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PART I
ITEM 1. BUSINESS

This report contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. When used in this
report, the terms “may,” “might,” “will,” “objective,” “intend,” “should,” “could,” “can,” “would,” “expect,” “believe,” “estimate,” “predict,”
“potential,” “plan,” or the negative of these terms, and similar expressions intended to identify forward-looking statements. These statements are
statements that relate to future periods and include statements regarding our anticipated trends and challenges in our business and the markets in
which we operate, including the market for 40G and 100G high-speed analog semiconductor solutions, our plans for future products, such as our
isolation memory buffer or iIMB™, clock and data recovery, or CDR, and serializer/deserializer, or SERDES, products, and enhancements of existing
products, our expectations regarding our expenses and revenue, including our expectations that our research and development, sales and marketing
and general and administrative expenses may increase in absolute dollars, our anticipated cash needs and our estimates regarding our capital
requirements and our needs for additional financing, our anticipated growth strategies, our ability to retain and attract customers, particularly in light
of our dependence on a limited number of customers for a substantial portion of our revenue, the anticipated costs and benefits of our recent
acquisition of Winyatek Technology Inc., and our expectations regarding competition as more and larger semiconductor companies enter our markets
and as existing competitors improve or expand their product offerings. These forward-looking statements involve known and unknown risks,
uncertainties and other factors which may cause our actual results, performance or achievements to be materially different from any future results,
performances or achievements expressed or implied by the forward-looking statements. These risks and uncertainties include, but are not limited to,
those risks discussed below, as well as factors affecting our quarterly results, our ability to manage our growth, our ability to sustain or increase
profitability, demand for our solutions, 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 safeguard our intellectual property, trends in the semiconductor industry and
fluctuations in general economic conditions, and the risks set forth throughout this Report, including the risks set forth under Item 14., “Risk
Factors.” These forward-looking statements speak only as of the date of this report. We expressly disclaim any obligation or undertaking to release
publicly any updates or revisions to any forward-looking statements 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.
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All references to “Inphi,” “we,” “us” or “our” mean Inphi Corporation.
Inphi®, iMB™ and the Inphi logo are trademarks or service marks owned by Inphi. All other trademarks, service marks and trade names
appearing in this report are the property of their respective owners.

Overview
Our Company

We are a fabless provider of high-speed analog semiconductor solutions for the communications and computing markets. Our analog semiconductor
solutions provide high signal integrity at leading-edge data speeds while reducing system power consumption. Our semiconductor solutions are designed to
address bandwidth bottlenecks in networks, maximize throughput and minimize latency in computing environments and enable the rollout of next generation
communications and computing infrastructures. Our solutions provide a vital high-speed interface between analog signals and digital information in high-
performance systems such as telecommunications transport systems, enterprise networking equipment, datacenters and enterprise servers, storage platforms,
test and measurement equipment and military systems. We provide 40G and 100G high-speed analog semiconductor solutions for the communications market
and high-speed memory interface solutions for the computing market. We have a broad product portfolio with 17 product lines and over 170 products as of
December 31, 2010.

We leverage our proprietary high-speed analog signal processing expertise and our deep understanding of system architectures to address data bottlenecks
in current and emerging communications, enterprise network, computing and storage architectures. We develop these solutions as a result of our competitive
strengths, including our system-level simulation capabilities, analog design expertise, strong relationships with industry leaders, extensive broad process
technology experience and high-speed package modeling and design expertise. We use our core technology and strength in high-speed analog design to enable
our customers to deploy next generation communications and computing systems that operate with high performance at high speed. We believe we are at the
forefront of developing semiconductor solutions that deliver 100G speeds throughout the network infrastructure, including core, metro and the datacenter.
Furthermore, our analog signal processing expertise enables us to improve throughput in computing systems. For example, some of our computing products
enable up to four times the memory capacity on server platforms while using the current generation of memory devices.

We have ongoing, informal collaborative discussions with industry and technology leaders such as Advanced Micro Devices, Inc., Alcatel-Lucent,
Huawei Technologies Co., Ltd. and Intel Corporation to design architectures and products that solve bandwidth bottlenecks in existing and next generation
communications and computing systems. Although we do not have any formal agreement
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with these entities, we engage in informal discussions with these entities with respect to anticipated technological challenges, next generation customer
requirements and industry conventions and standards. We help define industry conventions and standards within the markets we target by collaborating with
technology leaders, original equipment manufacturers or OEMs, systems manufacturers and standards bodies. Our products are designed into systems sold
by OEMs, including Agilent Technologies, Inc., Alcatel-Lucent, Cisco Systems, Inc., Danaher Corporation, Dell Inc., EMC Corporation, Hewlett-Packard
Company, Huawei, International Business Machines Corporation and Oracle Corporation. We believe we are one of a limited number of suppliers to these
OEMs, and in some cases we may be the sole supplier for certain applications. We sell both directly to these OEMs and to other intermediary systems or
module manufacturers that, in turn, sell to these OEMs.

Our Business

Our semiconductor solutions leverage our deep understanding of high-speed analog signal processing and our system architecture knowledge to address
data bottlenecks in current and emerging network architectures. We design and develop our products for the communications and computing markets, which
typically have two to three year design cycles, and product life cycles of 10 or more years. We believe our leadership position in developing high-speed analog
semiconductors is a result of the following core strengths:

*  System-Level Simulation Capabilities. We design our high-speed analog semiconductor solutions to be critical components in complex systems.
In order to understand and solve system problems, we work closely with systems vendors to develop proprietary component, channel and system
simulation models. We use these proprietary simulation and validation tools to accurately predict system performance prior to fabricating the
semiconductor or alternately, to identify and optimize critical semiconductor parameters to satisfy customer system requirements. We use these
simulation and validation capabilities to reduce our customers’ time to market and engineering investments, thus enabling us to establish
differentiated design relationships with our customers.

*  Analog Design Expertise. We believe that we are a leader in developing broadband analog semiconductors operating at high frequencies of up to
100 GHz. High-speed analog circuit design is extremely challenging because, as frequencies increase, semiconductors are increasingly sensitive to
temperature, power supply noise, process variation and interaction with neighboring circuit elements. Development of components that work
robustly at high frequencies requires an understanding of analog circuit design, including electromagnetic theory and practical experience in
implementation and testing. Our analog design expertise has enabled us to design and commercially ship the first 18 GHz track-and-hold
amplifier, 28 GHz linear transimpedance amplifier, 40 GHz transimpedance amplifier and 50 GHz multiplexer, or MUX and demultiplexer, or
DEMUX components.

*  Strong Relationships with Industry Leaders . We develop many of our high-speed analog semiconductor solutions for applications and
systems that are driven by industry leaders in the communications and computing markets. Through our established relationships with industry
leaders, we have repeatedly demonstrated the ability to address their technological challenges. As a result, we are designed into several of their
current systems and believe we are well-positioned to develop high-speed analog semiconductor solutions for their emerging architectures. For
instance, our high-speed memory interface designs have been validated for Intel’s Xeon ® Core i7® and next generation platforms. We have ongoing,
informal collaborative discussions with communication companies such as Alcatel-Lucent and Huawei to address their next generation 100G
efforts, although we have not entered into formal agreements with these entities. Specifically, we engage in informal discussions with these entities
with respect to anticipated technological challenges, next generation customer requirements and industry conventions and standards. As a result of
our development efforts with industry leaders, we help define industry conventions and standards within the markets we target by collaborating
with technology leaders, OEMs and systems manufacturers, as well as standards bodies such as the Joint Electronic Device Engineering
Councils, or JEDEC, and the Institute of Electrical and Electronic Engineers, or IEEE, and the Optical Internetworking Forum, or OIF, to
establish industry standards.

*  Broad Process Technology. We employ process technology experts, device technologists and circuit designers who have extensive experience in
many process technologies including complementary metal oxide semiconductor, or CMOS, silicon germanium, or SiGe and III-V technologies
such as gallium arsenide, or GaAs or indium phosphide, or InP. We have developed specific internal models and design kits for each process to
support a uniform design methodology across all of our semiconductor solutions. For example, our products using 40 nanometer CMOS
technology require development of accurate models for sub-circuits such as integrated phase lock loop, or PLLs, varactors and inductors. As
another example, for I1I-V materials-based processes, in-house model development is a necessity and we believe also provides a substantial
competitive advantage because these processes have complex material and device interactions. Combined with our fabless manufacturing strategy,
our design expertise, proprietary model libraries and uniform design methodology allow us to use the best possible materials and substrates to
design and develop our semiconductor solutions. We believe that our ability to design high-speed analog semiconductors in a wide range of
materials and process technologies allows us to provide superior performance, power, cost and reliability for a specific set of market requirements.
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*  High-Speed Package Modeling and Design . We have developed deep expertise in high-speed package modeling and design, since introducing
the first high-speed 50 GHz MUX and DEMUX product in 2001. At high frequencies, the interaction between an analog device, its package and
the external environment can significantly affect product performance. Accurately modeling and developing advanced packaging allows
semiconductor solutions to address this challenge. Due to the advanced nature of this work, there is a limited supply of engineers with experience
in high-speed package modeling and design, and therefore this required expertise can be difficult to acquire for companies that have not invested in
developing such a skill set. We have developed an infrastructure to simulate electrical, mechanical and thermal properties of devices and packages
that we integrate within our semiconductor design process and implement at our third-party packaging providers. Modeling is an inherently
iterative process, and since our model libraries are used extensively by our circuit designers, the accuracy and value of these models increases over
time. Our current packaging and modeling techniques enable us to deliver semiconductors that are energy efficient, offer high-speed processing
and enable advanced signal integrity, all in a small footprint.

We believe that our system-level simulation capabilities, our analog design and broad process technology design capabilities as well as our strengths in
packaging enable us to differentiate ourselves by delivering advanced high-speed analog signal processing solutions. For example, we believe we have
successfully demonstrated the feasibility of our next generation 100G Ethernet architecture well ahead of our competitors. Within the server market, we have
applied our analog signal processing expertise to develop our iMB ™ technology, which is designed to expand the memory capacity in existing server and
computing platforms. Adoption of the iMB™ allows up to four times the memory capacity to be installed in a server platform, while using the current
generation of memory devices.

We believe the key benefits that our solutions provide to our customers are as follows:

e High Performance. Our high-speed analog semiconductor solutions are designed to meet the specific technical requirements of our customers in
their respective end-markets. In many cases, our close design relationships and deep engineering expertise put us in a position where we are one of
a limited group of semiconductor vendors that can provide the necessary solution. For instance, in the broadband communications market, we
believe our products achieve the highest signal integrity and attain superior signal transmission distance at required error-free or low error rates. In
the computing market, we believe our products achieve industry leading data transfer rates at the smallest die size.

e Low Power and Small Footprint. In each of the end markets that we serve, the power budget of the overall system is a key consideration for
systems designers. Power consumption greatly impacts system operation cost, footprint and cooling requirements, and is increasingly becoming a
point of focus for our customers. We believe that our high speed analog signal processing solutions enable our customers to implement system
architectures that reduce overall system power consumption. We also believe that, at high frequencies, our high-speed analog semiconductor
devices typically consume less power than competitors’ standard designs, which often incorporate power-consuming digital signal processing to
perform data transfer functions, thereby further reducing overall system power consumption. In addition, in many of our applications, we are
able to design and deliver semiconductors that have a smaller footprint and therefore reduce the overall system size.

e Faster Time to Market. Our customers compete in markets that require high-speed, reliable semiconductors that can be integrated into their
systems as soon as new market opportunities develop. To meet our customers’ time-to-market requirements, we work closely with them early in
their design cycles and are actively involved in their development processes. Over the past nine years, we have developed methodologies and
simulation environments that accurately predict the behavior of complex integrated circuits within various communications systems. In addition,
we have developed an extensive internal library of proven building block circuits such as amplifiers, phase frequency detectors and transmitters
that are reused to shorten design cycles and reduce risk.

Products

Our products address bandwidth bottlenecks throughout the cloud computing and network communications infrastructure, as depicted in the
illustration below. For instance, our high-speed memory interface products can be found in servers where they allow CPUs to better utilize available memory
resources. In addition, our products find application in devices such as dense wavelength division multiplexers that enable core and aggregation networks.
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As of December 31, 2010, we had more than 170 products across 17 product lines, including products that have commercially shipped, products for
which we have shipped engineering samples and products under development, that perform a wide range of functions such as amplifying, encoding,
multiplexing, demultiplexing, retiming and buffering data and clock signals at speeds up to 100 Gbps. These products are key enablers for servers, routers,
switches, storage and other equipment that process, store and transport data traffic. Our products are also used in test and measurement equipment and
military radar systems that capture and process high-speed and ultra broadband signals. We introduced 8 new products in 2010. We design and develop our
products for the communications and computing markets, which typically have two to three year design cycles, and product life cycles as long as 10 years or
more.

In 2009, we successfully introduced and began to ship a new product in production which we identify as product number INSSTE32882-GS04, or the
GS04 product, and which consists of an integrated PLL and register buffer. Sales of the GS04 product comprised 18% and 43% of our total revenue in 2010
and 2009, respectively. In 2010, we also began to ship in production volume a new “low voltage” version of our integrated PLL and register buffer, which is
shipping in the form of product number INSSTE32882LV-GS02, or the GS02 product. The GS02 product has been launched and is currently in full
commercial production and is shipping in commercial volume. Sales of the GS02 product comprised 32% of our total revenue in 2010. There were no other
products that generated more than 10% of our total revenue in 2010, 2009 or 2008.
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The table below lists our products, their application speed in gigabits per second, or Gbps or G, and functional description.

Product Line Speed
Clock and Data Recovery 100G
(CDR)
Clock fanout 10G to 50G
Demultiplexer (DEMUX) 10G to 50G
D Flip Flops 10G to 50G
Differential Amplifiers 10G
Differential Encoders 10G
Isolation Memory Buffer 1.6G
(iIMB™™)
Latched Comparator 10G to 50G
Logic Gates 10G to 50G
Modulator Driver 40G to 100G
Multiplexer (MUX) 10G to 50G
Phase-Lock Loop (PLL)* 1.86G
Prescalers 10G to 50G
Register Buffers* 1.86G
Return-to-Zero (RZ) 10G
Converter
Serializer-Deserializer 100G
(SERDES)
Transimpedance Amplifier 10G to
(TIA) 100G

Description
Recovers the clock from high-speed signals; used to

retime the signal prior to re-transmitting to ensure the
highest signal integrity

Provides replication and buffering of high-speed
clock signals

De-serializes a high-speed data stream to multiple
lower speed data streams for further signal processing
Retimes the input signal to deliver optimal signal
integrity

Amplifies differential signals and drives high-speed
analog-to-digital converters

Provides differential encoding function for
Differential Phase Shift Keying (DPSK)
transmission

Provides critical high-speed interface between the
central processing unit (CPU) and memory

Used as a high-speed 1-bit analog-to-digital converter

Standard logic gates used as general-purpose building
blocks for high-speed data processing

Amplifies a small signal to 8 volts (or higher) output
voltage in order to drive optical modulators for very
long distance data transmission

Serializes multiple data streams to a high-speed data
stream prior to transmission

Provides critical high-speed interface between CPU
and memory

Divides the high frequency clock to a lower
frequency clock

Regenerates a CPU’s command and address signals

Converts a Non-Return-to-Zero (NRZ) digital bit
stream to RZ format

Combines a serializer, deserializer, equalizer and
CDR functions on one chip

Amplifies small currents generated by a photodetector
for further signal processing

Application
Enables the next generation of small form factor

100G Ethernet modules, line cards and backplane
applications

Typically used to distribute a high-speed clock to
multiple chips in a system

Typically used in high-speed data acquisition
applications

Typically used in high-speed pattern generation
applications

Typically used to amplify linear broadband signals
or drive high-speed analog-to-digital converters for
data acquisition applications

Typically used in 10 Gbps ultra long haul optical
transceivers

Architecture adopted by the Joint Electronic Device
Engineering Council as an industry standard
Typically used in high-speed data acquisition
applications

Typically used in test and measurement
applications

Typically used in optical transmission systems and
test and measurement equipment

Typically used in high-speed pattern generation
applications

Typically used for all but the lowest capacity
modules in order to install sufficient memory

in computing and storage platforms

Typically used in test and measurement,
military and ultra long haul optical transmission
equipment

Typically used for all but the lowest capacity
modules in order to install sufficient memory

in computing and storage platforms

Typically used in 10 Gbps ultra long haul optical
transceivers

Enables the next generation of high density 100G
Ethernet linecards

Typically used in optical transceivers for Ethernet,
synchronous optical networking, dense wavelength
division multiplexing, as well as other optical
receiver applications

* Product number INSSTE32882-GS04, or the GS04 product, consists of an integrated PLL and register buffer. Sales of the GS04 product comprised 18%
and 43% of our total revenue in 2010 and 2009, respectively. In 2010, a new low voltage version of our integrated PLL and register buffer started shipping
in volume as product number INSSTE32882LV-GS02. Sales of the GS02 product comprised 32% of our total revenue in 2010.
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Each of the products listed in the table above are currently in commercial production except for our iMB ™ product, for which we are currently shipping
engineering samples and expect to commence commercial production in 2011, and our CDR and SERDES products, which are under development. We
currently expect to commence shipments of engineering samples of our CDR and SERDES products in 2011, and commercial production of these products in
2012.

Customers

We sell our products directly to OEMs and indirectly to OEMs through module manufacturers, ODMs and sub-systems providers. We work closely
with technology leaders, including microprocessor and communications equipment companies, to design architectures and products that help solve bandwidth
bottlenecks in and between systems. These technology leaders often design our products into reference designs, which they provide to their customers and
suppliers. For example, in the server market we work closely with major CPU manufacturers to address the bottleneck between their CPU and the increasing
amount of memory attached to it. These CPU manufacturers then provide their server CPU customers and memory module partners with a validation report,
including validation of our memory interface products. These server OEMs and memory module companies then design our memory interface products into
their production systems. Ultimately, our sales into these servers are to memory module companies, including Hynix, Micron, Samsung and others. In the
networking market, we work closely with OEMs to deliver high performance communication links. These OEMs design our product into their systems and
then require their ODM and electronics manufacturing services suppliers to purchase and use that specific product from us. We also work directly with
module manufacturers to design our products into their modules, which they sell to OEMs.

We work closely with our customers throughout design cycles that often last two to three years and we are able to develop long-term relationships with
them as our technology becomes embedded in their products. As a result, we believe we are well-positioned to not only be designed into their current systems,
but also to continually develop next generation high-speed analog semiconductor solutions for their future products. During the year ended December 31, 2010,
we sold our products to more than 160 customers.

Sales to customers in Asia accounted for 80%, 77% and 64% of our total revenue in 2010, 2009 and 2008, respectively. Because many of our customers
or their OEM manufacturers are located in Asia, we anticipate that a majority of our future revenue will continue to come from sales to that region. Although a
large percentage of our sales are made to customers in Asia, we believe that a significant number of the systems designed by these customers and incorporating
our semiconductor products are then sold to end users outside Asia.

We currently rely, and expect to continue to rely, on a limited number of customers for a significant portion of our revenue. In the year ended
December 31, 2010, Samsung accounted for 34% of our total revenue, and our 10 largest customers collectively accounted for 76% of our total revenue. In
addition, sales directly and through distributors to Micron accounted for 11% of our total revenue in the year ended December 31, 2010. Samsung directly
accounted for 36% of our total revenue and sales directly and through distributors to Micron accounted for 17% of our total revenue for the year ended
December 31, 2009. No other single customer directly or indirectly accounted for more than 10% of our total revenue in 2010 or 2009.

Sales and Marketing

Our design cycle from initial engagement to volume shipment is typically two to three years, with product life cycles in the markets we serve ranging
from two to 10 years or more. For many of our products, early engagement with our customers’ technical staff is necessary for success. To ensure an adequate
level of early engagement, our application and development engineers work closely with our customers to identify and propose solutions to their systems
challenges.

In addition to our direct customers, we work closely with technology leaders such as Intel and AMD for the computing and storage markets and Alcatel-
Lucent, Cisco, Huawei for the networking and communications market to anticipate and solve next generation challenges facing our customers. As part of the
sales and product development process, we often design our products in close collaboration with these industry leaders and help define their architecture. We
also participate actively in setting industry standards with organizations such as IEEE, JEDEC and OIF to have a voice in the definition of future market
trends.

We sell our products worldwide through multiple channels, including our direct sales force and a network of sales representatives and distributors. For
the year ended December 31, 2010, 79% of our revenue was generated by our direct sales team and third-party sales representatives. We operate direct sales
offices in Japan, Korea, Singapore, Taiwan and the United States and employ sales personnel that cover our direct customers and manage our channel
partners. We utilize two sales representatives and two distributors in Asia, a distributor in Europe, a distributor in Israel, nine sales representatives in North
America and a distributor in Japan. Our channel network includes more than 100 sales professionals to support our products and customers, including seven
in Japan, 21 in Asia (other than Japan), 62 in North America and 26 in Europe, the Middle East and Africa, or EMEA. All of these sales professionals are
sales agents and are employed by our distributors and sales representatives except for 10 sales agents who are our direct employees, including two in Japan,
three in Asia, four in North America and one in EMEA. We believe these distributors and sales representatives have the requisite technical experience in our
target markets and are able to leverage existing relationships and
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understanding of our customers’ products to effectively sell our products. Given the breadth of our target markets, customers and products, we provide our
direct and indirect sales teams with regular training and share product information with our customers and sales team using web-based tools.

Manufacturing

We operate a fabless business model and use third-party foundries and assembly and test manufacturing contractors to manufacture, assemble and test
our semiconductor products. We also inspect and test parts in our Westlake Village, California, facility. This outsourced manufacturing approach allows us to
focus our resources on the design, sale and marketing of our products. In addition, we believe outsourcing many of our manufacturing and assembly activities
provides us the flexibility needed to respond to new market opportunities, simplifies our operations and significantly reduces our capital requirements.

We subject our third-party manufacturing contractors to qualification requirements in order to meet the high quality and reliability standards required of
our products. We carefully qualify each of our partners and processes before applying the technology to our products. Our engineers work closely with our
foundries and other contractors to increase yield, lower manufacturing costs and improve product quality.

e Wafer Fabrication. We currently utilize a wide range of semiconductor processes to develop and manufacture our products. Each of our
foundries tends to specialize in a particular semiconductor wafer process technology. We choose the semiconductor process and foundry that we
believe provides the best combination of performance attributes for any particular product. For most of our products, we utilize a single foundry
for semiconductor wafer production. Our principal foundries are Taiwan Semiconductor Manufacturing Company Ltd., or TSMC, in Taiwan,
Sumitomo Electric Device Innovations Inc., or SEDI, in Japan, WIN Semiconductors Corp. in Taiwan, Global Communications
Semiconductors, Inc., or GCS, in North America and United Monolithic Semiconductors S.A.S, or UMS, in France.

e Package and Assembly. Upon the completion of processing at the foundry, the finished wafers are shipped to our third-party assemblers for
packaging and assembly. Currently, our principal packaging and assembly contractors are Orient Semiconductor Electronics Ltd., or OSE in
Taiwan, STATS ChipPAC Ltd. in Korea, Signetics Korea Co., Ltd. in Korea, Kyocera Corporation in North America and Japan, and Natel
Engineering Co., Inc., in North America.

*  Test. At the last stage of integrated circuit production, our third-party test service providers test the packaged and assembled integrated circuits.
Currently, OSE in Taiwan, STATS ChipPAC in Korea, Signetics in Korea and Presto Engineering in North America are our test partners. We
also perform testing in our Westlake Village, California, facility.

We are committed to maintaining the highest level of quality in our products. Our objective is that our products meet all of our customer requirements,
are delivered on-time and function reliably throughout their useful lives. As part of our total quality assurance program, our quality management system has
been certified to ISO 9001:2008 standards. Our manufacturing partners are also ISO 9001 certified.

Research and Development

We focus our research and development efforts on developing products that address bandwidth bottlenecks in networks and minimize latency in
computing environments. We believe that our continued success depends on our ability to both introduce improved versions of our existing products and to
develop new products for the markets that we serve. We devote a portion of our resources to expanding our core technology including efforts in system-level
simulation, high-speed analog design, supporting a broad range of process technologies and high-speed package modeling and design.

We develop models that are used as an input to a combination of proprietary and commercially available simulation tools. We use these tools to predict
overall system performance based on the performance of our product. After our product is manufactured, we perform system measurements and refine our
model set to improve the model’s accuracy and predictive ability. As a result, our models and simulation tools have improved over time and we have been able
to very accurately predict overall system performance prior to fabricating a part.

We have assembled a core team of experienced engineers and systems designers in three design centers located in the United States, the United Kingdom
and Taiwan. Our technical team typically has, on average, more than 20 years of industry experience with more than 75% having advanced degrees and more
than 25% having Ph.Ds. These engineers and designers are involved in advancing our core technologies, as well as applying these core technologies to our
product development activities across a number of areas including telecommunications transport systems, enterprise networking equipment, datacenters and
enterprise servers, storage platforms, test and measurement and military systems. In 2010, 2009 and 2008, our research and development expenses were $23.8
million, $17.8 million and $17.5 million, respectively.
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Competition

The global semiconductor market in general, and the communications and computing markets in particular, are highly competitive. We expect
competition to increase and intensify as more and larger semiconductor companies enter our markets. Increased competition could result in price pressure,
reduced profitability and loss of market share, any of which could materially and adversely affect our business, revenue and operating results.

Currently, our competitors range from large, international companies offering a wide range of semiconductor products to smaller companies specializing
in narrow markets. Our primary competitors include Broadcom Corporation, Hittite Microwave Corporation, Integrated Device Technology, Inc., or IDT, and
Texas Instruments Incorporated, as well as other smaller analog signal processing companies. We expect competition in our target markets to increase in the
future as existing competitors improve or expand their product offerings. In addition, as we continue to develop our 100G semiconductor solutions for
enterprise networks, we may face competition from companies such as Broadcom and NetLogic Microsystems, Inc.

Our ability to compete successfully depends on elements both within and outside of our control, including industry and general economic trends. During
past periods of downturns in our industry, competition in the markets in which we operate intensified as our customers reduced their purchase orders. Many
of our competitors are significantly larger, have greater financial, technical, marketing, distribution, customer support and other resources, are more
established than we are, and have significantly better brand recognition and broader product offerings with which to withstand similar adverse economic or
market conditions in the future. These developments may materially and adversely affect our current and future target markets and our ability to compete
successfully in those markets.

We compete or plan to compete in different target markets to various degrees on the basis of a number of principal competitive factors, including:
e product performance;
e power budget;
« features and functionality;
e customer relationships;
e size;
* ease of system design;
*  product roadmap;
*  reputation and reliability;
*  customer support; and
e price.

We believe we compete favorably with respect to each of these factors. We maintain our competitive position through our ability to successfully design,
develop and market complex high-speed analog solutions for the customers that we serve.

Intellectual Property

We rely on a combination of intellectual property rights, including patents, trade secrets, copyrights and trademarks, and contractual protections, to
protect our core technology and intellectual property. As of December 31, 2010, we had 30 issued and allowed patents in the United States and other patent
applications pending in the United States. The 30 issued and allowed patents in the United States expire in the years beginning in 2021 through 2027. Many of
our issued patents and pending patent applications relate to high-speed circuit and package designs.

We may not receive competitive advantages from any rights granted under our patents, and our patent applications may not result in the issuance of any
patents. In addition, any future patent may be opposed, contested, circumvented, designed around by a third party or found to be unenforceable or
invalidated. Others may develop technologies that are similar or superior to our proprietary technologies, duplicate our proprietary technologies or design
around patents owned or licensed by us.

In addition to our own intellectual property, we also use third-party licensors for certain technologies embedded in our semiconductor solutions. These
are typically non-exclusive contracts provided under paid-up licenses. These licenses are generally perpetual or automatically renewed for so long as we
continue to pay any maintenance fees that may be due. To date, maintenance
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fees have not constituted a significant portion of our capital expenditures. 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.

We generally control access to and use of our confidential information through the use of internal and external controls, including contractual protections
with employees, contractors and customers. We rely in part on United States and international copyright laws to protect our mask work. All employees and
consultants are required to execute confidentiality agreements in connection with their employment and consulting relationships with us. We also require them
to agree to disclose and assign to us all inventions conceived or made in connection with the employment or consulting relationship.

Despite our efforts to protect our intellectual property, unauthorized parties may still copy or otherwise obtain and use our software, technology or other
information that we regard as proprietary intellectual property. In addition, we intend to expand our international operations, and effective patent, copyright,
trademark and trade secret protection may not be available or may be limited in foreign countries.

The semiconductor industry is characterized by vigorous protection and pursuit of intellectual property rights and positions, which has resulted in
protracted and expensive litigation for many companies. We have in the past received and, particularly as a public company, we expect that in the future we
may receive, communications from various industry participants alleging our infringement of their patents, trade secrets or other intellectual property rights.
Any lawsuits could subject us to significant liability for damages, invalidate our proprietary rights and harm our business and our ability to compete. Any
litigation, regardless of success or merit, could cause us to incur substantial expenses, reduce our sales and divert the efforts of our technical and management
personnel. In the event we receive an adverse result in any litigation, we could be required to pay substantial damages, seek licenses from third parties, which
may not be available on reasonable terms or at all, cease sale of products, expend significant resources to develop alternative technology or discontinue the use
of processes requiring the relevant technology.

Employees

At December 31, 2010, we employed 166 full-time equivalent employees, including 93 in research, product development and engineering, 28 in sales
and marketing and 19 in general and administrative management and 26 in manufacturing logistics. We consider relations with our employees to be good and
have never experienced a work stoppage. None of our employees are either represented by a labor union or subject to a collective bargaining agreement.

Other

We were incorporated in Delaware in November 2000 as TCom Communications, Inc. and changed our name to Inphi Corporation in February 2001.
Our principal executive offices are located at 3945 Freedom Circle, Suite 1100, Santa Clara, California 95054. Our telephone number at that location is
(408) 217-7300. Our website address is www.inphi.com. Information on our website is not part of this report and should not be relied upon in determining
whether to make an investment decision. The inclusion of our website address in this report does not include or incorporate by reference into this report any
information on our website.

We electronically file our annual reports on Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K pursuant to Section 13(a) or
15(d) of the Securities Exchange Act of 1934, as amended with the SEC. The public may read or copy any materials we file with the SEC at the SEC’s Public
Reference Room at 100 F Street, NE, Washington, DC 20549. The public may obtain information on the operation of the Public Reference Room by calling the
SEC at 1-800-SEC-0330. The SEC maintains an Internet site that contains reports, proxy and information statements, and other information regarding issuers
that file electronically with the SEC. The address of that site is http://www.sec.gov. You may obtain a free copy of our annual reports on Form 10-K, quarterly
reports on Form 10-Q and current reports on Form 8-K and amendments to those reports with the SEC on our website.

ITEM 1A. RISK FACTORS
Risks Related to Our Business

Our revenue and operating results can fluctuate from period to period, which could cause our share price to fluctuate.

Our revenue and operating results have fluctuated in the past and may fluctuate from period to period in the future due to a variety of factors, many of
which are beyond our control. Factors relating to our business that may contribute to these fluctuations include the following factors, as well as other factors
described elsewhere in this report:

« the receipt, reduction or cancellation of orders by customers;

e fluctuations in the levels of component inventories held by our customers;
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» the gain or loss of significant customers;

*  market acceptance of our products and our customers’ products;

*  our ability to develop, introduce and market new products and technologies on a timely basis;
¢ the timing and extent of product development costs;

*  new product announcements and introductions by us or our competitors;

* incurrence of research and development and related new product expenditures;

¢ fluctuations in sales by module manufacturers who incorporate our semiconductor solutions in their products, such as memory modules;
*  cyclical fluctuations in our markets;

¢ fluctuations in our manufacturing yields;

«  significant warranty claims, including those not covered by our suppliers;

«  changes in our product mix or customer mix;

« intellectual property disputes; and

¢ loss of key personnel or the inability to attract qualified engineers.

As a result of these and other factors, the results of any prior quarterly or annual periods should not be relied upon as indications of our future revenue
or operating performance. Fluctuations in our revenue and operating results could cause our share price to decline.

We have an accumulated deficit and have incurred net losses in the past. We may incur net losses in the future.

As of December 31, 2010, we had an accumulated deficit of $34.6 million. We have incurred net losses in each year through 2008. We generated net
income (loss) of $26.1 million, $7.3 million and $(3.4) million for the years ended December 31, 2010, 2009 and 2008, respectively. We may incur net losses
in the future.

We depend on a limited number of customers for a substantial portion of our revenue, and the loss of, or a significant reduction in orders
from, one or more of our major customers could negatively impact our revenue and operating results. In addition, if we offer more favorable
prices to attract or retain customers, our average selling prices and gross margins would decline.

For the year ended December 31, 2010, our 10 largest customers collectively accounted for 76% of our total revenue. Sales directly to Samsung
accounted for 34% and 36% of our total revenue and sales directly and through distributors to Micron accounted for 11% and 17% of our total revenue for the
years ended December 31, 2010 and 2009, respectively. Some of our customers, including Samsung and Micron, use our products primarily in high-speed
memory devices. We believe our operating results for the foreseeable future will continue to depend on sales to a relatively small number of customers. In the
future, these customers may decide not to purchase our products at all, may purchase fewer products than they did in the past or may alter their purchasing
patterns.

In addition, our relationships with some customers may deter other potential customers who compete with these customers from buying our products. To
attract new customers or retain existing customers, we may offer these customers favorable prices on our products. In that event, our average selling prices and
gross margins would decline. The loss of a key customer, a reduction in sales to any key customer or our inability to attract new significant customers could
negatively impact our revenue and materially and adversely affect our results of operations.

We do not have long-term purchase commitments from our customers and if our customers cancel or change their purchase commitments,
our revenue and operating results could suffer.

Substantially all of our sales to date, including sales to Samsung and Micron, have been made on a purchase order basis. We do not have any long-term
commitments with any of our customers. As a result, our customers may cancel, change or delay product purchase commitments with little or no notice to us
and without penalty. This in turn could cause our revenue to decline and materially and adversely affect our results of operations.
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We may face claims of intellectual property infringement, which could be time-consuming, costly to defend or settle and result in the loss of
significant rights and which could harm our relationships with our customers and distributors.

The semiconductor industry is characterized by companies that hold patents and other intellectual property rights and that vigorously pursue, protect
and enforce intellectual property rights. From time to time, third parties may assert against us and our customers and distributors their patent and other
intellectual property rights to technologies that are important to our business.

Claims that our products, processes or technology infringe third-party intellectual property rights, regardless of their merit or resolution, could be costly
to defend or settle and could divert the efforts and attention of our management and technical personnel. For example, Netlist, Inc. filed suit against us in the
United States District Court, Central District of California, in September 2009, alleging that our iMB ™ and certain other memory module components infringe
three of Netlist’s patents. For more details, see Item 3., “Legal Proceedings.”

Infringement claims also could harm our relationships with our customers or distributors and might deter future customers from doing business with
us. We do not know whether we will prevail in these proceedings given the complex technical issues and inherent uncertainties in intellectual property litigation.
If any pending or future proceedings result in an adverse outcome, we could be required to:

»  cease the manufacture, use or sale of the infringing products, processes or technology;

¢ pay substantial damages for infringement;

«  expend significant resources to develop non-infringing products, processes or technology, which may not be successful;

¢ license technology from the third-party claiming infringement, which license may not be available on commercially reasonable terms, or at all;

e cross-license our technology to a competitor to resolve an infringement claim, which could weaken our ability to compete with that competitor; or

e pay substantial damages to our customers or end users to discontinue their use of or to replace infringing technology sold to them with non-
infringing technology, if available.

Any of the foregoing results could have a material adverse effect on our business, financial condition and results of operations.

Winning business is subject to lengthy competitive selection processes that require us to incur significant expenditures prior to generating
any revenue or without any guarantee of any revenue related to this business. Even if we begin a product design, a customer may decide to cancel
or change its product plans, which could cause us to generate no revenue from a product. If we fail to generate revenue after incurring
substantial expenses to develop our products, our business and operating results would suffer.

We are focused on winning more competitive bid processes, known as “design wins,” that enable us to sell our high-speed analog semiconductor
solutions for use in our customers’ products. These selection processes typically are lengthy and can require us to incur significant design and development
expenditures and dedicate scarce engineering resources in pursuit of a single customer opportunity. We may not win the competitive selection process and may
never generate any revenue despite incurring significant design and development expenditures. Failure to obtain a design win could prevent us from offering an
entire generation of a product. This could cause us to lose revenue and require us to write off obsolete inventory, and could weaken our position in future
competitive selection processes. Even after securing a design win, we may experience delays in generating revenue from our products as a result of the lengthy
development cycle typically required. Our customers generally take a considerable amount of time to evaluate our products. Our design cycle from initial
engagement to volume shipment is typically two to three years.

The delays inherent in these lengthy sales cycles increase the risk that a customer will decide to cancel, curtail, reduce or delay its product plans or
adopt a competing design from one of our competitors, causing us to lose anticipated revenue. In addition, any delay or cancellation of a customer’s plans
could materially and adversely affect our financial results, as we may have incurred significant expense without generating any revenue. Finally, our
customers’ failure to successfully market and sell their products could reduce demand for our products and materially and adversely affect our business,
financial condition and results of operations. If we were unable to generate revenue after incurring substantial expenses to develop any of our products, our
business would suffer.

Our customers require our products and our third-party contractors to undergo a lengthy and expensive qualification process which does
not assure product sales. If we are unsuccessful in or delayed in qualifying any of our products with a customer, our business and operating
results would suffer.

Prior to purchasing our products, our customers require that both our products and our third-party contractors undergo extensive qualification
processes, which involve testing of our products in the customers’ systems, as well as testing for reliability. This
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qualification process may continue for several months. However, qualification of a product by a customer does not assure any sales of the product to that
customer. Even after successful qualification and sales of a product to a customer, a subsequent revision in our third party contractors’ manufacturing
process or our selection of a new supplier may require a new qualification process with our customers, which may result in delays and in our holding excess
or obsolete inventory. After our products are qualified, it can take several months or more before the customer commences volume production of components or
systems that incorporate our products. Despite these uncertainties, we devote substantial resources, including design, engineering, sales, marketing and
management efforts, to qualifying our products with customers in anticipation of sales. If we are unsuccessful or delayed in qualifying any of our products
with a customer, sales of those products to the customer may be precluded or delayed, which may impede our growth and cause our business to suffer.

The complexity of our products could result in undetected defects and we may be subject to warranty claims and product liability, which
could result in a decrease in customers and revenue, unexpected expenses and loss of market share. In addition, our product liability insurance
may not adequately cover our costs arising firom products defects or otherwise.

Our products are sold as components or as modules for use in larger electronic equipment sold by our customers. A product usually goes through an
intense qualification and testing period performed by our customers before being used in production. We primarily outsource our product testing to third
parties and also perform some testing in our Westlake Village, California, facility. We inspect and test parts, or have them inspected and tested in order to
screen out parts that may be weak or potentially suffer a defect incurred through the manufacturing process. From time to time, we are subject to warranty or
product liability claims that may require us to make significant expenditures to defend these claims or pay damage awards. For example, in September 2010,
we were informed of a claim related to repair and replacement costs in connection with shipments of over 4,000 integrated circuits made by us during the
summer and fall of 2009. Of these shipments, approximately 4% were later confirmed or suspected to have random manufacturing process anomalies in the
wafer die in the product. Based on our standard warranty provisions, we provided replacement parts to the customer for the known and suspected failures that
had occurred. In addition, and without informing us, in the fall of 2009, the customer instituted its own larger scale replacement program that covered the
replacement of entire subassemblies in which our product was only one component. In September 2010, the customer made an initial claim for approximately
$18 million against us for the costs incurred relative to that program. We believe the amount of the claim is without merit as our warranty liability is
contractually limited to the repair or replacement of the affected Inphi products, which, to the extent the customer has requested replacement, has already been
completed. A formal claim has yet to be made and discussions with the customer are ongoing. However, claims of this nature are subject to various risks and
uncertainties and there can be no assurance that this matter will be resolved without further significant costs to us, including the potential for arbitration or
litigation.

Generally, our agreements seek to limit our liability to the replacement of the part or to the revenue received for the product, but these limitations on
liability may not be effective or sufficient in scope in all cases. If a customer’s equipment fails in use, the customer may incur significant monetary damages
including an equipment recall or associated replacement expenses, as well as lost revenue. The customer may claim that a defect in our product caused the
equipment failure and assert a claim against us to recover monetary damages. The process of identifying a defective or potentially defective product in systems
that have been widely distributed may be lengthy and require significant resources, and we may incur significant replacement costs and contract damage
claims from our customers as well as harm to our reputation. In certain situations, circumstances might warrant that we consider incurring the costs or
expense related to a recall of one of our products in order to avoid the potential claims that may be raised should the customer reasonably rely upon our product
only to suffer a failure due to a design or manufacturing process defect. Defects in our products could harm our relationships with our customers and damage
our reputation. 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, the cost of defending these claims and satisfying any arbitration award or judicial judgment with respect to these claims could
harm our business prospects and financial condition. Although we carry product liability insurance, this insurance may not adequately cover our costs
arising from defects in our products or otherwise.

We rely on our relationships with industry and technology leaders to enhance our product offerings and our inability to continue to develop
or maintain such relationships in the future would harm our ability to remain competitive.

We develop many of our semiconductor products for applications in systems that are driven by industry and technology leaders in the communications
and computing markets. We also work with OEMs, system manufacturers and standards bodies to define industry conventions and standards within our
target markets. We believe these relationships enhance our ability to achieve market acceptance and widespread adoption of our products. If we are unable to
continue to develop or maintain these relationships, our semiconductor solutions would become less desirable to our customers, our sales would suffer and our
competitive position could be harmed.

If we fail to accurately anticipate and respond to market trends or fail to develop and introduce new or enhanced products to address these
trends on a timely basis, our ability to attract and retain customers could be impaired and our competitive position could be harmed.
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We operate in industries characterized by rapidly changing technologies and industry standards as well as technological obsolescence. We have
developed products that may have long product life cycles of 10 years or more, as well as other products in more volatile high growth or rapidly changing
areas, which may have shorter life cycles of only two to three years. We believe that our future success depends on our ability to develop and introduce new
technologies and products that generate new sources of revenue to replace, or build upon, existing product revenue streams that may be dependent upon limited
product life cycles. If we are not able to repeatedly introduce, in successive years, new products that ship in volume, our revenue will likely not grow and may
decline significantly and rapidly. In 2009, we successfully introduced and began to ship a new product in production which we identify as product number
INSSTE32882-GS04, or the GS04 product, and which consists of an integrated phase lock loop, or PLL, and register buffer. Sales of the GS04 product
comprised 18% and 43% of our total revenue in 2010 and 2009, respectively. In 2010, we also began to ship in production volume a new “low voltage” version
of our integrated PLL and register buffer, which is shipping in the form of product number INSSTE32882LV-GS02, or the GS02 product. Sales of the GS02
product comprised 32% of our total revenue in 2010. There were no other products that generated more than 10% of our total revenue in 2010, 2009 or 2008. As
we continued to grow our business in 2010, the GS04 product matured. As a result, sales of the GS04 product are now declining in volume. We currently
expect that by 2011 the GS04 product will no longer be material to our total revenue. This underscores the importance of the need for us to continually develop
and introduce new products to diversify our revenue base as well as generate new revenue to replace and build upon the success of previously introduced
products which may be rapidly maturing.

To compete successfully, we must design, develop, market and sell new or enhanced products that provide increasingly higher levels of performance
and reliability while meeting the cost expectations of our customers. The introduction of new products by our competitors, the delay or cancellation of a
platform for which any of our semiconductor solutions are designed, the market acceptance of products based on new or alternative technologies or the
emergence of new industry standards could render our existing or future products uncompetitive from a pricing standpoint, obsolete and otherwise
unmarketable. Our failure to anticipate or timely develop new or enhanced products or technologies in response to technological shifts could result in decreased
revenue and our competitors winning design wins. In particular, we may experience difficulties with product design, manufacturing, marketing or certification
that could delay or prevent our development, introduction or marketing of new or enhanced products. 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. Due to the interdependence of various components in the systems within which our products and the products of our competitors operate,
customers are unlikely to change to another design, once adopted, until the next generation of a technology. As a result, if we fail to introduce new or enhanced
products that meet the needs of our customers or penetrate new markets in a timely fashion, and our designs do not gain acceptance, we will lose market share
and our competitive position, very likely on an extended basis, and operating results will be adversely affected.

If sufficient market demand for 100G solutions does not develop or develops more slowly than expected, or if we fail to accurately predict
market requirements or market demand for 100G solutions, our business, competitive position and operating results would suffer.

We are currently investing significant resources to develop semiconductor solutions supporting 100G data transmission rates in order to increase the
number of such solutions in our product line. If we fail to accurately predict market requirements or market demand for 100G semiconductor solutions, or if
our 100G semiconductor solutions are not successfully developed or competitive in the industry, our business will suffer. If 100G networks are deployed to a
lesser extent or more slowly than we currently anticipate, we may not realize any benefits from our investment. As a result, our business, competitive position,
market share and operating results would suffer.

Our target markets may not grow or develop as we currently expect and are subject to market risks, any of which could materially harm our
business, revenue and operating results.

To date, a substantial portion of our revenue has been attributable to demand for our products in the communications and computing markets and the
growth of these overall markets. These markets have fluctuated in size and growth in recent times. Our operating results are impacted by various trends in
these markets. These trends include the deployment and broader market adoption of next generation technologies, such as 40 gigabits per second, or Gbps or
G, and 100G, in communications and enterprise networks, timing of next generation network upgrades, the introduction and broader market adoption of next
generation server platforms, timing of enterprise upgrades and the introduction and deployment of high-speed memory interfaces in computing platforms. We
are unable to predict the timing or direction of the development of these markets with any accuracy. For example, we expect that the deployment of different
types of memory devices for which our iMB ™ product is designed will be substantially dependent on the development of next generation server platforms. We
have not generated any significant revenue from our iMB ™ product to date, and if the development or adoption of next generation server platforms is delayed,
or if these server platforms do not interoperate with memory devices for which our iMB ™ product is designed, we may not realize revenue from our iMB ™
product. In addition, because some of our products are not limited in the systems or geographic areas in which they may be deployed, we cannot always
determine with accuracy how, where or into which applications our products are being deployed. If our target markets do not grow or develop in ways that we
currently expect, demand for our semiconductor products may decrease and our business and operating results could suffer.
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We rely on a limited number of third parties to manufacture, assemble and test our products, and the failure to manage our relationships
with our third-party contractors successfully could adversely affect our ability to market and sell our products and our reputation. Our revenue
and operating results would suffer if these third parties fail to deliver products or components in a timely manner and at reasonable cost or if
manufacturing capacity is reduced or eliminated as we may be unable to obtain alternative manufacturing capacity.

We operate an outsourced manufacturing business model. As a result, we rely on third-party foundry wafer fabrication and assembly and test capacity.
We also perform testing in our Westlake Village, California, facility. We generally use a single foundry for the production of each of our various
semiconductors. Currently, our principal foundries are GCS, SEDI, TSMC, TowerJazz Semiconductor Ltd., UMS and WIN Semiconductors. We also use
third-party contract manufacturers for a significant majority of our assembly and test operations, including Kyocera, Natel, OSE, Presto, Signetics and
STATS ChipPAC.

Relying on third-party manufacturing, assembly and testing presents significant risks to us, including the following:
« failure by us, our customers or their end customers to qualify a selected supplier;
*  capacity shortages during periods of high demand;
*  reduced control over delivery schedules and quality;
*  shortages of materials;
*  misappropriation of our intellectual property;
* limited warranties on wafers or products supplied to us; and

*  potential increases in prices.

The ability and willingness of our third-party contractors to perform is largely outside our control. If one or more of our contract manufacturers or other
outsourcers fails to perform its obligations in a timely manner or at satisfactory quality levels, our ability to bring products to market and our reputation could
suffer. For example, if that manufacturing capacity is reduced or eliminated at one or more facilities, including as a response to the recent worldwide decline in
the semiconductor industry, or any of those facilities are unable to keep pace with the growth of our business, we could have difficulties fulfilling our
customer orders and our revenue could decline. In addition, if these third parties fail to deliver quality products and components on time and at reasonable
prices, we could have difficulties fulfilling our customer orders, our revenue could decline and our business, financial condition and results of operations
would be adversely affected.

Additionally, as many of our fabrication and assembly and test contractors are located in the Pacific Rim region, principally in Taiwan, our
manufacturing capacity may be similarly reduced or eliminated due to natural disasters, political unrest, war, labor strikes, work stoppages or public health
crises, such as outbreaks of HIN1 flu. This could cause significant delays in shipments of our products until we are able to shift our manufacturing,
assembly or test from the affected contractor to another third-party vendor. There can be no assurance that alternative capacity could be obtained on favorable
terms, if at all.

Our costs may increase substantially if the wafer foundries that supply our products do not achieve satisfactory product yields or quality.

The wafer fabrication process is an extremely complicated process where the slightest changes in the design, specifications or materials can result in
material decreases in manufacturing yields or even the suspension of production. From time to time, our third-party wafer foundries have experienced, and are
likely to experience manufacturing defects and reduced manufacturing yields related to errors or problems in their manufacturing processes or the
interrelationship of their processes with our designs. In some cases, our third-party wafer foundries may not be able to detect these defects early in the
fabrication process or determine the cause of such defects in a timely manner. We may incur substantial research and development expense for prototype or
development stage products as we qualify the products for production.

Generally, in pricing our semiconductors, we assume that manufacturing yields will continue to increase, even as the complexity of our semiconductors
increases. Once our semiconductors are initially qualified with our third-party wafer foundries, minimum acceptable yields are established. We are responsible
for the costs of the wafers if the actual yield is above the minimum. If actual yields are below the minimum we are not required to purchase the wafers. The
minimum acceptable yields for our new products are generally lower at first and increase as we achieve full production. Unacceptably low product yields or
other product manufacturing problems could substantially increase the overall production time and costs and adversely impact our operating results on sales
of our products. Product yield losses will increase our costs and reduce our gross margin. In addition to significantly harming our operating
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results and cash flow, poor yields may delay shipment of our products and harm our relationships with existing and potential customers.

We do not have any long-term supply contracts with our contract manufacturers or suppliers, and any disruption in our supply of products
or materials could have a material adverse affect on our business, revenue and operating results.

We currently do not have long-term supply contracts with any of our third-party contract manufacturers. We make substantially all of our purchases on
a purchase order basis, and our contract manufacturers are not required to supply us products for any specific period or in any specific quantity. We expect
that it would take approximately nine to 12 months to transition from our current foundry or assembly services to new providers. Such a transition would
likely require a qualification process by our customers or their end customers. We generally place orders for products with some of our suppliers several
months prior to the anticipated delivery date, with order volumes based on our forecasts of demand from our customers. Accordingly, if we inaccurately
forecast demand for our products, we may be unable to obtain adequate and cost-effective foundry or assembly capacity from our third-party contractors to
meet our customers’ delivery requirements, or we may accumulate excess inventories. On occasion, we have been unable to adequately respond to unexpected
increases in customer purchase orders and therefore, were unable to benefit from this incremental demand. None of our third-party contract manufacturers
have provided any assurance to us that adequate capacity will be available to us within the time required to meet additional demand for our products.

Our foundry vendors 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 our foundry vendor or
assembly and test vendors may cause our foundry vendor or assembly and test vendors to reallocate capacity to those customers, decreasing the capacity
available to us. We do not have long-term supply contracts with our third-party contract manufacturers and 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. We may not be able to make any such arrangement in a timely fashion or at all, and any
arrangements may be costly, reduce our financial flexibility, and not be on terms favorable to us. Moreover, if we are able to secure foundry capacity, we may
be obligated to use all of that capacity or incur penalties. These penalties may be expensive and could harm our financial results. To date, we have not entered
into such arrangements with our suppliers. If we need another foundry or assembly and test subcontractor because of increased demand, or if we are unable 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.

Many of our customers depend on us as the sole source for a number of our products. If we are unable to deliver these products as the sole
supplier or as one of a limited number of suppliers, our relationships with these customers and our business would suffer.

A number of our customers do not have alternative sources for our semiconductor solutions and depend on us as the sole supplier or as one of a limited
number of suppliers for these products. Since we outsource our manufacturing to third-party contractors, our ability to deliver our products is substantially
dependent on the ability and willingness of our third-party contractors to perform, which is largely outside our control. A failure to deliver our products in
sufficient quantities or at all to our customers that depend on us as a sole supplier or as one of a limited number of suppliers may be detrimental to their
business and, as a result, our relationship with the customer would be negatively impacted. If we are unable to maintain our relationships with these customers
after such failure, our business and financial results may be harmed.

If we are unable to attract, train and retain qualified personnel, particularly our design and technical personnel, we may not be able to
execute our business strategy effectively.

Our future success depends on our ability to attract and retain qualified personnel, including our management, sales and marketing, and finance, and
particularly our design and technical personnel. We do not know whether we will be able to retain all of these personnel as we continue to pursue our business
strategy. Historically, we have encountered difficulties in hiring qualified engineers because there is a limited pool of engineers with the expertise required in our
field. Competition for these personnel is intense in the semiconductor industry. As the source of our technological and product innovations, our design and
technical personnel represent a significant asset. The loss of the services of one or more of our key employees, especially our key design and technical
personnel, or our inability to attract and retain qualified design and technical personnel, could harm our business, financial condition and results of
operations.

We may not be able to effectively manage our growth, and we may need to incur significant expenditures to address the additional
operational and control requirements of our growth, either of which could harm our business and operating results.

To effectively manage our growth, we must continue to expand our operational, engineering and financial systems, procedures and controls and to
improve our accounting and other internal management systems. This may require substantial managerial and financial resources, and our efforts in this
regard may not be successful. Our current systems, procedures and controls may not be adequate to support our future operations. If we fail to adequately
manage our growth, or to improve our operational, financial and
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management information systems, or fail to effectively motivate or manage our new and future employees, the quality of our products and the management of
our operations could suffer, which could adversely affect our operating results.

We face intense competition and expect competition to increase in the future. If we fail to compete effectively, it could have an adverse effect
on our revenue, revenue growth rate, if any, and market share.

The global semiconductor market in general, and the communications and computing markets in particular, are highly competitive. We compete or plan
to compete in different target markets to various degrees on the basis of a number of principal competitive factors, including product performance, power
budget, features and functionality, customer relationships, size, ease of system design, product roadmap, reputation and reliability, customer support and
price. We expect competition to increase and intensify as more and larger semiconductor companies enter our markets. Increased competition could result in
price pressure, reduced profitability and loss of market share, any of which could materially and adversely affect our business, revenue and operating results.

Currently, our competitors range from large, international companies offering a wide range of semiconductor products to smaller companies specializing
in narrow markets. Our primary competitors include Broadcom Corporation, Hittite Microwave Corporation, Integrated Device Technology, Inc. and Texas
Instruments Incorporated, as well as other analog signal processing companies. We expect competition in the markets in which we participate to increase in the
future as existing competitors improve or expand their product offerings. In addition, as we develop our 100G semiconductor solution, we may face
competition from companies such as Broadcom and NetLogic Microsystems, Inc.

Our ability to compete successfully depends on elements both within and outside of our control, including industry and general economic trends. During
past periods of downturns in our industry, competition in the markets in which we operate intensified as our customers reduced their purchase orders. Many
of our competitors have substantially greater financial and other resources with which to withstand similar adverse economic or market conditions in the
future. These developments may materially and adversely affect our current and future target markets and our ability to compete successfully in those
markets.

We use a significant amount of intellectual property in our business. Monitoring unauthorized use of our intellectual property can be
difficult and costly and if we are unable to protect our intellectual property, our business could be adversely affected.

Our success depends in part upon our ability to protect our intellectual property. To accomplish this, we rely on a combination of intellectual property
rights, including patents, copyrights, trademarks and trade secrets in the United States and in selected foreign countries where we believe filing for such
protection is appropriate. Effective protection of our intellectual property rights may be unavailable, limited or not applied for in some countries. Some of our
products and technologies are not covered by any patent or patent application, as we do not believe patent protection of these products and technologies is
critical to our business strategy at this time. A failure to timely seek patent protection on products or technologies generally precludes us from seeking future
patent protection on these products or technologies. We cannot guarantee that:

« any of our present or future patents or patent claims will not lapse or be invalidated, circumvented, challenged or abandoned,
*  our intellectual property rights will provide competitive advantages to us;

*  our ability to assert our intellectual property rights against potential competitors or to settle current or future disputes will not be limited by our
agreements with third parties;

« any of our pending or future patent applications will be issued or have the coverage originally sought;
«  our intellectual property rights will be enforced in jurisdictions where competition may be intense or where legal protection may be weak;

« any of the trademarks, copyrights, trade secrets or other intellectual property rights that we presently employ in our business will not lapse or be
invalidated, circumvented, challenged or abandoned; or

« we will not lose the ability to assert our intellectual property rights against or to license our technology to others and collect royalties or other

payments.

For example, we filed a complaint against Netlist in Federal District Court in November 2009 alleging that Netlist infringes two of our patents. Netlist
asserts in its amended answer to the complaint that it does not infringe the patents, that the patents are invalid and that one of the patents is unenforceable due
to inequitable conduct before the United States Patent and Trademark Office, or the USPTO. For more details, see Item 3., “Legal Proceedings.”

In addition, our competitors or others may design around our protected patents or technologies. Effective intellectual property protection may be
unavailable or more limited in one or more relevant jurisdictions relative to those protections available in the United
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States, or may not be applied for in one or more relevant jurisdictions. If we pursue litigation to assert our intellectual property rights, an adverse decision in
any of these legal actions could limit our ability to assert our intellectual property rights, limit the value of our technology or otherwise negatively impact our
business, financial condition and results of operations.

Monitoring unauthorized use of our intellectual property is difficult and costly. Unauthorized use of our intellectual property may have occurred or may
occur in the future. Although we have taken steps to minimize the risk of this occurring, any such failure to identify unauthorized use and otherwise
adequately protect our intellectual property would adversely affect our business. Moreover, if we are required to commence litigation, whether as a plaintiff or
defendant, not only would this be time-consuming, but we would also be forced to incur significant costs and divert our attention and efforts of our
employees, which could, in turn, result in lower revenue and higher expenses.

We also rely on contractual protections with our customers, suppliers, distributors, employees and consultants, and we implement security measures
designed to protect our trade secrets. We cannot assure you that these contractual protections and security measures will not be breached, that we will have
adequate remedies for any such breach or that our suppliers, employees or consultants will not assert rights to intellectual property arising out of such
contracts.

In addition, we have a number of third-party patent and intellectual property license agreements. Some of these license agreements require us to make
one-time payments or ongoing royalty payments. We cannot guarantee that the third-party patents and technology we license will not be licensed to our
competitors or others in the semiconductor industry. In the future, we may need to obtain additional licenses, renew existing license agreements or otherwise
replace existing technology. We are unable to predict whether these license agreements can be obtained or renewed or the technology can be replaced on
acceptable terms, or at all.

Average selling prices of our products often decrease over time, which could negatively impact our revenue and gross margins.

Our operating results may be impacted by a decline in the average selling prices of our semiconductors. If competition increases in our target markets,
we may need to reduce the average unit price of our products in anticipation of competitive pricing pressures, new product introductions by us or our
competitors and for other reasons. If we are unable to offset any reductions in our average selling prices by increasing our sales volumes or introducing new
products with higher margins, our revenue and gross margins will suffer. To maintain our revenue and gross margins, we must develop and introduce new
products and product enhancements on a timely basis and continually reduce our costs as well as our customers’ costs. Failure to do so would cause our
revenue and gross margins to decline.

We are subject to order and shipment uncertainties, and differences between our estimates of customer demand and product mix and our
actual results could negatively affect our inventory levels, sales and operating results.

Our revenue is generated on the basis of purchase orders with our customers rather than long-term purchase commitments. In addition, our customers
can cancel purchase orders or defer the shipments of our products under certain circumstances. Our products are manufactured using semiconductor
foundries according to our estimates of customer demand, which requires us to make separate demand forecast assumptions for every customer, each of
which may introduce significant variability into our aggregate estimates. It is difficult for us to forecast the demand for our products, in part because of the
complex supply chain between us and the end-user markets that incorporate our products. Due to our lengthy product development cycle, it is critical for us to
anticipate changes in demand for our various product features and the applications they serve to allow sufficient time for product development and design. We
have limited visibility into future customer demand and the product mix that our customers will require, which could adversely affect our revenue forecasts
and operating margins. Moreover, because some of our target markets are relatively new, many of our customers have difficulty accurately forecasting their
product requirements and estimating the timing of their new product introductions, which ultimately affects their demand for our products. Our failure to
accurately forecast demand can lead to product shortages that can impede production by our customers and harm our customer relationships. Conversely, our
failure to forecast declining demand or shifts in product mix can result in excess or obsolete inventory. The rapid pace of innovation in our industry could also
render significant portions of our inventory obsolete. Excess or obsolete inventory levels could result in unexpected expenses or increases in our reserves that
could adversely affect our business, operating results and financial condition. In contrast, if we were to underestimate customer demand or if sufficient
manufacturing capacity were unavailable, we could forego revenue opportunities, potentially lose market share and damage our customer relationships. In
addition, any significant future cancellations or deferrals of product orders or the return of previously sold products due to manufacturing defects could
materially and adversely impact our profit margins, increase our write-offs due to product obsolescence and restrict our ability to fund our operations.

We rely on third-party sales representatives and distributors to assist in selling our products. If we fail to retain or find additional sales
representatives and distributors, or if any of these parties fail to perform as expected, it could reduce our future sales.

In 2010, we derived 79% of our total revenue from sales by our direct sales team and third-party sales representatives. In addition, in 2010 and 2009,
approximately 21% and 22% of our sales were made through third-party distributors, respectively. Two of
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our distributors, which sell solely to Micron, accounted for 11% and 17% of our total revenue in 2010 and 2009, respectively. We are unable to predict the
extent to which these third-party sales representatives and distributors will be successful in marketing and selling our products. Moreover, many of these
third-party sales representatives and distributors also market and sell competing products, which may affect the extent to which they promote our products.
Even where our relationships are formalized in contracts, our third-party sales representatives and distributors often have the right to terminate their
relationships with us at any time. Our future performance will also depend, in part, on our ability to attract additional third-party sales representatives and
distributors who will be able to market and support our products effectively, especially in markets in which we have not previously sold our products. If we
cannot retain our current distributors or find additional or replacement third-party sales representatives and distributors, our business, financial condition and
results of operations could be harmed. Additionally, if we terminate our relationship with a distributor, we may be obligated to repurchase unsold products. We
record a reserve for estimated returns and price credits. If actual returns and credits exceed our estimates, our operating results could be harmed.

The facilities of our third-party contractors and distributors are located in regions that are subject to earthquakes and other natural
disasters.

The facilities of our third-party contractors and distributors are subject to risk of catastrophic loss due to fire, flood or other natural or man-made
disasters. A number of our facilities and those of our contract manufacturers are located in areas with above average seismic activity and also subject to
typhoons and other Pacific storms. Several foundries that manufacture our wafers are located in Taiwan, Japan and California, and a majority of our third-
party contractors who assemble and test our products are located in Asia. In addition, our headquarters are located in California. The risk of an earthquake in
the Pacific Rim region or California is significant due to the proximity of major earthquake fault lines. For example, in 2002 and 2003, major earthquakes
occurred in Taiwan. Any catastrophic loss to any of these facilities would likely disrupt our operations, delay production, shipments and revenue and result
in significant expenses to repair or replace the facility. In particular, any catastrophic loss at our California locations would materially and adversely affect our
business.

We rely on third-party technologies for the development of our products and our inability to use such technologies in the future would harm
our ability to remain competitive.

We rely on third parties for technologies that are integrated into our products, such as wafer fabrication and assembly and test technologies used by our
contract manufacturers, as well as licensed architecture technologies. If we are unable to continue to use or license these technologies on reasonable terms, or if
these technologies fail to operate properly, we may not be able to secure alternatives in a timely manner or at all, and our ability to remain competitive would be
harmed. In addition, if we are unable to successfully license technology from third parties to develop future products, we may not be able to develop such
products in a timely manner or at all.

Our business would be adversely affected by the departure of existing members of our senior management team and other key personnel.

Our success depends, in large part, on the continued contributions of our senior management team, in particular, the services of Young K. Sohn, our
President and Chief Executive Officer, as well as other key personnel, including Dr. Loi Nguyen, one of our founders and our Vice President of Networking,
Communications and Multi-Market Products. In February 2011, our Chief Technology Officer resigned and we promoted our Vice President of Engineering
for New Business Initiatives to serve as our new Chief Technology Officer. This change could negatively affect our operations and our relationships with our
customers, employees and market leaders. In addition, we have not entered into non-compete agreements with members of our senior management team. The
loss of any member of our senior management team or key personnel could harm our ability to implement our business strategy and respond to the rapidly
changing market conditions in which we operate.

Potential future acquisitions could be difficult to integrate, divert attention of key personnel, disrupt our business, dilute stockholder value
and impair our operating results.

As part of our business strategy, we have pursued and may continue to pursue acquisitions in the future that we believe will complement our business,
semiconductor solutions or technologies. For example, we recently acquired all of the outstanding shares of Winyatek Technology Inc., a Taiwanese company.
Any acquisition involves a number of risks, many of which could harm our business, including:

« difficulties in integrating the operations, technologies, products, existing contracts, accounting and personnel of the target company;
« realizing the anticipated benefits of any acquisition;
« difficulties in transitioning and supporting customers, if any, of the target company;

« diversion of financial and management resources from existing operations;
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« the price we pay or other resources that we devote may exceed the value we realize, or the value we could have realized if we had allocated the
purchase price or other resources to another opportunity;

«  potential loss of key employees, customers and strategic alliances from either our current business or the target company’s business;
«  assumption of unanticipated problems or latent liabilities, such as problems with the quality of the target company’s products;

*  inability to generate sufficient revenue to offset acquisition costs;

* dilutive effect on our stock as a result of any equity-based acquisitions;

*  inability to successfully complete transactions with a suitable acquisition candidate; and

* in the event of international acquisitions, risks associated with accounting and business practices that are different from applicable U.S. practices
and requirements.

Acquisitions also frequently result in the recording of goodwill and other intangible assets that are subject to potential impairments, which could harm
our financial results. As a result, if we fail to properly evaluate acquisitions or investments, we may not achieve the anticipated benefits of any such
acquisitions, and we may incur costs in excess of what we anticipate. The failure to successfully evaluate and execute acquisitions or investments or otherwise
adequately address these risks could materially harm our business and financial results.

Tax benefits that we receive may be terminated or reduced in the future, which would increase our costs.

In 2010, we began to expand our international presence to take advantage of the opportunity to recruit additional engineering design talent, as well as to
more closely align our operations geographically with our customers and suppliers in Asia. In certain international jurisdictions, we have also entered into
agreements with local governments to provide us with, among other things, favorable local tax rates if certain minimum criteria are met. These agreements may
require us to meet several requirements as to investment, headcount and activities to retain this status. We currently believe that we will be able to meet all the
terms and conditions specified in these agreements. However, if adverse changes in the economy or changes in technology affect international demand for our
products in an unforeseen manner or if we fail to otherwise meet the conditions of the local agreements, we may be subject to additional taxes, which in turn
would increase our costs.

Changes in our effective tax rate may harm our results of operations. A number of factors may increase our future effective tax rates, including:

» the jurisdictions in which profits are determined to be earned and taxed;

*  the resolution of issues arising from tax audits with various tax authorities;

»  changes in the valuation of our deferred tax assets and liabilities and in deferred tax valuation allowances;
«  changes in the value of assets or services transferred or provided from one jurisdiction to another;

*  adjustments to income taxes upon finalization of various tax returns;

*  increases in expenses not deductible for tax purposes, including write-offs of acquired in-process research and development and impairments of
goodwill in connection with acquisitions;

«  changes in available tax credits;
*  changes in tax laws or the interpretation of such tax laws, and changes in U.S. generally accepted accounting principles; and

« adecision to repatriate non-U.S. earnings for which we have not previously provided for U.S. taxes.

We are subject to additional regulatory compliance requirements, including Section 404 of the Sarbanes-Oxley Act of 2002, as a result of
becoming a public company and our management has limited experience managing a public company.

As a public company, we will incur significant legal, accounting and other expenses that we did not incur as a private company. The individuals who
constitute our management team have limited experience managing a publicly traded company, and limited experience complying with the increasingly complex
and changing laws pertaining to public companies. Our management team and
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other personnel will need to devote a substantial amount of time to new compliance initiatives and we may not successfully or efficiently manage our transition
into a public company. We expect rules and regulations such as the Sarbanes-Oxley Act of 2002 to increase our legal and finance compliance costs and to make
some activities more time-consuming and costly. We will need to hire a number of additional employees with public accounting and disclosure experience in
order to meet our ongoing obligations as a public company. For example, Section 404 of the Sarbanes-Oxley Act of 2002 requires that our management report
on, and our independent registered public accounting firm attest to, the effectiveness of our internal control over financial reporting in our annual report on
Form 10-K for the fiscal year ending December 31, 2011. Section 404 compliance may divert internal resources and will take a significant amount of time and
effort to complete. We may not be able to successfully complete the procedures and certification and attestation requirements of Section 404 by the time we will
be required to do so. If we fail to do so, or if in the future our Chief Executive Officer, Chief Financial Officer or independent registered public accounting firm
determines that our internal controls over financial reporting are not effective as defined under Section 404, we could be subject to sanctions or investigations
by The New York Stock Exchange, or NYSE, the Securities and Exchange Commission, or the SEC, or other regulatory authorities. Furthermore, investor
perceptions of our company may suffer, and this could cause a decline in the market price of our stock. Irrespective of compliance with Section 404, any
failure of our internal controls could have a material adverse effect on our stated results of operations and harm our reputation. If we are unable to implement
these changes effectively or efficiently, it could harm our operations, financial reporting or financial results and could result in an adverse opinion on internal
controls from our independent auditors.

Our insiders who are significant stockholders may control the election of our board and may have interests that conflict with those of other
stockholders.

Our directors and executive officers, together with members of their immediate families and affiliated funds, beneficially owned, in the aggregate, more
than 35.5% of our outstanding capital stock as of December 31, 2010. In addition, entities affiliated with Walden International and Tallwood I, L.P.
beneficially owned 14.0% and 13.8%, respectively, of our outstanding capital stock as of December 31, 2010. Lip-Bu Tan and Diosdado Banatao, who are
affiliated with Walden International and Tallwood I, L.P., respectively, are currently two of the eight members of our board of di