Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended April 2, 2011

or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 001-33170

NETLIST, INC.

(Exact name of registrant as specified in its @rart

Delaware 95-4812784
State or other jurisdiction of incorporation or anjzation (I.R.S. Employer Identification No

51 Discovery, Suite 150
Irvine, CA 92618
(Address of principal executive offices) (Zip Cpde

(949) 435-0025
(Registrant’s telephone number, including area rode

Indicate by check mark whether the registrant @ filed all reports required to be filed by Seeti® or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requodile such reports), and (2) has been
subject to such filing requirements for the pastags. Yes[x] No O

Indicate by check mark whether the registrant ludisndtted electronically and posted on its corpokdeb site, if any, every Interactive
Data File required to be submitted and posted untsto Rule 405 of Regulation S-T (section 232.d4Dthis chapter) during the preceding 12
months (or for such shorter period that the regigtwas required to submit and post such filesy. e No O

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, @-accelerated filer or a smaller reporting

company. See definition of “large accelerated filaccelerated filer” and “smaller reporting conmyd in Rule 12b-2 of the Exchange Act.
(Check One):

Large accelerated fileild Accelerated filer O

Non-accelerated filer O Smaller reporting companyXI]
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Adtes O No
The number of shares outstanding of each of thistragt’s classes of common stock as of the lgtestticable date:

Common Stock, par value $0.001 per st



25,351,448 shares outstanding at May 2, 2011




Table of Contents
NETLIST, INC. AND SUBSIDIARIES
QUARTERLY REPORT ON FORM 10-Q
FOR THE THREE MONTHS ENDED APRIL 2, 2011

TABLE OF CONTENTS

Page

PART I.  FINANCIAL INFORMATION 3
Iltem 1.  Financial Statemen 3
Condensed Consolidated Balance Sheets at Aprd 2] Punaudited) and January 1, 2011 (audi 3

Unaudited Condensed Consolidated Statements ofa@mes for the Three Months Ended April 2, 2011 Apdil 3,
2010 4

Unaudited Condensed Consolidated Statements of Elasfs for the Three Months Ended April 2, 2011 &pdil 3,
2010 5
Notes to Unaudited Condensed Consolidated FinaBtéément 6
Iltem 2.  Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior 23
Item 4.  Controls and Procedur: 32
PART Il. OTHER INFORMATION 33
Item 1. Legal Proceeding 33
Item 1A. Risk Factor: 33
ltem 2.  Unregistered Sales of Equity Securities and Uderoteed: 49
ltem 6.  Exhibits 49




Table of Contents

PART I. FINANCIAL INFORMATION

Iltem 1. Financial Statements

NETLIST, INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheets

ASSETS
Current assett
Cash and cash equivalel
Investments in marketable securit
Accounts receivable, n
Inventories
Prepaid expenses and other current a:
Total current asse

Property and equipment, r
Long-term investments in marketable securi
Other asset

Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl
Accrued payroll and related liabilitit
Accrued expenses and other current liabili
Accrued engineering charg
Current portion of lon-term debt
Total current liabilities
Long-term debt, net of current portic
Total liabilities
Commitments and contingenci
Stockholder’ equity:

Common stock, $0.001 par value - 90,000 share®eré; 25,351 (2011) and 25,284 (2010) sh

issued and outstandi
Additional paic-in capital
Accumulated defici
Accumulated other comprehensive I
Total stockholder equity

Total liabilities and stockholde’ equity

(in thousands, except par value)

See accompanying notes.

3

(unaudited) (audited)
April 2, January 1,
2011 2011

$ 11,36 $ 14,21(

— 824

8,62% 6,451

7,302 4,50¢

74C 1,39¢

28,02t 27,39(

3,631 4,071

89¢ 89C

24¢ 337

$ 32,80C $ 32,69

$ 8,371 $ 6,25¢

1,87( 1,762

43¢ 454

1,101 63€

772 674

12,54¢ 9,78¢

871 1,06:

13,42( 10,84

25 25

89,42 89,07

(69,96 (67,147

(103) (111)

19,38( 21,841

$ 32,80C $ 32,69¢
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Unaudited Condensed Consolidated Statements of Opions
(in thousands, except per share amounts)

Net sales
Cost of sales(1
Gross profi
Operating expense
Research and development
Selling, general and administrative
Total operating expens
Operating los!
Other (expense) incom
Interest (expense) income, 1
Other income, ne
Total other (expense) income, |
Loss before benefit of income tax
Benefit of income taxe
Net loss
Net loss per common sha
Basic and dilutes

Weighte-average common shares outstand

Basic and dilutes

NETLIST, INC. AND SUBSIDIARIES

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

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

See accompanying notes.

4

Three Months Ended

April 2, April 3,
2011 2010

12,00C $ 7,89(
8,19¢ 6,072
3,80¢ 1,81¢
3,68¢ 3,00¢
2,915 2,57(C
6,601 5,57¢
(2,797 (3,760)
(25) 1

— 67

(25) 68
(2,827) (3,692
— (727)
(2,822 $ (2,965)
(0.11) $ (0.19)
24,88 20,68¢
13 % 10

142 46

19¢ 32€
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NETLIST, INC. AND SUBSIDIARIES
Unaudited Condensed Consolidated Statements of Cafows
(in thousands)

Three Months Ended

April 2, April 3,
2011 2010
Cash flows from operating activitie
Net loss $ (2,827 $ (2,96%)
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic 581 57¢
Amortization of deferred gain on sale and leaseltsrisactior — (29
Stoclk-based compensatic 358 382
Changes in operating assets and liabilit
Accounts receivabl (2,177 (1,092
Inventories (2,797 (1,697)
Income taxes receivab — (649)
Prepaid expenses and other current a: 82t (26)
Other asset 9C 3
Accounts payabl 2,09( 1,331
Accrued payroll and related expen: 10¢ (5749
Accrued expenses and other current liabili (29 (227)
Accrued engineering charg 463 371
Net cash used in operating activit (3,29%) (4,499
Cash flows from investing activitie
Acquisition of property and equipme (110 (208)
Purchase of investments in marketable secu — (2,379
Proceeds from maturities and sales of investmantsarketable securitie 82¢ 60
Net cash provided by (used in) investing activi 71t (2,527)
Cash flows from financing activitie
Borrowings on line of cred 50C 1,00C
Payments on line of crec (500 (2,000
Proceeds from public offering, n — 16,26(
Proceeds from exercise of stock options and wasyaet of taxes remitte (6) 90
Payments on del (263) (34)
Net cash (used in) provided by financing activi (269 16,31¢
(Decrease) increase in cash and cash equivz (2,849 9,29t
Cash and cash equivalents at beginning of p¢ 14,21( 9,947
Cash and cash equivalents at end of pe $ 11,36: $ 19,23,

See accompanying notes.

5




Table of Contents

NETLIST, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
APRIL 2, 2011

Note 1—Description of Business

Netlist, Inc. (the “Company” or “Netlist”) desigrad manufactures high performance, logic-based mesubsystems for the datacenter
server and high performance computing and commtioicamarkets. The Company’s memory subsystemsstasfscombinations of dynamic
random access memory integrated circuits (“DRAM’IQ@s'DRAM”), NAND flash memory (“NAND?”), applicaton-specific integrated
circuits (“ASICs”) and other components assemblegnted circuit boards (“PCBs”). Netlist primigrmarkets and sells its products to
leading original equipment manufacturer (“OEM”) armers. The Company’s solutions are targeted @tcgtions where memory plays a key
role in meeting system performance requirementsee Company leverages a portfolio of proprietanhitedogies and design techniques,
including efficient planar design, alternative pagig techniques and custom semiconductor logidetwer memory subsystems with high
memory density, small form factor, high signal grity, attractive thermal characteristics and lastgper bit.

Note 2—Summary of Significant Accounting Policies
Basis of Presentation

The interim unaudited condensed consolidated fimhstatements have been prepared in accordanheawdbunting principles generally
accepted in the United States of America (the “Q f8r interim financial information and with thastructions to Securities and Exchange
Commission (“SEC”) Form 10-Q and Article 8 of SE€drlation S-X. These condensed consolidated fimhstatements do not include all of
the information and footnotes required by accounfirinciples generally accepted in the U.S. for ptate financial statements. Therefore,
these unaudited condensed consolidated finaneigaents should be read in conjunction with the @amy’s audited consolidated financial
statements and notes thereto for the year endeddah, 2011, included in the Company’s Annual Repo Form 10-K filed with the SEC on
March 3, 2011.

The condensed consolidated financial statemenksdad herein as of April 2, 2011 are unaudited; &osv, they contain all normal
recurring accruals and adjustments that, in thaiopiof the Compang’ management, are necessary to present fairlyotideased consolidat
financial position of the Company and its wholly+wed subsidiaries as of April 2, 2011, the condersedolidated results of its operations for
the three months ended April 2, 2011 and April@BL@ and the condensed consolidated cash flowhéathree months ended April 2, 2011
April 3, 2010. The results of operations for theee months ended April 2, 2011 are not necesdadigative of the results to be expected for
the full year or any future interim periods.

Principles of Consolidation

The condensed consolidated financial statementsdadhe accounts of Netlist, Inc. and its whollyreed subsidiaries. All intercompany
balances and transactions have been eliminatezhisntidation.

Fiscal Year

The Company operates under a 52/53-week fiscalgmding on the Saturday closest to December 3t figaal 2011, the Company’s
fiscal year is scheduled to end on December 311 20 will consist of 52 weeks. Each of the Compafigst three quarters in a fiscal year is
comprised of 13 weeks.

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally acceptethi@ U.S. requires management to
make estimates and assumptions that affect thetegpamounts of assets and liabilities and disekséicontingent assets and liabilities at the
date of the condensed consolidated financial set¢snand the reported amounts of net sales arehs&p during the reporting period. By tt
nature, these estimates and assumptions are stptinherent degree of uncertainty. Significesttmates made by management include,
among others, provisions for uncollectible recelgatand sales returns, warranty liabilities, vaarabf inventories, fair value of financial
instruments, impairment of long-lived assets, stbaked compensation expense and realization ofrddftax assets. The Company bases its
estimates on historical experience, knowledge aofetu conditions and our beliefs of what could adauthe future considering available
information. The Company reviews its estimatesomongoing basis. The actual results experienced by tmapany may differ materially a
adversely from its estimates. To the extent thezavaaterial differences between the estimatestamddtual results, future results of operations
will be affected.
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Revenue Recognition

The Company’s revenues primarily consist of prodaes of higtperformance memory subsystems to OEMs. Revenuesnalside sale
of excess component inventories to distributorsa@hdr users of memory integrated circuits (“ICsSuch sales amounted to less than $0.1
million for each of the three months ended Apri@11 and April 3, 2010.

The Company recognizes revenues in accordancetlvdthinancial Accounting Standards Board (“FASB8cAunting Standards
Caodification (“ASC”) Topic 605. Accordingly, thedinpany recognizes revenues when there is persuasgiyence of an arrangement, product
delivery and acceptance have occurred, the salesiprfixed or determinable, and collectibility thie resulting receivable is reasonably
assured.

The Company generally uses customer purchase arddfsr 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 documarg used to verify delivery and customer accegtafhe Company assesses whether the
sales price is fixed or determinable based on #yenent terms associated with the transaction aretheh the sales price is subject to refund.
Customers are generally allowed limited rightsettirn for up to 30 days, except for sales of excesgponent inventories, which contain no
right-of-return privileges. Estimated returns arevided for at the time of sale based on historégoglerience or specific identification of an
event necessitating a reserve. The Company offstaralard product warranty to its customers anchbasther post-shipment obligations. The
Company assesses collectibility based on the eveditiness of the customer as determined by cobditks and evaluations, as well as the
customer’s payment history.

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

Cash and Cash Equivalents

Cash and cash equivalents consist of cash andtghortinvestments with original maturities of threenths or less, other than short-term
investments in securities that lack an active nmarke

Investments in Marketable Securities

The Company accounts for its investments in mabtetsecurities in accordance with ASC Topic 320e Tompany determines the
appropriate classification of its investments attilne of purchase and reevaluates such desigrattieach balance sheet date. The Company’s
investments in marketable securities have beesifiles and accounted for as available-for-sale dasemanagement’s investment intentions
relating to these securities. Available-&ale securities are stated at fair value, genebbalbed on market quotes, to the extent they alitable
Unrealized gains and losses, net of applicablercefdaxes, are recorded as a component of otimeprehensive income (loss). Realized gains
and losses and declines in value judged to be tthertemporary are determined based on the sp&ddintification method and are reportet
other income, net in the unaudited condensed colaget! statements of operations.

The Company generally invests its excess cashrimedtic bank-issued certificates of deposit whiatnyckederal deposit insurance,
money market funds and highly liquid debt instrutsesf U.S. municipalities, corporations and the 4@ ernment and its agencies. All hig
liquid investments with stated maturities of threenths or less from the date of purchase are il sis cash equivalents; all investments
stated maturities of greater than three monthglassified as investments in marketable securities.

Fair Value of Financial Instruments

The Company'’s financial instruments consist prialipof cash and cash equivalents, investmentsarketable securities, accounts
receivable, accounts payable, accrued expensededmidnstruments. Other than for certain investsi@nauction rate securities and shiertn
corporate bonds (see Note 4), the fair value oftbmpany’s cash equivalents and investments in ehabke securities is determined based on
guoted prices in active markets for identical asset_evel 1 inputs. Because of their short-teature, short-term corporate bonds are not
frequently traded. Although there are observablates for these securities, the markets are natidered active. Accordingly, the fair values
of these investments are based on Level 2 inpthe. Company recognizes transfers between Levéioligh 3 of the fair value hierarchy at
the beginning of the reporting period. The Complaaleves that the carrying values of all otheafioial instruments approximate their curi
fair values due to their nature and respectivetiurs.




Table of Contents
Allowance for Doubtful Accounts

The Company evaluates the collectibility of accewetceivable based on a combination of factorsates 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 theeelbice the net recognized receivable to the afrtberCompany 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 based on the terms ofitfieating transaction, the current business emvirent and its historical experience.
Uncollectible accounts are charged against thevalhee for doubtful accounts when all cost effectieenmercial means of collection have
been exhausted.

Concentration of Credit Risk

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

The Company invests its cash equivalents primaritponey market mutual funds. Cash equivalentsrai@tained with high quality
institutions, the composition and maturities of @thare regularly monitored by management. The Compad $0.4 million of Federal Depc
Insurance Corporation insured cash and cash eguitgaht April 2, 2011. Investments in marketalleusities are generally in high-credit
quality debt instruments. Such investments are meatiein instruments issued or enhanced by higHiyuastitutions. The Company has not
incurred any credit risk losses related to thegestments.

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 wkieemed necessary, but generally requires
no collateral. The Company believes that the comagan of credit risk in its trade receivablesrisderated by its credit evaluation process,
relatively short collection terms, the high levékeoedit worthiness of its customers (see Notealjl foreign credit insurance. Reserves are
maintained for potential credit losses, and sushds historically have not been significant ancela@en within management’s expectations.

Inventories

Inventories are valued at the lower of actual togturchase or manufacture the inventory or theesdizable value of the inventory. Ci
is determined on an average cost basis which appabes actual cost on a first-in, first-out basid &ncludes raw materials, labor and
manufacturing overhead. At each balance sheet th&&ompany evaluates its ending inventory quastidn hand and on order and records a
provision for excess quantities and obsolescenoemy other factors, the Company considers histodieaand and forecasted demand in
relation to the inventory on hand, competitivengfsgroduct offerings, market conditions and prodifetcycles when determining
obsolescence and net realizable value. In addititnCompany considers changes in the market wdloemponents in determining the net
realizable value of its inventory. Provisions arad®a to reduce excess or obsolete inventories togbiimated net realizable values. Once
established, write-downs are considered permamuastanents to the cost basis of the excess or eteslventories.

Property and Equipment

Property and equipment are recorded at cost ametdiefed on a straighiie basis over their estimated useful lives, whgelnerally rang
from three to seven years. Leasehold improvemeatsegorded at cost and amortized on a straightHasis over the shorter of their estimated
useful lives or the remaining lease term.

Impairment of Long-Lived Assets

The Company evaluates the recoverability of theyaag value of long-lived assets held and usedngy@Gompany for impairment on at
least an annual basis or whenever events or chamgé@sumstances indicate that their carrying eatoay not be recoverable. When such
factors and circumstances exist, the Company caespae projected undiscounted future net cash famssciated with the related asset or
group of assets over their estimated useful liggsrest their respective carrying amount. If theryiag value is determined not to be
recoverable from future operating cash flows, th&ehis deemed impaired and an impairment logsc@gnized to the extent the carrying value
exceeds the estimated fair value of the assetfaihealue of the asset or asset group is basedarket value when available, or when
unavailable, on discounted expected cash flows.Gdmapany’s management believes there is no impairofdong-lived assets as of April 2,
2011. There can be no assurance, however, thaetmaokditions will not change or demand for the @any’s products will continue, which
could result in future impairment of long-lived ats
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Warranties

The Company offers warranties generally ranginghfane to three years, depending on the produchegdtiated terms of the purchase
agreements with customers. Such warranties rethgr€ompany to repair or replace defective prodetcirned to the Company during the
warranty period at no cost to the customer. Waigargre not offered on sales of excess componeaniary. The Company records an
estimate for warranty-related costs at the timsabé based on its historical and estimated progtigtn rates and expected repair or
replacement costs (see Note 3). Such costs hategibddly been consistent between periods and withiilnagement’s expectations and the
provisions established.

Stock-Based Compensation

The Company accounts for equity issuances to ngulegraes 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 baedtie 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 andctiirestockbased compensation expense recognized during thee pe based on tk
value of the portion of stock-based payment awtrdsis ultimately expected to vest during the gebri Given that stock-based compensation
expense recognized in the condensed consolidattshstnts of operations is based on awards ultipnatglected to vest, it has been reduced
for estimated forfeitures. ASC Topic 718 requiredditures to be estimated at the time of grantravised, if necessary, in subsequent periods
if actual forfeitures differ from those estimat&bhe Company’s estimated average forfeiture ratevased on historical forfeiture experience
and estimated future forfeitures.

The fair value of common stock option awards to leyges 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 risk-free interest rate apdceted dividends, all of which affect the estindafi@r values of the Company’s common
stock option awards. The expected term of optgrasted is calculated as the average of the wedghgsting period and the contractual
expiration date of the option. This calculatio#&sed on the safe harbor method permitted by E@i8 instances where the vesting and
exercise terms of options granted meet certainitiond and where limited historical exercise datavailable. The expected volatility is based
on the historical volatility of the Company’s commstock. The risk-free rate selected to valueganicular grant is based on the U.S.
Treasury rate that corresponds to the expecteddéthe grant effective as of the date of the graihe expected dividend assumption is based
on the Company'’s history and management’s expeatagigarding dividend payouts. Compensation ex@&rscommon stock option awards
with graded vesting schedules is recognized oraigbt-line basis over the requisite service pefadhe last separately vesting portion of the
award, provided that the accumulated cost recodraseof any date at least equals the value ofdlted portion of the award.

The Company recognizes the fair value of restristedk awards issued to employees and outsidetdiseas stock-based compensation
expense on a straight-line basis over the vesgmigpg for the last separately vesting portion & #fwards. Fair value is determined as the
difference between the closing price of our comrsimtk on the grant date and the purchase prideeofestricted stock award, if any, reduced
by expected forfeitures.

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.

Deferred tax assets and liabilities are recogninaéflect the estimated future tax effects, calted at currently effective tax rates, of
future deductible or taxable amounts attributablevents that have been recognized on a cumuladisis in the condensed consolidated
financial statements. A valuation allowance reldtea net deferred tax asset is recorded whamitore likely than not that some portion of
deferred tax asset will not be realized.
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ASC Topic 740 prescribes a recognition thresholtlrmeasurement requirement for the financial statémezognition of a tax position
that has been taken or is expected to be takertanraturn and also provides guidance on de-ratiognclassification, interest and penalties,
accounting in interim periods, disclosure, andgiton. Under ASC Topic 740 the Company may onlyognize or continue to recognize tax
positions that meet a “more likely than not” threlsh

Research and Development Expenses
Research and development expenditures are expenselperiod incurred.
Collaborative Arrangement

The Company has entered into a collaborative aenauegt with a partner in order to develop produstagicertain of the Company’s
proprietary technology. Under the arrangementdtheelopment partner was granted a non-exclusteasie to specified intellectual property
for exclusive use in the development and produatioASIC chipsets for the Company. Both the Conypamd the development partner
provided and continue to provide engineering ptajegnagement resources at their own expense. @reapment partner is entitled to non-
recurring engineering fees based upon the achieveofielevelopment milestones, and to a minimumipordf the Company’s purchasing
allocations for the component. Expenses incurretipaid to the development partner are includadsearch and development expense in the
accompanying condensed consolidated statemenfseodtions.

Comprehensive Loss

ASC Topic 220 establishes standards for reportihthdisplaying comprehensive income and its compisnerthe condensed consolida
financial statements. Accumulated other comprelvenisiss includes unrealized gains or losses orsinvents.

Risks and Uncertainties

The Company has invested a significant portiortofésearch and development budget into the de$igSIC devices, including the
HyperCloud™ memory subsystem. This new design hagtoducts it is incorporated into are subjedhtoeased risks as compared to our
existing products. The Company may be unable lteese customer or market acceptance of the HypedZb memory subsystem or other
new products, or achieve such acceptance in ajtimahner. The Company has experienced a longéifigation cycle than anticipated with
its HyperCloud™ memory subsystems, and as of Ap@011 we have not shipped any production quastitFurther delays or any failure in
placing or qualifying this product with customersuwld adversely impact the Company'’s results of apens.

The Company’s operations in the People’s Repulilichona (“PRC")are subject to various political, geographical aadnomic risks ar
uncertainties inherent to conducting business im&hrhese include, but are not limited to, (i)grdtal changes in economic conditions in the
region, (i) managing a local workforce that mapjset the Company to uncertainties or certain raiguy policies, (iii) changes in other
policies of the Chinese governmental and regulaagencies, and (iv) changes in the laws and psligi¢he U.S. government regarding the
conduct of business in foreign countries, generaltyn China, in particular. Additionally, the @lese government controls the procedures by
which its local currency, the Chinese Renminbi (“BW] is converted into other currencies and by vahiévidends may be declared or capital
distributed for the purpose of repatriation of éags and investments. If restrictions in the casia of RMB or in the repatriation of earnings
and investments through dividend and capital distidn restrictions are instituted, the Companyismtions and operating results may be
negatively impacted. Restricted net assets o€ibmpany’s subsidiary in the PRC totaled $1.6 millimd $2.0 million at April 2, 2011 and
January 1, 2011, respectively.

Foreign Currency Re-measurement

The functional currency of the Company’s foreighsdiary is the U.S. dollar. Local currency finaal@tatements are re-measured into
U.S. dollars at the exchange rate in effect ab®btalance sheet date for monetary assets anlitigsband the historical exchange rate for
nonmonetary assets and liabilities. Expenses amgegesured using the average exchange rate foetiwdpexcept items related to
nonmonetary assets and liabilities, which are rasueed using historical exchange rates. All re-me@asent gains and losses are included in
determining net loss.
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Net Loss Per Share

Basic net loss per share is calculated by dividiegloss by the weighted-average common sharetaadiag during the period, excluding
unvested shares issued pursuant to restricted atvamels under our share-based compensation plzihged net loss per share is calculated by
dividing the net loss by the weighted-average shanal dilutive potential common shares outstandining the period. Dilutive potential
shares consist of dilutive shares issuable upoetkecise or vesting of outstanding stock optiams restricted stock awards, respectively,
computed using the treasury stock method. In perid losses, basic and diluted loss per sharthareame, as the effect of stock options and
unvested restricted share awards on loss per ghangi-dilutive.
Note 3—Supplemental Financial Information

Inventories

Inventories consist of the following (in thousands)

April 2, January 1,
2011 2011
Raw materials $ 4,00 $ 2,631
Work in proces: 32¢ 171
Finished good 2,974 1,70%
$ 7,30: $ 4,50¢

Warranty Liability

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

Three Months Ended

April 2, April 3,

2011 2010
Beginning balanc $ 194 $ 24(
Charged to costs and expen 98 40
Cost of warranty claim (104) (32)
Ending balanci $ 18€ $ 24¢

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 relocatiomsts during the period indicated (in
thousands):

Three Months Ended

April 2, April 3,

2011 2010
Beginning balanc $ — ¢ 84
Reversal of accrual/reduction of co — (28)
Net payment: — (8)
Ending balanc: $ — 48

11
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As a result of the relocation of the Company’s dsticeheadquarters and manufacturing facility dutimgthird quarter of 2007, the
Company vacated its previous manufacturing facilitye Company subleased this facility, but remaioiglihated under a noncancellable
operating lease through November 2010. In accorlaith ASC Topic 420, the Company recorded a natgdand related liability of
approximately $134,000 in 2007, which approximatexlestimated fair value of the net remaining lgzsaments. At the conclusion of the
master lease and sublease terms, the Company degdrthat its original estimates regarding theragtaining lease payments exceeded its
actual liability by approximately $33,000. Accardly, the excess accrual was reversed, and thiétlebr facility relocation was reduced to
zero at January 1, 2011.

In May 2009, the Company entered into an agreetmoesublease a portion of its new domestic headgrgfacility to another tenant
a discount from the rent required under its leasemitment. As a result, the Company recorded aitiaddl charge of approximately
$61,000. In February 2010, the sublessor vacatedpace that it had subleased. The Company degstrthat the space could be used in its
operations. As a result, the Company reversedoappately $28,000 of its accrual for facility relmon costs, and the liability was reduced to
zero at January 1, 2011.

The expenses and reversal of accruals describaeg @bve included as a component of selling, gersgrdladministrative expense in the
accompanying condensed consolidated statemenfseodtions.

Comprehensive Loss

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

Three Months Ended

April 2, April 3,
2011 2010
Net loss $ (2,829 $ (2,965
Other comprehensive los
Change in net unrealized loss on investments, friaix 8 (35)
Total comprehensive o $ (2,819 $ (3,000

Accumulated other comprehensive loss reflectechercondensed consolidated balance sheets at ARGIA and January 1, 2011,
represents accumulated net unrealized losses estinents.

Computation of Net Loss Per Share

Basic and diluted net loss per share is calculbyedividing net loss by the weighted-average comstuares outstanding during the
period. The following table sets forth the compiataf net loss per share (in thousands, excepsipere data):

Three Months Ended

April 2, April 3,
2011 2010
Numerator: Net los $ (2,822) $ (2,96%)
Denominator: Weighte-average common shares outstand
basic and dilute: 24,88 20,68¢
Net loss per share, basic and dilu $ (0.10) § (0.19

The following table sets forth potentially dilutieemmon share equivalents, consisting of sharealids upon the exercise or vesting of
outstanding stock options and restricted stock dsyaespectively, and the exercise of warrants peed using the treasury stock method.
These potential common shares have been excludetitffre diluted net loss per share calculations afasvtheir effect would be anti-dilutive
for the periods then ended (in thousands):

Three Months Ended
April 2, April 3,
2011 2010

Common share equivaler 1,61¢ 2,27(

The above common share equivalents would have ibekrded in the calculation of diluted earnings peare had the Company reported
net income for the periods then ended.
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Major Customers

The Company’s product sales have historically bemrtentrated in a small number of customers. Thewing table sets forth sales
to customers comprising 10% or more of the Compangt sales as follows:

Three Months Ended

April 2, April 3,
2011 2010
Customer:
Customer A 70% 37%
Customer E *0% 31%
Customer C *0p 16%

* less than 10% of net sal

The Company'’s accounts receivable are concentvatbcbne customer at April 2, 2011 representingrapipnately 69% and two
customers at January 1, 2011, representing appabeiyn75% and 13%, of aggregate gross receivaBlsgnificant reduction in sales to, or
the inability to collect receivables from, a sigeaint customer could have a material adverse impathe Company. The Company mitigates
risk associated with foreign receivables by purtigasomprehensive foreign credit insurance.

Cash Flow Information

The following table sets forth supplemental disoles of cash flow information and non-cash investind financing activities (in
thousands):

Three Months Ended

April 2, April 3,
2011 2010
Supplemental disclosure of cash flow informati
Income taxes refunds receiv $ — $ —
Interest paic $ 3 $ 21
Supplemental disclosure of r-cash investing and financing activitie
Purchase of equipment not paid for at the endeptriod $ 25 $ —
Debt financed acquisition of ass: $ 16 $ —
Unrealized (gain) loss from investments in markietalecurities $ 8 $ 35
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Note 4—Fair Value Measurements

The following tables detail the fair value measueats within the fair value hierarchy of the Compangvestments in marketable
securities (in thousands):

Fair Value Measurements at April 2, 2011 Usin¢

Quoted Prices in Significant Other Significant
Fair Value at Active Markets for Observable Unobservable
April 2, Identical Assets Inputs Inputs
2011 (Level 1) (Level 2) (Level 3)
Available-for-sale debt securitie
Money market mutual func $ 7,581 $ 7,581 $ — 3 —
Auction and variable floating rate nof 89¢ — — 89¢
Total $ 8,47¢ $ 7581 $ — $ 89¢
Fair Value Measurements at January 1, 2011 Using
Quoted Prices in Significant Other Significant
Fair Value at Active Markets for Observable Unobservable
January 1, Identical Assets Inputs Inputs
2011 (Level 1) (Level 2) (Level 3)
Available-for-sale debt securitie
Money market mutual func $ 12,65¢ $ 12,65 $ — % —
Corporate notes and bon 824 — 824 —
Auction and variable floating rate not 89C — — 89C
Total $ 14,36¢ $ 12,65: $ 824 $ 89C

The following tables summarize the Company’s assetasured at fair value on a recurring basis asepted in the Company’s
condensed consolidated balance sheets at Aprd12, and January 1, 2011:

Fair Value Measurements at April 2, 2011 Usin¢

Quoted Prices in Significant Other Significant
Fair Value at Active Markets for Observable Unobservable
April 2, Identical Assets Inputs Inputs
2011 (Level 1) (Level 2) (Level 3)
Cash equivalent $ 7,581 $ 7,581 $ — 3 —
Long-term marketable securitit 89¢ — — 89¢
Total assets measured at fair vz $ 847¢ $ 7,581 $ — $ 89¢
Fair Value Measurements at January 1, 2011 Using
Quoted Prices in Significant Other Significant
Fair Value at Active Markets for Observable Unobservable
January 1, Identical Assets Inputs Inputs
2011 (Level 1) (Level 2) (Level 3)
Cash equivalent $ 12,65 $ 12,65 $ — 3 —
Shor-term marketable securitit 824 — 824 —
Long-term marketable securitit 89C — — 89C
Total assets measured at fair ve $ 14,36¢ $ 12,65¢ $ 824 % 89(C
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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 estimatfathealue of assets or liabilities and are uétizo 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):

Three Months Ended

April 2, April 3,
2011 2010
Beginning balanc 89C 941
Unrealized gain (loss) included in other comprehenoss 8 (35
Ending balanc: 89¢ 90¢€
Note 5—Investments in Marketable Securities
Investments in marketable securities consist oféahewing (in thousands):
April 2, 2011
Net
Amortized Unrealized Fair
Cost Gain (Loss) Value
Auction and variable floating rate nof $ 1,001 $ (103 $ 89¢
January 1, 2011
Net
Amortized Unrealized Fair
Cost Gain (Loss) Value
Corporate notes and bon $ 824 ¢ — 3 824
Auction and variable floating rate nof 1,001 (11)) 89C
$ 182t $ (111 $ 1,714

Realized gains and losses on the sale of investniremarketable securities are determined usingleeific identification method.
Net realized gains and losses recorded were noifisgnt in any of the periods reported up
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The following table provides the breakdown of inwesnts in marketable securities with unrealizeddss(in thousands):

April 2, 2011
Continuous Unrealized Loss
Less than 12 months 12 months or greater
Fair Unrealized Fair Unrealized
Value Loss Value Loss
Auction and variable floating rate nol $ — $ — $ 89¢ $ (103

January 1, 2011
Continuous Unrealized Loss

Less than 12 months 12 months or greater
Fair Unrealized Fair Unrealized
Value Loss Value Loss
Auction and variable floating rate nof $ — $ — $ 89C $ (111)

As of both April 2, 2011 and January 1, 2011, tleenPany held two investments that were in an urzedlloss position.
Auction Rate Securities

Disruptions in the credit market continue to adebraffect the liquidity and overall market for dgieo rate securities. As of April 2, 2011
and January 1, 2011, the Company held two invedsrierauction rate securities with a total purchesst of $1.0 million. These two
investments represent (i) a Baal rated, fully iedutebt obligation of a municipality and (ii) an A8ed debt obligation backed by pools of
student loans guaranteed by the U.S. Departmeatio¢ation.

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 avigilabwhen 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 theanpanying unaudited condensed consolidated bakdrersts. The Company has concluded
that the estimated gross unrealized losses on thesstments, which totaled approximately $103,800 $111,000 at April 2, 2011 and
January 1, 2011, respectively, are temporary bec@uthe Company believes that the absence oidituthat has occurred is due to general
market conditions, (ii) the auction rate securitiestinue to be of a high credit quality and ingtlis paid as due and (iii) the Company has the
intent and ability to hold these investments umtiecovery in the market occurs.

Other Investments in Marketable Securities

The Company maintains an investment portfolio ofouss holdings, types and maturities. The Compangsts in instruments that meet
high quality credit standards, as specified innte&stment policy guidelines. These guidelines gahelimit the amount of credit exposure to
any one issue, issuer or type of instrument. Eholyits auction rate securities, there were n@alized gains or losses at April 2, 2011 or
January 1, 2011.
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The following table presents the amortized costfairdvalue of the Company’s investments in markktaecurities classified as
available-for-sale at April 2, 2011 by contracto®turity (in thousands):

April 2, 2011
Amortized Fair
Cost Value
Maturity
Less than one yei $ — % —
Greater than two year: 1,001 89¢
$ 1,001 $ 89¢

*

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

Note 6—Credit Agreement

On October 31, 2009, the Company entered into ditagreement with Silicon Valley Bank, which wasended on March 24, 2010,
June 30, 2010 and September 30, 2010. Curreh#ycredit agreement provides that the Company oenoWw up to the lesser of (i) 80% of
eligible accounts receivable, or (ii) $10.0 milliomhe Company has the option to increase creditahility to $15.0 million at any time

through the maturity date, subject to the condgiohthe credit agreement. In May 2011, the mitaiate of the credit facility was extended to
September 30, 2013 (see Note 12).

The credit agreement contains an overall subliff1®.0 million to collateralize the Company’s cogent obligations under letters of
credit, foreign exchange contracts and cash managieservices. Amounts outstanding under the oveualimit reduce the amount available
pursuant to the credit agreement. At April 2, 20gfters of credit in the amount of $3.9 milliorme outstanding. The letters of credit expire
on various dates through October 31, 2011.

Interest is payable monthly at either (i) primeglu25%, as long as the Company maintains $8.%omith revolving credit availability
plus unrestricted cash on deposit with the bankij)oprime plus 2.25%. Additionally, the credijreement requires payments for an unused
line, as well as anniversary and early terminatées, as applicable.

In connection with the September 30, 2010 amendn$iiton Valley Bank extended a $1.5 million telman, which bears interest at a
rate of prime plus 1.75%. The Company is requicechake equal monthly principal payments over er®nth term of the loan. The term
loan is classified in long-term debt in the accomyiag condensed consolidated balance sheets.

The following table presents details of interegiense related to borrowings on revolving credidinalong with certain other applicable
information (in thousands):

Three Months Ended

April 2, April 3,

2011 2010
Interest expens $ 2 3 11

April 2, January 1,

2011 2011
Availability under the revolving line of crec $ 6,867 $ 5,10(
Outstanding borrowings on the revolving line ofditt — —
Amounts reserved under credit sublin (3,927) (2,900
Unutilized borrowing availability under the revahg line of credi $ 2,94t $ 2,20(

Obligations under the credit agreement are sedwyefirst priority lien on the Company’s tangileed intangible assets.
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The credit agreement subjects the Company to oeaffirmative and negative covenants, includingficial covenants with respect to the
Company'’s liquidity and tangible net worth and riesibns on the payment of dividends. As of A@®{l2011, the Company was in compliance
with its financial covenants.
Note 7—Long-Term Debt

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

April 2, January 1,
2011 2011

Obligations under capital leas $ 312 % 362
Term note payable to bai 1,20¢ 1,37¢
Note payable to othe 122 —
1,64: 1,737

Less current portio (772) (674)
$ 871 $ 1,063

Notes payable to others represents short-termdingrof annual insurance premiums.

Interest expense related to long-term debt is pteden the following table (in thousands):

Three Months Ended
April 2, April 3,
2011 2010

Interest expens $ 26 $ 3

Note 8—Income Taxes

The following table sets forth the Compasyienefit of income taxes, along with the corresliog effective tax rates (in thousands, ex
percentages):

Three Months Ended
April 2, April 3,
2011 2010

Benefit of income taxe $ — $ (727)
Effective tax rate —% 19.7%

The Company evaluates whether a valuation allowahoald be established against its deferred teetsibsised on the consideration o
available evidence using a “more likely than naéinslard. Due to uncertainty of future utilizatitime Company has provided a full valuation
allowance as of April 2, 2011 and January 1, 20Adcordingly, no benefit has been recognized fardederred tax assets, including net
operating losses that cannot be realized curremdlgarryback to periods of taxable income.

During the three months ended April 3, 2010, thenBany carried back approximately $1.7 million cdgg net operating losses under the
Worker, Homeownership, and Business Act and redesvfederal income tax refund of approximately $ailfion.

The Company had unrecognized tax benefits at 2p@l011 and January 1, 2011 of approximately $0liiomthat, if recognized, would
affect the Company’s annual effective tax rate.
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Note 9—Commitments and Contingencies
Patent Claims

In May 2008, the Company initiated discussions v@tiogle, Inc. (“Google”) regarding the Compasmglaim that Google has infringed
a U.S. patent owned by the Company, U.S. Paten?7[289,386 (“the ‘386 patent”), which relates getlgrto rank multiplication in memory
modules. On August 29, 2008, Google filed a dettaygudgment lawsuit against the Company in th8.WDistrict Court for the Northern
District of California, seeking a declaration tk&dogle did not infringe the ‘386 patent and that 886 patent is invalid. Google is not seeking
any monetary damages. On November 18, 2008, thep@ayrfiled a counterclaim for infringement of ti886 patent by Google. Claim
construction proceedings were held on NovembePQ@9, and the Company prevailed on every disputth@onstruction issue. On June 1,
2010, the Company filed a motion for summary judgtred patent infringement and a motion for summjadgment to dismiss Google’s
affirmative defenses based on Netlist’s activitiethe JEDEC standard-setting organization. Theihgs for these motions have been
postponed indefinitely by the Court. On Septemh&01.0, the United States Patent and Trademark@®©ffUSPTO”) granted Google’s
request for reexamination of the ‘386 patent. Opt&aber 14, 2010, the Court granted Google’s rddoestay the litigation pending the
conclusion of the reexamination by the USPTO. Otoer 20, 2010, Smart Modular, Inc. (“SMOD?”) fileadrequest for reexamination of the
‘386 patent with the USPTO. In January 2011, thé TS granted SMOD’s request for reexamination.

On December 4, 2009, the Company filed a patenhgégment lawsuit against Google in the U.S. Dist@ourt for the Northern District
of California, seeking damages and injunctive fdlesed on Google’s infringement of U.S. Patent §619,912 (“the ‘912 patent”), which
issued in November 2009 and is related to the [886nt. On February 11, 2010, Google answered ¢inep@ny’s complaint and asserted
counterclaims against the Company seeking a deéicarat the patent is invalid and not infringadd claiming that the Company committed
fraud, negligent misrepresentation and breach ofraot based on Netlist's activities in the JEDE&hdard-setting organization. The
counterclaim seeks unspecified compensatory dam@ge®©ctober 20 and October 21, respectively, SMDD Google each filed requests for
reexamination of the ‘912 patent, which were eaemigd in January 2011. On January 26, 2011, thet@oanted the parties’ joint request to
stay the patent infringement lawsuit against Googl the completion of the reexamination proceegsdi

On September 22, 2009, the Company filed a patérihgement lawsuit against Inphi Corporation (‘i) in the U.S. District Court for
the Central District of California. The suit allegghat Inphi is contributorily infringing and actly inducing the infringement of a U.S. patent
owned by the Company, U.S. Patent No. 7,532,531 (837 patent”), which relates generally to memmigdules with load isolation and
memory domain translation capabilities. The Compiarseeking damages and injunctive relief basethphi's use of its patented technology.
On December 22, 2009, the Company filed an Amei@tadplaint asserting claims of patent infringemeaddnl on two additional patents, the
‘912 patent and U.S. Patent No. 7,636,274 (“thel ‘@dtent”), which relate generally to load isolatamd memory domain translation
technologies, as well as rank multiplication. Inphs denied infringement and has asserted thattteats-in-suit are invalid. On April 19,
2010, Inphi filed requests for reexamination of thieee patents-in-suit, and on April 21, 2010, linfjad an interference proceeding on the
three patents-in-suit with the USPTO. Inphi thdedia motion to stay the lawsuit, which was gramedviay 18, 2010. On September 1, 2010,
the USPTO confirmed the patentability of all fiftyre claims of the ‘912 patent. Subsequently, otk 20 and October 21, respectively,
SMOD and Google each filed requests for reexanonaif the ‘912 patent, which were each granteciimudry 2011. On February 28, 2011,
the USPTO merged the latter two reexaminationstla@dnphi reexamination into a single proceedihga Non-Final Action in the merged
reexamination proceeding dated April 4, 2011, ti#PTO rejected claims 1-20 and 22-51 of the ‘912matSimultaneously, the USPTO
confirmed the patentability of claim 21. The Compantends to vigorously pursue its infringemericis against Inphi and to continue to
vigorously defend its patent rights in the USPTO.

On November 30, 2009, Inphi filed a patent infringgt lawsuit against the Company in the U.S. Distiourt for the Central District of
California alleging infringement of two Inphi patsrgenerally related to memory module output bsffeédn April 18, 2011 the Court dismis
the entire case without prejudice pursuant tort jglipulation filed by Inphi and the Company unddrich each party agreed to bear its own
costs and attorney’s fees. The case is now closed.

On March 24, 2010, Ring Technologies Enterprides & patent infringement lawsuit in the U.S. Dast€ourt for the Eastern District of
Texas against Dell and its suppliers. The suétgas that the Company and forty-two (42) othermtédats infringed on its U.S. Patent
No. 6,879,526. The Company filed its answer togRiiechnologie’ complaint and intends to vigorously defend agaRisg Technologies’
claims of infringement.
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Other Contingent Obligations

During its normal course of business, the Compas/rhade 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; (iii) indemnities involving the accayeof representations and warranties in
certain contracts; (iv) indemnities to directorsl afficers of the Company to the maximum extentrpted under the laws of the State of
Delaware; and (v) certain real estate leases, umbigh the Company may be required to indemnifypprty owners for environmental and
other liabilities, and other claims arising frone tBompany’s use of the applicable premises. Thatidur of these indemnities, commitments
and guarantees varies and, in certain cases, maygéiknite. The majority of these indemnities, coitments and guarantees do not provide
any limitation of the maximum potential for futysayments the Company could be obligated to makstokically, the Company has not been
obligated to make significant payments for thedeggations, and no liabilities have been recordeadliese indemnities, commitments and
guarantees in the accompanying condensed consalidalance sheets.

Commitment to Purchase Component Inventory

In September, 2010, the Company entered into ar§illisn commitment to purchase ASIC devices foe s certain of its high-
performance memory modules that are in the evalngtiocess with OEM and end-user customers. Agdf 2, 2011, the Company had
received ASIC devices valued at $2.3 million, amahained obligated to purchase $0.2 million, forakttihe Company had prepaid $0.1 mill
toward future receipt of chipsets. At Januarydl D this prepayment totaled $0.7 million. Thepargment is included in prepaid expenses
other current assets in the accompanying condesw®blidated balance sheets. Additionally, the gamy provided the vendor a $1.1 million
letter of credit to secure payment for future shepis (see Note 6).

Note 10—Stockholders’ Equity
Common Stock

During the three months ended April 2, 2011, thenBany cancelled 19,730 shares of common stock datiapproximately $47,000 in
connection with its obligation to holders of rested stock to withhold the number of shares reqluioesatisfy the holders’ tax liabilities in
connection with the vesting of such shares.

Stock-Based Compensation

The Company has stock-based compensation awarstswoding pursuant to the Amended and Restated R§0idy Incentive Plan
(the “2000 Plan”) and the Amended and Restated EHfifty Incentive Plan (the “2006 Plan”), under aha variety of option and direct
stock-based awards may be granted to employeesaranployees of the Company. Further grants utheée2000 Plan were suspended upon
the adoption of the 2006 Plan. In addition to alganade pursuant to the 2006 Plan, the Compangdieaily issues inducement grants out
the 2006 Plan to certain new hires.

Subject to certain adjustments, as of April 2, 2ath& Company was authorized to issue a maximufn2if5,566 shares of common
stock pursuant to awards under the 2006 Plan. mhaatmum number will automatically increase on tingt fday of each subsequent calendar
year by the lesser of (i) 5.0% of the number ofed@f common stock that are issued and outstaradirtg the first day of the calendar ye
and (ii) 1,200,000 shares of common stock, subigeatjustment for certain corporate actions. AtilA} 2011, the Company had 120,281
shares available for grant under the 2006 PlanApkil 2, 2011, an additional 180,000 shares weserved for issuance upon exercise of
inducement grants. Options granted under the 2089, the 2006 Plan and outside the equity incerglans primarily vest at a rate of at least
25% per year over four years and expire 10 years the date of grant. Restricted stock awardsiaesight equal increments at intervals of
approximately six months from the date of grant.
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A summary of the Company’s common stock optionvitgtias of and for the three months ended Apr2@11 is presented below (shares
in thousands):

Options Outstanding

Weighted-

Average

Number of Exercise

Shares Price

Options outstanding at January 1, 2| 4,63¢ $ 2.57
Options grante: 1,30C 2.2¢F
Options exercise (90 0.4t
Options cancelle (44 3.3C
Options outstanding at April 2, 20: 5800 $ 2.5z

The intrinsic value of options exercised in theethmonths ended April 2, 2011 was $0.2 million.

A summary of the Company’s restricted stock awarslef and for the three months ended April 2, 28f&resented below (shares in
thousands):

Restricted Stock Outstanding

Weighted-

Average

Grant-Date

Number of Fair Value

Shares per Share
Balance outstanding at January 1, 2 42€ % 3.4€
Restricted stock forfeite 3 3.4¢
Restricted stock veste (60) 3.4¢€
Balance outstanding at April 2, 20 365 $ 3.4¢

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

Three Months Ended

April 2, April 3,
2011 2010
Expected term (in year 6.C B3
Expected volatility 13€% 14&%
Risk-free interest rat 2.1% 2.61%
Expected dividend — —
Weighte-average grant date fair value per st $ 20z $ 4.1C

The fair value per share of restricted stock grantalculated based on the fair value of the Camijsacommon stock on the respective
grant dates. There was no restricted stock granttk three month periods ended April 2, 201April 3, 2010.

At April 2, 2011, the amount of unearned stock-basempensation currently estimated to be expensed fiscal 2011 through fiscal
2014 related to unvested common stock options estticted stock awards is approximately $3.5 mrillioet of estimated forfeitures. The
weighted-average period over which the unearnezkdiased compensation is expected to be recognizggbi®ximately 3.4 years. If there
any modifications or cancellations of the underyimvested awards, the Company may be requirecclexate, increase or cancel any
remaining unearned stock-based compensation expense
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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 markéhe Company evaluates financial performance @empany-wide basis.

At April 2, 2011 and January 1, 2011, approximatdyl million and $2.3 million, respectively, oetiCompany’s net long-lived assets
were located in the PRC.

Note 12—Subsequent Events

In May 2011, Silicon Valley Bank extended an adxdfiéil $3.0 million term loan to the Company, anceaged the term of the existing
credit facility through September 2013. The $3ibion term loan bears interest at prime plus 2.5¥he Company is required to make
monthly interest payments and equal monthly priaicgayments over the twenty-four month term oflta.

In May 2011, the Company extended the term of @éadtjuarters facilities lease through July 31, 203 Company’s operating lease
commitments related to the extension total apprakéfy $0.1 million, $0.3 million, and $0.2 millian fiscal 2011, 2012, and 2013,
respectively.
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ltem 2. Management’s Discussion and Analysis &fiinancial 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 disclosuregimby 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 1, 2011 and subsequent reports on Fc-K, which discuss our business in greater detail.

This report contains forward-looking statementsameting future events and our future performancéese forward-looking
statements involve risks and uncertainties thatccoause actual results to differ materially frohnose expected or projected. These risks and
uncertainties include, but are not limited to coniing development, qualification and volume producbf EXPRESSvault, NVvault™ and
HyperCloud™; the rapidl-changing nature of technology; risks associatetth witellectual property, including the costs antpredictability
of litigation over infringement of our property @the possibility of our patents being reexamingdhe USPTO; volatility in the pricing of
DRAM ICs and NAND; changes in and uncertainty atamer acceptance of, and demand for, our exigtingucts and products und
development, including uncertainty of and/or delayproduct orders and product qualifications; dgsan our and our customers’ product
releases and development; introductions of new yetslby competitors; changes in end-user demantefdmology solutions; our ability to
attract and retain skilled personnel; our relianoe suppliers of critical components and vendorghasupply chain; fluctuations in the market
price of critical components; evolving industryrstiards; and the political and regulatory environménthe PRC. Other risks ar
uncertainties are described under the heading “Fiaktors” in Part Il, Item 1A of this Quarterly Rept on Form 108, and similar discussio
in our other SEC filings. Except as required by lave undertake no obligation to revise or updaibligly any forward-looking statements for
any reason.

Overview

We design, manufacture and sell high-performamtelligent memory subsystems for datacenter semdrigh-performance
computing and communications markets. Our memadbpgystems consist of combinations of DRAM ICs, NAMIBICs and other componel
assembled on PCBs. We primarily market and selpoaducts to leading OEM customers. Our solutirestargeted at applications where
memory plays a key role in meeting system perfogeaerquirements. We leverage a portfolio of petary technologies and design
techniques, including efficient planar design, mlégive packaging techniques and custom semicoadlagic, to deliver memory subsystems
with high memory density, small form factor, highrel integrity, attractive thermal characteristéosl low cost per bit. Unless the context
otherwise requires, all references in this Reoftte,” “us,” “our,” “the Company,” or “Netlist” réer to Netlist, Inc. and its subsidiaries.

Products

In November 2009, we introduced HyperCloud™ DDR3muey technology. HyperCloud™ utilizes an ASIC dg@pthat
incorporates Netlist patented rank multiplicatienttnology that increases memory capacity and leddation functionality that increases
memory bandwidth. We expect that this technologiymake possible improved levels of performancerfemory intensive datacenter
applications and workloads, including enterprigéuailization, cloud computing infrastructure, besia intelligence real-time data analytics,
and high performance computing. HyperCloud™ meni®heing evaluated by several of our OEM custorfarsse in their server products.
HyperCloud™ is interoperable with JEDEC standard3Dnemory modules. Our HyperCloud™ products asigded to allow for
installation in servers without the need for a BI€@¥fange. As such, their anticipated sales launicloi dependent on the design plans or
product cycle of our OEM customers. However, weehaxperienced a longer qualification cycle thaticgrated. As of April 2, 2011, we
have not shipped any production quantities of Hgmud ™.
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In February 2010, we announced general availalwfity\Vvault™ battery-free, a non-volatile cache meynsubsystem targeting
RAID storage applications. NVvadlt  battery-freeyides server and storage OEMs a solution for ecéh datacenter fault recovery.
Unlike our traditional battery-powered fault toletaache product which relied solely on battereepdwer the cache, NVvadl{  battery-free
utilizes a combination of DRAM for high throughmperformance and flash for extended data retenfidre introduction of NVvault™
battery-free, as well as the launch of the curvension of the battery-powered module in connectiith Dell introduction of the PERC 7 line
of servers in December 2009, has resulted in RAIBoller subsystem revenues of $7.3 million, o¥64df total revenues for the three months
ended April 2, 2011, including $3.7 million of NVwa™. This compares favorably with $2.6 millionRAID controller subsystem revenues,
or 33% of total revenues for the three months ergwd 3, 2010. Although revenues in 2011 and 2640e been primarily for shipments to
Dell, in the fourth quarter of 2010 we qualified MAUIt™ battery-free with other OEMs, and continagtirsue further qualifications. We
also intend to pursue end-user opportunities viighimtroduction of EXPRESSvault in March 2011.

The remainder of our revenues arose primarily f@EM sales of custom memory modules, the majoritywloich were utilized in da
center and industrial applications. When develgginstom modules for an equipment product launehemgage with our OEM customers
from the earliest stages of new product definitigmoviding us unique insight into their full rangesystem architecture and performance
requirements. This close collaboration has alsmnedt us to develop a significant level of systemseetise. We leverage a portfolio of
proprietary technologies and design technique$ydirag efficient planar design, alternative packagiechniques and custom semiconductor
logic, to deliver memory subsystems with high sp@aghacity and signal integrity, small form factattractive thermal characteristics and low
cost per bit. Revenues from custom modules hagkna@el as a result of certain of our OEM produetcgiments nearing the end of their
product life. The reversal of this trend is depamtcon our ability to qualify our memory modulesrew platforms as current platforms reach
the end of their life cycles, and on the statehefglobal economy.

Consistent with the concentrated nature of the Qibtomer base in our target markets, a small nuwidarge customers have
historically accounted for a significant portionafr net sales. One customer represented appralini®@% of our net sales for the three
months ended April 2, 2011. Three customers reptes approximately 37%, 31% and 16%, respectivélgur net sales for the three months
ended April 3, 2010.

Key Business Metrics

The following describes certain line items in oandensed consolidated statements of operationatbamportant to 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 generalinge up to 30 days. We generally do not have-teng sales agreements with our
customers. Although OEM customers typically provigewith non-binding forecasts of future produaindad over specific periods of time,
they generally place orders with us approximately weeks in advance of scheduled delivery. Sellinges are typically negotiated monthly,
based on competitive market conditions and theeotiprice of DRAM ICs and NAND. Purchase ordersegaltly 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 U.S. dollars. We adicegcess component inventory of DRAM ICs and NAMDdistributors and other users of
memory ICs. As compared to previous years, compangantory sales remain a relatively small peragetof net sales as a result of our
efforts to diversify both our customer and produa bases. This diversification effort has aldowaéd us to use components in a wider range
of memory subsystems. We expect that componenhtowesales will continue to represent a minimatipo of our net sales in future perio

Cost of Sales.Our cost of sales includes the cost of matenabmufacturing costs, depreciation and amortizadfoequipment,
inventory valuation provisions, stock-based compéas, and occupancy costs and other allocated fbosts. The DRAM ICs and NAND
incorporated into our products constitute a sigaifit 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 flash memory cost fludtaas to our customers by
frequently renegotiating pricing prior to the pleent of their purchase orders. However, the salesgpof our memory subsystems can also
fluctuate due to competitive situations unrelatethe pricing of DRAM ICs and NAND, which affectsogs margins. The gross margin on our
sales of excess component DRAM IC and NAND inventemuch lower than the gross margin on our salesir memory subsystems. As a
result, fluctuations in DRAM IC and NAND inventosgles as a percentage of our overall sales coydddtrour overall gross margin. We
assess the valuation of our inventories on a guattasis and record a provision to cost of sateseressary to reduce inventories to the lower
of cost or net realizable value.
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Research and DevelopmenResearch and development expense consists gdyirnhémployee and independent contractor
compensation and related costs, stock-based comtEmsnon-recurring engineering fees, computeeaidesign software licenses, reference
design development costs, patent filing and praipdegal fees, depreciation or rental of evaluagguipment, and occupancy and other
allocated overhead costs. Also included in reseanchdevelopment expense are the costs of madedabverhead related to the production of
engineering samples of new products under developoreproducts used solely in the research andldpweent process. Our customers
typically do not separately compensate us for eeaigd engineering work involved in developing apgtion-specific products for them. All
research and development costs are expensed aeohcWe anticipate that research and developmerrelitures will increase in future
periods as we seek to expand new product oppaeggnihcrease our activities related to new andrgimg markets and continue to develop
additional proprietary technologies.

Selling, General and AdministrativeSelling, general and administrative expensesisbpamarily of employee salaries and related
costs, stock-based compensation, independentrepliessentative commissions, professional servgresnotional and other selling and
marketing expenses, and occupancy and other aldcaterhead costs. A significant portion of oufisgleffort is directed at building
relationships with OEMs and other customers andimgrthrough the product approval and qualificatiwocess with them. Therefore, the ¢
of material and overhead related to products maxwfed for qualification is included in selling exgses. As we continue to service existing
and establish new customers, we anticipate thasales and marketing expenses will increase.

Critical Accounting Policies

The preparation of our condensed consolidated €imhstatements in conformity with accounting pijides generally accepted in the
U.S. requires us to make estimates and assumptiahaffect the reported amounts of assets antlitie® and disclosures of contingent assets
and liabilities at the date of the condensed codatdd financial statements and the reported ansmfriiet sales and expenses during the
reporting period. By their nature, these estimatesassumptions are subject to an inherent defingecertainty. We base our estimates on our
historical experience, knowledge of current cowdisi and our beliefs of what could occur in the faitconsidering available information. We
review our estimates on an on-going basis. Acesllts may differ from these estimates, which nesylt in material adverse effects on our
operating results and financial position. We badiéhve following critical accounting policies invelwur more significant assumptions and
estimates used in the preparation of our condecsesblidated financial statements:

Revenue RecognitionWe recognize revenues in accordance with then€iahAccounting Standards Board (“FASB”) Accourgtin
Standards Codification (“ASC”) Topic 605. Accordingwe recognize revenues when there is persuasikence that an arrangement exists,
product delivery and acceptance have occurredsdtes price is fixed or determinable, and colld@ldjof the resulting receivable is reasone
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 upaeeipe for customers with FOB Destination termsyhich time title and risk of loss
transfer to the customer. Shipping documents azd tesverify delivery and customer acceptance. ¥¢ess 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 rights of return for up30 days, except for sales of excess componeahioxies, which contain no right-of-return
privileges. Estimated returns are provided fohattime of sale based on historical experiencgecific identification of an event necessitat
a reserve. We offer a standard product warranbutacustomers and have no other post-shipmentatfigs. We assess collectibility based on
the creditworthiness of the customer as determiayeckedit checks and evaluations, as well as tlseoawer’s payment history.

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

Fair Value of Financial InstrumentsOur financial instruments consist principallyaafsh and cash equivalents, investments in
marketable securities, accounts receivable, aceqayable, accrued expenses and debt instrum@titer than for certain investments in
auction rate securities and short-term corporatelbothe fair value of our cash equivalents andsiments in marketable securities is
determined based on quoted prices in active maf@etdentical assets or Level 1 inputs. Becaud@eir short-term nature and short-term
corporate bonds are not frequently traded. Alttoiingre are observable quotes for these secutitiesnarkets are not considered active.
Accordingly, the fair values of these investmemestzased on Level 2 inputs. The fair value ofawction rate securities is determined based
on Level 3 inputs. We recognize transfers betwesrels 1 through 3 of the fair value hierarchy atlleginning of the reporting period. We
believe that the carrying values of all other fici@hinstruments approximate their current fainne due to their nature and respective
durations.
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Allowance for Doubtful AccountsWe perform credit evaluations of our customeirgfcial condition and limit the amount of credit
extended to our customers as deemed necessapgierally require no collateral. We evaluate thkectbility of accounts receivable based
on a combination of factors. In cases where weas@re of circumstances that may impair a specifstamer’s ability to meet its financial
obligations subsequent to the original sale, wén@dord an allowance against amounts due, anéltigeeduce the net recognized receivab
the amount that we reasonably believe will be ctdld. For all other customers, we record allowarfeedoubtful accounts based primarily on
the length of time the receivables are past duedan the terms of the originating transaction dineent business environment and our
historical experience. Uncollectible accounts darged against the allowance for doubtful accowtsn all cost effective commercial means
of collection have been exhausted. Generallycoedit losses have been within our expectationslamgrovisions established. However, we
cannot guarantee that we will continue to expegesredit loss rates similar to those we have egpeéd in the past.

Our accounts receivable are highly concentratedngracsmall number of customers, and a significhahge in the liquidity or
financial position of one of these customers cdwdde a material adverse effect on the collectghlitour accounts receivable, our liquidity
and our future operating results.

Inventories. We value our inventories at the lower of the aktwst to purchase or manufacture the inventoth®mnet realizable
value of the inventory. Cost is determined on agrage cost basis which approximates actual coatfwst-in, first-out basis and includes raw
materials, labor and manufacturing overhead. Ahdrtance sheet date, we evaluate ending inveqtamgtities on hand and record a provi:
for excess quantities and obsolescence. Among &ahtars, we consider historical demand and fotecedemand in relation to the inventory
on hand, competitiveness of product offerings, raadonditions and product life cycles when detemgrobsolescence and net realizable
value. In addition, we consider changes in the etarklue of DRAM ICs and NAND in determining thet nealizable value of our raw mate!
inventory. Once established, any write downs areickered permanent adjustments to the cost basigraxcess or obsolete inventories.

A significant decrease in demand for our produotdla result in an increase in the amount of exaessntory quantities on hand. In
addition, our estimates of future product demang prave to be inaccurate, in which case we may liankerstated or overstated the provision
required for excess and obsolete inventory. Irfihgre, if our inventories are determined to bergakied, we would be required to recognize
additional expense in our cost of sales at the tifreeich determination. Likewise, if our inventarigre determined to be undervalued, we may
have over-reported our costs of sales in previen®@s and would be required to recognize additignass profit at the time such inventories
are sold. In addition, should the market value BfAM ICs or NAND decrease significantly, we may leguired to lower our selling prices to
reflect the lower current cost of our raw materiffisuch price decreases reduce the net realizathlee of our inventories to less than our cost,
we would be required to recognize additional expenur cost of sales in the same period. Althowghmake every reasonable effort to
ensure the accuracy of our forecasts of futureybdemand, any significant unanticipated changekemand, technological developments or
the market value of DRAM ICs or NAND could have atarial effect on the value of our inventories and reported operating results.

Impairment of Long-Lived Assetdle evaluate the recoverability of the carryintuesof long-lived assets held and used in our
operations for impairment on at least an annuaklmswvhenever events or changes in circumstamecisate that their carrying value may not
be recoverable. When such factors and circumstaadsts we compare the projected undiscounted éutet cash flows associated with the
related asset or group of assets over their estinageful lives against their respective carryimgant. These projected future cash flows may
vary significantly over time as a result of incredsompetition, changes in technology, fluctuatiosndemand, consolidation of our customers
and reductions in average selling prices. If theyirag value is determined not to be recoveraldenffuture operating cash flows, the asset is
deemed impaired and an impairment loss is recodriz¢he extent the carrying value exceeds thenastid fair value of the asset. The fair
value of the asset or asset group is based on inaake2 when available, or when unavailable, ocalimited expected cash flows.

Warranty Reserve.We offer product warranties generally rangingrfrone to three years, depending on the produchagdtiated
terms of purchase agreements with our customech ®arranties require us to repair or replace dproduct returned to us during the
warranty period at no cost to the customer. Waigargre not offered on sales of excess inventouy.eStimates for warranty-related costs are
recorded at the time of sale based on historicdlemtimated future product return rates and expeeggair or replacement costs. While such
costs have historically been consistent betweeiogerand within our expectations and the provisiestablished, unexpected changes in fa
rates could have a material adverse impact oregsjning additional warranty reserves, and advgra#écting our gross profit and gross
margins.
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Stock-Based CompensatioiWe account for equity issuances to non-employreascordance with ASC Topic 505. All transactions
in which goods or services are the consideratiorived for the issuance of equity instruments ampanted for based on the fair value of the
consideration received or the fair value of theigguastrument issued, whichever is more reliablgasurable. The measurement date used to
determine the fair value of the equity instrumestied 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.

In accordance with ASC Topic 718, employee andcttirestock-based compensation expense recognizétydbhe period is based on
the value of the portion of stock-based paymentrdsvthat is ultimately expected to vest duringpireod. Given that stock-based
compensation expense recognized in the condenssolatated statements of operations is based ordawdtimately expected to vest, it has
been reduced for estimated forfeitures. ASC Tofi8 réquires forfeitures to be estimated at the tifngrant and revised, if necessary, in
subsequent periods if actual forfeitures diffenfrthose estimates. Our estimated average forfeitwes are based on historical forfeiture
experience and estimated future forfeitures.

The fair value of common stock option awards to kyges and directors is calculated using the Bfackeles option pricing model.
The Black-Scholes model requires subjective assiomptegarding future stock price volatility ancpegted time to exercise, along with
assumptions about the risk-free interest rate apdaed dividends, all of which affect the estindafi@ir values of our common stock option
awards. The expected term of options granted utztked as the average of the weighted vestinggend the contractual expiration date of
the option. This calculation is based on the safbor method permitted by the SEC in instancegevtiee vesting and exercise terms of
options granted meet certain conditions and whieriéeld historical exercise data is available. Elpected volatility is based on the historical
volatility of our common stock. The ridkee rate selected to value any particular grabaged on the U.S. Treasury rate that correspaonitis
expected term of the grant effective as of the datbe grant. The expected dividends assumptid@sed on our history and our expectations
regarding dividend payouts. We evaluate the assongptised to value our common stock option awands quarterly basis. If factors change
and we employ different assumptions, stdeksed compensation expense may differ signifigdram what we have recorded in prior perio
Compensation expense for common stock option awaittisyraded vesting schedules is recognized dra@ght-line basis over the requisite
service period for the last separately vestingipordf the award, provided that the accumulated E=ognized as of any date at least equa
value of the vested portion of the award.

We recognize the fair value of restricted stockmsassued to employees and outside directorsoak-flased compensation expense
on a straight-line basis over the vesting periodtie last separately vesting portion of the awarfésir value is determined as the difference
between the closing price of our common stock engfant date and the purchase price of the restrtbck award, if any, reduced by
expected forfeitures.

If there are any modifications or cancellationstef underlying vested or unvested stock-based aware may be required to
accelerate, increase or cancel any remaining uedatock-based compensation expense, or recorticeddiexpense for vested stock-based
awards. Future stock-based compensation expedsenaarned stock- based compensation may incredle extent that we grant additional
common stock options or other stock-based awards.

Income Taxes.Deferred tax assets and liabilities are recoghinaeflect the estimated future tax effects afife deductible or
taxable amounts attributable to events that haea becognized on a cumulative basis in the condieosesolidated financial statements,
calculated at enacted tax rates for expected peobdealization. We regularly review our defertar assets for recoverability and establish a
valuation allowance, when determined necessargdias historical taxable income, projected futaseable income, and the expected timing
of the reversals of existing temporary differend&scause we have operated at a loss for an exteredexd of time, we did not recognize tax
deferred tax assets related to losses incurre@lift.2 Benefits recognized in 2010 were limitedhose made available as a one-time carry-back
through economic recovery legislation. In the fafuf we realize a deferred tax asset that culyreatrries a valuation allowance, we may
record an income tax benefit or a reduction to iedax expense in the period of such realization.

ASC Topic 740 prescribes a recognition thresholtlrmeasurement requirement for the financial stateémezognition of a tax
position that has been taken or is expected takenton a tax return and also provides guidanaeerecognition, classification, interest and
penalties, accounting in interim periods, disclesand transition. Under ASC Topic 740 we may aabognize or continue to recognize tax
positions that meet a “more likely than not” threlsh
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The application of tax laws and regulations is sabjo legal and factual interpretation, judgmerd ancertainty. Tax laws and
regulations themselves are subject to change @sudt of changes in fiscal policy, changes in liegjisn, the evolution of regulations and court
rulings. Therefore, the actual liability for U.S.foreign taxes may be materially different fronr estimates, which could result in the need to
record additional tax liabilities or potentiallyerse previously recorded tax liabilities.

Results of Operations

The following table sets forth certain condenseasotidated statements of operations data as argageeof net sales for the periods
indicated:

Three Months Ended

April 2, April 3,
2011 2010
Net sales 10C% 10C%
Cost of sale: 68 77
Gross profit 32 23
Operating expense
Research and developm 31 38
Selling, general and administrati 24 33
Total operating expens: 55 71
Operating los: (23) (48)
Other (expense) incom
Interest (expense) income, 1 (@) —
Other income, ne — 1
Total other (expense) income, | Q) 1
Loss before benefit of income tax (29 47
Benefit of income taxe — (9)
Net loss (249% (38)%

Three Months Ended April 2, 2011 Compared to Three Months Ended April 3, 2010
Net Sales, Cost of Sales and Gross Profit

The following table presents net sales, cost afssahd gross profit for the three months ended 2p&011 and April 3, 2010 (in
thousands, except percentages):

Three Months Ended

April 2, April 3, %
2011 2010 Change Change
Net sales $ 12,000 $ 7,89C $ 4,11( 52%
Cost of sale: 8,19¢ 6,07z 2,12¢ 35%
Gross profit $ 3,80¢ $ 1,81¢ $ 1,98¢ 10%%
Gross margit 32% 23% 9%

Net Sales. The increase in net sales for the three monthsceAgel 2, 2011 as compared with the three montited April 3, 2010
resulted primarily from increases of approximai@yb4.6 million in sales of NVvault™ non-volatiache systems used in RAID controller
subsystems, including $3.5 million from the lauréiNVvault™ battery-free, the flash-based cacheéesysthat became generally available in
2010, and (ii) $0.7 million in sales of memory mbtstuutilized in data center targeted server aptiting, offset by a decrease of (i) $1.6 mill
in sales of memory modules used in industrial @ppibns as one customer slowed production as & mdsts product nearing the end of its |
cycle.

Gross Profit and Gross MarginThe overall improvements in gross profit are dutreased sales and manufacturing volume, asasell
a shift in sales toward higher margin productsossmrofit for the three months ended April 2, 2@$Xompared to the three months ended
April 3, 2010 increased due to the 52% increaseirsales between the two periods, resulting ifitgrearned on each unit sold, as well as an
improved ability to absorb fixed manufacturing sosThese volume based improvements were augmbentédcreased DRAM prices, which
affected margins in some product categories.
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Research and Development .

The following table presents research and developexpenses for the three months ended April 2120 April 3, 2010 (in thousands,
except percentages):

Three Months Ended
April 2, April 3, %
2011 2010 Change Change

Research and developm $ 3,682 § 3,00¢ $ 67€ 22%

The increase in research and development expetise three months ended April 2, 2011 as comparéet three months ended April 3,
2010 resulted primarily from increases of (i) $thiflion in engineering expenses as a result ofinangase in non-recurring engineering charges
and both internal engineering headcount and outsid&actors engaged in new product developmeiites, (i) $0.2 million in material
expenses related to product builds and testing)apily related to our HyperCloud™ products , pdistiaffset by a decrease of $0.2 million in
legal and professional fees due to stays in cepaiant protection court cases while the PTO pre@éth reexamination requests.

Selling, General and Administrative .

The following table presents selling, general adichiaistrative expenses for the three months endwil 2 2011 and April 3, 2010 (in
thousands, except percentages):

Three Months Ended
April 2, April 3, %
2011 2010 Change Change

Selling, general and administrati $ 2917 $ 257C $ 347 14%

The increase in selling, general and administragigense during the three months ended April 21 281compared to the three months
ended April 3, 2010 resulted primarily from an iease of approximately $0.5 in product sample casts result of activities related to the
OEM quialification process for HyperCloud™ and NVit8¢, partially offset by a decrease of $0.2 millimnpersonnel-related expenses
primarily attributable to administrative efficieesi.

Other (Expense) Income.

The following table presents other income for tme¢ months ended April 2, 2011 and April 3, 2GhGousands, except percentages):

Three Months Ended

April 2, April 3, %
2011 2010 Change Change
Interest (expense) income, | $ (25 $ 1 % (26) (2,600%
Other income, ne — 67 (67) (100)%
Total other (expense) income, | $ (25 $ 68 $ (93 (1379)%

Net interest (expense) income for the three moatited April 2, 2011 and April 3, 2010 was comprisédominal interest income, offset
by nominal interest expense. The increase imgsteexpense for the three months ended April 21 2@mpared with the three months ended
April 3, 2010 was the result of our term loan, whias originated in September, 2010.
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Other income, net, for the three months ended AprA010 was primarily comprised of cash proceeats the early termination of a
sublease of our headquarters facility.

Benefit of Income Taxes .

The following table presents the benefit of incaiaees for the three months ended April 2, 2011 A4md 3, 2010 (in thousands, except
percentages):

Three Months Ended
April 2, April 3, %
2011 2010 Change Change

Benefit of income taxe $ — 3 (727) $ 727 (100)%

We did not record a benefit of income taxes forttiree months ended April 2, 2011, as operatingeegenerated were fully reserved.
During the three months ended April 3, 2010, weiedrback approximately $1.7 million of gross npemting losses under the Worker,
Homeownership, and Business Act and recorded beagfit and income tax receivable of approxima$gly? million, which was received in
April 2010.

Liquidity and Capital Resources

Since our inception, we have financed our operatgmmarily through issuances of equity, debt, eash generated from operations. We
have also funded our operations with a revolving bf credit under our bank credit facility, frompitalized lease obligations and from the :
and leaseback of our domestic manufacturing fgcilit

Working Capital and Cash and Marketable Securities

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

April 2, January 1,
2011 2011
Working Capital $ 15,47¢ $ 17,60¢
Cash and cash equivalents $ 11,361 $ 14,21(
Shor-term marketable securities( — 824
Long-term marketable securitit 89¢ 89C
$ 12,25¢ $ 15,92«

(1) Included in working capital

Our working capital decreased in the three montiaed April 2, 2011 primarily as a result of our heets. Additionally, we experienced
increases in certain operating liabilities, offsgtincreases in certain operating assets resutimg our increase in sales of our baseline
products and production ramp up for NVvault™.
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Cash Provided by and Used in the Three Months Ended April 2, 2011 and April 3, 2010

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

Three Months Ended

April 2, April 3,
2011 2010
Net cash provided by (used in)
Operating activitie: $ (3,295 $ (4,492
Investing activities 71t (2,527%)
Financing activitie: (269) 16,31¢
Net increase (decrease) in cash and cash equis $ (2,849 $ 9,29t

Operating ActivitiesNet cash used in operating activities for the timesths ended April 2, 2011 was primarily a reséii) net loss of
approximately $2.8 million and (ii) cash used bwietes in operating assets and liabilities of agprately $1.4 million, partially offset by
approximately $0.9 million in net non-cash opergéxpenses, primarily consisting of depreciatiod amortization and stock-based
compensation expense. Net cash used in operatiivitias for the three months ended April 3, 21#&s primarily a result of (i) net loss of
approximately $3.0 million and (ii) cash used bwietes in operating assets and liabilities of apgprately $2.4 million, partially offset by
approximately $0.9 million in net non-cash opergtixpenses, primarily comprising depreciation amdrgization and stock-based
compensation.

Accounts receivable increased approximately $21Bomiduring the three months ended April 2, 20%itnarily as a result of the increase
in our net sales during the period compared wightkiniee months ended January 1, 2011. During the g&riod, we were successful in
collecting cash from sales to our customers subiathnin accordance with our standard payment tewith those customers. Inventories
increased approximately $2.8 million during theethmonths ended April 2, 2011 as we continued tiadifegpation process and prepared for
production of our HyperCloud™ products. Specifizalve received approximately $2.3 million of thegdember 2010 $2.5 million purchase
commitment for ASIC devices, resulting in an in@@én inventory, and a reduction of approximatedy8dmillion in our prepayment for these
devices. During the three months ended April 212Qve were able to partially fund the growth i eacounts receivable and inventory
through an increase in accounts payable of $2.lomilprimarily from component vendors.

Investing ActivitiesNet cash provided by investing activities for theee months ended April 2, 2011 was primarily @it of the
acquisition of $0.1 million in property and equipmheoffset by sales of marketable securities 08%fillion. Net cash used in investing
activities for the three months ended April 3, 20dds primarily the result of purchases of $2.4 ioillof investments in marketable securities,
offset by sales of $0.06 million. Additionally, veequired $0.2 million in property and equipment.

Financing ActivitiesNet cash used in financing activities for the thmeenths ended April 2, 2011 was a result of repaytro&bank debt,
capital leases and other notes payable of $0.8millNet cash provided by financing activities floe three months ended April 3, 2010 was a
result of the net proceeds of $16.3 million frora gale of 4,594,250 shares of our common stockéyiatered public offering.

Capital Resources

On October 31, 2009, we entered into a credit ageset with Silicon Valley Bank, which was amended\terch 24, 2010, June 30,
2010 and September 30, 2010. Currently, the cegpldement provides for a line of credit pursuamnthich we can borrow up to the lesser of
(i) 80% of eligible accounts receivable, or (i) million. We have the option to increase crestilability to $15.0 million at any time
through the maturity date of September 30, 201Bjestito the conditions of the credit agreement.

The credit agreement contains an overall sublifftl®.0 million to collateralize our contingent @ations under letters of credit,
foreign exchange contracts and cash managememtegnAmounts outstanding under the overall sublieduce the amount available
pursuant to the credit agreement. At April 2, 2détters of credit in the amount of $3.9 millioere outstanding, including a $1.1 million
letter of credit to secure payment for future shéits in connection with a $2.5 million commitmempurchase ASIC devices for use in our
HyperCloud™ modules. The letters of credit expinevarious dates through October 31, 2011.

Interest on the line of credit is payable montttlgither (i) prime plus 1.25%, as long as we m&mn$8.5 million in revolving credit
availability plus unrestricted cash on deposit witd bank, or (i) prime plus 2.25%. Additionalthe credit agreement requires payments for
an unused line, as well as anniversary and eanlyination fees, as applicable.
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The following table presents details of outstandingrowings and availability under our line of citgih thousands):

April 2, January 1,
2011 2011
Availability under the revolving line of crec $ 6,867 $ 5,10(
Outstanding borrowings on the revolving line ofditt — —
Amounts reserved under credit sublin (3,927 (2,900
Unutilized borrowing availability under the revahg line of credi $ 2,94t $ 2,20(

Outstanding borrowings under the Silicon Valley Béine of credit did not exceed $1.0 million at aime during the three months
ended April 2, 2011 or the year ended January 1120

In addition, in connection with the September 3M@amendment, Silicon Valley Bank extended a #iilkon term loan under the
credit agreement, which bears interest at a rageiofe plus 1.75%. We are required to make equathly principal payments which total
$0.5 million annually, and a balloon payment ofSh@nillion at maturity. As of April 2, 2011, $1.2illion was outstanding under the term lo

All obligations under the credit agreement are settly a first priority lien on our tangible andangible assets. The only restriction
on the use of funds under the revolving line ofldris that we must be in compliance with the cam@s of the credit agreement. The credit
agreement includes affirmative and negative covesnamcluding financial covenants with respect tw liquidity and tangible net worth. As of
April 2, 2011, we were in compliance with all fir@dal covenants and expect to maintain compliancéhi® foreseeable future. However, we
have in the past been in violation of one or maneenants of other credit agreements, and we caaldte one or more covenants in the future.
If we were to be in violation of covenants under oredit agreement, our lender could choose tolaate payment on all outstanding loan
balances. If that were to occur, we may be unabtpiickly obtain equivalent or suitable replacenferdncing. If we were not able to secure
alternative sources of funding, such accelerationld’have a material adverse impact on our findrciadition.

We have in the past utilized equipment leasingr@reanents to finance certain capital expendituEsguipment leases continue to be a
financing alternative that we expect to pursuéhmfuture.

We believe our existing cash balances, borrowirailability under our bank credit facility, and thash expected to be generated f
operations, will be sufficient to meet our antidgrhcash needs for at least the next 12 monthsfu@ure capital requirements will depend on
many factors, including our levels of net saleg,ttming and extent of expenditures to supportaegeand development activities, the
expansion of manufacturing capacity both domedyicaid internationally and the continued marketeptance of our products. We could be
required, or may choose, to seek additional funttimgugh public or private equity or debt finan@ngn addition, in connection with any futi
acquisitions, we may require additional funding ethinay be provided in the form of additional debequity financing or a combination
thereof. These additional funds may not be avalall terms acceptable to us, or at all.

Off-Balance Sheet Arrangements

We do not have any relationships with unconsolid&etities or financial partnerships, such as iestitften 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 adiuitiwe do not have any undisclosed borrowings bt,dad we have not entered into any
synthetic leases. We are, therefore, not matemadposed to financing, liquidity, market or cremtk that could arise if we had engaged in such
relationships.

Item 4. Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedsi®e 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 defineduledRL3a-15(e) and 15d-15(e) of the Securities &xgh Act of 1934, (“Exchange Act”)) as
of the end of our fiscal quarter ended April 2, 20Based upon that evaluation, our principal etieewfficer and principal financial officer
concluded that our disclosure controls and proasiare effective to provide reasonable assuramaténtiormation required to be disclosed by
us in reports that we file or submit under the Eaxae Act (i) is recorded, processed, summarizedepatted 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.
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(b) Change in internal controls over financial refing. During the fiscal quarter that ended April 2, 20ttiere were no changes in our
internal controls over financial reporting (as defi in Rules 13a-15(f) and 15d-15(f) under the Brge 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 absasgirance that the objectives of
the control system are met. Further, the benefitootrols must be considered relative to theitsdBecause of the inherent limitations in all
control systems, no evaluation of controls can pi®absolute assurance that all control issuesratances 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 persopsdiusion of two or more people, or by
management override of the control. The desigmgfsystem of controls is also based in part upetateassumptions about the likelihood of
future events, and there can be no assurancerthatesign will succeed in achieving its stated gaalder all potential future conditions.
Because of the inherent limitations in a cost-éffeccontrol system, misstatements due to errdraad may occur and not be detected.

PART Il. OTHER INFORMATION
ltem 1. Legal Proceedings

The information set forth in the sections entitRatent Claims under Note 9 of Notes to Unauditeddeased Consolidated Financial
Statements, included in Part I, Item | of this Repis incorporated herein by reference.

Item 1A. Risk Factors

You should consider each of the following factasvell as the other information in this Report irakiating our business and our
prospects. The risks described below are not tthe @anes we face. Additional risks we are not pnélgeaware of or that we currently belie
are immaterial may also impair our business openagi The trading price of our common stock couldlide due to any of these risks, and you
could lose all or part of your investment. In asseg these risks, you should also refer to theratifermation contained or incorporated by
reference in this Report, including our consolidhfmancial statements and related notes.
Risks related to our business

We expect a number of factors to cause our operatinresults to fluctuate on a quarterly and annual bais, which may make it difficult to
predict our future performance.

Our operating results have varied significantlyhia past and will continue to fluctuate from quattequarter or year-to-year in the
future due to a variety of factors, many of which bBeyond our control. Factors relating to our beiss that may contribute to these quarterly
and annual fluctuations include the following fastas well as other factors described elsewhett@srReport:

e ourinability to develop new or enhanced produlsts ichieve customer or market acceptance in dytimanner, including our
HyperCloud™ memory module and our flash-based mgmparducts;

« our failure to maintain the qualification of oumplucts with our current customers or to qualifyrent and future products with
our current or prospective customers in a timelyinea or at all;

» the timing of actual or anticipated introductioriompeting products or technologies by us or @mmpgetitors, customers or
suppliers;

« the loss of, or a significant reduction in salesat&iey customer;

« the cyclical nature of the industry in which we oaie;
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e areduction in the demand for our high performameenory subsystems or the systems into which theynaorporated;
e our customers’ failure to pay us on a timely basis;
«  costs, inefficiencies and supply risks associati#éd @utsourcing portions of the design and the nfiacture of integrated circuits;
< our ability to absorb manufacturing overhead if mwenues decline or vary from our projections;
« delays in fulfilling orders for our products orailtire to fulfill orders;
» our ability to procure an adequate supply of kemponents, particularly DRAM ICs and NAND;

* dependence on large suppliers who are also competind whose manufacturing priorities may not suppur production
schedules;

» changes in the prices of our products or in thé abthe materials that we use to build our produictcluding fluctuations in the
market price of DRAM ICs and NAND;

e our ability to effectively operate our manufactgrifacility in the PRC;

* manufacturing inefficiencies associated with tretstip of new manufacturing operations, new praoslactd initiation of volume
production;

e our failure to produce products that meet the tpiadiquirements of our customers;

« disputes regarding intellectual property rights #relpossibility of our patents being reexaminedisyUSPTO;

« the costs and management attention diversion agsdaivith litigation;

« the loss of any of our key personnel;

e changes in regulatory policies or accounting pples;

* our ability to adequately manage or finance integnawth or growth through acquisitions; and

« the effect of our investments and financing arramgiets on our liquidity.

Due to the various factors mentioned above, anerstlthe results of any prior quarterly or annwlqals should not be relied upon as
an indication of our future operating performanoeone or more future periods, our results of opena may fall below the expectations of
securities analysts and investors. In that evaetptarket price of our common stock would likelgldee. In addition, the market price of our
common stock may fluctuate or decline regardlessuofoperating performance.

We have historically incurred losses and may contime to incur losses.

Since the inception of our business in 2000, westay experienced one fiscal year (2006) with ipebfe results. In order to regain
profitability, or to achieve and sustain positivashk flows from operations in the future, we musthfer reduce operating expenses and/or
increase our revenues. Although we have in theqragdged in a series of cost reduction actionshetidve that we could reduce our current
level of expenses through elimination or reductibstrategic initiatives, such expense reductidneemay not make us profitable or allow us
to sustain profitability if it is achieved. Our &ty to achieve profitability will depend on increed revenue growth from, among other things,
increased demand for our memory subsystems anedglaoduct offerings, as well as our ability tpard into new and emerging markets.
may not be successful in achieving the necessagnte growth or the expected expense reductionsedter, we may be unable to sustain
past or expected future expense reductions in guiese periods. We may not achieve profitabilitysostain such profitability, if achieved, ol

quarterly or annual basis in the future.
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Any failure to achieve profitability could resuit increased capital requirements and pressure pliqoidity position. We believe our
future capital requirements will depend on manydes; including our levels of net sales, the timamgl extent of expenditures to support sales,
marketing, research and development activitiesegpansion of manufacturing capacity both domelyyiead internationally and the contint
market acceptance of our products. Our capitaliremuents could result in our having to, or otheendhioosing to, seek additional funding
through public or private equity offerings or débancings. Such funding may not be availableeyms acceptable to us, or at all, either of
which could result in our inability to meet certaihour financial obligations and other related coitments.

We are subject to risks relating to our focus on deeloping our HyperCloud™ product and lack of marketdiversification.

We have historically derived a substantial portddour net sales from sales of our high performaneenory subsystems for use in
server market. We expect these memory subsysteomtmue to account for a significant portion af met sales in the near term. Continued
market acceptance of these products for use ireseiw critical to our success.

In an attempt to set our products apart from thadsmir competitors, we have invested a signifigaortion of our research and
development budget into the design of ASIC devigedyuding the HyperCloud™ memory subsystem, inticetl in November 2009. This new
design and the products it is incorporated intosatgect to increased risks as compared to outiegiproducts. For example:

« we may be unable to achieve customer or markepsaoee of the HyperCloud™ memory subsystem or atber products, or
achieve such acceptance in a timely manner;

«  the HyperCloud™ memory subsystem or other new grizdmay contain currently undiscovered flaws, thieexction of which
would result in increased costs and time to market;

e we are dependent on a limited number of supplarddth the DRAM ICs and the ASIC devices thatesgential to the
functionality of the HyperCloud™ memory subsystemd could experience supply chain disruption assalt of business issues
that are specific to our suppliers or the indussya whole; and

+  we will be required to demonstrate the quality azlthbility of the HyperCloud™ memory subsystenotirer new products to
our customers, and will be required to qualify thasw products with our customers, both of which mguire a significant
investment of time and resources prior to the paaiany revenue from such customers.

We have experienced a longer qualification cycémtanticipated with our HyperCloud™ memory subsysteand as of April 2, 2011
we have not shipped any production quantities.theurdelays or any failure in placing or qualifyitigs product with our customers would
adversely impact our results of operations.

Additionally, if the demand for servers deteriosate if the demand for our products to be incorpaatan servers declines, our
operating results would be adversely affected,va@dvould be forced to diversify our product poridchnd our target markets. We may not be
able to achieve this diversification, and our itigbto do so may adversely affect our business.

We may lose our competitive position if we are undb to timely and cost-effectively develop new or éranced products that meet our
customers’ requirements and achieve market acceptae.

Our industry is characterized by intense competjtiapid technological change, evolving industgnstards and rapid product
obsolescence. Evolving industry standards and tdogital change or new, competitive technologiaddoender our existing products
obsolete. Accordingly, our ability to compete i tiuture will depend in large part on our abilityitlentify and develop new or enhanced

products on a timely and cost-effective basis, tangspond to changing customer requirements.derdo develop and introduce new or
enhanced products, we need to:

+ identify and adjust to the changing requirementswfcurrent and potential customers;

« identify and adapt to emerging technological tremdd evolving industry standards in our markets;
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« design and introduce cost-effective, innovative padormance-enhancing features that differentateproducts from those of
our competitors;

« develop relationships with potential suppliers ofmponents required for these new or enhanced praduc
» qualify these products for use in our customerstpcts; and
« develop and maintain effective marketing strategies

Our product development efforts are costly andriehiy risky. It is difficult to foresee changesaevelopments in technology or
anticipate the adoption of new standards. Moreaweee these things are identified, if at all, wé méed to hire the appropriate technical
personnel or retain third party designers, devélegproduct, identify and eliminate design flawsd ananufacture the product in production
guantities either in-house or through third-pargnufacturers. As a result, we may not be able toessfully develop new or enhanced
products or we may experience delays in the dewedop and introduction of new or enhanced proditays in product development and
introduction could result in the loss of, or delaygienerating, net sales and the loss of marlaeslas well as damage to our reputation. Even
if we develop new or enhanced products, they maymaet our customers’ requirements or gain margeggtance.

Our customers require that our products undergo aéngthy and expensive qualification process withowny assurance of net sales.

Our prospective customers generally make a sigmificommitment of resources to test and evaluatenemory subsystems prior to
purchasing our products and integrating them ingirtsystems. This extensive qualification prodgasgelves rigorous reliability testing and
evaluation of our products, which may continuedisrmonths or longer and is often subject to del&ysddition to qualification of specific
products, some of our customers may also requite usdergo a technology qualification if our protldesigns incorporate innovative
technologies that the customer has not previoustpentered. Such technology qualifications oftde tsubstantially longer than product
qualifications and can take over a year to compl@telification by a prospective customer doesamsure any sales to that prospective
customer. Even after successful qualification aaldssof our products to a customer, changes ipmducts, our manufacturing facilities, our
production processes or our component suppliersreiyire a new qualification process, which mayitda additional delays.

In addition, because the qualification processih Iproduct-specific and platform-specific, oursgixig customers sometimes require
us to requalify our products, or to qualify our npmducts, for use in new platforms or applicatidisr example, as our OEM customers
transition from prior generation DDR2 DRAM architiges to current generation DDR3 DRAM architectures must design and qualify new
products for use by those customers. In the gastptocess of design and qualification has taketowsix months to complete, during which
time our net sales to those customers declinedfisigntly. After our products are qualified, it céake several months before the customer
begins production and we begin to generate nes.sale

We must devote substantial resources, includinggdesngineering, sales, marketing and managenffamtse to qualify our products
with prospective customers in anticipation of safignificant delays in the qualification processch as those experienced with our
HyperCloud™ product, could result in an inabilitykeep up with rapid technology change or new, agitipe technologies. If we delay or do
not succeed in qualifying a product with an exigtor prospective customer, we will not be ableeibthat product to that customer, which n
result in our holding excess and obsolete invenaoiy harm our operating results and business.

Sales to a limited number of customers representsignificant portion of our net sales and the lossfpor a significant reduction in sales
to, any one of these customers could materially har our business.

Sales to certain of our OEM customers have histlyicepresented a substantial majority of oursad¢s. Approximately 70% of our
net sales in the three months ended April 2, 20&feuwo one of our customers and approximately 3% and 16% of our net sales in the
three months ended April 3, 2010 were to threeunfonistomers. We currently expect that sales jem@EM customers will continue to
represent a significant percentage of our net $atefe foreseeable future. We do not have lommtegreements with our OEM customers, or
with any other customer. Any one of these custoroeutd decide at any time to discontinue, decreaskelay their purchase of our products.
In addition, the prices that these customers papdo products could change at any time. The l6ssp of our OEM customers, or a
significant reduction in sales to any of them, dosignificantly reduce our net sales and advera#gct our operating results.
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Our ability to maintain or increase our net satesur key customers depends on a variety of factoasy of which are beyond our
control. These factors include our customers’ cardd sales of servers and other computing systessncorporate our memory subsystems
and our customers’ continued incorporation of awdpcts into their systems. Because of these #rat factors, net sales to these customers
may not continue and the amount of such net satgsmat reach or exceed historical levels in anyriiperiod. Because these customers
account for a substantial portion of our net sdles failure of any one of these customers to pag timely basis would negatively impact our
cash flow. In addition, while we may not be contuatly obligated to accept returned products, wg ghetermine that it is in our best interes
accept returns in order to maintain good relatioitl our customers.

A limited number of relatively large potential customers dominate the markets for our products.

Our target markets are characterized by a limitadlver of large companies. Consolidation in one orawf our target markets may
further increase this industry concentration. Assult, we anticipate that sales of our productsomntinue to be concentrated among a limited
number of large customers in the foreseeable fuWrebelieve that our financial results will dependignificant part on our success in
establishing and maintaining relationships wittd affecting substantial sales to, these potentisianers. Even if we establish these
relationships, our financial results will be largelependent on these customers’ sales and busemgts.

If a standardized memory solution which addressesie demands of our customers is developed, our netlss and market share may
decline.

Many of our memory subsystems are specificallyglesil for our OEM customers’ high performance systdma drive to reduce
costs and assure supply of their memory module ddprur OEM customers may endeavor to design JESiB@lard DRAM modules into
their new products. Although we also manufactur@BE modules, this trend could reduce the demanddohigher priced customized
memory solutions which in turn would have a negatimpact on our financial results. In addition,tonsers deploying custom memory
solutions today may in the future choose to adajEBEC standard, and the adoption of a JEDEC stdmdadule instead of a previously
custom module might allow new competitors to pgstite in a share of our customeng&mory module business that previously belongaedt!

If our OEM customers were to adopt JEDEC standavdutes, our future business may be limited to idiging the next generation of
high performance memory demands of OEM custometsiaxeloping solutions that addresses such dembimd fully implemented, this
next generation of products may constitute a muehller market, which may reduce our net sales aadket share.

We may not be able to maintain our competitive potiobn because of the intense competition in our tagfed markets.

We patrticipate in a highly competitive market, anel expect competition to intensify. Many of our quetitors have longer operating
histories, significantly greater resources and negnegnition, a larger base of customers and lestgerding relationships with customers and
suppliers than we have. As a result, some of thes®etitors are able to devote greater resourcégetdevelopment, promotion and sale of
products and are better positioned than we aneflicence customer acceptance of their products oweproducts. These competitors also may
be able to respond better to new or emerging tdobies or standards and may be able to deliverymsdvith comparable or superior
performance at a lower price. For these reasonspaenot be able to compete successfully agaiesetibompetitors. We also expect to face
competition from new and emerging companies that emer our existing or future markets. These miidecompetitors may have similar or
alternative products which may be less costly orjole additional features.

In addition to the competition we face from DRAMdalngic suppliers such as Hynix, Samsung, Microphi and IDT, some of our
OEM customers have their own internal design grabpsmay develop solutions that compete with oliiese design groups have some
advantages over us, including direct access to thgpective companies’ technical information agzhhology roadmaps. Our OEM customers
also have substantially greater resources, finhaoid otherwise, than we do, and may have lowerstasctures than ours. As a result, they
may be able to design and manufacture competitivdycts more efficiently or inexpensively. If anfytbese OEM customers are successful in
competing against us, our sales could declinepmarmgins could be negatively impacted and we ccade market share, any or all of which
could harm our business and results of operatiomsher, some of our significant suppliers are alsmpetitors, many of whom have the ab
to manufacture competitive products at lower casta result of their higher levels of integration.

We expect our competitors to continue to improwvepghrformance of their current products, reduce tireces and introduce new or
enhanced technologies that may offer greater padoce and improved pricing. If we are unable tocmat exceed the improvements mad
our competitors, our market position would detexierand our net sales would decline. In additiom,competitors may develop future
generations and enhancements of competitive predioat may render our technologies obsolete ormpetitive.
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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 semiconductor industry.

Adverse changes in domestic and global economigatitical conditions have made it extremely difficfor our customers, our
vendors and us to accurately forecast and plamdltusiness activities, and they have caused and continue to cause U.S. and foreign
businesses to slow spending on our products aritesy which would further delay and lengthen saledes. In addition, sales of our
products are dependent upon demand in the compuiitgyorking, communications, printer, storage snistrial markets. These markets
have been cyclical and are characterized by widsfhtions in product supply and demand. These etahave experienced significant
downturns, often connected with, or in anticipatidnmaturing product cycles, reductions in teclbgglspending and declines in general
economic conditions. These downturns have beeractaized by diminished product demand, produabiagrcapacity, high inventory levels
and the erosion of average selling prices.

We may experience substantial period-to-periodtflations in future operating results due to factdfscting the computing,
networking, communications, printers, storage awistrial markets. A decline or significant shdttfia demand in any one of these markets
could have a material adverse effect on the derfamour products. As a result, our sales will likelecline during these periods. In addition,
because many of our costs and operating expenseslatively fixed, if we are unable to control @xpenses adequately in response to
reduced sales, our gross margins, operating in@rdeash flow would be negatively impacted.

During challenging economic times our customers faag issues gaining timely access to sufficieatlity which could result in an
impairment of their ability to make timely paymeixsus. If that were to occur, we may be requirethtrease our allowance for doubtful
accounts and our days sales outstanding would gpetimely impacted. Furthermore, our vendors mag fsimilar issues gaining access to
credit, which may limit their ability to supply cgranents or provide trade credit to us. We cannedipt the timing, strength or duration of any
economic slowdown or subsequent economic recovesidwide, or in the memory market and related semductor industry. If the econor
or markets in which we operate do not continuertprove or if conditions worsen, our business, faalhcondition and results of operations
will likely be materially and adversely affecteddditionally, the combination of our lengthy salgsle coupled with challenging
macroeconomic conditions could compound the negatipact on the results of our operations.

Our lack of a significant backlog of unfilled orders, and the difficulty inherent in forecasting custoner demand, makes it difficult to
forecast our short-term production requirements tomeet that demand, and any failure to optimally calirate our production capacity
and inventory levels to meet customer demand coulaldversely affect our revenues, gross margins and méngs.

We make significant decisions regarding the leeélsusiness that we will seek and accept, prodnc@hedules, component
procurement commitments, personnel needs and iheurce requirements, based on our estimatesstifroer requirements. We do not have
long-term purchase agreements with our customesgedd, our customers often place purchase ordersore than two weeks in advance of
their desired delivery date, and these purchasere@gknerally have no cancellation or reschedydéralty provisions. The shaefm nature o
commitments by many of our customers, the factdbatustomers may cancel or defer purchase ofdeey reason, and the possibility of
unexpected changes in demand for our customerdupts each reduce our ability to accurately esgrfistuire customer requirements for our
products. This fact, combined with the quick turowumd times that apply to each order, makes itaiff to forecast our production needs and
allocate production capacity efficiently. We attértgpforecast the demand for the DRAM ICs, NANDdanther components needed to
manufacture our products. Lead times for componesntg significantly and depend on various factsigh as the specific supplier and the
demand and supply for a component at a given time.

Our production expense and component purchaseslavelbased in part on our forecasts of our cusfuture product requiremer
and to a large extent are fixed in the short teékma result, we likely will be unable to adjust sgmg on a timely basis to compensate for any
unexpected shortfall in those orders. If we ovémestie customer demand, we may have excess rawialateentory of DRAM ICs and
NAND. If there is a subsequent decline in the @icEDRAM ICs or NAND, the value of our inventoryillall. As a result, we may need
write-down the value of our DRAM IC or NAND invemq which may result in a significant decreaseun gross margin and financial
condition. Also, to the extent that we manufacfureducts in anticipation of future demand that deetsmaterialize, or in the event a customer
cancels or reduces outstanding orders, we couldresqe an unanticipated increase in our finisheatlg inventory. In the past, we have ha
write-down inventory due to obsolescence, exceastifies and declines in market value below outxasny significant shortfall of customer
orders in relation to our expectations could hurt @perating results, cash flows and financial ¢iorl
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Also, any rapid increases in production requireaby customers could strain our resources and seeducmargins. If we
underestimate customer demand, we may not havieisutfinventory of DRAM ICs and NAND on hand to mdacture enough product to
meet that demand. We also may not have sufficiemtufacturing capacity at any given time to meetaustomers’ demands for rapid
increases in production. These shortages of inveated capacity will lead to delays in the delivefyour products, and we could forego sales
opportunities, lose market share and damage otwrogs relationships.

Declines in our average sales prices, driven by atlle prices for DRAM ICs and NAND, among other fators, may result in declines in
our revenues and gross profit.

Our industry is competitive and historically hagbeharacterized by declines in average sales, firésed in part on the market price
of DRAM ICs and NAND, which have historically coitated a substantial portion of the total cost of memory subsystems. Our average
sales prices may decline due to several factockjding overcapacity in the worldwide supply of DRANnd NAND memory components as a
result of worldwide economic conditions, increasgaghufacturing efficiencies, implementation of neamafacturing processes and expansion
of manufacturing capacity by component suppliers.

Once our prices with a customer are negotiatechneeenerally unable to revise pricing with thagtomer until our next regularly
scheduled price adjustment. Consequently, we gresexi to the risks associated with the volatilitthe price of DRAM ICs and NAND
during that period. If the market prices for DRAKIJ and NAND increase, we generally cannot paspribe increases on to our customers for
products purchased under an existing purchase.okdex result, our cost of sales could increasecamdjross margins could decrease.
Alternatively, if there are declines in the prideDlRAM ICs and NAND, we may need to reduce ourigglprices for subsequent purchase
orders, which may result in a decline in our expdctet sales.

In addition, since a large percentage of our salego a small number of customers that are priyndistributors and large OEMs,
these customers have exerted, and we expect thiegowiinue to exert, pressure on us to make grarecessions. If not offset by increases in
volume of sales or the sales of newly-developeduyets with higher margins, decreases in averags gaices would likely have a material
adverse effect on our business and operating sesult

We use a small number of custom ASIC, DRAM IC and KMND suppliers and are subject to risks of disruptia in the supply of custom
ASIC, DRAM ICs and NAND.

Our ability to fulfill customer orders or producealification samples is dependent on a sufficiempsy of DRAM ICs and NAND,
which are essential components of our memory stdsiss We are also dependent on a sufficient sugfdustom ASIC devices to produce
our HyperCloud™ memory modules. There are a redftismall number of suppliers of DRAM ICs and NAN&hd we purchase from only a
subset of these suppliers. We have no long-term BRANAND supply contracts. Additionally, we coulaice obstacles in moving production
of our ASIC components away from our current desigd production partners. Our dependence on d somaber of suppliers and the lack of
any guaranteed sources of ASIC components, DRAMNZIND supply expose us to several risks, includimg inability to obtain an adequate
supply of these important components, price in@gadelivery delays and poor quality.

Historical declines in customer demand and ourmaege caused us to reduce our purchases of DRAMAGINAND. Such
fluctuations could occur in the future. Should mgg maintain sufficient purchase levels with sompmiers, our ability to obtain supplies of
raw materials may be impaired due to the practiGme suppliers to allocate their products to@ustrs with the highest regular demand.

From time to time, shortages in DRAM ICs and NAN&vh required some suppliers to limit the suppltheir DRAM ICs and
NAND. As a result, we may be unable to obtain tHAM ICs or NAND necessary to fill custom’ orders for our products in a timely
manner. If we are unable to obtain a sufficientypf DRAM ICs or NAND to meet our customers’ régments, these customers may
reduce future orders for our products or not pusehaur products at all, which would cause our akgssto decline and harm our operating
results. In addition, our reputation could be hadpvee may not be able to replace any lost businébtsnew customers, and we may lose
market share to our competitors.
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Our customers qualify the ASIC components, DRAM B8l NAND of our suppliers for use in their systethene of our suppliers
should experience quality control problems, it rhaydisqualified by one or more of our customerss TWould disrupt our supplies of ASIC
components, DRAM ICs and NAND and reduce the nunobsuppliers available to us, and may require Weagualify a new supplier. If our
suppliers are unable to produce qualification sasiph a timely basis or at all, we could experiatadays in the qualification process, which
could have a significant impact on our ability &l shat product.

If the supply of other component materials used tonanufacture our products is interrupted, or if our inventory becomes obsolete, our
results of operations and financial condition couldbe adversely affected.

We use consumables and other components, incliRBg, to manufacture our memory subsystems. Wetgosseprocure PCBs
and other components from single or limited soutodake advantage of volume pricing discounts.avlat shortages or transportation
problems could interrupt the manufacture of ourdpiets from time to time in the future. These delaysianufacturing could adversely affect
our results of operations.

Frequent technology changes and the introductiorerf-generation products also may result in treotdscence of other items of
inventory, such as our custom-built PCBs, whichldeaduce our gross margin and adversely affecbperating performance and financial
condition. We may not be able to sell some proddeteeloped for one customer to another customeausecour products are often designed to
address specific customer requirements, and ewea #re able to sell these products to anotheomest our margin on such products may be
reduced.

A prolonged disruption of our manufacturing facility could have a material adverse effect on our busiss, financial condition and
results of operations.

We maintain a manufacturing facility in the PRC fmoducing most of our products, which allows ustitize our materials and
processes, protect our intellectual property anctldg the technology for manufacturing. A prolongistuption or material malfunction of,
interruption in or the loss of operations at oumnfacturing facility, or the failure to maintairsafficient labor force at such facility, would
limit our capacity to meet customer demand andydedav product development until a replacement itgcnd equipment, if necessary, were
found. The replacement of the manufacturing facdituld take an extended amount of time before Hsauring operations could restart. The
potential delays and costs resulting from thesgssteuld have a material adverse effect on oumnkessi financial condition and results of
operations.

If we are unable to manufacture our products efficéntly, our operating results could suffer.

We must continuously review and improve our manufidécg processes in an effort to maintain satisfigctnanufacturing yields and
product performance, to lower our costs and toretlse remain competitive. As we manufacture momaglex products, the risk of
encountering delays or difficulties increases. $taet-up costs associated with implementing newufaaturing technologies, methods and
processes, including the purchase of new equipraedtany resulting manufacturing delays and inigfficies, could negatively impact our
results of operations.

If we need to add manufacturing capacity, an exparsf our existing manufacturing facility or estishment of a new facility could
be subject to factory audits by our customers. dahays or unexpected costs resulting from thistaardicess could adversely affect our net
sales and results of operations. In addition, wenotaibe certain that we will be able to increasemanufacturing capacity on a timely basis or
meet the standards of any applicable factory audits

We depend on third-parties to design and manufactue custom components for some of our products.

Significant customized components, such as ASIg,dre used in some of our products such as Hyp&d®" are designed and
manufactured by third parties. The ability and wghess of such third parties to perform in accocgawith their agreements with us is largely
outside of our control. If one or more of our desay manufacturing partners fails to perform itéigdtions in a timely manner or at satisfact
quality levels, our ability to bring products to rket or deliver products to our customers, as aglbur reputation, could suffer. In the event of
any such failures, we may have no readily availalirnative source of supply for such productssesiin our experience, the lead time nee
to establish a relationship with a new design anaanufacturing partner is at least 12 months,thadestimated time for our OEM customers
to re-qualify our product with components from anendor ranges from four to nine months. We camasstire you that we can redesign, or
cause to have redesigned, our customized compoteebésmanufactured by a new manufacturer in alyimmenner, nor can we assure you-
we will not infringe on the intellectual propert§ @ur current design or manufacture partner whemagdesign the custom components, or ci
such components to be redesigned by a new mantdacumanufacturing disruption experienced by manufacturing partners, the failure of
our manufacturing partners to dedicate adequatairess to the production of our products, the fai@rinstability of our manufacturing or
design partners, or any other failure of our desigmanufacturing partners to perform accordinth&r agreements with us, would have a
material adverse effect on our business, finarcatlition and results of operations.
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We have many other risks due to our dependenchkimhgarty manufacturers, including: reduced conireer delivery schedules,
quality, manufacturing yields and cost; the potantick of adequate capacity during periods of sg@emand; limited warranties on products
supplied to us; and potential misappropriationwf iotellectual property. We are dependent on oanufacturing partners to manufacture
products with acceptable quality and manufactuyietds, to deliver those products to us on a tiniegis and to allocate a portion of their
manufacturing capacity sufficient to meet our neédhough our products are designed using thegssdesign rules of the particular
manufacturers, we cannot assure you that our metufiag partners will be able to achieve or maim@&iceptable yields or deliver sufficient
guantities of components on a timely basis or aia@eptable cost. Additionally, we cannot assurethat our manufacturing partners will
continue to devote adequate resources to produgeroducts or continue to advance the process désahnologies on which the qualification
and manufacturing of our products are based.

If our products do not meet the quality standards éour customers, we may be forced to stop shipments products until the quality
issues are resolved.

Our customers require our products to meet striatity standards. Should our products not meet steidards, our customers may
discontinue purchases from us until we are abtesolve the quality issues that are causing ustoneet the standards. Such “quality holds”
could have a significant adverse impact on ourmaes and operating results.

If our products are defective or are used in defedte systems, we may be subject to warranty, producecalls or product liability claims.

If our products are defectively manufactured, conteefective components or are used in defectivaafunctioning systems, we
could be subject to warranty and product liabititgims and product recalls, safety alerts or adyisotices. While we have product liability
insurance coverage, it may not be adequate tdysal@8ms made against us. We also may be unaldétiamin insurance in the future at
satisfactory rates or in adequate amounts. Warramdyproduct liability claims or product recallegardless of their ultimate outcome, could
have an adverse effect on our business, financiaition and reputation, and on our ability toattrand retain customers. In addition, we may
determine that it is in our best interest to acqeptuct returns in circumstances where we areomtractually obligated to do so in order to
maintain good relations with our customers. Acagppiroduct returns may negatively impact our opegatesults.

If we fail to protect our proprietary rights, our c ustomers or our competitors might gain access to oproprietary designs, processes
and technologies, which could adversely affect owperating results.

We rely on a combination of patent protection, ¢radcret laws and restrictions on disclosure tteptmur intellectual property rights.
We have submitted a number of patent applicatieganding our proprietary processes and technologynot certain when or if any of the
claims in the remaining applications will be allav&o date we have had only eighteen patents is$Medntend to continue filing patent
applications with respect to most of the new preessand technologies that we develop. Howevernpptetection may not be available for
some of these processes or technologies.

It is possible that our efforts to protect our llgetual property rights may not:

«  prevent challenges to, or the invalidation or aineention of, our existing intellectual propertyhtg;

e prevent our competitors from independently develggimilar products, duplicating our products osigaing around any pater
that may be issued to us;

e prevent disputes with third parties regarding owhgr of our intellectual property rights;

«  prevent disclosure of our trade secrets and knowbcahird parties or into the public domain;

« resultin valid patents, including internationatgygs, from any of our pending or future applicasipor
«  otherwise adequately protect our intellectual prypeghts.
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Others may attempt to reverse engineer, copy @rwike obtain and use our proprietary technologiéisout our consent. Monitoring
the unauthorized use of our technologies is diffiae cannot be certain that the steps we hawentakll prevent the unauthorized use of our
technologies. This is particularly true in foreigpuntries, such as the PRC, where we have establsimanufacturing facility and where the
laws may not protect our proprietary rights to shene extent as applicable U.S. laws.

If some or all of the claims in our patent applicas are not allowed, or if any of our intellectpabperty protections are limited in
scope by a court or circumvented by others, wedctade increased competition with regard to oudpuots. Increased competition could
significantly harm our business and our operataxylts.

We are involved in and expect to continue to be imlved in costly legal and administrative proceedingto defend against claims that we
infringe the intellectual property rights of others or to enforce or protect our intellectual property rights.

As is common to the semiconductor industry, we rexmerienced substantial litigation regarding piaserd other intellectual property
rights. Lawsuits claiming that we are infringindnets’intellectual property rights have been and mayhéfuture be brought against us, anc
are currently defending against claims of invajidit the USPTO. See Note 9 of Notes to Condensew@lidated Financial Statements,
included in Part I, Item | of this Report, for asdéption of our legal contingencies.

The process of obtaining and protecting patentshisrently uncertain. In addition to the patestisnce process established by law
and the procedures of the USPTO, we must comply J&DEC administrative procedures in protectingiotgllectual property within its
industry standard setting process. These procedw@ve over time, are subject to variabilityleit application, and may be inconsistent v
each other. Failure to comply with JEDEC’s adntmaisve procedures could jeopardize our abilitgteim that our patents have been
infringed.

By making use of new technologies and entering mankets there is an increased likelihood that sthgight allege that our products
infringe on their intellectual property rights. igation is inherently uncertain, and an adverseamue in existing or any future litigation could
subject us to significant liability for damagesimralidate our proprietary rights. An adverse outecalso could force us to take specific
actions, including causing us to:

»  cease manufacturing and/or selling products, argusértain processes, that are claimed to be gifrina third partys intellectua
property;

*  pay damages (which in some instances may be times tictual damages), including royalties on pafitare sales;

* seek alicense from the third party intellectuagarty owner to use their technology in our produathich license may not be
available on reasonable terms, or at all; or

» redesign those products that are claimed to bangifrg a third party’s intellectual property.

If any adverse ruling in any such matter occurg,rasulting limitations in our ability to market ioproducts, or delays and costs
associated with redesigning our products or paymehlicense fees to third parties, or any failoyeus to develop or license a substitute
technology on commercially reasonable terms coaiceta material adverse effect on our businessadincondition and results of operations.

There is a limited pool of experienced technicakpanel that we can draw upon to meet our hirirggseAs a result, a number of our
existing employees have worked for our existingatential competitors at some point during thefieeas, and we anticipate that a number of
our future employees will have similar work histsi In the past, some of these competitors hawaeththat our employees misappropriated
their trade secrets or violated non-competitionam-solicitation agreements. Some of our competitoay threaten or bring legal action
involving similar claims against us or our existiegployees or make such claims in the future tegreus from hiring qualified candidates.
Lawsuits of this type may be brought, even if thisreo merit to the claim, simply as a strateggrain our financial resources and divert
management’s attention away from our business.

We also may find it necessary to litigate agaitisers, including our competitors, customers anché&remployees, to enforce our
intellectual property and contractual and commérgjhats including, in particular, our trade seereds well as to challenge the validity and
scope of the proprietary rights of others. We cdddome subject to counterclaims or countersu@nagus as a result of this litigation.
Moreover, any legal disputes with customers coalase them to cease buying or using our produdalglay their purchase of our products and
could substantially damage our relationship witmnth
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Any litigation, regardless of its outcome, wouldthree consuming and costly to resolve, divert oanagement’s time and attention
and negatively impact our results of operations.dAtenot assure you that current or future infringetclaims by third parties or claims for
indemnification by customers or end users of oodpcts resulting from infringement claims will fmg asserted in the future or that such
assertions, if proven to be true, will not matdyialdversely affect our business, financial comditor results of operations.

If we are required to obtain licenses to use thirgbarty intellectual property and we fail to do so, air business could be harmed.

Although some of the components used in our finatlpcts contain the intellectual property of thiatties, we believe that our
suppliers bear the sole responsibility to obtain ights and licenses to such third party intelletiproperty. While we have no knowledge that
any third party licensor disputes our belief, wartat assure you that disputes will not arise inftiere. The operation of our business and our
ability to compete successfully depends signifigaoh our continued operation without claims ofrinfiement or demands resulting from such
claims, including demands for payments of monethéform of, for example, ongoing licensing fees.

We are also developing products to enter new msuri&milar to our current products, we may use aomepts in these new products
that contain the intellectual property of third fies. While we plan to exercise precautions to @wafringing on the intellectual property rights
of third parties, we cannot assure you that disputi# not arise.

If it is determined that we are required to obfaimound licenses and we fail to obtain licensesf such licenses are not available on
economically feasible terms, our business, opagatsults and financial condition could be sigrifidy harmed.

The flash memory market is constantly evolving andompetitive, and we may not have rights to manufaate and sell certain types of
products utilizing emerging flash formats, or we ma be required to pay a royalty to sell products utizing these formats.

The flash-based storage market is constantly uniteggapid technological change and evolving industandards. Many consumer
devices, such as digital cameras, PDAs and smargshare transitioning to emerging flash memorynfis, such as the Memory Stick, and
Picture Card formats, which we do not currently ofanture and do not have rights to manufactureh@lgh we do not currently serve the
consumer flash market, it is possible that cer@ivis may choose to adopt these higher-volume, l@est formats. This could result in a
decline in demand, on a relative basis, for otmedpcts that we manufacture such as CompactFl&lan8 embedded USB drives. If we
decide to manufacture flash memory products utilizmerging formats such as those mentioned, wéwvilequired to secure licenses to give
us the right to manufacture such products that nudye available at reasonable rates or at allelire not able to supply flash card formats at
competitive prices or if we were to have produdrdiges, our net sales could be adversely impaatdaur customers would likely cancel
orders or seek other suppliers to replace us.

Our indemnification obligations for the infringement by our products of the intellectual property rights of others could require us to pa
substantial damages.

As is common in the industry, we currently haveffect a number of agreements in which we haveeabre defend, indemnify and
hold harmless our customers and suppliers from gamand costs which may arise from the infringerbgrdur products of third-party
patents, trademarks or other proprietary right® 3tope of such indemnity varies, but may, in sors&nces, include indemnification for
damages and expenses, including attorneys’ feasin@urance does not cover intellectual propersirigement. The term of these
indemnification agreements is generally perpetogltane after execution of the agreement. The marinpotential amount of future payme
we could be required to make under these indenatifin agreements is unlimited. We may periodichllye to respond to claims and litigate
these types of indemnification obligations. Althbumur suppliers may bear responsibility for thellectual property inherent in the
components they sell to us, they may lack the firerability to stand behind such indemnities. Auduhally, it may be costly to enforce any
indemnifications that they have granted to us. Aditmly, any indemnification claims by customersicbrequire us to incur significant legal
fees and could potentially result in the paymerdudistantial damages, both of which could resudt inaterial adverse effect on our business
and results of operations.
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We depend on a few key employees, and if we lose thervices of any of those employees or are unahiehire additional personnel, our
business could be harmed.

To date, we have been highly dependent on the exuer, relationships and technical knowledge diateikey employees. We belie
that our future success will be dependent on oilityato retain the services of these key employeleselop their successors, reduce our
reliance on them, and properly manage the tramsitfadheir roles should departures occur. The tifghese key employees could delay the
development and introduction of, and negativelyactmur ability to sell our products and otherwisem our business. We do not have
employment agreements with any of these key empkogéher than Chun K. Hong, our President, Chiefchtive Officer and Chairman of the
Board. In 2010, we obtained “Key Man” life insuranen Chun K. Hong; however, we do not carry “KeyriMfe insurance on any of our
other key employees.

Our future success also depends on our abilityttac, retain and motivate highly skilled engiriegr manufacturing, and other
technical and sales personnel. Competition for egpeed personnel is intense. We may not be suitdé@ssttracting new engineers or other
technical personnel, or in retaining or motivatig existing personnel. If we are unable to hiré eetain engineers with the skills necessary to
keep pace with the evolving technologies in ourkats; our ability to continue to provide our cuitrproducts and to develop new or enhanced
products will be negatively impacted, which woulthin our business. In addition, the shortage of egpeed engineers, and other factors, may
lead to increased recruiting, relocation and corapgon costs for such engineers, which may exceeéxpectations and resources. These
increased costs may make hiring new engineergdiffior may increase our operating expenses.

Historically, a significant portion of our workfoedhas consisted of contract personnel. We investiderable time and expense in
training these contract employees. We may expegibigh turnover rates in our contract employee favde, which may require us to expend
additional resources in the future. If we convet af these contract employees into permanent eyepk we may have to pay finder’s fees to
the contract agency.

We rely on third-party manufacturers’ representatives and the failure of these manufacturers’ represeatives to perform as expected
could reduce our future sales.

We sell some of our products to customers throughufacturers’ representatives. We are unable wigirthe extent to which our
manufacturers’ representatives will be successfatarketing and selling our products. Moreover, ynafnour manufacturers’ representatives
also market and sell other, potentially competingdpcts. Our representatives may terminate thiitiomships with us at any time. Our future
performance will also depend, in part, on our &pilh attract additional manufacturers’ represeweatthat will be able to market and support
our products effectively, especially in marketsvimich we have not previously distributed our pragutf we cannot retain our current
manufacturers’ representatives or recruit addifionaeplacement manufacturers’ representativessales and operating results will be
harmed.

The operation of our manufacturing facility in the PRC could expose us to significant risks.

During 2007, we invested significant time and dffarestablishing a manufacturing facility in thR® and preparing it for full-scale
operations. This manufacturing facility became afienal in July 2007 and was successfully qualiigdcertain key customers at that time. As
of February 1, 2009, substantially all of our wewile manufacturing production was being perforrimethe PRC. Language and cultural
differences, as well as the geographic distanae fsar headquarters in Irvine, California, furthermgpound the difficulties of running a
manufacturing operation in the PRC. Our manageinasiimited experience in creating or overseeimgifm operations, and this new facility
may divert substantial amounts of their time. Wientd assure you that we will be able to maintaintic over product quality, delivery
schedules, manufacturing yields and costs as wedse our output. We also have to manage a log&feroe that may subject us to
uncertainties or regulatory policies and we rensaibject to risks related to managing the increpseduction capacity provided by the facili
Should anticipated demand not materialize, thesomated to having excess capacity would havedaarae impact on our gross margins and
operating results.

Changes in the labor laws of the PRC could incré@seost of employing the local workforce. Thereased industrialization of the
PRC could also increase the price of local lab@heE of these factors could negatively impactdhst savings we currently enjoy from having
our manufacturing facility in the PRC.
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In the future, some of our net sales may be denat@éhin Chinese Renminbi (“RMB”). The Chinese goweent controls the
procedures by which RMB is converted into otherencies, and conversion of RMB generally requir@gegnment consent. As a result, RMB
may not be freely convertible into other currenaeasll times. If the Chinese government institudieanges in currency conversion procedures,
or imposes restrictions on currency conversionsehections may negatively impact our operationscadtl reduce our operating results. In
addition, fluctuations in the exchange rate betwRbIB and U.S. dollars may adversely affect our eiges and results of operations as well as
the value of our assets and liabilities. Thesetflattons may also adversely affect the compargimlitour period-to-period results. If we decide
to declare dividends and repatriate funds fromG@hinese operations, we will be required to compiythe procedures and regulations of
applicable Chinese law. Any changes to these puoesdand regulations, or our failure to comply withse procedures and regulations, could
prevent us from making dividends and repatriatungd from our Chinese operations, which could axblgraffect our financial condition. If
we are able to make dividends and repatriate fénotis our Chinese operations, these dividends wbealdubject to U.S. corporate income tax.

The PRC currently provides for favorable tax rdtescertain foreign-owned enterprises operatinggacified locations in the PRC
through 2012. We have established our PRC fadiliguch a tax-favored location. Should we fail thiave profitability while favorable tax
rates are in effect, or before our loss carryfodsdn the PRC expire, it is possible that we wodtirealize the tax benefits to the extent
originally anticipated and this could adversely &opour operating results.

Economic, political and other risks associated witlinternational sales and operations could adverselgffect our net sales.

Part of our growth strategy involves making satefoteign corporations and delivering our produot&acilities located in foreign
countries. To facilitate this process and to meetlong-term projected demand for our productshase set up a manufacturing facility in the
PRC. Selling and manufacturing in foreign countsabjects us to additional risks not present withapmestic operations. We are operatin
business and regulatory environments in which we tianited previous experience. We will need totowre to overcome language and
cultural barriers to effectively conduct our op@éyas in these environments. In addition, the ecdrerof the PRC and other countries have
been highly volatile in the past, resulting in sfigant fluctuations in local currencies and othestabilities. These instabilities affect a number
of our customers and suppliers in addition to @ueiyn operations and continue to exist or may pagain in the future.

International turmoil and the threat of future teist attacks, both domestically and internationdiave contributed to an uncertain
political and economic climate, both in the U.Sd gobally, and have negatively impacted the woitthweconomy. The occurrence of one or
more of these instabilities could adversely affaat foreign operations and some of our customessippliers, each of which could adversely
affect our net sales. In addition, our failure teghapplicable regulatory requirements or overcoutieiral barriers could result in production
delays and increased turn-around times, which wadicersely affect our business.

Our international sales are subject to other risidyuding regulatory risks, tariffs and other tedghrriers, timing and availability of
export licenses, political and economic instahildifficulties in accounts receivable collectiodgficulties in managing distributors, lack of a
significant local sales presence, difficulties btaining governmental approvals, compliance withide variety of complex foreign laws and
treaties and potentially adverse tax consequehtegidition, the U.S. or foreign countries may ierpknt quotas, duties, taxes or other charges
or restrictions upon the importation or exportatidrour products, leading to a reduction in sales jarofitability in that country.

Our operations could be disrupted by power outages)atural disasters or other factors.

Due to the geographic concentration of our manufatg operations and the operations of certainunfsuppliers, a disruption
resulting from equipment failure, power failuresatity control issues, human error, governmentrirgetion or natural disasters, including
earthquakes like those that have struck Japarcentanonths, fires or floods, could interrupt deifiere with our manufacturing operations i
consequently harm our business, financial condiiod results of operations. Such disruptions waealgse significant delays in shipments of
our products and adversely affect our operatingltes

Our failure to comply with environmental laws and regulations could subject us to significant fines ahliabilities or cause us to incur
significant costs.

We are subject to various and frequently changiri féderal, state and local and foreign governatéaivs and regulations relating
to the protection of the environment, includingge@overning the discharge of pollutants into iharad water, the management and disposal
of hazardous substances and wastes, the cleamoptaiminated sites and the maintenance of a salglase. In particular, some of our
manufacturing processes may require us to handlel@spose of hazardous materials from time to tifoe.example, in the past our
manufacturing operations have used lead-basedrdoltlee assembly of our products. Today, we uad-feee soldering technologies in our
manufacturing processes, as this is
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required for products entering the European Unida.could incur substantial costs, including clegneosts, civil or criminal fines or sanctic
and third-party claims for property damage or peasinjury, as a result of violations of, or nonq@rance with, environmental laws and
regulations. These laws and regulations also cegdire us to incur significant costs to remaicampliance.

Our internal controls over financial reporting may not be effective, which could have a significant ahadverse effect on our business.

Section 404 of the Sarbanes-Oxley Act of 2002 aedtiles and regulations of the SEC, which we ctillely refer to as Section 404,
require us to evaluate our internal controls oirearfcial reporting to allow management to reporttarse internal controls as of the end of ¢
year. Effective internal controls are necessaryfoto produce reliable financial reports and ampdrtant in our effort to prevent financ
fraud. In the course of our Section 404 evaluatisresmay identify conditions that may result inrsfgcant deficiencies or material weaknesses
and we may conclude that enhancements, modificatiorchanges to our internal controls are necessatgsirable. Implementing any such
matters would divert the attention of our managermeould involve significant costs, and may negafhmpact our results of operations.

We note that there are inherent limitations ondffectiveness of internal controls, as they cammevent collusion, management
override or failure of human judgment. If we falrmaintain an effective system of internal contai$f management or our independent
registered public accounting firm were to discovaterial weaknesses in our internal controls, wg beaunable to produce reliable financial
reports or prevent fraud, and it could harm ouafficial condition and results of operations, reisudt loss of investor confidence and negatiy
impact our stock price.

If we do not effectively manage future growth, ouresources, systems and controls may be strained andr results of operations may
suffer.

We have in the past expanded our operations, lmtredtically and internationally. Any future growttay strain our resources,
management information and telecommunication systamd operational and financial controls. To marfature growth effectively,
including the expansion of volume in our manufacigifacility in the PRC, we must be able to imprarel expand our systems and controls.
We may not be able to do this in a timely or cdfative manner, and our current systems and ctsntnay not be adequate to support our
future operations. In addition, our officers hagtatively limited experience in managing a rapigigwing business or a public company. As a
result, they may not be able to provide the guidamecessary to manage future growth or maintauréunarket position. Any failure to
manage our growth or improve or expand our existiygjems and controls, or unexpected difficultredaing so, could harm our business.

If we acquire other businesses or technologies ihe future, these acquisitions could disrupt our bugsess and harm our operating result
and financial condition.

We will evaluate opportunities to acquire businessetechnologies that might complement our curpeatiuct offerings or enhance
our technical capabilities. We have no experiencacguiring other businesses or technologies. Adtipns entail a number of risks that could
adversely affect our business and operating resnitkiding, but not limited to:

- difficulties in integrating the operations, techogies or products of the acquired companies;

« the diversion of management’s time and attentiomfthe normal daily operations of the business;

« insufficient increases in net sales to offset insezl expenses associated with acquisitions orrachjcompanies;

« difficulties in retaining business relationshipgwsuppliers and customers of the acquired companie

» the overestimation of potential synergies or ayl@laealizing those synergies;

*  entering markets in which we have no or limitedexignce and in which competitors have stronger etgrksitions; and

« the potential loss of key employees of the acquiadpanies.
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Future acquisitions also could cause us to incbt debe subject to contingent liabilities. In atitiii, acquisitions could cause us to
issue equity securities that could dilute the owhigr percentages of our existing stockholders.Heunhore, acquisitions may result in material
charges or adverse tax consequences, substargiaciion, deferred compensation charges, in-gooesearch and development charges, the
amortization of amounts related to deferred stoasell compensation expense and identifiable purdhasmgible assets or impairment of
goodwill, any or all of which could negatively afteour results of operations.

Our existing indebtedness and any future indebtedrss we incur could adversely affect our cash flow anprevent us from fulfilling our
financial obligations.

On September 30, 2010, we renewed our revolvindittagreement and concurrently obtained term Id@enting. Incurring debt
could have material consequences, such as:

e requiring us to dedicate a portion of our cash ffowm operations and other capital resources t¢ sietvice, thereby reducing ¢
ability to fund working capital, capital expendiést and other cash requirements;

e increasing our vulnerability to adverse economid exdustry conditions;

» limiting our flexibility in planning for, or reaatig to, changes and opportunities in, our busineddralustry, which may place us
at a competitive disadvantage; and

« limiting our ability to incur additional debt on @&ptable terms, if at all.

Additionally, if we are unable to maintain liquigitevels, as defined in the credit agreement, areifwere to default under our credit
agreement and were unable to obtain a waiver fcin audefault, interest on the obligations wouldrae@t an increased rate. In the case of a
default, the lenders could accelerate our obligationder the credit agreement; however, acceleratibbe automatic in the case of
bankruptcy and insolvency events of default.

Additionally, to the extent we have made intercomplans to our subsidiaries and have pledged macts to the lenders under the
credit agreement, our subsidiaries would be redumeay the amount of the intercompany loans édehders in the event we are in default
under the credit agreement. Any actions taken byehders against us in the event we are in defadler the credit agreement could harm our
financial condition. Finally, the credit facilityoatains certain restrictive covenants, includingvisions restricting our ability to incur
additional indebtedness, guarantee certain obtigaticreate or assume liens and pay dividends.

Our investments in auction rate securities are sulgict to risks which may cause losses and affect thguidity of these investments.

We hold certain investments in auction rate seiesrihat have failed, or may in the future faigitlrespective auctions. An auction
failure means that the parties wishing to sellrteeturities could not do so. As a result of fadedtions, our ability to liquidate and fully
recover the carrying value of our investments erlkar term may be limited or not exist. If theiess of these investments are unable to close
future auctions and their credit ratings deterrate may in the future be required to record guainment charge on these investments. We
also may be required to wait until market stabilityestored for these investments or until thalfmaturity of the underlying notes (up to
30 years) to realize our investments’ cost value.

Risks related to our common stock

Our principal stockholders have significant votingpower and may take actions that may not be in thedst interest of our other
stockholders.

As of April 2, 2011, our executive officers, dirers and 5% stockholders beneficially own, in toaglproximately 24% of our
outstanding common stock. As a result, these stadklns, acting together, have the ability to esealistantial influence over all matters
requiring approval by our stockholders, includihg election and removal of directors and any pregaserger, consolidation or sale of all or
substantially all of our assets and other corpdratesactions. This concentration of control cdudddisadvantageous to other stockholders with
interests different from those of our executivaagffs, directors and principal stockholders. Faregle, our executive officers, directors and
principal stockholders could delay or prevent aguégition or merger even if the transaction woudshéfit other stockholders. In addition, this
significant concentration of share ownership mayeasely affect the trading price for our commorcktbecause investors may perceive
disadvantages in owning stock in companies witbkstolders that have the ability to exercise sigaifit control.
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Anti- takeover provisions under our charter documents andelaware law could delay or prevent a change of ntrol and could also limit
the market price of our stock.

Our certificate of incorporation and bylaws contpivisions that could delay or prevent a changeoatrol of our company or
changes in our board of directors that our stodkdrsl might consider favorable. In addition, thesevisions could limit the price that investors

would be willing to pay in the future for sharesoafr common stock. The following are examples ofvgions which are included in our
certificate of incorporation and bylaws, each asaded:

e our board of directors is authorized, without pstwckholder approval, to designate and issue pesfestock, commonly referred
to as “blank check” preferred stock, with rightsise to those of our common stock;

»  stockholder action by written consent is prohibited

* nominations for election to our board of directansl the submission of matters to be acted upondazkisolders at a meeting are
subject to advance notice requirements; and

e our board of directors is expressly authorized &ikey alter or repeal our bylaws.

In addition, we are governed by the provisions eft®n 203 of the Delaware General Corporate Lakickvmay prohibit certain
business combinations with stockholders owning D% ore of our outstanding voting stock. These @ther provisions in our certificate of
incorporation and bylaws, and of Delaware law, daubke it more difficult for stockholders or poti@hticquirers to obtain control of our
board of directors or initiate actions that areaggu by the then-current board of directors, indgdelaying or impeding a merger, tender
offer, or proxy contest or other change of contrahsaction involving our company. Any delay oryanetion of a change of control transaction
or changes in our board of directors could pretemtconsummation of a transaction in which ourldtotders could receive a substantial
premium over the then-current market price forrtkbares.

The price of and volume in trading of our common stck has and may continue to fluctuate significantly

Our common stock has been publicly traded sinceeNer 2006. The price of our common stock andrddirtg volume of our

shares are volatile and have in the past fluctusigpdficantly. There can be no assurance as tptiices at which our common stock will trade

in the future or that an active trading marketim common stock will be sustained in the futuree Timarket price at which our common stock
trades may be influenced by many factors, includingnot limited to, the following:

e our operating and financial performance and praspétcluding our ability to achieve and sustaiofpability in the future;

e investor perception of us and the industry in whighoperate;

» the availability and level of research coveragarad market making in our common stock;

« changes in earnings estimates or buy/sell recomatems by analysts;

« general financial and other market conditions; and

e changing and recently volatile domestic and intgonal economic conditions.

In addition, shares of our common stock and thdipstock markets in general, have experienced,raag continue to experience,
extreme price and trading volume volatility. Thélsetuations may adversely affect the market pdteur common stock and a shareholders

ability to sell their shares into the market at desired time or at the desired price.

In 2007, following a drop in the market price ofr@@mmon stock, securities litigation was initiatgghinst us. Given the historic
volatility of our industry, we may become engagedhis type of litigation in the future. Securitiégyation is expensive and time-consuming.
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Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds

Issuer Purchases of Equity Securities
(in thousands except per share amounts)

Total Number of Maximum Number of
Total Number Average Shares Purchased Shares that May Yet
of Shares Price Paid as Part of Publicly Be Purchased Under
Purchased (1) per Share Announced Plans the Plans or Programs
January 2, 201- January 29, 201 — % — — —
January 30, 201- February 26, 201 — 8 — — —
February 27, 201- April 2, 2011 19,73 $ 2.3 — —
19,73C % 2.37 — —

(1) Represents shares repurchased for paymentldfiolding taxes upon vesting of certain restrictextk grants.

Item 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, |

10.1(2) Amendment to Loan Documents entered into as of May2011, by and between Silicon Valley Bank andisteInc., a
Delaware Corporatior

10.2 (2) First Amendment to Lease dated May, 2011, betwdenlivine Company LLC, a Delaware limited liabiltpmpany, an
Netlist, Inc., a Delaware Corporatic

31.1(2) Certification of Chief Executive Officer pursuantRule 13-14(a) and Rule 1!-14(a) of the Securities Exchange Act,
Amended.

31.2(2) Certification of Chief Financial Officer pursuantRule 13-14(a) and Rule 1:-14(a) of the Securities Exchange Act
Amended.

32(3) Certification of Chief Executive Officer and Chiefhancial Officer pursuant to 18 U.S.C. 1350, aspaed pursuant t

Section 906 of the Sarbal-Oxley Act of 2002 and furnished herewith pursuan8EC Release No. -8238.
101.INS(4) XBRL Instance Documer
101.SCH(4 XBRL Taxonomy Extension Schema Docum
101.CAL(4) XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.LAB(4) XBRL Taxonomy Extension Label Linkbase Docum
101.PRE(4 XBRL Taxonomy Extension Presentation Linkbase Doent

101.DEF(4) XBRL Taxonomy Extension Definition Linkbase Docunh

(1) Incorporated by reference to the correspondinghéixhumber of the registration statement on Forth@-the registrant (No. 333-
136735) filed with the Securities and Exchange Cassion on October 23, 2006.

(2) Filed herewith.

(3) The information in Exhibit 32 shall not be deeméted” for purposes of Section 18 of the Securitteschange Act of 1934, as
amended, (the “Exchange Act”), or otherwise subecthe liabilities of that section, nor shall tHeyy deemed incorporated by
reference in any filing under the Securities Acfie83, as amended, or the Exchange Act (includirggReport), unless the registrant
specifically incorporates the foregoing informatioto those documents by reference.

(4) Furnished herewith. In accordance with Rule 406Refulation S-T, the information in these exhikitgll not be deemed to be
“filed” for purposes of Section 18 of the Secustiexchange Act of 1934, or otherwise subject toilitg under that section, and shall
not be incorporated by reference into any registnagtatement or other document filed under theuBgées Act of 1933, except :



expressly set forth by specific reference in stilingf
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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: May 12, 201

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 M. Sasak
Gail M. Sasaki
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, |

10.1(2) Amendment to Loan Documents entered into as of May2011, by and between Silicon Valley Bank andisteInc., a
Delaware Corporatior

10.2 (2) First Amendment to Lease dated May 2011, betweenliMine Company LLC, a Delaware limited liabilitpmpany, an
Netlist, Inc., a Delaware Corporatic

31.1(2) Certification of Chief Executive Officer pursuantRule 13-14(a) and Rule 1!-14(a) of the Securities Exchange Act,
Amended.

31.2(2) Certification of Chief Financial Officer pursuantRule 13-14(a) and Rule 1:-14(a) of the Securities Exchange Act
Amended.

32(3) Certification of Chief Executive Officer and Chigihancial Officer pursuant to 18 U.S.C. 1350, agpaeld pursuant to

Section 906 of the Sarbal-Oxley Act of 2002 and furnished herewith pursuan8EC Release No. -8238.
101.INS(4) XBRL Instance Documer
101.SCH(4 XBRL Taxonomy Extension Schema Docum
101.CAL(4) XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.LAB(4) XBRL Taxonomy Extension Label Linkbase Docum
101.PRE(4 XBRL Taxonomy Extension Presentation Linkbase Doent

101.DEF(4) XBRL Taxonomy Extension Definition Linkbase Docunh

(1) Incorporated by reference to the correspondinghtéixhumber of the registration statement on Forth@-the registrant (No. 333-
136735) filed with the Securities and Exchange Cassion on October 23, 2006.

(2) Filed herewith.

(3) The information in Exhibit 32 shall not be deeméted” for purposes of Section 18 of the Securitteschange Act of 1934, as
amended, (the “Exchange Act”), or otherwise subethe liabilities of that section, nor shall tHesy deemed incorporated by
reference in any filing under the Securities Acfie83, as amended, or the Exchange Act (includirggReport), unless Netlist, Inc.
specifically incorporates the foregoing informatioto those documents by reference.

(4) Furnished herewith. In accordance with Rule 406Refulation S-T, the information in these exhikitgll not be deemed to be
“filed” for purposes of Section 18 of the Secustiexchange Act of 1934, or otherwise subject toilitg under that section, and shall
not be incorporated by reference into any registnagtatement or other document filed under theuBgées Act of 1933, except as
expressly set forth by specific reference in stilingf
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Exhibit 10.1
AMENDMENT TO LOAN DOCUMENTS
THIS AMENDMENT TO LOAN DOCUMENTS (this “Amendment”) is entered into as of May 11120by and between SILICON
VALLEY BANK (“Bank” or “Silicon”) and NETLIST, INC., a Delaware corporation (“Borrower”). Borroweckief executive office is
located at 51 Discovery, Suite 150, Irvine, CA 9261
RECITALS

A. Bank and Borrower are parties to tleatain Loan and Security Agreement with an Effex@ate of October 31, 2009 (as
amended, modified, supplemented or restated, tbarflAgreement”) in effect between Bank and Borrower

B. Bank has extended credit to Borrowetthe purposes permitted in the Loan Agreement.

C. Bank has agreed to so amend the Loaaéehgent, but only to the extent, in accordance thighterms, subject to the
conditions and in reliance upon the representatmuswarranties set forth below.

AGREEMENT

NOW, THEREFORE, in consideration of the foregoing recitals and oth@od and valuable consideration, the receiptatetjuacy
of which is hereby acknowledged, and intendingeddgally bound, the parties hereto agree as fallow

1. Definitions. Capitalized terms used but not defined in thiseshidment shall have the meanings given to themei.dan
Agreement.
2. Amendments to Loan Documents.
2.1 Addition of Term Loan Il. The following language is hereby added to the LAgreement as Section 2.1.7 and

shall read as follows:
2.1.7 Term Loan Il.

(@) Availability. On the May 2011 Amendment Effective Date, Bamidlanake one (1) term loan
available to Borrower in an amount up to the Temaih Il Amount, subject to the satisfaction of thents and
conditions of this Agreement.

(b) Repayment Borrower shall repay the Term Loan Il in (i) twbe-four (24) equal installments of
principal, plus (i) monthly payments of accrueteirest (the “Term Loan Il Payment”’Beginning on the first day «
the month following the month in which the Fundibgte occurs, each Term Loan Il Payment shall bafgayon th
first day of each month. Borrower’s final Term lookh Payment, due on the Term Loan Il Maturity Datlall
include all outstanding principal and accrued anpaid interest under the Term Loan II.
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2.2

2.3
shall read as follows

Modified Interest Rate.Section 2.3(a) of the Loan Agreement is hereby aleénn its entirety to read as follows:
€) Interest Rate

0] Advances Subject to Section 2.3(b), the principal amauutstanding under the Revolving Line
shall accrue interest at a per annum rate equbktéollowing: (i) at all times that a Streamlinerfod is in effect, on
and one-quarter of one percentage points (1.25%)eathe Prime Rate; and (i) at all times thatr@&tnline Period
is not in effect, two and one-quarter of one petaga points (2.25%) above the Prime Rate; whiatrést shall be
payable monthly in accordance with Section 2.3¢fpty.

(i) Term Loan Subject to Section 2.3(b), the principal amauutstanding under the Term Loan
shall accrue interest at a per annum rate equalecand three-quarters of one percentage poir¥d). above the
Prime Rate, which interest shall be payable morithBccordance with Section 2.3(f) below.

(iii) Term Loan Il. Subject to Section 2.3(b), the principal amauurtstanding under the Term Loat
shall accrue interest at a per annum rate equald@nd one-half percentage points (2.50%) abosd’time Rate,
which interest shall be payable monthly in accooganith Section 2.3(f) below.

Modified Anniversary Fee.The following language is hereby added to the LAgreement as Section 2.4(g) and

(9) Anniversary FeeA fully earned, non-refundable fee equal to @658f the Maximum Revolver Amount,
on September 30, 2011 and on September 30 of eachthereafter (exclusive of the Revolving Line May Date);
and if this Agreement is terminated prior to SegienB0 of any given year, either by Borrower or BaBorrower
shall pay the Anniversary Fee that would be duSeptember 30 of such given year to Bank in additioany
Termination Fee.




2.4 Modified Termination FeeSection 12.1 of the Loan Agreement is hereby aneidés entirety to read as follov

12.1 Termination Prior to Revolving Line Matrity Date . On the Revolving Line Maturity Date or on any
earlier effective date of termination, Borrower lspay and perform in full all Obligations, whethevidenced by
installment notes or otherwise, and whether oratiair any part of such Obligations are otherwtsentdue and
payable. This Agreement may be terminated pridéhéoRevolving Line Maturity Date by Borrower, effeve three
(3) Business Days after written notice of termioatis given to Bank. Notwithstanding any such feation, Banks
lien and security interest in the Collateral arlcdb&Bank’s rights and remedies under this Agreenséall continue
until Borrower fully satisfies its Obligations. $fich termination is at Borrower’s election, or anR's election due
the occurrence and continuance of an Event of tef@arrower shall pay to Bank, in addition to tha@yment of any
other expenses or fees then-owing, a terminatierinfan amount equal to 2.0% of the Maximum Rewolmount

if termination occurs on or before the date thaitrie year prior to the Revolving Line Maturity Daaad 1.0% of the
Maximum Revolver Amount if termination occurs aftee date that is one year prior to the RevolvingelMaturity
Date; provided that no termination fee shall bergbd if the credit facility hereunder is replaceitiva new facility
from another division of Silicon Valley Bank

2.5 Modified Definitions. In Section 13.1 of the Loan Agreement, the folluywdefinitions are, as applicable, either
hereby (i) amended in their entirety to read a®¥ad or (ii) added to read as follows:

“ Credit Extension” is any Advance, Term Loan, Term Loan I, LettéiGyedit, FX Forward Contract, amount
utilized for Cash Management Services, or any otixeznsion of credit by Bank for Borrower’s benefit

“May 2011 Amendment” is that certain Amendment to Loan Documents betvBsamower and Bank and dated
approximately May , 2011.

“May 2011 Amendment Effective Date”is as defined in the May 2011 Amendment.
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“ Revolving Line Maturity Date ” September 30, 2013.
“Term Loan II" is a loan made by Bank pursuant to the terms dfi@®e2.1.7 hereof.
“Term Loan Il Amount” is an amount equal to Three Million Dollars ($3,1D).

“ Term Loan Il Maturity Date ” is the earlier of the following dates: (i) May,12013, (ii) the Revolving Line
Maturity Date or (iii) the date this Agreement témates by its terms or is terminated by eitherypartaccordance
with its terms.

“ Term Loan Il Payment " is defined in Section 2.1.7(b).

2.6 Additional Commitment Fee.In the event the Maximum Revolver Amount is incezhffom $10,000,000 to
$15,000,000, at the time of such increase, Borr@hal pay to Bank an additional fully earned, mefundable commitment fee of $25,000.
This is the same Additional Commitment Fee setfortthat certain Amendment to Loan Agreement d&eptember 30, 2010 by and betw
Borrower and Bank.

3. Limitation of Amendments.

3.1 The amendments set forth$ection 2, above, are effective for the purposes set fogtiein and shall be limited
precisely as written and shall not be deemed tbéa consent to any amendment, waiver or modificatf any other term or condition of any
Loan Document, or (b) otherwise prejudice any rightemedy which Bank may now have or may havéénfature under or in connection
with any Loan Document.

3.2 This Amendment shall be construed in connectioh aitd as part of the Loan Documents and all tecorgditions,
representations, warranties, covenants and agresmetforth in the Loan Documents (as amendetiibyAimendment, as applicable) are
hereby ratified and confirmed and shall remairuilhfbrce and effect.

4, Representations and Warranties.To induce Bank to enter into this Amendment, Baer hereby represents and warrants
to Bank as follows:

4.1 Immediately after giving effect to this Amendme(at) the representations and warranties containgukihoan
Documents are true, accurate and complete in daénahrespects as of the date hereof (excepte@xtent such representations and warranties
relate to an earlier date, in which case theyrareand correct as of such date, or except aswaigepreviously disclosed in writing by
Borrower to Bank), and (b) no Event of Default basurred and is continuing;
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4.2 Borrower has the power and authority to executedslider this Amendment and to perform its obligas under th
Loan Documents, as amended by this Amendment;

4.3 The organizational documents of Borrower delivaeBank on the Effective Date remain true, accusaate
complete and have not been otherwise amended,esuppted or restated and are and continue to hdl fiofce and effect;

4.4 The execution and delivery by Borrower of this Arderent and the performance by Borrower of its obiiges
under the Loan Documents, as amended by this Amenthave been duly authorized;

4.5 The execution and delivery by Borrower of this Arderent and the performance by Borrower of its obiiges
under the Loan Documents, as amended by this Amengrdo not and will not contravene (a) any lawegulation binding on or affecting
Borrower, (b) any contractual restriction with a$a binding on Borrower, (c) any order, judgmentlecree of any court or other
governmental or public body or authority, or sulilon thereof, binding on Borrower, or (d) the argational documents of Borrower;

4.6 The execution and delivery by Borrower of this Amderent and the performance by Borrower of its olbigyes
under the Loan Documents, as amended by this Amentjrdo not require any order, consent, approicanse, authorization or validation of,
or filing, recording or registration with, or exetign by any governmental or public body or authgrir subdivision thereof, binding on either
Borrower, except as already has been obtained densand

4.7 This Amendment has been duly execatetidelivered by Borrower and is the binding cddiign of Borrower,
enforceable against Borrower in accordance witteit:is, except as such enforceability may be lidnlitg bankruptcy, insolvency,
reorganization, liquidation, moratorium or othen#ar laws of general application and equitableg@ples relating to or affecting creditors’
rights.

5. Release by Borrower Borrower hereby agree as follows:

5.1 FOR GOOD AND VALUABLE CONSIDERATION , Borrower hereby forever relieves, releases, aschdrges
Bank and its present or former employees, officdirgctors, agents, representatives, attorneyseaald of them, from any and all claims, de
liabilities, demands, obligations, promises, aatgeements, costs and expenses, actions and cdasg®n, of every type, kind, nature,
description or character whatsoever, whether knosumknown, suspected or unsuspected, absolutentingent, arising out of or in any
manner whatsoever connected with or related t@ fagtcumstances, issues, controversies or clakistireg or arising from the beginning of
time through and including the date of executiothis Amendment (collectively Released Claims). Without limiting the foregoing, the
Released Claims shall include any and all liak#itor claims arising out of or in any manner whaigo connected with or related to the Loan
Documents, the Recitals hereto, any instrumentgesgents or documents executed in connection wighofithe foregoing or the origination,
negotiation, administration, servicing and/or enémnent of any of the foregoing.
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5.2 In furtherance of this release, Borroeepressly acknowledges and waives any and allgightler Section 1542 of
the California Civil Code, which provides as follew

“A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS WHICH THE CREDITOR DOES NOT KNOW OR
EXPECT TO EXIST IN HIS OR HER FAVOR AT THE TIME OF EXECUTING THE RELEASE, WHICH IF
KNOWN BY HIM OR HER MUST HAVE MATERIALLY AFFECTED H IS OR HER SETTLEMENT WITH THE
DEBTOR.” (Emphasis added.)

5.3 By entering into this release, Borrower recognibad no facts or representations are ever absplogtain and it
may hereafter discover facts in addition to oreafight from those which it presently knows or bedeto be true, but that it is the intention of
Borrower hereby to fully, finally and forever settind release all matters, disputes and differekoesvn or unknown, suspected or
unsuspected; accordingly, if Borrower should subsetly discover that any fact that it relied upprentering into this release was untrue, or
that any understanding of the facts was incori&atrower shall not be entitled to set aside thisagse by reason thereof, regardless of any
claim of mistake of fact or law or any other circstances whatsoever. Borrower acknowledges thanibt relying upon and has not relied
upon any representation or statement made by Béhkr@spect to the facts underlying this releaswithn regard to any of such party’s rights
or asserted rights.

5.4 This release may be pleaded as a full and comgéfense and/or as a cross-complaint or countercgmnst any
action, suit, or other proceeding that may be tustd, prosecuted or attempted in breach of thésmse. Borrower acknowledges that the rels
contained herein constitutes a material inducenmeBank to enter into this Amendment, and that Bankild not have done so but for Bank’s
expectation that such release is valid and enfobiedn all events.

5.5 Borrower hereby represents and warrants to BarkkBamk is relying thereon, as follows:

€) Except as expressly stated in this Amendment, @eBlank nor any agent, employee or representafive o
Bank has made any statement or representationrtoBer regarding any fact relied upon by Borroweentering into this Amendment.
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(b) Borrower has made such investigation of the faettaming to this Amendment and all of the matters
appertaining thereto, as it deems necessary.

(©) The terms of this Amendment are contractual ancarmoere recital.

(d) This Amendment has been carefully read by Borroter contents hereof are known and understood by
Borrower, and this Amendment is signed freely, attiout duress, by Borrower.

(e) Borrower represents and warrants that it is the aot lawful owner of all right, title and interéstand to
every claim and every other matter which it reledserein, and that it has not heretofore assignéguasferred, or purported to assign or
transfer, to any person, firm or entity any claionsther matters herein released. Borrower shdénmify Bank, defend and hold it harmless
from and against all claims based upon or arigingpnnection with prior assignments or purportesiggsnents or transfers of any claims or
matters released herein.

6. Bank ExpensesBorrower shall pay to Bank, when due, all Bank Ehges (including reasonable attorneys’ fees and
expenses), when due, incurred in connection withuosuant to this Amendment.

7. Counterparts. This Amendment may be executed in any numbeowofiterparts and all of such counterparts takenthege
shall be deemed to constitute one and the sanrenmsht.

8. Effectiveness This Amendment shall be deemed effective uppth@due execution and delivery to Bank of this
Amendment by each party hereto and (b) Borrowemisypent of an amendment fee in an amount equal28@ (with respect to the Term
Loan Il). The above-mentioned fee shall be fullyreed and payable concurrently with the executmmhdelivery of this Amendment and shall
be non-refundable and in addition to all interest ather fees payable to Bank under the Loan DootsneBank is authorized to charge such
fees to Borrower’s loan account. The date that Amhendment is deemed effective is referred toihexe the “May 2011 Amendment
Effective Date.”

[Remainder of page intentionally left blank; sigmmatpage immediately follows.]
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IN WITNESS WHEREOF, the parties hereto have caused this Amendment tlullyeexecuted and delivered as of the date firdtem above.

BANK BORROWER
Silicon Valley Bank NETLIST, INC.
By: /s/Brian Lowry By: /s/Gail Sasak
Name: Brian Lowry Name: Gail Sasal

Title: Relationship Manage Title: Vice President and Chief Financial Offic




Exhibit 10.2

FIRST AMENDMENT TO LEASE

l. PARTIES AND DATE.

This First Amendment to Lease (thé&thendment”) dated May x, 2011, is by and between THE IRVISBMPANY LLC,
a Delaware limited liability company {andlord "), and NETLIST, INC., a Delaware corporationT&nant ")

Il. RECITALS.

On April 2, 2007, Landlord and Tenant entered entease (‘Lease”) for space in a building located at 51 Discovery,
Suite 150, Irvine, California (Premises”).

Landlord and Tenant each desire to modify the Léasxtend the Lease Term, to adjust the Basic Retito make such
other modifications as are set forth in “lIl.L MODIEATIONS” next below.

M. MODIFICATIONS.

A. Basic Lease ProvisionsThe Basic Lease Provisions are hereby amendfadl@ass:

1. Item 5is hereby deleted in its entirety and stin®td therefore shall be the following:

“5. Term: The Term of this Lease shall expire atngt on July 31, 2013 (unless earlier terminatexspant to the terr
of the Lease)".

2. Item 6 is hereby amended by adding the following:

“Commencing August 1, 2011, the Basic Rent shalllwenty One Thousand Five Hundred Four Dollars ($24.00) per
month, based on $.75 per rentable square foot.

Commencing August 1, 2012, the Basic Rent shaliwenty Four Thousand Three Hundred Seventy-Oneabol|
($24,371.00) per month, based on $.85 per rensahlare foot.

B. Right to Expand/Right of First Refusabection 2.4 and Section 2.5 of the Lease aréleteleted in their entirety and shall h:
no further force or effect.

C. Rightto Extend the Leaséhe provisions of Section 3.3 of the Lease exttitiRight to Extend this Lease” shall remain ifl ful
force and effect and exercisable by Tenant dutieglterm of the Lease as extended by this Amendment.

D. Brokers Commission Article XVIII of the Lease is amended to provithat the parties recognize the following partieshas
brokers who negotiated this Amendment, and agrgeliindlord shall be responsible for payment okbrage commissions to
such brokers pursuant to its separate agreemethtsugh brokers: Irvine Realty CompanyL@ndlord’s Broker ") and Real-
Tech, Inc. (“Tenant’s Broker ). It is understood and agreed that Landlord’sk&morepresents only Landlord in connection with
the execution of this Amendment and that TenanttkBr represents only Tenant. The warranty andnimdigy provisions of
Article XVIII of the Lease, as amended hereby, kbalbinding and enforceable in connection withrikegotiation of this
Amendment.




V.

m

Acceptance of Premise§enant acknowledges that the lease of the Premissuant to this Amendment shall be on an “as-is”
basis without further obligation on landlord’s pastto improvements whatsoever.

GENERAL.

Effect of AmendmentsThe Lease shall remain in full force and effeatept to the extent that it is modified by this Amdenent.

Entire Agreement This Amendment embodies the entire understangtgeen Landlord and Tenant with respect to the
modifications set forth in “lll. MODIFICATIONS” abee and can be changed only by a writing signeddaydlord and Tenant.

Counterparts If this Amendment is executed in counterpardsheis hereby declared to be an original; all, haweshall
constitute but one and the same amendment. laetign or proceeding, any photographic, photostatiother copy of this
Amendment may be introduced into evidence withouhfiation.

Defined Terms All words commencing with initial capital letteirs this Amendment and defined in the Lease shalkhthe sarr
meaning in this Amendment as in the Lease, unkessdre otherwise defined in this Amendment.

Corporate and Partnership Authoritlf Tenant is a corporation or partnership, ozasmprised of either or both of them, each
individual executing this Amendment for the corpia or partnership represents that he or shelisalithorized to execute and
deliver this Amendment on behalf of the corporatiompartnership and that this Amendment is bindipgn the corporation or
partnership in accordance with its terms.

SDN List. Tenant hereby represents and warrants, to iteblkhowledge, that neither Tenant nor any officéector, partner or
other principal of Tenant (collectively,Fenant Parties”) is listed as a Specially Designated National Biatked Person (SDN
") on the list of such persons and entities isdoyethe U.S. Treasury Office of Foreign Assets Can®FAC). In the event
Tenant or any Tenant Party is or becomes listeathé®DN, Tenant shall be deemed in breach of thesé.@nd Landlord shall he
the right to terminate this Lease immediately upoitten notice to Tenant.

EXECUTION.

Landlord and Tenant executed this Amendment oml#te as set forth in “l. PARTIES AND DATE.” above.




LANDLORD:

THE IRVINE COMPANY LLC.
A Delaware limited liability compan

By /S/ Steven M Cas

TENANT:

NETLIST, INC.
a Delaware corporatic

By /S/ C.K. Hong

Steven M Case, Executive Vice Presid
Office Properties

By  /S/ Holly McManus

C.K. Hong, President and CE

By /S/ Gail M. Sasak

Holly McManus, Vice Presidet
Operations, Office Propertit

Gail M. Sasaki, V.P. and CF




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 répor Form 10-Q of Netlist, Inc., a Delaware corgioma (the “Registrant”);

2. Based on my knowledge, this repogsdnot contain any untrue statement of a mat@galr omit to state a material fact
necessary to make the statements made, in lighedafircumstances under which such statementsmwade, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the finansiatements, and other financial information ineldich this report, fairly 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 certifyindicér and | are responsible for establishing anthtaming disclosure 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 controts@ocedures, or caused such disclosure contrdip@tedures to be designed
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 oweafcial reporting, or caused such internal cordx@r financial reporting 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 tlegiBtrant’s disclosure controls and procedurespresented in this report 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 changéhie Registrant’s internal control over financigborting that occurred during
the Registrant’s most recent fiscal quarter (thgi®eant’s fourth fiscal quarter in the case ofammual report) that has materially affected, or is
reasonably likely to materially affect, the Regisit's internal control over financial reporting;dan

5. The Registrant’s other certifyindicér and | have disclosed, based on our most tenexluation of internal control over
financial reporting, to the Registrant’s auditonsldhe audit committee of the Registrant’s boardiadctors (or persons performing the
equivalent functions):

a) All significant deficiencies and raahl weaknesses in the design or operation ofriatecontrol over financial
reporting which are reasonably likely to adversafgct the Registrant’s ability to record, procesgnmarize and report financial information;
and

b) Any fraud, whether or not materikat involves management or other employees who aaignificant role in the
Registrant’s internal control over financial repogt

May 12, 2011 /s/ Chun K. Hon¢
Chun K. Hong
President, Chief Executive Officer and ChairmaithefBoarc
(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

[, Gail M. Sasaki, certify that:
1. I have reviewed this quarterly répor Form 10-Q of Netlist, Inc., a Delaware corgioma (the “Registrant”);

2. Based on my knowledge, this repogsdnot contain any untrue statement of a mat@galr omit to state a material fact
necessary to make the statements made, in lighedafircumstances under which such statementsmwade, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the finansiatements, and other financial information ineldich this report, fairly 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 certifyindicér and | are responsible for establishing anthtaming disclosure 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 controts@ocedures, or caused such disclosure contrdip@rtedures to be designed
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 oweafcial reporting, or caused such internal cordx@r financial reporting 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 tlegiBtrant’s disclosure controls and procedurespresented in this report 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 changéhie Registrant’s internal control over financigborting that occurred during
the Registrant’s most recent fiscal quarter (thgi®eant’s fourth fiscal quarter in the case ofammual report) that has materially affected, or is
reasonably likely to materially affect, the Regisit's internal control over financial reporting;dan

5. The Registrant’s other certifyindicér and | have disclosed, based on our most tenexluation of internal control over
financial reporting, to the Registrant’s auditonsldhe audit committee of the Registrant’s boardiadctors (or persons performing the
equivalent functions):

a) All significant deficiencies and raahl weaknesses in the design or operation ofriatecontrol over financial
reporting which are reasonably likely to adversafgct the Registrant’s ability to record, procesgnmarize and report financial information;
and

b) Any fraud, whether or not materikat involves management or other employees who aaignificant role in the
Registrant’s internal control over financial repogt

May 12, 2011 /s/ Gail M. Sasak
Gail M. Sasak
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 April 2, 2011
(the “Report”), Chun K. Hong, president, chief exte officer and chairman of the board of Netlamd Gail M. Sasaki, vice president and
chief financial officer of Netlist, each hereby tifes, pursuant to 18 U.S.C. Section 1350, as tetbpursuant to Section 906 of the Sarbanes-
Oxley Act of 2002, that, to his or her knowledge:

(1) the Report fully complies with theterements of Section 13(a) of the Securities ErgeaAct of 1934; and

(2) the information contained in the Reegairly presents, in all material respects, timaficial condition and results of
operations of Netlist, Inc.

May 12, 2011 /s/ Chun K. Hon¢
Chun K. Hong
President, Chief Executive Officer and Chairmathef Boarc
(Principal Executive Officer

May 12, 2011 /s/ Gail M. Sasak
Gail M. Sasak
Vice President and Chief Financial Offic
(Principal Financial Officer




