, wafer
fabrication processes, analog circuit designs and system-level architectures. We seek to introduce new products to
expand our addressable markets, further reduce the costs of our products, and improve the cost-effectiveness and
functionality of our customers� power supplies. We have assembled a team of highly skilled engineers to meet our
research and development goals. These engineers have expertise in high-voltage device structure and process
technology, analog design, and power supply system architecture. In December 2007, we augmented our research and
development engineering team through the acquisition of Potentia Semiconductor Corporation, or Potentia, an
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     In 2008, 2007 and 2006, we incurred costs of $36.9 million, $25.2 million and $24.4 million, respectively, for
research and development, including expenses related to stock-based compensation. Our research and development
expenses for 2008 increased significantly due to the acquisition of Potentia on December 31, 2007, as well as
accelerated stock-based compensation expenses associated with the repurchase of employee stock options via a tender
offer conducted in December 2008. We expect to continue to invest significant funds in research and development
activities.

Intellectual Property and Other Proprietary Rights
     We use a combination of patents, trademarks, copyrights, trade secrets and confidentiality procedures to protect our
intellectual property rights. As of December 31, 2008, we held 245 U.S. patents and had received foreign patent
protection on these patents resulting in 138 foreign patents. The U.S. patents have expiration dates ranging from 2009
to 2027. We also hold trademarks in the U.S. and various other countries including Taiwan, Korea, Hong Kong,
China, Europe and Japan.
     We regard as proprietary certain equipment, processes, information and knowledge that we have developed and
used in the design and manufacture of our products. Our trade secrets include a high-volume production process that
produces our patented high-voltage ICs. We attempt to protect our trade secrets and other proprietary information
through non-disclosure agreements, proprietary information agreements with employees and consultants and other
security measures.
     We granted a perpetual, non-transferable license to Matsushita Electric Industrial Co, Ltd., or Panasonic, to use our
semiconductor patents and other intellectual property for our current high-voltage technology under a Technology
License Agreement. This license allows Panasonic to manufacture and design products for internal use and for sale or
distribution to other Japanese companies and their subsidiaries in Asia. In exchange for its license rights, Panasonic
has paid and will continue to pay royalties on products using the licensed technology through June 2009.
     The Technology License Agreement with Panasonic expired in June 2005 and has not been renewed. As a result,
Panasonic�s right to use our technology does not include technology developed after June 2005. Panasonic may
continue to sell products based on technology covered by the license agreement prior to its expiration, and will
continue to pay us royalties on the sale of these products through June 2009. Panasonic may sell products based on
technology covered by the Technology License Agreement without payment of royalties after June 2009.
     Our long-lived assets consist of property and equipment and intangible assets. Our intangible assets are comprised
of licenses, patents and goodwill. Our intangible assets are located in the United States and Canada and are split 77%
and 23%, respectively. See Note 2, �Summary of Significant Accounting Policies,� in our notes to consolidated financial
statements regarding total intangible assets and property and equipment located in foreign countries.

Manufacturing
     To manufacture our wafers, we contract with four foundries: (1) OKI Electric Industry, or OKI, (2) Seiko Epson
Corporation, or Epson, (3) XFAB Dresden GmbH & Co KG, or XFAB, (a wholly owned subsidiary of X-FAB
Semiconductor Foundries AG), and (4) Panasonic. These contractors manufacture our wafers at foundries located in
Japan and Germany. Our products are assembled and packaged by independent subcontractors in China, Malaysia,
Thailand and the Philippines. We perform testing at our facility in San Jose, California, and through our packaging
subcontractors in Asia. Our fabless manufacturing model enables us to focus on our engineering and design strengths,
minimize fixed costs on capital expenditures and still have access to high-volume manufacturing capacity. Our
products do not require leading-edge process geometries for them to be cost-effective, and thus we can use our
foundries� older, low-cost facilities for wafer manufacturing. However, because of our highly sensitive process, we
must interact closely with our foundries to achieve satisfactory yields. We utilize both proprietary and standard IC
packages for assembly. Some of the materials used in our packages and aspects of assembly are specific to our
products. We require our assembly manufacturers to use high-voltage molding compounds which are more difficult to
process than industry standard molding compounds. We will remain heavily involved with our contractors on an
active engineering basis to maintain and improve our manufacturing processes.
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     Our wafer supply agreements with Panasonic, OKI, Epson and XFAB expire in June 2010, April 2018,
December 2010 and December 2009, respectively. Under the terms of our agreement with Panasonic, we establish, by
mutual agreement, minimum production capacity to be made available by Panasonic for the production of our wafers,
and we supply Panasonic with monthly orders and rolling six-month forecasts on a monthly basis. We also establish
pricing by good faith arrangements, subject to our right to most-favored pricing. Under the terms of the OKI
agreement, OKI has agreed to reserve a specified amount of production capacity and to sell wafers to us at fixed
prices, which are subject to periodic review jointly by OKI and us. Our agreements with both Panasonic and OKI
provide for the purchase of wafers in Japanese yen. The two agreements allow for mutual sharing of the impact of the
exchange rate fluctuation between the Japanese yen and the U.S. dollar. Under the terms of the Epson agreement,
Epson has agreed to reserve a specified amount of production capacity and to sell wafers to us at fixed prices, which
are subject to periodic review jointly by Epson and us. The agreement with Epson also requires us to supply Epson
with rolling six-month forecasts on a monthly basis. Our agreement with Epson provides for the purchase of wafers in
U.S. dollars, however, we do share the impact of the exchange rate fluctuation between the Japanese yen and the U.S.
dollar. Under the terms of the XFAB agreement, XFAB has agreed to reserve a specified amount of production
capacity and to sell wafers to us at fixed prices, which are subject to periodic review jointly by XFAB and us. The
agreement with XFAB also requires us to supply XFAB with rolling six-month forecasts on a monthly basis. Our
purchases of wafers from XFAB are denominated in U.S. dollars.
     Although certain aspects of our relationships with Panasonic, OKI, Epson and XFAB are contractual, some
important aspects of these relationships are not written in binding contracts and depend on the suppliers� continued
cooperation. We cannot assure that we will continue to work successfully with Panasonic, OKI, Epson or XFAB in the
future, that they will continue to provide us with sufficient capacity at their foundries to meet our needs, or that any of
them will not seek an early termination of their wafer supply agreement with us. Our operating results could suffer in
the event of a supply disruption with OKI, Panasonic, Epson or XFAB if we were unable to quickly qualify alternative
manufacturing sources for existing or new products or if these sources were unable to produce wafers with acceptable
manufacturing yields.
     We typically receive shipments from our foundries approximately four to six weeks after placing orders, and lead
times for new products can be substantially longer. To provide sufficient time for assembly, testing and finishing, we
typically need to receive wafers four weeks before the desired ship date to our customers. As a result of these factors
and the fact that customers� orders can be placed with little advance notice, we have only a limited ability to react to
fluctuations in demand for our products. We carry a substantial amount of wafer and finished goods inventory to help
offset these risks and to better serve our markets and meet customer demand.

Competition
     Competing alternatives to our high-voltage ICs include monolithic and hybrid (i.e., single-package) products from
companies such as Fairchild Semiconductor, STMicroelectronics, Infineon, ON Semiconductor and Sanken Electric
Company, as well as PWM controller chips paired with discrete high-voltage bipolar transistors and MOSFETs, which
are produced by a large number of vendors. Self-oscillating switchers, built with discrete components supplied by
numerous vendors, are also commonly used. For some applications, line-frequency transformers are also a competing
alternative to designs utilizing our ICs.
     Generally, our products enable customers to design power supplies with total bill-of-materials (BOM) costs similar
to those of competing alternatives. As such, the value of our products is influenced by the prices of discrete
components, which fluctuate in relation to market demand, raw-material prices and other factors, but have generally
decreased over time.
     While we vary the pricing of our ICs in response to fluctuations in prices of alternative solutions, we also compete
based on a variety of other factors. Most importantly, the highly integrated nature of our ICs enables power supply
designs that utilize fewer total components than comparable discrete designs or designs using other integrated or
hybrid products. This enables power supplies to be designed more quickly and manufactured more efficiently and
reliably than competing designs. To the extent that successive generations of our products enable further reductions in
component count or other BOM cost savings, we are able to offset a portion of any price pressure caused by declines
in prices for alternative solutions.
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     In addition to enabling a lower component count, we also compete on the basis of product functionality such as
safety features and energy-efficiency features, and on the basis of the technical support we provide to our customers.
This support includes hands-on design assistance as well as a range of design tools and documentation such as
software and reference designs. We also believe that our record of product quality and history of delivering products
to our customers on a timely basis serve as additional competitive advantages.
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Warranty
     We generally warrant that our products will substantially conform to the published specifications for 12 months
from the date of shipment. Under the terms of our purchase orders, our liability is limited generally to either a credit
equal to the purchase price or replacement of the defective part.

Employees
     As of December 31, 2008, we employed 402 full time personnel, consisting of 87 in manufacturing, 132 in
research and development, 150 in sales, marketing and applications support, and 33 in finance and administration.

Investor Information
     We make available, free of charge, copies of our annual report on Form 10-K, quarterly reports on Form 10-Q,
current reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of
the Exchange Act as soon as reasonably practicable after filing this material electronically or otherwise furnishing it to
the SEC. You may obtain a free copy of these reports in the �investor info� section of our website, www.powerint.com.
Our website address is provided solely for informational purposes. We do not intend, by this reference, that our
website should be deemed to be part of this Annual Report. The reports filed with the SEC are also available at
www.sec.gov.
     Our corporate governance guidelines, the charters of our board committees, and our code of business conduct and
ethics, including code of ethics provisions that apply to our principal executive officer, principal financial officer,
controller and senior financial officers, are available in the corporate governance section of our website at
www.powerint.com. These items are also available in print to any stockholder who requests them by calling
(408) 414-9200.

Executive Officers of the Registrant
     As of February 20, 2009, our executive officers, who are appointed by and serve at the discretion of the board of
directors, were as follows:

Name Position With Power Integrations Age
Balu Balakrishnan President, Chief Executive Officer and Director 54
Douglas Bailey Vice President, Marketing 42
Derek Bell Vice President, Engineering 65
Bruce Renouard Vice President, Worldwide Sales 48
Bill Roeschlein Chief Financial Officer and Secretary 39
John Tomlin Vice President, Operations 61
Clifford J. Walker Vice President, Corporate Development 57

Balu Balakrishnan has served as president and chief executive officer and as a director of Power Integrations since
January 2002. He served as president and chief operating officer from April 2001 to January 2002. From January 2000
to April 2001, he was vice president of engineering and strategic marketing. From September 1997 to January 2000,
he was vice president of engineering and new business development. From September 1994 to September 1997, Mr.
Balakrishnan served as vice president of engineering and marketing. Prior to joining Power Integrations in 1989,
Mr. Balakrishnan was employed by National Semiconductor Corporation.

Douglas Bailey has served as our vice president of marketing since November 2004. From March 2001 to
April 2004, he served as vice president of marketing at ChipX, a structured ASIC company. His earlier experience
includes serving as business management and marketing consultant for Sapiential Prime, Inc., director of sales and
business unit manager for 8x8, Inc., and serving in application engineering management for IIT, Inc. and design
engineering roles with LSI Logic, Inmos, Ltd. and Marconi.
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Derek Bell has served as our vice president of engineering and technology since April 2001. Previously Mr. Bell
was the chief operations officer at Palmchip Corporation, an integration and software service company from
August 2000 to January 2001. Mr. Bell was vice president of engineering for the professional services group at
Synopsys, Inc. an electronic design automation company, during 1999 and 2000, vice president of strategic alliances
at Cirrus Logic, Inc., a semiconductor company, from 1996 to 1999, vice president and general manager of the
application specific product group at National Semiconductor Corporation, Inc. a semiconductor company, from 1995
to 1996 and served as president and chief executive officer of NovaSensor, a manufacturer of silicon sensors from
1990 to 1994. He also held various senior management positions at Signetics, a semiconductor company, from 1972 to
1990, most recently as group vice president.

Bruce Renouard has served as our vice president, worldwide sales since February 2002. Mr. Renouard joined our
company in January 2002 as a member of the sales organization. From August 1999 to August 2001, he served as vice
president, worldwide sales of Zoran Corporation, a provider of digital solutions in the multimedia and consumer
electronics markets. Mr. Renouard held the position of director, worldwide market development from June 1997 to
August 1999 for IDT/Centaur, an X 86 processor company. From January 1995 to June 1997, he served as national
distribution sales manager for Cyrix Corp, a company specializing in Intel compatible processors.

Bill Roeschlein has served as our vice president, chief financial officer and corporate secretary since June 2008.
From September 2006 to June 2008, he served as vice president and chief financial officer of Selectica, Inc., a
provider of sales configuration and contract management software solutions. From March 2005 to September 2006, he
was vice president of finance and corporate controller of Ultra Clean Holdings, Inc., a contract manufacturer serving
the semiconductor capital equipment industry. From 2002 to 2005, Mr. Roeschlein was a financial controller at Asyst
Technologies, a fab automation company. Previously, Mr. Roeschlein held financial management positions with
Hewlett-Packard and Coopers & Lybrand. Mr. Roeschlein is a Certified Public Accountant, and has an M.B.A. from
Cornell University and a B.A. from the University of California, Los Angeles.

John Tomlin has served as our vice president, operations since October 2001. From 1981 to 2001, Mr. Tomlin
served in a variety of senior management positions in operations, service, logistics and marketing, most recently as
vice president of worldwide operations at Quantum Corporation, a computer storage company.

Clifford J. Walker has served as our vice president, corporate development since June 1995. From September 1994
to June 1995, Mr. Walker served as vice president of Reach Software Corporation, a software company. From
December 1993 to September 1994, Mr. Walker served as president of Morgan Walker International, a consulting
company.

11
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Item 1A. Risk Factors.
In addition to the other information in this report, the following factors should be considered carefully in

evaluating our business before purchasing shares of our stock.
Our quarterly operating results are volatile and difficult to predict. If we fail to meet the expectations of public

market analysts or investors, the market price of our common stock may decrease significantly. Our net revenues and
operating results have varied significantly in the past, are difficult to forecast, are subject to numerous factors both
within and outside of our control, and may fluctuate significantly in the future. As a result, our quarterly operating
results could fall below the expectations of public market analysts or investors. If that occurs, the price of our stock
may decline.
     Some of the factors that could affect our operating results include the following:

� the volume and timing of orders received from customers;

� competitive pressures on selling prices;

� the demand for our products declining in the major end markets we serve, which may occur due to
competitive factors or to the economic environment, including the current economic downturn and the credit
crisis (which has caused our revenues to decrease);

� we are being audited by the Internal Revenue Service, which is asserting that we owe additional taxes
relating to a number of items;

� the inability to adequately protect or enforce our intellectual property rights;

� fluctuations in exchange rates, particularly the exchange rate between the U.S. dollar and the Japanese yen;

� the volume and timing of orders placed by us with our wafer foundries and assembly subcontractors;

� continued impact of recently enacted changes in securities laws and regulations, including potential risks
resulting from our evaluation of internal controls under the Sarbanes-Oxley Act of 2002;

� expenses we incur related to stock-based compensation may increase if we are required to change our
assumptions used in the Black-Scholes model;

� expenses we are required to incur (or choose to incur) in connection with our intellectual property litigation
against Fairchild Semiconductor and others;

� the licensing of our intellectual property to one of our wafer foundries;

� the lengthy timing of our sales cycle;

� undetected defects and failures in meeting the exact specifications required by our products;

� reliance on international sales activities for a substantial portion of our net revenues;

� our ability to develop and bring to market new products and technologies on a timely basis;

� the ability of our products to penetrate additional markets;

� attraction and retention of qualified personnel in a competitive market;
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� changes in environmental laws and regulations; and

� earthquakes, terrorists acts or other disasters.
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We do not have long-term contracts with any of our customers and if they fail to place, or if they cancel or

reschedule orders for our products, our operating results and our business may suffer. Our business is characterized
by short-term customer orders and shipment schedules. Our customer base is highly concentrated, and a relatively
small number of distributors, OEMs and merchant power supply manufacturers account for a significant portion of our
revenues. Our top ten customers, including distributors, accounted for 60%, of our net revenues for the year ended
December 31, 2008. The ordering patterns of some of our existing large customers have been unpredictable in the past
and we expect that customer-ordering patterns will continue to be unpredictable in the future. Not only does the
volume of units ordered by particular customers vary substantially from period to period, but also purchase orders
received from particular customers often vary substantially from early oral estimates provided by those customers for
planning purposes. In addition, customer orders can be canceled or rescheduled without significant penalty to the
customer. In the past we have experienced customer cancellations of substantial orders for reasons beyond our control,
and significant cancellations could occur again at any time.

Intense competition in the high-voltage power supply industry may lead to a decrease in our average selling price
and reduced sales volume of our products. The high-voltage power supply industry is intensely competitive and
characterized by significant price sensitivity. Our products face competition from alternative technologies, such as
linear transformers, discrete switcher power supplies, and other integrated and hybrid solutions. If the price of
competing solutions decreases significantly, the cost effectiveness of our products will be adversely affected. If power
requirements for applications in which our products are currently utilized go outside the cost-effective range of our
products, some of these alternative technologies can be used more cost effectively. In addition, as our patents expire,
our competitors could legally begin using the technology covered by the expired patents in their products, potentially
increasing the performance of their products and/or decreasing the cost of their products, which may enable our
competitors to compete more effectively. Our current patents may or may not inhibit our competitors from getting any
benefit from an expired patent. Our U.S. patents have expiration dates ranging from 2009 to 2027. We cannot assure
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. We
believe our failure to compete successfully in the high-voltage power supply business, including our ability to
introduce new products with higher average selling prices, would materially harm our operating results.

If demand for our products declines in our major end markets, our net revenues will decrease. A limited number of
applications of our products, such as cellphone chargers, standby power supplies for PCs, and power supplies for
home appliances comprise a significant percentage of our net revenues. We expect that a significant level of our net
revenues and operating results will continue to be dependent upon these applications in the near term. The demand for
these products has been highly cyclical and has been impacted by economic downturns in the past. Any economic
slowdown in the end markets that we serve could cause a slowdown in demand for our ICs; for example, the current
economic/credit crisis will have such an effect. We believe that the current economic climate is the principal reason
why our revenues ceased to grow from the second quarter to the third quarter in 2008, and caused our revenues to
decline in the fourth quarter of 2008 compared to the third quarter of 2008. When our customers are not successful in
maintaining high levels of demand for their products, their demand for our ICs decreases, which adversely affects our
operating results. Any significant downturn in demand in these markets would cause our net revenues to decline and
could cause the price of our stock to fall.

We are being audited by the Internal Revenue Service which is asserting that we owe additional taxes relating to a
number of items, and if we are not successful in defending our position we may be obligated to pay additional taxes,
as well as penalties and interest, and may also have a higher effective income tax rate in the future. Our operations are
subject to income and transaction taxes in the United States and in multiple foreign jurisdictions and to review or audit
by the IRS and state, local and foreign tax authorities. In connection with an IRS audit of our United States Federal
income tax returns for fiscal years 2002 and 2003, the IRS proposed a material adjustment related to our research and
development cost-sharing arrangement. We are disputing the proposed adjustment, but at the request of the IRS, we
agreed to rollover the disputed proposed adjustment into the audit of our United States Federal income tax returns for
fiscal years 2004 through 2006, which are currently under audit. While the IRS has not completed its audit for these
years, we anticipate that it will again propose an adjustment related to our research and development cost-sharing
arrangement. Resolution of this matter could take considerable time, possibly years.
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     We believe the IRS�s position with respect to the proposed adjustment related to our research and development
cost-sharing arrangement is inconsistent with applicable tax law, and that we have a meritorious defense to our
position. Accordingly, we intend to continue to challenge the IRS�s position on this matter vigorously. While we
believe the IRS�s

13

Edgar Filing: POWER INTEGRATIONS INC - Form 10-K

Table of Contents 21



Table of Contents

asserted position on this matter is not supported by applicable law, we may be required to make additional payments
in order to resolve this matter. If this matter is litigated and the IRS is able to successfully sustain its position, our
results of operations and financial condition could be materially and adversely affected.

If we are unable to adequately protect or enforce our intellectual property rights, we could lose market share,
incur costly litigation expenses, suffer incremental price erosion or lose valuable assets, any of which could harm our
operations and negatively impact our profitability. Our success depends upon our ability to continue our technological
innovation and protect our intellectual property, including patents, trade secrets, copyrights, and know-how. We are
currently engaged in litigation to enforce our intellectual property rights, and associated expenses have been, and are
expected to remain, material and have adversely affected our operating results. We cannot assure that the steps we
have taken to protect our intellectual property will be adequate to prevent misappropriation, or that others will not
develop competitive technologies or products. From time to time we have received, and we may receive in the future,
communications alleging possible infringement of patents or other intellectual property rights of others. Costly
litigation may be necessary to enforce our intellectual property rights or to defend us against claimed infringement.
The failure to obtain necessary licenses and other rights, and/or litigation arising out of infringement claims could
cause us to lose market share and harm our business.
     As our patents expire, we will lose intellectual property protection previously afforded by those patents.
Additionally, the laws of some foreign countries in which our technology is or may in the future be licensed may not
protect our intellectual property rights to the same extent as the laws of the United States, thus limiting the protections
applicable to our technology.

Fluctuations in exchange rates, particularly the exchange rate between the U.S. dollar and the Japanese yen, may
impact our gross margin. The contract prices to purchase wafers from Panasonic and OKI are denominated in
Japanese yen, and the contract prices to purchase wafers from Epson is denominated in U.S. dollars. The agreements
with these three vendors allow for mutual sharing of the impact of the exchange rate fluctuation between Japanese yen
and the U.S. dollar. Nevertheless, changes in the exchange rate between the U.S. dollar and the Japanese yen could
subject our gross profit and operating results to the potential for material fluctuations.

We depend on third-party suppliers to provide us with wafers for our products and if they fail to provide us
sufficient wafers, our business may suffer. We have supply arrangements for the production of wafers with Panasonic,
OKI, XFAB and Epson. Our contracts with these suppliers expire in June 2010, April 2013, December 2009 and
December 2010, respectively. Although certain aspects of our relationships with Panasonic, OKI (purchased by Rohm
Co. of Japan as of October 1, 2008), XFAB and Epson are contractual, many important aspects of these relationships
depend on their continued cooperation. We cannot assure that we will continue to work successfully with Panasonic,
OKI, XFAB and Epson in the future, and that the wafer foundries� capacity will meet our needs. Additionally, one or
more of these wafer foundries could seek an early termination of our wafer supply agreements. Any serious disruption
in the supply of wafers from OKI, Panasonic, XFAB or Epson could harm our business. We estimate that it would
take nine to 18 months from the time we identified an alternate manufacturing source to produce wafers with
acceptable manufacturing yields in sufficient quantities to meet our needs.
      Although we provide our foundries with rolling forecasts of our production requirements, their ability to provide
wafers to us is ultimately limited by the available capacity of the wafer foundry. Any reduction in wafer foundry
capacity available to us could require us to pay amounts in excess of contracted or anticipated amounts for wafer
deliveries or require us to make other concessions to meet our customers� requirements. Any of these concessions
could harm our business.
       If our third-party suppliers and independent subcontractors do not produce our wafers and assemble our finished
products at acceptable yields, our net revenues may decline. We depend on independent foundries to produce wafers,
and independent subcontractors to assemble and test finished products, at acceptable yields and to deliver them to us
in a timely manner. The failure of the foundries to supply us wafers at acceptable yields could prevent us from selling
our products to our customers and would likely cause a decline in our net revenues. In addition, our IC assembly
process requires our manufacturers to use a high-voltage molding compound that has been available from only one
supplier. In December 2006, an alternative molding compound, made by a different supplier was qualified for use on
our highest volume package type. These compounds and their specified processing conditions require a more exacting
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level of process control than normally required for standard IC packages. Unavailability of assembly materials or
problems with the assembly process can materially adversely affect yields, timely delivery and cost to manufacture.
We may not be able to maintain acceptable yields in the future.
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        In addition, if prices for commodities used in our products increase significantly, raw materials costs of our
suppliers would increase and could result in increased product costs our suppliers charge us. If we are not able to pass
these costs on to our customers, this would have an adverse effect on our gross margins.

Securities laws and regulations, including potential risk resulting from our evaluation of internal controls under
the Sarbanes-Oxley Act of 2002, will continue to impact our results. Complying with the requirements of the
Sarbanes-Oxley Act of 2002 and NASDAQ�s conditions for continued listing have imposed significant legal and
financial compliance costs, and are expected to continue to impose significant costs and management burden on us.
These rules and regulations also may make it more expensive for us to obtain director and officer liability insurance,
and we may be required to accept reduced coverage or incur substantially higher costs to obtain coverage. These rules
and regulations could also make it more difficult for us to attract and retain qualified executive officers and members
of our board of directors, particularly qualified members to serve on our audit committee.
     Additionally, because these laws, regulations and standards promulgated by the Sarbanes-Oxley Act are subject to
varying interpretations, their application in practice may evolve over time as new guidance becomes available. This
evolution may result in continuing uncertainty regarding compliance matters and additional costs necessitated by
ongoing revisions to our disclosure and governance practices.

Changes in assumptions used for our Statement of Financial Accounting Standards No. 123R, Share-Based
Payment (SFAS 123R), calculation may increase our stock-based compensation expense. We determine the value of
stock options granted using the Black-Scholes model. This model requires that we make certain assumptions,
including an estimate of our expected life of stock options. Historically we have used the simplified method, in
accordance with Staff Accounting Bulletin 107, or SAB 107, to calculate the expected life of stock option grants. This
method assumes all options will be exercised midway between the vesting date and the contractual term of the option.
Effective January 1, 2008, we have developed a model which uses historical exercise, cancelled and outstanding
option data to calculate the expected life of stock option grants. As a result of our analysis, the expected life based on
the historical trends yielded a decrease in the expected life for 2008 (which had the effect of decreasing the estimated
fair value of stock options granted during 2008). However, as the company is required to continually analyze the data,
option holders� exercise behavior will have an impact on the outcome of the expected life analysis and, therefore, may
result in substantially higher stock-based compensation expenses. These changes in assumptions may have a material
adverse effect on our U.S. GAAP operating results and could harm our stock price.

If we do not prevail in our litigation against Fairchild Semiconductor and System General, we will have expended
significant financial resources, potentially without any benefit, and may also suffer the loss of rights to use certain
technologies. We are involved in patent litigation with Fairchild Semiconductor and its wholly-owned subsidiary,
System General, and the outcome of this litigation is uncertain. See Item 3, Legal Proceedings. While Fairchild has
been found to infringe four of our patents, and those patents have been found valid by a jury and enforceable by the
Court, there can be no assurance that we will be successful in obtaining financial damages or injunctive relief against
infringing products. Moreover, should we ultimately lose on Fairchild and System General�s counterclaims for patent
infringement, or if an injunction is issued against us while an appeal is pending on those claims, such result could
have an adverse impact on our ability to sell products found to be infringing, either directly or indirectly. In the event
of an adverse outcome, we may be required to pay substantial damages, stop our manufacture, use, sale, or
importation of infringing products, or obtain licenses to the intellectual property we are found to have infringed. We
have also incurred, and expect to continue to incur, significant legal costs in conducting these lawsuits, and our
involvement in this litigation and any future intellectual property litigation could adversely affect sales and divert the
efforts and attention of our technical and management personnel, whether or not such litigation is resolved in our
favor. Thus, even if we are successful in these lawsuits, the benefits of this success may fail to outweigh the
significant legal costs we will have incurred.

Panasonic has licenses to our technology, which it may use to our detriment. Pursuant to a Technology Agreement
with Panasonic, which expired in June 2005, Panasonic has the perpetual right to manufacture and sell products that
incorporate our technology to Japanese companies worldwide and to subsidiaries of Japanese companies located in
Asia. Panasonic does not have rights to utilize technology developed by us after June 2005, when the agreement
expired. According to the expired Technology Agreement, we will continue to receive royalties on Panasonic�s sales
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through June 2009 at a reduced rate. Royalty revenues were less than 1% of total net revenues in both of the twelve
months ended December 31, 2008 and 2007. However, these royalties are substantially lower than the gross profit we
receive on direct sales, and we cannot assure that Panasonic will not use the technology rights to continue to develop
and market competing products.
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Because the sales cycle for our products can be lengthy, we may incur substantial expenses before we generate
significant revenues, if any. Our products are generally incorporated into a customer�s products at the design stage.
However, customer decisions to use our products, commonly referred to as design wins, can often require us to
expend significant research and development and sales and marketing resources without any assurance of success.
These significant research and development and sales and marketing resources often precede volume sales, if any, by
a year or more. The value of any design win will largely depend upon the commercial success of the customer�s
product. We cannot assure that we will continue to achieve design wins or that any design win will result in future
revenues. If a customer decides at the design stage not to incorporate our products into its product, we may not have
another opportunity for a design win with respect to that product for many months or years.

Our products must meet exacting specifications, and undetected defects and failures may occur which may cause
customers to return or stop buying our products. Our customers generally establish demanding specifications for
quality, performance and reliability, and our products must meet these specifications. ICs as complex as those we sell
often encounter development delays and may contain undetected defects or failures when first introduced or after
commencement of commercial shipments. We have from time to time in the past experienced product quality,
performance or reliability problems. If defects and failures occur in our products, we could experience lost revenue,
increased costs, including warranty expense and costs associated with customer support and customer expenses,
delays in or cancellations or rescheduling of orders or shipments and product returns or discounts, any of which would
harm our operating results.

Our international sales activities account for a substantial portion of our net revenues, which subjects us to
substantial risks. Sales to customers outside of the Americas account for, and have accounted for a large portion of
our net revenues, including approximately 96% of our net revenues for the year ended December 31, 2008, 95% of our
net revenues for the year ended December 31, 2007, and 93% for the year ended December 31, 2006. If our
international sales declined and we were unable to increase domestic sales, our revenues would decline and our
operating results would be harmed. International sales involve a number of risks to us, including: 

� potential insolvency of international distributors and representatives;

� reduced protection for intellectual property rights in some countries;

� the impact of recessionary environments in economies outside the United States;

� tariffs and other trade barriers and restrictions;

� the burdens of complying with a variety of foreign and applicable U.S. Federal and state laws; and

� foreign-currency exchange risk.
     Our failure to adequately address these risks could reduce our international sales and materially adversely affect
our operating results. Furthermore, because substantially all of our foreign sales are denominated in U.S. dollars,
increases in the value of the dollar cause the price of our products in foreign markets to rise, making our products
more expensive relative to competing products priced in local currencies.

If our efforts to enhance existing products and introduce new products are not successful, we may not be able to
generate demand for our products. Our success depends in significant part upon our ability to develop new ICs for
high-voltage power conversion for existing and new markets, to introduce these products in a timely manner and to
have these products selected for design into products of leading manufacturers. New product introduction schedules
are subject to the risks and uncertainties that typically accompany development and delivery of complex technologies
to the market place, including product development delays and defects. If we fail to develop and sell new products in a
timely manner, our net revenues could decline.
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     In addition, we cannot be sure that we will be able to adjust to changing market demands as quickly and
cost-effectively as necessary to compete successfully. Furthermore, we cannot assure that we will be able to introduce
new products in a timely and cost-effective manner or in sufficient quantities to meet customer demand or that these
products will achieve market acceptance. Our failure, or our customers� failure, to develop and introduce new products
successfully and in a timely manner would harm our business. In addition, customers may defer or return orders for
existing products in response to the introduction of new products. Although we maintain reserves for potential
customer returns, we cannot assure that these reserves will be adequate.

If our products do not penetrate additional markets, our business will not grow as we expect. We believe that our
future success depends in part upon our ability to penetrate additional markets for our products. We cannot assure that
we will be able to overcome the marketing or technological challenges necessary to penetrate additional markets. To
the extent that a competitor penetrates additional markets before we do, or takes market share from us in our existing
markets, our net revenues and financial condition could be materially adversely affected.

We must attract and retain qualified personnel to be successful and competition for qualified personnel is intense
in our market. Our success depends to a significant extent upon the continued service of our executive officers and
other key management and technical personnel, and on our ability to continue to attract, retain and motivate qualified
personnel, such as experienced analog design engineers and systems applications engineers. The competition for these
employees is intense, particularly in Silicon Valley. The loss of the services of one or more of our engineers,
executive officers or other key personnel could harm our business. In addition, if one or more of these individuals
leaves our employ, and we are unable to quickly and efficiently replace those individuals with qualified personnel
who can smoothly transition into their new roles, our business may suffer. We do not have long-term employment
contracts with, and we do not have in place key person life insurance policies on, any of our employees.

Changes in environmental laws and regulations may increase our costs related to obsolete products in our existing
inventory. Changing environmental regulations and the timetable to implement them continue to impact our customers�
demand for our products. As a result there could be an increase in our inventory obsolescence costs for products
manufactured prior to our customers� adoption of new regulations. Currently we have limited visibility into our
customers� strategies to implement these changing environmental regulations into their business. The inability to
accurately determine our customers� strategies could increase our inventory costs related to obsolescence.

In the event of an earthquake, terrorist act or other disaster, our operations may be interrupted and our business
would be harmed. Our principal executive offices and operating facilities situated near San Francisco, California, and
most of our major suppliers, which are wafer foundries and assembly houses, are located in areas that have been
subject to severe earthquakes. Many of our suppliers are also susceptible to other disasters such as tropical storms,
typhoons or tsunamis. In the event of a disaster, we or one or more of our major suppliers may be temporarily unable
to continue operations and may suffer significant property damage. Any interruption in our ability or that of our major
suppliers to continue operations at our facilities could delay the development and shipment of our products.
     Like other U.S. companies, our business and operating results are subject to uncertainties arising out of economic
consequences of current and potential military actions or terrorist activities and associated political instability, and the
impact of heightened security concerns on domestic and international travel and commerce. These uncertainties could
also lead to delays or cancellations of customer orders, a general decrease in corporate spending or our inability to
effectively market and sell our products. Any of these results could substantially harm our business and results of
operations, causing a decrease in our revenues.

Item 1B. Unresolved Staff Comments.
     Not applicable.

Item 2. Properties.
     We own our principa
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