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DIODES INCORPORATED
2019 LETTER TO STOCKHOLDERS

RECORD FINANCIAL RESULTS

2019 was another record year for Diodes across all financial metrics, generating solid revenue growth as well as increasing profitability
and cash flow. Revenue increased 2.9% over 2018 to $1.25 billion, and gross profit increased 7.0% to $465.8 million, or 37.3% of
revenue. Revenue growth once again outperformed our served market, which was down 6.6% in 2019, as a result of our design win
momentum and product expansion initiatives. Also during the year, we generated record cash flow from operations of approximately
$230 million, which enabled us to strengthen our balance sheet and significantly reduce long-term debt to below $100 million.
We ended the year with $263 million in cash, cash equivalents and short-term investments, and $525 million of working capital.

TOTAL SOLUTIONS APPROACH ENHANCING GROWTH

Over the past few years, Diodes has been strategically focused on serving as a total solutions provider to our customers. By leveraging our
expanded product portfolio and broadened customer relationships, this approach has resulted in our achievement of consistent, above-
market performance. It has also resulted in increased market share and content gains across key end equipment, while also enabling us to
address new application areas to enhance current and future growth.

FOCUS ON AUTOMOTIVE AND INDUSTRIAL

The automotive and industrial markets have been key focus areas for Diodes over the past several years and have contributed to our
market share and content gains across an expanding list of customers. Revenue in the automotive market grew more than 14% in 2019,
representing a 29.4% CAGR since 2013. In the industrial end market, revenue grew 10.8% for the full year with a 13.9% CAGR. Together,
these two end markets represented 38% of total revenue in 2019, approaching our target of 40% of revenue. We remain well positioned in
these end markets to drive further growth and margin expansion.

STRATEGIC ACQUISITIONS SUPPORTING EXPANSION

In April 2019, we acquired Texas Instruments’ wafer fabrication facility and operation located in Greenock, Scotland (GFAB), which has
provided Diodes additional wafer fab capacity and technical capability to support our growth initiatives, in particular our automotive expansion
efforts. Then in August, we announced the proposed acquisition of Lite-On Semiconductor, which represents the next significant step in
executing Diodes’ strategic growth plan and continued execution toward achieving our goal of $2.5 billion in revenue by 2025. We expect
to close this acquisition in the second half of 2020.

INCREASING PROFITABLE GROWTH

Looking forward to 2020, we expect to maintain our strong performance and continued achievement of record results, as we take further
steps toward our long-term financial goals of $2.5 billion in revenue, 40% gross margin and 20% operating margin. We have significant
operating leverage in our model to deliver increased earnings power on continued revenue growth.

In conclusion, we would like to take this opportunity to thank our employees, customers and partners for once again contributing to Diodes’
record results. We would also like to thank our fellow stockholders for your continued support and confidence in Diodes.

Sincerely,
Dr. Keh-Shew Lu Raymond Soong

President & Chief Executive Officer Chairman of the Board



FINANCIAL HIGHLIGHTS
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NET SALES NET INCOME NET INCOME STOCKHOLDERS’ EQUITY

in millions COMMON STOCKHOLDERS COMMON STOCKHOLDERS in millions

in millions [NON-GAAP ADJUSTED']
in millions

(in thousands, except per share data) 2019 2018 2017 2016 2015
NET SALES 1,249,130 $ 1,213,989 $ 1,054,204  § 942,162  § 848,904
YOY growth 2.9% 15.2% 11.9% 11.0% -4.7%
GROSS PROFIT 465,807 435,276 356,776 286,923 248,583
Gross margin 37.3% 35.9% 33.8% 30.5% 29.3%
Selling, general and administrative expenses 181,343 176,197 168,590 158,321 139,245
Research and development expenses 88,517 86,286 77,877 69,937 57,027
Amortization of acquisition-related intangible assets 18,041 18,351 18,798 20,478 8,596
Impairment of fixed assets - 390 2,211 114 1,672
Restructuring - 206 10,137 12
(Gain) on disposal of fixed assets (24,429) (636) (245)
Other 1,727 - 1) 70 (59)
TOTAL OPERATING EXPENSES 265,199 280,794 277,367 248,932 206,481
Income from operations 200,608 154,482 79,409 37,991 42,102
Interest (expense), net (5,704) (7,923) (11,973 (11,900) (3,226)
Gain (loss) on securities carried at fair value - - - - 400
Foreign currency (loss) gain, net (3,737) (3,701) (7,995) 2,171 1,257
Impairment of cost-basis investment - - - (3,218)
Other income (expense) 7,079 7,104 3,150 9 62
INCOME before income taxes and noncontrolling interest 198,246 149,962 62,591 25,035 40,595
Income tax provision 44,131 44,556 62,325 6,558 14,082
Net income 154,115 105,406 266 18,477 26,513
Less: net income - noncontrolling interest (865) (1,385) (2,071) (2,542) (2,239
NET (LOSS) INCOME - COMMON STOCKHOLDERS (GAAP) $ 153,250 $ 104,021 $ (1,805) $ 15,935 $ 24,274
NET INCOME - COMMON STOCKHOLDERS (non-GAAP ad justed)1 $ 151,089 $ 121,261 $ 69,121 $ 38,381 $ 42,345
EARNINGS (LOSS) PER SHARE, diluted (GAAP) $ 2.96 $ 2.04 $ (0.04) $ 0.32 $ 0.49
EARNINGS PER SHARE, diluted (non-GAAP adjusted)1 $ 291 $ 238 $ 137 $ 077 $ 0.86
Number of diluted shares 51,860 50,935 50,340 49,789 49,500
Total assets $ 1,639,384 $ 1,526,371 $ 1,488,673 $ 1,528,552 $ 1,598,827
Working capital 524,637 480,814 415,162 547,409 570,888
Long-term debt, net of current portion 64,401 186,143 247,492 413,126 453,738
Total Diodes Incorporated stockholders' equity 1,106,424 931,463 831,504 776,019 795,345

1 - For a reconciliation of GAAP net income to non-GAAP adjusted net income, see "Additional Information" located near the end of this report.
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PART 1

Item 1. Business.
GENERAL

Diodes Incorporated and its subsidiaries (collectively, the “Company” or “we” or “our”) is a leading global manufacturer and
supplier of high-quality, application-specific standard products within the broad discrete, logic, analog and mixed-signal
semiconductor markets. We were incorporated in 1959 in California and reincorporated in Delaware in 1968. We serve the consumer
electronics, computing, communications, industrial, and automotive markets. Our products include diodes, rectifiers, transistors,
MOSFETs, protection devices, function-specific arrays, single gate logic, amplifiers and comparators, Hall-effect and temperature
sensors, power management devices, including LED drivers, AC-DC converters and controllers, DC-DC switching and linear voltage
regulators, and voltage references along with special function devices, such as USB power switches, load switches, voltage
supervisors, and motor controllers. Diodes also has timing, connectivity, switching, and signal integrity solutions for high-speed
signals. Our corporate headquarters and Americas’ sales offices are located in Plano, Texas and Milpitas, California. Design,
marketing, and engineering centers are located in Plano; Milpitas; Taipei, Taoyuan City, and Zhubei City, Taiwan; Oldham, England,;
and Neuhaus, Germany. Our wafer fabrication facilities are located in Oldham; Shanghai, China; and Greenock, Scotland. We have
assembly and test facilities located in Shanghai, Jinan, and Chengdu, China; as well as in Hong Kong; Neuhaus; and Taipei.
Additional engineering, research and development, sales, warehouse, and logistics offices are located in Taipei; Hong Kong; Oldham;
Shanghai; Shenzhen and Yangzhou, China; Seongnam-si, South Korea; Munich, Germany; and Tokyo, Japan, with support offices
throughout the world.

We design, manufacture and market these semiconductors for diverse end-use applications. Semiconductors, which provide
electronic signal amplification and switching functions, are basic building-blocks that are incorporated into almost every electronic
device. We believe that our focus on application-specific standard products utilizing innovative, highly efficient packaging and cost-
effective process technologies, coupled with our collaborative, customer-focused product development, gives us a meaningful
competitive advantage relative to other semiconductor companies.

Our product portfolio addresses the design needs of advanced electronic equipment, including high-volume consumer electronic
devices such as digital media players, smartphones, tablets, notebook computers, flat-panel displays, mobile handsets, digital cameras
and set-top boxes. We believe that we have particular strength in designing innovative, highly power-efficient semiconductors in
miniature packaging for applications with a critical need to minimize product size while maximizing power density and overall
performance, and at a lower cost than alternative solutions. Our product line includes over 25,000 products, and we shipped
approximately 43 billion units in 2019 and 46 billion units in each of 2018 and 2017. From 2015 to 2019, our annual net sales grew
from $848.9 million to $1.2 billion, representing a compound annual growth rate of approximately 7%.

BUSINESS OUTLOOK

During 2019, our annual revenue grew $35.1 million or 2.9% from the previous record revenue achieved in 2018. This increase
in revenue for 2019 compared to 2018 exhibits progress toward our previously stated goals for 2025 of $2.5 billion in revenue with
gross margin of 40%, representing gross profit of $1.0 billion. Acquisitions remain a key part of our growth strategy to reach our
revenue goal and in the third quarter of 2019 we entered into a Share Swap Agreement that provides for the acquisition of Lite-On
Semiconductor Corporation (“LSC”) and its subsidiaries by the Company. At the effective date of the transaction, each share of LSC
will be converted into the right to receive TWD $42.50 per share in cash, or approximately US $1.42 per share based on December 31,
2019 exchange rates. The aggregate consideration payable by the Company, based on the December 31, 2019 exchange rate, is
approximately $437 million. This amount is subject to change, based on the Taiwan dollar to United States dollar exchange rate at
closing. The acquisition received LSC shareholder approval on October 25, 2019, and we anticipate completing the acquisition in the
second half of 2020, subject to customary closing conditions and regulatory approvals. We expect to fund the purchase price of the
transaction primarily with proceeds from a new bank financing arrangement.

We have a solid pipeline of designs and expanded customer relationships across all regions and product lines. The success of our
business depends on, among other factors, the strength of the global economy and the stability of the financial markets, our customers’
demand for our products, the ability of our customers to meet their payment obligations, the likelihood of customers not canceling or
deferring existing orders, and the strength of consumers’ demand for items containing our products in the end-markets we serve. We
believe the long-term outlook for our business remains generally favorable, despite the uncertainties in the global economy, as we
continue to execute on the strategy that has proven successful for us over the years. See “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Business Outlook™ in Part II, Item 7 and “Risk Factors — The success of our business
depends on the strength of the global economy and the stability of the financial markets, and any weaknesses in these areas may have
a material adverse effect on our net sales, operating results and financial condition.” in Part I, Item 1A of this Annual Report for
additional information.



SEGMENT INFORMATION AND ENTERPRISE-WIDE DISCLOSURES

For financial reporting purposes, we operate in a single segment, standard semiconductor products, through our various design,
manufacturing and distribution facilities. We sell product primarily through our operations in Asia, North America and Europe. See
Note 16 of “Notes to Consolidated Financial Statements” of this Annual Report for addition information.

OUR INDUSTRY

Semiconductors are critical components used in the manufacture of a broad range of electronic products and systems. Since the
invention of the transistor in 1948, continuous improvements in semiconductor processes and design technologies have led to smaller,
more complex and more reliable devices at a lower cost per function. The availability of low-cost semiconductors, together with
increased customer demand for sophisticated electronic systems, has led to the proliferation of semiconductors in diverse end-use
applications.

OUR COMPETITIVE STRENGTHS

We believe our competitive strengths include the following:

Flexible, scalable and cost-effective manufacturing — Our manufacturing operations are a core element of our success, and we
have designed our manufacturing base to allow us to respond quickly to changes in demand trends in the end-markets we serve. For
example, we have structured our assembly and test facilities to enable us to rapidly and efficiently add capacity and adjust product mix
to meet shifts in customer demand and overall market trends. Our manufacturing facilities located in Shanghai and Chengdu provide
us with access to a workforce at a relatively low overall cost base while enabling us to better serve our leading customers, many of
which are located in Asia. See “Risk Factors — During times of difficult market conditions, our fixed costs combined with lower net
sales and lower profit margins may have a negative impact on our business, operating results and financial condition.” in Part 1,
Item 1A of this Annual Report for additional information.

Integrated packaging expertise — Our expertise in designing and manufacturing innovative and proprietary packaging
solutions enables us to package a variety of different device functions into an assortment of packages ranging from miniature chip-
scale packaging to packages that integrate multiple separate discrete and/or analog chips into a single semiconductor product called an
array. Our ability to design and manufacture multi-chip semiconductor solutions as well as advanced integrated devices provides our
customers with products of equivalent functionality with fewer individual parts, and at lower overall cost, than alternative products.
This combination of integration, functionality and miniaturization makes our products well suited for high-volume consumer
electronic devices such as appliances, chargers, digital cameras, DVD and Blu-Ray players, global positioning devices, lighting, LED
televisions, LCD panels, set-top boxes and consumer portables such as smartphones, tablets and notebooks.

Broad customer base and diverse end-markets — Our customers are comprised of leading direct sales customers as well as
major electronic manufacturing services (“EMS”) providers. Overall, we serve over 230 direct sales customers worldwide and tens of
thousands of additional customers through our 83 distributors. Our products are ultimately used in end-products in a number of
markets served by our broad customer base, which we believe makes us less susceptible to market fluctuations driven by either
specific customers or specific end-user applications.

Customer-focused product development — Effective collaboration with our customers and a commitment to customer service
are essential elements of our business. We believe focusing on dependable delivery and support tailored to specific end-user
applications has fostered deep customer relationships and created a key competitive advantage for us in the highly fragmented
discrete, logic and analog and mixed-signal semiconductor marketplace. We believe our close relationships with our customers have
provided us with keener insight into our customers’ product needs. This results in a stronger demand for our product designs and often
provides us with insight into additional opportunities for new design wins in our customers’ products. See “Risk Factors — We are and
will continue to be under continuous pressure from our customers and competitors to reduce the price of our products, which could
adversely affect our growth and profit margins” in Part I, Item 1A of this Annual Report for additional information.

Management experience — The members of our executive team average over 30 years of industry experience, and the length of
their service has created significant institutional insight into our markets, our customers and our operations. See “Risk Factors — We
may fail to attract or retain the qualified technical, sales, marketing, finance and management/executive personnel required to operate
our business successfully, which could adversely affect our business, operating results and financial condition.” in Part I, Item 1A of
this Annual Report for additional information.



OUR STRATEGY

Our strategy is to continue to enhance our position as a leading global designer, manufacturer and supplier of high-quality
application-specific standard semiconductor products, utilizing our innovative and cost-effective assembly and test (packaging)
technology and leveraging our process expertise and design excellence to achieve above-market growth in profitability.

The principal elements of our strategy include the following:

Continue to rapidly introduce innovative discrete, logic and analog and mixed-signal semiconductor products — We
intend to maintain our rapid pace of new product introductions, especially for high-volume, high-growth applications with short
design cycles, such as LCD and LED televisions and panels, set-top boxes, portables such as smartphones, tablets and notebooks
along with other consumer electronics and computing devices, as well as added emphasis on products for the LED lighting market and
the industrial and automotive markets. During 2019 and 2018, we continued to achieve many significant new design wins with our
direct sales customers. Although a design win from a customer does not necessarily guarantee future sales to that customer, we believe
that continued introduction of new and well-defined product solutions is critically important in maintaining and extending our market
share in the highly competitive semiconductor marketplace. See “Risk Factors — Obsolete inventories as a result of changes in demand
for our products and change in life cycles of our products could adversely affect our business, operating results and financial
condition.” in Part I, Item 1A of this Annual Report for additional information.

Expand our available market opportunities — We believe we have many paths to increasing our addressable market
opportunity. From a product perspective, we intend to continue expanding our product portfolio by developing derivative and
enhanced performance devices that target adjacent markets and end-equipment. We will continue to cultivate new and emerging
customers within our targeted markets, further increasing our already broad customer base. As we focus on new customers, we try to
expand our product portfolio penetration within these new, as well as existing, customers. As we expand our extensive range of high
power efficiency and small form factor packages, we plan to introduce new and existing product functions in these new packages to
allow an even greater market range.

Maintain intense customer focus — We intend to continue to strengthen and deepen our customer relationships. We believe
that continued focus on customer service is important and will help to increase our net sales, operating performance and market share.
To accomplish this, we intend to continue to closely collaborate with our customers to design products that meet their specific needs.
A critical element of this strategy is to further reduce our design cycle time in order to quickly provide our customers with innovative
products. Additionally, to support our customer-focused strategy, we continue to expand our sales force and field application
engineers, particularly in Asia and Europe, during periods of growth. See “Risk Factors — We are and will continue to be under
continuous pressure from our customers and competitors to reduce the price of our products, which could adversely affect our growth
and profit margins.” in Part [, Item 1A of this Annual Report for additional information.

Enhance cost competitiveness — A key element of our success is our overall low-cost manufacturing base. While we believe
our manufacturing facilities are among the most efficient in the industry, we will continue to refine our proprietary manufacturing
processes and technology to achieve additional cost efficiencies. We have continued to make capital expenditures to enhance our
existing manufacturing capabilities.

Pursue selective strategic acquisitions — As part of our strategy to expand our semiconductor product offerings and to maximize
our market opportunities, we may acquire technologies, product lines or companies in order to enhance our product portfolio and
accelerate our new product offerings. Since 2006 we have acquired five companies that enhanced our product portfolio, including
Pericom Semiconductor Corporation (“Pericom™) in 2015 and in 2019, we acquired from Texas Instruments a 200mm wafer fabrication
facility and operations located in Greenock, Scotland (“GFAB”). The acquisition of GFAB not only adds to our existing global
footprint, but also provides expanded wafer capacity to support our product growth, in particular for the automotive market.
Acquisitions remain a key part of our growth strategy to reach our revenue goal, and in the third quarter of 2019 we entered into a
Share Swap Agreement that provides for the acquisition of LSC and its subsidiaries by the Company. At the effective date of the
transaction, each share of LSC will be converted into the right to receive TWD $42.50 per share in cash, or approximately US $1.42
per share based on December 31, 2019 exchange rates. The aggregate consideration payable by the Company, based on the December
31, 2019 exchange rate, is approximately $437 million. This amount is subject to change, based on the Taiwan dollar to United States
dollar exchange rate at closing. The acquisition received LSC shareholder approval on October 25, 2019, and we anticipate
completing the acquisition in the second half of 2020, subject to customary closing conditions and regulatory approvals. We expect to
fund the purchase price of the transaction primarily with proceeds from a new bank financing arrangement.

See “Risk Factors — Part of our growth strategy involves identifying and acquiring companies. We may be unable to identify
suitable acquisition candidates or consummate desired acquisitions and, if we do make any acquisitions, we may be unable to
successfully integrate any acquired companies with our operations, which could adversely affect our business, operating results and
financial condition” in Part I, Item 1A and Note 20 Note 22 of “Notes to Consolidated Financial Statements” of this Annual Report for
additional information.
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OUR PRODUCTS

Our product portfolio includes over 25,000 products that are designed for use in high-volume consumer electronic devices such
as LCD and LED televisions and LCD panels, set-top boxes and consumer portables such as smartphones, tablets and notebooks. Our
focus is on low pin count semiconductor devices with one or more active and/or passive components. We target and serve end-
equipment markets that we believe have larger volumes than other end-market segments served by the overall semiconductor industry.

Our broad product line includes:

e Discrete semiconductor products, including: performance Schottky rectifiers; performance Schottky diodes; Zener diodes and
performance Zener diodes, including tight tolerance and low operating current types; standard, fast, super-fast and ultra-fast
recovery rectifiers; bridge rectifiers; switching diodes; small signal bipolar transistors; prebiased transistors; MOSFETs;
thyristor surge protection devices; and transient voltage suppressors;

e Analog products, including: power management devices such as AC-DC and DC-DC converters, USB power switches, low
dropout and linear voltage regulators; standard linear devices such as operational amplifiers and comparators, current
monitors, voltage references, and reset generators; LED lighting drivers; audio amplifiers; and sensor products including
Hall-effect sensors and motor drivers;

e Standard logic products including low-voltage complementary metal-oxide-semiconductor (“CMOS”) and advanced high-
speed CMOS devices; ultra-low power CMOS logic; and analog switches;

e Multichip products and co-packaged discrete, analog and mixed-signal silicon in miniature packages;
¢ Silicon and silicon epitaxial wafers used in manufacturing these products; and

e Frequency Control Products (“FCP”) used in many of today’s advanced electronic systems. FCPs are electronic components
that provide frequency references such as crystals and oscillators for computer, communication and consumer electronic
products.

The following table lists the end-markets, some of the applications in which our products are used, and the percentage of net
sales for each end-market for the last three years:

End-Markets * 2019 2018 2017 End product applications
Lighting, power supplies, DC-DC conversion, security
systems, motor controls, DC fans, proximity sensors, solenoid

1 0, 0, 0
L 2157 255 2RI and relay driving, solar panel, HAVC/LED lighting, retrofit
bulb
Digital audio players and cameras, set-top boxes, LCD and
Consumer Electronics 23% 25% 26% LED TV’s, game consoles, portable GPS, fitness and health
monitors, action cameras, smart watches
. Mobile handsets, smartphones, IP in gateways, routers
0, o, 0 > ) E) )
Communications 23% 24% 25% sl llbe, ber s
. Notebooks, tablets, LCD monitors, printers, solid state and
0 0, L) > > ) )
Computing 16% 17% 18% hard disk drive, servers, mass storage, cloud
Automotive 10% 99 89 Comfort controls, lighting, audio/video, GPS navigation,
0 0 0

satellite radios, electronics
* Amounts in the table may not total 100% due to rounding

PRODUCT PACKAGING

Our device packaging technology includes a wide variety of innovative surface-mounted packages. Our focus on the
development of smaller, more thermally efficient, and increasingly-integrated packaging, is a critical component of our product
development. We provide a comprehensive offering of miniature high power density packaging, enabling us to fit our components into
smaller and more efficient packages, while maintaining the same device functionality and power handling capabilities. Smaller
packaging provides a reduction in the height, weight and board space required for our components. Our products are well suited for
battery-powered, hand-held and wireless consumer electronic applications and high-volume consumer electronic devices such as LCD
and LED televisions and LCD panels, set-top boxes and consumer portables such as smartphones, tablets and notebooks.

CUSTOMERS

We serve over 230 direct customers worldwide, including major direct sales customers and EMS providers. Additionally, we
have 83 distribution customers worldwide, through which we indirectly serve tens of thousands of customers. Our customers represent:
(i) leading direct sales customers including a broad range of industries, such as Continental AG, Delta Electronics, Honeywell, Osram,
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Philips, Arris, Hella, LG Electronics, Quanta Computer, Seagate, Sagem Communication, and Samsung Electronics; (i1) leading EMS
providers, such as Celestica, Flextronics, Hon Hai Precision Industry, Inventec, Jabil Circuit, and Sanmina-SCI, who build end-market
products incorporating our semiconductors for companies such as Google, GoPro, Cisco, Dell, EMC, Intel, Microsoft, Thompson, and
Roche Diagnostics; and (iii) leading distributors such as Arrow, Avnet, Future Electronics, Rutronik, Yosun Industrial, DigiKey, and
Zenitron.

For the years 2019, 2018 and 2017, our direct sales and EMS customers together accounted for 33%, 29% and 32%, respectively,
of our net sales. One customer, a broad-based distributor serving thousands of customers, accounted for 10% or more of our net sales
in 2019, 2018 and 2017, but not 10% of our outstanding accounts receivable at December 31, 2019 or 2018. In addition, for
information concerning our business with related parties, see “Business — Certain Relationships and Related Party Transactions.”

We believe that our close relationships with our customers have provided us with deeper insight into our customers’ product
needs. In addition to seeking to expand relationships with our existing customers, our strategy is to pursue new customers and
diversify our customer base by focusing on leading global consumer electronics companies and their EMS providers and distributors.
See “Risk Factors — Our customers require our products to undergo a lengthy and expensive qualification process without any
assurance of product sales and may demand to audit our operations from time to time. A failure to qualify a product or a negative
audit finding could adversely affect our net sales, operating results and financial condition.” in Part I, Item 1A of this Annual Report
for additional information.

We generally warrant that products sold to our customers will, at the time of shipment, be free from defects in workmanship and
materials and conform to our approved specifications. Subject to certain exceptions, our standard warranty extends for a period of one
year from the date of shipment. Warranty expense has not been significant. Generally, our customers may cancel orders on short
notice without incurring a penalty. See “Risk Factors — Our customer orders are subject to cancellation or modification usually with
no penalty. High volumes of order cancellation or reduction in quantities ordered could adversely affect our net sales, operating
results and financial condition.” in Part I, Item 1A of this Annual Report for additional information.

Many of our customers are based in Asia or have manufacturing facilities in Asia. Net sales by country consist of sales to
customers in that country based on the country to which products are shipped. We report net sales based on “shipped to” customer
locations as we believe this best represents where our customers’ business activities occur. The table below sets forth net sales by
country. “All others” represents countries with less than 3% of total net sales each.

Percentage of Net Sales

2019 2018 2017
China 51% 55% 56%
U.S. 8% 10% 8%
Korea 5% 5% 6%
Germany 6% 8% 7%
Singapore 5% 6% 6%
Taiwan 7% 6% 6%
All others 18% 10% 11%
Total 100% 100% 100%

SALES AND MARKETING

We market and sell our products worldwide through a combination of direct sales and marketing personnel, independent sales
representatives and distributors. We have direct sales personnel in the U.S., the U.K., France, Germany, Korea, Hong Kong, Taiwan
and China. We also have independent sales representatives in the U.S., Asia, and Europe. In addition, we have distributors in the U.S.,
Asia, and Europe. As of December 31, 2019, our direct global sales and marketing organization consisted of
approximately 391 employees operating out of 18 offices. We have sales and marketing offices or representatives in Taipei, Taiwan;
Shanghai, Shenzhen, Wuhan, Guangzhou, Jinan, Qingdao, China; Gyeonggi, South Korea; Munich, Frankfurt, Germany; Oldham,
U.K.; Tokyo, Japan; and Plano, Texas, USA. As of December 31, 2019, we also had approximately 18 independent sales
representative firms marketing our products.

Our marketing group focuses on our product strategy, product development roadmap, new product introduction process, demand
assessment and competitive analysis. Our marketing programs include participation in industry tradeshows, technical conferences and
technology seminars, sales training and public relations. Our marketing group works closely with our sales and research and
development teams to align our product development roadmap. Our marketing group coordinates its efforts with our product
development, operations and sales groups, as well as with our customers, sales representatives and distributors. We support our
customers through our global field application engineering and customer support organizations.
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Our website, www.diodes.com, features an extensive online product catalog with advanced search capabilities. This, coupled
with a comprehensive competitor cross-reference search, facilitates quick and thorough product selection. Our website also provides
easy access to our worldwide sales contacts and customer support and incorporates a distributor-inventory check to provide
component inventory availability.

MANUFACTURING OPERATIONS AND FACILITIES

We operate two assembly and test facilities located in Shanghai, China, two in Chengdu, China and one in Neuhaus, Germany.
We have two 150mm wafer fabrication facilities located in Shanghai, a 150mm wafer fabrication facility located in Oldham, U.K. and
GFAB, a 150mm and 200mm capable wafer fabrication facility located in Greenock, Scotland that we acquired in 2019. The
acquisition of GFAB not only adds to Diodes’ existing global footprint, but also provides expanded wafer capacity to support our product
growth, in particular for the automotive market. One of our Shanghai facilities has completed qualification on the production of 200mm
wafers.

In 2010, we entered into an agreement with the Management Committee of the Chengdu Hi-Tech Industrial Development Zone
(the “CDHT”). In connection with the agreement with CDHT, we formed a joint venture entity with a Chinese company, Chengdu Ya
Guang Electronic Company Limited (“Ya Guang”), to establish a semiconductor assembly and test manufacturing facility in Chengdu,
China. We currently own approximately 98% of the equity of the joint venture entity. The CDHT granted the joint venture entity a 50-
year land lease, provides corporate and employee tax incentives, tax refunds, subsidies and other financial support. We believe this
arrangement will be a long-term, multi-year project that will provide us additional capacity as needed. As of December 31, 2019, we
have invested in this joint venture approximately $178.3 million, primarily for infrastructure, buildings and equipment-related capital
expenditures.

In the third quarter of 2019 we entered into a Share Swap Agreement that provides for the acquisition of LSC by the Company.
At the effective date of the transaction, each share of LSC will be converted into the right to receive TWD $42.50 per share in cash, or
approximately US $1.42 per share based on December 31, 2019 exchange rates. The aggregate consideration to be paid by the
Company, based on the December 31, 2019 exchange rate, is approximately $437 million. This amount is subject to change, based on
the Taiwan dollar to United States dollar exchange rate at closing. The acquisition received LSC shareholder approval on October 25,
2019, and we anticipate completing the acquisition in the second half of 2020, subject to customary closing conditions and regulatory
approvals. We expect to fund the purchase price of the transaction primarily with proceeds from a new bank financing
arrangement.

For the years ending December 31, 2019 and 2018, our total capital expenditures were approximately $96.2 million and $79.7
million, respectively. The majority of our capital expenditures are in China.

Our manufacturing processes use many raw materials, including silicon wafers, aluminum and copper lead frames, gold and
copper wire and other metals, molding compounds and various chemicals and gases. We also rely on equipment and finished product
suppliers. We are continuously evaluating our raw material costs in order to reduce our consumption while protecting and maintaining
product performance. We have no material agreements with any of our suppliers that impose minimum or continuing supply
obligations. From time to time, suppliers may extend lead-times, limit supplies or increase prices due to capacity constraints or other
factors. Although we believe that supplies of the raw materials we use are currently and will continue to be available, shortages could
occur in various essential materials due to interruption of supply or increased demand in the industry. See “Risk Factors — We depend
on third-party suppliers for timely deliveries of raw materials, manufacturing services, product and process development, parts and
equipment, as well as finished products from other manufacturers, and our reputation with customers, operating results and financial
condition could be adversely affected if we are unable to obtain adequate supplies in a timely manner.” in Part I, Item 1A of this
Annual Report for additional information.

Our corporate headquarters is located in a facility we own in Plano, Texas. We also lease or own properties around the world for
use as sales and administrative offices, research and development centers, manufacturing facilities, warehouses and logistics centers.
The size or location of these properties can change from time to time based on our business requirements. See “Properties” in Part I,
Item 2 of this Annual Report for additional information.

BACKLOG

The amount of backlog to be shipped during any period is dependent upon various factors, and orders are subject to cancellation
or modification, usually with no penalty to the customer. Orders are generally booked from one month to greater than twelve months
in advance of delivery. The rate of booking of new orders can vary significantly from month to month. We, and the industry as a
whole, continue to experience a trend towards shorter customer-requested lead-times, and we expect this trend to continue. The
amount of backlog at any date depends upon various factors, including the timing of the receipt of orders, fluctuations in orders of
existing product lines, and the introduction of new product lines. Accordingly, we believe that the amount of our backlog at any date is
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not an accurate measure of our future sales. We strive to maintain proper inventory levels to support our customers’ just-in-time order
expectations. Our backlog of orders, based on expected ship date, was $278.7 million at December 31, 2019 and $394.2 million at
December 31, 2018.

PATENTS, TRADEMARKS AND LICENSES

Historically, patents and trademarks have not been material to our operations, but we expect them to become more important,
particularly as they relate to our miniature and power-efficient packaging technologies.

Our initial product patent portfolio was primarily composed of discrete technologies. In the late 1990s, our engineers began to
research and develop innovative packaging technologies, which produced several important breakthroughs and patents, such as the
PowerDI® series of packaging technology to foster our growth in the semiconductor industry.

Our 2006 acquisition of Anachip Corp., a fabless semiconductor company, initiated our presence in the analog product market
with a portfolio of standard linear and low dropout regulator products, among others.

Through our acquisition of the assets of APD Semiconductor, Inc. in 2006, we acquired the SBR® patents and trademark.
SBR® is a state-of-the-art integrated circuit wafer processing technology, which is able to integrate and improve the benefits of the
two existing rectifier technologies into a single device. The creation of a finite conduction cellular IC, combined with inherent design
uniformity, has allowed manufacturing costs to be kept competitive with the existing power device technology, and thus has produced
a breakthrough in rectifier technology.

In 2008, we acquired Zetex Semiconductor (“Zetex”), which subsequently increased our available discrete and analog
technologies with patents and trademarks for bipolar transistors and power management products such as LED drivers. LED drivers
support a wide range of applications for automotive, safety and security, architecture, and portable lighting and are highly efficient and
cost effective.

In 2012, we acquired Power Analog Microelectronics, Inc. (“PAM?”), a provider of advanced analog and high-voltage power
ICs. PAM’s product portfolio includes Class D audio amplifiers, DC-DC converters and LED backlighting drivers, which
strengthened our position as a global provider of high-quality and high-efficiency, space-saving analog products by expanding our
product portfolio with innovative “filter-less” digital audio amplifiers, application-specific power management ICs, as well as high-
performance LED drivers and DC-DC converters.

We acquired BCD Semiconductor Manufacturing Limited (“BCD”), a leading supplier of standard linear and power
management devices in 2013. BCD has a product portfolio that includes AC-DC and DC-DC solutions for chargers and power
adapters. BCD’s established presence in Asia, with a particularly strong local market position in China, offers us even greater
participation in the consumer electronics, computing and communications end-markets.

Pericom, acquired by us in 2015, designs, develops and markets high-performance ICs and FCPs used in many of today’s
advanced electronic systems. ICs include functions that support the connectivity, timing and signal conditioning of high-speed parallel
and serial protocols that transfer data among a system’s microprocessor, memory and various peripherals, such as displays and
monitors, and between interconnected systems. FCPs are electronic components that provide frequency references such as crystals and
oscillators for computer, communication and consumer electronic products. Pericom’s analog, digital and mixed-signal ICs, together
with legacy FCPs enable higher system bandwidth and signal quality, resulting in better operating reliability and signal integrity, and
lower overall system cost in applications such as notebook computers, servers, network switches and routers, storage area networks,
digital TVs, cell phones, GPS devices and digital media players.

Currently, our licensing of patents to other companies is not material. We do, however, license certain product technology from
other companies, but we do not consider licensed technology royalties paid by us to be material. We believe the duration and other
terms of the licenses are appropriate for our current needs. See “Risk Factors — We may be subject to claims of infringement of third-
party intellectual property rights or demands that we license third-party technology, which could result in significant expense,
reduction in our intellectual property rights and a negative impact on our business, operating results and financial condition.” in Part
I, Item 1A of this Annual Report for additional information.

Our foreign operations expose us to unique intellectual property technology risks compared to a company with fewer or no
international operations. For example, we are exposed to potential cyber security breaches that may target our employees or
infrastructure outside the United States. See “Risk Factors — Risks Related to Our International Operations” in Part I, Item 1A of this
Annual Report for a more detailed summary of the intellectual property technology risks associated with our international business
operations.



This Annual Report may include trade names and trademarks of other companies. Our use or display of other parties’ trade
names, trademarks or products is not intended to, and does not imply a relationship with, or endorsement or sponsorship of us by, the
trade names or trademark owners. All trademarks appearing in this Annual Report not owned by us are the property of their holders.

COMPETITION

Numerous semiconductor manufacturers and distributors serve the discrete, logic and analog semiconductor components
market, making competition intense. Some of our larger competitors include Infineon Technologies A.G., Nexperia, formerly the
Standard Products business of NXP Semiconductors N.V., ON Semiconductor Corporation, Rohm Electronics USA, LLC, Toshiba
Corporation and Vishay Intertechnology, Inc., many of which have greater financial, marketing, distribution, brand name recognition,
research and development, manufacturing and other resources than we do. Accordingly, we, from time to time, may reposition product
lines or decrease prices, which may affect our sales of, and profit margins on, such product lines. The price, features, availability and
quality of our products, and our ability to design products and deliver customer service in keeping with our customers’ needs,
determine the competitiveness of our products. We believe that our product focus, packaging expertise and our flexibility and ability
to quickly adapt to customer needs affords us competitive advantages. See “Risk Factors — The semiconductor business is highly
competitive, and increased competition may harm our business, operating results and financial condition.” in Part I, Item 1A of this
Annual Report for additional information.

ENGINEERING AND RESEARCH AND DEVELOPMENT

Our engineering and research and development groups consist of applications, circuit design, and product development
engineers who assist in determining the direction of our future product lines. One of their key functions is to work closely with
market-leading customers to further refine, expand and improve our product portfolio within our target product types and packages. In
addition, customer requirements and acceptance of new package types are assessed and new, higher-density and more energy-efficient
packages are developed to satisfy customers’ needs.

Product development engineers work directly with our semiconductor circuit design and layout engineers to develop and design
products that match our customers’ requirements. We have the capability to capture the customers’ electrical and packaging
requirements and translate those requirements into product specifications which can then be designed and manufactured to support
customers’ end-system applications.

EMPLOYEES

As of December 31, 2019, we employed 7,271 employees (including approximately 666 temporary labor or independent
contractors). 6,164 of our employees were in Asia, 244 were in the U.S. and 863 were in Europe. The growth in the number of
employees is primarily attributable to our acquisition, earlier in 2019, of GFAB. None of our employees in Asia or the U.S. are subject
to a collective bargaining agreement, but a majority of our employees in Europe are covered by local labor agreements. The decrease
from 7,710 total employees in 2018 is due to productivity and operational improvements in our China facilities. We consider our
relations with our employees to be satisfactory. See “Risk Factors — We may fail to attract or retain the qualified technical, sales,
marketing, finance and management/executive personnel required to operate our business successfully, which could adversely affect
our business, operating results and financial condition.” in Part I, Item 1A of this Annual Report for additional information.

ENVIRONMENTAL MATTERS

We are subject to a variety of U.S. federal, state, local and foreign governmental laws, rules and regulations related to the use,
storage, handling, discharge or disposal of certain toxic, volatile or otherwise hazardous chemicals used in our manufacturing process
in China and the U.K. where our wafer fabrication facilities are located, and in China, Taiwan and Germany where our assembly and
test facilities are located. Any of these regulations could require us to acquire equipment or to incur substantial other costs to comply
with environmental regulations or remediate problems. For the years ended December 31, 2019, 2018 and 2017, our capital
expenditures for environmental controls have not been material.

See “Risk Factors — We are subject to many environmental laws and regulations that could result in significant expenses and
could adversely affect our business, operating results and financial condition.” in Part I, Item 1A of this Annual Report for additional
information.

CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTIONS

We conduct business with two related companies: LSC and its subsidiaries and affiliates, and Nuvoton Technology Corporation
and its subsidiaries and affiliates (collectively, “Nuvoton”). LSC owned approximately 15.2% of our outstanding Common Stock as of
December 31, 2019. In the third quarter of 2019 we entered into a Share Swap Agreement that provides for the acquisition of LSC and

_8-



is subsidiaries by the Company. At the effective date of the transaction, each share of LSC will be converted into the right to receive
TWD $42.50 per share in cash, or approximately US $1.42 per share based on December 31, 2019 exchange rates. The aggregate
consideration to be paid by the Company, based on the December 31, 2019 exchange rate, is approximately $437 million. This amount
is subject to change, based on the Taiwan dollar to United States dollar exchange rate at closing. The acquisition received LSC
shareholder approval on October 25, 2019, and we anticipate completing the acquisition in the second half of 2020, subject to
customary closing conditions and regulatory approvals. We expect to fund the purchase price of the transaction primarily with
proceeds from a new bank financing arrangement. We conduct business with Keylink International (B.V.1.) Inc. and its subsidiaries
and affiliates (collectively, “Keylink”). Keylink is our 5% joint venture partner in our two Shanghai assembly and test facilities. In
addition, Ya Guang is our 2% joint venture partner in one of our Chengdu assembly and test facilities and our 5% joint venture partner
in our other Chengdu assembly and test facility; however, we have no material transactions with Ya Guang, other than the joint
venture.

Raymond Soong, the Chairman of the Board of Directors, is also the Chairman of LSC and the Chairman of Lite-On
Technology Corporation (“LTC”), a significant shareholder of LSC. C.H. Chen, our former President and Chief Executive Officer and
currently the Vice Chairman of the Board of Directors, is also Vice Chairman of LSC and a board member of LTC. Dr. Keh-Shew Lu,
a member of our Board of Directors and our President and Chief Executive Officer, is also a board member of Nuvoton.

The Audit Committee of our Board of Directors reviews all related party transactions for potential conflict of interest situations
on an ongoing basis. We believe that all related party transactions are on terms no less favorable to us than would be obtained from
unaffiliated third parties. For more information concerning our relationships with LSC, Keylink and Nuvoton, see “Risk Factors — One
of our external suppliers is also a related party. The loss of this supplier could harm our business, operating results and financial
condition.” in Part I, Item 1A and Note 15 of “Notes to Consolidated Financial Statements” of this Annual Report for additional
information.

SEASONALITY

Historically, our net sales have been affected by the cyclical nature of the semiconductor industry, whereby typically the fourth
quarter is the quarter of the calendar year with the smallest revenue. In addition, our net sales have been subject to some seasonal
variation with weaker net sales in the first and fourth calendar quarters. See Note 21 (unaudited) of “Notes to Consolidated Financial
Statements” of this Annual Report for additional information on our quarterly results.

AVAILABLE INFORMATION

Our website address is http://www.diodes.com. We make available, free of charge through our website, our Annual Reports on
Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, proxy statements, and amendments to those reports filed
or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act as soon as reasonably practicable after such material is
electronically filed with or furnished to the Securities and Exchange Commission (the “SEC”).

The SEC maintains an Internet site (http://www.sec.gov) that contains reports, proxy and information statements, and other
information regarding issuers that file with the SEC.

Our website also provides investors access to financial and corporate governance information including our corporate
governance guidelines, Code of Business Conduct, whistleblower hotline, and press releases. The contents of our website and any
other information accessible through our website are not incorporated by reference into this Annual Report on Form 10-K.

Cautionary Statement for Purposes of the “Safe Harbor” Provision of the Private Securities Litigation Reform Act of 1995

Many of the statements, included in this Annual Report on Form 10-K, contain forward-looking statements and forward-looking
information relating to our company. We generally identify forward-looking statements by the use of terminology such as “may,”
“will,” “could,” “should,” “potential,” “continue,” “expect,” “intend,” “plan,” “estimate,” “anticipate,” “believe,” “project,” or similar
phrases or the negatives of such terms. We base these statements on our management’s beliefs as well as assumptions we made using
information currently available to us. Such statements are subject to risks, uncertainties and assumptions, including those identified in
the “Risk Factors” section of this Annual Report and the “Risk Factors” section of other documents we file with the SEC, as well as
other matters not yet known to us or not currently considered material by us. Should one or more of these risks or uncertainties
materialize, or should underlying assumptions prove incorrect, actual results may vary materially from those anticipated, estimated or
projected. Given these risks and uncertainties, prospective investors are cautioned not to place undue reliance on such forward-looking
statements. Forward-looking statements do not guarantee future performance and should not be considered as statements of fact.
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You should not unduly rely on these forward-looking statements, which speak only as of the date of this Annual Report on Form
10-K. Unless required by law, we undertake no obligation to publicly update or revise any forward-looking statements to reflect new
information or future events or otherwise. The Private Securities Litigation Reform Act of 1995 (the “Act”) provides certain “safe
harbor” provisions for forward-looking statements. All forward-looking statements, made on this Annual Report on Form 10-K, are
made pursuant to the Act.

Item 1A. Risk Factors.

Investing in our Common Stock involves a high degree of risk. You should carefully consider the following risks and other
information in this Annual Report before you make any trading decisions regarding our Common Stock. Our business, financial
condition or operating results may suffer if any of the following risks are realized. Additional risks and uncertainties not currently
known to us may also adversely affect our business, financial condition or operating results. If any of these risks or uncertainties
occurs, the trading price of our Common Stock could decline and you could lose part or all of your investment.

RISKS RELATED TO OUR BUSINESS

The success of our business depends on the strength of the global economy and the stability of the financial markets, and any
weaknesses in these areas may have a material adverse effect on our net sales, operating results and financial condition.

Weaknesses in the global economy and financial markets can lead to lower consumer discretionary spending and demand for
items that incorporate our products in the consumer electronics, computing, industrial, communications and the automotive sectors. A
decline in end-user demand can affect our customers’ demand for our products, the ability of our customers to meet their payment
obligations and the likelihood of customers canceling or deferring existing orders. Our net sales, operating results and financial
condition could be negatively affected by such actions.

During times of difficult market conditions, our fixed costs combined with lower net sales and lower profit margins may have a
negative impact on our business, operating results and financial condition.

The semiconductor industry is characterized by high fixed costs. Notwithstanding our utilization of third-party manufacturing
capacity, most of our production requirements are met by our own manufacturing facilities. In difficult economic environments, we
could be faced with a decline in the utilization rates of our manufacturing facilities due to decreases in product demand. During such
periods, our manufacturing facilities do not operate at full capacity and the costs associated with this excess capacity are expensed
immediately and not capitalized into inventory. When our utilization rates decline to abnormally low production levels, we generally
experience lower gross margins. The market conditions in the future may adversely affect our utilization rates and consequently our
future gross margins, and this, in turn, could have a material negative impact on our business, operating results and financial
condition.

Downturns in the highly cyclical semiconductor industry or changes in end-market demand could adversely affect our operating
results and financial condition.

The semiconductor industry is highly cyclical, and periodically experiences significant economic downturns characterized by
diminished product demand, production overcapacity and excess inventory, which can result in rapid erosion in average selling prices.
From time to time, the semiconductor industry experiences order cancellations and reduced demand for products, resulting in
significant net sales declines, due to excess inventories at end-equipment manufacturers and general economic conditions, especially
in the technology sector. The market for semiconductors may experience renewed, and possibly more severe and prolonged
downturns, which may harm our operating results and financial condition.

In addition, we operate in a few narrow markets of the broader semiconductor market and, as a result, cyclical fluctuations may
affect these segments to a greater extent than they affect the broader semiconductor market. This may cause us to experience greater
fluctuations in our operating results and financial condition than compared to some of our broad line semiconductor competitors. In
addition, we may experience significant changes in our profitability as a result of variations in sales, changes in product mix, changes
in end-user markets and the costs associated with the introduction of new products. The markets for our products depend on continued
demand in the consumer electronics, computing, communications, industrial and automotive sectors. These end-user markets also tend
to be cyclical and may also experience changes in demand that could adversely affect our operating results and financial condition.
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The semiconductor business is highly competitive, and increased competition may harm our business, operating results and
financial condition.

The semiconductor industry in which we operate is highly competitive. We expect intensified competition from existing
competitors and new entrants. Competition is based on price, product performance, product availability, quality, reliability,
technological innovation and customer service. We compete in various markets with companies of various sizes, many of which are
larger and have greater resources or capabilities as it relates to financial, marketing, distribution, brand name recognition, research and
development, manufacturing and other resources than we have. As a result, they may be better able to develop new products, market
their products, pursue acquisition candidates and withstand adverse economic or market conditions. Most of our current major
competitors are broad line semiconductor manufacturers who often have a wider range of product types and technologies than we do.
In addition, companies not currently in direct competition with us may introduce competing products in the future. Some of our
current major competitors are Infineon Technologies A.G., Nexperia, formerly the Standard Products business of NXP
Semiconductors N.V., ON Semiconductor Corporation, Rohm Electronics USA, LLC, Toshiba Corporation and Vishay
Intertechnology, Inc. We may not be able to compete successfully in the future, and competitive pressures may harm our business,
operating results and financial condition.

One of our external suppliers is also a related party. The loss of this supplier could harm our business, operating results and
financial condition.

In 2019, 2018 and 2017, LSC, our largest stockholder, accounted for less than 3% of our silicon wafer supply and our finished
goods supply. The loss of LSC as a supplier could materially harm our business, operating results and financial condition. In the third
quarter of 2019 we entered into a Share Swap Agreement that provides for the acquisition of LSC by the Company. At the effective
date of the transaction, each share of LSC will be converted into the right to receive TWD $42.50 per share in cash, or approximately
US $1.42 per share based on December 31, 2019 exchange rates. The aggregate consideration to be paid by the Company, based on
the December 31, 2019 exchange rate, is approximately $437 million. This amount is subject to change, based on the Taiwan dollar to
United States dollar exchange rate at closing. The acquisition received LSC shareholder approval on October 25, 2019, and we
anticipate completing the acquisition in the second half of 2020, subject to customary closing conditions and regulatory approvals. We
expect to fund the purchase price of the transaction primarily with proceeds from a new bank financing arrangement.

Delays in initiation of production at facilities due to implementing new production techniques or resolving problems associated
with technical equipment malfunctions could adversely affect our manufacturing efficiencies, operating results and financial
condition.

Our manufacturing efficiency has been and will be an important factor in our future profitability, and we may not be able to
maintain or increase our manufacturing efficiency. Our manufacturing and testing processes are complex, require advanced and costly
equipment and are continually being modified in our efforts to improve product performance and cost. Difficulties in the
manufacturing process can lower yields. Technical or other problems could lead to production delays, order cancellations and lost net
sales. In addition, any problems in achieving acceptable yields, construction delays, or other problems in upgrading or expanding
existing facilities, building new facilities, bringing new manufacturing capacity to full production or changing our process
technologies, could also result in capacity constraints, production delays and a loss of future net sales and customers. Our operating
results also could be adversely affected by any increase in fixed costs and operating expenses related to increases in production
capacity if net sales do not increase proportionately, or in the event of a decline in demand for our products. Any disruption at any of
our wafer fabrication facilities or assembly and test facilities could have a material adverse effect on our manufacturing efficiencies,
operating results and financial condition.

We are and will continue to be under continuous pressure from our customers and competitors to reduce the price of our products,
which could adversely affect our growth and profit margins.

Prices for our products tend to decrease over their life cycle. There is substantial and continuing pressure from customers to
reduce the total cost of purchasing our products. To remain competitive and retain our customers and gain new ones, we must continue
to reduce our costs through design, product and manufacturing improvements. We must also strive to minimize our customers’
shipping and inventory financing costs and to meet their other goals for rationalization of supply and production. Our net sales growth
and profit margins will suffer if we cannot effectively continue to reduce our costs and keep our product prices competitive.
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Our customers require our products to undergo a lengthy and expensive qualification process without any assurance of product
sales and may demand to audit our operations from time to time. A failure to qualify a product or a negative audit finding could
adversely affect our net sales, operating results and financial condition.

Prior to purchasing our products, our customers may require our products to undergo an extensive qualification process, which
involves rigorous reliability testing. This qualification process may continue for six months or longer. However, qualification of a
product by a customer does not ensure any sales of the product to that customer. In addition, we are focusing more on the automotive
and industrial markets. These markets, automotive in particular, require higher quality standards. Although we are working to ensure
our organization and products meet the more rigorous quality standards, there can be no assurances we will succeed. Even after
successful qualification and sales of a product to a customer, a subsequent revision to the product, changes in the product’s
manufacturing process or the selection of a new supplier by us may require a requalification process, which may result in delayed net
sales, foregone sales and excess or obsolete inventory. After our products are qualified, it can take an additional six months or more
before the customer commences volume production of components or devices that incorporate our products. Despite these
uncertainties, we devote substantial resources, including design, engineering, sales, marketing and management efforts, toward
qualifying our products with customers in anticipation of sales. If we are unsuccessful or delayed in qualifying any of our products
with a customer, such failure or delay would preclude or delay sales of such product to the customer, which may adversely affect our
net sales, operating results and financial condition.

In addition, from time to time, our customers may demand an audit of our records, product manufacturing, qualification, and
packaging processes, business practices and other related items to verify that we have complied with our business obligations,
standard processes and procedures, product specifications and certain governing laws and regulations related to our business practices,
and in accordance with the agreed terms and conditions of mutual business agreements. If the audit shows any deficiency in any of
these categories, our customers may require us to implement extensive protocols to remedy the deficiency, assess us significant
penalties, refuse shipments of our products, return existing inventory, cancel orders, or terminate our business relationship, each of
which will adversely affect our net sales, operating results and financial condition.

Our customer orders are subject to cancellation or modification usually with no penalty. High volumes of order cancellation or
reduction in quantities ordered could adversely affect our net sales, operating results and financial condition.

All of our customer orders are subject to cancellation or modification, usually with no penalty to the customer. Orders are
generally made on a purchase order basis, rather than pursuant to long-term supply contracts, and are booked from immediate delivery
to twelve months or more in advance of delivery. The rate of booking new orders can vary significantly from month to month. We,
and the semiconductor industry as a whole, are experiencing a trend towards shorter customer-requested lead times, which is the
amount of time between the date a customer places an order and the date the customer requires shipment. Furthermore, our industry is
subject to rapid changes in customer outlook and periods of excess inventory due to changes in demand in the end-markets our
industry serves. As a result, many of our purchase orders are revised, and may be cancelled, with little or no penalty and with little or
no notice. However, we must still commit production and other resources to fulfilling these purchase orders even though they may
ultimately be cancelled. If a significant number of purchase orders are cancelled or product quantities ordered are reduced, and we are
unable to timely generate replacement orders, we may build up excess inventory and our net sales, operating results and financial
condition may suffer.

Production at our manufacturing facilities could be disrupted for a variety of reasons, including natural disasters and other
extraordinary events, which could prevent us from producing enough of our products to maintain our sales and satisfy our
customers’ demands and could adversely affect our operating results and financial condition.

A disruption in production at our manufacturing facilities could have a material adverse effect on our business. Disruptions
could occur for many reasons, including fire, floods, hurricanes, typhoons, droughts, tsunamis, volcanoes, earthquakes, disease or
other similar natural disasters, unplanned maintenance or other manufacturing problems, labor shortages, power outages or shortages,
telecommunications failures, strikes, transportation interruption, government regulation, terrorism or other extraordinary events,
including epidemics and related travel restrictions, such as the recent outbreak of the Coronavirus originating in Wuhan, China. Such
disruptions may cause direct injury or damage to our employees and property and related internal controls with significant indirect
consequences. Alternative facilities with sufficient capacity or capabilities may not be available, may cost substantially more or may
take a significant time to start production, each of which could negatively affect our business and financial performance. If one of our
key manufacturing facilities is unable to produce our products for an extended period of time, our sales may be reduced by the
shortfall caused by the disruption, and we may not be able to meet our customers’ needs, which could cause our customers to seek
other suppliers. Such disruptions could have an adverse effect on our operating results and financial condition.
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New technologies could result in the development of new products by our competitors and a decrease in demand for our products,
and we may not be able to develop new products to satisfy changes in demand, which would adversely affect our net sales, market
share, operating results and financial condition.

Our product range and new product development program are focused on low pin count semiconductor devices with one or
more active or passive components. Our failure to develop new technologies, or anticipate or react to changes in existing technologies,
either within or outside of the semiconductor market, could materially delay development of new products, which could result in a
decrease in our net sales and a loss of market share to our competitors. The semiconductor industry is characterized by rapidly
changing technologies and industry standards, together with frequent new product introductions. This includes the development of
new types of technology or the improvement of existing technologies, such as analog and digital technologies that compete with, or
seek to replace, discrete semiconductor technology. Our financial performance depends on our ability to design, develop, manufacture,
assemble, test, market and support new products and product enhancements on a timely and cost-effective basis. New products often
command higher prices and, as a result, higher profit margins. We may not successfully identify new product opportunities or develop
and bring new products to market or succeed in selling them into new customer applications in a timely and cost-effective manner.

Products or technologies developed by other companies may render our products or technologies obsolete or noncompetitive,
and since we operate primarily in a narrower segment of the broader semiconductor industry, this may have a greater effect on us than
it would if we were a broad-line semiconductor supplier with a wider range of product types and technologies. Many of our
competitors are larger and more established international companies with greater engineering and research and development resources
than us. Our failure to identify or capitalize on any fundamental shifts in technologies in our product markets, relative to our
competitors, could harm our business, have a material adverse effect on our competitive position within our industry and harm our
relationships with our customers. In addition, to remain competitive, we must continue to reduce package sizes, improve
manufacturing costs and expand our sales. We may not be able to accomplish these goals, which would adversely affect our net sales,
market share, operating results and financial condition.

We may be adversely affected by any disruption in our information technology systems, which could adversely affect our cash
flows, operating results and financial condition.

Our operations are dependent upon our information technology systems, which encompass all of our major business functions.
We rely upon such information technology systems to manage and replenish inventory, to fill and ship customer orders on a timely
basis, to coordinate our sales activities across all of our products and services and to coordinate our administrative activities. A
substantial disruption in our information technology systems for any prolonged time period (arising from, for example, system
capacity limits from unexpected increases in our volume of business, outages or delays in our service) could result in delays in
receiving inventory and supplies or filling customer orders and adversely affect our customer service and relationships. Our systems
might be damaged or interrupted by natural or man-made events or by computer viruses, physical or electronic break-ins and similar
disruptions affecting the Internet generally. There can be no assurance that such delays, problems, or costs will not have a material
adverse effect on our cash flows, operating results and financial condition.

As our operations grow in both size and scope, we will continuously need to improve and upgrade our systems and
infrastructure while maintaining the reliability and integrity of our systems and infrastructure. The expansion of our systems and
infrastructure will require us to commit substantial financial, operational and technical resources before the volume of our business
increases, with no assurance that the volume of business will increase. In particular, we have upgraded our financial reporting system
and are currently seeking to upgrade other information technology systems. These and any other upgrades to our systems and
information technology, or new technology, now and in the future, will require that our management and resources be diverted from
our core business to assist in compliance with those requirements. There can be no assurance that the time and resources our
management will need to devote to these upgrades, service outages or delays due to the installation of any new or upgraded
technology (and related customer issues), or the impact on the reliability of our data from any new or upgraded technology will not
have a material adverse effect on our cash flows, operating results and financial condition.

A significant portion of our operations operate on a single Enterprise Resource Planning (“ERP”) platform. To manage our
international operations efficiently and effectively, we rely heavily on our ERP system, internal electronic information and
communications systems and on systems or support services from third parties. Any of these systems are subject to electrical or
telecommunications outages, computer hacking or other general system failure. It is also possible that future acquisitions will operate
on different ERP systems and that we could face difficulties in integrating operational and accounting functions of new acquisitions.
Difficulties in upgrading or expanding our ERP system or system-wide or local failures that affect our information processing could
adversely affect our cash flows, operating results and financial condition and could result in material weaknesses or significant
deficiencies in internal controls.
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We may be subject to claims of infringement of third-party intellectual property rights or demands that we license third-party
technology, which could result in significant expense, reduction in our intellectual property rights and a negative impact on our
business, operating results and financial condition.

The semiconductor industry is characterized by vigorous protection and pursuit of intellectual property rights. From time to
time, third parties have asserted, and may in the future assert, patent, copyright, trademark and other intellectual property rights to
technology that is important to our business and have demanded, and may in the future demand, that we license their patents and
technology. Any litigation to determine the validity of allegations that our products infringe or may infringe these rights, including
claims arising through our contractual indemnification of our customers, or claims challenging the validity of our patents, regardless
of its merit or resolution, could be costly and divert the efforts and attention of our management and technical personnel. We may not
prevail in litigation given the complex technical issues and inherent uncertainties in intellectual property litigation. If litigation results
in an adverse ruling, we could be required to:

e pay substantial damages for past, present and future use of the infringing technology;
e cease manufacture, use or sale of infringing products;

e discontinue the use of infringing technology;

e expend significant resources to develop non-infringing technology;

e pay substantial damages to our customers or end-users to discontinue use or replace infringing technology with non-
infringing technology;

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

e relinquish intellectual property rights associated with one or more of our patent claims, if such claims are held invalid or
otherwise unenforceable.

We depend on third-party suppliers for timely deliveries of raw materials, manufacturing services, product and process
development, parts and equipment, as well as finished products from other manufacturers, and our reputation with customers,
operating results and financial condition could be adversely affected if we are unable to obtain adequate supplies in a timely
manner.

Our manufacturing operations depend upon obtaining adequate supplies of raw materials, manufacturing services, product and
process development, parts and equipment on a timely basis from third parties. In some instances, a supplier may be our sole-source
supplier. Our operating results could be adversely affected if we are unable to obtain adequate supplies of raw materials,
manufacturing services, product and process development, parts and equipment in a timely manner or if the costs charged to us were
to increase significantly. Our business could also be adversely affected if there is a significant degradation in the quality of raw
materials used in our products, or if the raw materials give rise to compatibility or performance issues in our products, any of which
could lead to an increase in customer returns or product warranty claims. Although we maintain rigorous quality control systems,
errors or defects may arise from a supplied raw material and be beyond our detection or control. In addition, we may be subject to
quality claims from customers who purchased goods from companies before we acquired those companies. Any interruption in, or
change in quality of, the supply of raw materials, manufacturing services, product and process development, parts or equipment
needed to manufacture our products could adversely affect our reputation with customers, operating results and financial condition.

In addition, we sell finished products from other manufacturers. Our business could also be adversely affected if there are
quality problems with the finished products we sell. From time to time, various suppliers may extend lead-times, limit supplies or
increase prices due to capacity constraints or other factors. We have no long-term purchase contracts with any of these manufacturers
and, therefore, have no contractual assurances of continued supply, pricing or access to finished products that we sell, and any such
manufacturer could discontinue supplying to us at any time. Additionally, some of our suppliers of finished products or wafers
compete directly with us and may, in the future, choose not to supply products to us.
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If we do not succeed in continuing to vertically integrate our business, we will not realize the cost and other efficiencies we
anticipate, which could adversely affect our ability to compete, our operating results and financial condition.

We are continuing to vertically integrate our business. Key elements of this strategy include continuing to expand our sales
organization, manufacturing capacity, wafer foundry and research and development capability and expand our marketing, product
development, package development and assembly and test operations in company-owned facilities or through the acquisition of
established contractors. There are certain risks associated with our vertical integration strategy, including:

e difficulties associated with owning a manufacturing business, including, but not limited to, the maintenance and management
of manufacturing facilities, equipment, employees and inventories and limitations on the flexibility of controlling overhead,;

e difficulties in continuing expansion of our operations in Asia and Europe, because of the distance from our U.S. headquarters
and differing regulatory and cultural environments;

e the need for skills and techniques that are outside our traditional core expertise;
e less flexibility in shifting manufacturing or supply sources from one region to another;

e cven when independent suppliers offer lower prices, we may continue to source wafers from our captive manufacturing
facilities, which may result in us having higher costs than our competitors;

e difficulties developing and implementing a successful research and development team; and

e difficulties developing, protecting, and gaining market acceptance of, our proprietary technology.

The risks of becoming a fully integrated manufacturer are amplified in an industry-wide slowdown because of the fixed costs
associated with manufacturing facilities. In addition, we may not realize the cost, operating and other efficiencies that we expect from
continued vertical integration. If we fail to successfully vertically integrate our business, our ability to compete, profit margins,
operating results and financial condition may suffer.

Part of our growth strategy involves identifying and acquiring companies. We may be unable to identify suitable acquisition
candidates or consummate desired acquisitions and, if we do make any acquisitions, we may be unable to successfully integrate
any acquired companies with our operations, which could adversely affect our business, operating results and financial condition.

A significant part of our growth strategy involves acquiring companies. For example, (i) in 2000, we acquired FabTech, Inc., a
wafer fabrication company, in order to have our own wafer manufacturing capabilities, (ii) in 2006, we acquired Anachip Corp. as an
entry into the analog market, (iii) in 2006, we acquired the net operating assets of APD Semiconductor, Inc., (iv) in 2008, we acquired
Zetex plc., (v) in 2012, we acquired over 50% of the outstanding common stock of Eris Technology Corporation, (vi) also in 2012, we
acquired Power Analog Microelectronics, Inc., (vii) in 2013, we acquired BCD Semiconductor Manufacturing Limited (viii) in 2015,
we acquired Pericom Semiconductor Corporation and (vii) in 2019 we acquired Texas Instruments’ 200mm wafer fabrication facility
and operations located in Greenock, Scotland. In addition, in the third quarter of 2019 we entered into a Share Swap Agreement that
provides for the acquisition of LSC and its subsidiaries by the Company. At the effective date of the transaction, each share of LSC
will be converted into the right to receive TWD $42.50 per share in cash, or approximately US $1.42 per share based on December 31,
2019 exchange rates. The aggregate consideration to be paid by the Company, based on the December 31, 2019 exchange rate, is
approximately $437 million. This amount is subject to change, based on the Taiwan dollar to United States dollar exchange rate at
closing. The acquisition received LSC shareholder approval on October 25, 2019, and we anticipate completing the acquisition in the
second half of 2020, subject to customary closing conditions and regulatory approvals. We expect to fund the purchase price of the
transaction primarily with proceeds from a new bank financing arrangement. In addition, from time to time, we may be in various
stages of discussions with potential acquisition targets as we intend to continue to expand and diversify our operations by making
further acquisitions. However, we may be unsuccessful in identifying suitable acquisition candidates, or we may be unable to
consummate a desired acquisition. To the extent we do make acquisitions, if we are unsuccessful in integrating these companies or
their operations or product lines with our operations, or if integration is more difficult than anticipated, we may experience disruptions
that could have a material adverse effect on our business, operating results and financial condition. In addition, we may not realize all
of the benefits we anticipate from any such acquisitions. Some of the risks that may affect our ability to integrate or realize any
anticipated benefits from acquisitions that we may make include those associated with:

e unexpected losses of key employees or customers of the acquired company;

delays in obtaining customer qualification of acquired facilities;

bringing the acquired company’s standards, processes, procedures and controls into conformance with our operations;

coordinating our new product and process development;

hiring additional management and other critical personnel;
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e increasing the scope, geographic diversity and complexity of our operations;

o difficulties in consolidating facilities and transferring processes and know-how;
e difficulties in reducing costs of the acquired entity’s business;

e diversion of management’s attention from the management of our business; and

e adverse effects on existing business relationships with customers.

We are subject to litigation risks, including securities class action litigation and intellectual property litigation, which may be costly
to defend and the outcome of which is uncertain and could adversely affect our business and financial condition.

All industries, including the semiconductor industry, are subject to legal claims, with and without merit, including securities
class action litigation that may be particularly costly and which may divert the attention of our management and our resources in
general. We are involved in a variety of legal matters, most of which we consider either routine matters that arise in the normal course
of business or immaterial for our aggregate business operations. These routine matters typically fall into broad categories such as those
involving suppliers and customers, employment and labor, and intellectual property. We believe it is unlikely that the final outcome of
these legal claims will have a material adverse effect on our financial position, operating results or cash flows. However, defense and
settlement costs can be substantial, even with respect to claims that we believe have no merit. Due to the inherent uncertainty of the
litigation process, the resolution of any particular legal claim or proceeding could adversely affect our business, operating results and
financial condition.

From time to time, we have been, or may in the future be, involved in securities litigation or litigation arising from our
acquisitions. We can provide no assurance as to the outcome of any such litigation matter in which we are a party. These types of
matters are costly to defend and even if resolved in our favor, could have a material adverse effect on our business, financial
condition, operating results and cash flow. Such litigation could also substantially divert the attention of our management and our
resources in general. Uncertainties resulting from the initiation and continuation of securities or other litigation could harm our ability
to obtain credit and financing for our operations and to compete in the marketplace. Because the price of our Common Stock has been,
and may continue to be, volatile, we can provide no assurance that securities litigation will not be filed against us in the future. In
addition, we can provide no assurance that our past or future acquisitions will not subject us to additional litigation. See Part I, Item 3
“Legal Proceedings” of this Annual Report for more information on our legal proceedings.

We are subject to many environmental laws and regulations that could result in significant expenses and could adversely affect our
business, operating results and financial condition.

We are subject to a variety of U.S. federal, state, local and foreign governmental laws, rules and regulations related to the use,
storage, handling, discharge or disposal of certain toxic, volatile or otherwise hazardous chemicals used in manufacturing our products
throughout the world. Some of these regulations in the U.S. include the Federal Clean Water Act, Clean Air Act, Resource
Conservation and Recovery Act, Comprehensive Environmental Response, Compensation, and Liability Act and similar state statutes
and regulations. Any of these regulations could require us to acquire equipment or to incur substantial other expenses to comply with
environmental regulations. If we were to incur additional expenses related to any potential or alleged violation or environmental
regulations, our product costs could significantly increase, materially affecting our business, financial condition and operating results.
Any failure to comply with present or future environmental laws, rules and regulations could result in fines, suspension of production
or cessation of operations, any of which could have a material adverse effect on our business, operating results and financial condition.
Our operations affected by such requirements include, among others: the disposal of wastewater containing residues from our
manufacturing operations through publicly operated treatment works or sewer systems, and which may be subject to volume and
chemical discharge limits and may also require discharge permits; and the use, storage and disposal of materials that may be classified
as toxic or hazardous. Any of these may result in, or may have resulted in, environmental conditions for which we could be liable.

Some environmental laws impose liability, sometimes without fault, for investigating or cleaning up contamination on, or
emanating from, our currently or formerly owned, leased or operated properties, as well as for damages to property or natural
resources and for personal injury arising out of such contamination. Such liability may also be joint and several, meaning that we
could be held responsible for more than our share of the liability involved, or even the entire liability. In addition, the presence of
environmental contamination could also interfere with ongoing operations or adversely affect our ability to sell or lease our properties.
Environmental requirements may also limit our ability to identify suitable sites for new or expanded plants. Discovery of
contamination for which we are responsible, the enactment of new laws and regulations, or changes in how existing requirements are
enforced, could require us to incur additional costs for compliance or subject us to unexpected financial liabilities.
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Our products, or products we purchase firom third parties for resale, may be found to be defective and, as a result, warranty claims
and product liability claims may be asserted against us and we may not have recourse against our suppliers, which may harm our
business, reputation with our customers, operating results and financial condition.

Our products, or products we purchase from third parties for resale, are typically sold at prices that are an insignificant portion
of the overall value of the equipment or other goods in which they are incorporated. For example, our products that are incorporated
into a television may be sold for several cents, whereas the television maker might sell the television for several hundred dollars.
Although we maintain rigorous quality control systems, we receive warranty claims and product liability claims for some of these
products that are defective, or that do not perform to published specifications. Since a defect or failure in our products could give rise
to failures in the end-products that incorporate them (and consequential claims for damages against our customers from their
customers), we may face claims for damages that are disproportionate to the net sales and profits we receive from the products
involved and we may not have recourse against our suppliers. In addition, our ability to reduce such liabilities may be limited by the
laws or the customary business practices of the countries where we do business. Even in cases where we do not believe we have legal
liability for such claims, we may choose to pay for them to retain a customer’s business or goodwill or to settle claims to avoid
protracted litigation. Our operating results and business could be adversely affected as a result of a significant quality or performance
issue in our products, if we are required or choose to pay for the damages that result. We may choose not to carry liability insurance,
may not have sufficient insurance coverage, or may not have sufficient resources, to satisfy all possible warranty claims and product
liability claims. In addition, any perception that our products are defective would likely result in reduced sales of our products, loss of
customers and harm to our business, reputation, operating results and financial condition.

We may fail to attract or retain the qualified technical, sales, marketing, finance and management/executive personnel required to
operate our business successfully, which could adversely affect our business, operating results and financial condition.

Our future success depends, in part, upon our ability to attract and retain highly qualified technical, sales, marketing, finance and
managerial personnel. Personnel with the necessary expertise are scarce and competition for personnel with these skills is intense. We
may not be able to retain existing key technical, sales, marketing, finance and managerial employees or be successful in attracting,
assimilating or retaining other highly qualified technical, sales, marketing, finance and managerial/executive personnel in the future.
For example, we have faced, and continue to face, intense competition for qualified technical and other personnel in China, where our
assembly and test facilities are located. A number of U.S. and multi-national corporations, both in the semiconductor industry and in
other industries, have recently established and are continuing to establish factories and plants in China, and the competition for
qualified personnel has increased significantly as a result. If we are unable to retain existing key employees or are unsuccessful in
attracting new highly qualified employees, our business, operating results and financial condition could be materially and adversely
affected.

We may not be able to achieve future growth, and any such growth may place a strain on our management and on our systems and
resources, which could adversely affect our business, operating results and financial condition.

Our ability to successfully grow our business requires effective planning and management. Our past growth, and our targeted
future growth, may place a significant strain on our management and on our systems and resources, including our financial and
managerial controls, reporting systems and procedures. In addition, we will need to continue to train and manage our workforce
worldwide. If we are unable to effectively plan and manage our growth effectively, our business and prospects will be harmed and we
will not be able to maintain our profitable growth, which could adversely affect our business, operating results and financial condition.

Obsolete inventories as a result of changes in demand for our products and change in life cycles of our products could adversely
affect our business, operating results and financial condition.

The life cycles of some of our products depend heavily upon the life cycles of the end-products into which our products are
designed. End-market products with short life cycles require us to manage closely our production and inventory levels. Inventory may
also become obsolete because of adverse changes in end-market demand. We may in the future be adversely affected by obsolete or
excess inventories, which may result from unanticipated changes in the estimated total demand for our products or the estimated life
cycles of the end-products into which our products are designed. In addition, some customers restrict how far back the date of
manufacture for our products can be and certain customers may stop ordering products from us and go out of business due to adverse
economic conditions; therefore, some of our product inventory may become obsolete and, thus, adversely affect our business,
operating results and financial condition.
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If our direct sales customers do not design our products into their applications, our net sales may be adversely affected.

We expect an increasingly significant portion of net sales will come from products we design specifically for our customers.
However, we may be unable to achieve these design wins. In addition, a design win from a customer does not guarantee future sales to
that customer. Without design wins from direct sales customers, we would only be able to sell our products to these direct sales
customers as a second source, which usually means we are only able to sell a limited amount of product to them. Once a direct sales
customer designs another supplier’s semiconductors into one of its product platforms, it is more difficult for us to achieve future
design wins with that direct sales customer’s product platform because changing suppliers involves significant cost, time, effort and
risk to a direct sales customer. Achieving a design win with a customer does not ensure that we will receive significant net sales from
that customer, and we may be unable to convert design wins into actual sales. Even after a design win, the customer is not obligated to
purchase our products and can choose at any time to stop using our products, if, for example, its own products are not commercially
successful or if the customer can obtain a superior product or the product at a lower cost from one of our competitors.

We are subject to interest rate risk that could have an adverse effect on our cost of working capital and interest expenses, which
could adversely affect our business, operating results and financial condition.

We currently have a U.S. banking credit facility under which as of December 31, 2019, we had a remaining principal balance of
$75.2 million under a term loan, and had nothing drawn on a $250.0 million revolver, ($250.0 million of which remained available as
of December 31, 2019), with the possibility of an additional $200.0 million of borrowings. In connection with the LSC acquisition, we
expect to incur additional debt through a new bank financing arrangement that could subject the Company to additional interest rate
and other risks. In addition to our U.S. banking credit facility we have $13.3 million outstanding under short-term foreign credit
facilities. In addition to U.S. banking credit facility and our short-term foreign credit facilities, our 51% owned subsidiary, ERIS
Technology Corporation (“ERIS”), borrowed $23.5 million on a long-term basis from local Taiwan banks in order to make an
investment. See “Liquidity and Capital Resources” below and Note 8 of “Notes to Consolidated Financial Statements™ of this Annual
Report for additional information. A rise in interest rates could have an adverse impact upon our cost of working capital and our
interest expense. Based on our debt balances at December, 31, 2019, an increase or decrease in interest rates by 1.0% for the year on
our credit facilities would increase or decrease our annual interest rate expense by less than $1.0 million, net of the amounts realized
from our interest rate swaps.

Our hedging strategies may not be successful in mitigating our risks associated with interest rates or foreign exchange exposure or
our counterparties might not perform as agreed.

We use interest rate swaps and foreign exchange forward contracts to provide a level of protection against interest rate risks and
foreign exchange exposure, but no hedging strategy can protect us completely. The nature and timing of hedging transactions
influence the effectiveness of these strategies. Poorly designed strategies, improperly executed and documented transactions or
inaccurate assumptions could actually increase our risks and losses. In addition, hedging strategies involve transaction and other costs.
The hedging strategies and the derivatives that we use may not be able to adequately offset the risks of interest rate volatility and our
hedging transactions may result in or magnify losses. Furthermore, interest rate and foreign exchange derivatives may not be available
on favorable terms or at all, particularly during economic downturns. Any of the foregoing risks could adversely affect our business,
financial condition and results of operations. We are exposed to counterparty credit risk in the event of non-performance by
counterparties to the interest rate swaps and foreign exchange contracts.

We may have a significant amount of debt with various financial institutions worldwide. Any indebtedness could adversely affect
our business, operating results, financial condition and our ability to meet payment obligations under such debt.

We may have a significant amount of debt and substantial debt service requirements on our borrowings, including our credit
facilities with various financial institutions worldwide. As of December 31, 2019, $75.2 million was outstanding under our U.S.
banking credit facility. In addition, we have short-term foreign credit facilities with borrowing capacities of approximately
$126.6 million with an unused amount of $111.8 million. In connection with the LSC acquisition, we expect to incur additional debt
through a new bank financing arrangement that could subject the Company to additional interest rate and other risks.

A significant amount of debt could have significant consequences on our future operations, including:
e making it more difficult for us to meet our payment and other obligations under our outstanding debt;

e resulting in an event of default if we fail to comply with the financial and other restrictive covenants contained in our debt
agreements, which event of default could result in all of our debt becoming immediately due and payable and, in the case of
an event of default under our secured debt could permit the lenders to foreclose on our assets securing that debt;

e reducing the availability of our cash flow to fund working capital, capital expenditures, acquisitions and other general
corporate purposes, and limiting our ability to obtain additional financing for these purposes;
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e subjecting us to the risk of increased sensitivity to interest rate increases on our indebtedness with variable interest rates;

e limiting our flexibility in planning for, or reacting to, and increasing our vulnerability to, changes in our business, the
industry in which we operate and the general economy; and

e placing us at a competitive disadvantage compared to our competitors that have less debt or are less leveraged.

Any of the above-listed factors could have an adverse effect on our business, operating results, financial condition and our
ability to meet our payment obligations under our debt.

Our U.S. Credit Facility and our foreign credit lines bear interest at LIBOR or similar indices plus a specified margin. On July
27,2017, the Financial Conduct Authority (the authority that regulates LIBOR) announced that it intends to stop compelling banks to
submit rates for the calculation of LIBOR after 2021, and it is unclear whether new methods of calculating LIBOR will be established.
If LIBOR ceases to exist after 2021, and if the U.S. Credit Facility is not amended to incorporate an alternate benchmark rate to
replace LIBOR once such an alternate benchmark rate has been identified, the interest rates under the U.S. Credit Facility will be
based on the Base Rate (as defined in the U.S. Credit Facility), which may result in higher interest rates. The U.S. Credit Facility
provides a streamlined mechanism for amendment to its interest rate provisions in the event LIBOR becomes unavailable that would
permit substitution of an alternate benchmark rate by agreement between the Company and the Administrative Agent, subject only to
rejection by a majority of the lenders under the U.S. Credit Facility. However, such an amendment would depend upon the
identification of an alternate benchmark rate, and agreement between the Company and the Administrative Agent on the alternate
benchmark rate and on terms for incorporation of that alternate benchmark rate into the U.S. Credit Facility. If an alternate benchmark
rate is not agreed under the U.S. Credit Facility and/or if an alternate benchmark rate is not available under our foreign credit lines,
interest rates governing such indebtedness may increase. To the extent that these interest rates increase, our interest expense will
increase, which could adversely affect our financial condition, operating results and cash flows.

Restrictions in our credit facilities may limit our business and financial activities, including our ability to obtain additional capital
in the future.

Our U.S. banking credit facility contains covenants imposing various restrictions on our business and financial activities. These
restrictions may affect our ability to operate our business and undertake certain financial activities and may limit our ability to take
advantage of potential business or financial opportunities as they arise. The restrictions these covenants place on us include limitations
on our ability to incur liens, incur indebtedness, make investments, dissolve or merge or consolidate with or into another entity,
dispose of certain property, make restricted payments (including dividends and share repurchases), issue or sell equity interests,
engage in other different material lines of business, conduct related party transactions, enter into certain burdensome contractual
obligations and use proceeds from any credit facility to purchase or carry margin stock or to extend credit to others for the same
purpose. Our U.S. banking credit facility also requires us to meet certain financial ratios, including a minimum consolidated fixed
charge coverage ratio and a maximum consolidated leverage ratio.

Our ability to comply with the U.S. banking credit facility may be affected by events beyond our control, including prevailing
economic, financial and industry conditions, and are subject to the risks stated in this section of the Annual Report. The breach of any
of these covenants or restrictions could result in an event of default under the facility. An event of default under the facility would
permit the lenders under the facility to declare all amounts owed under such facility to be immediately due and payable in full. Upon
acceleration of our indebtedness, we may be unable to repay the accelerated amount of principal and interest on the credit facilities
that would then be due. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Financial
Condition-Debt instruments” in Part II, Item 7 of this Annual Report for additional information.

Our business benefits from certain Chinese government incentives. Expiration of, or changes to, these incentives could adversely
affect our operating results and financial condition.

The Chinese government has provided various incentives to technology companies, including our manufacturing facilities
located in Shanghai and Chengdu, China, in order to encourage development of the high-tech industry. These incentives include
reduced tax rates and other measures. As a result, we are entitled to a preferential enterprise income tax rate of 15% so long as our
manufacturing facilities continue to maintain their High and New Technology Enterprise (“HNTE”) status. One of our manufacturing
facilities and one of our wafer fabrication facilities located in Shanghai are approved for HNTE status for the tax years 2018-2020. In
addition, one of our wafer fabrication facilities located in Shanghai was approved for HNTE status for the tax years 2017-2019. HNTE
qualification requires, but is not limited to, metrics based on China research and development expenditures as well as research and
development headcount and overall college-degreed headcount. Any prior years that have already been approved are subject to audit
requirements. If we were to no longer meet the HNTE requirements, our statutory tax rate for our approved Shanghai facilities would
increase to 25% for any period in which an audit shows we were not compliant, which could adversely affect our operating results and
financial condition.
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In connection with our joint venture in Chengdu, China, with Ya Guang, we have qualified for tax incentives offered in the Go
West Initiative (“Go West”), where companies are entitled to a preferential income tax rate of 15% for doing business in western
China. If we were to no longer meet the Go West requirements, our statutory tax rate for this joint venture would increase to 25%,
which could adversely affect our operating results and financial condition since we own 98% of this joint venture entity.

The impact of our HNTE and Go West status, collectively called tax holidays, decreased our tax expense by approximately $3.1
million, $1.6 million and $3.7 million for the years ended December 31, 2019, 2018 and 2017, respectively. The benefit of the tax
holidays on basic and diluted earnings per share for the twelve months ended December 31, 2019, 2018 and 2017 was approximately
$0.06, $0.03 and $0.08, respectively.

We operate a global business through numerous foreign subsidiaries, and there is a risk that tax authorities will challenge our
transfer pricing methodologies or legal entity structures, which could adversely affect our operating results and financial
condition.

We conduct operations worldwide through our foreign subsidiaries and are, therefore, subject to complex transfer pricing
regulations in the jurisdictions in which we operate. Transfer pricing regulations generally require that, for tax purposes, transactions
between related parties be priced on a basis that would be comparable to an arm’s length transaction between unrelated parties. There
is uncertainty and inherent subjectivity in complying with these rules. To the extent that any foreign tax authorities disagree with our
transfer pricing policies, we could become subject to significant tax liabilities and penalties. Based on our current knowledge and
probability assessment of potential outcomes, we believe that we have provided for all tax exposures. However, the ultimate outcome
of a tax examination could differ materially from our provisions and could have a material adverse effect on our business, financial
condition, operating results and cash flows.

Our legal organizational structure could result in unanticipated unfavorable tax or other consequences which could have a
material adverse effect on our financial condition and operational results. In some countries, we maintain multiple entities for tax or
other purposes. Changes in tax laws, regulations, future jurisdictional profitability of us and our subsidiaries, and related regulatory
interpretations in the countries in which we operate may impact the taxes we pay or tax provision we record, which could have a
material adverse effect on our operating results. In addition, any challenges to how our entities are structured or realigned or their
business purpose by taxing authorities could result in us becoming subject to significant tax liabilities and penalties which could have
a material adverse effect on our business, financial condition, operating results and cash flows.

The value of our benefit plan assets and liabilities is based on estimates and assumptions, which may prove inaccurate and the
actual amount of expenses recorded in the consolidated financial statements could differ materially from the assumptions used.

Certain of our employees in the U.K. participate in a company-sponsored defined benefit plan, which is closed to new entrants
and is frozen with respect to future benefit accruals. The retirement benefit is based on the final average compensation and service of
each eligible employee. In accounting for these plans, we are required to make actuarial assumptions that are used to calculate the
earning value of the related assets, where applicable, and liabilities and the amount of expenses to be recorded in our consolidated
financial statements. Assumptions include, but are not limited to, the expected return on plan assets, discount rates, and mortality
rates. While we believe the underlying assumptions under the projected unit credit method are appropriate, the carrying value of the
related assets and liabilities and the actual amount of expenses recorded in the consolidated financial statements could differ materially
from the assumptions used.

Changes in actuarial assumptions for our defined benefit plan could increase the volatility of the plan’s asset value, require us to
increase cash contributions to the plan and have a negative impact on our cash flows, operating results and financial condition.

The assets of our defined benefit pension plan (the “plan”) in the U.K. provide pensions to employees and former employees.
The plan’s assets are invested in a diverse range of listed and unlisted securities, including corporate bonds and mutual funds and are
determined, from time to time, based on their fair market value. The plan’s obligation to pay pensions is estimated by using actuarial
assumptions. To the extent that the plan’s assets are not sufficient to meet the estimated amount of the plan’s obligations, further
funding of the plan will be required by the plan’s sponsoring employers, Diodes Zetex Limited and Diodes Zetex Semiconductors
Limited, over an agreed upon deficit recovery period.

As of December 31, 2019, the benefit obligation of the plan was approximately $158.7 million and the total assets in such plan
were approximately $132.6 million. Therefore, the plan was underfunded by approximately $26.1 million. The difference between
plan obligations and assets, or the funded status of the plan, is a significant factor in determining the net periodic benefit costs of the
plan and the ongoing funding requirements of the plan.
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Any fluctuations in the U.K. equity markets and bond markets or changes in several key actuarial assumptions, including, but
not limited to, changes in discount rate, estimated return on the plan and mortality rates, can (i) affect the level of plan funding,
(i1) cause volatility in the net periodic pension cost, and (iii) increase our future funding requirements. In the event that actual results
differ from the actuarial assumptions or actuarial assumptions are changed, the funding status of the plan may change. Any deficiency
in the funding of the plan could result in additional charges to equity and an increase in future plan expense and cash contribution. A
significant increase in our funding requirements could have a negative impact on our cash flows, operating results and financial
condition.

During the first quarter of 2015, we agreed to a payment plan with the trustees of the defined benefit plan, under which we
would make annual contributions each year through 2030, of approximately 2 million British Pounds (“GBP”) (approximately $2.7
million based on a GBP:USD exchange rate of 1.33, effective at December 31, 2019). The annual contributions were expected to
meet the deficit disclosed in the plan as of April 5, 2013, by December 31, 2030. The trustees are required to review the funding
position every three years. Following the pension plan funding valuation as at March 31, 2019, the trustees and the Company have
been in discussions regarding a recovery plan with a level of contributions that would result in a plan to recover the deficit by January
1, 2029. Moving the recovery plan from a 2030 deadline to a 2029 deadline could require us to increase our contributions. This plan
has not been finalized. If we fail to reach an agreement with the trustees, as we are required to do every three years, the Pension
Regulator in the U.K. could impose contributions on Diodes Zetex Limited or Diodes Zetex Semiconductors Limited, or in limited
circumstances could require financial support to be provided to the plan from entities connected or associated with Diodes Zetex
Limited or Diodes Zetex Semiconductors Limited. Furthermore, Diodes Zetex Limited and Diodes Zetex Semiconductors Limited
remain ultimately liable to fully fund the plan regardless of any failure to agree upon future contributions in respect of a particular
actuarial valuation, i.e., if either the plan or those companies were wound up, a debt equal to each company’s share of the entire
outstanding deficit at that time (calculated on a statutory conservative basis) would be owed by the relevant company. This could have
a material adverse effect on our cash flows, operating results and financial condition.

Certain of our customers and suppliers require us to comply with their codes of conduct, which may include certain restrictions
that may substantially increase our cost of doing business as well as have an adverse effect on our operating efficiencies, operating
results and financial condition.

Certain of our customers and suppliers require us to agree to comply with the Electronic Industry Code of Conduct (“EICC”) or
their own codes of conduct, which may include detailed provisions on labor, human rights, health and safety, environment, corporate
ethics and management systems. Certain of these provisions are not requirements under the laws of the countries in which we operate
and may be burdensome to comply with on a regular basis. Moreover, new provisions may be added or material changes may be made
to any these codes of conduct, and we may have to promptly implement such new provisions or changes, which may substantially
further increase the cost of our business, be burdensome to implement and adversely affect our operational efficiencies and operating
results. If we violate any such codes of conduct, we may lose further business with the customer or supplier and, in addition, we may
be subject to fines from the customer or supplier. While we believe that we are currently in compliance with our customers and
suppliers’ codes of conduct, there can be no assurance that, from time to time, if any one of our customers and suppliers audits our
compliance with such code of conduct, we would be found to be in full compliance. A loss of business from these customers or
suppliers could have a material adverse effect on our business, operating results and financial condition.

Compliance with government regulations and customer demands regarding the use of “conflict minerals” may result in increased
costs and may have a negative impact on our business, operating results and financial condition.

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 imposes new disclosure requirements regarding the
use of certain minerals, which are mined from the Democratic Republic of Congo and adjoining countries, known as conflict minerals.
These requirements affect the pricing, sourcing and availability of minerals used in the manufacture of semiconductor devices
(including our products). We are incurring additional costs associated with complying with the disclosure requirements, such as costs
related to determining the source of any conflict minerals used in our products. Our supply chain is complex, and we may be unable to
verify the origins for all metals used in our products. Customers may demand that the products they purchase be free of conflict
minerals. Therefore, we may encounter challenges with our customers and stockholders if we are unable to certify that our products
are conflict free. This requirement could affect the sourcing and availability of products we purchase from suppliers. This may reduce
the number of suppliers that may be able to provide conflict-free products, and may affect our ability to obtain products in sufficient
quantities to meet customer demand or at competitive prices.
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There are risks associated with previous and future acquisitions. We may ultimately not be successful in overcoming these risks or
any other problems encountered in connection with acquisitions.

The risks commonly encountered in acquisitions of companies include, among other things, higher than anticipated acquisition
costs and expenses, the difficulty and expense in integrating the operations and personnel of the companies, the difficulty of bringing
standards, procedures and controls, including disclosure controls and procedures and internal control over financial reporting, into
conformance with our operations, the ability to coordinate our new products and process development, the ability to hire additional
management and other critical personnel, the ability to increase the scope, geographic diversity and complexity of our operations,
difficulties in consolidating facilities and transferring processes and know-how, difficulties in reducing costs, prolonged diversion of
our management’s attention from the management of our business, the ability to clearly define our present and future strategies, the
loss of key employees and customers as a result of changes in management and any geographic distances may make integration slower
and more challenging. We may ultimately not be successful in overcoming these risks or any other problems encountered in
connection with acquisitions.

In addition, any acquisition may cause large one-time expenses as well as create goodwill and other intangible assets that may
result in significant asset impairment charges in the future.

If we fail to maintain an effective system of internal controls or discover material weaknesses in our internal control over financial
reporting, we may not be able to report our financial results accurately or detect fraud, which could harm our business and the
trading price of our Common Stock.

Effective internal controls are necessary for us to produce reliable financial reports and are important in our effort to prevent
financial fraud. We are required to periodically evaluate the effectiveness of the design and operation of our internal controls. These
evaluations may result in the conclusion that enhancements, modifications or changes to our internal controls are necessary or
desirable. While management evaluates the effectiveness of our internal controls on a regular basis, these controls may not always be
effective. There are inherent limitations on the effectiveness of internal controls, including collusion, management override, and
failure of human judgment. Because of this, control procedures are designed to reduce rather than eliminate business risks. If we fail to
maintain an effective system of internal controls or if management or our independent registered public accounting firm were to
discover material weaknesses in our internal controls, we may be unable to produce reliable financial reports or prevent fraud, which
could harm our financial condition and operating results, and could result in a loss of investor confidence and a decline in our stock
price.

Terrorist attacks, or threats or occurrences of other terrorist activities, whether in the U.S. or internationally, may affect the
markets in which our Common Stock trades, the markets in which we operate and our operating results and financial condition.

Terrorist attacks, or threats or occurrences of other terrorist or related activities, whether in the U.S. or internationally, may
affect the markets in which our Common Stock trades, the markets in which we operate and our profitability. Future terrorist or related
activities could affect our domestic and international sales, disrupt our supply chains and impair our ability to produce and deliver our
products. Such activities could affect our physical facilities or those of our suppliers or customers. Such terrorist attacks could cause
seaports or airports, to or through which we ship, to be shut down, thereby preventing the delivery of raw materials and finished goods
to or from our manufacturing facilities in China, Taiwan and Germany and our wafer fabrication facilities in China, the U.S. and the
U.K., or to our regional sales offices. Due to the broad and uncertain effects that terrorist attacks have had on financial and economic
markets generally, we cannot provide any estimate of how these activities might negatively affect our future operating results and
financial condition.

System security risks, data protection breaches, cyber-attacks and other related cybersecurity issues could disrupt our internal
operations, and any such disruption could reduce our expected net sales, increase our expenses, damage our reputation and
adversely affect our stock price.

Experienced computer programmers and hackers may be able to penetrate our security controls and misappropriate or
compromise our confidential information or those of third parties, create system disruptions, compromise physical assets or
intellectual property, or misappropriate monetary assets or cause shutdowns. Computer programmers and hackers also may be able to
develop and deploy viruses, worms and other malicious software programs that attack our websites or exploit any security
vulnerabilities of our websites and information systems. Our international operations and business relationships could exacerbate these
potential risks. In September 2019, our anti-virus defenses identified a malware infection and brute force password attack. Breach
resolution was accomplished by our internal IT staff. We do not believe that any confidential or proprietary information was exposed
or that there was any material impact on production. In response to this cyber-intrusion, we engaged an information technology
security company to assess the timetable and scope of the intrusion, identify any weaknesses in our IT systems, and assist in designing
security measures to strengthen our protection against, and preparation for identifying and responding to, such attacks. We are
reviewing this assessment and have enhanced and continue to enhance our security measures. Specific measures we have taken
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include strengthening our global network access control to further prevent unauthorized or non-compliant devices from accessing our
internal networks and developing policies and procedures to more timely respond to intrusions.

The costs to the Company to eliminate or alleviate cyber or other security problems, bugs, viruses, worms, malicious software
programs and security vulnerabilities could be significant, and our ongoing efforts to prevent and address these problems may not be
successful. Such problems could result in interruptions, delays, cessation of service, extortionate demands to decrypt files and loss of
existing or potential customers that may impede our sales, manufacturing, distribution or other critical functions and materially
adversely affect our operating results, stock price and reputation.

We manage and store various proprietary information and sensitive or confidential data relating to our business and third party
business. Breaches of our security measures or the accidental loss, inadvertent disclosure or unapproved dissemination of proprietary
information or sensitive or confidential data about us or our partners or customers, including the potential loss, encryption or
disclosure of such information or data or the unauthorized transfer of monetary assets as a result of fraud, trickery or other forms of
deception, could expose us, our partners and customers or the individuals affected to a risk of loss or misuse of this information,
extortionate demands to decrypt files, result in litigation and potential liability for us, damage our brand and reputation or otherwise
harm our business. In addition, the cost and operational consequences of implementing further data protection measures could be
significant. Delayed sales, significant costs or lost customers resulting from these system security risks, data protection breaches,
cyber-attacks and other related cyber-security issues could materially adversely affect our operating results, stock price and reputation.

Cyber and other security problems could originate from within the United States or in foreign countries. Our foreign operations
expose us to additional cyber security risks compared to a company with a smaller international footprint.

RISKS RELATED TO OUR INTERNATIONAL OPERATIONS
Our international operations subject us to risks that could adversely affect our operations.

We expect net sales from foreign markets to continue to represent a significant portion of our total net sales. In addition, the
majority of our manufacturing facilities are located in China. For the twelve months ended 2019 our Asian and European subsidiaries
represented approximately 77% of our net sales, while in 2018 and 2017, our Asian and European subsidiaries represented over 85%
of our net sales. The decline of net sales in our Asia and European based subsidiaries in 2019 represents a shift in business practices to
fulfill more orders from our non-Asia based subsidiaries. There are risks inherent in doing business internationally, and any or all of
the following factors could cause harm to our business:

e changes in, or impositions of, legislative or regulatory requirements, including income tax or value added tax laws in the U.S.
and in the countries in which we manufacture or sell our products;

e compliance with trade or other laws in a variety of jurisdictions;

e trade restrictions, transportation delays, work stoppages, and economic and political instability;

e changes in import/export regulations, tariffs and freight rates;

e difficulties in collecting receivables and enforcing contracts;

e currency exchange rate fluctuations;

e restrictions on the transfer of funds from foreign subsidiaries to the U.S.;

e the possibility of international conflict, particularly between or among China, the U.K., Germany, Taiwan and the U.S.;
e legal, regulatory, political and cultural differences among the countries in which we do business;

e longer customer payment terms; and

e changes in U.S. or foreign tax regulations.

We have significant operations and assets in China, the U.K., Germany, Hong Kong and Taiwan and, as a result, will be subject to
risks inherent in doing business in those jurisdictions, which may adversely affect our financial performance and operating
results.

We have a significant portion of our assets in mainland China, U.K., Germany, Hong Kong and Taiwan. Our ability to operate
in these countries may be adversely affected by changes in those jurisdictions’ laws and regulations, including those relating to
taxation, including, but not limited to income tax and value added tax, import and export tariffs, environmental regulations, land use
rights, property and other matters. In addition, our operating results and financial performance are subject to the economic and
political situations. We believe that our operations are in compliance with all applicable legal and regulatory requirements. However,
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the central or local governments of these jurisdictions may impose new, stricter regulations or interpretations of existing regulations
that would require additional expenditures and efforts on our part to ensure our compliance with such regulations or interpretations.

Changes in the political environment or government policies in those jurisdictions could result in revisions to laws or regulations
or their interpretation and enforcement, increased taxation, restrictions on imports, import duties or currency revaluations. In addition,
a significant destabilization of relations between or among China, the U.K., Germany, Hong Kong, Taiwan and the U.S. could result
in restrictions or prohibitions on our operations or the sale of our products or the forfeiture of our assets in these jurisdictions. There
can be no certainty as to the application of the laws and regulations of these jurisdictions in particular instances. Enforcement of
existing laws or agreements may be sporadic and implementation and interpretation of laws inconsistent. Moreover, there is a high
degree of fragmentation among regulatory authorities, resulting in uncertainties as to which authorities have jurisdiction over
particular parties or transactions. The possibility of political conflict between these countries or with the U.S. could have an adverse
impact upon our ability to transact business in these jurisdictions and to generate profits.

Significant uncertainties related to changes in governmental policies and participation in international trading partnerships or
economic unions currently exist, and, depending upon how such uncertainties are resolved, the changes could have a material
adverse effect on us.

Changes to existing trade agreements, such as the North American Free Trade Agreement, greater restrictions on international
trade generally and significant increases in tariffs on goods imported into the United States, particularly from China, could materially
adversely affect our business and operations. Changes in U.S. social, political, regulatory and economic conditions or in laws and
policies governing foreign trade, manufacturing, development and investment in the territories and countries where we currently
develop, manufacture and sell products, and any negative reactions towards the United States as a result of such changes, could
adversely affect our business and operations. In addition, negative sentiments towards the U.S. among non-U.S. customers and among
non-U.S. employees or prospective employees could adversely affect our international sales or the hiring and retention of qualified
employees, respectively.

The United Kingdom exit from the European Union has also created political and economic uncertainty, particularly in the U.K.
and the European Union, and this uncertainty may last for years. Our business and operations in the U.K. the European Union, and
worldwide could be materially adversely affected by the U.K. exit. Future events as a consequence of the U.K. exit, including stresses
within the U.K. itself, may cause significant volatility in global financial markets, including global currency and debt markets, and
result in a slowdown in economic activity in the U.K., Europe or globally, which could materially adversely affect our operating
results and growth prospects. In addition, our business and operations could be materially adversely affected by new or revised trade
agreements between countries in which we have operations or do business, including the U.S., the U.K., the European Union and
China, as well as by the possible impositions of tariffs or trade or other regulatory barriers by any nation where we have operations or
do business.

Tariffs or other restrictions imposed by the United States Trade Representative may affect our operations in the U.S., may disrupt
our activities in the U.S., may have an adverse impact on our profitability and results of operations and may encourage the
independent development in China of products and electronic components that will compete with ours or displace our products and
components, resulting in an adverse impact on our Chinese business.

In May 2019, at the direction of the President of the United States, the United States increased the level of tariffs from 10% to
25% on approximately $200 billion worth of Chinese imports. The President also ordered the U.S. Trade Representative to begin the
process of raising tariffs on essentially all remaining imports from China, which are valued at approximately $300 billion. These
tariffs are in addition to the recently imposed new or higher tariffs on specified products imported from China in response to what the
U.S. characterizes as unfair trade practices. China responded to the earlier increased tariffs by proposing new or higher tariffs on
specified products imported from the United States. Negotiations between the U.S. and China to resolve the issues that precipitated
the impositions of these tariffs are reported to be ongoing, but the situation is dynamic and the timing and nature of any ultimate
resolution is currently uncertain. In June 2019, President Trump and Chinese President Xi Jinping agreed that they did not plan more
tariffs against each other’s countries, but on August 1, 2019, President Trump announced that on September 1, 2019, the U.S. would
put an additional tariff of 10% on $300 billion of goods and products coming from China to the U.S.

On August 23, 2019, in response to China announcing additional tariffs on U.S. products, President Trump instructed the U.S.
Trade Representative to increase by 5% the tariffs on approximately $550 billion worth of Chinese imports to the U.S. This would
increase the tariff rate on $250 billion worth of Chinese imports, effective October 1, 2019 to 30% and raise the tariff rate to 15% on
$300 billion worth of Chinese imports previously announced, but on September 11, 2019 President Trump announced that the
effective date would be extended to October 15, 2019 as “a gesture of goodwill.” On October 12, 2019, President Trump announced
that the U.S. would halt the October 15, 2019 tariff increase after positive negotiations with the China representatives in Washington,
D.C. On January 15, 2020, the U.S. and China signed a Phase One trade deal pursuant to which, among other things, the U.S. will
modify its Section 301 tariff actions (described in this risk factor) in a significant way.
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Most of our products are manufactured in China and then a portion of those products are imported into the U.S. The impacts on
us of the recently imposed and proposed tariffs are uncertain because of the dynamic nature of governmental actions and responses, as
well as possible exemptions for certain products. If the U.S. and China are able to negotiate the issues to restore a mutually
advantageous and fair trading regime, the increased tariffs could be eliminated, but given the uncertainties, there can be no assurance
of whether, or when, this will be accomplished. We have taken actions, and may take additional steps, to mitigate those impacts and
protect our competitive position in the marketplace. If we determine to pass some or all of these new tariff burdens on to our
customers, the result may be a degradation of our competitive position and a loss of customers that would adversely affect our
operating performance. It is not clear at this time what the ultimate outcome of these tariff actions and our mitigation efforts will be,
but given the importance of our Chinese operations and related sales, and the impacts of existing and possible future restrictions with
regard to transactions with Chinese entities, it is very possible that our operating results and/or financial condition may be adversely
affected.

On August 25, 2019, President Trump advised American companies to seek alternatives to China for the manufacture of their
products, citing the U.S. “International Emergency Economic Powers Act of 1977 as a possible basis for applying a sanction of this
sort. It is not clear at this time when, whether or in what form, this threat will be put into action, but if it does materialize our results of
operations and financial condition likely will be materially adversely affected.

In addition, China is stepping up efforts to design and manufacture semiconductors itself rather than buy from the U.S., amid
fears that sanctions might cripple its high-tech industry. U.S. restrictions on exports to Chinese telecoms equipment makers have
sharpened Beijing’s focus on semiconductor self-sufficiency. China’s ministry of finance announced tax breaks “to support the
development of integrated circuit design and the software industry,” cancelling corporate taxes for some companies for two years.
Although the outcome of these efforts is uncertain, the development of such capacity in China would likely have a material adverse
effect on our profitability and results of operations.

The U.K.’s exit from the European Union (“E.U.”) will continue to have uncertain effects and could adversely impact our
business, results of operations and financial condition.

On June 23, 2016, the U.K. voted to exit from the E.U. (commonly referred to as “Brexit”). The U.K. exited the E.U. on January
31, 2020. The U.K.’s exit from the E.U. is to be followed by an 11-month transition period to allow the U.K. and the E.U. to finalize
new trade, security, data, fishing and transport policies to shape their new relationship. The impacts of the implementation of Brexit
and the resulting relationship between the U.K. and the E.U. are uncertain for companies doing business both in the U.K. and the
overall global economy. The U.K. vote impacted global markets, including various currencies, and resulted in a sharp decline in the
value of the British Pound as compared to the U.S. dollar and other major currencies. The fluctuation of currency exchange rates may
expose us to gains and losses on non-U.S. currency transactions. Volatility in the securities markets and in currency exchange rates
may continue as the U.K. and the E.U. finalize the new trade, security data, fishing and transport policies. While we have not
experienced any material financial impact from Brexit on our business to date, we cannot predict its future implications. Any impact
from Brexit on our business and operations over the long term will depend, in part, on the outcome of tariff, tax treaties, trade,
regulatory, and other negotiations the U.K. conducts.

A slowdown in the Chinese economy could limit the growth in demand for electronic devices containing our products, which would
have a material adverse effect on our business, operating results and prospects.

We believe that an increase in demand in China for electronic devices that include our products will be an important factor in our
future growth. Continuing weakness in the Chinese economy could result in a decrease in demand for electronic devices containing
our products and, thereby, materially and adversely affect our business, operating results and prospects.

Economic regulation in China could materially and adversely affect our business, operating results and prospects.

We have a significant portion of our manufacturing capacity in mainland China. In addition, in 2019 approximately 51% of our
total sales were shipped to customers in China. In recent years, the Chinese economy has experienced periods of rapid expansion and
wide fluctuations in the rate of inflation. In response to these factors, the Chinese government has, from time to time, adopted
measures to regulate growth and contain inflation, including measures designed to restrict credit or control prices. Such actions in the
future could increase the cost of doing business in China or decrease the demand for our products in China and, thereby, have a
material adverse effect on our business, operating results and prospects.

We could be adversely affected by violations of the United States’ Foreign Corrupt Practices Act, the U.K.’s Bribery Act 2010,
China’s anti-corruption campaign and similar worldwide anti-bribery laws.

The United States’ Foreign Corrupt Practices Act (“FCPA”), the United Kingdom’s Bribery Act 2010 (the “U.K. Bribery Act”),
China’s anti-corruption campaign and similar anti-bribery laws in other jurisdictions generally prohibit companies and their
intermediaries from making improper payments to government officials for the purpose of obtaining or retaining business. Our
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policies mandate compliance with these anti-bribery laws. We operate in many parts of the world that may have experienced
governmental corruption to some degree and, in certain circumstances, strict compliance with anti-bribery laws may conflict with
local customs and practices. We train our staff concerning FCPA, the U.K. Bribery Act and related anti-bribery laws. We have
established procedures and controls to monitor internal and external compliance. There can be no assurance that our internal controls
and procedures always will protect us from reckless or criminal acts committed by our employees or agents, and we have no third
party attestation to the effectiveness of our internal controls related to fraud and corruption. If we are found to be liable for FCPA, the
U.K. Bribery Act and other anti-bribery law violations (either due to our own acts or inadvertence, or due to the acts or inadvertence
of others), we could incur criminal or civil penalties or other sanctions, which could have a material adverse effect on our business and
operating results.

We are subject to foreign currency risk as a result of our international operations.

We face exposure to adverse movements in foreign currency exchange rates, principally the Chinese Yuan, the Taiwanese dollar,
the Euro and the British Pound Sterling and, to a lesser extent, the Japanese Yen and the Hong Kong dollar. Our income and expenses
are based on a mix of currencies and a decline in one currency relative to the other currencies could adversely affect our operating
results. Furthermore, our operating results are reported in U.S. dollars, which is our reporting currency. In the event the U.S. dollar
weakens against a foreign currency, we will experience a currency transaction loss, which could adversely affect our operating results.
Also, fluctuations in foreign currency exchange rates may have an adverse impact and be increasingly influential to our overall sales,
profits and operating results as amounts that are measured in foreign currency are translated back to U.S. dollars for reporting
purposes. Our foreign currency risk may change over time as the level of activity in foreign markets grows and could have an adverse
impact upon our financial results, especially if the portion of our sales attributable to Europe increases. We have taken, and plan to
continue to take, efforts to mitigate some of our foreign currency exposure by entering into foreign exchange hedging agreements with
financial institutions to reduce exposures to some of the principal currencies in countries in which we conduct sales, acquire raw
materials, build products and make capital investments, but these efforts may not be successful. In this regard, these hedging
agreements do not cover all currencies in which we do business, do not eliminate foreign currency risk entirely for the currencies that
they do cover, and involve costs and risks of their own in the form of transaction costs, credit requirements and counterparty risk.

China is experiencing rapid social, political and economic change, which has increased labor costs and other related costs that
could make doing business in China less advantageous than in prior years. Increased labor costs in China could adversely affect
our business, operating results and financial condition.

Historically, labor in China has been readily available at a lower cost compared to other countries. However, because China is
experiencing rapid social, political and economic change, there can be no assurance that labor will continue to be available in China at
costs consistent with historical levels. Any future increase in labor cost in China is likely to be higher than historical and projected
amounts and may occur multiple times in any given year. As a result of experiencing such rapid social, political and economic change,
China is also likely to enact new, and/or revise its existing, labor laws and regulations on employee compensation and benefits. These
changes in Chinese labor laws and regulations will likely to have an adverse effect on product manufacturing costs in China.
Furthermore, if China workers go on strike to demand higher wages, our operations could be disrupted. Many of our suppliers are
currently dealing with labor shortages in China, which may result in future supply delays and disruptions and may drive a substantial
increase in their labor costs that is likely to be shared by us in the form of price increases to us. New or revised government labor laws
or regulations, strikes or labor shortages could cause our product costs to rise and/or could cause manufacturing partners on whom we
rely to exit the business. These events could have a material adverse impact on our product availability and quality, which would
affect our business, operating results and financial condition.

We may not continue to receive preferential tax treatment in Asia, thereby increasing our income tax expense and reducing our net
income.

As an incentive for establishing our manufacturing subsidiaries in China, we receive preferential tax treatment. Governmental
changes in foreign tax law may cause us not to be able to continue receiving these preferential tax treatments in the future, which may
cause an increase in our income tax expense, thereby reducing our net income.

The distribution of any earnings of certain foreign subsidiaries may be subject to foreign income taxes, thus reducing our net
income.

Our undistributed foreign earnings continue to be indefinitely reinvested in foreign operations, with limited exceptions related to
carnings of European and Asian subsidiaries. Any future distributions of foreign earnings will not be subject to additional U.S.
income tax, but may be subject to foreign withholding taxes. As of December 31, 2019, we had undistributed earnings from non-U.S.
operations of approximately $913 million (including approximately $115 million of restricted earnings, which are not available for
dividends). Undistributed earnings of our China subsidiaries comprise $425 million of this total. Additional Chinese withholding
taxes of approximately $46 million would be required should the $425 million of such earnings be distributed out of China as
dividends.
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We could be adversely affected by the compromise or theft of our technology, know-how, data or intellectual property or a
requirement that we yield rights in technology, know-how, data stored in foreign jurisdictions or intellectual property that we use
in such foreign jurisdictions.

In general, we rely on the intellectual property and unfair competition laws and contractual restrictions to protect our technology,
know-how, data and intellectual property in the foreign jurisdictions in which we operate. We believe our technology, know-how, data
and other intellectual property rights are important to our success. Any unauthorized use of our technology, know-how, data and other
intellectual property rights could harm our competitive advantages and business. For example, some jurisdictions have not protected
intellectual property rights to the same extent as the United States, and infringement of intellectual property rights continues to pose a
serious risk of doing business in such jurisdictions. The measures we take to protect our intellectual property rights may not be
adequate. Furthermore, the application of laws governing intellectual property rights in certain foreign jurisdictions is uncertain and
evolving, and could involve substantial risks to us. Infringement of our patents or required technology or know-how transfers to
foreign entities could create competition for us, and such competition could have a material adverse effect on our longer-term
profitability and success.

RISKS RELATED TO OUR COMMON STOCK
Variations in our quarterly operating results may cause our stock price to be volatile.

We have experienced substantial variations in net sales, gross profit margin and operating results from quarter to quarter. We
believe that the factors that influence this variability of quarterly results include:

e strength of the global economy and the stability of the financial markets;

e general economic conditions in the countries where we sell our products;

e seasonality and variability in the computing and communications market and our other end-markets;

e the timing of our and our competitors’ new product introductions;

e product obsolescence;

e the scheduling, rescheduling and cancellation of large orders by our customers;

e the cyclical nature of the demand for our customers’ products;

e our ability to develop new process technologies and achieve volume production at our fabrication facilities;
e changes in manufacturing yields;

e adverse movements in exchange rates, interest rates or tax rates; and

e the availability of adequate supply commitments from our outside suppliers or subcontractors.

Accordingly, a comparison of our operating results from period to period is not necessarily meaningful to investors and our
operating results for any period do not necessarily indicate future performance. Variations in our quarterly results may trigger volatile
changes in our stock price.

General or industry-specific market conditions or stock market performance or domestic or international macroeconomic and
geopolitical factors unrelated to our performance also may affect the price of our stock. For these reasons, investors should not rely on
recent or historical trends to predict future stock prices, financial condition, operating results or cash flows. In addition, as discussed in
Part I, Item 3 “Legal Proceedings ” of this Annual Report, we are involved in various legal proceedings that arise in the normal course
of business. Additional volatility in the price of our securities could result in litigation matters, which could result in substantial costs
and the diversion of management time and resources.

We may enter into future acquisitions and take certain actions in connection with such acquisitions that could adversely affect the
price of our Common Stock.

As part of our growth strategy, we expect to review acquisition prospects that would implement our vertical integration strategy
or offer other growth opportunities. From time to time, we may be in various stages of discussions and we may acquire businesses,
products or technologies in the future. In the event of future acquisitions, we could:

e use a significant portion of our available cash;
e issue equity securities, which would dilute current stockholders’ percentage ownership;

e incur substantial debt;
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e incur or assume contingent liabilities, known or unknown;

e incur amortization expenses related to intangibles;

e incur large, immediate accounting write-offs;

e incur substantial expense and diversion of management attention, regardless of the success of the acquisition; and

e create goodwill and other intangible assets that may require impairment charges in the future.

Such actions by us could harm our operating results and adversely affect the price of our Common Stock.

Our directors, executive officers and significant stockholders hold a substantial portion of our Common Stock, which may lead to
conflicts with other stockholders over corporate transactions and other corporate matters.

Our directors, executive officers and our affiliate, LSC, beneficially own approximately 21% of our outstanding Common Stock,
including options to purchase shares of our Common Stock that are exercisable within 60 days of December 31, 2019. These
stockholders, acting together, will be able to influence significantly all matters requiring stockholder approval, including the election
of directors and significant corporate transactions such as mergers or other business combinations. This control may delay, deter or
prevent a third party from acquiring or merging with us, which could adversely affect the market price of our Common Stock.

LSC, our largest stockholder, owns approximately 15.2% (approximately 7.8 million shares) of our Common Stock. Some of our
directors and executive officers may have potential conflicts of interest because of their positions with LSC or their ownership of LSC
common stock. In the third quarter of 2019 we entered into a Share Swap Agreement that provides for the acquisition of LSC by the
Company. At the effective date of the transaction, each share of LSC will be converted into the right to receive TWD $42.50 per
share in cash, or approximately US $1.42 per share based on December 31, 2019 exchange rates. The aggregate consideration to be
paid by the Company, based on the December 31, 2019 exchange rate, is approximately $437 million. This amount is subject to
change, based on the Taiwan dollar to United States dollar exchange rate at closing. The acquisition received LSC shareholder
approval on October 25, 2019, and we anticipate completing the acquisition in the second half of 2020, subject to customary closing
conditions and regulatory approvals. We expect to fund the purchase price of the transaction primarily with proceeds from a
new bank financing arrangement.

Raymond Soong, the Chairman of the Board of Directors, is the Chairman of LSC, and is the Chairman of Lite-On Technology
Corporation (“LTC”), a significant shareholder of LSC. C.H. Chen, our former President and Chief Executive Officer and currently
the Vice Chairman of the Board of Directors, is also Vice Chairman of LSC and a board member of LTC. Dr. Keh-Shew Lu, a
member of our Board of Directors and our President and Chief Executive Officer, is a board member of LTC and a board member of
Nuvoton. Several of our directors and executive officers may own LSC common stock or hold options to purchase LSC common
stock. Service on our Board of Directors and as a director or officer of LSC, or ownership of LSC common stock by our directors and
executive officers, could create, or appear to create, actual or potential conflicts of interest when directors and officers are faced with
decisions that could have different implications for LSC and us. For example, potential conflicts could arise in connection with
decisions involving the Common Stock owned by LSC, or under the other agreements we may enter into with LSC. In 2019, 2018 and
2017, LSC accounted for less than 3% of our silicon wafer supply and our finished good’s supply. Prior to the consummation of our
acquisition of LSC, we may have difficulty resolving any potential conflicts of interest with LSC, and even if we do, the resolution
may be less favorable than if we were dealing with an unrelated third party.

We were formed in 1959, and our early corporate records are incomplete. As a result, we may have difficulty in assessing and
defending against claims relating to rights to our Common Stock purporting to arise during periods for which our records are
incomplete.

We were formed in 1959 under the laws of California and reincorporated in Delaware in 1968. We have had several transfer
agents since being formed. In addition, our early corporate records, including our stock ledger, are incomplete. As a result, we may
have difficulty in assessing and defending against claims relating to rights to our Common Stock purporting to arise during periods for
which our records are incomplete.
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Non-cash tender offers, debt equity swaps or equity exchanges to consummate our business activities are likely to have the effect of
diluting the ownership interest of existing stockholders, including qualified stockholders who receive shares of our Common Stock
in such business activities.

We, from time to time, may utilize non-cash tender offers, debt equity swaps or equity exchanges in accordance with the
guidance and rules promulgated by the SEC to consummate our business activities. Such means to consummate our business activities
will likely involve issuance of our Common Stock in large quantities and will subsequently dilute the ownership interest of existing
stockholders, including stockholders who previously received shares of our Common Stock in such transactions. Any sales in the
public market of the newly issued Common Stock could adversely affect prevailing market prices of our Common Stock. In addition,
utilizing non-cash tender offers, debt equity swaps or equity exchanges may encourage short selling because such utilization could
depress the market price of our Common Stock.

Anti-takeover effects of certain provisions of Delaware law and our Certificate of Incorporation and Bylaws, may hinder a take-
over attempt.

Some provisions of Delaware law, our certificate of incorp