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Title of Each Class Name of Each Exchange On Which Registered
American Depositary Shares

Ordinary Shares, par value $0.00002 per share

NASDAQ Global Select Market

Cayman Islands Stock Exchange

Securities registered or to be registered pursuant to Section 12(g) of the Act:

None

(Title of Class)

Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act:

None

(Title of Class)

Indicate the number of outstanding shares of each of the issuer's classes of capital or common stock as of the close of
the period covered by the annual report.

As of December 31, 2018, there were 1,298,808,750 ordinary shares, par value US$0.00002 per share, outstanding.

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.

Yes [ ] No [x]

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports
pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934.

Yes [x] No [ ]

Note – Checking the box above will not relieve any registrant required to file reports pursuant to Section 13 or 15(d) of
the Securities Exchange Act of 1934 from their obligations under those Sections.

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes [x] No [ ]

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).

Yes [x ] No [ ]
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or an emerging growth company. See definition of “large accelerated filer,"accelerated filer,” and "emerging growth
company" in Rule 12b-2 of the Exchange Act.

Large accelerated filer [ ] Accelerated filer [ ] Non-accelerated filer [x]
      Emerging growth company [  ]

If an emerging growth company that prepares its financial statements in accordance with U.S. GAAP, indicate by
check mark if the registrant has elected not to use the extended transition period for complying with any new or
revised financial accounting standards† provided pursuant to Section 13(a) of the Exchange Act.

† The term “new or revised financial accounting standard” refers to any update issued by the Financial Accounting
Standards Board to its Accounting Standards Codification after April 5, 2012.

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included
in this filing:

U.S. GAAP [x] International Financial Reporting Standards as issued Other [  ]
   by the International Accounting Standards Board [  ]

If “Other” has been checked in response to the previous question, indicate by check mark which financial statement item
the registrant has elected to follow.

Item 17 [ ] Item 18 [ ]

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2
of the Exchange Act).

Yes [ ] No [x]

(APPLICABLE ONLY TO ISSUERS INVOLVED IN BANKRUPTCY PROCEEDINGS DURING THE PAST
FIVE YEARS)

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Sections 12,
13 or 15(d) of the Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed
by a court.
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Yes [ ] No [ ]
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Certain Definitions and Conventions

In this Annual Report on Form 20-F (“Annual Report”), references to “$” and “dollars” are to United States dollars.
Percentages and certain amounts contained herein have been rounded for ease of presentation. Any discrepancies in
any table between totals and the sums of amounts listed are due to rounding.

Special Note Regarding Forward-Looking Statements

This Annual Report contains statements of a forward-looking nature. These statements are made under the “safe harbor”
provisions of the U.S. Private Securities Litigation Reform Act of 1995. You can identify these forward-looking
statements by terminology such as “may,” “will,” “expects,” “should,” “could,” “plans,” “intends,” “anticipates,” “believes,” “estimates,”
“predicts,” “potential” or “continue” or the negative of these terms and other comparable terminology. These
forward-looking statements include, without limitation, statements regarding the following: our expectation to target
and design products for specific applications; to increase expenses for personnel and new product development; to
protect our technology and to expand our product offerings; our anticipation that sales to a relatively small number of
customers will continue to account for significant portion of net sales; our expectation that we will no longer need to
reduce costs and reduce our personnel expenses; our expectation that non-U.S. operations and sales will recover and
continue to account for a substantial percentage of our net sales; our expectation to return to profitably and/or cash
flow break even in the near future; our expectation that we will continue to incur substantial legal expenses that may
vary with the level of activity in legal proceedings at any given point in time; our statements regarding the growing
popularity of thinner displays, mobile computing, electric vehicles, more efficient general lighting, and portable
devices; our belief that we participate in large and growing markets; our belief that potential future growth in the LED
television, mobile computing, general lighting, industrial and automotive markets represents an attractive growth
opportunity for us; our belief that the use of cold cathode fluorescent lamps (“CCFL”) is not a significant market for our
current business model, our belief that manufacturers are turning to innovative new semiconductor technologies to
manage capacity more efficiently; our belief that there is an increasing need for higher levels of system integration;
our belief in the need for mixed-signal and analog integrated circuits specifically designed to optimize the power
system usage in devices; our belief in the need to use advanced design methodologies to allow manufacturers to
achieve rapid time-to-market with their new products; our expectation that our markets will be dominated by a small
number of major brand name companies; our belief that the our success depends on our ability to develop and
introduce new products selected for design into products in certain markets, our ability to develop and introduce
products in a timely manner to meet customer demands; our expectation that analog and mixed-signal circuits have
substantially longer life-cycles than digital integrated circuits; our ability to take advantage of cost-efficiencies
associated with the “fabless” semiconductor business model; our intention is to expand the scope of our global
operations; that we expect that our gross profit (loss) (as a percentage of net sales) will continue to fluctuate in the
future as a result of the stages of our products in their life cycles; our time expectations and plans to bring the
company back to profitability; variations in our product mix; the timing of our product introductions and specific
product manufacturing costs; our future gross profits(losses); our expectation that gross margin on products we sell
will typically decline over the life of the products; our expectation that gross margin on products will continue at their
current and historical levels; our expectation that expenses for personnel and new product development will increase;
our expectations regarding the need for future cost reduction measures; our expectation that research and development
expenses as a percentage of net sales will continue to fluctuate; our expectation to continue development of innovative
technologies and processes, and continued expansion and investment of our engineering, research and development
resources; our expectation to continue to invest significant resources into research and development in the future; our
expectation that the competition for qualified personnel will remain intense; our expectations regarding the outcome
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of litigation matters and the effects of such to our company; our belief that the liquidity provided by existing cash,
cash equivalents balances and short-term investment will be sufficient to meet our capital requirements for at least the
next 12 months; our intention to continue research and development operations; our expectation that semiconductor
companies will increasingly be subject to patent infringement and other litigation matters as the number of products
and competitors in the semiconductor industry grows; our anticipation that we will not be paying cash dividends in the
foreseeable future; our belief that our system-level expertise and extensive experience with power management
systems allow us to develop proprietary solutions and foster long-term relationships with our customers; our intention
to continue to evaluate additional investment opportunities in our supply chain; our belief that our current facilities are
adequate for our needs for the foreseeable future, and that any additional space required will be available to us on
commercially reasonable terms; our expectation that our results of operations or cash flows will not be affected to any
significant degree by a sudden short-term change in market interest rates; our intention to diversify our customer base
and market focus by providing new products used in particular markets; our statements regarding the effect of
adoption of certain accounting policies; our expectation that our American Depositary Shares (“ADSs”) will satisfy the
“readily tradable” requirement of the trading exchange; our expectation not to become a passive foreign investment
company in the future; our intention to use the cash we have raised and conduct our business to reduce the risk of
classification as a passive foreign investment company; and our expectation that we will retain our existing primary
listing of ADSs on the NASDAQ Global Select Market (“NASDAQ”) in the United States for the foreseeable future.
These forward-looking statements are based on our current assumptions and beliefs in light of the information
currently available to us. Actual results, levels of activity, performance or achievements may differ materially from
those expressed or implied in these forward-looking statements for a variety of reasons, including: changes in demand
for devices that use our products; market conditions in the semiconductor industry and the economy as a whole; the
stages of our products in their life cycles; variations, expansions or reductions in the mix of our product offerings; the
growth and/or contraction of the company; the timing of our product introductions; changes in employment rates;
changes in availability and cost of facilities; unpredictability of an inability to control the outcome or timing of
litigation; changes in applicable laws or accounting standards; potential delisting of our ordinary shares and/or ADSs
from NASDAQ; specific product manufacturing costs; increased competition; changes in laws, rules and regulations
regarding our intellectual property; introduction of new competitors or competing technologies; and the increase of
unexpected expenses and such other factors discussed under “Key Information - Risk Factors,” “Operating and Financial
Review and Prospects” and elsewhere in this Annual Report. We assume no obligation to update or revise any
forward-looking information, whether as a result of new information, future events or otherwise. You are cautioned
not to place undue reliance on these forward-looking statements, which apply only as of the date of this Annual
Report.

1
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PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISORS

See Item 6 below.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.

ITEM 3. KEY INFORMATION

SELECTED CONSOLIDATED FINANCIAL DATA

The selected consolidated statements of operations and cash flow data for the years ended December 31, 2018, 2017,
and 2016, and the selected consolidated balance sheet data as of December 31, 2018 and 2017, are derived from our
audited consolidated financial statements included elsewhere in this Annual Report and should be read in conjunction
with, and are qualified in their entirety by reference to, these consolidated financial statements, including the notes to
these consolidated financial statements and “Item 5. Operating and Financial Review and Prospects” as set forth below
in this Annual Report. The selected consolidated statements of operations and cash flow data for the years ended
December 31, 2015 and 2014 and the selected consolidated balance sheet data as of December 31, 2016, 2015 and
2014, are derived from our audited consolidated financial statements, which are not included in this Annual Report.
These consolidated financial statements are prepared in accordance with accounting principles generally accepted in
the United States of America.

Years Ended December 31
2018 2017 2016 2015 2014
(in thousands, except per share data)

Consolidated Statement of Operations Data:
Net sales $62,714 $60,205 $56,561 $54,841 $63,591
Cost of sales 30,741 29,426 27,317 27,145 30,856
Gross profit 31,973 30,779 29,244 27,696 32,735
Operating expenses:
Research and development 19,766 17,989 15,645 18,493 21,885
Selling, general and administrative 20,332 19,047 19,481 23,632 24,721
Costs associated with exit activities - - - - 3,027
Litigation income - (19 ) (23 ) - (75 )
Total operating expenses 40,098 37,017 35,103 42,125 49,558
Loss from operations (8,125 ) (6,238 ) (5,859 ) (14,429 ) (16,823 )
Non-operating income (loss)– net 11,354 1,103 3,931 (2,026 ) 2,950
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Income (Loss) before income tax 3,229 (5,135 ) (1,928 ) (16,455 ) (13,873 )
Income tax expense 1,141 1,010 1,058 4,640 1,184
Net Income (loss) 2,088 (6,145 ) (2,986 ) (21,095 ) (15,057 )
Earning (loss) per share:
Basic $- $- $- $(0.02 ) $(0.01 )
Diluted $- $- $- $(0.02 ) $(0.01 )
Number of shares used in earnings (loss) per share
calculation
Basic (in thousands) 1,300,795 1,288,977 1,282,141 1,301,465 1,362,465
Diluted (in thousands) 1,300,822 1,288,977 1,282,141 1,301,465 1,362,465

Earning (loss) per ADS (1):
Basic $0.08 $(0.24 ) $(0.12 ) $(0.81 ) $(0.55 )
Diluted $0.08 $(0.24 ) $(0.12 ) $(0.81 ) $(0.55 )
Number of ADS shares used in earnings (loss) per
share calculation
Basic (in thousands) 26,016 25,780 25,643 26,029 27,249
Diluted (in thousands) 26,616 25,780 25,643 26,029 27,249

2
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December 31
2018 2017 2016 2015 2014
(in thousands)

Consolidated Balance Sheet Data:
Cash and cash equivalents $32,414 $28,520 $31,332 $41,199 $41,069
Short-term investments 6,172 17,601 21,532 11,233 21,481
Working capital 53,396 58,735 61,871 59,904 70,725
Total assets 89,309 85,082 90,689 96,208 116,738
Long-term liabilities, excluding current portion 1,087 1,347 1,294 2,617 761
Net assets 79,046 76,555 80,784 83,117 107,266
Ordinary shares and additional paid-in capital 143,148 142,979 142,771 141,919 141,262

(1) Fifty ordinary shares equal one ADS

CAPITALIZATION AND INDEBTEDNESS

Not applicable.

REASONS FOR THE OFFER AND USE OF PROCEEDS

Not applicable.

Risk Factors

We wish to caution readers that the following important factors, and those important factors described in other reports
submitted to, or filed with, the Securities and Exchange Commission, among other factors, could affect our actual
results and could cause our actual results to differ materially from those expressed in any forward-looking statements
made by us or on our behalf and that such factors may adversely affect our business and financial status and therefore
the value of your investment:

3
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Global economic and financial, political instability or catastrophes caused or induced by natural disasters could
negatively affect our business, results of operations, and financial condition.

The global economic and financial crisis that has been affecting global business, banking and financial sectors has
also been affecting the semiconductor market. Uncertainty in various global markets, economic slowdown in China,
and slow recovery in certain economic regions have resulted in sharp declines in electronic products sales from which
we generate our income. Current global security concerns, political instability in the European Union and the United
Kingdom, economic and political uncertainty in the United States, and international trade disputes (included
unexpected global tariffs on imported goods and shipments), could also negatively affect sales, and have a negative
effect on our supplies of raw goods and materials. The uncertainty in global financial markets could negatively affect
our customers’ product planning and decrease demand for our products. There could be a number of indirect effects
from such turmoil on our business, including, without limitation, the following: significant decreases in orders from
our customers; insolvency of key suppliers resulting in product delays; inability of customers to obtain credit to
finance purchases of our products and/or customer insolvencies; and counterparty failures negatively impacting our
treasury operations. If the effects of the global economic crisis continue unabated, we anticipate our results of
operations may be materially and adversely affected. Natural disasters and related catastrophes could also negatively
affect our operations. Any natural disaster, economic or financial crisis could cause revenues for the semiconductor
industry as a whole to decline dramatically, as the industry as a whole is subject to unexpected change in response to
fluctuating global market conditions. Also, if global economic conditions, or the financial condition of our customers,
were to deteriorate, additional allowances for uncollectible accounts may be required in the future and such additional
allowances would increase our operating expenses and therefore reduce our income from operations and net income.
Any serious natural disaster and catastrophes, global economic and financial crisis could materially and adversely
affect our results of operations.

If the markets for consumer electronics, computers, industrial, communications, or automotive products do not grow
substantially or even decrease, our net sales may be harmed.

Our business focuses on designing, developing and marketing high performance integrated circuits and solutions for
manufacturers of products in the consumer electronics, computer, industrial, communications, and automotive
markets. As many of the leading sellers of these products have intermediaries to manufacture their products or those
portions of their products containing our components, we currently derive the majority of our product revenues from
sales to these intermediaries and/or their suppliers. We have targeted, and are designing products for, applications
such as LCD and LED monitors, LCD and LED televisions, notebook computers, tablet computers, low/zero emission
vehicles, mobile phones, power tools, energy efficient technology relating to sophisticated batteries, LED lighting
(both in electronics and in the general lighting sector), and portable electronic equipment, such as camcorders. We
believe that the important factors driving growth in these markets include the growing popularity of thinner displays,
mobile computing, hybrid and electric vehicles, energy efficient lighting, and portable tools and media devices. In
particular, if there is a decline in demand for products using LCDs or LEDs, as well as other devices using our
products, or growth for such products is slower than we anticipate, our customers may experience lower demand for
their products incorporating our products, which may cause our net sales to suffer. We cannot be certain that the
markets for these products will continue to grow. We also cannot be sure that a significant slowdown in these markets
will not occur.

Fluctuations in our quarterly operating results due to factors such as changes in the demand for electronic devices that
utilize our products could adversely affect the trading price of our ADSs.

If our quarterly operating results fail to meet the expectations of securities analysts, the trading price of our ADSs
could be adversely affected, and even trade at below the book value of the Company. Our quarterly operating results
have varied substantially in the past and may vary substantially in the future depending upon a number of factors
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described below and elsewhere in this Risk Factors section, including many factors that are beyond our control. These
factors include changes in demand for devices that use our products; market conditions in the highly cyclical
semiconductor industry and the economy as a whole; the timing and cancellation of customer orders; the level of
orders received that can be shipped in a quarter; the availability of third party semiconductor foundry, assembly and
test capacities; fluctuations in manufacturing yields; delays in the introduction of new products; changes in the mix of
sales of higher margin products and lower margin products; seasonal changes in demand during the year-end holiday
season for devices that use our products; and the amount of legal and other expenses incurred in a particular quarter.

In addition, the trading price of our ADSs may be affected by factors such as: significant price and volume
fluctuations in our ADSs and financial markets in the U.S. and other countries, as well as relatively thin trading
volume of our ADSs on the NASDAQ Global Select Market and the Cayman Islands Stock Exchange. Further, the
trading markets for our ADSs are affected by the research reports that securities or industry analysts publish about us
or our business. We do not have control over such coverage. If one or more analysts were to downgrade our ADSs, the
price of our ADSs may decline. If one or more analysts cease coverage of our company or does not regularly publish
reports on us, we may lose visibility in the financial markets, which could cause the price of our ADSs or trading
volume to decline.

If orders for our products are cancelled or deferred, our net sales, operating margins and net income could be
substantially reduced.

4
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Orders for our products can be cancelled or deferred with little notice from and without significant penalty to our
customers. A significant portion of our net sales in any financial reporting period depends on orders booked and
shipped in that period. If a large amount of orders placed is cancelled or deferred, our net sales in that period could be
substantially reduced. Since we do not have significant non-cancellable backlog, we typically plan our production and
inventory levels based on internal forecasts of customer demand, which are highly unpredictable and are often based
on a “just in time” inventory system, which can result in substantial fluctuation in ordering and/or last minute changes.
In particular, in response to anticipated lengthy lead times, which in the past have been as much as ten weeks or more,
to obtain inventory and materials from our suppliers, we place orders with these suppliers in advance of anticipated
customer demand, which can result in excess inventory if the expected orders fail to materialize. We also expect to
increase our expenses for personnel and new product development. It is difficult for us to reduce our production,
inventory, personnel and new product development expenses quickly in response to any shortfalls in net sales
resulting from cancelled or deferred orders. As a result, any cancellation or deferral of orders would not only harm our
net sales, it would also likely have a disproportionately adverse effect on our operating margins and net income.

If we do not develop and introduce new products in a timely manner, our net sales and gross margins could be
harmed.

Our success depends upon our ability to develop and introduce new products that our customers in turn select to
design into their products in the consumer electronics, computer, industrial, communications, and automotive markets.
If we are unable to develop new products in a timely manner, our net sales will suffer. In addition, because our gross
margins typically decline over the life cycle of our products as a result of competitive pressures and voluntary pricing
arrangements, any failure to develop new products in a timely manner will likely cause our gross margins to decline.
The development of our new products is highly complex, and from time to time we have experienced delays in the
introduction of new products. Successful product development and introduction of new products depend on a number
of factors, including accurate new product definition; timely completion of new product designs; reliance on third
party licenses and designers periodically; achievement of manufacturing yields; timely and cost-effective production
of new products; delays within our manufacturing foundries; and timely delivery of new third-party supplied products
used as key components in devices that incorporate our products. We often incur significant expenditures in the
development of a new product without any assurance that it will be selected for design into our customers’ products. If
we incur such expenditures for products that are not selected by our customers, our results of operations will be
adversely affected and may fluctuate significantly from period to period. Furthermore, even if our products are
selected for design into our customers’ products, we cannot be certain that these products will be commercially
successful or that we will benefit from any associated sales.

If we fail to protect our intellectual property rights, competitors may be able to use our technology or trademarks, and
this could weaken our competitive position, increase our costs, reduce our margins and reduce our net sales.

Our success is heavily dependent upon our proprietary technology. We rely primarily on a combination of patent,
copyright and trademark laws, trade secrets, confidentiality procedures and contractual provisions to protect our
proprietary technology and prevent competitors from using our technology in their products. These laws and
procedures provide only limited protection. Our patents may not provide sufficiently broad protection or they may not
prove to be enforceable in actions against alleged infringement.

Our ability to sell our products and prevent competitors from misappropriating our proprietary technology and trade
names is dependent upon protecting our intellectual property. Despite the precautions we take, unauthorized third
parties may copy aspects of our current or future products or obtain and use information that we regard as proprietary.
Additionally, our competitors may independently develop similar or superior technology. Policing unauthorized use of
patents, software, circuit design or semiconductor design is difficult and some countries’ laws do not adequately
protect our proprietary rights to the same extent as the laws of the United States, China and other developed countries.
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We have in the past initiated litigation to protect our intellectual property rights. Litigation may be necessary in the
future to enforce our intellectual property rights (including patents), to protect our trade secrets or to determine the
validity and scope of the proprietary rights of others. Litigation could result in substantial costs and diversion of
resources, and could also result in a decision that our intellectual property is invalid or unenforceable and, could
adversely affect our business, future results of operations and financial condition. See the section headed “Business
Overview—Intellectual Property.”

We depend on third parties to manufacture, assemble and test our products and, if they are unable to do so, our ability
to ship products and our business and results of operations will be harmed.

We do not own or operate the integrated circuit fabrication facilities that manufacture the products we design. Three
foundries, China Resources Microelectronic Limited (“CR Micro”), Vanguard International Semiconductor Corporation
(“VIS”), and TowerJazz Panasonic Semiconductor Co., Ltd. (“TPSC”) manufactured most of the integrated circuit
products that we sold in 2018. These foundries manufacture integrated circuit products for us according to purchase
orders. We do not have a long-term guaranteed level of production capacity at any of these foundries, and any one or
more could raise prices without notice. Although we provide the foundries with rolling forecasts of our production
requirements, the ability of each foundry to provide wafers to us is limited by the foundry’s available capacity. The
term “wafers” refers to slices of silicon used to manufacture integrated circuits, and it is one of the principal raw
materials in our products. These foundries could choose to prioritize capacity for other customers, particularly larger
customers, reduce or eliminate deliveries to us on short notice or increase the prices they charge us. Accordingly, we
cannot be certain that these foundries will allocate sufficient capacity, if any, to satisfy our requirements particularly
during any industry-wide capacity shortages. In addition, if any of these foundries were unable to continue
manufacturing our products in the required volumes at acceptable quality, yields and costs or in a timely manner, our
business and results of operations would be seriously harmed.

5
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There are other significant risks associated with our reliance on these foundries, including the disruption in our ability
to ship products caused by the length of time, which could be as much as 12 to 18 months. This disruption could
require us to find alternative foundries for existing or new products; the reduction or elimination of deliveries to us by
these outside foundries caused by a sudden increase in demand for semiconductor devices or a sudden reduction or
elimination of manufacturing capacity by any existing manufacturers of semiconductor devices; the unavailability of,
or delays in obtaining access to, key process technologies used by these foundries; and the susceptibility of our outside
foundries to production interruptions resulting from natural disasters. Any of these events could cause these foundries
to reduce or eliminate deliveries to us and cause disruption in our ability to ship products to our customers, which
could negatively affect our business and results of operations.

We also rely on independent subcontractors to assemble and test most of our integrated circuit products. We do not
have long-term agreements with some of these subcontractors but obtain services from them primarily on a purchase
order basis. Our reliance on these subcontractors involves risks such as reduced control over delivery schedules,
quality assurance and costs. These risks could result in product shortages or increase our costs of manufacturing,
assembling or testing our products. If these subcontractors were unable or unwilling to continue to provide assembly
and test services and deliver products at acceptable quality, yields and costs or in a timely manner, our business would
be seriously harmed. We would also have to identify and qualify substitute subcontractors, which would be time
consuming and costly and could result in unforeseen operational difficulties.

If we cannot compete effectively against new and existing competitors, our net sales and gross margins could be
harmed.

Our ability to compete successfully in the market for integrated circuit products depends on factors both within and
outside our control, including, but not limited to, any one or a combination of the following: i) our success in
designing and subcontracting the manufacture of new products that implement new technologies and satisfy our
customers’ needs; ii) the performance of our products across a variety of parameters, such as reliability and cost
efficiency; iii) the price of our products and those of our competitors; iv) our ability to control production costs; and v)
the features of our competitors’ products.

We believe our principal competitors include Renesas Electronics Corporation, Analog Devices, Inc., Maxim
Integrated Products, Inc., Monolithic Power Systems, Inc., Ricoh Company, Ltd., Richtek Technology Corporation,
Rohm Co., Ltd, Silergy Corporation and Texas Instruments Incorporated. There is also competition from the internal
integrated circuit design and manufacturing capabilities of some of our existing and potential customers, such as
Panasonic and Samsung. In addition to these competitors, other integrated circuit companies may decide to enter the
market with analog and mixed-signal integrated circuit products that compete with our products or incorporate
functions similar to those provided by our products.

Some of our competitors, such as Texas Instruments, have greater name recognition, their own manufacturing
capabilities, significantly greater financial and technical resources, and the sales, marketing and distribution strengths
that are normally associated with large multinational companies. These competitors may also have pre-existing
relationships with our customers or potential customers. These competitors may be able to introduce new technologies
more quickly, address customer requirements more rapidly, and devote greater resources to the promotion and sale of
their products that are beyond our capability. Further, in the event of a manufacturing capacity shortage, these
competitors may be able to manufacture products themselves or obtain third-party manufacturing capability when we
are unable to do so.

We have substantial operations outside of the United States that expose us to risks specific to our international
operations that could harm our net sales and net income.
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As of December 31, 2018, a substantial portion of our operations, most of our employees, and most of the third parties
we use to manufacture, assemble and test our products were located in China and Taiwan. In addition, sales outside
the United States as a percentage of net sales accounted for almost all of our sales in the years ended December 31,
2018, 2017, 2016, 2015, and 2014. We expect our non-U.S. operations to grow and non-U.S. sales to continue to
account for a substantial percentage of our net sales.

We are subject to risks specific to our international business operations, including: the risk of supply disruption,
production disruption or other disruption arising from natural disasters; the outbreak of any severe communicable
disease or other widespread health problems; the risk of potential conflict and political instability in the relationship
between Taiwan and China, China and Japan, or North and South Korea; risks related to international political
instability; risks associated with the European financial crises, the political uncertainty in Eastern European and their
effects on the global financial markets; unpredictable consequences on the economic conditions in the U.S. and the
rest of the world arising from terrorist attacks and other military or security operations; unexpected changes in
regulatory requirements or legal uncertainties regarding tax regimes, that could result in tariffs and other trade barriers
(including current and future import and export restrictions); difficulties in staffing and managing international
operations; adverse effects of changes in foreign currency exchange rates on our results of operations; limited ability
to enforce agreements, intellectual property and other rights in foreign countries; changes in labor conditions and
requirements; longer payment cycles and greater difficulty in collecting accounts receivables; burdens and costs of
compliance with a variety of foreign laws; expropriation of private enterprises; and reversal of the current policies
(including favorable tax and lending policies) encouraging foreign investment or foreign trade by our host countries.
In addition, the geographical distances between Asia, the U.S., the Cayman Islands and Europe also create a number
of logistical and communication challenges. Although we have not experienced any serious harm in connection with
our international operations, we cannot assure you that such problems will not arise in the future.

6
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In addition, our reporting currency is the U.S. dollar, but our functional currency is the local currency of the respective
entities. Therefore, a significant portion of our operating expenses is denominated in currencies other than the U.S.
dollar, primarily the Renminbi and the New Taiwan dollar. As a result, appreciation or depreciation of other
currencies in relation to the U.S. dollar could result in material transaction or translation gains or losses that could
adversely affect, or cause fluctuations in, our results of operations. We do not currently engage in currency hedging
activities.

If we cannot adapt our product offerings to respond to rapid technological changes, our net sales will be harmed.

The markets for consumer electronics, computer, industrial, communications, and automotive products, and the
components used in these products, are characterized by rapidly changing technology and very frequent new product
introductions by our direct customers and our competitors. For example, the microprocessor, display and battery
technologies with which our products inter-operate change very rapidly. Although our products integrate analog and
mixed-signal circuits and therefore may have substantially longer life-cycles than digital integrated circuits, we must
still update our products or introduce new ones on a regular basis. If we do not respond in a timely manner to
technological changes and new product introductions by our direct customers and competitors, we will be unable to
maintain and grow our product sales. In addition, the emergence of significantly more efficient or cost-effective
microprocessor, display and battery technologies could lessen the need for the power management functionality of our
products, which would harm our net sales.

Any impairment charges may have a material adverse effect on our net income.

In accordance with accounting principles generally accepted in the United States, we are required to evaluate our
investments, long-lived assets and intangible assets for impairment whenever triggering events or changes in
circumstances indicate that the asset may be impaired. If certain criteria are met, we are required to record an
impairment charge. For example, we hold equity securities without determinable fair value and long-lived assets,
some of which have incurred certain impairment charges as discussed further in our financial statements. We currently
are not able to estimate the extent or timing of any impairment charge for f

Edgar Filing: O2MICRO INTERNATIONAL LTD - Form 20-F

18


