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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements

NETLIST, INC. AND SUBSIDIARIES

Condensed Consolidated Balance Sheets
(in thousands, except par value)

(unaudited) (audited)
October 3, January 3,
2009 2009
ASSETS
Current assett
Cash and cash equivale $ 11,50 $ 15,21«
Investments in marketable securit 3,11¢ 5,19¢
Accounts receivable, n 2,73 1,913
Inventories 1,88¢ 1,82¢
Income taxes receivab — 1,88(
Prepaid expenses and other current a: 63€ 761
Total current asse 19,87( 26,80(
Property and equipment, r 5,20z 6,93¢
Long-term investments in marketable securi 1,742 96(
Other asset 252 234
Total asset $ 27,066 $ 34,93t
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $ 196¢ $ 1,78¢
Current portion of lon-term debt 11F 474
Current portion of deferred gain on sale and leaslelransactiol 11¢ 11¢
Income taxes payab 78 —
Accrued expenses and other current liabili 3,09¢ 2,08z
Total current liabilities 5,37: 4,461
Long-term debt, net of current portic 77 13C
Deferred gain on sale and leaseback transactiomf meirrent portior 19 10¢€
Total liabilities 5,46¢ 4,69¢
Commitments and contingenci
Stockholder equity:
Common stock, $0.001 par val- 90,000 shares authorized; 19,855 shares issuedugsidnding 20 20
Additional paic-in capital 70,61 69,38:
Accumulated defici (49,010 (39,119
Accumulated other comprehensive i (24) (56)
Total stockholder equity 21,59 30,23¢
Total liabilities and stockholde’ equity $ 27,06¢ $ 34,93

See accompanying notes.
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NETLIST, INC. AND SUBSIDIARIES

Unaudited Condensed Consolidated Statements of Opions

Net sales
Cost of sales(1
Gross profil
Operating expense
Research and development
Selling, general and administrative
Total operating expens:
Operating los:
Other income
Interest (expense) income, 1
Other income (expense), r
Total other income (expense), |

Loss before provision (benefit) for income ta

Provision (benefit) for income tax

Net loss

Net loss per common sha
Basic and dilutes

Weighte-average common shares outstand
Basic and dilute:

(in thousands, except per share amounts)

Three Months Ended

Nine Months Ended

(1) Amounts include sto-based compensation expense as follc

Cost of sale:
Research and developme
Selling, general and administrati

October 3, September 27, October 3, September 27,
2009 2008 2009 2008
$ 6,44¢ 28,87¢ $ 11,78. $ 60,40¢
4,87¢ 26,83: 10,507 52,57¢
1,567 2,04¢ 1,27¢ 7,83¢
1,97¢ 1,651 5,61¢ 4,94:
2,11°¢ 3,364 6,17( 10,142
4,09( 5,01¢ 11,78¢ 15,08¢
(2,527%) (2,979) (10,519 (7,257)
(25) 38 75 381
4 13 134 (55)
(21) 51 20¢ 32€
(2,549 (2,920 (10,306 (6,925)
(45€) 4,502 (409) 3,332
$ (2,08¢6) (7,422 $ (9,897 $ (10,257
$ (0.12) (0.3) $ (0.50 $ (0.52)
19,85¢ 19,85¢ 19,85¢ 19,84t
$ 14€ $ 44 3% 21z % 10€
15€ 55 26z 14C
32¢ 263 758 73t

See accompanying notes.
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NETLIST, INC. AND SUBSIDIARIES
Unaudited Condensed Consolidated Statements of Cafows
(in thousands)

Nine Months Ended

October 3, September 27,
2009 2008
Cash flows from operating activitie
Net loss $ (9,897 $ (10,257
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic 1,71C 1,77¢
Amortization of deferred gain on sale and leaseltsrisactior (89) (89
Deferred income taxe — 3,27t
(Gain) loss on disposal of ass (11¢) 17
Stock-based compensatic 1,22¢ 981
Provision for bad debt — 25¢
Changes in operating assets and liabilit
Accounts receivabl (815) (3,979
Inventories (57 (1,099
Income taxes receivab 1,88( 113
Prepaid expenses and other current a: 12¢ (510
Other asset (18 (229)
Accounts payabl 18¢ (1,459
Income taxes payab 78 —
Accrued expenses and other current liabili 1,01( (512)
Net cash used in operating activit (4,779 (11,705
Cash flows from investing activitie
Acquisition of property and equipme (89 (2,077
Proceeds from sales of equipm 34z —
Purchase of investments in marketable secul (10,83 (6,677)
Proceeds from maturities and sales of investmaentsairketable securitie 12,17( 19,60(
Net cash provided by investing activiti 1,58¢ 11,84¢
Cash flows from financing activitie
Borrowings on line of cred 12,78¢ 78,99¢
Payments on line of crec (12,789 (71,630
Payments on del (520) (607)
Increase in restricted ca — (2,000
Reversal of unrealized excess tax benefit fromasernf warrant: — (4)
Net cash provided by (used in) financing activi (520) 4,75¢
Net (decrease) increase in cash and cash equis (3,719 4,89¢
Cash and cash equivalents at beginning of pe 15,21« 7,182
Cash and cash equivalents at end of pe $ 11,50 $ 12,08:
Supplemental disclosure of r-cash investing activitie!
Reclassification of other assets to property andpenent $ — $ 281
Purchase of assets under capital l¢ $ 106 $ —
Unrealized gains (losses) from investments in ntatde securitie $ 32 % (277

See accompanying notes.
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NETLIST, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
October 3, 2009

Note 1—Description of Business

Netlist, Inc. (the “Company” or “Netlist”) desigrad manufactures high performance memory subsydtartise server, high
performance computing and communications markéts.Jompany’s memory subsystems consist of dynaamidom access memory
integrated circuits, NAND flash memory, or NAND,chather components assembled on a printed ciroaitdo Headquartered in Irvine,
California, Netlist’s solutions are targeted atlaggtions where memory plays a key role in meetipgstem performance requirements. In 2007,
the Company established a manufacturing facilitthenPeople’s Republic of China, (the “PRC"), whiltame operational in July 2007 upon
the successful qualification of certain key custmne

Note 2—Summary of Significant Accounting Policies
Basis of Presentation

The interim unaudited condensed consolidated filmhstatements have been prepared in accordanheaegbunting principles generally
accepted in the United States of America (the “USF)interim financial information and with the tngctions to Securities and Exchange
Commission (“SEC”) Form 10-Q and Article 8 of SE@drlation S-X. These financial statements do nduire all of the information and
footnotes required by accounting principles geteradcepted in the US for complete financial staata. Therefore, these unaudited
condensed consolidated financial statements shmutéad in conjunction with the Company’s auditedsolidated financial statements and
notes thereto for the year ended January 3, 286®ided in the Company’s Annual Report on Form 1filéd with the SEC on March 30,
20009.

The condensed consolidated financial statementsdad herein as of October 3, 2009 are unauditedgkier, they contain all normal
recurring accruals and adjustments that, in thaiopiof the Company’s management, are necessgmesent fairly the consolidated financial
position of the Company and its wholly owned sulasids as of October 3, 2009 and January 3, 20@%dnsolidated results of its operations
for the three and nine months ended October 3, 280 eptember 27, 2008, and the consolidatedfloagh for the nine months ended
October 3, 2009 and September 27, 2008. The resfubigerations for the three and nine months er@ietdber 3, 2009 are not necessarily
indicative of the results to be expected for theyfear or any future interim periods. We havelested subsequent events through November
3, 2009, the filing date of this quarterly repontieorm 10-Q, and determined that no subsequenteheane occurred that would require
recognition in the condensed consolidated finarsteiements or disclosure in the notes thereta dtla@ as disclosed in the accompanying
notes.

Principles of Consolidation

The consolidated financial statements include tlw®ants of Netlist, Inc. and its wholly owned sulisiies. All intercompany balances
and transactions have been eliminated in consaialat

Fiscal Year

The Company operates under a 52/53-week fiscalgmding on the Saturday closest to December 31fiseal 2009, the Company’s
fiscal year end is scheduled to be January 2, 2080will consist of 52 weeks. Each of the Compalfiys three quarters in a fiscal year is
comprised of 13 weeks.

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally acceptethia US requires management to
make estimates and assumptions that affect thetegpamounts of the assets and liabilities andassece of contingent assets and liabilities at
the date of the financial statements, and the ted@mounts of revenues and expenses during tbetirepperiod. Significant estimates made
by management include, among others, valuationwastments in marketable securities, provisionsifamollectible receivables and sales
returns, warranty liabilities, valuation of inverits, recoverability of long-lived assets, stoclsdd compensation expense and realization of
deferred tax assets. The Company bases its estimateassumptions on current facts, historical spee and various other factors that it
believes to be reasonable under the circumstati@sesults of which form the basis for making jondmts about the carrying values of assets
and liabilities and the accrual of costs and expsgitisat are not readily apparent from other soufdes actual results experienced by the
Company may differ materially and adversely fromestimates. To the extent there are materialrdiffees between the estimates and the
actual results, future results of operations walldffected.
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Revenue Recognition

The Company’s revenues primarily consist of prodaes of high performance memory subsystems ginatiequipment manufacturers
("OEMs”). Revenues also include sales of excessritories to distributors and other users of menttagrated circuits (“ICs”) totaling
approximately $0.6 million and $0.7 million, respeely, for the three and nine months ended Oct&&009, and approximately $0.1 million
and $0.3 million, respectively, for the three amkermonths ended September 27, 2008.

The Company recognizes revenues in accordancetlvdthinancial Accounting Standards Board (“FASB8cAunting Standards
Coadification (“ASC” or the “Codification”) Topic Accordingly, the Company recognizes revenuesnithere is persuasive evidence of an
arrangement, product delivery and acceptance hea#r®d, the sales price is fixed or determinadohel collectability of the resulting
receivable is reasonably assured.

The Company generally uses customer purchase arddfer contracts as evidence of an arrangemetivedeoccurs when goods are
shipped for customers with FOB Shipping Point teemd upon receipt for customers with FOB Destimateyms, at which time title and risk
of loss transfer to the customer. Shipping docusarg used to verify delivery and customer accegtafihe Company assesses whether the
sales price is fixed or determinable based on #yenent terms associated with the transaction arethehthe sales price is subject to refund.
Customers are generally allowed limited rightsegtirn for up to 30 days, except for sales of exoegntories, which contain no right-of-
return privileges. Estimated returns are providedat the time of sale based on historical expegesr specific identification of an event
necessitating a reserve. The Company offers aatdrmtoduct warranty to its customers and has hergiost-shipment obligations. The
Company assesses collectibility based on the evediiness of the customer as determined by cobditks and evaluations, as well as the
customer’s payment history.

A portion of the Company'’s shipments are made italtharty inventory warehouses, or hubs, and thea@any recognizes revenue when
the inventory is pulled from the hub for use ingwotion by the customer. The Company receives artémm the customer on a daily basis
indicating the inventories pulled from a hub foedsy the customer, and performs a daily reconimliadf inventories shipped to and pulled by
the customer to those inventories reflected orctistomer’s reports to ensure that sales are repedi the appropriate periods.

All amounts billed to customers related to shippamgl handling are classified as revenues, whileaalts incurred by the Company for
shipping and handling are classified as cost afssal

Cash and Cash Equivalents
Cash and cash equivalents consist of cash andtghorinvestments with original maturities of threenths or less.
Investments in Marketable Securities

The Company accounts for its investments in mabitetsecurities in accordance with ASC Topic 320e Company determines the
appropriate classification of its investments attilme of purchase and reevaluates such desigretieach balance sheet date. The Company’s
investments in marketable securities have beesifikds and accounted for as available-for-sale d@emanagement’s investment intentions
relating to these securities. Available-for-saleusities are stated at market value, and are giybeesed on market quotes, to the extent they
are available. Unrealized gains and losses, napplicable deferred taxes, are recorded as a coampoi other comprehensive income (loss).
Realized gains and losses and declines in valueeplith be other than temporary are determined baséue specific identification method &
are reported in other income, net in the unauditettiensed consolidated statements of operations.

The Company generally invests its excess cashrimedtic bankissued certificates of deposit which carry fedeegosit insurance, mon
market funds and in highly liquid debt instrumeot$JS municipalities, corporations and the US gaweent and its agencies. All highly liquid
investments with stated maturities of three monthgss from the date of purchase are classifiathsls equivalents; all investments with sti
maturities of greater than three months are class#s investments in marketable securities.

Fair Value of Financial Instruments

The Company’s financial instruments consist priatlipof cash and cash equivalents, investmentsarketable securities, accounts
receivable, accounts payable, accrued expensededmhdnstruments. Effective December 30, 2007 Qbmpany adopted the requirements of
ASC Topic 820, which defines fair value, establsshdramework for measuring fair value in accor@awith accounting principles generally
accepted in the US and expands required disclosin@st fair value measurements. Other than for
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certain investments in auction rate securities fé&te 4), the fair value of the Company’s cash egjents and investments in marketable
securities is determined based on quoted pricastine markets for identical assets, or Level LitapThe Company believes that the carrying
values of all other financial instruments approxieteir current fair values due to their naturd sespective durations.

Allowance for Doubtful Accounts

The Company evaluates the collectibility of accaweteivable based on a combination of factorsaes where the Company is awar
circumstances that may impair a specific custorragsibty to meet its financial obligations subsequi the original sale, the Company will
record an allowance against amounts due, and theeelice the net recognized receivable to the atrtberCompany reasonably believes will
be collected. For all other customers, the Compangrds allowances for doubtful accounts basedaoiiynon the length of time the
receivables are past due, the current businessoenvent and its historical experience.

Concentration of Credit Risk

Financial instruments that potentially subject @@mpany to significant concentrations of credik kensist principally of cash and cash
equivalents, investments in marketable securitied,accounts receivable.

The Company invests primarily in money market fyradstificates of deposit and high-credit qualigbtinstruments, including those
issued by federal agencies whose credit is supphostehe US government. Cash equivalents are maatavith high quality institutions, the
composition and maturities of which are regularignitored by management. Investments in marketadlargties are generally in high-credit
quality debt instruments with an active resale mar8uch investments are made only in instrumeastseid or enhanced by high-quality
institutions. The Company had $0.3 million of FOBured funds at October 3, 2009. The Companybasicurred any credit risk losses
related to these investments.

The Company'’s trade accounts receivable are priynderived from sales to OEMs in the computer indusThe Company performs
credit evaluations of its customers’ financial citioth and limits the amount of credit extended whkieemed necessary, but generally requires
no collateral. The Company believes that the commagan of credit risk in its trade receivablesrisderated by its credit evaluation process,
relatively short collection terms and the high levecredit worthiness of its customers. Resenresnaaintained for potential credit losses, and
such losses historically have not been signifieantt have been within management’s expectations.

Inventories

Inventories are valued at the lower of cost orraatizable value. Cost is determined on an avecagebasis which approximates actual
cost on a first-in, first-out basis and includes raaterials, labor and manufacturing overhead.ashebalance sheet date, the Company
evaluates its ending inventories for excess guasti#nd obsolescence. Among other factors, the @oyngonsiders historical demand and
forecasted demand in relation to the inventory amdy competitiveness of product offerings, marketditions and product life cycles when
determining obsolescence and net realizable v&wisions are made to reduce excess or obsolegetiories to their estimated net realizable
values. Once established, write-downs are congidezemanent adjustments to the cost basis of tbesexor obsolete inventories.

Property and Equipment

Property and equipment are recorded at cost anecieped on a straight-line basis over their edichaiseful lives, which generally
range from three to seven years. Leasehold imprem&srare recorded at cost and amortized on alstritig@ basis over the shorter of their
estimated useful lives or the remaining lease term.

Warranties

The Company offers warranties generally rangingfane to three years to its customers, other thasates of excess inventory,
depending on the product and negotiated termsmwhpase agreements. Such warranties require the &uorip repair or replace defective
product returned to the Company during the warraetyod at no cost to the customer. The Compamyrdscan estimate for warranty-related
costs at the time of sale based on, among othew&dts historical and estimated product retates and expected repair or replacement costs
Such costs have historically been consistent betyweeods and in-line with management’s expectation

8
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Stock-Based Compensation

The Company accounts for equity issuances to ngulegmes in accordance with ASC Topic 505. All sactions in which goods or
services are the consideration received for theaisse of equity instruments are accounted for bandtie fair value of the consideration
received or the fair value of the equity instrumisstied, whichever is more reliably measurable. mbasurement date used to determine the
fair value of the equity instrument issued is thdier of the date on which the third-party perfamoe is complete or the date on which it is
probable that performance will occur.

In accordance with ASC Topic 718, employee andctlirestock-based compensation expense recogniza@thdhe period is based on the
value of the portion of stock-based payment awtrdsis ultimately expected to vest during the @ebriStock-based compensation expense
recognized in the accompanying unaudited condecsesblidated statements of operations is baseteoadtimated grant date fair value.
Given that stock-based compensation expense rexajiti the unaudited condensed consolidated statsraEoperations is based on awards
ultimately vested and expected to vest, it has lbeeduced for estimated forfeitures. Forfeiturestie estimated at the time of grant and
revised, if necessary, in subsequent periods ifehcorfeitures differ from those estimates. Theéneated average forfeiture rates used by the
Company are based on historical forfeiture expeseand estimated future forfeitures.

The fair value of common stock option awards to kyges and directors is calculated using the Blackeles option pricing model. The
Black-Scholes model requires subjective assumptiegarding future stock price volatility and expttime to exercise, along with
assumptions about the riflee interest rate and expected dividends, whitdcathe estimated fair values of these awards.eXpected term «
options granted is derived from historical dateearployee exercises and pesisting employment termination behavior. The expaeblatility
is based on the historical volatilities of our coomstock. The risk-free rate selected to valueparyicular grant is based on the US Treasury
rate that corresponds to the expected term of et @ffective as of the date of the grant. Theeetgd dividend assumption is based on the
Company’s history and expectation of dividend pagotihese factors could change in the future, tiffg¢he determination of stock-based
compensation expense in future periods.

Income Taxes

Under ASC Topic 270, the Company is required tastdis effective tax rate each quarter to be est with the estimated annual
effective tax rate. The Company is also requirecttmrd the tax impact of certain discrete itenmgjswal or infrequently occurring, including
changes in judgment about valuation allowanceseffiedts of changes in tax laws or rates, in therint period in which they occur. In
addition, jurisdictions with a projected loss fbetyear or a year-to-date loss where no tax becefitoe recognized are excluded from the
estimated annual effective tax rate. The impasiugh an exclusion could result in a higher or loeféective tax rate during a particular
quarter, based upon the mix and timing of actualiegs versus annual projections.

The Company accounts for income taxes in accordaitbeASC Topic 740. Deferred tax assets and lids are recognized to reflect 1
estimated future tax effects, calculated at culyesffective tax rates, of future deductible orahle amounts attributable to events that have
been recognized on a cumulative basis in the cmtadet financial statements. A valuation allowarelated to a deferred tax asset is recorded
when it is more likely than not that some portidritee deferred tax asset will not be realized.

The Company adopted certain newly issued requiresremASC Topic 740 on December 31, 2006, the fest of its 2007 fiscal year.
The new requirements sought to reduce the diversipyactice associated with certain aspects ofsor@ment and recognition in accounting
for income taxes. Additionally, the new guidancesgribes a recognition threshold and measuremeguoirement for the financial statement
recognition of a tax position that has been takeis expected to be taken on a tax return and@i®ades guidance on de-recognition,
classification, interest and penalties, accouniinigterim periods, disclosure, and transition.gAesult of the new guidance, the Company may
only recognize or continue to recognize tax posgithat meet a “more likely than not” threshold.

Research and Development Expenses

Research and development expenditures are expensetlperiod incurred.

Collaborative Arrangement

The Company has entered into a collaborative aenauegt with a partner in order to develop produstagicertain of the Company’s
propriety technology. Under the arrangement, ganetbpment partner was granted a non-exclusivadie¢o specified intellectual property.
Both the Company and the development partner peoeidjineering project management resources atdtveirexpense. The development
partner is entitled to non-recurring engineeringsfbased upon the achievement of development prilestand to a minimum portion of the
Company’s purchasing allocations for the comporiéptototype and production schedules are metpeses incurred and paid to the
development partner are included in research anélaigment in the accompanying condensed consotiddtgements of operations.
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Comprehensive Income (Loss)

ASC Topic 220 establishes standards for reportihthdisplaying comprehensive income and its compisnerthe condensed consolida
financial statements. Accumulated other comprelverisicome (loss) includes unrealized gains or ksseinvestments.

Risks and Uncertainties

The Company’s operations in the PRC are subjecatious political, geographical and economic righd uncertainties inherent to
conducting business in China. These include, lihat limited to, (i) potential changes in econogoaditions in the region, (ii) managing a
local workforce that may subject the Company toeutsinties regarding regulatory policies and €ljanges in other policies of the Chinese
governmental and regulatory agencies. Additionatg, Chinese government controls the procedureshligh its local currency, the Chinese
Renminbi (“RMB”), is converted into other currengidf changes or restrictions in the conversioRbBIB are instituted, the Company’s
operations and operating results may be negatimghacted.

Foreign Currency Remeasurement

The functional currency of the Compasybreign subsidiaries is the US dollar. Local enny financial statements are remeasured int
dollars using the current exchange rate for mogetasets and liabilities and the historical exclearage for nonmonetary assets and liabilities.
Expenses are remeasured using the average excteeder the period, except items related to nonetemy assets and liabilities, which are
remeasured using historical exchange rates. Aleemmrement gains and losses are included in deiegmet loss.

Net Income (Loss) Per Share

Basic net income (loss) and diluted loss per sisatalculated by dividing net income (loss) by weighted-average number of common
shares outstanding during the period. Diluted mebine per share is calculated by dividing the medine by the weighted-average number of
shares and dilutive potential common shares oudstgrduring the period. Dilutive potential sharessist of dilutive shares issuable upon the
exercise of outstanding stock options and warremtsputed using the treasury stock method.

New Accounting Pronouncements

In June 2009, the FASB issued an update to ASCcTtpb. The Codification became the source of aitdtive U.S. GAAP for financial
statements issued for interim and annual periodsgrafter September 15, 2009. The adoption ofabeification did not have a material
impact on the Company’s consolidated financial {imsj results of operations or liquidity.
Note 3—Supplemental Financial Information

Inventories

Inventories consist of the following (in thousands)

October 3, January 3,
2009 2009
Raw materials $ 891 $ 97€
Work in proces: 12¢€ 111
Finished good 86¢ 742

$ 1,88¢ $ 1,82¢

10
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Warranty Liability

The following table summarizes the activity relatedhe warranty liability (in thousands):

Nine Months Ended

October 3, September 27,

2009 2008
Beginning balanc $ 2771 $ 352
Charged to costs and expen 122 86
Usage (155) (140)
Ending balanc: $ 244 $ 29¢

The warranty liability is included as a componeh&ccrued expenses and other current liabilitihénaccompanying condensed
consolidated balance sheets.

Facility Relocation Costs

The following table summarizes the activity relatedhe Company’s accrual for facility relocatiowsts (in thousands):

Nine Months Ended

October 3, September 27,
2009 2008
Beginning balanc $ 80 $ 10z
Charged to costs and expen 61 —
Net payment: (16) (549
Ending balanc: $ 12§ 49

In May 2009, the Company entered into an agreemoesublease a portion of its headquarters fadititgnother tenant at a discount from

the rent required under its lease commitment. Assalt, the Company recorded an additional fyciblocation charge of approximately
$61,000, which is included as a component of sgligeneral and administrative expenses in the aganying consolidated statement of
operations for the nine months ended October 39200

The liability for facility relocation costs is inatled as a component of accrued expenses and othentcliabilities in the accompanying
condensed consolidated balance sheets.

Comprehensive Loss

The components of comprehensive loss, net of taxesist of the following (in thousands):

Three Months Ended Nine Months Ended
October 3, September 27, October 3, September 27,
2009 2008 2009 2008
Net loss $ (2,08¢) $ (7,422) $ (9,897 $ (10,25
Other comprehensive los
Change in net unrealized loss on investm (6) (287) 32 (264)
Reclassification adjustment for net realized ¢
included in net los — — — (13)
Total comprehensive lo $ (2,099 $ (7,709 $ (9,869 $ (10,539

Accumulated other comprehensive loss reflectechercondensed consolidated balance sheets at O&op@0d9 and January 3, 2009,
represents accumulated net unrealized losses estinents in marketable securities.
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Computation of Net Loss Per Share

Basic and diluted net loss per share is calculbyedividing net loss by the weighted-average nuntdf@ommon shares outstanding
during the period. The following table sets foitte tomputation of net loss per share (in thousandgpt per share data):

Three Months Ended Nine Months Ended
October 3, September 27, October 3, September 27,
2009 2008 2009 2008
Numerator: Net los $ (2,086) $ (7,422) $ (9,897 $ (10,25%)
Denominator: Weighte-average common shar
outstanding 19,85¢ 19,85¢ 19,85¢ 19,84¢
Net loss per share, basic and dilu $ (011 $ (037 $ (050 $ (0.59

The following table sets forth potentially dilutieemmon share equivalents, consisting of shareslids upon the exercise of outstanding
stock options and warrants computed using thedrgastock method, which have been excluded frondth#ed net loss per share calculations
above as their effect would be anti-dilutive foe feriods then ended (in thousands):

Three Months Ended Nine Months Ended
October 3, September 27 October 3, September 27
2009 2008 2009 2008
Common share equivaler 60C 91¢ 42C 90z

The above common share equivalents would have ibekrted in the calculation of diluted earnings gleare had the Company reported
net income for the periods then ended.

Major Customers

The Company’s product sales have historically bmmrtentrated in a small number of customers. Thewing table sets forth sales to
customers comprising 10% or more of the Comparota tevenues for the periods presented:

Three Months Ended Nine Months Ended
October 3, September 27, October 3, September 27,
2009 2008 2009 2008
Customer:
Dell 47% 47% 48% 57%
Hewlett Packart 18% 47% 10% 34%
Arrow Electronics 10% *% 13% *0/

* less than 10% of net sales

The Company’s accounts receivable are concentrvatbdhree customers at October 3, 2009, reprasgatpproximately 57% , 20% and

10% of aggregate gross receivables. A significadtiction in sales to, or the inability to colleeteivables from a significant customer could
have a material adverse impact on the Company.
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Note 4—Fair Value Measurements

The following table details the fair value measueats within the fair value hierarchy of the Comparngvestments in marketable
securities (in thousands):

Fair Value Measurements at October 3, 2009 Usin

Quoted Prices in Significant Other Significant
Fair Value at Active Markets for Observable Unobservable
October 3, Identical Assets Inputs Inputs
2009 (Level 1) (Level 2) (Level 3)
Investments in marketable securit $ 4857 $ 3,882 $ — 3 97t

Fair value measurements using Level 3 inputs indhke above relate to the Company’s investmengsiation rate securities. Level 3
inputs are unobservable inputs used to estimattathealue of assets or liabilities and are uéitizo the extent that observable inputs are not
available.

The following table provides a reconciliation oétheginning and ending balances for the Comparsgsta measured at fair value using
Level 3 inputs (in thousands):

Nine Months
Ended
October 3,
2009
Beginning balanc $ 96(
Transfers into Level —
Unrealized gain included in accumulated other cahensive los 15
Purchases, sales, issuances and settlemen —
Ending balanc: $ 97c
Note 5—Investments in Marketable Securities
Investments in marketable securities consist ofdHewing at October 3, 2009 (in thousands):
October 3, 2009
Net
Amortized Unrealized Fair
Cost Gain (Loss) Value
Federal agency notes and bo $ 3,11 $ — 3 3,11¢
Corporate notes and bon 76€ 1 767
Auction and variable floating rate nof 1,00(¢ (25 97t
$ 4881 % (29) $ 4,85

Realized gains and losses on the sale of investnirrmarketable securities are determined usingpleeific identification method.
Net realized gains recorded during the nine moetited October 3, 2009 were not significi

The following table provides the breakdown of inwesnts in marketable securities with unrealizedéssat October 3, 2009 (in
thousands):

October 3, 2009
Continuous Unrealized Loss

Less than 12 months 12 months or greater
Fair Unrealized Fair Unrealized
Value Loss Value Loss
Federal agency notes and bo $ — $ — $ — $ —
Corporate notes and bon — — — —
Auction and variable floating rate not = — 97t (25)
$ — — $ 97t $ (25)

As of October 3, 2009, the Company held two invesits that were in an unrealized loss position.
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Auction Rate Securities

The disruptions in the credit market over the pastr continue to adversely affect the liquidity awerall market for auction rate
securities. As of October 3, 2009, the Company hetdinvestments in auction rate securities witbtal purchased cost of $1.0 million. These
two investments represent (i) a fully insured ddiitgation of a municipality and (ii) Baal and A&ed debt obligations backed by pools of
student loans guaranteed by the U.S. Departmefdotation. Given the insufficient observable markptts and related information
available, the Company has classified its investminauction rate securities within Level 3 of ta& value hierarchy. The Company has
estimated the fair value of these investments usidigcounted cash flow model which included asgiong about the credit quality and
expected duration of the investments, along wisfcaliint rates affected for the general lack of dgyi These assumptions reflect the
Company’s estimates about the reasonable assursptiarket participants would likely use in valuihg investments, including assumptions
about risk, developed based on the best informati@ilable in the circumstances.

The Company does not believe that the currentilliy of its investments in auction rate secusitvall materially impact its ability to
fund its working capital needs, capital expendi#use other business requirements. The Company, fenvemains uncertain as to when
liquidity will return to the auction rate marketghether other secondary markets will become aviagilabwhen the underlying securities may
be called by the issuer. Given these and otherrtaioes, the Company’s investments in auctioe sscurities have been classified as long-
term investments in marketable securities in thewanpanying unaudited condensed consolidated bakdrert as of October 3, 2009. The
Company has concluded that the estimated grosslireé losses on these investments, which totgledoximately $25,000 at October 3,
2009, are temporary because (i) the Company balithat the absence of liquidity that has occursedlie to general market conditions, (i) the
auction rate securities held by the Company costiolbe of a high credit quality and interest igl@s due and (iii) the Company has the in
and ability to hold these investments until a rezgvn the market occurs.

Other Investments in Marketable Securities

The Company maintains an investment portfolio afougs holdings, types and maturities. The Compangsts in instruments that
meet high quality credit standards, as specifidtsimvestment policy guidelines. These guideligererally limit the amount of credit
exposure to any one issue, issuer or type of imstni. The fair value of the Company’s investmentsarketable securities could change
significantly in the future and the Company mayéguired to record other-than-temporary impairnedrarges or additional unrealized losses
in future periods.

The following table presents the amortized costfairdvalue of the Company’s investments in markiaecurities classified as
available-for-sale at October 3, 2009 by contrdaneturity (in thousands):

October 3, 200¢

Amortized Fair
Cost Value
Maturity
Less than one ye: $ 3,11 $ 3,11¢
One to two year 76€ 767
Greater than two year: 1,00( 97t
$ 4881 $ 4,85

*  Comprised of auction rate securities which gengfeve reset dates of 90 days or less but finaraotual maturity dates in excess of 15
years.

Note 6—Credit Agreement

The Company’s existing line of credit agreement eqdipment line of credit agreement expired on At@l, 2009 and all borrowings
were repaid to the bank. Under the Company’s rérglline of credit agreement with its bank, then@any was able to borrow up to the
greater of 85% of eligible accounts receivable igsleast of (i) a percentage of eligible inventdetermined from time to time by the
Company'’s bank, (ii) 80% of the orderly liquidatigalue, as defined, of eligible inventories, ani)l $1.0 million. Interest was payable
monthly at the greatest of (i) the sum of prime nalus 3%, (ii) LIBOR plus 6% or (iii) 8%. The Cgiamny repaid all borrowings on the
revolving line of credit in connection with the ésgdion of the revolving line of credit agreement.
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In connection with the prior revolving line of ciedgreement, the Company was provided an equiplimenof credit allowing it to
borrow up to $3.9 million through January 3, 200Be Company was required to repay the equipmeraramhs in monthly installments of
$32,440. Interest on the equipment advances waabfgynonthly, at the Company’s option, at the gneaf (i) prime rate plus 3%, (ii) LIBOR
plus 6% or (iii) 8%. The Company repaid all bornogs on the equipment line in connection with tkpimation of the credit agreement on
August 31, 2009.

The following table presents details of interegtense related to borrowings on the revolving lifieredit, along with certain other
applicable information (in thousands):

Three Months Ended Nine Months Ended
October 3, September 27, October 3, September 27,

2009 2008 2009 2008

Interest expens $ 34 $ 94 $ 446 $ 18C
October 3, January 3,

2009 2009
Outstanding borrowings on the revolving line ofdit: $ — $ —
Borrowing availability under the revolving line ofedit $ — $ 1,701

On October 31, 2009, the Company entered into @lvg credit agreement with another financial itugton. Under the credit
agreement, the Company may borrow up to the lef4gr80% of eligible accounts receivable, minds@million, or (ii) $5.0 million. The
credit agreement contains an overall sublimit ab$8illion to collateralize the Comparsytontingent obligations under letters of creditefgr
exchange contracts and cash management servicesurs outstanding under the overall sublimit redilne amount available pursuant to the
credit agreement. This revolving credit agreensemfects the Company to certain affirmative andatieg covenants, including financial
covenants with respect to the Company’s liquiditg profitability. Interest is payable monthly &her (i) prime plus 1.25%, as long as the
Company maintains $8.5 million in revolving crealailability plus unrestricted cash on deposit wité financial institution, or (ii) prime plus
2.25%. The credit agreement matures on Octobe2(), at which time all advances and interestiaseand payable. Obligations under this
revolving credit agreement are secured by a fhisrity lien on the Company’s tangible and intarigibssets.

Note 7—Long-Term Debt

Long-term debt consists of the following (in thonds):

October 3, January 3,
2009 2009
Obligations under capital leas $ 19z $ 14€
Equipment note payable to ba — 45C
Notes payable to othe — 6
19z 604
Less current portio (115) (474)
$ 77 % 13C
Interest expense related to long-term debt is ptegen the following table (in thousands):
Three Months Ended Nine Months Ended
October 3, September 27 October 3, September 27
2009 2008 2009 2008
Interest expens $ 6 $ 18 $ 25 $ 85
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Note 8—Income Taxes

The following table sets forth the Company’s prais(benefit) for income taxes, along with the esponding effective tax rates (in
thousands, except percentages):

Three Months Ended Nine Months Ended
October 3, September 27, October 3, September 27,
2009 2008 2009 2008
Provision (benefit) for income tax $ (458 $ 450: $ (409 $ 3,332
Effective tax rate (18% 154% (4% 48%

The Company is required to adjust its effectivertbe each quarter to be consistent with the esgidnannual effective tax rate. The
Company is also required to record the tax impacedain discrete items, unusual or infrequentigworing, including changes in judgment
about valuation allowances and effects of changéesx laws or rates, in the interim period in whibRy occur. In addition, jurisdictions witt
projected loss for the year or a year-to-date dssre no tax benefit can be recognized are exclirded the estimated annual effective tax
rate. The impact of such an exclusion could reaudt higher or lower effective tax rate duringaatiwular quarter, based upon the mix and
timing of actual earnings versus annual projections

The Company evaluates whether a valuation allowahoeld be established against its deferred teetabsised on the consideration o
available evidence using a “more likely than na#nslard.

As of October 3, 2009, the Company has providadla/éluation allowance and no benefit has beengaized for net operating losses
and other deferred tax assets due to uncertairftytfe utilization.

The Company had unrecognized tax benefits at figeal-end January 3, 2009 of approximately $0.ianil The Company reduced its
unrecognized tax benefits by approximately $0.8iomlduring the quarter as a result of a lapse fiederal statute of limitations.

Note 9—Commitments and Contingencies
Federal Securities Class Action

Beginning in May 2007, the Company, certain obitficers and directors, and the Company’s undeessitvere named as defendants
in four purported class action shareholder comg#aimo of which were filed in the U.S. District @t for the Southern District of New York,
and two of which were filed in the U.S. District @bfor the Central District of California. Thesarported class action lawsuits were filed on
behalf of persons and entities who purchased @raibe acquired the Company’s common stock pursaraméceable to the Company’s
November 30, 2006 initial public offering (t“IPQO”). The lawsuits were consolidated into a sengttion—Belodoff v. Netlist, Inc., Lead Case
No. SACV0-677 DOC (MLGx)—which is currently pending in thetral District of California. Lead Plaintiff filethe Consolidated
Complaint in November 2007. Defendants filed timeations to dismiss the Consolidated Complaint imuday 2008. The motions to dismiss
were taken under submission in April 2008 and oty 8@, 2008, the Court granted the defendants’ metiblowever, plaintiffs were granted
the right to amend their complaint and subsequditégl their First Amended Consolidated Class Act@omplaint (“Amended Complaint”) in
July 2008. The defendants filed motions to disrtiesAmended Complaint in January 2009, and onlAfri 2009, the Court granted
defendants’ motions to dismiss. However, plaistiffere again granted the right to amend their caimpl Plaintiffs’ filed their Second
Amended Consolidated Class Action Complaint (“SecAmended Complaint”) in May 2009. Generally, 8econd Amended Complaint,
like the preceding complaints, alleged that theiRegtion Statement issued by the Company in cdiorewith the IPO contained untrue
statements of material fact or omissions of maltéaia in violation of Sections 11 and 15 of Setigs Act of 1933. Defendants filed motions
dismiss the Second Amended Complaint in June 200&. motions to dismiss were taken under submideidugust 2009 and on September
1, 2009, the Court granted the defendamtstions. However, plaintiffs again were granteel tight to amend their complaint. In October 2!
following a voluntary mediation of the matter, whitook place in December 2008, and subsequent fgittdsettlement negotiations, the
parties reached a tentative agreement in printipsettle the class action. The parties are ctiyrergotiating the essential terms and
conditions of the proposed settlement to submiihéoCourt for preliminary approvalnder the tentative settlement, plaintiffs andctass wil
dismiss all claims, with prejudice, in exchangedarash payment of $2.6 million. The Company’saoes’ and officers’ liability insurers will
pay the settlement amount in accordance with thag2my’s insurance policies. The parties will dsk ¢tourt to stay all proceedings in the
action, except as necessary to consummate theggd@ettlement. Despite the tentative agreemesgttie this action, the Company believes
that the allegations lack merit and, if necessaitgnds to vigorously defend all claims assert€de Company makes no assurances at this
that the Court will grant approval of the proposettlement terms or that the matter ultimately idlsettled.
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California Derivative Action

In August 2007, a derivative lawsuit was filed iali@®rnia Superior Court for County of Orange-SmittHong, Case No. 07CC01359-
against certain of the Companyofficers and directors. This action containsuatallegations similar to those of the federatslaction lawsu
described above, but the plaintiff in this caseedssclaims for violations of California’s insideading laws, breaches of fiduciary duty, abuse
of control, gross mismanagement, waste of corp@sdets, and unjust enrichment. The plaintiff seglspecified damages, equitable and/or
injunctive relief and disgorgement of all profitsenefits and other compensation obtained by thendieints. The defendants in this action have
not responded to the complaint. Pursuant to algtipn, the parties agreed to temporarily stayatton pending the ultimate decision on the
defendants’ motions to dismiss in the federal s@earclass action. In April 2009, following a woitary mediation of the matter, which took
place in December 2008, the parties reached aitentgreement to settle the derivative actionlune 2009, the parties executed a Stipulation
and Agreement of Settlement of Derivative Claimswioenting the essential terms of the proposecdesatiht, and on June 26, 2009, the pa
filed their joint motion for preliminary approvaf the proposed settlement with the Court. The Cgrahted preliminary approval of the
proposed settlement on July 27, 2009. The finatihg on the proposed settlement is set for Noveripb2009. The Company makes no
assurances at this time that the Court will graralfapproval of the proposed settlement term$atr the matter ultimately will be settled.
Despite the pending settlement reached in thisakre action, the Company believes that the allegs lack merit. In addition, the Comp:
received correspondence from counsel for a purgatareholder requesting that the Company takerectd investigate and remedy alleged
wrongdoing by unidentified former and current offis and/or directors based on allegations similéihdse in the Smith v. Hong derivative
case. The Company, through its Board of Directoas, evaluated and rejected this request. The pedpsettiement also is intended to resolve
any remaining issues arising from this sharehaldguest. Despite the pending settlement reached;émpany believes that the allegations
raised in the shareholder request also lack merit.

Patent Claims

In May 2008, the Company initiated discussions v@tiogle, Inc. regarding the Company’s claims thav@e has infringed on a US
patent assigned to the Company relating genemllyahk multiplication” in memory modules. On Augu®, 2008, Google filed a declaratory
judgment lawsuit against the Company in Unitedet@istrict Court for the Northern District of (falinia, seeking a declaration that Goa
did not infringe on the Company’s patent, and thatCompanys patent is invalid. Google is not seeking any neyedamages. On Novemt
18, 2008, the Company filed a counterclaim forilmfement of the patent by Google. The Company dgfecvigorously pursue its claim
against Google and to vigorously defend againstgid® claim of invalidity.

On March 17, 2009, the Company filed a complainipfatent infringement against MetaRAM, Inc. foriitfingement of one of the
Company’s patents. On March 26, 2009, MetaRAM faetbmplaint against the Company for patent iningnt. The parties are currently
discussing an amicable settlement of these clalfrtbese discussions are unsuccessful, the Comggmgcts to vigorously pursue its claim
against MetaRAM and to vigorously defend againstd®AM’s separate claim.

On September 22, 2009, the Company filed a patérimgement lawsuit against Inphi Corporation ie th.S. District Court for the
Central District of California. The suit allegdgt Inphi is contributorily infringing and activelgducing the infringement of a US patent
assigned to the Company which is directed to memuoglules with load isolation and memory domaingfation capabilities. The Company
is seeking damages and injunctive relief basedphils use of its patented technology. Inphi hasyet answered the Company’s complaint.

Trade Secret Claim

On November 18, 2008, the Company filed a claintfade secret misappropriation against Texas Imstrnis (Tl) in Santa Clara
County Superior Court, based in TI's disclosureaffidential Company materials to the JEDEC stamhd@tting body. On February 20, 2009,
Tl filed its answer. The parties are currently @ged in settlement discussions. If those discassioe unsuccessful, the Company expects to
vigorously pursue its claims against TI.

Other Contingent Obligations

During its normal course of business, the Comparsyrhade certain indemnities, commitments and gtegamunder which it may be
required to make payments in relation to certangactions. These include (i) intellectual propertiemnities to the Compargstustomers ar
licensees in connection with the use, sales atidense of Company products; (ii) indemnities toders and service providers pertaining to
claims based on the Company’s negligence or wiltfidconduct; (i) indemnities involving the accayeof representations and warranties in
certain contracts; (iv) indemnities to directorsl afficers of the Company to the
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maximum extent permitted under the laws of theeStdDelaware; and (v) certain real estate leasgder which the Company may be requi
to indemnify property owners for environmental aider liabilities, and other claims arising frone tiompany’s use of the applicable
premises. The duration of these indemnities, comsnits and guarantees varies and, in certain qasgshe indefinite. The majority of these
indemnities, commitments and guarantees do nofigieeder any limitation of the maximum potential fimture payments the Company coulc
obligated to make. Historically, the Company hasleen obligated to make significant paymentsliese obligations, and no liabilities have
been recorded for these indemnities, commitmerdgyaarantees in the accompanying condensed coatalithalance sheets.

Note 10—Stock Options and Warrants
Common Stock Options

A summary of the Company’s common stock optionvétgtas of and for the nine months ended Octob&089 is presented below
(shares in thousands):

Weighted-

Average

Number of Exercise

Shares Price

Options outstanding at January 3, 2! 4,281 $ 2.6
Options grante: 70C 0.3¢
Options exercise — —
Options cancelle (509 1.9¢
Options outstanding at October 3, 2( 4,480 $ 2.3¢

The following table presents details of the assimngtused to calculate the weighted-average giatetfdir value of common stock
options granted by the Company:

Nine Months Ended

October 3, September 27,
2009 2008
Expected term (in year 5.4 5.4
Expected volatility 111% 80%
Risk-free interest rat 2.94% 3.12%
Expected dividend — —
Weighte-average grant date fair value per st $ 0.2¢ $ 1.1

At October 3, 2009, the amount of unearned stodetb@ompensation currently estimated to be expensedfiscal 2009 through fiscal
2012 related to unvested common stock optionspscgmately $1.3 million, net of estimated forfeis. The weighted-average period over
which the unearned stock-based compensation i<tege be recognized is approximately 1.9 yeétbere are any modifications or
cancellations of the underlying unvested commookstptions, the Company may be required to acdeleirecrease or cancel any remaining
unearned stock-based compensation expense. Fttokelmsed compensation expense and unearnedlsasekl compensation will increase
the extent that the Company grants additional comgtock options or other stock-based awards.
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Warrants

A summary of activity with respect to outstandingrrants to purchase shares of the Company’s constock as of and for the nine
months ended October 3, 2009 is presented belaavgslin thousands):

Weighted-

Average

Number of Exercise

Shares Price

Warrants outstanding at January 3, 2 18 $ 1.2t
Warrants grante — —
Warrants exercise — —
Warrants cancelle — —
Warrants outstanding and exercisable at Octob20® 18 % 1.2¢

Note 11—Segment and Geographic Information

The Company operates in one reportable segmenttetsign and manufacture of high-performance mersobgystems for the server,
high-performance computing and communications rmarkene Company evaluates financial performanca Gompany-wide basis.

At October 3, 2009, approximately $3.3 million bétCompany’s net long-lived assets were locatedarPRC.
Item 2. Management'’s Discussion and Analysis ofifriancial Condition and Results of Operations
Cautionary Statement

The following discussion and analysis of our finahcondition and results of operations should bad in conjunction with our
Unaudited Condensed Consolidated Financial Statésremd the related notes thereto contained in Rdtem 1 of this Report. The
information contained in this Quarterly Report oarfh 10-Q is not a complete description of our bas@or the risks associated with an
investment in our common stock. We urge you tdadéyreeview and consider the various disclosureglmby us in this Report and in our
other reports filed with the Securities and Exchesx@pmmission, or SEC, including our Annual ReparEorm 10-K for the fiscal year ended
January 3, 2009 and subsequent reports on For-Q and Form 8-K, which discuss our business in ggedetail.

The section entitled “Risk Factors” set forth inPd, Item 1A of this Report, and similar discu@ss in our other SEC filings, describe
some of the important risk factors that may aféeatbusiness, results of operations and finanataldition. You should carefully consider th
risks, in addition to the other information in tiReport and in our other filings with the SEC, mefdeciding to purchase, hold or sell our
common stock.

This Report contains forward-looking statements theolve risks, uncertainties, estimates and aggions. These statements are not
guarantees of future performance and are subjecettain risks, uncertainties and assumptions Hratdifficult to predict. Therefore, o1
actual results could differ materially and advegs&bm those expressed in any forward-looking shetets as a result of various factors,
including but not limited to those identified undlee heading “Risk Factors” set forth in Part Iiteim 1A of this Report and in our Annual
Report on Form 1-K for the fiscal year ended January 3, 2009. px@s required by law, we undertake no obligatiomevise or update
publicly any forwarelooking statements for any reason.

Overview

We design, manufacture and sell high performanamong subsystems for the server, high performancepeting and communications
markets. Our memory subsystems consist of dynaamidam access memory integrated circuits, (‘DRAM’JCSNAND flash memory
(“NAND”) and other components assembled on a pdiecuit board (“PCB”). We also design custom ssonductor logic devices which are
integrated into our memory subsystems in ordendoeiase their performance. We engage with ourr@igiquipment manufacturer (“OEM”)
customers from the earliest stages of new prodefiition, which provides us unique insight intethfull range of system architecture and
performance requirements. This close collaboratmsalso allowed us to develop a significant l@faystems expertise. We leverage a
portfolio of proprietary technologies and desigchtgiques, including efficient planar design, algive packaging techniques and custom
semiconductor logic, to deliver memory subsysteritks high memory density, small form factor, highrsal integrity, attractive thermal
characteristics and low cost per bit.

Consistent with the concentrated nature of the Qstomer base in our target markets, a small nuofdarge customers have
historically accounted for a significant portionafr net sales. Dell, Hewlett Packard and ArrowcEtmics represented approximately 48%,
10% and 13%, respectively, of our net sales fonthe months ended October 3, 2009. Dell and HéWwiatkard represented approximately
57% and 34%, respectively, of our net sales fomihe months ended September 27, 2008. Net safzsnie of our OEM customers include
memory modules that are qualified by us directlyhvthe OEM customer and sold to electronic manufawg services providers (“EMSs”) for
incorporation into products manufactured exclusiet the OEM
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customer. These net sales to EMSs have historitadtuated period by period as a portion of thialtnet sales to these OEM customers. Net
sales to Hon Hai Precision Industry Co. Ltd., angEtMat purchases memory modules from us for ingatfm into products manufactured
exclusively for Dell, represented approximately 6@Ptet sales to Dell for the nine months endedBat 3, 2009, and approximately 12% of
net sales to Dell for the nine months ended Septe@b, 2008.

Key Business Metrics

The following describes certain line items in oansolidated statements of operations that are ifapbto management’s assessment of
our financial performance:

Net Sales. Net sales consist primarily of sales of our higiformance memory subsystems, net of a provisioedtimated returns
under our right of return policies, which generabiyge up to 30 days. We generally do not have-teng sales agreements with our
customers. Although OEM customers typically providewith non-binding forecasts of future produaindad over specific periods of time,
they generally place orders with us approximately weeks in advance of scheduled delivery. Seltinges are typically negotiated monthly,
based on competitive market conditions and the tlwerent price of DRAM ICs and NAND. Purchase osdgenerally have no cancellation or
rescheduling penalty provisions. We often shipgmaducts to our customers’ international manufantusites. All of our sales to date,
however, are denominated in US dollars. We aldeegekss component inventory of DRAM ICs and NANDdtstributors and other users of
memory ICs. As compared to previous years, compangantory sales have significantly decreased psreentage of net sales as a result of
our efforts to diversify both our customer and proidine bases. This diversification effort hasoaddlowed us to use components in a wider
range of memory subsystems. We expect that compamamtory sales will continue to represent a miai portion of our net sales in future
periods.

Cost of Sales.Our cost of sales includes the cost of matemabmufacturing costs, depreciation and amortizatfosquipment,
inventory valuation provisions, stock-based comp#or and occupancy costs and other allocated fixsts. The DRAM ICs and NAND
incorporated into our products constitute a sigatfit portion of our cost of sales, and thus out absales will fluctuate based on the current
price of DRAM ICs and NAND. We attempt to pass tigh such DRAM IC and NAND cost fluctuations to @ustomers by frequently
renegotiating pricing prior to the placement ofitlpeirchase orders. To the extent we are successfaige majority of our product cost is
variable, and thus our cost of sales and grossimpggcentages may not be significantly impactedtmnges in sales volume. However, the
sales prices of our memory subsystems can alstuélteedue to competitive situations unrelated éopticing of DRAM ICs and NAND, whic
affects gross margins. The gross margin on ous sHlexcess component DRAM IC and NAND inventorynisch lower than the gross margin
on our sales of our memory subsystems. As a resdiécrease in DRAM IC and NAND inventory salesa agrcentage of our overall sales
could result in an improved overall gross margire $sess the valuation of our inventories on ahipbgsis and record a provision to cost of
sales as necessary to reduce inventories to ther loficost or net realizable value.

Research and DevelopmenResearch and development expense consists dyirnemployee and independent contractor
compensation and related costs, stock-based cortmscomputer-aided design software licensesyeate design development costs,
patent-related fees, depreciation or rental ofueat&n equipment, and occupancy and other alloaatechead costs. Also included in research
and development expense are the costs of matedabweerhead related to the production of engingesamples of new products under
development or products used solely in the resemmdrdevelopment process. Our customers typicallyal separately compensate us for
design and engineering work involved in develompglication-specific products for them. All resdaend development costs are expensed as
incurred. We anticipate that research and developeypenditures will increase in future periodsvasseek to expand new product
opportunities, increase our activities relatedga/mnd emerging markets and continue to develojtienal proprietary technologies.

Selling, General and AdministrativeSelling, general and administrative expensesisbpemarily of employee salaries and related
costs, stock-based compensation, independentregliesentative commissions, professional servimesnotional and other selling and
marketing expenses, and occupancy and other alldcaterhead costs. A significant portion of outisglefforts is directed at building
relationships with OEMs and other customers andimgrthrough the product approval and qualificatpwocess with them. Therefore, the ¢
of material and overhead related to products matwfed for qualification is included in selling expses. As we continue to service existing
and establish new customers, we anticipate thasales and marketing expenses will increase. Béegirin fiscal 2010, we will be subject to
attestation services requirements with respectitardernal control over financial reporting, tresult of which will increase our legal and
accounting expenses in future periods.

Provision (Benefit) for Income TaxedJnder the Financial Accounting Standards BoaFlRSB”) Accounting Standards Codification
(*ASC") Topic 270, we are required to adjust our effectaserate each quarter to be consistent with theagtd annual effective tax rate. \
are also required to record the tax impact of aed#screte items, unusual or infrequently occgrimcluding changes in judgment about
valuation allowances and effects of changes irdaas or rates, in the interim period in which trecur. In addition, jurisdictions with a
projected loss for the year or a year-to-date Wassre no tax benefit can be recognized are exclérded the estimated annual effective tax
rate. The impact of such an exclusion could raaudt higher or lower effective tax rate duringatgcular quarter, based upon the mix and
timing of actual earnings versus annual projections
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In accordance with ASC Topic 740, we evaluate wieghvaluation allowance should be establishechagis deferred tax assets based
on the consideration of all available evidence gisirfmore likely than not” standard.

As of October 3, 2009, we have provided a full asiln allowance and no benefit has been recogriaretket operating losses and other
deferred tax assets due to uncertainty of fututization.

Critical Accounting Policies

The preparation of financial statements in conftymiith accounting principles generally acceptethia U.S. requires us to make
estimates and assumptions that affect the repartexiints of assets and liabilities and disclosufesiatingent assets and liabilities at the date
of the consolidated financial statements and thented amounts of net sales and expenses duringploeting period. By their nature, these
estimates and assumptions are subject to an intteegree of uncertainty. We base our estimatesuohistorical experience, knowledge of
current conditions and our beliefs of what couldwdn the future considering available informatidie review our estimates on an on-going
basis. Actual results may differ from these est@matvhich may result in material adverse effectswmnoperating results and financial positi
We believe the following critical accounting poésiinvolve the more significant assumptions anidnesés used in the preparation of our
consolidated financial statements:

Revenue RecognitioWe recognize revenues in accordance with ASC Te@tc Accordingly, we recognize revenues when tigere
persuasive evidence that an arrangement, prodlicéeand acceptance have occurred, the sales jwiiixed or determinable, and
collectability of the resulting receivable is reaably assured.

We generally use customer purchase orders anditracts as evidence of an arrangement. Deliveryrsoghen goods are shipped for
customers with FOB Shipping Point terms and upaeipt for customers with FOB Destination termsyhich time title and risk of loss
transfer to the customer. Shipping documents azd tesverify delivery and customer acceptance. ¥éess whether the sales price is fixed or
determinable based on the payment terms assoeiétethe transaction and whether the sales prisaligect to refund.

Customers are generally allowed limited rightsegtirn for up to 30 days, except for sales of exgesmtories, which contain no right-of-
return privileges. Estimated returns are providedat the time of sale based on historical expegesr specific identification of an event
necessitating a reserve. We offer a standard ptadarcanty to our customers and have no other gloigtment obligations. While these returns
have historically been within our expectations #relprovisions established, we cannot guarantéembavill continue to experience similar
return rates in the future. Any significant incre@s product failure rates and the resulting prodeturns could have a material adverse effect
on our operating results for the period or periodshich such returns materialize.

We assess collectibility based on the creditwogsinof the customer as determined by credit cheofi®valuations, as well as the
customer’s payment history. A portion of our shiprtseare made to third party inventory warehousebBubs, and we recognize revenue when
the inventory is pulled from the hub for use ingwotion by the customer. We receive a report froendustomer on a daily basis indicating the
inventories pulled from a hub for use by the custgrand perform a daily reconciliation of invenésrishipped to and pulled by the customer to
those inventories reflected on the customegports to ensure that sales are recognizee iagpropriate periods. We have historically hadd
visibility into the inventories on-hand at hub Itioas and also what our customers intend to putiwieach reporting period. However, if a
customer does not pull our inventory from its hataccordance with the schedule it originally preddo us, our predicted future revenues
could vary from our forecasts and our results afrafions could be materially and adversely affecéattiitionally, since we own inventories
that are physically located in hubs, our abilityeféectively manage inventory levels may be impiausing our inventory turns to decrease,
which would increase expenses associated with eaed obsolete inventories and negatively impactash flow.

All amounts billed to customers related to shippamgl handling are classified as net sales, whHileoats incurred by us for shipping and
handling are classified as cost of sales.

Warranty ReservalVe offer warranties on our memory subsystems géinesanging from one to three years, dependingtenpgroduct ar
negotiated terms of purchase agreements with aiomers. Such warranties require us to repairplace defective product returned to us
during the warranty period at no cost to the custor®ur estimates for warrantglated costs are recorded at the time of saledbasédistorica
and estimated future product return rates and éggeepair or replacement costs. While such caste historically been within our
expectations and the provisions established, uredehanges in failure rates could have a matadietrse impact on us, requiring additional
warranty reserves, and adversely affecting ourgyposfit and gross margins.
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Accounts Receivabl&/e perform credit evaluations of our customersaficial condition and limit the amount of creditendled to our
customers as deemed necessary, but generally eaguirollateral. We continuously monitor collecéand payments from our customers and
maintain a provision for estimated credit losseseblaupon our historical experience and any spewifitomer collection issues that we have
identified. Generally, these credit losses havenlveiéhin our expectations and the provisions esthbd. However, we cannot guarantee that
we will continue to experience credit loss ratesilsir to those we have experienced in the past.

Our accounts receivable are highly concentratedngracsmall number of customers, and a significaahge in the liquidity or financial
position of one of these customers could have @rnadtidverse effect on the collectibility of owrcaunts receivable, our liquidity and our
future operating results.

InventoriesWe value our inventories at the lower of the actusit to purchase or manufacture the inventorh@met realizable value of
the inventory. Cost is determined on an averagelmms which approximates actual cost on a firsfiist-out basis and includes raw materi
labor and manufacturing overhead. We regularlyawvinventory quantities on hand and on order androea provision for excess and
obsolete inventories based primarily on our estmdidrecast of product demand and production rements for the next three to nine mon
In addition, we consider changes in the marketevafuDRAM ICs and NAND in determining the net realble value of our raw material
inventory. Once established, any write downs areickered permanent adjustments to the cost basigrafiventories. A significant decreas:
demand for our products could result in an incrélaglke amount of excess inventory quantities amdhén addition, our estimates of future
product demand may prove to be inaccurate, in wbide we may have understated or overstated thésjom required for excess and obsol
inventory. In the future, if our inventories ardefenined to be overvalued, we would be requirectbmgnize additional expense in our cost of
sales at the time of such determination. Likewifseyr inventories are determined to be undervaluegimay have over-reported our costs of
sales in previous periods and would be requirggdognize additional gross profit at the time sinskentories are sold. In addition, should the
market value of DRAM ICs and NAND decrease siguifitty, we may be required to lower our selling gsit¢o reflect the lower cost of our t
materials. If such price decreases reduce thesaéirable value of our inventories to less thanamst, we would be required to recognize
additional expense in our cost of sales in the ga@nied. Although we make every reasonable effpartsure the accuracy of our forecasts of
future product demand, any significant unanticigateanges in demand, technological developmerttseamarket value of DRAM ICs and
NAND could have a material effect on the value of mventories and our reported operating res

Long-Lived AssetdVe review the recoverability of the carrying vabfdong-lived assets on an annual basis or whenewents or
changes in circumstances indicate that the cargmgunt of an asset may not be recoverable. Regloligr of these assets is determined
based upon the forecasted undiscounted futureasétftows from the operations to which the asgsdtde, utilizing our best estimates,
appropriate assumptions and projections at the fithese projected future cash flows may vary sigaiftly over time as a result of increased
competition, changes in technology, fluctuationdémand, consolidation of our customers and redstin average selling prices. If the
carrying value is determined not to be recoveréble future operating cash flows, the asset is adebimpaired and an impairment loss is
recognized to the extent the carrying value excéeglgestimated fair market value of the asset.

Stock-Based Compensatidlie account for equity issuances to non-employeasdordance with ASC Topic 505. All transactioms i
which goods or services are the consideration veddior the issuance of equity instruments are aaisal for based on the fair value of the
consideration received or the fair value of theiggustrument issued, whichever is more reliablgasurable. The measurement date used to
determine the fair value of the equity instrumestid is the earlier of the date on which the thady performance is complete or the date on
which it is probable that performance will occur.

We use the Black-Scholes option pricing model toreste the fair value of our common stock optioraeds. While this model meets the
requirements of ASC Topic 718, the estimated falugs generated by it may not be indicative ofatteal fair values of these awards as it
does not consider certain factors important togtegards to employees, such as continued employanenperiodic vesting requirements as
well as limited transferability. The Black-Scholeedel requires subjective assumptions regardingduttock price volatility and expected
time to exercise, along with assumptions aboutitiefree interest rate and expected dividendsfal¥hich affect the estimated fair values of
our common stock option awards. The expected téroptions granted is derived from historical dateemployee exercises and post-vesting
employment termination behavior. The expected ilitjais based on the historical volatilities of meommon stock. The risk-free rate selected
to value any particular grant is based on the Dr8asury rate that corresponds to the expecteddéthe grant effective as of the date of the
grant. The expected dividends assumption is baseniphistory and expectation of dividend payoWs. evaluate the assumptions used to
value our common stock option awards on a quarte$ys. If factors change and we employ differsstuianptions, stock-based compensation
expense may differ significantly from what we hageorded in prior periods.
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The value of the portion of stock-based awardsahatultimately expected to vest is recognizedxgg®ese over the requisite service
periods in our consolidated financial statementgefthat stock-based compensation expense reajirizour consolidated financial
statements is based on awards ultimately expeotedst, it has been reduced for estimated forfle#uUASC Topic 718 requires forfeitures tc
estimated at the time of grant and revised, if sgasy, in subsequent periods if actual forfeitaliéer from those estimates. If there are any
modifications or cancellations of the underlyingzested stock-based awards, we may be requirecc&desiate, increase or cancel any
remaining unearned stock-based compensation expentsge stock-based compensation expense andnatkstock-based compensation will
increase to the extent that we grant additionalmmomstock options or other stock-based awards.

Income TaxedJnder the ASC Topic 270, we are required to adjusteffective tax rate each quarter to be condistith the estimated
annual effective tax rate. We are also requiregt¢ord the tax impact of certain discrete itemsisural or infrequently occurring, including
changes in judgment about valuation allowanceseffiedts of changes in tax laws or rates, in therint period in which they occur. In
addition, jurisdictions with a projected loss fbetyear, or a year-to-date loss where no tax hteceafibe recognized, are excluded from our
estimated annual effective tax rate. The impaexafuding these items could result in a higheoardr effective tax rate during a particular
quarter, based upon the mix and timing of actualiegs versus annual projections.

We recognize deferred tax assets and liabilitisgtdan the differences between the financial statewarrying values and the tax bases
of assets and liabilities. We regularly review deferred tax assets for recoverability and estalalisaluation allowance, when determined
necessary, based on historical taxable incomeegieg future taxable income, and the expected gjrofrthe reversals of existing temporary
differences. If we operate at a loss for an extdnmriod of time or are unable to generate suffiiciature taxable income, or if there is a
material change in the actual effective tax ratetinee period within which the underlying temporalifferences become taxable or deductible,
we could be required to record a valuation alloveaagainst all or a significant portion of our deéertax assets which could substantially
increase our effective tax rate for such periody 8ignificant changes in statutory tax rates orahmunt of our valuation allowance could h
a material effect on the value of our deferreddssets and liabilities, and our reported finan@aults. In the future, if we realize a deferred ta
asset that currently carries a valuation allowaneemay record a reduction to income tax expensediperiod of such realization.

We adopted the guidance in ASC Topic 740 on Dece®bge?2006, the first day of fiscal 2007. This qaide sought to reduce the
diversity in practice associated with certain aspet measurement and recognition in accountingnimmme taxes. ASC Topic 740 prescribes
a recognition threshold and measurement requirefoethe financial statement recognition of a tasifion that has been taken or is expected
to be taken on a tax return and also provides ggielan de-recognition, classification, interest padalties, accounting in interim periods,
disclosure, and transition. Under ASC Topic 740may only recognize or continue to recognize taxtjprs that meet a “more likely than
not” threshold.

The application of tax laws and regulations is sabjo legal and factual interpretation, judgmenrd ancertainty. Tax laws and regulatit
themselves are subject to change as a result ofjelan fiscal policy, changes in legislation, dvelution of regulations and court rulings.
Therefore, the actual liability for U.S. or foreitaxes may be materially different from our estiesatwhich could result in the need to record
additional tax liabilities or potentially reverseegiously recorded tax liabilities.
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Results of Operations

The following table sets forth certain consolidas¢atements of operations data as a percentaget efiles for the periods indicated:

Three Months Ended Nine Months Ended
October 3, September 27, October 3, September 27,
2009 2008 2009 2008
Net sales 10C% 10C% 10C% 10C%
Cost of sale: 76 93 89 87
Gross profit 24 7 11 13
Operating expense
Research and developmt 31 6 48 8
Selling, general and administrati 33 12 52 17
Total operating expens: 63 17 10C 25
Operating los! (39 (10) (88) (12
Other income
Interest (expense) income, 1 — — 1 1
Other income (expense), r — — 1 —
Total other income (expense), | — — 2 1
Loss before provision (benefit) for income ta (39 (10 (87) (12)
Provision (benefit) for income tax 7) 16 (3) 6
Net loss (32)% (26)% (84)% (17)%

Three and Nine Months Ended October 3, 2009 Compared to Three and Nine Months Ended September 27, 2008
Net Sales, Cost of Sales and Gross Profit.

The following table presents net sales, cost afssahd gross profit for the three and nine montldee@ October 3, 2009 and Septembe
2008 (in thousands, except percentages):

Three Months Ended

October 3, September 27 %
2009 2008 Change Change
Net sales $ 6,44¢ $ 28,87¢ $ (22,430 (78)%
Cost of sale: 4,87¢ 26,83 (21,959 (82)%
Gross profit $ 1,567 $ 2,044 % (477 (23)%
Gross margit 24% % 17%
Nine Months Ended
October 3, September 27, %
2009 2008 Change Change
Net sales $ 11,78: $ 60,40¢ $ (48,629 (80)%
Cost of sale: 10,507 52,57¢ (42,06%) (80)%
Gross profit $ 127/ $ 7,83¢ $ (6,560) (84)%
Gross margit 11% 13% (2%

Net Sales.The overall decrease in our net sales was priyndriven by a sharp reduction in demand from ourent customer base,
mainly due to the commodization of current prochféerings in the past year. We continue to tréosito a new business strategy focused on
the development of high-margin subsystems basexistom logic devices.

The decrease in net sales for the three monthsleéddmber 3, 2009, as compared to the three memithed September 27, 2008, resulted
primarily from decreases of approximately (i) $16#lion in sales of laptop personal computer meyrgubsystems, and (ii) $6.6 million in
sales of our high density server modules.
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The decrease in net sales for the nine months eéddaaber 3, 2009, as compared to the nine monttisceS8eptember 27, 2008, resulted
primarily from decreases of approximately (i) $26illion in net sales of certain high density megnorodules for the server market and
related applications, (i) $1.6 million in net sal@f memory subsystems used to control RAIDs ands@2.5 million in net sales of laptop
personal computer memory subsystems.

Sales of our component inventory to distributord ather users of memory ICs represented approxiyn@% and 1% of net sales for the
three months ended October 3, 2009 and Septemb&0Q8, respectively, and approximately 6% and f%eb sales for the nine months en
October 3, 2009 and September 27, 2008, respectifkelcompared to the previous year, componentitorg sales increased as we purchased
inventory for a sale which we later decided nofutéill.

Gross Profit and Gross MarginGross profit for the three and nine months endei@r 3, 2009 as compared to the three and nimehso
ended September 27, 2008 decreased primarily dine t68% and 80% decreases in net sales betweeprh@arative three and nine month
periods in fiscal 2009 and 2008, respectively. ifloeease in gross margin of 17 percentage poimtshéothree months ended October 3, 2009,
as compared to the three months ended Septemb20@8, is mainly due to the reduction in salesarhmoditized products in the current
guarter. These gross margin improvements aretdffsan inability to absorb manufacturing costssealiby the significant drop in units
manufactured and sold during the most recent quatteese decreases were partially offset by @ shgroduct mix toward higher margin
contributing products. The decrease in gross mdagithe nine months ended October 3, 2009, agpaosd to the nine months ended
September 27, 2008, of 2 percentage points is yndg# to unused capacity in our manufacturing itgcisignificantly offset by an increase in
product margin of 11% due to the improved condgionthe DRAM market, and a change in product nmiat eustomer base during the period.

Research and Development .

The following table presents research and developeepenses for the three and nine months endexb&rc8, 2009 and September 27,
2008 (in thousands, except percentages):

Three Months Ended

October 3, September 27, %
2009 2008 Change Change
Research and developme $ 1,97 $ 1,651 $ 324 20%
Nine Months Ended
October 3, September 27 %
2009 2008 Change Change
Research and developm $ 561¢ $ 494: $ 67€ 14%

The increase in research and development experise three months ended October 3, 2009, as conhpatbe three months ended
September 27, 2008, resulted primarily from incesasf (i) $0.3 million in personnel-related expenas a result of an increase in the number
of outside contractors engaged in research andafawent activities during the third quarter of 2009 (ii) $0.4 million in legal and
professional fees as we continue to increase Hetvielated to new and emerging markets in 2088.above increases were offset by a
decrease of approximately $0.4 million in expensésted to product qualification builds and testing

The increase in research and development expenise iine months ended October 3, 2009, as compautbe nine months ended
September 27, 2008, resulted primarily from incesasf approximately (i) $1.3 million in personnelated expenses as a result of an increase
in the number of outside contractors engaged isareh and development activities and (ii) $0.6iomlin legal and professional fees as we
continue to increase activities related to new emerging markets. The above increases were offsatdecrease of approximately $1.2 mill
in expenses related to new product builds andhigsti
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Selling, General and Administrative .

The following table presents selling, general adichiaistrative expenses for the three and nine nwetided October 3, 2009 and
September 27, 2008 (in thousands, except perces)tage

Three Months Ended

October 3, September 27, %
2009 2008 Change Change
Selling, general and administrati $ 2,11 % 3,36 $ (1,249 (37)%
Nine Months Ended
October 3, September 27, %
2009 2008 Change Change
Selling, general and administrati $ 6,17C $ 10,14: $ (3,977) (39%

The decrease in selling, general and administraxpense for the three months ended October 3, 2808mpared to the three months
ended September 27, 2008, resulted primarily frecrehses of (i) $0.6 million in personnel-relategenses primarily attributable to a
decrease in the number of employees and outsideactors engaged in selling, general and adminig&dunctions of approximately 51%
during the 2009 quarter as compared to the 2008equgii) $0.3 million in bad debt expense, (8.2 million in product qualification exper
and related travel costs as a result of a deciedbe number of sales personnel during the mestmequarter, and (iv) $0.1 million in
commission expenses due to a decline in sales uewduring the most recent quarter.

The decrease in selling, general and administratgense in the nine months ended October 3, 2808ompared to the nine months
ended September 27, 2008, resulted primarily frecrehses of approximately (i) $2.4 million in penselrelated expenses, (i) $0.7 million
product qualification expense and related travetgdiii) $0.4 million in commission expenses,) $0.3 million in bad debt expense, and (v)
$0.2 million in legal and professional fees.

Other Income (Expense) .

The following table presents other income (expefmethe three and nine months ended October 3 200 September 27, 2008 (in
thousands, except percentages):

Three Months Ended

October 3, September 27, %
2009 2008 Change Change
Interest (expense) income, | $ 25 $ 38 $ (63) (16€)%
Other income (expense), r 4 13 9 (69)%
Total other income (expense), | $ (21 $ 51 § (72) (141)%
Nine Months Ended
October 3, September 27, %
2009 2008 Change Change
Interest (expense) income, | $ 75 $ 381 $ (30€) (80)%
Other income (expense), r 134 (55) 18¢ (344)%
Total other income (expense), | $ 20§ 32¢ § (119 (36)%

Net interest income (expense) for the three and mionths ended October 3, 2009 was comprisedearkisttincome of approximately
$0.02 million and $0.1 million, respectively, oftd®y interest expense of approximately $0.05 millamd $0.03 million, respectively. Net
interest income for the three and nine months es#gdember 27, 2008 was comprised of interest iecohapproximately $0.2 million and
$0.7 million, respectively, offset by interest erpe of approximately $0.1 million and $0.3 millisaspectively. The decrease in interest
income in the three and nine months ended Octali&d@, as compared to the three and nine mondexdeBeptember 27, 2008, was due to a
combination of our lower overall cash and investhielances and the decrease in the yield earnédbse balances due to lower interest re
The decrease in interest expense during 2009,rapared to 2008, resulted primarily from our loweerage outstanding balances on our line
of credit and debt balances during the current.year
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Other income (expense), net, for the nine montkeé®ctober 3, 2009 is primarily comprised of gdiom the sale of equipment held
sale during the first quarter. Other expense,foethe nine months ended September 27, 2008rsapity comprised of losses on certain
foreign currency remeasurement transactions, figrtiiset by realized gains on the sale of ceriarestments in marketable securities.

Provision (Benefit) for Income Taxes.

The following table presents the provision (bendét income taxes for the three and nine montlteedrOctober 3, 2009 and September
27,2008 (in thousands, except percentages):

Three Months Ended

October 3, September 27, %
2009 2008 Change Change
Provision (benefit) for income tax $ (458) $ 450z ¢ (4,960 (110)%
Effective tax rate (18)% 154%
Nine Months Ended
October 3, September 27, %
2009 2008 Change Change
Provision (benefit) for income tax: $ (409 $ 3,33 $ (3,74)) (112)%
Effective tax rate (4% 48%

On an interim basis, we estimate what our effedtierate will be in each jurisdiction for the ffi$cal year and record a quarterly income
tax provision (benefit) in accordance with the eiptited blended annual rate. We discontinued rémgidcome tax benefits in the consolide
financial statements until it is determined thas iinore likely than not that we will generate siént taxable income to realize our deferred tax
assets. We recorded a benefit for income taxethéothree months ended October 3, 2009 due targehin our liability for unrecognized tax
benefits as a result of a lapse in a federal gattiimitations. This benefit was netted withrayision recorded for state minimum taxes.
During the three months ended September 27, 200@&eoeded a benefit for income taxes which wasrveskagainst during the third quarter
of fiscal 2008 when we recorded a net charge torretax expense of approximately $4.5 million edao establishing a partial valuation
allowance against our deferred income tax ass@ts.determination to record a valuation allowanes Wwased on our recent history of
cumulative losses as well as uncertainty of thiezation of deferred tax assets in the near future.

Liquidity and Capital Resources

Since our inception, we have financed our operatmmarily through issuances of equity and debtisges and cash generated from
operations. We have also funded our operations avithvolving line of credit, from capitalized leastdigations, financing of receivables and
from the sale and leaseback of our domestic matwrfag facility.

Working Capital and Cash and Marketable Securities

The following table presents working capital, casld cash equivalents and investments in markesslarities (in thousands):

October 3, January 3,
2009 2009
Working Capital $ 14,49 $ 22,33¢
Cash and cash equivalents $ 11,50 $ 15,21«
Shor-term investments in marketable securitie! 3,11¢ 5,19¢
Long-term investments in marketable securi 1,742 96(
$ 16,35¢ $ 21,37

(1) Included in working capital

27




Table of Contents

Our working capital decreased during the nine meetided October 3, 2009 primarily as a resultddéaease in cash and short-term
investments in marketable securities of $5.8 millio support operations, a decrease in incomeetzeivable of $1.9 million, and an increas
current liabilities of $1.3 million, offset by andrease in accounts receivable of $0.8 million.

Cash Provided and Used in the Nine Months Ended October 3, 2009 and September 27, 2008

The following table summarizes our cash flows fa periods indicated (in thousands):

Nine Months Ended

October 3, September 27,
2009 2008
Net cash provided by (used in)
Operating activitie: $ (4,779 $ (11,705
Investing activities 1,58¢ 11,84¢
Financing activitie: (520 4,75¢
Net increase (decrease) in cash and cash equis $ (3.719) § 4,89¢

Operating ActivitiesNet cash used in operating activities for the mranths ended October 3, 2009 was primarily a refdtnet loss of
approximately $9.9 million for the nine months etd@ctober 3, 2009 partially offset by (i) approxieig $2.4 million in net cash provided by
changes in operating assets and liabilities, ahdjproximately $2.7 million in net non-cash opérg expenses, primarily comprised of
depreciation and amortization and stock-based cosgi®n, offset by a gain on disposals of assets.

Accounts receivable increased approximately $0IBomiduring the nine months ended October 3, 20@arily as a result of the timing
of net sales within the quarter ended October 892tbmpared with the timing of net sales within guarter ended January 3, 2009. During
nine months ended October 3, 2009, we were sucdéssfollecting cash from sales to our customeitsstantially in accordance with our
standard payment terms with those customers.

Inventories increased approximately $0.1 milliomidg the nine months ended October 3, 2009 primmasla result of preparing for a
customer order due to ship in the fourth quartarthe future, our inventory levels will continuebe determined based on, among other fa
(i) the level of customer orders received and dvdemand, (ii) the stage at which our productsiarteir respective life cycles and (iii)
competitive situations in the marketplace. We mefiterts to balance such considerations againstitkeof obsolescence or potential excess
inventory levels.

Net cash used in operating activities for the mmanths ended September 27, 2008 was primarilyudt refs(i) our net loss for the period
of approximately $10.3 million and (ii) approximbt&7.7 million in net cash used by changes in apeg assets and liabilities, partially offset
by approximately $6.2 million in net non-cash opiagexpenses, primarily comprising deferred incamees, depreciation and amortization
and stock-based compensation.

Accounts receivable increased approximately $3lliiomiduring the nine months ended September 28820imarily due to timing
differences for certain of our customer paymeneigts near the end of the third quarter of 2008.

Investing ActivitiesNet cash provided by investing activities for theenmonths ended October 3, 2009 was primarilysalt@f (i)
proceeds received from maturities and sales oicertvestments in marketable securities of appnaxély $12.2 million and (ii) proceeds
from the sale of equipment of approximately $0.8iom, both offset by purchases of additional irwesnts in marketable securities of
approximately $10.8 million.

Net cash provided by investing activities for thieenmonths ended September 27, 2008 was primarégualt of proceeds we received
from maturities and sales of certain investmentaanketable securities of approximately $19.6 wniljipartially offset by purchases of
additional investments in marketable securitieapgdroximately $6.7 million. We also used approxehatl.1 million in cash to purchase
additional manufacturing equipment and other priypand equipment.

Due to recent disruptions of, and the resultingioedl liquidity in certain financial markets, twoair marketable securities investment
Baal and A3 rated auction rate securities withtal flurchased cost of $1.0 million began to expegefailed auctions during the fourth qua
of 2007, which continued into the third quarte26D9. Due to the failed auctions, we have beenlartalsell the securities at their respective
costs, resulting in a decrease in fair value whiab been recorded as a component of accumulatedamtinprehensive loss. These investments
have been classified as long-term investments iketable securities in our consolidated balancetshas of October 3, 2009 and January 3,
2009. As of October 3, 2009 and September 27, 20@8 nrealized losses on these two investmeraketbapproximately $0.03 million and
$0.04 million, respectively. We have concluded thatunrealized losses on these investments afotany because (i) we believe that the
decline in market value that has occurred is dugeteeral market conditions, (ii) the auction raewsities continue to be of a high credit qu:
and interest is paid as due and
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(iii) we have the intent and ability to hold theseestments until a recovery in market value occire fair value of these securities could
change significantly in the future and we may buneed to record other-than-temporary impairmeratrghs or additional unrealized losses in
future periods.

Financing Activities. Net cash used in financing activities for theeninonths ended October 3, 2009 was a result oynegat of
approximately $0.5 million on our long term debt.

Net cash provided by financing activities for theenmonths ended September 27, 2008 was primarégut of approximately $7.4
million in net proceeds we received from net boilirgys on our outstanding line of credit. This istjzdlly offset by (i) an increase in restricted
cash balances in connection with our pledge of $ilidon in cash as collateral for a letter of citezhd (ii) repayments of approximately $0.6
million on our long term debt.

Capital Resources

Our revolving line of credit agreement and equiptiiee of credit agreement expired on August 302and all borrowings were repaid
to the bank. Under our revolving line of creditegment, we were able to borrow up to the gredt85% of eligible accounts receivable plus
the least of (i) a percentage of eligible inventdegermined from time to time by our bank, (ii) 8@¥the orderly liquidation value, as defined,
of eligible inventories, and (iii) $1.0 million. ferest was payable monthly at the greater of @)sihm of prime rate plus 3%, (ii) LIBOR plus
6% or (iii) 8%.

In connection with our prior revolving line of ciedgreement, we were provided an equipment lineredit allowing us to borrow up to
$3.9 million through January 3, 2009. We were regflito repay the equipment advances in monthlglinseénts of $32,440. Interest on the
equipment advances was payable monthly, at ouorpdt the greater of (i) prime rate plus 3%,l(IBOR plus 6% or (iii) 8%. We repaid all
borrowings on the equipment line in connection wfith expiration of the credit agreement on Augudst2®09.

On October 31, 2009 we entered into a new revoleneglit agreement with another financial institatidJnder this revolving credit
agreement, we may borrow up to the lesser of @ 8@ eligible accounts receivable, minus $1.0 wilior (ii) $5.0 million. This revolving
credit agreement contains an overall sublimit ab38illion to collateralize our contingent obligatis under letters of credit, foreign exchange
contracts and cash management services. Amoutssinding under the overall sublimit reduce the am@available pursuant to this revolvi
credit agreement. This revolving credit agreenseibjects us to certain affirmative and negativeeoawts, including financial covenants with
respect to our liquidity and profitability. Intesteis payable monthly at either (i) prime plus 22%s long as we maintain $8.5 million in
revolving credit availability plus unrestricted basn deposit with the financial institution, or) (@irime plus 2.25%. This revolving credit
agreement matures on October 30, 2010, at whioh dillmradvances and interest are due and payaliiégaflons under this revolving credit
agreement are secured by a first priority lien ontangible and intangible assets. As Octobe2809, we had $0.9 million available to bori
under this revolving credit agreement.

While we expect to maintain compliance with ouraleing credit agreement for the foreseeable futwmehave in the past been in
violation of one or more covenants contained irvigngsly existing credit agreements. We cannot &sgau that we will not violate one or
more covenants in the future. If we were to beiddation of covenants under our new revolving credireement, our lender could choose to
accelerate payment on all outstanding loan balafidese can be no assurance that we would be @bjei¢kly obtain equivalent or suitable
replacement financing in this event. If we were alole to secure alternative sources of fundingh swceleration would have a material adv
impact on our financial condition.

We have utilized equipment leasing arrangementinéamce certain capital expenditures. Equipmergdsawill continue to be a financing
alternative that we may pursue in the future.

We believe our existing cash balances, borrowirgglability under our new revolving credit agreemeartd the cash expected to be
generated from operations, will be sufficient toatneur anticipated cash needs for at least the ¥1#2rtonths. Our future capital requirements
will depend on many factors, including our leveisiet sales, the timing and extent of expendittwesupport research and development
activities, the expansion of manufacturing capaodth domestically and internationally and the ocoareéd market acceptance of our products.
We could be required, or may choose, to seek ath@itifunding through public or private equity obti§nancings. In addition, in connection
with any future acquisitions, we may require additil funding which may be provided in the form dflgional debt or equity financing or a
combination thereof. These additional funds mayl®oavailable on terms acceptable to us, or at all.
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New Accounting Pronouncements

In June 2009, the FASB issued an update to ASCcTtpb. The Codification became the source of aitdtive U.S. GAAP for financial
statements issued for interim and annual periodsgrafter September 15, 2009. The adoption ofxbeification did not have a material
impact on our consolidated financial position, tesaf operations or liquidity.

Off-Balance Sheet Arrangements

We do not have any relationships with unconsolid&etities or financial partnerships, such as iestivften referred to as structured
finance or special purpose entities, which wouldehlaeen established for the purpose of facilitatifipalance sheet arrangements or other
contractually narrow or limited purposes. In adiitiwe do not have any undisclosed borrowings bt,dad we have not entered into any
synthetic leases. We are, therefore, not materaposed to any financing, liquidity, market orditeisk that could arise if we had engaged in
such relationships.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Not applicable. As a Smaller Reporting Companyanenot required to make any disclosure purswetttis Item 3.
Item 4. Controls and Procedures

Not applicable.
ltem 4T.  Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedsie carried out an evaluation, under the superviaimhwith the participation of o
management, including our principal executive @ffiand principal financial officer, of the effeativess of the design and operation of our
disclosure controls and procedures (as defineduleRl3a-15(e) and 15d-15(e) of the Securities &xgh Act of 1934, (“Exchange Act”)) as
of the end of our fiscal quarter ended OctobelO®92 Based upon that evaluation, our principal etiee officer and principal financial officer
concluded that our disclosure controls and proesiare effective to provide reasonable assuramaténtiormation required to be disclosed by
us in reports that we file or submit under the Erde Act (i) is recorded, processed, summarizedematted within the time periods specif
in the SEC’s rules and forms and (ii) is accumwated communicated to our management, includingpdacipal executive officer and
principal financial officer as appropriate to allévwely decisions regarding required disclosure.

(b) Change in internal controls over financial refing. During the fiscal quarter that ended October 3,.92@0ere were no changes in our
internal controls over financial reporting (as defil in Rules 13a-15(f) and 15d-15(f) under the BExrge Act) that have materially affected, or
are reasonably likely to materially affect, oureimtal controls over financial reporting.

Inherent Limitations on I nternal Control

A control system, no matter how well conceived apdrated, can provide only reasonable, not absastirance that the objectives of
the control system are met. Further, the benefit®ntrols must be considered relative to theitsoBecause of the inherent limitations in all
control systems, no evaluation of controls can jg®wabsolute assurance that all control issuesrestances of fraud, if any, have been
detected. These inherent limitations include tladitres that judgments in decision making can hatyaand that breakdowns can occur bec
of simple errors. Additionally, controls can beccimvented by the individual acts of some persopgdiiusion of two or more people, or by
management override of the control. The desigmygfsystem of controls is also based in part upetaiteassumptions about the likelihood of
future events, and there can be no assurancerthatesign will succeed in achieving its stated gaaidder all potential future conditions.
Because of the inherent limitations in a cost-gifeccontrol system, misstatements due to errdraard may occur and not be detected.

PART Il. OTHER INFORMATION
Item 1. Legal Proceedings

The information set forth in the sections entitfemtieral Securities Class Action, California DelivatAction, Patent Claims and Trade
Secret Claim under Note 9 of Notes to Unauditeddeased Consolidated Financial Statements, includ®Part |, Item | of this Report, is
incorporated herein by reference.

ltem 1A. Risk Factors

As a Smaller Reporting Company, we are not requwedake any disclosure pursuant to this Item ldwéver, we have included the risk
factor directly below given the macroeconomic eoniment in which we are currently operating. Plesdse refer to the Risk Factors set fort
Part |, Item 1A of our Annual Report on Form 104¢ the fiscal year ended January 3, 2009 filed withSecurities and Exchange
Commission on March 30, 2009.
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Our operating results may be adversely impacted bworldwide economic and political uncertainties andspecific conditions in the
markets we address, including the cyclical naturefaand volatility in the memory market and semicondctor industry.

Recently general worldwide economic conditions hexgerienced a downturn due to the credit conditiotpacted by the subprime-
mortgage turmoil and other factors, slower econaasitvity, concerns about inflation and deflatimgreased energy costs, decreased
consumer confidence, reduced corporate profitscapital spending, adverse business conditionsiguoitiity concerns in the memory market,
recent international conflicts and the impact dunal disasters and public health emergencies.& besditions make it extremely difficult for
our customers, our vendors and us to accuratebcést and plan future business activities, and ¢beld cause US and foreign businesses to
further slow spending on our products and serviebsch would further delay and lengthen sales i dieirthermore, during continuing
challenging economic times our customers may fesgeis gaining timely access to sufficient crediictv could result in an impairment of
their ability to make timely payments to us. Iftleere to occur, we may be required to increaseatbowance for doubtful accounts and our
days sales outstanding would be negatively impadtscannot predict the timing, strength or duratié the current economic slowdown or
subsequent economic recovery, worldwide, or inntieenory market and related semiconductor industpel economy or markets in which
operate continue to worsen, our business, finagoiadlition and results of operations will likely bmterially and adversely affected.
Additionally, the combination of our lengthy satsle coupled with challenging macroeconomic caodg could compound the negative
impact on the results of our operations.

ltem 2.  Unregistered Sales of Equity Securities and Use Bfoceeds
None.
ltem 3.  Defaults Upon Senior Securitie:
None.
ltem 4.  Submission of Matters to a Vote of Security Holder:
None.
Item 5.  Other Information
None.

ltem 6. Exhibits

Exhibit
Number Description of Document

3.1(1) Restated Certificate of Incorporation of Netlistc.l

3.2(1) Amended and Restated Bylaws of Netlist, |

31.1(2) Certification of Chief Executive Officer pursuantRule 13-14(a) and Rule 1!-14(a) of the Securities Exchange Act, as Amen
31.2(2) Certification of Chief Financial Officer pursuantRule 13-14(a) and Rule 1:-14(a) of the Securities Exchange Act, as Amen

32(3) Certification of Chief Executive Officer and Chigihancial Officer pursuant to 18 U.S.C. 1350, agpaed pursuant to Section 9
of the Sarban«Oxley Act of 2002 and furnished herewith pursuan8EC Release No. -8238.

() Incorporated by reference to the correspondingletxhumber of the registration statement on Fo-1 of the registrant (No. 3-
136735) filed with the Securities and Exchange Cdassion on October 23, 200

(2)  Filed herewith

(3) The information in Exhibit 32 shall not be deen*“filed” for purposes of Section 18 of the Securities Exgkaict of 1934, a
amended, (the “Exchange Act”), or otherwise subjedthe liabilities of that section, nor shall thHeg deemed incorporated by
reference in any filing under the Securities Aclil®83, as amended, or the Exchange Act (includirggReport), unless Netlist, Inc.
specifically incorporates the foregoing informatiato those documents by referen
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the Registrant has duly causiedéiport to be signed on its behalf
the undersigned thereunto duly authorized.

Date: November 3, 20C NETLIST, INC.
a Delaware corporatic
(Registrant
By: /s/ Chun K. Hong

Chun K. Hong
President, Chief Executive Officer anc
Chairman of the Board
(Principal Executive Officer)

By: /s/ Gail ltow
Gail Itow
Vice President and Chief Financial
Officer
(Principal Financial Officer)
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EXHIBIT INDEX

Exhibit
Number Description of Document
3.1(1) Restated Certificate of Incorporation of Netlistc.l
3.2(1) Amended and Restated Bylaws of Netlist, |
31.1(2) Certification of Chief Executive Officer pursuantRule 13-14(a) and Rule 1:-14(a) of the Securities Exchange Act, as Amen
31.2(2) Certification of Chief Financial Officer pursuantRule 13-14(a) and Rule 1:-14(a) of the Securities Exchange Act, as Amen
32(3) Certification of Chief Executive Officer and Chiefhancial Officer pursuant to 18 U.S.C. 1350, aspaed pursuant to Section 906
of the Sarban«Oxley Act of 2002 and furnished herewith pursuanB8EC Release No. -8238.
(1) Incorporated by reference to the correspondinglexhumber of the registration statement on Forth@&-the registrant (No. 333-
136735) filed with the Securities and Exchange Cdssion on October 23, 200
(2)  Filed herewith
(3) The information in Exhibit 32 shall not be deen“filed” for purposes of Section 18 of the Securities Exgkafct of 1934, a

amended, (the “Exchange Act”), or otherwise subjedthe liabilities of that section, nor shall thHeg deemed incorporated by
reference in any filing under the Securities AcilB83, as amended, or the Exchange Act (includirggReport), unless Netlist, Inc.
specifically incorporates the foregoing informatiato those documents by referen
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EXHIBIT 31.1

CERTIFICATION PURSUANT TO RULE 13A-14(A) AND RULE 1 5D-14(A) OF THE SECURITIES EXCHANGE
ACT AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Chun K. Hong, certify that:
1. I have reviewed this quarterly report on Form 1@fQetlist, Inc., a Delaware corporation (the “Ratgant”);

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgtéte a material fact
necessary to make the statements made, in lightdafircumstances under which such statementsmwade, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statements$ oéimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the Registrantfaara for, the periods presented in this report;

4, The Registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls and
procedures (as defined in Exchange Act Rules 13a)Hnd 15d-15(e)) and internal control over firnaheporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the Registrand we have:

a) designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned
under our supervision, to ensure that materiakinédion relating to the Registrant, including ithsolidated subsidiaries, is made known to us
by others within those entities, particularly dgrithe period in which this report is being prepared

b) designed such internal control over financial réipgy or caused such internal control over finahetporting to be
designed under our supervision, to provide readeredsurance regarding the reliability of financggorting and the preparation of financial
statements for external purposes in accordancegettierally accepted accounting principles:

C) evaluated the effectiveness of the Registrant'slasire controls and procedures and presentedsimeport our
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of tHegeovered by this report based on such
evaluation; and

d) disclosed in this report any change in the Registsanternal control over financial reporting thatoaed during th
Registrant’s most recent fiscal quarter (the Regits fourth fiscal quarter in the case of an aimaport) that has materially affected, or is
reasonably likely to materially affect, the Regsit's internal control over financial reporting;dan

5. The Registrant’s other certifying officer and | Badisclosed, based on our most recent evaluatiorterhal control over
financial reporting, to the Registrant’s auditonsldhe audit committee of the Registrant’s boardiagctors (or persons performing the
equivalent functions):

a) all significant deficiencies and material weaknsssehe design or operation of internal contradiofmancial
reporting which are reasonably likely to adversafgct the Registrant’s ability to record, procesgsnmarize and report financial information;
and

b) any fraud, whether or not material, that involveanagement or other employees who have a significéain the
Registrant’s internal control over financial repogt

November 3, 200 /s/ Chun K. Honc¢
Chun K. Hong
President, Chief Executive Officer and Chairmathef Boarc
(Principal Executive Officer




EXHIBIT 31.2

CERTIFICATION PURSUANT TO RULE 13A-14(A) AND RULE 1 5D-14(A) OF THE SECURITIES EXCHANGE
ACT AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Gall Itow, certify that:
1. I have reviewed this quarterly report on Form 1@fQetlist, Inc., a Delaware corporation (the “Ratgant”);

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgtéte a material fact
necessary to make the statements made, in lightdafircumstances under which such statementsmwade, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statements$ oéimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the Registrantfaara for, the periods presented in this report;

4, The Registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls and
procedures (as defined in Exchange Act Rules 13a)Hnd 15d-15(e)) and internal control over firnaheporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f) for the Registrand we have:

a) designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned
under our supervision, to ensure that materiakinédion relating to the Registrant, including ithsolidated subsidiaries, is made known to us
by others within those entities, particularly dgrithe period in which this report is being prepared

b) designed such internal control over financial réipgy or caused such internal control over finahetporting to be
designed under our supervision, to provide readeredsurance regarding the reliability of financggorting and the preparation of financial
statements for external purposes in accordancegettierally accepted accounting principles:

C) evaluated the effectiveness of the Registrant'slasire controls and procedures and presentedsimeport our
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of tHegeovered by this report based on such
evaluation; and

d) disclosed in this report any change in the Registsanternal control over financial reporting thatoaed during th
Registrant’s most recent fiscal quarter (the Regits fourth fiscal quarter in the case of an aimaport) that has materially affected, or is
reasonably likely to materially affect, the Regsit's internal control over financial reporting;dan

5. The Registrant’s other certifying officer and | Badisclosed, based on our most recent evaluatiorterhal control over
financial reporting, to the Registrant’s auditonsldhe audit committee of the Registrant’s boardiagctors (or persons performing the
equivalent functions):

a) all significant deficiencies and material weaknsssehe design or operation of internal contradiofmancial
reporting which are reasonably likely to adversafgct the Registrant’s ability to record, procesgsnmarize and report financial information;
and

b) any fraud, whether or not material, that involveanagement or other employees who have a significéain the
Registrant’s internal control over financial repogt

November 3, 200 /s/ Gail ltow
Gail ltow
Vice President and Chief Financial Offic
(Principal Financial Officer




Exhibit 32

CERTIFICATIONS PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESOXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f Netlist, Inc., a Delaware corporation (“Netljsfor the quarter ended October 3, 2009
(the “Report”), Chun K. Hong, president, chief extee officer and chairman of the board of Netlamd Gail Itow, vice president and chief
financial officer of Netlist, each hereby certifigairsuant to 18 U.S.C. Section 1350, as adoptesupat to Section 906 of the Sarbanes-Oxley
Act of 2002, that, to his or her knowledge:

(1) the Report fully complies with the requirementsSefction 13(a) of the Securities Exchange Act 041 @&d

(2) the information contained in the Report fairly prets, in all material respects, the financial ctadiand results of operatic
of Netlist, Inc.
November 3, 2009 /s/ Chun K. Hon¢
Chun K. Hong

President, Chief Executive Officer and Chairmathef Boarc
(Principal Executive Officer

November 3, 200 /s/ Gail ltow
Gail Itow
Vice President and Chief Financial Offic
(Principal Financial Officer




