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Craig H. Barratt Selected Summary
President and CEQ Annual Consolidated Financial Results

{(in thousands, except percentages)
2005 2006 2007

Net Revenue $183,485 $301,691 $416,960

' Gross Profit $81,002  $143,773  $207,381
Gross Profit % 44.1% 47.7% 49.7%
Net Income $16,688  $18,678  $39,980

Dear Fellow Stockholders,

2007 was another outstanding year for Atheros. We again recorded four consecutive quarters of revenue growth and net income. Our success
in 2007 was driven by our continued leadership in the wireless local area networking (WLAN) market. While we delivered compelling new
solutions to meet strong demand for existing WLAN technologies, we alsc grew our market leadership with state-of-the-art 802.11n products.
Leveraging our business in WLAN, we strengthened Atheros’ position in several other markets, providing an array of customer and technology
opportunities for expanded future growth.

Entering 2008, Atheros is delivering products in six important categories: WLAN for PCs and networking, mobite WLAN, Ethernet, Biuetooth®,
GPS and PAS. This new breadth of revenue opportunities has significantly expanded our annual total available market to well over $5 billion.

2007 was an exciting year of diversification for Atheros, as we expanded our position in the Ethernet market, launched our first Bluetooth
products and entered the high-growth GPS market. While warking to establish our position in these new markets, we continued to enhance
our leadership in WLAN, increasing our market share in the PC market.

2007 Highlights

In the first quarter, a year following the launch of our first 11n designs, we announced that our XSPAN" family of 11n solutions was featured
in approximately 50 products worldwide such as laptops, wireless routers, access points and adapter cards from companies such as D-Link,
Belkin, Corega, I-0 Data Device, Lenovo, Linksys, NEC, Siemens and TRENDnet. We have continued to expand our leadership in the 11n
market, with XSPAN becoming the most widely adopted 11n technology worldwide during the past year. We expect our 11n product line

to be the company's single biggest growth driver in 2008.

Also during Q1, we introduced the AR3011, the first member of our ROCm® family of Bluetooth solutions and the industry's first Bluetooth 2.1
+ EDR solution designed expressly for PCs, a particularly strong market for Atheros. The single-chip solution is the market's smallest and
enables the lowest-cost Bluetooth design to date.

During the second quarter, we announced our AR2417 chip, the industry’s most highly-integrated, cost-effective 11g solution for home
gateways. The compact, single-chip seclution was designed to meet strong consumer demand for 11g wireless technologies, which are still
pervasive in mainstream PCs and routers, and enjoyed increased penetration in DSL gateways during 2007,

Also in 02, we launched the AR8216 - the company's first Ethernet switch product and the industry’s lowest-cost, 6-port 10/100 Fast Ethernet
switch. The high-performance AR8216 enabled Atheros to provide networking customers with all of the major silicon required for complete
wire-to-wireless router solutions. This was followed by Atheros’ introduction of the industry’s smallest, most cost competitive, single-port
Gigabit Ethernet PHY, the AR8021.

Also in the second quarter, we announced our second-generation XSPAN draft 11n product line. The AR9001 family of products builds upon
the performance and success of the company's first-generation 11n - with enhanced performance, higher integration, support for smalter form
factors and lower overall cost - to meet the needs of the growing 11n market.

In Q4, we announced the newest addition to our ROCm family, the AR6002, which is the industry's highest throughput and lowest-power
solution for mobile devices. Atheros now has more than 20 handset design wins, which will further expand our footprint in the embedded
market. We believe that our ROCm family of products will be an important revenue driver in 2008 and in years to come.

We also announced the world's first single-chip 11n solution for the PC market. Our new duat-band AR9280 and single-hand AR9281 PCI
Express products are focused on delivering the high-performance benefits of t1n at price points that enable adoption in mainstream consumer
and enterprise notebook platforms. With the most integrated solution in the industry, we are able to offer our customers a significant cost
savings along with best-in-class performance. We have garnered several design wins at top-tier OEMs with this product and expect to extend
our strong position in the WLAN market going forward.




One of the more significant highlights during 2007 was our acquisition of the outstanding team, products and other assets of u-Nav
Microelectronics, a privately held GPS chip supplier. We believe that GPS is another important communications technology to add to
our portfolio of solutions. With this acquisition, we are now addressing another rapidly-growing market, which in turn gives us an
added opportunity to further expand our total addressable markets in 2008.

Other Notable Achievements in 2007
Atheros was honored to have been chosen by the Global Semiconductor Alliance as the Most Respected Emerging Public Fabless Company
for the second consecutive year, We attribute this accomplishment to the dedication and hard work of all our employees worldwide.

Expected Growth Drivers for 2008
We expect our growth drivers for 2008 to be: the increased market migration to 11n, the mobile WLAN market with our ROCm solutions,
and share gains in the Ethernet, Bluetooth and GPS markets.

WLAN is still the largest part of our business, as we continue to see demand for our industry leading 11g, 11a/g and 11n solutions.

QOur ROCm solutions for the mobile WLAN market represent another major anticipated growth driver for 2008 with expected revenue growth
coming from high volume products such as gaming, handsets, cameras and personal media players.

QOur Ethernet business continues to grow, and we expect to further expand our market share in 2008. The market growth of Gigabit Ethernet,
driven by our customers’ need to support higher LAN performance requirements in 11n products, should yield higher average selling prices for
our Ethernet product portfolio.

We expect to achieve traction with our Bluetooth solutions for the PC and the headset markets, and look forward to expanding our Bluetooth
portfolio later this year.

QOur initial GPS revenue will be modest, but we see tremendous opportunity in this market. In addition, we expect to achieve significant
synergies in offering our GPS solutions with our other ROCm mabile technologies.

We enter 2008 stronger than ever before, addressing several large and growing markets with our wortd-class technology. It is an exciting time
in our company's history, and we thank all our employees for their supreme efforts and contributions to Atheros’ success. All of us at Atheros
appreciate your support as fellow stockholders.

Sincerely,

Craig H. Barratt
President and CEQ
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ATHEROS COMMUNICATIONS, INC,

PART 1

Item 1. Business

"o LIS

When used in this Report, the words “will,” “shall,” “may,” “expects,” “anticipates,” “intends,”
“estimates,” “plans,” “believes,” and similar expressions are intended to identify forward-locking statements.
These are statements that relate 1o future periods and include statements about our future resuls, sources of
revenue, our continued growth, our gross margins, market trends, our product development, technological
developments, the features, benefits and performance of our current and future products, the ability of our
products to address a variety of markets, the adoption of the IEEE 802.3 Local Area Network technologies as
the standard for wired networking technology, the conversion to Gigabit Ethernet, our growth strategies, the
anticipated benefits of our recent acquisition of u-Nav Microelectronics, future price reductions, our
dependence on any one third party license, benefits of open source license agreements, qualification of
foundries and our foundries’ capacities, our competitive status, our original design manufacturer (ODM)
customer base, our sales in Asia and subsequent resales outside of Asia, our dependence on our senior
management and our ability to attract and retain key personnel, dependency and concentration of customer
base, our employee relations, the benefits of equity compensation and the related charges, current and
potential litigation, the effects of government regulations, our compliance with laws and regulations related to
our encryption technologies, our participation in wireless standards bodies and the effects of the adoption of
standards, the expected benefits of our intellectual property and the potential outcomes of intellectual property
disputes, our future office space needs, our expected future operating expenses and expenditure levels for
research and development, sales and marketing, and general and administrative expenses, fluctuations in
operating results, our future capital expenditures, fluctuations in our stock price, our payment of dividends,
our future liquidity and cash needs, our credit facility, impact of changes in interest rates, future acquisitions
of and investments in complimentary businesses, the expected impairment charge in 2008 from the auction-
rate securities we hold and the liquidity of those securities, and the expected impact of various accounting
policies and rules adopted by the Financial Accounting Standards Board. Forward-looking statements are
subject to risks and uncertainties that could cause actual results to differ materially from those projected.
These risks and uncertainties include, but are not limited to, factors affecting our quarterly results, our ability
to manage our growth, our ability to sustain or increase profitability, demand for our chipsets, the effect of
declines in average selling prices for our products, our ability to compete, our ability to rapidly develop new
technology and introduce new products, our ability to successfully integrate our recent acquisitions, our
ability to safeguard our intellectual property, uncertainties in the credit markets, trends in the semiconductor
industry and fluctuations in general economic conditions, and the risks set forth throughout this Report,
including under Item 1, “Business” and under Item 1A, “Risk Factors.” These forward-looking statements
speak only as of the date hereof. We expressly disclaim any obligation or undertaking to release publicly any
updates or revisions 1o any forward-looking starements contained herein to reflect any change in our
expectations with regard thereto or any change in events, conditions or circumstances on which any such
statement is based.

LEIT

In this Report, references to “Atheros,” “we,” “us,” “our” or the “Company” mean Atheros
Communications, Inc. and its subsidiaries, except where it is made clear that the term means only the
parent company.

Atheros, ETHOS, ORION, ROCm, Super G, Super AG and XSPAN are Atheros trademarks. We also
refer to trademarks of other corporations and organizations in this document.

Overview

Our Company

We are a leading developer of highly integrated semiconductor system solutions for communication
integrated circuit products. We combine our systems and software expertise with our high-performance radio
frequency (RF) mixed signal and digital semiconductor design skills to provide highly integrated chipsets that




are manufacturable on low-cost, standard complementary metal-oxide semiconductor (CMOS) processes. Our
solutions are used by a broad base of customers, including makers of personal computers, networking
equipment and consumer electronics devices. Qur product portfolio includes Wireless Local Area Network
(WLAN), mobile WLAN, Ethernet, Bluetooth, Global Positioning System (GPS) and Personal Access Systems
(PAS) technologies.

In August 2006, we acquired ZyDAS Technology Corporation. ZyDAS was a privately held, Taiwan-
hased integrated circuit design company specializing in high-performance WLAN semiconductor and software
solutions and in conjunction with the acquisition, it became the Atheros Taiwan Development Center. Under
the terms of the share purchase agreement, we paid an aggregate of approximately $26,0 million in cash and
stock at closing and agreed to pay additiona! consideration upon attaining certain defined milestones. The
results of operations of ZyDAS have been included in our consolidated statements of operations since the date
of acquisition,

In December 2006, we acquired 87.7% of the outstanding shares of Attansic Technology Corporation, a
privately held Taiwan-based fabless integrated circuit design company, specializing in Gigabit and Fast
Ethernet integrated circuit solutions, as well as power management products. Under the terms of the share
purchase agreement, we paid an aggregate of approximately $62.4 million in cash and stock. We acquired the
remaining 12.3% of Attansic’s outstanding shares in November 2007 for approximately $8.8 million. In
January 2007, we sold certain assets related to the legacy power management business of Attansic to a third
party. The results of operations for Attansic have been included in our consolidated statements of operations
since December 2006, net of minority interest. Since November 2007, 100% of the results of operations of
Attansic have been included in our consolidated statement of operations,

In December 2007, we acquired certain assets and liabilities from u-Nav Microelectronics Corporation, a
privately held fabless semiconductor company specializing in GPS chipsets and sofiware that enable mobile
location-based products and services. Under the terms of the purchase agreement, we paid an aggregate of
$54.1 million in cash, stock and assumed liabilities. The results of operations from the u-Nav acquisition have
been included in our consolidated statements of operations since the date of acquisition.

We were incorporated as T-Span Systems Corporation in Delaware in May 1998, In May 2000, we
changed our corporate name to Atheros Communications, Inc.

Our website address is http;//www.atheros.com. The information contained in our website does not form
any part of this Annual Report on Form 10-K. However, we make available free of charge through our
website our annual reports on Form 10-K, our quarterly reports on Form 10-Q, our current reports on Form
8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities
Exchange Act of 1934 as soon as reasonably practicable after we electronically file this material with, or
furnish it to, the Securities Exchange Commission.

Our Business

Our ability to engineer complex digital and analog communication solutions enables us to address a
variety of different markets for our semiconductor products. We currently market our products to makers of
personal computers, networking equipment and consumer electronic devices for use in both wireless and wired
communications solutions,

The Communications Markeis

Communication integrated circuits (ICs) offer many inherent benefits including mobility, flexibility and
accessibility. The availability and growth of communication 1C technologies over the last decade have both
encouraged and enabled mobile consumers to remain connected to growing numbers of voice and data
networks. As these cost-effective solutions have emerged, they have often seen rapid adoption. We believe the
benefits of communication technologies have been validated by the growth of numerous technology
markets, including;

¢ Local area networking (LAN) for data and content transfer, and Internet access;




e  Cellular and cordless handsets;
e  Bluetooth connectivity of devices within the personal area network;
e  GPS functionality in a variety of mobile consumer devices; and

e other markets, including broadcast, satellite communications and personal area networking markets.

We believe that the demand for access to email and the Internet combined with the cost effectiveness of
Wi-Fi has driven the adoption of our WLAN in a variety of consumer and networking devices including
personal computers, access points, routers, broadband gateways, printers and network storage devices. In
addition, our WLAN technology is being employed in fixed and portable gaming devices, portable media
players, digital picture frames, cameras, cellular handsets and next generation home entertainment preducts
that enable wireless connectivity. Furthermore, a variety of municipalities worldwide have implemented Metro
Wi-Fi hotspot networks based on our chipsets to enable citizens with wireless LAN access.

Adoption of cellular services and devices has been driven by consumers’ demands to have voice service
accessible at anytime, anywhere. As cellular handsets have become mainstream throughout much of the world,
carriers and handset manufacturers have begun adding additional communications technologies to these mobile
devices including WLAN, Bluetooth and GPS technologies. The addition of these communications
technologies in handsets enables consumers to expand the capabilities of their mobile devices. Subscribers
now have the option of choosing handsets capable of providing access to email and other Internet services via
WLAN, entertainment content and time-sensitive information such as location-based services via GPS and
hands free audio connection to headsets via Bluetooth.

The adoption of Bluetooth personal area network technology has been driven by the growing desire for
cost effective, short range cable replacement solutions that enable wireless communication with mobile
devices. Bluetooth solutions are found in mobile handsets and headsets in order to provide consumers a hands
free connection for voice communication. Additionally, Bluetooth technology has increasingly become an
integrated feature on laptop platforms to connect laptops in close proximity as well as to a wide variety of
peripheral devices such as the mouse, keyboard and printer and some gaming consoles use Bluetooth to
connect these devices with wireless controllers. Other emerging applications for Bluetooth technology such as
the connection of GPS receivers to mobile handsets to enable supplemental location data, and vertical business
implementations including bar code scanners, medical equipment, test equipment and traffic control devices.

Our GPS based location technology products are designed to provide location awareness capabilities in
high-volume mobile consumer and commercial applications. Location awareness capabilities allow users to
determine and use location information to gain access to applications and services and may be combined with
wireless connectivity to enable a range of tracking and location applications, such as child and asset locators.
GPS uses a system of satellites designed to provide longitude, latitude and time information to GPS-enabled
devices virtually anywhere in the world. GPS-enabled consumer devices in the market today include Personal
Navigation Devices (PNDs), cellular handsets, on-board automotive installations, and personal products such
as watches.

Wired technologies, such as Ethernet, are commonly used in conjunction with wireless solutions in
products such as personal computers and wireless access points and routers. Ethernet is the standardized
Institute of Electrical and Electronics Engineers (IEEE) 802.3 LAN technology that, since its introduction in
1990, we believe has become the de facto standard for wired networking technology. We believe that Fast
Ethernet, also known as 10/100 Ethernet, has become the primary wired backbone for home and office
networks and has the largest installed base for connecting wired devices such as personal computers and
delivering multimedia throughout the home. In recent years, there has been a transition to the faster Gigabit
Ethernet standard, which is backward compatible to Fast Ethernet. We believe conversion to Gigabit Ethernet
is being driven by the increased throughput requirements placed on LANs and a reduction in the cost of
Gigabit Ethernet semiconductors as volume increases. Gigabit Ethernet serves a growing number of devices
that benefit from this increased throughput, including notebook and desktop PCs, wired and wireless routers,
gateways, sel-top boxes, printers, gaming platforms and network storage devices.




Strategy

Qur objective is to be a leading provider of a broader range of innovative communications products by
leveraging our efficient design capabilities with our broad customer base of personal computing, networking
and consumer electronics customers. To achieve this objective, we are focused on the following strategies:

o Leverage our engineering expertise in CMOS IC design 1o deliver competitive, new technology
solutions. Our core competency is our ability to design, develop and deliver highly integrated analog
and digital communications preducts in standard digital CMOS for our customers. By utilizing this
capability in an expanded number of markets, we expect to significantly expand our opportunities
for revenue growth while enabling our customers to introduce low cost, feature rich solutions
to consumers.

+  Expand our product portfolio with complementary technologies. We believe that the need for
connectivity options is increasing within preduct platforms that use our communication technologies.
By providing a superior selection of technology options, we can capture a greater share of the total
semiconductor cost in our customers’ designs.

s Leverage our strong customer base. Many developers of personal computer, networking equipment
and consumer electronics devices have implemented our communication solutions in a variety of
their products. We believe that these customers increasingly will require an expanded number of
connectivity options for their products including WLAN, Ethernet. Bluetooth and GPS, which we
believe will enable us to significantly expand the size of our total addressable market with
these partners.

Our Products and Technology
WLAN Solutions

We are shipping production volumes of our tenth generation of semiconductors, hardware designs and
software for WLAN applications. We offer customers guidelines known as reference designs that can be used
to design a wide variety of systems, including networking cards and routers, broadband gateways, mobile
devices and handsets. Our WLAN solutions provide basic standards-compliant connectivity and other features
such as substantial throughput and range enhancements, supporting video, voice and outdoor broadband
access. Our products support several encryption and authentication security standards including the industry’s
standardized Wi-Fi Protected Setup™ network management protocols, operating systems, and interfaces to
non-computing environments, such as consumer electronics.

We provide a comprehensive portfolio of single and multi-chip WLAN products ranging from entry-level
wireless networking products for the small office and home office (SOHO) markets to sophisticated wireless
infrastructure systems-on-chip with advanced network management capabilities for the enterprise market. Our
wireless systems solutions target applications in the personal computer, enterprise access, broadband gateway,
SOHO networking, mobile communications and consumer electronics markets. Our WLAN products support
the IEEE family of WLAN standards, including the 802.11a, 802.11b, 802.11g and the draft 802.11n
standards. These solutions have been developed over the past ten years and in 2006, we acquired ZyDAS, a
supplier of 802.11 semiconductor solutions for USB adapters and embedded modules, which has further
expanded our product portfolio for new and existing 802.11 markets.

We currently provide WLAN system solutions based on five types of semiconductors:

®  Radio-on-a-chip (RoC), is one or more CMOS radio transmitters and receivers for either or both of
the frequency bands in which our products operate and is primarily an analog RF circuit,

s  MAC + Baseband is an implementation of mixed signal circuitry containing low frequency analog
circuits and data converters integrated with a digital interface, media access controller (MAC) and
baseband processor, The MAC contains a silicon implementation to support the protocol for
network communications.




o Stand-alone Network Processing Unit (NPU) is our stand-alone processor which supports a variety
of clock speeds and network interfaces. The NPU is typically used in products that provide
dedicated wireless networking infrastructure solutions.

o Wireless system-on-a-chip (WiSoC) incorporates a MAC + baseband integrated with a network
processor and network interfaces, which are otherwise typically, separate components. The processor
is a digital device and is integrated to reduce the overall solution cost for wireless networking
infrastructure products.

s Single chip solutions are highly integrated, complete wireless solutions, including one or more
radios-on-a-chip, media access controlters, baseband processors, and optionally, a network processor
and network interfaces. These devices encapsulate substantially all of the digital and analog circuitry
within a single chip.

Our WLAN customers use a variety of our chips to create differentiated client and infrastructure
solutions to meet the needs of the specific market segment that they address. Infrastructure products, such as
an access point, broadband gateway or router, use our wireless subsystems that incorporate either a separate or
embedded network processor. Client solutions, such as laptops and cardbus cards, utilize the host processor of
the particular product in conjunction with our wireless subsystem. Examples of how our chips can be
combined for infrastructure and client solutions are as follows:

Infrastructure Solutions Client Solutions
- WiSOC + RoC(s) - RoC(s) + MAC/Baseband
- RoC(s} + MAC/Baseband + NPU - Single chip solutions

- Single chip solutions with or without an
integrated Atheros processor

Our WLAN products not only meet the appropriate IEEE 802.11 WLAN standards for which they are
designed, but also offer enhanced capabilities that benefit users with enhanced performance and functionality.
Some of the key features are:

e  XSPAN? products utilize multiple radio, smart antenna technologies including multiple-input
multiple-output (MIMO) designs to increase the performance of wireless networks, Our XSPAN
family of products are designed to meet the latest draft 802.11n specification approved by the IEEE
and are part of the Wi-Fi Alliance 11n certification test bed. Our highest performance XSPAN
solution, XSPAN with SST, uses a unique triple-radio design and delivers up to 300 Mbps physical
data rate in each radio band.

e Super G* and Super AG® are performance enhancing extensions that allow our products with
802.11g and 802.11a WLAN capabilities to operate at link rates of up to 108 Mbps, twice the
industry standard maximum link rate of 54 Mbps for 802.11g or 802.11a, while maintaining the
ability to work at industry standard data rates. We achieve this by adapting the operating protocols
to maximize throughput based on several advanced signaling technologies.

e Power Management Technology enables our products to use significantly less power in transmit,
receive and sieep operating modes, which offers the benefit of longer battery life for the access
device. This is achieved by monitoring functions and using custom timing circuits to keep non-
active circuitry in sleep mode when possible.

We believe that WLANSs and other wireless products will continue to improve by transitioning from
multi-chip systems to more highly integrated systems providing radio, baseband and MAC, functionality on a
single silicon chip such as those offered by us. We have released a wide variety of singie and multi-chip
WLAN solutions supporting the 802.11g, 802.11a/g and 802.1 In standards, and expect to continue to both
integrate additional functionality in these solutions as well as develop single chip solutions for other wireless
and wired technologies. In addition to our single-chip integration, we focus our design efforts on integrating
more functions onto the chip to reduce total system cost and end-product design complexity.




To enable our customers to easily incorporate our wireless systems solutions into their products, we
provide technical, design and sales support to our customers developing products based on our chips through
our main offices in California and our local offices throughout Asia and Europe.

ROCm* (Radio-on-Chip for Mobile) WLAN Solutions

In 2003, we introduced our single chip, CMOS ROCm family of WLAN solutions developed to meet the
growing demand for WLAN in mobile devices such as handsets and mobile consumer products including
digital cameras, portable media players and mobile gaming devices. Since then, we have introduced two
generations of 802.11g and 802.11a/g mobile WLAN single-chip solutions. These products feature very low
power consumption and a small form factor making them ideal for portable consumer electronics products.

To enable the success of our ROCm WILAN solutions, we have developed key strategic alliances
including: a joint reference program for dual-mode Wi-Fi/cellular handsets with QUALCOMM Incorporated’s
code divisional multiple access/wideband code divisional multiple access (CDMA/WCDMA) solutions; pre-
qualification and pre-testing of our WLAN software drivers for Microsoft™ Windows® CE 6.0; and a joint
reference program with Texas Instruments’ DaVinci® mobile media processor. We also partner with major
module manufacturers such as Samsung Electro-Mechanics and Murata.

Our ROCm solutions achieve coexistence with Bluetooth solutions by employing several advanced
methods including the implementation of standardized multiplexing coexistence schemes. In addition, we
employ patented algorithms that allow switching WLAN and Bluetooth transmissions accordingly, and
algorithms that allow synchronization for both uplink and downlink traffic designed to avoid Bluetooth traffic.

PAS Products

In 2005, we introduced our single-chip complete system solution for the PAS cellular market. Our highly
integrated PAS solution is used in both handset and base station products sold primarily in the China market.
The AR 1910 enables service providers in China to transition their network capabilities from wireline to
wireless, allowing them to offer both mobile wireless voice and data services. Qur solution consists of a single
chip that implements a complete cellular transceiver, baseband, application processor, audio paths, power
management, keyboard, speaker and display interfaces. PAS, which is widely deployed in China, Japan and
Taiwan, is an advanced Time Division Multiple Access-Time Division Duplex, (TDMA-TDD) technology
operating at 1.9 gigahertz, (GHz) providing high quality voice, advanced data services and long battery life.
Our unique, highly-integrated, single chip solution for PAS products provides full support for the PAS
networking standard and a robust set of product features at a competitive price.

Fast and Gigabit Ethernet ETHOS™ Products

In December 2006, we acquired Attansic, a supplier of Gigabit and Fast Ethernet wired semiconductor
solutions. The Attansic acquisition complemented our existing portfolio of products for access points, routers
and gateways, devices which typically include Ethernet physical layer, transceivers and switches, and
expanded our portfolio for personal computer customers into Local Area Network-on-motherboard (LOM)
applications. These products provide Ethernet connectivity in accordance with the IEEE 802.3ab—Gigabit or
IEEE 802.3u—Fast Ethernet, standards and we market them under our ETHOS brand.

Our ETHOS portfolio features single-chip CMOS Fast and Gigabit Ethernet switch soiutions that enable
us to offer complete, end-to-end, silicon solutions to our wireless access point and router customers.

Our Gigabit and Fast Ethernet ETHOS controller products provide wired connectivity for desktop and PC
platforms. Our family of single-chip controllers integrates our Gigabit/Fast Ethernet physical integrated circuit
(PHY) and MAC, with a comprehensive software suite. These cost-effective solutions are targeted for client
network interface cards (NICs) and LOM applications.

Our Fast Ethernet and Gigabit Ethernet ETHOS transceivers are designed for use in personal computers,
access points, routers, broadband gateways, and wired switches. These transceivers utilize sophisticated signal
processing algorithm and advanced power management features to achieve high performance and low power
consumption.




ROCm Bluetooth Products

In 2007, we introduced our first single chip, CMOS Bluetooth solution, the AR3011, targeting the
personal computing market. This solution leverages our expertise in RF design and integration to deliver a
highly compact design that meets the footprint, power and cost requirements for personal computers. The
AR3011 supports the Bluetooth 2.1+ Enhanced Data Rate standard and provide optimized coexistence
with WLAN.

Also in 2007, we launched our first Bluetooth system-on-chip (SoC), the AR3031, which targets
manufacturers of mono Bluetooth headsets. This product features advanced power saving methods that we
achieve through our proprietary chip architecture and circuit design techniques. This SoC supports standard
codec interfaces and enables OEMs to utilize our solution in a wide variety of Bluetooth headset designs. The
AR3031 includes all the software and necessary profiles integrated into the chip’s firmware and supports a
range of external codecs with digital signal processing capabilities for advanced audio processing.

ROCm GPS Products

Tn December 2007, we acquired substantially all of the assets and certain liabilities of u-Nav
Microelectronics, a supplier of GPS semiconductor solutions. This acquisition complements our portfolio of
communications products that address the needs of personal computing and consumer electronics
manufacturers. Our portfolio of GPS products includes single and multi-chip solutions and our ORIO
software that enables us to offer complete GPS system solutions for signal acquisition, tracking, data
extraction and GPS navigation, Our ROCm GPS products are currently in volume production and target
high-volume, embedded GPS applications for personal navigation devices, personal computers, consumer and
mobile telemetry products and cellular handsets.
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Customers

We sell our products directly to OEMs, who include our chipsets in their products, and to original design
manufacturers (ODMs) who in turn include our chipsets in products they supply to OEMs. For direct sales to
OEM:s, the OEM incorporates our wireless and networking system solutions directly into their products, and
the OEM is the licensee and the end-user of the technology. However, we primarily sell directly to ODMs, as
many OEMs choose to specify an ODM to integrate our technology in a module, such as a peripheral
component interconnect (PCI) card, which is then delivered to the OEM customer. For OEMs who use an
ODM as an intermediary, our shipments and revenue are directly with the ODM. However, we maintain close
relationships with the target OEMs and the initial technology design win is generally awarded by the OEM.
We also have ongoing contact with the OEM for forecasting and technology update purposes. Currently, our
target markets include the personal computing, networking equipment and consumer electronics markets.

In 2007, Hon Hai Precision Industry Co. Ltd. accounted for 25% of our net revenue. In 2006, Hon-Hai
Precision Industry Co. Ltd. and UTStarcom, Inc. accounted for 20% and 10% of our net revenue, respectively.
In 2005, Alpha Networks, Inc., Hon-Hai Precision Industry Co. Ltd., Cameo Communications, Inc., and Askey
Computer Corporation accounted for 15%, 15%, 13% and 10% of our net revenue, respectively.

While we primarily sel! directly to ODMs, the ODM generally identifies on its purchase order the OEM
for whom they are purchasing our product. We do not have the ability 1o directly confirm with the sell-
through party that they received the final product from the ODM. Based on the sel]l-through information
provided to us by the ODMs, the following companies or their subsidiaries are among those that have
incorporated our products through ODMs during the year ended December 31, 2007:

2Wire, Inc.

3Com Corp.

Acer, Inc,

Apple, Inc.

Aruba Wireless Networks, Inc.
AsusTEK Computer, Inc.
Belkin Corp.




Buffalo, Inc.

Cisco Systems, Inc. (including the Linksys Group, Inc.)
Corega, Inc.

D-Link Systems, Inc.

FON Wireless Ltd.

Fujitsu Ltd.

Fujitsu Siemens Co.
Hewlett-Packard Co.

Lenovo Pte. Ltd.

NEC Electronics Corp.
NetGEAR, Inc.

Proxim, Inc.

Sagem Communications
Samsung Electronics Co., Ltd.
Siemens AG

Sony Corporation

Toshiba Technolegy Corp.
TP-Link Technologies Co., Ltd.
Trendware International, Inc.
UTStarcom, Inc.

Verizon Inc.

ZTE Corp.

ZyXEL Communications Corp.

Sales and Marketing

We have direct sales staff strategically located near our major customers in the United States, Asia and
Europe who support our major OEM and ODM customers. Generally, each salesperson has specific end-user
market expertise for the markets they focus on.

‘We also have field application engineers (FAEs) who provide technical support and assistance to existing
and potential customers in designing, testing and qualifying systems that incorporate our products. Our FAE
organization is segmented by end-user markets as well as core competencies in hardware, software and radio
frequency necessary to support our customers.

To supplement our direct sales, we have independent sales representatives and distributors with locations
throughout the world. We selected these independent representatives and distributors based on their ability to
provide effective field sales and technical support for our products. With the independent sales representatives,
our customers place orders directly with us rather than with the representatives, and our representatives do not
generally maintain product inventory. With our distributors, our customers generally place orders directly with
the distributor and our distributors generally maintain product inventory.

Our third-party design centers provide expertise in RF design, board layout, operating system and driver
development, industrial design and prototyping to customize our software or hardware for smaller customers’
requirements, These third-party design centers typically provide their services on a contract engineering basis
and enable rapid time-to-market in their areas of expertise.

In addition to providing chipsets, we aiso license software in source code form to some of our customers.
Since the licensing of software in source code requires that we enter into a technology license directly with
end customers, we usually maintain a direct relationship with the end customer whether they have purchased
chipsets directly from us or through one of our ODMs or independent representatives. Contractual obligations
of our licensees not to disclose or misuse our source code may not sufficiently protect us from misuse or
disclosure of our intellectual property. The costs of enforcing contractual rights could substantially increase
our operating costs and may not ultimately succeed in protecting our proprietary rights. If our competitors




access our source code, they may gain further insight into our technology and duplicate or design around our
products, which would harm our competitive position.

Our marketing groups focus on our product strategy, product development road maps, new product
introduction process, demand assessment, competitive analysis, customer application support, customer
program management and corporate communications. These groups also ensure that product development
activities, product launches, channel marketing program activities, and ongoing demand and supply planning
occur in a well-managed, timely basis in coordination with our development, operations, and sales groups, as
well as our ODMs, OEMs and representatives.

Our sales are made primarily pursuant to standard purchase orders. Because industry practice allows
customers o reschedule or cancel orders on relatively short notice, we believe that backlog is not a good
indicator of our future sales.

Substantially all of our sales are to customers outside the United States and Canada. Sales to customers
in Asia, which includes China, Hong Kong, India, Japan, Korea, Philippines, Singapore and Taiwan, accounted
for 97% of net revenue in 2007, 98% of net revenue in 2006, and 96% of net revenue in 2005. Our net revenue
consisted of sales to customers in the following countries for the periods indicated in the following table:

Year Ended December 31,

2007 2006 2005
4 DT ¢ T 499% 53% 70%
(0131172 T AR 37 35 16
United StALES ...ttt vt i et ataraar s 1 1 3
(11 7= P 13 11 11

Regulatory Environment and Industry Standards

Our wireless products and our customers’ preducts transmit and receive radio signals across both licensed
and unlicensed regulated spectrum. To certify our products for use in a broad geographic market, we maintain
communication with a variety of government and certification agencies in the United States and international
markets, including, but not limited to, Japan, China, Taiwan, Korea, France, Germany and the United
Kingdom. As the wireless communications market is particularly influenced by regulations and policy on
spectrum allocations and licensing provisions, this direct contact gives us insight into market requirements and
appropriate product plans. We have developed and obtained necessary certifications for certain proprietary
technologies and algorithms that enable our products to roam between and adapt to various standards and to
international regulatory and operational requirements. These technologies are not necessarily exclusive to us,
but have been refined by us and are a requirement for many multinational equipment manufacturers.

We intend to participate in, support our employees’ participation in, or monitor, as appropriate, the
activities of various standards bodies, including the 1EEE standards group, the European Telecommunications
Standards, the International Telecommunications Union, the WiFi Alliance, WiMax, a nonprofit group formed
to create and promote the development of 1EEE wireless broadband standard 802.16, Digital Living
Networking Alliance. Home Gateway Initiatives, the Personal Handyphone System Memorandum of
Understanding Group, the Peripheral Component Interconnect Special Interest Group and the Bluetooth
Special Interest Group.

The rights to use spectrum are subject to changes made by the government entities that allocate and
regulate radio spectrum. Changes in United States and international spectrum policy may limit our ability to
sell or prevent us from selling products, require substantial engineering effort and expense to address and
work around any such changes, and substantially and adversely affect the time it takes our customers to bring
their products to market and our future revenue. In addition, our products and our customers’ products could
be denied the regulatory certifications required to sell these products, or the time and cost required to obtain
regulatory certifications could reduce our revenue and profitability.

Our products include encryption technologies that are regulated by the U.S. and foreign governments. We
believe we are in compliance with all export and import laws and regulations related to our encryption




technologies. However, these laws and regulations may change and limit cur ability to continue to export and
import our products internationally until we can adapt to these changes.

GPS technology is restricted and its export is controlled by the United States government, and the United
States government may restrict specific uses of GPS technology in some applications for privacy or other
reasons. The United States government may also block the civilian GPS signal at any time or in hostile areas.
In addition, the policies of the United States government for the use of GPS without charge may change. The
growth of the GPS market could be limited by government regulation or other action. These regulations or
actions could interrupt or increase our cost of doing business. We cannot be certain that the United States
government will remain committed to the operation and maintenance of GPS satellites over a long period.
Other United States government agencies may become involved in the administration or the regulation of the
use of GPS signals. Any of the foregoing factors could affect the willingness of buyers of our products to
select GPS-based systems instead of products based on competing technologies. Laws and regulations, as wel)
as policies, may change and limit our ability to grow this market.

Intellectual Property

Our success will depend in part on our ability to protect our intellectual property. We rely on a portfolio
of intellectual property rights, both foreign and domestic, including intellectual property rights in patents,
trademarks, copyrights and trade secrets. We also protect our proprietary technologies, processes and other
intellectual property through contractual provisions and licenses. Many of our issued patents and pending
patent applications relate to algerithms, IC designs, software and systems related to wireless and other
network communications, with a focus on innovations we believe we have achieved in our implementations of
industry standards-compliant wireless and other networking solutions.

Patenis

As of December 31, 2007, we held 105 issued U.S. patents and 128 pending U.S. patent applications, in
addition to international patents and pending patent applications. We continue to pursue actively the filing of
additional patent applications in both the United States and foreign jurisdictions. Qur domestic patents and
applications have expiration dates ranging from August 2019 through December 2027.

We may not receive competitive advantages from the rights granted under our patents and other
intellectual property rights. Qur continued success and future growth is based on execution capability,
technical expertise, speed of implementation and process management abilities of our employees and our
ability to defend our imellectual property. Our existing and foture patents may be circurnvented, blocked,
licensed to others or challenged as to inventorship, ownership, scope, validity or enforceability. It is possible
that publications we may be advised of by third parties in the future could negatively affect the scope or
enforceability of either our present or future patents. Furthermore, cur pending and future patent applications
may not issue with the scope of claims sought by us, if at all, or the scope of claims we are seeking may not
be sufficiently broad to protect our proprietary technologies. Others may develop technologies that are similar
oOr superior Lo our proprietary technologies, duplicate our proprietary technologies or design around the patents
owned or licensed by us. If our products, patents or patent applications are found to conflict with any patents
held by third parties, we could be prevented from selling our products, our patents may be declared invalid or
our patent applications may not result in issued patents. In addition, in foreign countries, we may not receive
effective patent protection. We cannot be sure that steps we take to protect our proprietary technologies will
prevent misappropriation of our technologies.

Intellectual Property Litigation

The wireless communications and networking industries are characterized by frequent litigation and other
vigorous protection and pursuit of inteliectual property rights or positions. There are also numerous patents in
the wireless communications and networking industries and new patents are being issued at a rapid rate. This
often results in significant and often protracted and expensive litigation. Questions of infringement involve
highly technical and subjective analyses. Litigation may be necessary to enforce any patenis we may be
granted and other intellectual property rights, to protect our trade secrets, o determine the validity and scope




of the proprietary rights of others, or to defend against claims of infringement or invalidity made against our
products or our customers’ products, and we may not prevail in any current or future litigation. We and our
customers have received and may continue to receive, written notices and license offers from research
institutions, intellectual property holding firms, our competitors and others claiming to have patent and other
intellectual property rights that apply to the IEEE family of wireless local area networking standards,
including the 802.11a, 802.11b, 802.11e, 802.11g and draft 802.1In wireless standards, as well as other
intellectual property relevant to our chips, software, and system solutions. These notices or offers have been
made directly to us and to our U.S. and foreign customers. We have responded directly or indirectly through
our customers, to these notices, and continue to correspond regarding the offers with some of the parties that
have sent the notices. In addition, we and our customers may be and have been sued in the U.S. for allegedly
infringing patents related to 802.11a, 802.11b, 802.11g and draft 802.11n technology. We believe that the
disputed rights and rights offered are either already licensed to us or our products do not infringe any valid
claim to the issued patents identified to date. However, we cannot assure that adverse results will not occur.
We also cannot assure that any of these or other third-parties will not pursue litigation or assert their patent
and other intellectual property rights against us in the future. We have certain indemnification obligations to
customers and strategic partners with respect to infringement of third-party patents and intetlectual property
rights by our products. We cannot assure that our potential obligations to indemnify such customers will not
harm us, our business or our financial condition and results of operations. We may intervene in litigation on
behalf of one or more of our customers, incurring substantial expense. The results of any litigation are
inherently uncertain. Any successful infringement claim or litigation against us or our customers could have a
significant adverse impact on our business.

If it is necessary or desirable, we may seek licenses under third-party patents or other intellectual
property rights. However, we cannot be sure that third parties will offer licenses to us or that we will find and
secure acceptable terms for any offered licenses. If we fail to obtain a license from a third party for
proprietary technologies that we use, we could incur substantial labilities, or suspend sales or use of our
products or our use of processes requiring the technologies. Whether or not any litigation is determined in our
favor or settled, it could cause us to incur significant expenses, harm our sales of the challenged technologies
or products and divert the attention and efforts of our technical and management personnel, whether or not a
court decides the litigation in our favor. Adverse determinations in litigation could result in the loss or
impairment of our proprietary rights, subject us to significant liabilities and money damages, require us to
seek licenses from third parties, cause us to spend significant resources and revenues to design around or
develop non-infringing technology, or prevent us from licensing our technology or selling our products, any of
which could harm our business.

For additional information regarding our material legal proceedings, please see Part I, Ttem 3 of this
Form 10-K.

Copyrights and Trademarks

We claim copyright and trademark protection for proprietary documentation and a variety of branding
marks. We also pursue foreign copyrights and trademarks where applicable and necessary. The branding marks
are sublicensed to our customers and used by them to identify and promote their products’ capabilities in
markets, including, but not limited to, computing and consumer electrenics. As of December 31, 2007, we
held 15 registered U.S. trademarks.

Licenses

We also rely on third-party licensors for certain technologies embedded in our semiconductor, hardware
and software designs. These are typically non-exclusive contracts for general capabilities provided under
royalty-accruing or paid-up licenses. These licenses are generally perpetual or automatically renewed for so
long as we continue to pay any royalty that may be due. We have entered into a number of licensing
arrangements pursuant to which we license third-party technologies. We do not believe our business is
dependent to any significant degree on any individual third-party license.
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We generally enter into confidentiality agreements with our employees, vendors, industry partners and
customers, as well as generally control access to and distribution of our documentation and other proprietary
information. Despite this protection, unauthorized parttes may copy aspects of our current or future products
or obtain and use information that we regard as proprietary.

Certain software compatible with our chipsets has been made available to others through open source
licensing agreements. We believe that this has been a source of benefit and differentiation as it expands the
market for our products and enables these products to benefit from the design efforts of the open source
community. This practice does provide to others some level of insight into the design and the features of our
products, although we maintain and retain proprietary rights to the substantial portion of our capabilities.

Research and Development

We engage in substantial research and development to develop new preducts and integrate additional
capabilities in product designs. We conduct research into digital and analog 1C design, hardware reference
board design, software reference code development, systems integration and manufacturing process flow
development and perform test emulation, digital design verification and application software development at
our corporate headquarters in Santa Clara, California, and at our research and development facilities in Irvine,
California, China, Finland, India and Taiwan. We use a number of proprietary design tools and processes
that enable us to deliver high-performance wireless capabilities using low-cost manufacturing facilities, We
employ a team of engineers with extensive experience in mixed signal design, systems and communications
architecture, CMOS technology and software development. Qur research and development expense was $100.9
million in 2007, $71.]1 million in 2006, and $47.8 million in 2005.

Manufacturing

We design and develop our proprietary designs and provide them to third-party foundries, contract
manufacturers, ODMs, assembly and test companties and other licensees and contractors to produce silicon
wafers and semiconductors. We produce a variety of digital, analog and mixed-signal chip designs using
standard CMOS production facilities. The use of this process enables us to produce cost-effective products,
and we have proprietary rights to the particular design methodologies that we use to maintain high-
performance levels on generic processes. By utilizing standard CMOS processes, we are able to work with a
large number of independent foundries that provide us operational and cost efficiencies. By subcontracting our
manufacturing requirements, we are able to focus our resources on design and test applications where we
believe we have greater competitive advantages. This strategy also eliminates the high cost of owning and
operating semiconductor wafer fabrication facilities.

We currently have in production products using 0.25 micron, 0.18-micron, 0.13-micron, and 0.09-micron
process geometries and a variety of foundries. We depend on five foundry contractors to manufacture
substantially all of our products. Our key silicon foundries for wafer production are Taiwan Semiconductor
Manufacturing Corporation (TSMC) in Taiwan, Semiconductor Manufacturing International Corporation
(SMIC) in China, Tower Semiconductor Ltd. in Israel, Chartered Semiconductor Manufacturing in Singapore
and United Microelectronics Corporation (UMC) in Taiwan. Limitation of any of our five independent foundry
subcontractors to provide the necessary capacity or output for our products could result in significant
production delays and could materially and adversely affect our business, financial condition and results of
operations. While we currently believe we have adequate capacity to support our current sales levels, we
continue to work with our existing foundries to obtain more production capacity, and we intend to qualify new
foundries to provide additional production capacity. It is possible that from time to time adequate foundry
capacity may not be available on acceptable terms, if at all, In the event a foundry experiences financial
difficulties, or if a foundry suffers any damage to or destruction of its facilities, or in the event of any other
disruption of foundry capacity, we may not be able to qualify alternative manufacturing sources for existing or
new products in a timely manper.

Our wafer probe testing is conducted by independent wafer probe test subcontractors. Following
completion of the wafer probe tests, the die are assembled into packages and the finished products are tested




by one of our key test and assembly subcontractors including, but not limited to Amkor Technology, Inc. in
China, Taiwan and Korea, Global Testing Corporation in Taiwan, Greatek Electronics, Inc. in Taiwan,
Microelectronics Corp. in Taiwan, Siliconware Precision Industries Co., Ltd. in Taiwan, STATS ChipPAC
Limited in Singapore, United Test and Assembly Center Ltd. in Singapore and Test-Serv, Inc. in Taiwan. We
store and distribute our finished goods inventory from contracted warehouses in Hong Kong and Singapore.
While we have not experienced material disruptions in supply from assembly subcontractors to date, we and
others in our industry have experienced shortages in the supply of packaging materials from time to time, and
we could experience shortages or assembly problems in the future. The availability of assembly and testing
services from these subcontractors could be materially and adversely affected in the event a subcontractor
experiences financial difficulties, or if a subcontractor suffers any damage to or destruction of its facilities, or
in the event of any other disruption of assembly and testing capacity.

We also maintain software test facilities at our corporate headquarters and at our research and
development facilities in India, Taiwan and China. This enables us to operate certain test processes on
demand, so as to reduce the time-to-market of our designs and improve their reliability.

Competition

The communications IC markets and the overall semiconductor industry are intensely competitive with a
variety of large and small companies providing semiconductors, hardware and software designs. We believe
that we compete favorably in these markets with respect to the following factors:

¢  product performance;

e feature set and quality, including network throughput, product range, power efficiency, security
features, reliability and consistency;

e  level of integration;

e time-to-market;

s price;

e  ability to respond quickly to customer demand changes;

e  customer support and application support;

e ability to comply with, and influence, industry standards and international regulatory requirements
s intellectual property; and

s reputation.

We compete with a number of large U.S., and international semiconductor suppliers, Qur primary
competitors in our communications [C markets include Broadcom Corporation, Cambridge Silicon Radio, Intel
Corporation, Marvell Technology Group Ltd., MediaTek Inc., Ralink Technology Corporation, Realtek
Semiconductor Corp and SiRF Technology Holdings. This competition has resulted and will continue to result
in declining average selling prices for our products. In all of our target markets, we also may face competition
from newly established competitors, suppliers of products based on new or emerging technologies, and
customers that choose to develop their own silicon sclutions. We also expect to encounter further
consolidation in the markets in which we compete.

Many of our current and potential competitors have longer operating histories, significantly greater
resources and name recognition, and a larger base of customers than we do. Many of our competitors also
have significant influence in the semiconductor industry. We may not be able to compete effectively against
current and potential competitors, especially those with significantly greater resources and market leverage. As
a result, these competitors may respond quicker than we do to new or emerging technologies or changes in
customer requirements, Moreover, our competitors may foresee the course of market developments more
accurately than we can. In addition, some of our larger competitors may be able to provide greater incentives




to customers through rebates and marketing development funds and similar programs, Furthermore, some of
our competitors with multiple product lines may integrate wireless functionality into products that we do not
sell or bundie their products to offer a broader product portfolio, which may make it difficult for us to gain
or maintain market share. For example, Intel markets its Centrino mobile technology brand and we believe
Intel provides a substantial marketing development fund incentive for buyers of a combination of its
microprocessor, a related chipset and an 802,11 wireless network module that uses the brand. We believe a
separate WLAN chipset solution offers advantages compared to a solution integrated with other
communications protocols because of the rapid changes in WLAN technologies that occur on a different cycle
than those of other communications technologies and due to the significant differences in the performance
available from standalone solutions. Qur competitors may be able to adopt more aggressive pricing policies
and devote greater resources to the development, promotion and sale of their products than we can. In
addition, new competitors, including lower cost Asian semiconductor companies or alliances among existing
competitors, could emerge.

Many of our customers are also large, established integrated circuit suppliers. Qur sales to and support of
such customers may enable them to become a source of competition to us, despite our efforts to protect our
intellectual property rights. Competition could increase pressure on us to lower our prices and lower our
margins. If we do not compete successfully, we will be unable to gain or retain market share,

Employees

As of December 31, 2007, we employed 878 full-time employees, including 634 in research and
development and operations, 173 in sales and marketing, and 71 in general and administration. We have never
had a work stoppage and nene of our employees are represented by a labor organization nor under any
collective bargaining arrangements. We consider our employee relations to be good.

Item 1A. Risk Factors

Fluctuations in our operating results on a quarterly and annual basis could cause the market price of
our common stock te decline.

Cur revenue and operating results have fluctuated significantly from period to period in the past and are
likely to do so in the future. These fluctuations could cause the market price of our common stock to decline.
As a result, you should not rely on period to period comparisons of our operating results as an indication of
our future performance. In future periods, our revenue and results of operations may be below the
expectations of analysts and investors, which would likely cause the market price of our common stock to
decline. Factors that are likely to cause our revenue and operating results to fluctuate include those discussed
in the risk factors below.

If demand for our chipsets declines or does not grow, we will be unable to increase or sustain our
revenue and our business will be severely harmed.

We have derived substantially all of cur revenue from the sale of chipsets for wireless applications, and
we expect our chipsets for wireless networking applications and to a lesser extent our Bluetooth, Ethernet
GPS and PAS solutions, to account for substantially all of our revenue for the foreseeable future. Our success
will depend in large part on the growth of these emerging markets and our growth within these markets, If
these markets do not achieve the growth we expect, the growth and success of our business could be limited.
In addition, if we are unable to develop new products in a timely manner or demand for our chipsets declines
as a result of competition or technological changes, it would have a material negative impact on our business,
operating results and financial position and our competitive position. The markets for our products are
characterized by the frequent introduction of next generation and new products, short product life cycles and
significant price competition. If our customers or we are unable to manage product transitions in a timely and
cost-effective manner, our business and results of operations will suffer. In addition, frequent technology
changes and introduction of next generation products may result in inventory obsoclescence, which could
reduce our gross margins and adversely affect our operating performance.




Since we have limited visibility as to the volume of sales of our products by our customers and
inventory levels of our products held by our customers, our ability to forecast accurately future demand
Jfor and sales of our products is limited.

We sell our chipsets to OEMs who integrate our chipsets into their products or to ODMs who include our
chipsets in the products they supply to OEMs. We have limited visibility as to the velume of our products that
our OEM and ODM customers are selling to their customers or carrying in their inventory. If our customers
have excess inventory or experience a slowing of products sold through to their end customers, it would likely
result in a slowdown in orders from our customers and adversely impact our future sales and inventory.

Any future downturns in the semiconductor industry may reduce our revenue and result in excess inventory.

The semiconductor industry is highly cyclical and is characterized by constant and rapid technological
change, rapid product obsolescence and price erosion, evelving standards, short product life cycles and wide
fuctuations in product supply and demand. The industry has, from time to time, experienced significant
downturns, often connected with, or in anticipation of, maturing product cycles of both semiconductor
companies” and their customers’ products and declines in general economic conditions. These downturns have
been characterized by diminished product demand, production overcapacity, high inventory levels and
accelerated erosion of average selling prices. Any future downturns may reduce our revenue or our percentage
of revenue growth on a quarter-to-quarter basis and result in us having excess inventory. Furthermore, any
upturn: in the wireless communications market in which we sell our chipsets could result in increased
competition for access to limited third-party foundry, assembly and test capacity.

Our products typically have lengthy sales cycles. A customer may decide to cancel or change its
product plans, which could cause us to lose anticipated sales. In addition, our average product life cycles
tend to be short and, as a result, we may hold excess or obsolete inventory that could adversely affect our
operating results.

After we have developed and delivered a product to a customer, the customer will usually evaluate our
product prior to designing its own equipment to incorporate our product. Our customers may need several
months to test, evaluate and choose whether to adopt our product, and to begin volume production of
equipment that incorporates our product. Due to these lengthy sales cycles, we may experience significant
delays from the time we increase our operating expenses and make investments in inventory until the time
that we generate revenue from these products. It is possible that we may never generate any revenue from
these products after incurring such expenditures. Even if a customer selects our product to incorporate into its
equipment, we have no assurances that the customer will ultimately market and sell its equipment or that such
efforts by our customer will be successful. The delays inherent in our lengthy sales cycle also increase the risk
that a customer will decide to cancel or curtail, reduce or delay its product plans. Such a cancellation or
change in plans by a customer could cause us to lose sales that we had anticipated.

While our sales cycles can be long, our average product life cycles tend to be short as a result of the
rapidly changing technology environment in which we operate. As a result, the resources devoted to product
sales and marketing may not generate material revenue for us, and from time to time, we may need to write
off excess and obsolete inventory. If we incur significant marketing expenses and investments in inventory in
the future that we are not able to recover, and we are not able to compensate for those expenses, our
operating results could be adversely affected. In addition, if we sell our products at reduced prices in
anticipation of cost reductions but still hold higher cost products in inventory, our operating results would
be harmed.

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

The products we develop and sell are used for high volume applications and many of them are subject to
rapid declines in average selling prices over the life of the products. We have historically decreased the
average selling prices of many of our products in order to meet market demand, and we expect that we will
continue to reduce prices in the future. Reductions in our average selling prices to one customer could impact
our average selling prices to all customers. A decline in average selling prices could harm our gross margins.




Historically, we have generally been able to substantially offset reductions in our average selling prices with
decreases in our product costs and increases in our unit volumes. Our financial results will suffer if we are
unable to offset any future reductions in our average selling prices by increasing our unit volumes, reducing
our costs or developing new or enhanced products on a timely basis with higher selling prices or gross profit.
While gross profit may decline as a result of reductions in average selling prices. we may continue to incur
research and development costs at higher or existing levels to develop future products. This continued
spending would have an adverse impact on our immediate operating results if our revenue does not continue
to grow or our gross margins decline.

We may not be able to compete effectively and increase or maintain revenue and market share.

We may not be able to compete successfully against current or potential competitors. If we do not
compete successfully, our market share and revenue may decline. Within each of our markets, we compete
with large semiconductor manufacturers and designers and start-up integrated circuit companies. Some of our
competitors are also our customers and partners. Most of our current and potential competitors have longer
operating histories, significantly greater financial, manufacturing, technical, marketing, sales and other
resources than we do. This may allow them to respond more quickly than us to new or emerging technologies
or changes in customer requirements. In addition, these competitors may have greater credibility with our
existing and potential customers. Moreover, many of our competitors have been doing business with
customers for a longer period of time and have established relationships, which may provide them with
information regarding future trends and requirements that may not be available to us. In addition, some of our
larger competitors may be able to provide greater incentives to customers through rebates and marketing
development funds and similar programs. Some of our competitors with multiple product lines may bundle
their products to offer a broader product portfolio or integrate wireless functionality into other products that
we do not sell, which may make it difficult for us to gain or maintain market share. For example, Intel
markets its Centrino mobile technology brand and we believe they have provided and may continue to provide
a substantial marketing development fund incentive for buyers of a combination of its microprocessor, related
chipsets and wireless networking module that use the brand. Intel or other large competitors may also be
able to discourage OEMs from placing our brand on their products, which could substantially harm our
marketing efforts.

We will continue to expend substantial resources developing products for new applications or markets
and may never achieve the sales volume that we anticipate for these products, which may limit our future
growth and harm our results of operations.

We have entered a variety of new wireless and wired communications markets that are outside of our
traditional WLAN markets. Through the acquisition of Attansic Technology Corporation in 2006 and the
purchase of assets and certain liabilities of u-Nav Microelectronics in 2007, we now offer our customers
Ethernet and GPS products, respectively. In addition, we have internally developed Bluetooth and PAS
solutions that we actively sell to our customers. Although we plan to diversify our revenue base outside of our
WLAN market, the vast majority of our historical revenue has come from the sale of our WLAN products.
Our future success will depend in part upon the success of these new products, and we face a number of risks
in connection with these products, including those described in other risk factors in this report. We have in the
past, and will likely in the future, expend substantial resources in developing new and additional products for
new applications and markets. We may experience unforeseen difficulties and delays in developing these
products and defects upon volume production and broad deployment. In addition, we will have limited
experience in these new markets, and may be unsuccessful in marketing and selling any products we develop
for these markets. The markets we choose to enter will likely be highly competitive and many of our
competitors will have substantially more experience in these markets. Our success will depend on the growth
of the markets we enter, the competitiveness of our products and our ability to increase our market share in
these markets. If we choose to enter markets that do not achieve or sustain the growth we anticipate, or if our
products are not competitive, we may not achieve volume sales, which may limit our future growth and would
harm our results of operations.
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If we fail to appropriately scale our operations in response to changes in demand for our existing
products or for new products, our business could be materially and adversely affected.

We have significantly grown and expanded our operations in a short period of time, and to achieve our
business objectives, we expect to continue to grow. Through internal growth and the acquisition of ZyDAS
Technology Corporation, Attansic Technology Corporation and u-Nav Microelectronics Corporation, we have
significantly increased the scope of our operations and expanded our workforce, from 260 full-time employees
as of December 31, 2004, to 878 employees as of December 31, 2007. We anticipate that we will further
expand our workforce through internal growth and acquisitions. Nonetheless, we may not be able to expand
our workforce and operations in a sufficiently timely manner to respond effectively to changes in demand for
our current and future products and services. In that event, we may be unable to meet competitive challenges
or exploit potential market opportunities, and our current or future business could be materially and adversely
affected. Conversely, if we expand our operations and workforce too rapidly in anticipation of increased
demand for our products, and such demand does not materialize at the pace at which we expect, the rate of
increase in our operating expenses may exceed the rate of increase in our revenue, which would adversely
affect our operating results.

Our past growth has placed, and any future growth is expected to continue to place, a significant strain
on our management personnel, systems and resources. To implement our current business and product plans,
we will need to continue to expand, train, manage and motivate our workforce. All of these endeavors will
require substantial management effort. We have recently implemented an enterprise resource planning system
to help us improve our management and planning processes, and we anticipate that we will also need to
continue to implement a variety of new and upgraded operational and financial systems, as well as additional
procedures and other internal management systems. These processes can be time consuming and expensive,
increase management responsibilities, and divert management attention.

In addition, in 2006 and 2007 we have entered into leases for additional office space in Northern and
Southern California, Taiwan, China, Finland, Germany, and India. We anticipate the need to lease additional
office space in other locations in the near future to accommodate our growth and we may also be required to
relocate our employees from time to time. Such relocation could result in temporary disruptions of our
operations or a diversion of our management’s attention and resources. If we are unable to effectively manage
our expanding operations, we may be unable to scale our business quickly enough to meet competitive
challenges or exploit potential market opportunities, or conversely, we may scale our business too quickly and
the rate of increase in our expenses may exceed the rate of increase in our revenue, either of which would
materially and adversely affect our current or future business.

We may not be able to sustain our recent growth rate, and we may not be able to manage our future
growth effectively.

We have experienced significant growth in a short period of time. Our revenue increased from $183.5
million in 20035, to $301.7 millicn in 2006 and to $417.0 million in 2007. We may not be able to achieve
similar revenue growth rates for 2008 or in future periods. In the event that we do achieve continued growth,
the expansion of our business and operations will likely place a significant strain on our resources and
increased demands on our management information and reporting systems, financial and management controls
and personnel. We may not be ahle to develop the internal capabilities or collaborative relationships required
to manage future growth and expansion or to support future operations. If we are unable to manage growth
effectively, our financial results could be adversely affected.

We depend on key personnel to operate our business, and if we are unable to retain our current
personnel and hire additional personnel, our ability to develop and successfully market our products could
be harmed.

We believe our future success will depend in large part upon our ability to attract and retain highly -
skilled managerial, engineering and sales and marketing personnel. The loss of any key employees or the
inability to attract or retain qualified personnel, including engineers and sales and marketing personnel, could
delay the development and introduction of, and harm our ability to sell, our products and harm the market’s
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perception of us. We believe that our future success is highly dependent on the contributions of our senior
management, including our President and Chief Executive Officer and our senicr engineering personnel. We
do not have long-term employment contracts with these or any other key personnel, and their knowledge of
our business and industry would be extremely difficult to replace.

There is currentiy intense competition for qualified personnel with significant experience in the design,
development, manufacture, marketing and sales of integrated circuits for use in our various products. Our key
personnel and consultants represent a significant asset and serve as the source of our technological and
product innovations. We may not be successful in attracting and retaining sufficient numbers of personnel to
support our business plan.

Equity awards generally comprise a significant portion of our compensation packages for all employees.
As a result of the applicability of Statement of Financial Accounting Standards (SFAS) No. 123 (revised
2004), Share-Based Payment, and the requirement to expense the fair value of stock options awarded to
employees, we have modified and may continue to modify our compensation policies by, for example,
increasing cash compensation to certain employees and/or instituting awards of restricted stock units, while
simultaneously reducing awards of stock options. For example, our annual stock refresh for employees in
2006 and 2007 and a portion of the annual stock refresh for executive officers in February 2007 and 2008,
consisted of restricted stock units as equity compensation for our employees and officers. This modification of
our compensation policies and the applicability of the SFAS 123R requirement to expense the fair value of
stock options awarded to employees and officers have increased our operating expenses. We cannot be certain
that these and any other changes in our compensation policies will or would improve our ability to attract,
retain and motivate employees. Our inability to attract and retain additional key employees and the increase in
stock-based compensation expense could each have an adverse effect on our business, financial condition and
results of operations.

If we fail to develop and introduce new products and enhancements, or if our proprietary features do
not achieve market acceptance on a timely basis, our ability to attract and retain customers could be
impaired, our competitive position may be harmed, and our revenues, earnings and stock price may decline.

The wireless and wired communications markets are characterized by rapidly changing technology,
evolving industry standards, rapid changes in customer requirements and frequent product introductions. We
must continually design, develop and introduce new products with improved features to be competitive. Our
current and future products may not achieve market acceptance or adequately address the changing needs of
the market, and we may not be successful in developing and marketing new products or enhancements to our
existing products on a timely basis. The introduction of products embodying new technologies, the emergence
of new industry standards or changes in customer requirements could render our existing products obsolete
and unmarketable. In addition, we introduce from time to time products with proprietary enhancements.
Although we believe our products are fully compliant with applicable industry standards, proprietary
enhancements may not in the future result in full conformance with existing industry standards under all
circumstances. Our introduction of proprietary features involves risks associated with market acceptance of
these new products and certification by industry standards groups. We have reviewed the rules and regulations
of the various standards bodies and related industry organizations to which we belong or with which we are
affiliated, and we believe there is not a significant risk that action would be taken that would undermine our
ability to continue to leverage our affiliation with these organizations.

The development of our preducts is highly complex. We occastonally have experienced delays in
completing the development and introduction of new products and product enhancements, and we could
experience delays in the future. Unanticipated problems in developing wireless products could also divert
substantial engineering resources, which may impair our ability to develop new products and enhancements
and could substantially increase our costs. Even if the new and enhanced products are introduced to the
market, we may not be able to achieve market acceptance of these products and our proprietary features in a
timely manner.
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We face business, political, regulatory, operational, financial and economic risks because most of our
operations and sales activities take place outside of the United States.

A significant portion of our products is sold to customers outside the United States and Canada. Sales to
customers in Asia have accounted for substantially all of our net revenue since 2003. Because most of our
ODMs and our other direct customers are located in Asia, we anticipate that substantially all of our revenue
will continue to be represented by sales to customers in that region. In addition, we conduct research and
development activities in India, Taiwan, China and Finland and have sales, marketing and support personnel in
Japan, Taiwan, Korea, Hong Kong, Macao, China, Germany and France. Approximately one-half of our total
workforce is currently located in Asia. Our success depends upon continued expansion of our international
operations. Our international business involves a number of risks, including:

¢ muitiple, conflicting and changing laws and regulations, tax laws, export and import restrictions,
employment laws, regulatory requirements and other governmental approvals, permits and licenses;

o difficulties in staffing and managing foreign operations as well as cultoral differences;
» trade restrictions or higher tariffs that favor local competition in some countries;

s difficulties of managing sales representatives, especially because we expect to increase our sales
through our sales representatives;

e inadequate local infrastructure and transportation delays;

» financial risks, such as longer payment cycles, greater difficulty collecting accounts receivable and
exposure to foreign currency exchange rate fluctuations;

s fajlure by us or our customers to gain regulatory approval for use of our products; and

s  political and economic instability, including wars, terrorism, and political unrest, recurrence of the
SARS, avian flu, or any other outbreak, boycotts, curtailment of trade and other business restrictions.

Also, there may be reluctance in some foreign markets to purchase products based on GPS technology,
due to the control of GPS by the United States government. Any of these factors could significantly harm our
future international sales and operations, and consequently, our revenue and results of operations and business
and financial condition.

We rely on a limited number of independent foundries and subcontractors for the manufacture,
assembly and testing of our chipsets and on a third party logistics provider to ship products to our
customers. The failure of any of these third-party vendors to deliver products or otherwise perform as
requested could damage our relationships with our customers, decrease our sales and limit our growth.

We depend on five independent foundries to manufacture substantially all of our products. Qur key
silicon foundries for wafer production are Taiwan Semiconductor Manufacturing Corporation (TSMC) in
Taiwan, Semiconductor Manufacturing International Corporation (SMIC) in China, Tower Semiconductor Ltd.
in Israel, Chartered Semiconductor Manufacturing in Singapore (Chartered) and United Microelectronics
Corporation (UMC) in Taiwan. The failure of any of these five foundries to provide the necessary capacity or
output for our products could result in significant production delays and could materially and adversely affect
our business, financial condition and results of operations. While we currently believe we have adequate
capacity to support our current sales levels, we continue to work with our existing foundries to obtain more
production capacity, and we intend to qualify new foundries to provide additional production capacity. It is
possible that from time to time adequate foundry capacity may not be available on acceptable terms, if at all.
In the event a foundry experiences financial difficulties, or if a foundry suffers any damage to or destruction
of its facilities, or in the event of any other disruption of foundry capacity, we may not be able to qualify
alternative manufacturing sources for existing or new products in a timely manner,

Our wafer probe testing is conducted by independent wafer probe test subcontractors. Following
completion of the wafer probe tests, the die are assembled into packages and the finished products are tested
by one of our key test and assembly subcontractors including, but not limited to, Amkor Technology, Inc. in
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China, Taiwan and Korea, Global Testing Corporation in Taiwan, Greatek Electronics, Inc. in Taiwan,
Microelectronics Corp. in Taiwan, Siliconware Precision Industries Co., Ltd. in Taiwan, STATS ChipPAC
Limited in Singapore, United Test and Assembly Center Ltd. in Singapore and Test-Serv, Inc. in Taiwan. We
store and distribute our finished goods inventory from contracted warehouses in Hong Kong and Singapore.
While we have not experienced material disruptions in supply from assembly subcontractors to date, we and
others in our industry have experienced shortages in the supply of packaging materials from time to time, and
we could experience shortages or assembly problems in the future. The availability of assembly and testing
services from these subcontractors could be materially and adversely affected in the event a subcontractor
experiences financial difficulties, or if a subcontractor suffers any damage to or destruction of its facilities, or
in the event of any other disruption of assembly and testing capacity.

We do not have long-term supply contracts with our third-party manufacturing vendors and they may
allocate capacity to other customers and may not allocate sufficient capacity to us to meet future demands
Jor our products.

We currently do not have long-term supply contracts with any of our third-party vendors. Therefore, they
are not obligated to perform services or supply products to us for any specific period, in any specific
quantities, or at any specific price, except as may be provided in a particular accepted purchase order. None of
our third-party foundry or assembly and test vendors has provided contractual assurances to us that adequate
capacity will be available to us to meet future demand for our products. During 2006, our manufacturing
vendors experienced production capacity constraints due 10 an upturn in the semiconductor market, and they
may do so again in the future. Under these circumstances, these foundries and assembly and test vendors may
allocate capacity to the production of other companies’ products while reducing deliveries to us on short
notice. In particular, other customers that are larger and better financed than us or that have long-term
agreements with these foundries or assembly and test vendors may cause these foundries or assembly and test
vendors to reallocate capacity to those customers, decreasing the capacity available to us. If we enter into
costly arrangements with suppliers that include nonrefundable deposits or loans in exchange for capacity
commitments, commitments to purchase specified quantities over extended periods or investment in a foundry,
our operating results could be harmed. To date, we have not entered into such arrangements with our
suppliers. If we need another integrated circuit foundry or assembly and test subcontractor because of
increased demand, or the inability to obtain timely and adequate deliveries from our providers, we might not
be able to cost-effectively and quickly retain other vendors to satisfy our requirements.

If our third-party foundries or suppliers do not achieve satisfactory yields or quality, our relationships
with our customers and our reputation will be harmed.

The fabrication of chipsets is a complex and technically demanding process. Minor deviations in the
manufacturing process can cause substantial decreases in yields, and in some cases, cause production to be
suspended. Our third-party foundries and suppliers have from time to time experienced manufacturing defects
and reduced manufacturing yields. Changes in manufacturing processes or the inadvertent use of defective or
contaminated materials by our foundries could result in lower than anticipated manufacturing yields or
unacceptable performance. Many of these problems are difficult to detect at an early stage of the
manufacturing process and may be time consuming and expensive to correct. In addition, designing RF
circuits using standard, complementary metal-oxide semiconductor processes is difficult and can result in
unsatisfactory yields. Because we primarily purchase wafers, our exposure to low wafer yields from our
foundries is increased. Poor yields from our foundries or defects, integration issues or other performance
preblems in our products could cause us significant customer relations and business reputation problems, or
force us to sell our products at lower gross margins and therefore harm our financial results. In addition,
manufacturing defects may not be detected by our testing, or may be caused by defective packaging of our
products by our third-party suppliers. If these defects arise or are discovered after we have shipped our
products, our reputation and business would suffer.
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We depend on a small number of customers for a significant portion of our revenue. If we fail to
retain or expand customer relationships, our revenue could decline.

We derive a significant portion of our revenue from a small number of customers, and we anticipate that
we will continue to do so in the foreseeable future. These customers may decide not to purchase our products
at all, to purchase fewer products than they did in the past, for example due to an increase in inventory, or to
alter their purchasing patterns in some other way, particularly because substantially all of our sales are made
on a purchase order basis, which permits our customers to cancel, change or delay product purchase
commitments with little or no notice to us and without penalty.

In the year ended December 31, 2007, Hon Hai Precision Industry Co. Ltd. accounted for 25% of our net
revenue. In the year ended December 31, 2006, Hon Hai Precision Industry Co. Ltd. and UTStarcom, Inc
accounted for 20% and 10% of our net revenue, respectively. In the year ended December 31, 2003, Alpha
Networks, Inc., Hon Hai Precision Industry Co. Ltd., Cameo Communications, Inc., and Askey Computer
Corporation accounted for 15%, 15%, 13% and 10% of our net revenue, respectively.

Some of our QEM customers are also original design manufacturer (ODM) customers, which may
increase the impact of the loss of any customer. We must obtain orders from new customers on an ongoing
basis to increase our revenue and grow our business. Qur largest customers are typically ODMs. Sales to our
largest customers have fluctuated significantly from period to period primarily due to OEMs that incorporate
our products changing their designated ODM and the continued diversification of our OEM customer base in
our current markets. We believe that sales will likely continue to fluctuate significantly in the future as we
enter into new markets. The loss of any significant customer, a significant reduction in sales we make to them,
or any problems collecting receivables from them would likely harm our financial condition and results of
operations. In addition, we design some of our preducts to incorporate customer specifications. If our
customers purchase fewer products than anticipated or if we lose a customer, we may not be able to sell these
products to other customers, which would result in excess inventory and could negatively impact our
operating results.

Some of our customers could become our competitors.

Some of our customers are also large integrated circuit suppliers and some of our large customers already
have similar expertise in-house. These customers have longer operating histories, significantly greater
resources and name recognition, and a larger base of customers than we do. The process of licensing our
technology to and support of such customers entails the transfer of technology that may enable them to
become a source of competition to us, despite our efforts to protect our intellectual property rights. We cannot
sell to some customers who compete with us. In addition, we compete with divisions within some of our
customers. Further, each new design by a customer presents a competitive situation. In the past, we have lost
design wins to divisions within our customers and this may occur again in the future. We cannot assure you
that these customers will not continue to compete with us, that they will continue to be our customers or that
they will continue to license products from us at the same volumes. Competition could increase pressure on us
to lower our prices and could negatively impact our profit margins.

We will have difficulty selling our products if customers do not design our products into their product
offerings or if our customers’ product offerings are not commercially successful.

We sell our products directly to OEMs, who include our chipsets in their products, and to ODMs, who
include our chipsets in the products they supply to OEMs. Qur products are generally incorporated into our
customers’ products at the design stage. As a result, we rely on OEMs to design our products into the
products they sell. Without these design wins, our business would be materially and adversely affected. We
often incur significant expenditures on the development of a new product without any assurance that an OEM
will select our product for design into its own product. Once an OEM designs a competitor’s product into its
product offering, it becomes significantly more difficult for us to sell our products to that customer because
changing suppliers involves significant cost, time, effort and risk for the customer. Furthermore, even if an
OEM designs one of our products into its product offering, we cannot be assured that its product will be
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commercially successful, that we will receive any revenue from that manufacturer or that a successor design
will include one of our products.

We may experience difficulties in transitioning to smaller geometry process technologies or in
achieving higher levels of design integration, which may result in reduced manufacturing yields, delays in
product deliveries and increased expenses.

To remain competitive, we continually work to improve our chipsets and, in particular, our high-
performance RF and wired networking products, to be manufactured using increasingly smaller geometries
and to achieve higher levels of design integration. These ongoing efforts are costly and difficult and require us
from time to time to modify the manufacturing processes for our products and to redesign some products. To
remain competitive, our chipsets must be redesigned from time to time, which may result in delays in product
deliveries. We periodically evaluate the benefits, on a product-by-product basis, of migrating to smaller
geomeltry process technologies to reduce our costs. In the past, we have experienced some difficulties in
shifting to smaller geometry process technologies or new manufacturing processes, which resulted in reduced
manufacturing yields, delays in product deliveries and increased expenses. For example, during 2007, we
anticipate that a large number of our products will transition from the .18 micron geometry to .13 micron. In
addition, while we purchase wafers from foundries, we also assume most of the yield risk related to
manufacturing these wafers into die. We may face similar difficulties, delays and expenses in the future. We
depend on our relationships with our foundries to transition to smaller geometry processes successfully and
cannot assure that our foundries will be able to effectively manage the transition. If our foundries, or we,
experience significant delays in this transition or fail to efficiently implement these transitions, our business,
financial condition and results of operations could be adversely affected.

We may experience a decrease in market demand or a supply disruption due to uncertain economic
conditions in the United States and in international markets, including as a result of the concerns of
terrorism, war and social, economic and political instability.

In the recent past, general worldwide economic conditions have experienced a downturn due to slower
economic activity, concerns about inflation and deflation, increased energy costs, decreased consumer
confidence, uncertainties in the credit markets, reduced corporate profits and capital spending, adverse
business conditions and liquidity concerns in the wired and wireless communications markets, the ongoing
effects of the war in Iraq, recent international conflicts and terrorist and military activity, and the impact of
natural disasters and public health emergencies. These conditions make it difficult for our customers, our
vendors and us to accurately forecast and plan future business activities, and they could cause U.S. and
foreign businesses to slow spending on our products and services, which would delay and lengthen sales
cycles. In addition, terrorist acts or other conflicts or acts of war could disrupt product supply from our
vendors in Israel or Asia, which could undermine our ability to provide products to our customers and harm
our operating results. We cannot predict the timing, strength or duration of any economic recovery, worldwide
or in the wired and wireless communications markets. If the economy or the wired and wireless
communications markets in which we operate do not continue at their present levels, our business, financial
condition and results of operations will likely be materially and adversely affected.

The complexity of our products could result in unforeseen delays or expenses from undetected defects,
errors or bugs in hardware or software, which could reduce the market acceptance for our new products,
damage our reputation with current or prospective customers and adversely affect our operating costs.

Highly complex products such as our chipsets and the related reference designs we provide to our
customers frequently contain defects, errors and bugs when they are first introduced or as new versions are
released. We have in the past and may in the future experience these defects, errors and bugs. If any of our
products have reliability, quality, or compatibility problems, we may not be able to successfully correct these
problems. In addition, if any of our proprietary features contain defects, errors or bugs when first introduced
or as new versions are released, we may be unable to correct these problems. Consequently, our reputation
may be damaged and customers may be reluctant to buy our products, which could harm our ability to retain
existing customers and attract new customers and our financial results. In addition, these defects, errors or
bugs could interrupt or delay sales to our customers. If any of these problems are not found until after we
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have commenced commercial production of a new product, we may be required to incur additional
development costs and product recalls, repairs or replacement costs. These problems may also result in claims
against us by our customers or others.

Because we do not have long-term commitments from our customers, we must estimate customer demand,
and errors in our estimates can have negative effects on our inventory levels, sales and operating results.

Our sales are largely made on the basis of individual purchase orders rather than long-term purchase
commitments. Our customers have the right to cancel or defer some purchase orders. We have experienced in
the past cancellations or deferrals of purchase orders, and additional cancellations and deferrals may occur
from time to time. We have historically placed firm orders for products with our foundries up to
approximately 16 weeks prior to the anticipated delivery date and typically prior to receiving an order for
the product. Therefore, our order volumes are based on our forecasts of demand from our customers. This
process requires us to make multiple demand forecast assumptions, each of which may introduce error into
our estimates. If we overestimate customer demand or incorrectly estimate product mix, we may allocate
resources to manufacturing products that we may not be able to sell when we expect or at all. As a result, we
would have excess inventory, which would harm our financial results. Conversely, if we underestimate
customer demand or if insufficient manufacturing capacity is available, we would forego revenue
opportunities, lose market share and damage our customer relationships. On occasion, we have been unable o
adequately respond to increases in customer purchase orders, and therefore, were unable to complete, or
needed to delay, sales. We have in the past, and may in the future, allocate our supply among our customers.
Product allocation may result in the loss of current customers, and if we are unable to commit to provide
specified quantities of products over a given period of time, we will not attract new customers. The failure to
maintain customer relationships would decrease our revenue and harm our business.

Although we achieved profitability in the last three fiscal years, we may not sustain or increase
praofitability in the future,

During 2007, we incurred $172.4 million in operating expenses and generated net income of $40.0
million. During 2006, we incurred $125.9 million in operating expenses and generated net income of $18.7
million. During 2003, we incurred $75.5 million in operating expenses and generated net income of $16.7
million. We did, however, incur a net loss in the fourth quarter of 2006 and the second quarter of 2005 and
may incur losses in the future. To sustain profitability, we will need to maintain or increase our revenue while
maintaining reasonable cost and expense levels. In addition, since we expect average selling prices of our
products to continue to decrease in the future, we will need to continue to reduce the average unit costs of our
products and increase sales volumes in our existing markets as well as successfully introduce additional
products for new markets in order to maintain profitability. We expect to increase expense levels in absolute
dollars in each of the next several quarters to support increased research and development efforts related to
new and existing product development and sales and marketing efforts. Because many of our expenses are
fixed in the short term, or are incurred in advance of anticipated sales, we may not be able to decrease our
expenses in a timely manner to offset any shortfall of sales. We may not be able to sustain or increase
profitability on a quarterly or an annual basis. If we do not sustain or increase profitability or otherwise meet
the expectations of securities analysts or investors, the market price of our common stock will likely decline.

We recorded an impairment charge during the quarter ended December 31, 2007 to reduce the
carrying value of certain auction-rate securities we hold, and we currently expect to incur additional
impairment charges with respect to these securities in 2008.

Credit concerns in the capital markets have significantly reduced our ability to liquidate auction-rate
securities that we classify as available-for-sale securities on our balance sheet. As of December 31, 2007, we
held auction-rate securities with a par value of $32.7 million. Auction-rate securities represent our interest in
insurance capital notes, issued by special purpose entities sponsored by insurance companies. A portion of
these securities are insured by third party bond insurers and are collateralized by tradable short-term corporate
and government notes, bonds and commercial paper. In the fourth quarter of 2007, we recorded an other-than-
temporary impairment charge of $2.3 million to reduce the value of our auction-rate securities to their
estimated fair value of $30.4 million as of December 31, 2007. Since each of these securities had been subject
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10 auction processes for which there had been insufficient bidders on the scheduled rollover dates and the
auctions have subsequently failed, we have used a discounted cash flow model to estimate the fair value of
these investments as of December 31, 2007,

We have determined that as of January 31, 2008 the fair value of our auction-rate securities have further
declined by an additional $3.5 million, reducing the estimated fair value to approximately $26.9 million. We
expect the estimated fair value of these securities could decrease or increase significantly in the future based
on market conditions. As a result, we currently expect to record an additional impairment charge during the
quarter ending March 31, 2008, the amount of which will depend on the estimated fair value of our auction-
rate securities as of March 31, 2008. In future periods, the estimated fair value of our auction-rate securities
could decline further based on market conditions, which could result in additional impairment charges. These
charges could be substantial.

Potential problems with our information systems could interfere with our business and operations.

We rely on our information systems and those of third parties for processing customer orders, shipping of
products, billing cur customers, tracking inventory, supporting accounting functions and financial statement
preparation, and otherwise running our business. Any disruption in our information systems and those of the
third parties upon whom we rely could have a significant impact on our business. In addition, we are in the
process of implementing enhanced information systems to meet the demands resulting from our growth and to
provide additional capabilities and functionality. The implementation of new systems and enhancements is
frequently disruptive to the underlying business of an enterprise, and can be time consuming and expensive,
increase management responsibilities and divert management attention. Any disruptions relating to our systems
enhancements or any problems with the implementation, particularly any disruptions impacting our operations
or our ability to accurately report our financial performance on a timely basis during the implementation
period, could adversely affect our business in a number of respects. Even if we do not encounter these adverse
effects, the implementation of these enhancements may be much more costly than we anticipated. If we are
unable to successfully implement the information systems enhancements as planned, our financial position,
results of operations, and cash flows could be negatively impacted.

Changes to financial accounting standards may affect our results of operations and could cause us to
change our business practices.

We prepare our financial statements to conform with generally accepted accounting principles (GAAP) in
the United States. These accounting principles are subject to interpretation by the American Institute of
Certified Public Accountants, the Securities and Exchange Commission and various bodies formed to interpret
and create appropriate accounting rules and regulations. A change in those accounting rules can have a
significant effect on our reported results and may affect our reporting of transactions completed before a
change is announced. Changes to those rules or the questioning of current practices may adversely affect our
reported financial results or the way we conduct our business. For example, in December 2004, the Financial
Accounting Standards Board issued SFAS No. [23R which has required us, starting in our first quarter of
2006, to record a charge to earnings for employee stock option grants and other equity incentives. Since we
historically used equity-related compensation as a component of our total employee compensation program,
the accounting change could make the use of equity-related compensation less attractive to us and therefore
make it more difficult to attract and retain employees. However, because we believe that providing equity-
related compensation for our employees is a competitive necessity, we will likely incur significant and
ongoing accounting charges resulting from option grants and other equity incentive expensing that could
adversely affect our overall results of operations. Moreover, we have implemented the requirements of SFAS
No. 123R using the modified prospective method and accordingly we have not restated prior period financial
statements to reflect the historical impact of option grants. This may potentially cause readers of our financial
statements to draw incorrect conclusions regarding our future operating performance since our financial
statements going forward, which will reflect stock-based compensation expense, will not be comparable to our
prior period financial statements that ¢xclude stock-based compensation expense.,

Similarly, In July 2006, the Financial Accounting Standards Board, or FASB, issued FASB Interpretation
No. 48, Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement No. 109 , which
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clarifies the accounting for uncertainty in tax positions, FIN 48 requires that we recognize the financial
statement effects of a tax position when it is more likely than not, based on the technical merits, that the
position will be sustained upon examination. The provisions of FIN 48 became effective for us, and we
implemented them, in the first quarter of 2007. This may potentially cause readers of our financial statements
to draw incorrect conclusions regarding our future operating performance since our financial statements going
forward, which will reflect the provisions of FIN 48, may not be comparable to our prier period financial
statements that exclude its application.

Unanticipated changes in our tax rates could affect our future results.

Our future effective tax rate could be unfavorably affected by unanticipated changes in the valuation of
our deferred tax assets and liabilities. In addition, since we operate in different countries and are subject to
taxation in different jurisdictions, our future effective tax rates could be impacted by changes in such countries
tax laws or their interpretations. Both domestic and international tax laws are subject to change as a result of
changes in fiscal policy, changes in legislation, evolution of regulation and court rulings. The application of
these tax laws and related regulations is subject to legal and factual interpretation, judgment and uncertainty.
Changes in our effective tax rate could have a material adverse impact on our results of operations.

We record a valuation allowance to reduce our net deferred tax assets to the amount that we believe is
more likely than not to be realized. In assessing the need for a valuation allowance, we consider historical
levels of income, expectations and risks associated with estimates of future taxable income and ongoing
prudent and practical tax planning strategies. On a periodic basis we evaluate our deferred tax asset balance
for realizability. To the extent we believe it is more likely than not that some portion of our deferred tax
assets will not be realized, we will increase the valuation allowance against the deferred tax assets. Realization
of our deferred tax assets is dependent primarily upon future 1.5, taxable income. During the years ended
December 31, 2007, 2006 and 2005, we released a portion of the valuation allowance in the amount of $3.0
miilion, $1.9 million and $7.5 million, respectively, previously recorded against our deferred tax assets. These
releases resulted in reduced tax provisions in the years recorded.

We intend to evaluate acquisitions of or investments in businesses, and we may not realize the
anticipated benefits of these acquisitions or investments.

We plan to continually evaluate acquisitions of or investments in businesses that may offer
complementary products and technologies, augment our market segment coverage, or enhance our
technological capabilities, if appropriate opportunities arise. For example, in 2006, we acquired ZyDAS
Technology Corporation, a privately held Taiwan-based fabless wireless |C design company, and Attansic
Technology Corporation, a privately held Taiwan-based fabless Ethernet IC design company. In December
2007, we acquired u-Nav Microelectronics Corporation, a privately held United States-based fabless GPS IC
design company. Risks arising from these or other future acquisitions or investments could include among
other things:

e our ability to accurately assess the business and prospects of an acquisition or the anticipated
benefits of an acquisition;

e delays in or fa