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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements

NETLIST, INC. AND SUBSIDIARIES

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

(unaudited) (audited)
July 3, January 2,
2010 2010
ASSETS
Current assett
Cash and cash equivalel $ 16,99: $ 9,947
Investments in marketable securit 5,211 3,94¢
Accounts receivable, n 7,11¢ 4,27:
Inventories 4,25¢ 2,23z
Prepaid expenses and other current a: 687 854
Total current asse 34,26¢ 21,25(
Property and equipment, r 4,08t 4,77¢
Long-term investments in marketable securi 902 941
Other asset 242 221
Total asset $ 39,49¢ $ 27,19!
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $ 6,17¢ $ 4,057
Accrued payroll and related liabiliti¢ 1,83¢ 2,332
Accrued expenses and other current liabili 507 60%
Accrued engineering charg 1,431 661
Current portion of lon-term debt 92 10¢
Deferred gain on sale and leaseback transa 49 10¢€
Total current liabilities 10,09" 7,871
Long-term debt, net of current portic 1C 51
Total liabilities 10,10: 7,922
Commitments and contingenci
Stockholder equity:
Common stock, $0.001 par value - 90,000 share®eréu; 25,266 (2010) and 20,111 (2009) shares
issued and outstandi 25 20
Additional paic-in capital 88,43t 71,33
Accumulated defici (58,965 (52,02¢)
Accumulated other comprehensive i (104) (57)
Total stockholder equity 29,39: 19,26¢
Total liabilities and stockholde’ equity $ 3949t § 27,191

See accompanying notes.
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NETLIST, INC. AND SUBSIDIARIES
Unaudited Condensed Consolidated Statements of Opions
(in thousands, except per share amounts)

Three Months Ended Six Months Ended
July 3, July 4, July 3, July 4,
2010 2009 2010 2009

Net sales $ 9,30¢ $ 3,17: $ 17,19: $ 5,33t
Cost of sales(1 7,48¢ 2,92¢ 13,55¢ 5,62¢
Gross profit (loss 1,81¢ 244 3,63¢ (293)
Operating expense

Research and development 3,19( 2,03( 6,19¢ 3,64

Selling, general and administrative 2,60 2,12( 5,177 4,05¢

Total operating expens: 5,79 4,15( 11,37¢ 7,69¢

Operating los: (3,979 (3,906) (7,739 (7,997)
Other income (expense

Interest income, ne 3 18 4 10C

Other income (expense), r 4 (45) 71 13C

Total other income (expense), | 7 (27) 75 23C

Loss before provision (benefit) for income ta (3,972) (3,937 (7,669 (7,762)
Provision (benefit) for income tax 2 31 (725) 49
Net loss $ (3979 $ (3,969 $ (6,939 $ (7,819
Net loss per common sha

Basic and dilute: $ (0.1¢) $ (0.20 $ (0.37) $ (0.39)
Weightec-average common shares outstand

Basic and dilute: 24,78( 19,85¢ 22,73¢ 19,85¢
(1) Amounts include stock-based compensation esgpas follows:

Cost of sale: $ 12 % 38 3 22 3 67

Research and developme 117 48 168 10€

Selling, general and administrati 297 204 623 424

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

Six Months Ended

July 3, July 4,
2010 2009
Cash flows from operating activitie
Net loss $ (6,939 $ (7,81))
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic 1,13(C 1,15(C
Amortization of deferred gain on sale and leaseltsrisactior (59) (59
Gain on disposal of asse — (11¢)
Stoclk-based compensatic 80¢ 597
Changes in operating assets and liabilit
Accounts receivabl (2,84¢€) 394
Inventories (2,02%) (125)
Income taxes receivab — 1,22¢
Prepaid expenses and other current a: 167 2
Other asset (22) 13
Accounts payabl 2,07¢ 66¢
Accrued payroll and related expen: (499) 35
Accrued expenses and other current liabili (98) 84
Accrued engineering charg 77C 511
Net cash used in operating activit (7,530 (3,429
Cash flows from investing activitie
Acquisition of property and equipme (392) (56)
Proceeds from sales of equipm — 342
Purchase of investments in marketable secul (2,380 (10,209
Proceeds from maturities and sales of investmentsarrketable securitie 1,11C 6,32F
Net cash used in investing activiti (1,662) (3,597)
Cash flows from financing activitie
Borrowings on line of cred 2,00( 10,32t
Payments on line of crec (2,000 (8,172)
Proceeds from public offering, n 16,21( —
Proceeds from exercise of stock options and wag 90 —
Payments on del (57) (240)
Net cash provided by financing activiti 16,24 1,91z
Increase (decrease) in cash and cash equivs 7,051 (5,109¢)
Cash and cash equivalents at beginning of p¢ 9,94 15,21«
Cash and cash equivalents at end of pe $ 16,99 § 10,10¢
Supplemental disclosure of r-cash investing activitie:
Unrealized losses (gains) from investments in maike securitie $ 47 $ (38)
$ 4 $ —

Increase in purchases of property and equipmemti@ddn accounts payak
See accompanying notes.
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NETLIST, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
July 3, 2010

Note 1—Description of Business

Netlist, Inc. (the “Company” or “Netlist”) designsyanufactures and sells high-performance, logiethasemory subsystems for the
server, storage and communications equipment ngarkae Company’s memory subsystems consist of auatibns of dynamic random
access memory integrated circuits, NAND flash mgmapplication-specific integrated circuits (“ASI¢and other components assembled on
printed circuit boards. The Company primarily netskand sells its products to leading original poqunt manufacturer (“OEM”) customers.
Netlist’'s solutions are targeted at applications where argrplays a key role in meeting system performaecgirements.

Note 2—Summary of Significant Accounting Policies
Basis of Presentation

The interim unaudited condensed consolidated filmhstatements 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 financial statements do ndtigre all of the information and
footnotes required by accounting principles gemgetcepted in the U.S. for complete financialeste¢nts. Therefore, these unaudited
condensed consolidated financial statements shmutéad in conjunction with the Company’s auditedsolidated financial statements and
notes thereto for the year ended January 2, 26&ded in the Company’s Annual Report on Form 1filed with the SEC on February 19,
2010.

The condensed consolidated financial statemenksdad herein as of July 3, 2010 are unaudited; hewehey 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 whollyreed subsidiaries as of July 3, 2010, the condeosesblidated results of its operations for
the three and six months ended July 3, 2010 aryd4J@009, and the condensed consolidated casls flomthe six months ended July 3, 2010
and July 4, 2009. The results of operations ferttitee and six months ended July 3, 2010 areeustssarily indicative of the results to be
expected for the full year or any future interinripds.

Reclassifications
Certain amounts in the 2009 financial statementg leen reclassified to conform with the currerdry@esentation.
Principles of Consolidation

The condensed consolidated financial statemenksdadhe accounts of Netlist, Inc. and its whollyned subsidiaries. All intercompany
balances and transactions have been eliminateahisotidation.

Fiscal Year

The Company operates under a 52/53-week fiscalgmding on the Saturday closest to December 3t figeal 2010, the Company’s
fiscal year is scheduled to end on January 1, 20itlwill consist of 52 weeks. Each of the Comparfiiyss three quarters in a fiscal year is
comprised of 13 weeks.

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally acceptethia U.S. requires management to
make estimates and assumptions that affect thetegpamounts of assets and liabilities and discséicontingent assets and liabilities at the
date of the condensed consolidated financial sttésnand the reported amounts of net sales arehegp 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 recelgaland sales returns, warranty liabilities, vabrabf inventories, fair value of financial
instruments, impairment of long-lived assets, stbaked compensation expense and realization ofrddfeax assets. The Company bases its
estimates on historical experience, knowledge ofetu conditions and our beliefs of what could adauthe future considering available
information. The Company reviews its estimatesomngoing basis. The actual results experienced b tirapany 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 and six months endlelg 3, 2010, and totaled approximately $0.1 millfor each of the three and six months
ended July 4, 2009.

The Company recognizes revenues in accordancetlvdtRinancial Accounting Standards Board (“FASBgcAunting Standards
Cadification (“ASC”) Topic 605. Accordingly, thednpany recognizes revenues when there is persuagikence 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 arddfer contracts as evidence of an arrangemetivedeoccurs when goods are
shipped for customers with FOB Shipping Point teemd upon receipt for customers with FOB Destimateyms, at which time title and risk
of loss transfer to the customer. Shipping docusarg used to verify delivery and customer accegtafihe Company assesses whether the
sales price is fixed or determinable based on #yenent terms associated with the transaction arethehthe sales price is subject to refund.
Customers are generally allowed limited rightsetfirn 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 historggderience 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 evediiness 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, whileasils incurred by the Company for
shipping and handling are classified as cost afssal

Cash and Cash Equivalents

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

Investments in Marketable Securities

The Company accounts for its investments in maltetsecurities in accordance with ASC Topic 320e Tompany determines the
appropriate classification of its investments &ttilme of purchase and reevaluates such desigretieach balance sheet date. The Company’s
investments in marketable securities have beesifils and accounted for as available-for-sale dasemanagement’s investment intentions
relating to these securities. Available-for-saleusities are stated at market value, generallydasemarket quotes, to the extent they are
available. Unrealized gains and losses, net ofiegiple deferred taxes, are recorded as a compofetiter comprehensive income (loss).
Realized gains and losses and declines in valigeplitb be other than temporary are determined b@aséle specific identification method &
are reported in other income, net in the unauditedlensed consolidated statements of operations.

The Company generally invests its excess cashrimedtic bank-issued certificates of deposit whialycederal deposit insurance,
money market funds and in highly liquid debt instents of U.S. municipalities, corporations andth8. government and its agencies. All
highly liquid investments with stated maturitiestiofee months or less from the date of purchaselassified as cash equivalents; all
investments with stated maturities of greater thaee months are classified as investments in neoleesecurities.

Fair Value of Financial Instruments

The Company’s financial instruments consist priatlipof cash and cash equivalents, investmentsarketable securities, accounts
receivable, accounts payable, accrued expensededmidnstruments. Other than for certain investsi@nauction rate securities (see Note 4)
commercial paper and short-term corporate bonésfaih value of the Company’s cash equivalentsiamestments in marketable securities is
determined based on quoted prices in active maf@etdentical assets or Level 1 inputs. Becaud@eir short-term nature, commercial paper
and short-term corporate bonds are not frequergtied. Although there are observable quotes &sdlsecurities, the markets are not
considered active. Accordingly, the fair valueshase investments are based on Level 2 inputs. Cdmpany recognizes transfers between
Levels 1 through 3 of the fair value hierarchytest beginning of the reporting period. The Compbaljeves that the carrying values of all
other financial instruments approximate their cotfair values due to their nature and respectivatibns.
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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 funds. Cash equivalents are magdavith high quality institution:
the composition and maturities of which are redylaronitored by management. The Company had $0llmbf Federal Deposit Insurance
Corporation insured cash and cash equivalentdyaBJ2010. Investments in marketable securitresgenerally in high-credit quality debt
instruments with an active resale market. Suchdtments are made only in instruments issued orreltbby high-quality institutions. The
Company has not incurred any credit risk lossested|to these investments.

The Company'’s trade accounts receivable are priynderived from sales to OEMs in the computer indusThe Company performs
credit evaluations of its customers’ financial citioth and limits the amount of credit extended wkieemed necessary, but generally requires
no collateral. The Company believes that the commagan of credit risk in its trade receivablesrisderated by its credit evaluation process,
relatively short collection terms, the high levékeedit worthiness of its customers (see Notealjl foreign credit insurance. Reserves are
maintained for potential credit losses, and sushds historically have not been significant andelia@en within management’s expectations.

Inventories

Inventories are valued at the lower of actual togturchase or manufacture the inventory or ndizadale value of the inventory. Cost is
determined on an average cost basis which approeeg@tual cost on a first-in, first-out basis amdudes raw materials, labor and
manufacturing overhead. At each balance sheet tiet€ompany evaluates its ending inventory qtieaton 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, competitivenafsgroduct offerings, market conditions and prodifetcycles when determining
obsolescence and net realizable value of raw na&iaxientory. Provisions are made to reduce exaesdsolete inventories to their estimated
net realizable values. Once established, wiiens are considered permanent adjustments tmgtédasis of the excess or obsolete inventc

Property and Equipment

Property and equipment are recorded at cost angciefed on a straight-line basis over their edteahaiseful lives, which generally range
from three to seven years. Leasehold improvementsegorded 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 theyaay value of long-lived assets held and usedsimperations for impairment on at
least an annual basis or whenever events or chamgesumstances indicate that their net book @ahay not be recoverable. When such
factors and circumstances exist, the Company caespiae projected undiscounted future net cash famssciated with the related asset or
group of assets over their estimated useful ligesrest their respective carrying amount. Thesgepted future cash flows may vary
significantly over time as a result of increasethpetition, changes in technology, fluctuations ém@nd, consolidation of our customers and
reductions in average selling prices. If the dagyalue is determined not to be recoverable ffotare operating cash flows, the asset is
deemed impaired and an impairment loss is recodriz¢he extent the carrying value exceeds thenaestid 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.
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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 withiinagement’s expectations and the
provisions established.

Stock-Based Compensation

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

In accordance with ASC Topic 718, employee andctlirestock-based compensation expense recogniz@tydbe period is based on the
value of the portion of stock-based payment awtrdsis ultimately expected to vest during the @eri 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&bse 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 Bfackeles option pricing model. The
Black-Scholes model requires subjective assumptiegarding future stock price volatility and expattime to exercise, along with
assumptions about the risk-free interest rate apdeted dividends, which affect the estimatedvalues of the Company’s common stock
option awards. The expected term of options grhigtealculated as the average of the weightedngeperiod and the contractual expiration
date of the option. This calculation is basedtengafe harbor method permitted by the SEC innmestswhere the vesting and exercise terms
of options granted meet certain conditions and efiarited historical exercise data is availableioPto fiscal 2009, the expected volatility v
based on the historical volatilities of the comnstock of comparable publicly traded companies baseshanagement’s belief that the
Company had limited historical data regarding thkatility of its stock price on which to base a megful estimate of expected volatility.
Beginning in fiscal 2009, the expected volatilisybased on the historical volatility of the Compamgommon stock. The risk-free rate selected
to value any particular grant is based on the Ut8asury rate that corresponds to the expecteddéthe grant effective as of the date of the
grant. The expected dividend assumption is basédeo@ompany’s history and management’s expectagigarding dividend payouts.
Compensation expense for common stock option awaittisyraded vesting schedules is recognized dra@ght-line basis over the requisite
service period for the last separately vestingiporndf 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 commsimrtk on the grant date and the purchase prideeofetstricted stock award, if any, reduced
by expected forfeitures.

Income Taxes

Under ASC Topic 270, the Company is required tasidis effective tax rate each quarter to be ctest with the estimated annual
effective tax rate. The Company is also requirecttmrd the tax impact of certain discrete itenmsjswal 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 becagfitre recognized are excluded from the
estimated annual effective tax rate. The impasuch 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 recogniaeéflect 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 whemitoire 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 stateémezognition 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 arrangementdhelopment 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’s operations in the PRC are subjecatious political, geographical and economic righd uncertainties inherent to
conducting business in China. These include, luhat limited to, (i) potential changes in econogoaditions in the region, (ii) managing a
local workforce that may subject the Company toeutainties or certain regulatory policies, (iiijastges in other policies of the Chinese
governmental and regulatory agencies, and (iv) gbain the laws and policies of the U.S. governmegirding the conduct of business in
foreign countries, generally, or in China, in pautar. Additionally, the Chinese government colsttbe procedures by which its local
currency, the Chinese Renminbi (“‘RMB”), is convdrirto other currencies and by which dividends mayleclared or capital distributed for
the purpose of repatriation of earnings and invests If restrictions in the conversion of RMBimithe repatriation of earnings and
investments through dividend and capital distritmitiestrictions are instituted, the Company’s ofi@na and operating results may be
negatively impacted. Restricted net assets osobsidiary in the PRC totaled $2.7 million at baty 3, 2010 and January 2, 2010.

Foreign Currency Re-measurement

The functional currency of the Company’s foreigbsidiary is the U.S. dollar. Local currency finaalgtatements are re-measured into
U.S. dollars at the exchange rate in effect ab@bialance sheet date for monetary assets anlitigsband the historical exchange rate for
nonmonetary assets and liabilities. Expenses amegsured using the average exchange rate foetimpexcept items related to
nonmonetary assets and liabilities, which are rasueed using historical exchange rates. All re-measent gains and losses are included in
determining net loss.

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 sharal dilutive potential common shares outstandining the period. Dilutive potential
shares consist of dilutive shares issuable upoetbecise or vesting of outstanding stock optiams estricted stock awards, respectively, and
the exercise of warrants, computed using the trgastack method. In periods of losses, basic alutiedl loss per share are the same, as the
effect of stock options, unvested restricted sharards and warrants on loss per share is antindilut
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New Accounting Pronouncements

In September 2009, the FASB issued Accounting StatsdUpdate (“ASU”) 2009-13ultiple-Deliverable Revenue Arrangements
(“ASU 2009-13"), which amends the revenue guidameger ASC Topic 605, which describes the accourfingnultiple element
arrangements. ASU 20038 addresses how to determine whether an arrangémvefving multiple deliverables contains morerhane unit o
accounting and how arrangement consideration beatheasured and allocated to the separate uratscofinting in the arrangement. ASU
2009-13 is effective on a prospective basis forGbenpany’s fiscal year 2011, with earlier adopt@mmitted. The Company is currently
evaluating the adoption of ASU 2009-13 and the ichplaat ASU 2009-13 will have on its condensed otidated financial statements.

In September 2009, the FASB issued ASU 2009ckttain Revenue Arrangements That Include Soft&émentg“ASU 2009-14),
which excludes tangible products containing sofexamponents and non-software components thatifumittgether to deliver the product’s
essential functionality from the scope of ASC Ta@85, which describes the accounting for softwakenue recognition. ASU 2009-14 is
effective on a prospective basis for the Compafigtzal year 2011, with earlier adoption permittéithe Company is currently evaluating the
impact that ASU 2009-14 will have on its condensedsolidated financial statements.

Note 3—Supplemental Financial Information
Inventories

Inventories consist of the following (in thousands)

July 3, January 2,
2010 2010
Raw materials $ 2,332 % 997
Work in proces: 65€ 342
Finished good 1,26¢ 893
$ 4,25¢ $ 2,23

Warranty Liability

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

Six Months Ended

July 3, July 4,

2010 2009
Beginning balanc $ 24C % 277
Charged to costs and expen 81 92
Usage (111) (10€)
Ending balanc: $ 21C  § 261

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

The following table summarizes the activity relatedhe Company’s accrual for facility relocatiossts during the six months ended
July 3, 2010 and July 4, 2009 (in thousands):

Six Months Ended

July 3, July 4,

2010 2009
Beginning balanc $ 84 80
(Reduction) increase in expected cc (28) 61
Net payment: (6) a7
Ending balanc: $ 50 § 124

In May 2009, the Company entered into an agreemoesublease a portion of its new domestic headgrgafacility to another tenant at a
discount from the rent required under its leasern@ment. As a result, the Company recorded antiath@il charge of approximately $61,000.
In February 2010, the sublessor vacated the spatd had subleased. The Company determinedhbagpace could be used in its operatic

As a result, the Company reversed $28,000 of itsuat for facility relocation costs. The resultiegpense increase and reduction are included

as a component of selling, general and adminiggakpenses in the accompanying condensed consalideatement of operations for the six
months ended July 3, 2010 and July 4, 2009.

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

Comprehensive Loss

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

Three Months Ended Six Months Ended

July 3, July 4, July 3, July 4,

2010 2009 2010 2009
Net loss $ (3979 $ (3964 $ (6,939 $ (7,81))
Other comprehensive los
Change in net unrealized gain (loss) on investmemtisof tax (12 6 (47) 38
Total comprehensive lo $ (3980 $ (3959 $ (6980 $ (7,779

Accumulated other comprehensive loss reflectechercondensed consolidated balance sheets at 20 8,and January 2, 2010,
represents accumulated net unrealized losses estinents in marketable securities.

Computation of Net Loss Per Share

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

Three Months Ended Six Months Ended
July 3, July 4, July 3, July 4,
2010 2009 2010 2009
Numerator: Net los $ (3979 $ (3,99 $ (6,939 $ (7,810
Denominator: Weighted-average common shares odisigrbasic and
diluted 24,78( 19,85¢ 22,73¢ 19,85¢
Net loss per share, basic and dilu $ (019 $ (020 $ (03) $ (0.39
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The following table sets forth potentially dilutieemmon share equivalents, consisting of shareslids upon the exercise or vesting of
outstanding stock options and restricted stock dsyaespectively, and the exercise of warrants peted using the treasury stock method.
These potential common shares have been excludetdtfre diluted net loss per share calculations alaevtheir effect would be anti-dilutive
for the periods then ended (in thousands):

Three Months Ended Six Months Ended
July 3, July 4, July 3, July 4,
2010 2009 2010 2009
Common share equivaler 1,79¢ 38¢ 2,07( 277

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.

Major Customers

Net sales to some of the Company’s OEM custometade memory modules that are qualified by the Camypdirectly with the OEM
customer and sold to electronic manufacturing ses/providers (“EMSs”), for incorporation into praxds manufactured exclusively for the
OEM customer or in some instances, to facilitagglitrand logistics. These net sales to EMSs hasterigally fluctuated period to period as a
portion of the total net sales to the OEM customé¥st sales to Hon Hai Precision Industry Co. Lah EMS operating under the trade name
Foxconn that purchases memory modules from the @agnfor incorporation into products manufacturedlesively for Dell, Inc. (“Dell”),
represented approximately 92% and 58% of net salBgll for the six months ended July 3, 2010 aulgt 4, 2009, respectively. Arrow
Electronics Inc. (“Arrow”) is an EMS for DRS Eleofrics, Inc. (“DRS Electronics”). Substantially aflthe Companys products sold to Arro
are incorporated into components manufactured & [Electronics. Similarly, Flextronics Internatbhtd. (“Flextronics”) distributes
substantially all of the products purchased from@ompany to F5 Networks, Inc. (“F5 Networks”). efiollowing table sets forth sales to
customers comprising 10% or more of the Compangtssales for the periods presented:

Three Months Ended Six Months Ended
July 3, July 4, July 3, July 4,
2010 2009 2010 2009
Customer:
Dell (including Foxconn 49% 60% 44% 49%
Flextronics (F5 Networks 32% *0% 32% *%
Arrow Electronics (DRS Electronic *% 15% *% 17%

* less than 10% of net sales

The Company'’s accounts receivable are concentveitbdwo customers at July 3, 2010 representing@pmately 48% and 40%, and
two customers at January 2, 2010, representingajppately 68% and 10%, of aggregate gross recedgaldl significant reduction in sales to,
or the inability to collect receivables from, arsfgcant customer could have a material adverseachpn the Company. The Company
mitigates risk associated with foreign receivalllgpurchasing comprehensive foreign credit insuganc

Cash Flow Information

The following table sets forth cash received (p&id)ncome taxes and interest for the periodsemtd (in thousands):

Six Months Ended
July 3, July 4,
2010 2009

Income taxe: $ 728 $ 12
Interest $ (36) $ (29

13
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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 July 3, 2010 Usin

Quoted Prices Significant
in Active Other Significant
Fair Value at Markets for Observable Unobservable
July 3, Identical Assets Inputs Inputs
2010 (Level 1) (Level 2) (Level 3)
Available for sale debt securitie

Obligations of the U.S. governme $ 1,00 $ 1,00 $ — $ —
Federal agency notes and bol 50C 50C — —
Commercial pape 1,04¢ — 1,04¢ —
Corporate notes and bon 2,66: — 2,66: —
Auction and variable floating rate not 90z — — 90z
Total $ 6,11 $ 150C $ 3,711 $ 902

Fair Value Measurements at January 2, 2010 Using

Quoted Prices Significant
in Active Other Significant
Fair Value at Markets for Observable Unobservable
January 2, Identical Assets Inputs Inputs
2010 (Level 1) (Level 2) (Level 3)
Available for sale debt securitie

Obligations of the U.S. governme $ 997 $ 997 $ — $ —
Federal agency notes and bol 61 61 — —
Commercial pape 1,04¢ 1,04¢ — —
Corporate notes and bon 1,84: 1,84: — —
Auction and variable floating rate not 941 — — 941
Total $ 4.89C $ 3,94¢ $ — 3 941

As of January 3, 2010, the Company reclassifiethitestments in commercial paper and corporatesrentel bonds, with a fair value of
$2,891,000, from assets measured at fair valugusimel 1 inputs to assets measured at fair vasireglLevel 2 inputs. The transfer resulted
solely from management’s reassessment of the tfagtivity in the secondary market for these itreents, which historically has been low
due to the short-term nature of the instrumentandfgement does not believe that the reassessmamy imay reflects a change in the actual
liquidity or credit quality of these investmenfEhe reassessment was precipitated by a changetodial institutions in connection with the

Company’s new revolving credit agreement (see l8pte

Fair value measurements using Level 3 inputs indhke above relate to the Company’s investmenésigtion 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):

Beginning balanc
Unrealized loss included in accumulated other cemgnsive los
Ending balanc

14

Six Months Ended

July 3, July 4,

2010 2009
$ 941 $ 96(C
(39) 19
$ 90z $ 97¢




Table of Contents
Note 5—Investments in Marketable Securities

Investments in marketable securities consist ofahewing (in thousands):

July 3, 2010
Net

Amortized Unrealized Fair

Cost Gain (Loss) Value
Obligations of the U.S. governme $ 99¢ 1 3 1,00(
Federal agency notes and bo 50C — 50C
Commercial pape 1,04¢ — 1,04¢
Corporate notes and bon 2,66¢ 3 2,66:
Auction and variable floating rate nof 1,002 (103 902
$ 6,21¢ $ (109 $ 6,11%

January 2, 2010
Net

Amortized Unrealized Fair

Cost Gain (Loss) Value
Obligations of the U.S. governme $ 997 $ — 3 997
Federal agency notes and bo 61 — 61
Commercial pape 1,04¢ — 1,04¢
Corporate notes and bon 1,83¢ 4 1,84:
Auction and variable floating rate not 1,00z (61) 941
$ 4947 % 57 $ 4,89(

Realized gains and losses on the sale of investnmemtarketable securities are determined usingpkeeific 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):

July 3, 2010
Continuous Unrealized Loss
Less than 12 months 12 months or greater
Fair Unrealized Fair Unrealized
Value Loss Value Loss
Corporate notes and bon 1,92z 3 — —
Auction and variable floating rate not — — 90z (102)
$ 1,92: $ ) $ 90z $ (101)
January 2, 2010
Continuous Unrealized Loss
Less than 12 months 12 months or greater
Fair Unrealized Fair Unrealized
Value Loss Value Loss
Corporate notes and bon $ 36€ $ Q) — —
Auction and variable floating rate not — — 941 (61)
$ 366 $ 1 $ 941 $ (61)

As of July 3, 2010 and January 2, 2010, the Compahy seven and four investments, respectively,weae in an unrealized loss
position.

Auction Rate Securities

Disruptions in the credit market continue to adebraffect the liquidity and overall market for oo rate securities. As of July 3, 2010
and January 2, 2010, the Company held two invedsrierauction rate securities with a total purchesst of $1.0 million. These two
investments represent (i) a Baal rated, fully iedudebt obligation of a municipality and (ii) an A8ed debt obligation backed by pools of
student loans guaranteed by the U.S. Departmdatio€ation. Given the insufficient observable maikptits and related information
available, the Company has classified its investsgnauction rate securities within Level 3 of fa& value hierarchy (see Note 4).

The Company does not believe that the currenuilliy of its investments in auction rate secusitieill materially impact its ability to
fund its working capital needs, capital expendsuse other business requirements. The Company, \ewemains uncertain as to when
liquidity will return to the auction rate marketghether other secondary markets will become aviailabwhen the underlying securities may
be called by the issuer. Given these and otherrtaioties, the Company’s investments in auctior sgtcurities have been classified as long-
term investments in marketable securities in ttmapanying unaudited condensed consolidated bakdrest as of July 3, 2010. The
Company has concluded that the estimated grosslireé losses on these investments, which totgledoximately $101,000 at July 3, 2010,
are temporary because (i) the Company believeshbaibsence of liquidity that has occurred istdugeneral market conditions, (ii) the
auction rate securities continue to be of a red¢dyihigh credit quality and interest is paid as duod (iii) the Company has the intent and ability
to hold these investments until a recovery in tlaekat occurs.

Other Investments in Marketable Securities

Excluding its auction rate securities, the gros®alized losses on the Company’s other investmemntgarketable securities totaled
approximately $3,000 and $1,000 as of July 3, 2@idJanuary 2, 2010, respectively, and are gepetad to the ongoing uncertainties in the
credit and financial markets, as well as changéstarest rates. The fair value of these investsierats determined based on Level 1 and Level
2 inputs, consisting of quoted prices from actuatket transactions for identical investments. Toen@any has determined that the unrealized
losses on these investments as of July 3, 201@&ameorary in nature. Factors considered in deténgiwhether impairments are other than
temporary include (i) the length of time and extenivhich fair value has been less than the ameattcost basis, (ii) the financial condition and
near-term prospects of the investee and (iii) tbenfany’s intent and ability to hold an investmentd period of time sufficient to allow for
any anticipated recovery in market value.
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The Company maintains an investment portfolio afougs holdings, types and maturities. The Companmgsts in instruments that
meet high quality credit standards, as specifidtsimvestment policy guidelines. These guideligererally limit the amount of credit
exposure to any one issue, issuer or type of imsni. The fair value of the Company’s investmentsharketable securities could change
significantly in the future and the Company mayé&guired to record other-than-temporary impairnararges or additional unrealized losses
in future periods.

The following table presents the amortized costfairdvalue of the Company’s investments in markktaecurities classified as
available-for-sale at July 3, 2010 by contractuatumity (in thousands):

July 3, 2010
Amortized Fair
Cost Value

Maturity
Less than one yei $ 521: % 5,211
One to two year — —
Greater than two year: 1,002 902

$ 6,21¢ $ 6,11

*  Comprised of auction rate securities which gengtadive 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 @ving credit agreement with Silicon Valley Bankinder the original terms of t|
credit agreement, the Company could borrow upéddhser of (i) 80% of eligible accounts receivabius $1.0 million, or (ii) $5.0 million.
The revolving credit agreement was amended on M24¢2010 to allow for increased accounts recee/abgibility and to remove the $1.0
million reduction from the calculated accounts reakle borrowing base and further amended on JOn&2@LO to modify certain financial
covenants. The credit agreement contains an dwegimit of $2.5 million to collateralize the Cqrany’s contingent obligations under letters
of credit, foreign exchange contracts and cash gemant services. Amounts outstanding under theahaiblimit reduce the amount
available pursuant to the credit agreement. At 3uR010, letters of credit in the amount of $hillion were outstanding. The letters of credit
expire on September 30, 2010.

Interest is payable monthly at either (i) primeglu25%, as long as the Company maintains $8.%omith revolving credit
availability plus unrestricted cash on deposit wité financial institution, or (ii) prime plus 226 The minimum monthly interest due is
$3,750 minus the aggregate amount of any inteesiee by the bank. The credit agreement maturéctober 30, 2010, at which time all
advances and interest are due and payable.

The Company'’s previous credit facility, which cated of a revolving line of credit and a non-rewadvequipment line, expired on
August 31, 2009 and all borrowings were repaichtoliank. Interest on the credit facility was pdgabonthly at the greatest of (i) the sum of
the prime rate plus 3%, (ii) the sum of LIBOR p&# or (iii) 8%.

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

Three Months Ended Six Months Ended

July 3, July 4, July 3, July 4,

2010 2009 2010 2009
Interest expens $ 13 $ 9 3 24 $ 12

July 3, January 2,

2010 2010
Outstanding borrowings on the revolving line ofdit: $ — 3 —
Borrowing availability under the revolving line ofedit $ 3,200 $ —
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Obligations under this revolving credit agreememstsecured by a first priority lien on the Companigngible and intangible assets. In
connection with the revolving credit agreement,@leanpany entered into an Intercompany Subordingigeement, which provided that one
of the Company’s subsidiaries, Netlist Technologxds, LP, is an additional obligor on the revolvimgdit agreement.

The revolving credit agreement subjects the Compamgrtain affirmative and negative covenantdyuiding financial covenants with
respect to the Company’s liquidity and profitailind restrictions on the payment of dividends.of3uly 3, 2010, the Company was in
compliance with its financial covenants.

Note 7—Long-Term Debt

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

July 3, January 2,
2010 2010
Obligations under capital leas $ 10z $ 15¢
Less current portio (92) (10€)
$ 10 $ 51

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

Three Months Ended Six Months Ended
July 3, July 4, July 3, July 4,
2010 2009 2010 2009
Interest expens $ 2 $ 8 % 5 % 19

Note 8—Income Taxes

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

Three Months Ended Six Months Ended
July 3, July 4, July 3, July 4,
2010 2009 2010 2009
Provision (benefit) for income tax $ 2 $ 31 $ (725) $ 49
Effective tax rate (0.1)% (0.8)% 9.5% (0.6)%

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

During the six months ended July 3, 2010, the Camparried back approximately $1.7 million of groet operating losses under the
Worker, Homeownership, and Business Act and redesvfederal income tax refund of approximately $ailfion.
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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 July 3, 2010 and January 2, 2@k@ordingly, no benefit has been recognized fordederred tax assets, including net
operating losses that cannot be realized curremdlgarryback to periods of taxable income.

The Company had unrecognized tax benefits at JUWWB0 and January 2, 2010 of approximately $0lliamithat, if recognized, would
affect the Company’s annual effective tax rate.

Note 9—Commitments and Contingencies
Litigation
Federal Securities Class Action

Beginning in May 2007, the Company, certain obifficers and directors, and the Company’s undeessitvere named as defendants in
four purported class action shareholder complaints,of which were filed in the U.S. District Coddr the Southern District of New York, a
two of which were filed in the U.S. District Codadr the Central District of California. These purfaal class action lawsuits were filed on
behalf of persons and entities who purchased @raibe acquired the Company’s common stock pursaraméceable to the Company’s
November 30, 2006 initial public offering (t“IPQO”). The lawsuits were consolidated into a sengttion—Belodoff v. Netlist, Inc., Lead Case
No. SACV0-677 DOC (MLGx)—which is currently pending in theftral District of California. Lead Plaintiff filethe Consolidated
Complaint in November 2007. Defendants filed timeations to dismiss the Consolidated Complaint imuday 2008. The motions to dismiss
were taken under submission in April 2008 and oty 8@, 2008, the court granted the defendants’ metiblowever, plaintiffs were granted
the right to amend their complaint and subsequditégl their First Amended Consolidated Class Act@omplaint (“Amended Complaint”) in
July 2008. The defendants filed motions to disrttissAmended Complaint in January 2009, and on Aptil2009, the court granted
defendants’ motions to dismiss. However, plaintiffsre again granted the right to amend their complalaintiffs’ filed their Second
Amended Consolidated Class Action Complaint (“SecAmended Complaint’h May 2009. Generally, the Second Amended Complike
the preceding complaints, alleged that the Registré&tatement filed by the Company in connectidgtinthe IPO contained untrue statements
of material fact or omissions of material fact inlation of Sections 11 and 15 of Securities Ac1883. Defendants filed motions to dismiss
the Second Amended Complaint in June 2009. Theom®tio dismiss were taken under submission in AL2QR9 and on September 1, 2009,
the Court granted the defendants’ motions. HowgMaintiffs again were granted the right to amemeirtcomplaint.

In December 2008, the parties reached a tentagireement in principle to settle the class actiar-ébruary 2010, the parties executed a
Stipulation and Agreement of Settlement documerttiggessential terms of the proposed settlemeotnired the court of their proposed
settlement, and drafted a joint motion to submihi court for preliminary approval of the proposettiement. Under the settlement agreer
presented to the court for approval, plaintiffs #mel class will dismiss all claims, with prejudi@e exchange for a cash payment of
$2.6 million. The Company'’s directors’ and officdrability insurers will pay the settlement amountaccordance with the Company’s
insurance policies.

On April 19, 2010, the court issued an order prilarily approving the settlement. A final settlethapproval hearing is scheduled to be
held on September 30, 2010. Despite the proposeiagnt to settle this action, the Company beligévaisthe allegations lack merit and, if
necessary, intends to vigorously defend all claasserted. The Company makes no assurances airthithat the court will grant approval of
the proposed settlement terms or that the mattienately will be settled.

Patent Claims

In May 2008, the Company initiated discussions v@tiogle, Inc. regarding the Company'’s claims thab@e has infringed on a US
patent assigned to the Company relating genemllyahk multiplication” in memory modules. On Augu®, 2008, Google filed a declaratory
judgment lawsuit against the Company in Unitedet@istrict Court for the Northern District of (falinia, seeking a declaration that Goa
did not infringe on the Company’s patent, and thatCompany’s patent is invalid. Google is not #sgkny monetary damages. On
November 18, 2008, the Company filed a countercfaininfringement of the patent by Google. Claimnstiuction proceedings were held
November 14, 2009, and the Company prevailed oryalisputed claim construction issue. On June 102¢he Company filed a motion f
summary judgment of patent infringement and a nmofttw summary judgment dismissing Google’s affirivatdefenses based on Netlist’s
activities with the JEDEC standard-setting bodyallis currently set for November 1, 2010.
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On December 4, 2009, the Company filed a paterihggment suit against Google in the United StBtissrict Court for the Northern
District of California, seeking damages and injivetelief based on Google’s infringement of a reheissued patent related to the Company’
patent-in-suit in the August 29, 2008 declaratoiggiment action filed by Google. On February 3, 200court ordered a settlement
conference in both cases by May 4, 2010. On Feprlgr2010, Google answered the Company’s compéaidthas asserted counterclaims
against the Company seeking a declaration thgtatent is invalid and not infringed, and claimihgttthe Company committed fraud,
negligent misrepresentation and contractual bresitheonnection with the setting of standards cedday the patent. The counterclaim seeks
unspecified compensatory damages. Claim construptioceedings are currently scheduled for Septe®i#010. The Company intends to
vigorously pursue its infringement claims againsb@e and to vigorously defend against Google’'smda

On September 22, 2009, the Company filed a patdrimgement lawsuit against Inphi Corporation ie thinited States District Court for
the Central District of California. The suit allegéhat Inphi is contributorily infringing and acglly inducing the infringement of a US patent
assigned to the Company which is directed to memuosglules with load isolation and memory domaingfation capabilities. The Company
seeking damages and injunctive relief based oni’kpke of its patented technology. On DecembeRPR9, Netlist fled an Amended
Complaint asserting claims of patent infringemeagdsl on two additional patents concerning loagigsi and memory domain translation
technologies. Inphi has denied infringement anddsagrted that the patents-in-suit are invalidAPnil 20, 2010, Inphi filed a request for
reexamination of all three patents in suit with thated States Patent and Trademark Office andwoeatly, filed a motion to stay the case
until the Patent Office completes reexaminatiore $tay was granted on May 18, 2010; however, thagaoy intends to continue to
vigorously pursue its infringement claims and tgorbusly defend against Inphi’s claims of invaljdit the Patent Office as well as the Court.

On November 30, 2009, Inphi Corporation filed agpainfringement lawsuit against the Company intinited States District Court for
the Central District of California alleging infriegnent of two patents related to memory module duiptfers. Discovery is currently
underway, and the Company intends to vigorouslgmigfagainst Inphi’s claims of infringement.

On March 24, 2010, Ring Technologies Enterprides f& patent infringement lawsuit in the Unitedt&eDistrict Court for the Eastern
District of Texas against Dell Computer and its@igrs. The suit alleges that the Company andg/fowvb (42) other defendants infringed on
patent no. 6,879,526. The Company is preparinanawer to Ring Technologies’ complaint and intetedgigorously defend against Ring
Technologies’ claims of infringement.

Trade Secret Claim

On November 18, 2008, the Company filed a claintfade secret misappropriation against Texas Imstnis (“T1”) in Santa Clara
County Superior Court, based on TI's disclosureasffidential Company materials to the JEDEC staghdatting body. Pursuant to a
confidential settlement agreement between thegsartihe case was dismissed with prejudice on Map@0o0.

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 propertdemnities to the Compars/tustomers 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 anfficers of the Company to the maximum extentptted 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, maygléknite. The majority of these indemnities, goitments 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 thed@atons, and no liabilities have been recordedfiese indemnities, commitments and
guarantees in the accompanying condensed consalidalance sheets.
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Note 10—Stockholders’ Equity
Common Stock

On March 24, 2010, the Company sold 4,594,250 shafreommon stock in a registered public offerifithe shares were sold to the
public at a price of $3.85 per share. The Compangived net proceeds of $16.2 million, after umdigéing discounts and commissions, and
estimated expenses payable by the Company.

Stock-Based Compensation

The Company has stock-based compensation awarsisoding pursuant to the 2000 Equity Incentive Rilaa “2000 Plan”and the 200
Equity Incentive Plan (the “2006 Plan”). Effectias of the IPO, no further grants may be made utihée2000 Plan. In addition to awards
made pursuant to the 2006 Plan, the Company pealhgissues inducement grants outside the 2006 t®laertain new hires. In the six
months ended July 3, 2010, the Company issued @05ick options pursuant to inducement grants.

On June 2, 2010, the Company’s shareholders appavamendment to the 2006 Plan to provide thattingber of shares of common
stock that may be issued shall be increased aiynoyakh number of shares equal to the lesser of ®0#te issued and outstanding shares as of
January 1 of each year or 1,200,000 shares. feritune 2, 2010, the annual increase in sharelblaunder the 2006 Plan was capped at
500,000. The amendment is effective for fiscal®0An additional 505,566 shares are availablésgwance as a result of the amendment to
the 2006 Plan. At July 3, 2010, the Company hatiZgl shares available for grant pursuant to opstotk appreciation right, performance
unit, restricted stock, restricted stock unit mc&tgrant awards under the 2006 Plan.

A summary of the Company’s common stock optionvitgtas of and for the six months ended July 3,@31presented below (shares in
thousands):

Options Outstanding

Weighted-

Average

Number of Exercise

Shares Price

Options outstanding at January 2, 2| 4,29t $ 2.41
Options grante: 36C 3.5¢
Options exercise (56) 1.1¢
Options cancelle (142 0.92
Options outstanding at July 3, 20 4,460 $ 2.57

A summary of the Company’s restricted stock awasief and for the six months ended July 3, 20J0dsented below (shares in
thousands):

Restricted Stock Outstanding

Weighted-

Average

Grant-Date

Number of Fair Value

Shares per Share
Balance outstanding at January 2, 2 — $ —
Restricted stock grante 48¢€ 3.4¢
Balance outstanding at July 3, 2C 48¢€ $ 3.4¢

Restricted stock awards vest in eight equal incrémat intervals of approximately six months frdra tate of grant.
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The following table presents details of the assimngtused to calculate the weighted-average giatetfdir value of common stock
options granted by the Company:

Six Months Ended

July 3, July 4,

2010 2009
Expected term (in year 5.5 5.4
Expected volatility 14€% 111%
Risk-free interest rat 2.4% 2.9€¢%
Expected dividend — —
Weighte-average grant date fair value per st $ 33C $ 0.27

The weighted-average fair value per share of thicted stock granted in the six months ended 3uB010 was $3.48, calculated based
on the fair market value of the Company’s commaelsbn the respective grant dates.

At July 3, 2010, the amount of unearned stbeked compensation currently estimated to be ergddnsm fiscal 2010 through fiscal 20
related to unvested common stock options and céstristock awards is approximately $3.2 milliort, afeestimated forfeitures. The weighted-
average period over which the unearned stock-besegensation is expected to be recognized is appetely 3.1 years. If there are any
modifications or cancellations of the underlyingrasted awards, the Company may be required toexaete) increase or cancel any remaining
unearned stock-based compensation expense.

Warrants

A summary of activity with respect to outstandingrrants to purchase shares of the Company’s constock for the six months ended
July 3, 2010 is presented below (shares in thowand

Weighted-
Average
Number of Exercise
Shares Price
Warrants outstanding at January 2, 2 18 $ 1.2t
Warrants exercise (18) 1.2¢

Warrants outstanding and exercisable at July 30: — —

Note 11—Segment and Geographic Information

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

At July 3, 2010 and January 2, 2010, approxime$ely million and $3.0 million, respectively, of ti®mmpany’s net long-lived assets
were located in the PRC.

Note 12—Subsequent Events

In July 2010, the Company purchased approximat@l# #hillion of equipment under two 36enth capital lease agreements. The int
rates on the leases are approximately 6%. Anmpayment commitments under the leases are appri@tin®.1 million.

ltem 2. Management’s Discussion and Analysis &inancial 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 Statésnamd 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 bassor the risks associated with an
investment in our common stock. We urge you tdayreeview and consider the various disclosuregimby us in this Report and in our
other reports filed with the Securities and Excha@mmission, or SEC, including our Annual ReporForm 10-K for the fiscal year ended
January 2, 2010 and subsequent reports on Fc-K, which discuss our business in greater detail.
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The section entitled “Risk Factors” set forth iniP§ Item 1A of our Annual Report on Form 10-K fbe fiscal year ended January 2,
2010 filed with the SEC on February 19, 2010, andlar discussions in our other SEC filings, debersome of the important risk factors that
may affect our business, results of operationsfarahcial condition. You should carefully considleose risks, in addition to the other
information in this Report and in our other filingsth the SEC, before deciding to purchase, holdadk our common stock.

This Report contains forward-looking statementd theolve risks, uncertainties, estimates and aggions. These statements are not
guarantees of future performance and are subjecettain risks, uncertainties and assumptions #ratdifficult to predict. These forwe
looking statements involve risks and uncertainties could cause actual results to differ matesidiom those expected or projected. These
risks and uncertainties include, but are not lirdite, continuing development, qualification andwoé production of NetVault™NYV and
HyperCloud™; the rapidl-changing nature of technology; risks associatetth witellectual property, including the costs antpredictability
of litigation over infringement of our intellectuptoperty; volatility in the pricing of DRAM ICs drNAND; changes in and uncertainty of
customer acceptance of, and demand for, our egigtinducts and products under development, inclyidimcertainty of and/or delays in
product orders and product qualifications; delagsour and our custome’ product releases and development; introductiohsew products
by competitors; changes in end-user demand fomtglolgy solutions; our ability to attract and retaskilled personnel; our reliance on
suppliers of critical components; fluctuations etmarket price of critical components; evolvindustry standards; and the political and
regulatory environment in the People’s Republi€bfna. Other risks and uncertainties are describeder the heading “Risk Factorsh our
Annual Report on Form -K for the year ended January 2, 2010. Exceptagiired by law, we undertake no obligation to rexas update
publicly any forwarelooking statements for any reason.

Overview

We design, manufacture and sell high-performaraggchbased memory subsystems for the server, storagecamehunications equipme
markets. Our memory subsystems consist of combimabf dynamic random access memory integrateditsr¢ DRAM ICs” or “DRAM”),
NAND flash memory “NAND"), application-specific integrated circuitsASICs") and other components assembled on printemlit boards
(“PCBs”). We primarily market and sell our prodsitd leading original equipment manufacturer (“OBM(stomers. Our solutions are
targeted at applications where memory plays a &kyin meeting system performance requirements.

In November 2009, we introduced HyperCloud™ DDR3mugy technology. HyperCloud™ utilizes an ASIC ddepthat incorporates
Netlist patented rank multiplication technologytthcreases memory capacity and load reductiontimmality that increases mema
bandwidth. We expect that this achievement wilkenpossible improved levels of performance for mgniatensive datacenter applications
and workloads, including search engines, sociatokds/communications, media internet portals, walization, and high performance scient
and defense-related computing. HyperCloud™ merisobging evaluated by several of our OEM custorfarsse in their server products.
HyperCloud™ is interoperable with Joint Electroni@svices Engineering Council (“*JEDEC”) standard DBRemory modules. Our
HyperCloud™ products are designed to allow foralation in servers without the need for a biosngea As such, their anticipated sales
launch is not dependent on the design plans omgtarycle of our OEM customers. As of July 3, 204/@ have not shipped any production
guantities of HyperCloud™.

In February 2010, we announced general availatofitffietVault™ NV, a non-volatile cache memory suliegstargeting Redundant
Array of Independent Disks, (“RAID”) storage apptions. NetVaulf™ NV provides server and storagM3 a solution for enhanced
datacenter fault recovery. Unlike our traditionattbry-powered fault tolerant cache product whilked solely on batteries to power the cache,
NetVault™ NV utilizes a combination of DRAM for high throught performance and flash for extended data retenti he introduction of
NetVault™ NV, as well as the launch of the Dell, Inc. (“D¢IPERC 7 line of servers in December 2009, hadtessin RAID controller
subsystem revenues of $7.0 million, or 41% of tetaknues for the six months ended July 3, 201@peoed with $1.5 million, or 29% of tot
revenues for the six months ended July 4, 200%hodilgh revenues through July 3, 2010 have beemsxely for shipments to Dell, we intend
to qualify NetVault™ NV with several OEMs and to pue end-user opportunities. Although we can makassurances, we anticipate that
NetVault™ products will continue to contribute significantly our revenues as the product ramps throughetbensl half of 2010.

The remainder of our revenues arise primarily fOEM sales of custom memory modules, the majoritywloth are utilized in data
center and industrial applications. When develgginstom modules for an equipment product launehemgage with our OEM customers
from the earliest stages of new product definitjproyviding us unique insight into their full rangesystem architecture and performance
requirements. This close collaboration has alsmatl us to develop a significant level of systenyeetise. We leverage a portfolio of
proprietary technologies and design techniquedydrg efficient planar design, alternative packagiechniques and custom semiconductor
logic, to deliver memory
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subsystems with high speed, capacity and signedjiity, small form factor, attractive thermal chagaistics and low cost per bit. Revenues
from custom modules have improved as a result dfi@Eoduct placements on new platforms and impreezhomic conditions compared
with 2009. The continuation of this trend, whid@naoot be assured, is dependent on our ability &ifglour memory modules on new
platforms as current platforms reach the end df the cycles, and on the state of the global exog.

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. Dell and Flextronics Internatidridl (“Flextronics”) represented
approximately 44% and 32%, respectively, of oursades for the six months ended July 3, 2010. &l Arrow Electronics, Inc. (“Arrow”)
represented approximately 49% and 17%, respectieélyur net sales for the six months ended JuB089. Net sales to some of our OEM
customers include memory modules that are qualbieds directly with the OEM customer and soldlecgonic manufacturing services
providers (“EMSs”), for incorporation into produatsanufactured exclusively for the OEM customemogsame instances, to facilitate credit
and logistics. These net sales to EMSs have histigyrifluctuated period to period as a portiontod total net sales to the OEM customers. Net
sales to Hon Hai Precision Industry Co. Ltd., anEbperating under the trade name Foxconn that pgeshmemory modules from us for
incorporation into products manufactured exclugiel Dell, represented approximately 92% and 58%et sales to Dell for the six months
ended July 3, 2010 and July 4, 2009, respectivalyow is an EMS for DRS Electronics, Inc. (“DRSeEtronics”). Substantially all of our
products sold to Arrow are incorporated into congida manufactured for DRS Electronics. Similafligxtronics distributes substantially all
of the products purchased from us to F5 Networks, |

Key Business Metrics

The following describes certain line items in oandensed consolidated statements of operationsitbatnportant 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 generatiyge 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 produand@d over specific periods of time,
they generally place orders with us approximately weeks in advance of scheduled delivery. Seltinges are typically negotiated monthly,
based on competitive market conditions and theeotiprice of DRAM ICs and NAND. Purchase ordersggatly have no cancellation or
rescheduling penalty provisions. We often shippmaducts to our customers’ international manufaatusites. All of our sales to date,
however, are denominated in United States (“U.&olars. We also sell excess component inventoiyRAM ICs and NAND to distributors
and other users of memory ICs. As compared toipuswears, component inventory sales remain éivela small percentage of net sales
result of our efforts to diversify both our custanaed product line bases. This diversification dffas also allowed us to use components in a
wider range of memory subsystems. We expect thrapooent inventory sales will continue to representinimal portion of our net sales in
future periods.

Cost of Sales.Our cost of sales includes the cost of matemabmufacturing costs, depreciation and amortizatfosquipment,
inventory valuation provisions, stock-based compé&aoa and occupancy costs and other allocated fixsts. The DRAM ICs and NAND
incorporated into our products constitute a sigatfit portion of our cost of sales, and thus out absales will fluctuate based on the current
price of DRAM ICs and NAND. We attempt to pass tigh such DRAM IC and NAND flash memory cost fludtaas to our customers by
renegotiating pricing prior to the placement ofitlpeirchase orders. However, the sales pricesiofremory subsystems can also fluctuate
to competitive situations unrelated to the priciridPRAM ICs and NAND, which affects gross margififie gross margin on our sales of
excess component DRAM IC and NAND inventory is mimker than the gross margin on our sales of ounarg subsystems. We assess the
valuation of our inventories on a monthly basis eswbrd a provision to cost of sales as necessa®duce inventories to the lower of cost or
net realizable value.

Research and DevelopmenResearch and development expense consists gdsirmhemployee and independent contractor
compensation and related costs, non-recurring eeging fees, patent filing and protection legakfeammputer-aided design software licenses,
reference design development costs, depreciatioandal of evaluation equipment, stock-based corsgiom, 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 andldereent process, reduced by estimated
salvage value. Our customers typically do not sply compensate us for design and engineering imgolved in developing application-
specific products for incorporation into their puatl. All research and development costs are esgueas incurred. We anticipate that research
and development expenditures will increase in giperiods as we seek to expand new product opptesirincrease our activities related to
new and emerging markets and continue to develdjiiadal proprietary technologies.
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Selling, General and AdministrativeSelling, general and administrative expensesisbpamarily of employee salaries and related
costs, stock-based compensation, independentregliesentative commissions, professional servimesnotional and other selling and
marketing expenses, sample expense and occupad®tizr allocated overhead costs. A significantiporof our selling effort is directed at
building relationships with OEMs and other custosnemd working through the product approval andifjcation process with them.
Therefore, the cost of material and overhead reletgroducts manufactured for qualification islimted in selling expenses. As we continu
service existing and establish new customers, wieipate that our sales and marketing expensesmnilbase.

Provision (Benefit) for Income TaxedlNe are required to adjust our effective tax esteh quarter to be consistent with the estimated
annual effective tax rate. We are also require¢ord the tax impact of certain discrete itenmgjswal or infrequently occurring, including
changes in judgment about valuation allowancesedfiedts 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 becegifitbe recognized are excluded from the
estimated annual effective tax rate. The impasiuch 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.

We evaluate whether a valuation allowance shoulddt&blished against our deferred tax assets lmawstte consideration of all
available evidence using a “more likely than r&téindard. As of July 3, 2010 and January 2, 2@&ave provided a full valuation allowar
and no benefit has been recognized for net operidsses and other deferred tax assets due totamtgrof future utilization.

Critical Accounting Policies

The preparation of our condensed consolidated €imhstatements in conformity with accounting piphes 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 cadatdd financial statements and the reported ansmfrmet sales and expenses during the
reporting period. By their nature, these estimatesassumptions are subject to an inherent defngecertainty. We base our estimates on our
historical experience, knowledge of current condisi and our beliefs of what could occur in the feitconsidering available information. We
review our estimates on an on-going basis. Acteslits may differ from these estimates, which nesylt in material adverse effects on our
operating results and financial position. We badiéive following critical accounting policies invelwur more significant assumptions and
estimates used in the preparation of our condetsesblidated financial statements:

Revenue RecognitionWe recognize revenues in accordance with then€iahAccounting Standards Board (“FASB”) Accourgtin
Standards Codification (“ASC™Jopic 605. Accordingly, we recognize revenues wtheame is persuasive evidence that an arrangemmermt,igt
delivery and acceptance have occurred, the sailesiprfixed or determinable, and collectibility thie resulting receivable is reasonably
assured.

We generally use customer purchase orders anditracts as evidence of an arrangement. Deliveryrsoghen goods are shipped for
customers with FOB Shipping Point terms and upaeipt for customers with FOB Destination termsyhich time title and risk of loss
transfer to the customer. Shipping documents aed tesverify delivery and customer acceptance. ¥éess whether the sales price is fixed or
determinable based on the payment terms assoeiétethe transaction and whether the sales prisaligect to refund. Customers are
generally allowed limited rights of return for up30 days, except for sales of excess componeantaxies, which contain no right-of-return
privileges. Estimated returns are provided fohattime of sale based on historical experiencecific identification of an event necessitat
a reserve. We offer a standard product warranbutacustomers and have no other post-shipmentaitigs. While these sales returns have
historically been within our expectations and thevsions established, we cannot guarantee thatieontinue to experience similar sales
return rates in the future. Any significant incre@s product return rates could have a materiatestveffect on our operating results for the
period or periods in which such returns materiali¥¢e assess collectibility based on the creditiinéss of the customer as determined by
credit checks and evaluations, as well as the mests 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.
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Fair Value of Financial InstrumentsOur financial instruments consist principallyaaish and cash equivalents, investments in
marketable securities, accounts receivable, aceqayable, accrued expenses and debt instrum@titer than for certain investments in
auction rate securities, commercial paper and dbam corporate bonds, the fair value of our caghiwalents and investments in marketable
securities is determined based on quoted pricastine markets for identical assets or Level 1 iapBecause of their short-term nature,
commercial paper and short-term corporate bondaar&equently traded. Although there are obdelerguotes for these securities, the
markets are not considered active. Accordinglg,feir values of these investments are based oal Zewmputs. We recognize transfers
between Levels 1 through 3 of the fair value highgirat the beginning of the reporting period. Véédve that the carrying values of all other
financial instruments approximate their current fe@ilues due to their nature and respective duratio

Allowance for Doubtful AccountsWe perform credit evaluations of our customeirgfficial condition and limit the amount of credit
extended to our customers as deemed necessapgierally require no collateral. We evaluate thiéectibility 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, wénedord an allowance against amounts due, anétlgeeduce 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 accountsararged against the allowance for doubtful accowhtsn 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 significaahge in the liquidity or financial
position of one of these customers could have @mnahtadverse effect on the collectability of oacaunts receivable, our liquidity and our
future operating results.

Inventories. We value our inventories at the lower of the attwst to purchase or manufacture the inventoth@mnet realizable value
of the inventory. Cost is determined on an averag basis which approximates actual cost orsgifi; first-out basis and includes raw
materials, labor and manufacturing overhead. Bhdmlance sheet date, we evaluate ending inveqtagtities on hand and record a
provision for excess quantities and obsolescederong other factors, we consider historical demand forecasted demand in relation to the
inventory on hand, competitiveness of product affgs, market conditions and product life cycles whetermining obsolescence and net
realizable value. In addition, we consider charigghe market value of DRAM ICs and NAND in deteninig the net realizable value of our
raw material inventory. Once established, any wd@e/ns are considered permanent adjustments wosidasis of our excess or obsolete
inventories.

A significant decrease in demand for our produotsdla result in an increase in the amount of exaes=ntory quantities on hand. In
addition, our estimates of future product demang prave to be inaccurate, in which case we may hianerstated or overstated the provision
required for excess and obsolete inventory. Irfthére, if our inventories are determined to bersalued, 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®gds 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 materidfssuch price decreases reduce the net readizadlie 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 futureywbdemand, 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 Assetd/le evaluate the recoverability of the carryintuesof long-lived assets held and used in our
operations for impairment on at least an annuaklmsvhenever events or changes in circumstameisate that their net book value may not
be recoverable. When such factors and circumssagxist, we compare the projected undiscounteddutat cash flows associated with the
related asset or group of assets over their estinadeful lives against their respective carryimgpant. These projected future cash flows may
vary significantly over time as a result of incredg€ompetition, changes in technology, fluctuationdemand, consolidation of our customers
and reductions in average selling prices. If theying value is determined not to be recoveratdenffuture operating cash flows, the asset is
deemed impaired and an impairment loss is recodrizéhe extent the carrying value exceeds thenastid fair value of the asset. The fair
value of the asset or asset group is based on make= when available, or when unavailable, ocalisited expected cash flows.

26




Table of Contents

Warranty Reserve.We offer product warranties generally rangingrfrone to three years, depending on the producheagdtiated
terms of purchase agreements with our customech Barranties require us to repair or replace dirfe@roduct returned to us during the
warranty period at no cost to the customer. Waigarare not offered on sales of excess compongantory. Our estimates for warranty-
related costs are recorded at the time of saledbasdistorical and estimated future product retates and expected repair or replacement
costs. While such costs have historically been isterst between periods and within our expectatardthe provisions established, unexpe
changes in failure rates could have a material @@vienpact on us, requiring additional warrantyeress, and adversely affecting our gross
profit and gross margins.

Stock-Based CompensatioWe account for equity issuances to non-emplojreascordance with ASC Topic 505. All transactiams
which goods or services are the consideration veddior the issuance of equity instruments are aaisal for based on the fair value of the
consideration received or the fair value of theiggastrument issued, whichever is more reliablgasurable. The measurement date used to
determine the fair value of the equity instrumastied is the earlier of the date on which the tparty performance is complete or the date on
which it is probable that performance will occur.

In accordance with ASC Topic 718, employee andctilirestock-based compensation expense recognizatjahe period is based on
the value of the portion of stock-based paymentrdsvthat is ultimately expected to vest duringpgbeod. Given that stock-based
compensation expense recognized in the condenssolaated statements of operations is based ordawidtimately 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 diffenirthose estimates. Our estimated average forfaitites are based 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 assomptegarding future stock price volatility andegted time to exercise, along with
assumptions about the risk-free interest rate apdceted dividends, all of which affect the estindafi@r values of our common stock option
awards. The expected term of options granted @utated as the average of the weighted vestinggenmd 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. Ptiofiscal 2009, the expected volatility was
based on the historical volatilities of the comnstock of comparable publicly traded companies basedur belief that we had limited
historical data regarding the volatility of our gtgprice on which to base a meaningful estimatexpiected volatility. Beginning in fiscal 2009,
the expected volatility is based on the historicgdhtility of our common stock. The risk-free ratelected to value any particular grant is based
on the U.S. Treasury rate that corresponds toxpeated term of the grant effective as of the détie grant. The expected dividends
assumption is based on our history and our expentategarding dividend payouts. We evaluate tsaraptions used to value our common
stock option awards on a quarterly basis. If fatirange and we employ different assumptions, stuaked compensation expense may differ
significantly from what we have recorded in pri@ripds. Compensation expense for common stockmptivards with graded vesting
schedules is recognized on a straight-line bass the requisite service period for the last separaesting portion of the award.

We recognize the fair value of restricted stock msassued to employees and outside directorsoak-flased compensation expense on
a straight-line basis over the vesting period li@r last separately vesting portion of the awafeisr 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 cancellationstaf underlying vested or unvested stock-based ayearel may be required to accelerate,
increase or cancel any remaining unearned stockdba@mpensation expense, or record additional esepfem vested stock-based awards.
Future stock-based compensation expense and udestouk- based compensation may increase to tleatetkiat we grant additional common
stock options or other stock-based awards.

Income Taxes.Under ASC Topic 270, we are required to adjusteffective tax rate each quarter to be consistétht the estimated
annual effective tax rate. We are also requireetord the tax impact of certain discrete itemsisual 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 berefitoe 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.
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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.

ASC Topic 740 prescribes a recognition thresholtlrmeasurement requirement for the financial stateémezognition 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, andditaan. Under ASC Topic 740 we may only recognizeantinue to recognize tax positions
that meet a “more likely than not” threshold.

The application of tax laws and regulations is sabjo legal and factual interpretation, judgmerd ancertainty. Tax laws and
regulations themselves are subject to change esudt of changes in fiscal policy, changes in liegiisn, 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 condensedsotidated statements of operations data as argagzof net sales for the periods
indicated:

Three Months Ended Six Months Ended
July 3, July 4, July 3, July 4,
2010 2009 2010 2009
Net sales 10C% 10C% 10C% 10C%
Cost of sale: 80 92 79 10t
Gross profit (loss 20 8 21 (5)
Operating expense
Research and developm 34 64 36 68
Selling, general and administrati 28 67 30 76
Total operating expens: 62 131 66 144
Operating los: (43 (123) (45) (149)
Other income (expense
Interest income, ne¢ — 1 — 2
Other income (expense), r — 2 1 2
Total other income (expense), | — (D) 1 4
Loss before provision (benefit) for income ta (43 (124) (44) (145)
Provision (benefit) for income tax — 1 (4) 1
Net loss (43)% (125)% (49% (14€)%
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Three and Six Months Ended July 3, 2010 Compared to Three and Six Months Ended July 4, 2009
Net Sales, Cost of Sales and Gross Profit

The following table presents net sales, cost afssahd gross profit for the three and six montlieéruly 3, 2010 and July 4, 2009 (in
thousands, except percentages):

Three Months Ended

July 3, July 4, %
2010 2009 Change Change
Net sales $ 9,30¢ $ 3,17 % 6,131 193%
Cost of sale: 7,48€ 2,92¢ 4,557 15€%
Gross profil $ 1,81¢ $ 244 $ 1,57¢ 645%
Gross margit 20% 8% 12%
Six Months Ended
July 3, July 4, %
2010 2009 Change Change
Net sales $ 17,19 $ 533 $ 11,85¢ 222%
Cost of sale: 13,55¢ 5,62¢ 7,93( 141%
Gross profit (loss $ 3,63t $ (299 $ 3,92¢ 1,341%
Gross margit 21% 5% 27%

Net Sales.Overall, net sales of our RAID, data center optition and industrial applications increased assalt of the selection of our
memory modules for inclusion in new product platisr Net sales in all product categories have litedefrom resurgence in technology
investment, as general economic conditions havedugal. Should economic conditions erode positalestrends may not continue.

The increase in net sales for the three monthsdedualy 3, 2010 as compared with the three monttie@duly 4, 2009 resulted primarily
from increases of approximately (i) $3.3 millionsales of NetVault™ non-volatile cache systems uséAID controller subsystems,
including $2.4 million from the launch of NetVaultNV, the flash-based cache system that became ajgnavailable in 2010, and (ii) $2.3
million in sales of memory modules utilized in datmter targeted server applications.

The increase in net sales for the six months eddsd3, 2010 as compared with the six months eddéd4, 2009 resulted from increases
of approximately (i) $5.5 million in sales of NetM&™ products, including $2.6 million from NetVatit NV, (ii) $4.2 million in sales of
memory modules utilized in data center targetedeseapplications, and (iii) $1.2 million in saleSmemory modules designed for industrial
applications.

Gross Profit (Loss) and Gross Margiff.he overall improvements in gross profit (los® due to increased sales and manufacturing
volume.

Gross profit for the three months ended July 30284 compared to the three months ended July 4, ib@feased due to the 193%
increase in net sales between the two periodsltirgsin profits earned on each unit sold, as wasllan improved ability to absorb fixed
manufacturing costs. These volume based improvenaea partially offset by increased DRAM pricesjah affected margins in some
product categories. Gross profits for the six rhergnded July 3, 2010 as compared to the six memithsd July 4, 2009 were impacted by the
same trends, including a 222% increase in net s&lygeen the two periods.
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Research and Development .

The following table presents research and developexenses for the three and six months ended3J@910 and July 4, 2009 (in
thousands, except percentages):

Three Months Ended

July 3, July 4, %
2010 2009 Change Change
Research and developmt $ 319C $ 2,03C $ 1,16( 57%
Six Months Ended
July 3, July 4, %
2010 2009 Change Change
Research and developm: $ 6,19¢ $ 3,64 $ 2,55¢ 70%

The increase in research and development expenie three months ended July 3, 2010 as comparthe ttiree months ended July 4,
2009 resulted primarily from increases of (i) $tilion in engineering expenses as a result ohanease in non-recurring engineering charges
and both internal engineering headcount and outsid&actors engaged in new product developmeiitées in the first quarter of 2010,

(i) $0.4 million in legal and professional feesvas continue to increase patent filing and protectctivities related to new and emerging
markets and (iii) $0.4 million in material expensekted to product builds and testing, primaréiated to our HyperCloud™ products.

The increase in research and development experise 8ix months ended July 3, 2010 as compardtketeik months ended July 4, 2010
resulted primarily from increases of (i) $1.0 nufliin nonrecurring engineering charges, headcount, anddmutginsultants, (ii) $1.0 million
patent related legal expense, and (iii) $0.5 miliio product qualification builds and testing.

Selling, General and Administrative .

The following table presents selling, general adishiaistrative expenses for the three and six moatiteed July 3, 2010 and July 4, 2009
(in thousands, except percentages):

Three Months Ended

July 3, July 4, %
2010 2009 Change Change
Selling, general and administrati $ 2607 $ 2,12 $ 487 23%
Six Months Ended
July 3, July 4, %
2010 2009 Change Change
Selling, general and administrati $ 5177 $ 4,05t $ 1,122 28%

The increase in selling, general and administragigense in the three months ended July 3, 20t6rapared to the three months ended
July 4, 2009 resulted primarily from increasesmfraximately (i) $0.2 million in commission expess#ue to an increase in sales revenue, (ii)
$0.1 million in personnel-related expenses prirgattributable to hiring personnel to support teeelopment of markets for HyperCloud™
and NetVault™ NV, and (iii) $0.1 million in produsamples and travel costs as a result of activiéikzged to the OEM qualification process
for HyperCloud™ and NetVault™ NV.

The increase in selling, general and administragigense in the six months ended July 3, 2010 mpared to the six months ended July
4, 2009 resulted primarily from increases of apprately (i) $0.4 million in commission expenses$), $0.4 million in personnel-related
expenses, and (iii) $0.3 million in product samed travel costs as a result of activities relatetthe OEM qualification process for
HyperCloud™ and NetVault™ NV.
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Other Income (Expense).

The following table presents other income for tme¢ and six months ended July 3, 2010 and JW9Q@9 (in thousands, except
percentages):

Three Months Ended

July 3, July 4, %

2010 2009 Change Change
Interest income, ne $ 3 3 18 $ (15) (83)%
Other income (expense), r 4 (45) 49 10%
Total other income (expense), | $ 7 $ (27 $ 34 12€%

Six Months Ended

July 3, July 4, %

2010 2009 Change Change
Interest income, ne $ 4 $ 10C $ (96) (96)%
Other income (expense), r 71 13C (59 (45)%
Total other income (expense), | $ 53 23C $ (15%) (67)%

Net interest income for the three and six montidednluly 3, 2010 was comprised of nominal interesime, offset by nominal interest
expense. Net interest income for the three andhsimths ended July 4, 2009 was comprised of intaresme of approximately $0.2 million
and $0.5 million, respectively, partially offset injerest expense of approximately $0.1 million &2 million, respectively. The decreas
interest income in the three and six months endBd3] 2010 as compared to the three and six maerided July 4, 2009 was due to a
combination of our lower average cash and investialances and the decrease in the yield earnd¢iuibse balances due to lower interest
rates. The decrease in interest expense during 20tompared to 2009 resulted primarily from owrdr average outstanding balances on our
line of credit and debt balances during the curyesat.

Other income, net, for the six months ended JuB030 was primarily comprised of cash proceeds fiteenearly termination of a suble:
of our headquarters facility. Other income, net,the six months ended July 4, 2009 was primaoiynprised of gains from the sale of
equipment held for sale during the first quarter.

(Benefit) Provision for Income Taxes.

The following table presents the (benefit) provisfor income taxes for the three and six monthsdriily 3, 2010 and July 4, 2009 (in
thousands, except percentages):

Three Months Ended
July 3, July 4, %
2010 2009 Change Change

Provision (benefit) for income tax: $ 2 3 31 ¢ (29 (94)%

Six Months Ended
July 3, July 4, %
2010 2009 Change Change

Provision (benefit) for income tax $ (725) $ 49 $ 774 1,58(%

On an interim basis, we estimate what our effedterate will be in each jurisdiction for the ffi$cal year and record a quarterly income
tax (benefit) provision in accordance with the eiptited blended annual rate. We are also requiregicbrd the tax impact of certain discrete
items, unusual or infrequently occurring, includictganges in judgment about valuation allowanceseffiedts of changes in tax laws or rates,
in the interim period in which they occur. Duritige six
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months ended July 3, 2010, we carried back apprabeiyn $1.7 million of gross net operating lossedarthe Worker, Homeownership, and
Business Act and recorded a tax benefit and indamxeeceivable of approximately $0.7 million, whiefas received in April 2010. In
addition, jurisdictions with a projected loss fbetyear or a year-to-date loss where no tax bercefitoe recognized are excluded from the
estimated annual effective tax rate. The impastuch an exclusion could result in a higher or logféective tax rate during a particular
quarter, based upon the mix and timing of actualiegs versus annual projections.

We evaluate whether a valuation allowance shouledbablished against our deferred tax assets loastigk consideration of all available
evidence using a “more likely than not” standarlie to uncertainty of future utilization, we haveyided a full valuation allowance as of
July 3, 2010 and January 2, 2010. Accordinglybenefit has been recognized for net deferred tsgtasincluding net operating losses that
cannot be realized currently via carryback to pgiof taxable income.

Our income tax benefit of $0.7 million for the snonths ended July 3, 2010 was the result of a apeairyback of operating losses that
was made available through legislative changes.réerded a provision for income taxes for the tgrarended July 3, 2010 and July 4, 2009
and for the six months ended July 4, 2009 duedt shinimum taxes.

Liquidity and Capital Resources

Since our inception, we have financed our operatmmarily through issuances of equity and debtisges and cash generated from
operations. We have also funded our operations avittwolving line of credit under our bank creditifity, from capitalized lease obligations
and from the sale and leaseback of our domestiaifaaturing facility.

Working Capital and Cash and Marketable Securities

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

July 3, January 2,
2010 2010
Working Capital $ 2417: $ 13,37¢
Cash and cash equivalents $ 16,99! $ 9,94:
Shor-term marketable securities( 5,211 3,94¢
Long-term marketable securiti 90z 941
$ 23,10¢ $ 14,83:

(1) Included in working capital

Our working capital increased in the six monthsezhduly 3, 2010 primarily as a result of our inseea cash, cash equivalents and short-
term marketable securities resulting from our pubffering of our shares of common stock. Additiliyy we experienced increases in certain
operating assets, offset by increases in certagnatipg liabilities resulting from our increasesiaes of our legacy products and production
ramp up for HyperCloud™ and NetVault™ NV.

Cash Provided and Used in the Six Months Ended July 3, 2010 and July 4, 2009

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

Six Months Ended

July 3, July 4,

2010 2009
Net cash provided by (used in)
Operating activitie: $ (7,530 $ (3,429
Investing activities (1,662) (3,597)
Financing activitie: 16,24: 1,91
Net increase (decrease) in cash and cash equis $ 7,051 $ (5,109)
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Operating ActivitiesNet cash used in operating activities for the sonths ended July 3, 2010 was primarily a resuft)afet loss of
approximately $6.9 million and (ii) cash used bwietes in operating assets and liabilities of agprately $2.5 million, partially offset by
approximately $1.9 million in net non-cash opemg&@xpenses, primarily consisting of depreciatiod amortization and stock-based
compensation expense. Net cash used in operatiivitias for the six months ended July 4, 2009 wamarily a result of a net loss of
approximately $7.8 million, partially offset by @pproximately $2.8 million in net cash provideddiyanges in operating assets and liabilities,
and (ii) approximately $1.6 million in net non-cagberating expenses, primarily comprising depremiaénd amortization and stock-based
compensation.

Accounts receivable increased approximately $21Bomiduring the six months ended July 3, 2010 priity as a result of the increase in
our net sales during the period. During the samiegewe were successful in collecting cash frotes#o our customers substantially in
accordance with our standard payment terms witeelomstomers. Inventories increased approxim&®&ly million during the six months
ended July 3, 2010 as we prepare for productiazuoHyperCloud™ products and initiated productiémer NetVault™ NV products. Durir
the six months ended July 3, 2010, we were abfatbally fund the growth in our accounts receiwabhd inventory through an increase in
accounts payable of $2.1 million, primarily fromnegponent vendors.

Investing ActivitiesNet cash used in investing activities for the sbmhs ended July 3, 2010 was primarily the resuuochases of $2.4
million of investments in marketable securitiegsef by sales of $1.1 million. Additionally, wecadred $0.4 million in property and
equipment. Net cash used in investing activitteslie six months ended July 4, 2009 was primaritgsult of purchases of additional
investments in marketable securities of approxitga&0.2 million, partially offset by (i) proceedsceived from maturities and sales of certain
investments in marketable securities of approxitge8.3 million and (ii) proceeds from the saleegfuipment of $0.3 million.

Financing ActivitiesNet cash provided by financing activities for tlirermonths ended July 3, 2010 was a result of thereeeds of
$16.2 million from the sale of 4,594,250 shareswfcommon stock in a registered public offeringjak closed on March 24, 2010. Net cash
provided by financing activities for the six mon#asded July 4, 2009 was a result of net borrowimgur credit facility of approximately $2.2
million, partially offset by repayment of approxitely $0.2 million on our long-term debt.

Capital Resources

On October 31, 2009, we entered into a revolvirglitragreement with Silicon Valley Bank. Under tr@inal terms of the credit
agreement, we could borrow up to the lesser &% of eligible accounts receivable, minus $1.0iam| or (ii) $5.0 million. The revolving
credit agreement was amended on March 24, 201bte #or increased accounts receivable eligibibityd to remove the $1.0 million reducti
from the calculated accounts receivable borrowiaseband further amended on June 30, 2010 to moelifgin financial covenants. The credit
agreement contains an overall sublimit of $2.5imilto collateralize our contingent obligations antktters of credit, foreign exchange
contracts and cash management services. Amoutsianding under the overall sublimit reduce the am@vailable pursuant to the credit
agreement. Interest is payable monthly at eithigrine plus 1.25%, as long as we maintain $8.lianiin revolving credit availability plus
unrestricted cash on deposit with the financiafifagon, or (ii) prime plus 2.25%. The credit agment matures on October 30, 2010, at which
time all advances and interest are due and payatlduly 3, 2010, letters of credit in the amoah$1.8 million were outstanding.

The following table presents details of outstandingrowings and availability under our line of citgih thousands):

July 3, January 2,
2010 2010

Outstanding borrowings on the revolving line ofditt $ — $ —
Borrowing availability under the revolving line ofedit $ 3,20C $ —

Obligations under our revolving credit agreemeetsecured by a first priority lien on our tangibhed intangible assets. In connection
with the revolving credit agreement, we entered &t Intercompany Subordination Agreement, whidvigled that Netlist Technology Texas,
LP, one of our subsidiaries, is an additional adolign the revolving credit agreement.
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The only restriction on the use of these fundbas tve must be in compliance with the covenantb@fevolving credit agreement. The
credit agreement includes affirmative and negatmeenants, including financial covenants with respe our liquidity and profitability. As of
July 3, 2010, we were in compliance with all fineshicovenants and expect to maintain complianceHerforeseeable future. However, we
have in the past been in violation of one or maresnants of other credit agreements, and we cdaldte 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 replacenferdgncing. 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 leasingngreanents to finance certain capital expenditukgguipment leases continue to be a
financing alternative that we expect to pursuéhmfuture.

We believe our existing cash balances, borrowirgglability under our bank credit facility, and thash expected to be generated from
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 sales,timing and extent of expenditures to supportaedeand development activities, the
expansion of manufacturing capacity both domesyi@aid internationally and the continued marketegtance 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 debéequity financing or a combination
thereof. These additional funds may not be avalalnl terms acceptable to us, or at all.

New Accounting Pronouncements

In September 2009, the FASB issued Accounting StatsdUpdate (“ASU”) 2009-13Jultiple-Deliverable Revenue Arrangeme(itASU
2009-13"),which amends the revenue guidance under ASC T@icwhich describes the accounting for multipleredat arrangements. AS
2009413 addresses how to determine whether an arrangémeiving multiple deliverables contains moreritane unit of accounting and h
arrangement consideration shall be measured amchédld to the separate units of accounting in tfrgement. ASU 2009-13 is effective on
a prospective basis for the Company'’s fiscal y&€dr12 with earlier adoption permitted. We are catlgeevaluating the adoption of ASU 2009-
13 and the impact that ASU 2009-13 will have on @amdensed consolidated financial statements.

In September 2009, the FASB issued ASU 2009ckttain Revenue Arrangements That Include SoftkéEment{“ASU 2009-14"),
which excludes tangible products containing sofexamponents and non-software components thatifumitigether to deliver the product’s
essential functionality from the scope of ASC Ta@85, which describes the accounting for softwakenue recognition. ASU 2009-14 is
effective on a prospective basis for our fiscalry2@l 1, with earlier adoption permitted. We areently evaluating the impact that ASU 2009-
14 will have on its condensed consolidated findrateEtements.

Off-Balance Sheet Arrangements

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

Item 4T. 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 July 3, 20B@sed upon that evaluation, our principal exgeutfficer and principal financial officer
concluded that our disclosure controls and proe=siare effective to provide reasonable assuramaténiormation 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, includingdncipal executive officer and
principal financial officer as appropriate to allévwely decisions regarding required disclosure.

(b) Change in internal controls over financial repog. During the fiscal quarter that ended July 3, 2Qk8ére 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.
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Inherent Limitations on I nternal Control

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

PART Il. OTHER INFORMATION
Item 1. Legal Proceedings

The information set forth in the sections entitfextieral Securities Class Action, Patent ClaimsTaade Secret Claim under Note 9 of
Notes to Unaudited Condensed Consolidated FinaBtééments, included in Part I, Item | of this Bepis incorporated herein by referen

ltem 6. Exhibits

Exhibit
Number Description of Document

3.1(1) Restated Certificate of Incorporation of Netlistc.l
3.2(1) Amended and Restated Bylaws of Netlist, |
10.1(2)# Amended and Restated 2006 Equity Incentive

10.2(2) Amendment to Loan Documents entered into as of 30n2010, by and between Silicon Valley Bank armdlist, Inc., a Delawal
Corporation

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 13a-14(a) and Rule 15d-14(a) of the SeesrHxchange Act, as
Amended.

32(3) Certification of Chief Executive Officer and Chiginancial Officer pursuant to 18 U.S.C. 1350, aspaeld pursuant to Section ¢
of the Sarban«Oxley Act of 2002 and furnished herewith pursuanB8EC Release No. -8238.

(1) Incorporated by reference to the correspondingbéixhumber of the registration statement on Forth@-+the registrant (No. 333-
136735) filed with the Securities and Exchange Cdsaimn 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 subjedhe liabilities of that section, nor shall thegy deemed incorporated by
reference in any filing under the Securities Acfl8B3, as amended, or the Exchange Act (includirggReport), unless the registrant
specifically incorporates the foregoing informatiato those documents by reference.

# Management contract or compensatory plan or arraege

35




Table of Contents
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: August 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)# Amended and Restated 2006 Equity Incentive

10.2(2) Amendment to Loan Documents entered into as of 30n2010, by and between Silicon Valley Bank armdlist, Inc., a Delawal
Corporation

31.1(2) Certification of Chief Executive Officer pursuantRule 13a-14(a) and Rule 15d-14(a) of the SeesrHixchange Act, as
Amended.

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

32(3) Certification of Chief Executive Officer and Chigeihancial Officer pursuant to 18 U.S.C. 1350, agpaeld pursuant to Section ¢
of the Sarban«Oxley Act of 2002 and furnished herewith pursuanB8EC Release No. -8238.

(1) Incorporated by reference to the correspondinghkéixhumber 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 deemétet” for purposes of Section 18 of the Securitteschange Act of 1934, as
amended, (the “Exchange Act”), or otherwise subjecthe liabilities of that section, nor shall tHeyy deemed incorporated by
reference in any filing under the Securities AcfleB3, as amended, or the Exchange Act (includirggReport), unless Netlist, Inc.
specifically incorporates the foregoing informatioto those documents by reference.

#

Management contract or compensatory arrangement
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Exhibit 10.1
NETLIST, INC.,
AMENDED AND RESTATED 2006 EQUITY INCENTIVE PLAN
Amended by the Stockholders on June 2, 2010
1. Purpose

This Plan is intended to encourage ownership oSy employees, consultants, advisors and direabthe Company and its
Affiliates and to provide additional incentive fibrem to promote the success of the Company’s bssitmeough the grant of Awards of, or
pertaining to, shares of the Compan$tock. This Plan is intended to be an incentiveksoption plan within the meaning of Section 4i22he
Code, but not all Awards are required to be Insen@ptions. This Plan shall not become effectividl time Effective Date.

2. Definitions
As used in this Plan, the following terms shall édlve following meanings:

2.1 Accelerate Accelerated andAcceleration, means: (a) when used with respect to an Optid@tack Appreciation Right, th
as of the time of reference the Option or Stock iep@tion Right will become exercisable with reggecsome or all of the shares of Stock for
which it was not then otherwise exercisable bydtms; (b) when used with respect to RestrictedkStw Restricted Stock Units, that the Risk
of Forfeiture otherwise applicable to the StoclJaits shall expire with respect to some or allted shares of Restricted Stock or Units then
still otherwise subject to the Risk of Forfeituagd (c) when used with respect to Performance [thiéé the applicable Performance Goals
shall be deemed to have been met as to someafrthl Units.

2.2 Acquisitionmeans (i) a merger or consolidation of the Compaitly or into another person, (ii) the sale, transée other
disposition of all or substantially all of the Coamy’s assets to one or more other persons in a siragisdction or series of related transacti
or (iii) the acquisition of beneficial ownershipefgrmined pursuant to Securities and Exchange Cesioni Rule 13d-3 promulgated under the
Securities Exchange Act of 1934, as amended aatfeot from time to time) by any person of morentta®% of the Company’s outstanding
common stock pursuant to a tender or exchange wféele directly to the Company’s stockholders, othan an underwriter temporarily
holding common stock pursuant to an offering ofhscemmon stock. Notwithstanding the foregoing aasaction shall not constitute an
“Acquisition” if its sole purpose is to change ttate of the Company’s incorporation or to createlding company that will be owned in
substantially the same proportions by the persdms lveld the Company’s securities immediately pidosuch transaction.

2.3 Affiliate means any corporation, partnership, limited lig§piiompany, business trust, or other entity cohitrg] controlled b
or under common control with the Company.

2.4 Awardmeans any grant or sale pursuant to the Plan ab@ptStock Appreciation Rights, Performance Urisstricted
Stock, Restricted Stock Units or Stock Grants.

2.5 Award Agreemenneans an agreement between the Company and tpheergaf an Award, setting forth the terms and
conditions of the Award.

2.6 Boardmeans the Company’s Board of Directors.

2.7 Codemeans the Internal Revenue Code of 1986, as amdraiedime to time, or any successor statute tloeatd any
regulations issued from time to time thereunder.

2.8 Committeemeans the Compensation Committee of the Board,hwhigeneral is responsible for the administratiéthe
Plan, as provided in Section 5 of the Plan. Forgarjod during which no such committee is in exisee“Committee’shall mean the Board a
all authority and responsibility assigned to therBattee under the Plan shall be exercised, iflabglthe Board.

2.9 Companymeans Netlist, Inc., a corporation organized utidedaws of the State of Delaware.




2.10 Covered Employemeans an employee who is a “covered employee” mithé meaning of Section 162(m) of the Code.

2.11 Effective Datameans the date on which the Company’s registratiat@ment on Form S-1, initially filed with the Bdtes
and Exchange Commission on August 18, 2006 in adiorewith the initial public offering of its commcstock in a firm commitment
underwriting, as amended, is declared effectivéhleySecurities and Exchange Commission.

2.12 Grant Datemeans the date as of which an Option is grantede&smined under Section 7.1(a).

2.13 Incentive Optiormeans an Option which by its terms is to be treatedn “incentive stock option” within the meanofg
Section 422 of the Code.

2.14 Market Valuemeans the value of a share of Stock on a partidalte determined by such methods or proceduresigdm
established by the Committee. Unless otherwisenh@ted by the Committee, the Market Value of Staslof any date is the closing price for
the Stock as quoted on the NGM (or on any othéonak securities exchange on which the Stock i tteted) for that date or, if no closing
price is reported for that date, the closing pdoghe next preceding date for which a closingevias reported. For purposes of Awards
effective as of the effective date of the Compaiyitsal public offering, Market Value of Stock dhhe the price at which the Company’s
Stock is offered to the public in its initial publbffering.

2.15 NGM means the NASDAQ Global Market.

2.16 Nonstatutory Optiomeans any Option that is not an Incentive Option.

2.17 Optionmeans an option to purchase shares of Stock.

2.18 Optioneemeans a Participant to whom an Option shall haes lgganted under the Plan.
2.19 Participantmeans any holder of an outstanding Award undePtae.

2.20 Performance Criterianeans the criteria that the Committee selectsdogpgses of establishing the Performance Goal or
Performance Goals for a Participant for a Perforaderiod. The Performance Criteria used to estaBlerformance Goals are limited to:
(i) cash flow (before or after dividends), (ii) aargs per share (including, without limitation, eiags before interest, taxes, depreciation and
amortization), (iii) stock price, (iv) return onwty, (v) stockholder return or total stockholdeturn, (vi) return on capital (including, without
limitation, return on total capital or return orvésted capital), (vii) return on investment, (vigturn on assets or net assets, (ix) market
capitalization, (x) economic value added, (xi) delverage (debt to capital), (xii) revenue, (xéigles or net sales, (xiv) backlog, (xv) income,
pre-tax income or net income, (xvi) operating ineoon pre-tax profit, (xvii) operating profit, neperating profit or economic profit,
(xviii) gross margin, operating margin or profit rgan, (xix) return on operating revenue or retumaperating assets, (xx) cash from
operations, (xxi) operating ratio, (xxii) operatirgyenue, (xxiii) market share improvement, (x>@@neral and administrative expenses or
(xxv) customer service.

2.21 Performance Goalmeans, for a Performance Period, the written gpgbals established by the Committee for the
Performance Period based upon the Performancei@ritdhe Performance Goals may be expressed irstefraverall Company performance
or the performance of a division, business unibsgliary, or an individual. either individually tainatively or in any combination, applied to
either the Company as a whole or to a businessutiffiliate, either individually, alternativelyran any combination, and measured either
quarterly, annually or cumulatively over a peridd/ears, on an absolute basis or relative to eeptablished target, to previous yeaesults o
to a designated comparison group, in each caggeaffisd by the Committee. The Committee will, e tmanner and within the time prescri
by Section 162(m) of the Code in the case of QiedliPerformance-Based Awards, objectively defirerttanner of calculating the
Performance Goal or Goals it selects to use fon ferformance Period for such Participant. To #terg consistent with Section 162(m) of
Code, the Committee may appropriately adjust amjyuation of performance against a Performance @oakclude any of the following eve!
that occurs during a performance period: (i) agsge-downs, (ii) litigation,




claims, judgments or settlements, (iii) the effeicthanges in tax law, accounting principles oeotuch laws or provisions affecting reported
results, (iv) accruals for reorganization and regtrring programs and (v) any extraordinary, unyswan-recurring or non-comparable

items (A) as described in Accounting Principles Bo@pinion No. 30, (B) as described in managematissussion and analysis of financial
condition and results of operations appearing én@ompanys Annual Report to stockholders for the applicatgar, or (C) publicly announc
by the Company in a press release or conferentestating to the Company’s results of operationfirmancial condition for a completed
quarterly or annual fiscal period.

2.22 Performance Periotneans the one or more periods of time, which magflvarying and overlapping durations, selected by
the Committee, over which the attainment of oneore Performance Goals will be measured for puipo$édetermining a Participant’s right
to, and the payment of, a Performance Unit.

2.23 Performance Unimeans a right granted to a Participant under Se@ti®, to receive cash, Stock or other Awards, the
payment of which is contingent on achieving Perfance Goals established by the Committee.

2.24 Plan means this 2006 Equity Incentive Plan of the Corgpas amended from time to time, and including attgchments ¢
addenda hereto.

2.25 Qualified Performance-Based Awardgeans Awards intended to qualify as “performanceetaompensation” under
Section 162(m) of the Code.

2.26 Restricted Stockneans a grant or sale of shares of Stock to acRentit subject to a Risk of Forfeiture.

2.27 Restriction Periodneans the period of time, established by the Coteeih connection with an Award of Restricted Stock
or Restricted Stock Units, during which the sharfeRestricted Stock or Restricted Stock Units angjexct to a Risk of Forfeiture described in
the applicable Award Agreement.

2.28 Risk of Forfeituremeans a limitation on the right of the Participemntetain Restricted Stock or Restricted Stock &Jnit
including a right in the Company to reacquire shareRestricted Stock at less than their then Mavliedue, arising because of the occurrence
or non-occurrence of specified events or conditions

2.29 Restricted Stock Unitseans rights to receive shares of Stock at the @ba Restriction Period, subject to a Risk of
Forfeiture.

2.30 Stockmeans common stock, par value $0.001 per shathe@@ompany, and such other securities as mayhstitued for
Stock pursuant to Section 8.

2.31 Stock Appreciation Riglmheans a right to receive any excess in the Markéid/of shares of Stock (except as otherwise
provided in Section 7.2(c)) over a specified exs@rice.

2.32 Stock Grantneans the grant of shares of Stock not subje&dictions or other forfeiture conditions.

2.33 Ten Percent Owneneans a person who owns, or is deemed within tlenime of Section 422(b)(6) of the Code to own,
stock possessing more than 10% of the total cordbim&ng power of all classes of stock of the Compéor any parent or subsidiary
corporations of the Company, as defined in Sect@#e) and (f), respectively, of the Code). Whethperson is a Ten Percent Owner shg
determined with respect to an Option based onabts fexisting immediately prior to the Grant Daftéhe Option.

3. Term of the Plan
Unless the Plan shall have been earlier terminiayatie Board, Awards may be granted under this Blamy time in the period

commencing on the date of approval of the PlarhbyBoard and ending immediately prior to the tenthiversary of the earlier of the adopt
of the Plan by the Board or approval of the PlanHgy




Company’s stockholders. Awards granted pursuatited’lan within that period shall not expire soleyyreason of the termination of the Plan.
Awards of Incentive Options granted prior to stoakler approval of the Plan are expressly conditiomgon such approval, but in the event of
the failure of the stockholders to approve the Rlaail thereafter and for all purposes be deemednstitute Nonstatutory Options.

4. Stock Subject to the Plan

At no time shall the number of shares of Stockeslspursuant to or subject to outstanding Awardatgcaunder the Plan (including,
without limitation, pursuant to Incentive Optionapr the number of shares of Common Stock issueslipat to Incentive Options, exceed the
sum of (a) 500,000 shares of Stock plus (b) an @rinarease to be added on the first day of eatdndar year beginning on or after January 1,
2007 equal to the lesser of (i) 500,000 sharedaxfks and (ii) such lesser number as the Board apgyove for the fiscal year, provided,
however, that beginning on January 1, 2010, thei@rnncrease to the number of shares of Stockntiagt be issued pursuant to the Plan sh
equal to the lesser of (x) 5.0% of the number afab of Stock that are issued and outstanding tedirst day of the calendar year, and
(y) 1,200,000 shares of Stodgbject, howeverto the provisions of Section 8 of the Plan. Famposes of applying the foregoing limitation,

(a) if any Option or Stock Appreciation Right exgsr terminates, or is cancelled for any reasononithaving been exercised in full, or if any
other Award is forfeited by the recipient or rephased at less than its Market Value, the sharepurchased by the Optionee or which are
forfeited by the recipient or repurchased shalimga available for Awards to be granted undeRlan and (b) if any Option is exercised by
delivering previously-owned shares in payment efékercise price therefor, only the net numbehafes, that is, the number of shares issued
minus the number received by the Company in paymktiite exercise price, shall be considered to feeesn issued pursuant to an Award
granted under the Plan. In addition, settlemeratngf Award shall not count against the foregoingthtions except to the extent settled in the
form of Stock. Shares of Stock issued pursuartédan may be either authorized but unissued stwarghares held by the Company in its
treasury.

5. Administration

The Plan shall be administered by the Commitpeevided, howeverthat at any time and on any one or more occasf@mBoard
may itself exercise any of the powers and respdit&b assigned the Committee under the Plan aneinaso acting shall have the benefit of all
of the provisions of the Plan pertaining to the @uittee’s exercise of its authorities hereunder; mmdided further, howevethat the
Committee may delegate to an executive officerfficers the authority to grant Awards hereundeenaployees who are not officers, and to
consultants and advisors, in accordance with suateines as the Committee shall set forth at ang r from time to time. Subject to the
provisions of the Plan, the Committee shall havaglete authority, in its discretion, to make osadect the manner of making all
determinations with respect to each Award to batgdiby the Company under the Plan including thpleyee, consultant, advisor or director
to receive the Award and the form of Award. In rmeksuch determinations, the Committee may takeantmunt the nature of the services
rendered by the respective employees, consultadtisors and directors, their present and poteatiafributions to the success of the
Company and its Affiliates, and such other fackwshe Committee in its discretion shall deem @evSubject to the provisions of the Plan,
the Committee shall also have complete authoriintierpret the Plan, to prescribe, amend and rdgtiles and regulations relating to it, to
determine the terms and provisions of the respe@ivard Agreements (which need not be identical)l, @ make all other determinations
necessary or advisable for the administration efRfan, including, but not limited to, the candiédlia, amendment, repricing, reclassification or
exchange of outstanding Options and other Awandgjest to the provisions of Section 14. The Comeeis determinations made in good faith
on matters referred to in the Plan shall be fihedding and conclusive on all persons having ointilag any interest under the Plan or an Aw
made pursuant hereto.

6. Authorization of Grants

6.1 Eligibility. The Committee may grant from time to time andrat time prior to the termination of the Plan onenore Awards,
either alone or in combination with any other Awgrthb any employee of, or consultant or advisootee or more of the Company and its
Affiliates or to any non-employee member of the Bloar of any board of directors (or similar govegiauthority) of any Affiliate. However,
only employees of the Company, and of any parestibsidiary corporations of the Company, as definegections 424(e) and (f),
respectively, of the Code, shall be eligible fog tirant of an Incentive Option. Further, in no év@rall the number of shares of Stock covered
by Options or other Awards granted to any one peirs@ny one calendar year exceed 25% of the agtgemmber of shares of Stock subject
to the Plan.




6.2 General Terms of AwardsEach grant of an Award shall be subject to gfiliapble terms and conditions of the Plan (inclgdin
but not limited to any specific terms and condisi@pplicable to that type of Award set out in tbkofving Section), and such other terms and
conditions, not inconsistent with the terms of Bian, as the Committee may prescribe. No prospeé&tarticipant shall have any rights with
respect to an Award, unless and until such Paditighall have complied with the applicable termd eonditions of such Award (including, if
applicable, delivering a fully-executed copy of agreement evidencing an Award to the Company).

6.3 Effect of Termination of Employment, Ettinless the Committee shall provide otherwise watfpect to any Award, if the
Participant's employment or other association wlig Company and its Affiliates ends for any reasaciuding because of the Participant’s
employer ceasing to be an Affiliate, (a) any outdtag Option or Stock Appreciation Right of the tRépant shall cease to be exercisable in
any respect not later than 90 days following tivainé and, for the period it remains exercisabl®feing that event, shall be exercisable onl'
the extent exercisable at the date of that evet(la) any other outstanding Award of the Partiotpshall be forfeited or otherwise subject to
return to, or repurchase by, the Company on thegepecified in the applicable Award Agreement.itsiiy or sick leave or other bona fide
leave shall not be deemed a termination of employroeother associatioprovidedthat it does not exceed the longer of 90 days @ptriod
during which the absent Participant’s reemploymgfits, if any, are guaranteed by statute or bytrech

6.4 Transferability of Awards.Except as otherwise provided in this Section Awards shall not be transferable, and no Award or
interest therein may be sold, transferred, pledgssigned, or otherwise alienated or hypothecatbér than by will or by the laws of descent
and distribution. The foregoing sentence shalllinait the transferability of Stock Grants or of Reésted Stock that is no longer subject to a
Risk of Forfeiture. All of a Participant’s rights any Award may be exercised during the life of agticipant only by the Participant or the
Participant’s legal representative. However, then@ittee may, at or after the grant of an Award dfamnstatutory Option, or shares of
Restricted Stock, provide that such Award may aedferred by the recipient to a family memipegvided, howeverthat any such transfer is
without payment of any consideration whatsoeverthatino transfer shall be valid unless first appbby the Committee, acting in its sole
discretion. For this purpose, “family member” meany child, stepchild, grandchild, parent, steppgrgpouse, former spouse, sibling, niece,
nephew, mother-in-law, father-in-law, son-in-lavaudhter-in-law, brother-in-law, or sister-in-lawciuding adoptive relationships, any person
sharing the employeghousehold (other than a tenant or employeesaitr which the foregoing persons have more tle# 6f the beneficie
interests, a foundation in which the foregoing pess(or the Participant) control the managemeumisséts, and any other entity in which these
persons (or the Participant) own more than 50%ef/bting interests.

7. Specific Terms of Awards
7.1 Options.

(a) Date of Grant. The granting of an Option shall take place attitme specified in the Award Agreement. Only if esgsly so
provided in the applicable Award Agreement shal @rant Date be the date on which the Award Agregsigall have been duly executed i
delivered by the Company and the Optionee.

(b) Exercise Price. The price at which shares of Stock may be acduireler each Incentive Option shall be not less #€0% of th:
Market Value of Stock on the Grant Date, or nos lgsmn 110% of the Market Value of Stock on thenGEate if the Optionee is a Ten Percent
Owner. The price at which shares may be acquire@émueach Nonstatutory Option shall not be so lichggelely by reason of this Section.

(c) Option Period. No Incentive Option may be exercised on or aftertenth anniversary of the Grant Date, or onfter ghe fifth
anniversary of the Grant Date if the Optionee T&ea Percent Owner. The Option period under eactstdtutory Option shall not be so limited
solely by reason of this Section.




(d) Exercisability. An Option may be immediately exercisable or bee@xercisable in such installments, cumulativeasr-n
cumulative, as the Committee may determine. Ircee of an Option not otherwise immediately exatesin full, the Committee may
Accelerate such Option in whole or in part at amet provided, howevethat in the case of an Incentive Option, any sucbeferation of the
Option would not cause the Option to fail to compigh the provisions of Section 422 of the Codehar Optionee consents to the Accelera

(e) Method of Exercise.An Option may be exercised by the Optionee givimigten notice, in the manner provided in Sectlé,
specifying the number of shares with respect tactvitiie Option is then being exercised. The notiad e accompanied by payment in the
form of cash or check payable to the order of thenany in an amount equal to the exercise priceeghares to be purchased or, subject in
each instance to the Committee’s approval, actiritsisole discretion, and to such conditionsnif,aas the Committee may deem necessary to
avoid adverse accounting effects to the Companyjdbyery to the Company of

0] shares of Stock having a Market Value equal teettexcise price of the shares to be purchased, or

(i) unless prohibited by applicable law, the Optionexecuted promissory note in the principal amougia¢to the exercise
price of the shares to be purchased and otherwisech form as the Committee shall have approved.

If the Stock is traded on an established marketmneat of any exercise price may also be made thraung under the terms and conditions of
any formal cashless exercise program authorizetiéCompany entailing the sale of the Stock sultgeah Option in a brokered transaction
(other than to the Company). Receipt by the Compdirsyich notice and payment in any authorizedpankination of authorized, means shall
constitute the exercise of the Option. Within ti{80) days thereafter but subject to the remaipirayisions of the Plan, the Company shall
deliver, or cause to be delivered, to the Opticorelaeis agent a certificate or certificates for thember of shares then being purchased. Such
shares shall be fully paid and nonassessable.

() Limit on Incentive Option CharacterizationAn Incentive Option shall be considered to beérexentive Option only to the extent
that the number of shares of Stock for which thédfirst becomes exercisable in a calendar yeanat have an aggregate Market Value (as
of the date of the grant of the Option) in excesthe “current limit”. The current limit for any Qipnee for any calendar year shall be $100,000
minusthe aggregate Market Value at the date of grattehumber of shares of Stock available for puretasthe first time in the same year
under each other Incentive Option previously gramtethe Optionee under the Plan, and under edxdr otcentive stock option previously
granted to the Optionee under any other incentiveksoption plan of the Company and its Affiliatafter December 31, 1986. Any shares of
Stock which would cause the foregoing limit to ielated shall be deemed to have been granted anskeparate Nonstatutory Option,
otherwise identical in its terms to those of theelmtive Option.

(9) Notification of Disposition. Each person exercising any Incentive Option g@@ninder the Plan shall be deemed to have
covenanted with the Company to report to the Comjeny disposition of such shares prior to the etjwn of the holding periods specified by
Section 422(a)(1) of the Code (currently the latiewo years from the Grant Date and one year filoendate of exercise of the Incentive
Option) and, if and to the extent that the reait@mabf income in such a disposition imposes up@Qompany federal, state, local or other
withholding tax requirements, or any such withhotgis required to secure for the Company an otrsenavailable tax deduction, to remit to
the Company an amount in cash sufficient to satlsfge requirements.

7.2 Stock Appreciation Rights.

(a) Tandem or Stand-AloneStock Appreciation Rights may be granted in tamaégth an Option (at or, in the case of a Nonstaiut
Option, after the award of the Option), or alond anrelated to an Option. Stock Appreciation Rightsandem with an Option shall terminate
to the extent that the related Option is exerciaed, the related Option shall terminate to therexteat the tandem Stock Appreciation Rights
are exercised.




(b) Exercise Price. Stock Appreciation Rights shall have such exerpisce as the Committee may determine, excepinthe case
of Stock Appreciation Rights in tandem with Optiptie exercise price of the Stock Appreciation Rigthall equal the exercise price of the
related Option.

(c) Other Terms. Except as the Committee may deem inappropriateapplicable in the circumstances, Stock ApprémRights
shall be subject to terms and conditions substingemilar to those applicable to a Nonstatutomytion. In addition, a Stock Appreciation
Right related to an Option which can only be exsadiduring limited periods following a Change im@ol may entitle the Participant to
receive an amount based upon the highest pricegpaitfered for Stock in any transaction relatioghte Change in Control or paid during the
thirty (30) day period immediately preceding thewtence of the Change in Control in any transaatéported in the stock market in which
the Stock is normally traded.

7.3 Restricted Stock.

(a) Purchase Price. Shares of Restricted Stock shall be issued uh@ePlan for such consideration, in cash, othepegnty or
services, or any combination thereof, as is detegthby the Committee.

(b) Issuance of Certificates Each Participant receiving a Restricted Stock slwaubject to subsection (c) below, shall be idsae
stock certificate in respect of such shares of fiéstl Stock. Such certificate shall be registéretthe name of such Participant, and, if
applicable, shall bear an appropriate legend tliefgto the terms, conditions, and restrictions ialle to such Award substantially in the
following form:

The transferability of this certificate and the Idsarepresented by this certificate are subjetitdderms and conditions of the
Netlist, Inc. 2006 Equity Incentive Plan and an At&vAgreement entered into by the registered owndrNetlist, Inc. Copies of such
Plan and Agreement are on file in the offices ofliste Inc.

(c) Escrow of Shares.The Committee may require that the stock cedtéis evidencing shares of Restricted Stock beihaldstody
by a designated escrow agent (which may but needenthe Company) until the restrictions therecalldhave lapsed, and that the Participant
deliver a stock power, endorsed in blank, relatinthe Stock covered by such Award.

(d) Restrictions and Restriction PeriodDuring the Restriction Period applicable to sekarERestricted Stock, such shares shall be
subject to limitations on transferability and alRe$ Forfeiture arising on the basis of such cands related to the performance of services,
Company or Affiliate performance or otherwise as @ommittee may determine and provide for in thaliegble Award Agreement. Any such
Risk of Forfeiture may be waived or terminatedther Restriction Period shortened, at any time kyGbmmittee on such basis as it deems
appropriate.

(e) Rights Pending Lapse of Risk of Forfeiture or Fibuie of Award. Except as otherwise provided in the Plan or pdieable
Award Agreement, at all times prior to lapse of &igk of Forfeiture applicable to, or forfeiture ah Award of Restricted Stock, the
Participant shall have all of the rights of a stoakler of the Company, including the right to vaagd the right to receive any dividends with
respect to, the shares of Restricted Stock. Thenitiee, as determined at the time of Award, maynieor require the payment of cash
dividends to be deferred and, if the Committee eteminines, reinvested in additional Restricted IStodhe extent shares are available under
Section 4.

() Lapse of Restrictions.If and when the Restriction Period expires witt@yprior forfeiture of the Restricted Stock, thestificates
for such shares shall be delivered to the Partitipeomptly if not previously delivered.

7.4 Restricted Stock Units.

(a) Character. Each Restricted Stock Unit shall entitle the pemit to a share of Stock at a close of such Réistni Period as the
Committee may establish and be subject to a Rigtodkiture arising on the basis of such conditimrating to the performance of services,
Company or Affiliate performance or otherwise as @ommittee may determine and provide for in thaliepble Award Agreement. Any such
Risk of Forfeiture may be waived or terminatedtha Restriction Period shortened, at any time leyGbmmittee on such basis as it deems
appropriate.




(b) Form and Timing of PaymentPayment of earned Restricted Stock Units shathlade in a single lump sum following the clos
the applicable Restriction Period. At the discretid the Committee, Participants may be entitleceteive payments equivalent to any
dividends declared with respect to Stock referericepants of Restricted Stock Units but only faliag the close of the applicable Restriction
Period and then only if the underlying Stock shale been earned. Unless the Committee shall gratlterwise, any such dividend
equivalents shall be paid, if at all, without irgst or other earnings.

7.5 Performance Units.

(a) Character. Each Performance Unit shall entitle the recipterthe value of a specified number of shares o€lgtover the initial
value for such number of shares, if any, estahlighyethe Committee at the time of grant, at theelof a specified Performance Period to the
extent specified Performance Goals shall have bebieved.

(b) Earning of Performance Units.The Committee shall set Performance Goals idistsretion which, depending on the extent to
which they are met within the applicable Perform@aReriod, will determine the number and value gfd?Pmance Units that will be paid out to
the Participant. After the applicable Performaneed? has ended, the holder of Performance Una#l bk entitled to receive payout on the
number and value of Performance Units earned by #rticipant over the Performance Period, to berdghed as a function of the extent to
which the corresponding Performance Goals have aekieved.

(c) Form and Timing of PaymentPayment of earned Performance Units shall be rimadeingle lump sum following the close of
applicable Performance Period. At the discretiothefCommittee, Participants may be entitled teirezany dividends declared with respe:
Stock which have been earned in connection withtgraf Performance Units which have been earnadhdiuyet distributed to Participants.
The Committee may permit or, if it so provides &trg, require a Participant to defer such Partitisaeceipt of the payment of cash or the
delivery of Stock that would otherwise be due tolsRarticipant by virtue of the satisfaction of asguirements or goals with respect to
Performance Units. If any such deferral electiopgamitted or required, the Committee shall esshblules and procedures for such payment
deferrals.

7.6 Stock Grants. Stock Grants shall be awarded solely in recogmitif significant contributions to the successhaf Company or
its Affiliates, in lieu of compensation otherwiskeeady due and in such other limited circumstarasethe Committee deems appropriate. Stock
Grants shall be made without forfeiture conditiofgny kind.

7.7 Qualified Performance-Based Awards.

(a) Purpose. The purpose of this Section 7.7 is to provideGoenmittee the ability to qualify Awards as “perftance-based
compensation” under Section 162(m) of the CodthdfCommittee, in its discretion, decides to geanAward as a Qualified Performance-
Based Award, the provisions of this Section 7.7 @ohtrol over any contrary provision containedhe Plan. In the course of granting any
Award, the Committee may specifically designateAReard as intended to qualify as a Qualified Perfance-Based Award. However, no
Award shall be considered to have failed to qual#ya Qualified Performance-Based Award solely iseghe Award is not expressly
designated as a Qualified Performance-Based Awane iAward otherwise satisfies the provisionshi$ tSection 7.7 and the requirements of
Section 162(m) of the Code and the regulationstitetter applicable to “performance-based compemsétio

(b) Authority. All grants of Awards intended to qualify as Qfiali Performance-Based Awards and determinatiderofis
applicable thereto shall be made by the Committe# not all of the members thereof qualify as teide directors” within the meaning of
applicable IRS regulations under Section 162 ofCbde, a subcommittee of the Committee consistiregich of the members of the
Committee as do so qualify. Any action by suchlzcemmittee shall be considered the action of thex@itee for purposes of the Plan.




(c) Applicability. This Section 7.7 will apply only to those Covetgaployees, or to those persons who the Commitésrmhines
are reasonably likely to become Covered Employedsd period covered by an Award, selected by the@ittee to receive Qualified
Performance-Based Awards. The Committee may, idisiretion, grant Awards to Covered Employees dioatot satisfy the requirements of
this Section 7.7.

(d) Discretion of Committee with Respect to Qualifiedfrmance-Based AwardsOptions may be granted as Qualified
Performance-Based Awards in accordance with Se€tibnexcept that the exercise price of any Optitended to qualify as a Qualified
Performance-Based Award shall in no event be leststhe Market Value of the Stock on the date ahgrWith regard to other Awards
intended to qualify as Qualified Performance-Ba&esrds, such as Restricted Stock, Restricted Stbits, or Performance Units, the
Committee will have full discretion to select tleagth of any applicable Restriction Period or Penfince Period, the kind and/or level of the
applicable Performance Goal, and whether the Fegoce Goal is to apply to the Company, a Subsidiagny division or business unit or to
the individual. Any Performance Goal or Goals aggdlile to Qualified Performance-Based Awards steablijective, shall be established not
later than ninety (90) days after the beginningmof applicable Performance Period (or at such athtr as may be required or permitted for
“performance-based compensation” under Sectionmpaf the Code) and shall otherwise meet the requénts of Section 162(m) of the
Code, including the requirement that the outcomthefPerformance Goal or Goals be substantiallgrain (as defined in the regulations
under Section 162(m) of the Code) at the time distadal.

(e) Payment of Qualified Performance-Based AwardsParticipant will be eligible to receive paymemtder a Qualified
Performance-Based Award which is subject to acmmré of a Performance Goal or Goals only if theliapple Performance Goal or Goals
period are achieved within the applicable PerforeaPeriod, as determined by the Committee. In deténg the actual size of an individual
Qualified Performance-Based Award, the Committeg reduce or eliminate the amount of the Qualifiedf®manceBased Award earned f
the Performance Period, if in its sole and absdligeretion, such reduction or elimination is agprate.

() Maximum Award Payable.The maximum Qualified Performance-Based Awardhpenyt to any one Participant under the Plan for
a Performance Period is 25% of the number of shafr8sock set forth in Section 4 above, or if theaified Performance-Based Award is paid
in cash, that number of shares multiplied by thekdiaValue of the Stock as of the date the Qualiferformance-Based Award is granted.

(g) Limitation on Adjustments for Certain Eventslo adjustment of any Qualified Performance-Ba&esrd pursuant to Section 8
shall be made except on such basis, if any, aswilcause such Award to provide other than “penforce-based compensation” within the
meaning of Section 162(m) of the Code.

7.8 Awards to Participants Outside the United Statd$ie Committee may modify the terms of any Awander the Plan granted to
a Participant who is, at the time of grant or dgrihe term of the Award, resident or primarily eoy#d outside of the United States in any
manner deemed by the Committee to be necessappooiate to conform that Award to laws, regulaipand customs of the country in
which the Participant is then resident or primaeilyployed, or so that the value and other benefitse Award to the Participant, as affected
by foreign tax laws and other restrictions applieads a result of the Participant’s residence goleyment abroad, shall be comparable to the
value of such an Award to a Participant who isdest or primarily employed in the United Statese Bommittee may establish supplements
to, or amendments, restatements, or alternative@ores of, the Plan for the purpose of granting aththinistrating any such modified Award.
such modification, supplement, amendment, restateprealternative version may increase the sharni bf Section 4.

8. Adjustment Provisions

8.1 Adjustment for Corporate ActionsAll of the share numbers set forth in the Pldfent the capital structure of the Company as of
the Effective Date. Subject to Section 8.2, if ®dhgent to that date the outstanding shares of Stwany other securities covered by the Plan
by reason of the prior application of this Sectiarg increased, decreased, or exchanged for aadiffeumber or kind of shares or other
securities, or if additional shares or new or défe shares or other securities are distributel wispect to shares of Stock, through a merger,
consolidation, sale of all or substantially all fireperty of the Company, reorganization, recaig#ibn, reclassification, stock dividend, stock
split, reverse stock split, or other similar distrtion with respect to such shares of Stock, amapjate and proportionate adjustment will be
made in (i) the maximum numbers and kinds of shpregided in Section 4, (ii) the numbers and kinfishares or other securities subject to
the then outstanding Awards, (iii) the exercisegffor each share or other unit of any other sgesrsubject to then outstanding Options and
Stock Appreciation Rights (without change in thgr@gate purchase price as to which such OptioRdgits remain exercisable), and (iv) the
repurchase price of each share of Restricted Stmrksubject to a Risk of Forfeiture in the formad€ompany repurchase right.




8.2 Treatment in Certain Acquisitions.

€) Subject to any provisions of then outstanding Awagchnting greater rights to the holders thereothé event of an
Acquisition, the Committee may, either in advantée Acquisition or at the time thereof and upaclsterms as it may deem appropriate,
provide for the Acceleration of any then outstagdiwards in full if, and only if, such Awards aretrassumed or replaced by comparable
Awards referencing shares of the capital stockefduccessor or acquiring entity or parent thewssd, after a reasonable period following s
Acceleration, as determined by the Committee, AAcdelerated Awards and all other then outstandingAls not assumed or replaced by
comparable Awards shall terminate. As to any onmarre outstanding Awards which are not otherwiseeterated in full by reason of such
Acquisition, the Committee may also, either in atheof an Acquisition or at the time thereof andmupuch terms as it may deem appropriate,
provide for the Acceleration of such outstandingakes in the event that the employment of the Hpatits should subsequently terminate
following the Acquisition. Each outstanding Awaldht is assumed in connection with an Acquisitiarismtherwise to continue in effect
subsequent to the Acquisition, will be appropriatajusted, immediately after the Acquisition, astte number and class of securities and
other relevant terms in accordance with Section 8.1

(b) For the purposes of this Section 8.2, an Awardl sleatonsidered assumed or replaced by a compatalzed if, following
the Acquisition, the Award confers the right to gheise, for each share of Stock subject to the Awangediately prior to the Acquisition, the
consideration (whether stock, cash or other seesritr property) received in the Acquisition bydwis of Stock on the effective date of the
Acquisition (and if holders were offered a choiéeonsideration, the type of consideration chosethie holders of a majority of the
outstanding shares of Stockypvided, howeverthat if such consideration received in the Acijigis was not solely common stock of the
successor corporation or its parent or subsidiagy Committee may, with the consent of the successporation, provide for the consideral
to be received upon the exercise of the Award &mheshare of Stock subject to the Award to be ga@emmon stock of the successor
corporation or its parent or subsidiary equal infi@garket value to the per share considerationivedeby holders of Stock in the Acquisition,
any combination of cash and common stock, (inclgdire payment of cash equal to the net of Markéti®/aver the exercise price of the
shares of Stock subject to the Award) so approyetthdd Committee with the consent of the successgraration; and provided further that
such Award may continue to be subject to the sagséing requirements or Risks of Forfeiture after Atquisition.

8.3 Dissolution or Liquidation. Upon the dissolution or liquidation of the Compaather than as part of an Acquisition or similar
transaction, each outstanding Option and Stock égation Right shall terminate, but the Optione&tarck Appreciation Right holder shall
have the right, immediately prior to the dissolatar liquidation, to exercise the Option or Stoghpeciation Right to the extent exercisable
the date of the dissolution or liquidation.

8.4 Adjustment of Awards Upon the Occurrence of Geftlnusual or Nonrecurring Eventsin the event of any corporate action not
specifically covered by the preceding Sectionduitiog but not limited to an extraordinary cashtilisition on Stock, a corporate separation or
other reorganization or liquidation, the Committeay make such adjustment of outstanding Awardglagid terms, if any, as it, in its sole
discretion, may deem equitable and appropriateércircumstances. The Committee may make adjussmetite terms and conditions of, and
the criteria included in, Awards in recognitionuwfusual or nonrecurring events (including, withiimitation, the events described in this
Section) affecting the Company or the financialesteents of the Company or of changes in applicias, regulations, or accounting
principles, whenever the Committee determinesghah adjustments are appropriate in order to pteherdilution or enlargement of the
benefits or potential benefits intended to be madelable under the Plan.

8.5 Related Matters. Any adjustment in Awards made pursuant to thigtiSe 8 shall be determined and made, if at all{Hzy
Committee and shall include any correlative modiiien of terms, including of Option exercise priceges of vesting or exercisability, Risks
of Forfeiture, applicable repurchase prices fortReed Stock, and Performance Goals and othenéiad objectives which the Committee may
deem necessary or




appropriate so as to ensure the rights of thedjaatits in their respective Awards are not substbydiminished nor enlarged as a result of
adjustment and corporate action other than as ssigreontemplated in this Section 8. No fractiomahare shall be purchasable or deliverable
upon exercise, but in the event any adjustmentuneier of the number of shares covered by an Awall sause such number to include a
fraction of a share, such number of shares shadpested to the nearest smaller whole numberarfesh No adjustment of an Option exercise
price per share pursuant to this Section 8 shsilltén an exercise price which is less than thevplue of the Stock.

9. Settlement of Awards

9.1 In General. Options and Restricted Stock shall be settleatibordance with their terms. All other Awards mayskttled in casl
Stock, or other Awards, or a combination theresfdetermined by the Committee at or after grantsarjlect to any contrary Award
Agreement. The Committee may not require settlerobahy Award in Stock pursuant to the immediataigceding sentence to the extent
issuance of such Stock would be prohibited or lBorably delayed by reason of any other provisiothefPlan.

9.2 Violation of Law. Notwithstanding any other provision of the Plaritor relevant Award Agreement, if, at any timetha
reasonable opinion of the Company, the issuansbdarfes of Stock covered by an Award may constiwi®lation of law, then the Company
may delay such issuance and the delivery of aficatéé for such shares until (i) approval shallééeen obtained from such governmental
agencies, other than the Securities and Exchanger@sion, as may be required under any applicaledule, or regulation and (ii) in the
case where such issuance would constitute a \dolati a law administered by, or a regulation o Securities and Exchange Commission,
of the following conditions shall have been sagidfi

€) the shares are at the time of the issue of suatesleffectively registered under the Securities@#d933, as amended; or

(b) the Company shall have determined, on such basislaesms appropriate (including an opinion of cgelnin form and
substance satisfactory to the Company) that thee sahsfer, assignment, pledge, encumbrance er disposition of such shares or such
beneficial interest, as the case may be, doeseqoire registration under the Securities Act of3,98 amended, or any applicable State
securities laws.

The Company shall make all reasonable effortsittgbabout the occurrence of said events.

9.3 Corporate Restrictions on Rights in Stockny Stock to be issued pursuant to Awards granteter the Plan shall be subject to
all restrictions upon the transfer thereof whichyrba now or hereafter imposed by the certificatenobrporation and by-laws (or similar
charter documents) of the Company.

9.4 Investment Representationd.he Company shall be under no obligation to issueshares covered by any Award unless the
shares to be issued pursuant to Awards granted timel®lan have been effectively registered ungeiSecurities Act of 1933, as amended, or
the Participant shall have made such written rgmtasions to the Company (upon which the Compatig\®s it may reasonably rely) as the
Company may deem necessary or appropriate for pagpaf confirming that the issuance of such shailebe exempt from the registration
requirements of that Act and any applicable stateisties laws and otherwise in compliance withaglblicable laws, rules and regulations,
including but not limited to that the Participastaicquiring the shares for his or her own accoontife purpose of investment and not with a
view to, or for sale in connection with, the dilstriion of any such shares.

9.5 Registration. If the Company shall deem it necessary or delgr@bregister under the Securities Act of 1933amgnded or
other applicable statutes any shares of Stockdssu be issued pursuant to Awards granted utheePlan, or to qualify any such shares of
Stock for exemption from the Securities Act of 1988 amended, or other applicable statutes, the@dmpany shall take such action at its
own expense. The Company may require from eachiegttiof an Award, or each holder of shares of ISammuired pursuant to the Plan, such
information in writing for use in any registratistatement, prospectus, preliminary prospectusferiong circular as is reasonably necessan
that purpose and may require reasonable indenmityet Company and its officers and directors frbat holder against all losses, claims,
damage and liabilities arising from use of the infation so furnished and caused by any untruerstateof any material fact therein or caused
by the omission to state a material fact requicelet stated therein or necessary to make the statsrtherein not misleading in the light of




the circumstances under which they were made.ditiad, the Company may require of any such pethahhe or she agree that, without the
prior written consent of the Company or the managinderwriter in any public offering of shares ¢d&, he or she will not sell, make any
short sale of, loan, grant any option for the pasehof, pledge or otherwise encumber, or otherdigaose of, any shares of Stock during the
180 day period commencing on the effective datth@fregistration statement relating to the undet@mipublic offering of securities. Without
limiting the generality of the foregoing provisioakthis Section 9.5, if in connection with any endritten public offering of securities of the
Company the managing underwriter of such offergguires that the Company’s directors and officatsreinto a lock-up agreement
containing provisions that are more restrictiventtide provisions set forth in the preceding serggtien (a) each holder of shares of Stock
acquired pursuant to the Plan (regardless of whetleh person has complied or complies with theipians of clause (b) below) shall be
bound by, and shall be deemed to have agreedetsatine lock-up terms as those to which the Compatiséctors and officers are required to
adhere; and (b) at the request of the Companyair sianaging underwriter, each such person shatieeend deliver a lock-up agreement in
form and substance equivalent to that which isirequo be executed by the Company’s directorsdadficers.

9.6 Placement of Legends; Stop Orders; eteach share of Stock to be issued pursuant to dsvgiranted under the Plan may bear a
reference to the investment representation madedardance with Section 9.4 in addition to any o#fgplicable restriction under the Plan, the
terms of the Award and if applicable under the Bbotders’ Agreement and to the fact that no regiiin statement has been filed with the
Securities and Exchange Commission in respectdb shares of Stock. All certificates for shareStufck or other securities delivered under
the Plan shall be subject to such stock transfdersrand other restrictions as the Committee mayndedvisable under the rules, regulations,
and other requirements of any stock exchange ugcihvwhe Stock is then listed, and any applicabtiefal or state securities law, and the
Committee may cause a legend or legends to berpaihy such certificates to make appropriate refareéa such restrictions.

9.7 Tax Withholding. Whenever shares of Stock are issued or to bedgsursuant to Awards granted under the Plan, tmepany
shall have the right to require the recipient tmiteo the Company an amount sufficient to satfefjeral, state, local or other withholding tax
requirements if, when, and to the extent requinethly (whether so required to secure for the Com@anotherwise available tax deduction or
otherwise) prior to the delivery of any certificatecertificates for such shares. The obligatiohthe Company under the Plan shall be
conditional on satisfaction of all such withholdiagligations and the Company shall, to the extentitted by law, have the right to deduct
any such taxes from any payment of any kind othewlue to the recipient of an Award. However, ichstases Participants may elect, subject
to the approval of the Committee, to satisfy anliapple withholding requirement, in whole or in pdyy having the Company withhold shares
to satisfy their tax obligations. Participants nuenyy elect to have Shares withheld having a Mavadtie on the date the tax is to be determ
equal to the minimum statutory total tax which eblé imposed on the transaction. All electionsIdfairrevocable, made in writing, signed
by the Participant, and shall be subject to anfrioti®ns or limitations that the Committee deerpprapriate.

10. Reservation of Stock

The Company shall at all times during the termhefPlan and any outstanding Awards granted hereuagerve or otherwise keep
available such number of shares of Stock as wilufécient to satisfy the requirements of the Rji&then in effect) and the Awards and shall
pay all fees and expenses necessarily incurreddbZbompany in connection therewith.

11. Limitation of Rights in Stock; No Special Service Rghts

A Participant shall not be deemed for any purpodeeta stockholder of the Company with respechiodd the shares of Stock subj
to an Award, unless and until a certificate shalldnbeen issued therefor and delivered to thediaatit or his agent. Nothing contained in the
Plan or in any Award Agreement shall confer upoy @tipient of an Award any right with respect e ttontinuation of his or her employm
or other association with the Company (or any #ffé), or interfere in any way with the right oet@ompany (or any Affiliate), subject to the
terms of any separate employment or consultingesgeat or provision of law or corporate articles;léys or similar charter documents to the
contrary, at any time to terminate such employnogmonsulting agreement or to increase or decreasgherwise adjust, the other terms and
conditions of the recipient’s employment or othssaciation with the Company and its Affiliates.




12. Unfunded Status of Plan

The Plan is intended to constitute an “unfundedhgbr incentive compensation, and the Plan isntehded to constitute a plan
subject to the provisions of the Employee Retireihecome Security Act of 1974, as amended. Witlpeesto any payments not yet made to a
Participant by the Company, nothing contained Imesball give any such Participant any rights tmatgreater than those of a general creditor
of the Company. In its sole discretion, the Comeeitinay authorize the creation of trusts or other@ements to meet the obligations created
under the Plan to deliver Stock or payments wigipeet to Options, Stock Appreciation Rights anégptiwards hereundeprovided,
however, that the existence of such trusts or other agarents is consistent with the unfunded statuseoPian.

13. Nonexclusivity of the Plan

Neither the adoption of the Plan by the Board herdubmission of the Plan to the stockholders@bmpany shall be construed as
creating any limitations on the power of the Bor@dopt such other incentive arrangements asyitdeam desirable, including without
limitation, the granting of stock options and riséd stock other than under the Plan, and su@ngements may be either applicable generally
or only in specific cases.

14. Termination and Amendment of the Plan

The Board may at any time terminate the Plan oramsaich modifications of the Plan as it shall dedrisable. Unless the Board
otherwise expressly provides, no amendment of lfwe $hall affect the terms of any Award outstandnghe date of such amendment.

The Committee may amend the terms of any Awarcetbére granted, prospectively or retroactivelyvided that the Award as
amended is consistent with the terms of the Pldso #vithin the limitations of the Plan, the Commétmay modify, extend or assume
outstanding Awards or may accept the cancellatfayutstanding Awards or of outstanding stock opgion other equity-based compensation
awards granted by another issuer in return fogtaat of new Awards for the same or a different hanof shares and on the same or different
terms and conditions (including but not limitedthe exercise price of any Option). Furthermore Goenmittee may at any time (a) offer to |
out for a payment in cash or cash equivalents aarAwgreviously granted or (b) authorize the recipa an Award to elect to cash out an
Award previously granted, in either case at suctetand based upon such terms and conditions &othenittee shall establish.

No amendment or modification of the Plan by the lpar of an outstanding Award by the Committeallsimpair the rights of the
recipient of any Award outstanding on the dateushsamendment or modification or such Award, ascts® may be, without the Participant’s
consentprovided, howevethat no such consent shall be required if (i) toaf or Committee, as the case may be, determiriessole
discretion and prior to the date of any Acquisitibat such amendment or alteration either is reguir advisable in order for the Company,
Plan or the Award to satisfy any law or regulatime)uding without limitation the provisions of Sem 409A of the Code or to meet the
requirements of or avoid adverse financial accagntionsequences under any accounting standarid), te(Board or Committee, as the case
may be, determines in its sole discretion that stmbndment or alteration is not reasonably likelgignificantly diminish the benefits
provided under the Award, or that any such dimontias been adequately compensated.

15. Notices and Other Communications

Any notice, demand, request or other communicdieneunder to any party shall be deemed to be grifidf contained in a written
instrument delivered in person or duly sent byt fitass registered, certified or overnight mailsage prepaid, or telecopied with a
confirmation copy by regular, certified or overnighail, addressed or telecopied, as the case mdj) lifeto the recipient of an Award, at his
her residence address last filed with the Compaay(&) if to the Company, at its principal placebwusiness, addressed to the attention of its




Treasurer, or to such other address or telecopimber, as the case may be, as the addressee magdmgnated by notice to the addressor.
All such notices, requests, demands and other canmations shall be deemed to have been receiveid: tfie case of personal delivery, on the

date of such delivery; (ii) in the case of mailimgien received by the addressee; and (iii) in #e=of facsimile transmission, when confirmed
by facsimile machine report.

16. Governing Law

The Plan and all Award Agreements and actions tékereunder shall be governed, interpreted andesdan accordance with the
laws of the State of Delaware, without regard ®¢bnflict of laws principles thereof.




Exhibit 10.2
AMENDMENT TO LOAN DOCUMENTS
THIS AMENDMENT TO LOAN DOCUMENTS (this “Amendment”) is entered into as of June 3M @ by 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 that certain Laagh Security Agreement with an Effective Date ofaber 31, 2009 (as
amended, modified, supplemented or restated, tloah Agreement”) in effect between Bank and Bornowe

B. Bank has extended credit to Borrower for the puepgeermitted in the Loan Agreement.

C. Borrower has requested that Bank amend the Loaaehgent to modify the Profitability Financial Covanhas more fully se
forth herein.

D. Bank has agreed to so amend the Loan Agreemendnhuto the extent, in accordance with the tersaject 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 intendingdddgally bound, the parties hereto agree as fallow

1. Definitions. Capitalized terms used but not defined in thisshdment shall have the meanings given to themei.tian
Agreement.
2. Amendments to Loan Documents.

2.1 Modified Profitability Financial Covenant. Section 6.9(b) of the Loan Agreement is hereby atadnn its entiret
to read as follows:

(b) Profitability . Measured as of the end of each of the folloviiscpal quarters, minimum Gross Profit of not
less than the following [note — amounts within gedhbrackets ( < $ >) are negative amounts]:

Fiscal Quarter ending ... Minimum Gross Profit
September 30, 20( $ <415,000.0>
December 31, 200 $ 43,000.0!
March 31, 201( $ 1,429,000.0
June 30, 201 $ 1,500,000.0
September 30, 201 $ 2,000,000.0




3. Limitation of Amendments.

3.1 The amendments set forth$ection 2, above, are effective for the purposes set foettein and shall be limited
precisely as written and shall not be deemed tb€ag 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 havéénftiture 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 agreéemsetrforth in the Loan Documents (as amendetiisyAmendment, as applicable) are
hereby ratified and confirmed and shall remairuihfbrce 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 contain#teihoan
Documents are true, accurate and complete in daénahrespects as of the date hereof (excepta@titent such representations and warranties
relate to an earlier date, in which case theyraie dnd correct as of such date, or except asvafepreviously disclosed in writing by
Borrower to Bank), and (b) no Event of Default loasurred and is continuing;

4.2 Borrower has the power and authority to executedsliger 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, accusate
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 Amentgimo not and will not contravene (a) any lawemulation binding on or affecting
Borrower, (b) any contractual restriction with a$ binding on Borrower, (c) any order, judgmentlecree of any court or other
governmental or public body or authority, or suliglon thereof, binding on Borrower, or (d) the argational documents of Borrower;
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4.6 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 Amengmo not require any order, consent, approianse, authorization or validation of,
or filing, recording or registration with, or exetigm by any governmental or public body or authgritr subdivision thereof, binding on either
Borrower, except as already has been obtained denzend

4.7 This Amendment has been duly executed and deliveyéBbrrower and is the binding obligation of Boser,
enforceable against Borrower in accordance witkeitsis, except as such enforceability may be lianitg bankruptcy, insolvency,
reorganization, liquidation, moratorium or othanar laws of general application and equitablegiples relating to or affecting creditors’
rights.

5. Release by Borrower and Guarantor. Each of Borrower and Guarantor (individually amdlectively, “Obligor”) hereby
agree as follows:

5.1 FOR GOOD AND VALUABLE CONSIDERATION , Obligor hereby forever relieves, releases, asdrdirges
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 knommknown, 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 whatso 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.

5.2 In furtherance of this release, Obligor expressknawledges and waives any and all rights undeti@e&542 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, Obligor recognizes ho facts or representations are ever absologetgin and it may
hereafter discover facts in addition to or diffearfom those which it presently knows or believede true, but that it is the intention of Obli
hereby to fully, finally and forever settle ande@se all matters, disputes and differences, knavamknown, suspected or unsuspected;
accordingly, if Obligor should subsequently disaotiet any fact that it relied upon in enteringpitttis release was untrue, or that any
understanding of the facts was incorrect, Oblig@ilsnot be entitled to set aside this releaseglgon thereof, regardless of any claim of
mistake of fact or law or any other circumstancéstsoever. Obligor acknowledges that it is notingl upon and has not relied upon any
representation or statement made by Bank with ct$pehe facts underlying this release or witharelgto any of such party’s rights or asserted
rights.

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

55 Obligor hereby represents and warrants to Bank Bantk is relying thereon, as follows:
(@) Except as expressly stated in this Amendment, eeBlank nor any agent, employee or representafive o
Bank has made any statement or representationltigd@begarding any fact relied upon by Obligoreintering into this Amendment.
(b) Obligor has made such investigation of the factsap@ng 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 Oblitfar contents hereof are known and understood by

Obligor, and this Amendment is signed freely, arheut duress, by Obligor.

(e) Obligor represents and warrants that it is the antklawful owner of all right, title and interaéstand to
every claim and every other matter which it reledserein, and that it has not heretofore assignéduasferred, or purported to assign or
transfer, to any person, firm or entity any claion®ther matters herein released. Obligor shdkinnify 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. Fee. In consideration for Bank entering into this Amerad) Borrower shall pay Bank a fee in the mutuatiyeed amount
of $2,500.00, which fee shall be earned in full and payableccorently with the execution and delivery of thimAndment. Such fee shall be
non-refundable and in addition to all interest atfter fees payable to Bank under the Loan DocumeBask is authorized to charge such fee
to Borrower’s loan account.

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

8. Counterparts. This Amendment may be executed in any humbeoofterparts and all of such counterparts takerthege
shall be deemed to constitute one and the sanrenmsht.

9. Effectiveness. This Amendment shall be deemed effective uperdtie execution and delivery to Bank of this Ameadtn
by each party hereto.

[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/ Kurt Miklinski By: /s/ Gail Sasak

Name: Kurt Miklinski Name: Gail Sasal

Title: Vice Presiden Title: Chief Financial Office
CONSENT

The undersigned hereby expressly agrees to Seetidthe foregoing Amendment and acknowledgesiti@onsent to the rest of the
foregoing Amendment is not required, but the undeesd nevertheless does hereby agree and consthet émtire foregoing Amendment and
to the documents and agreements referred to thaneito all future modifications and amendmentsetite and any termination thereof, and to
any and all other present and future documentsagneements between or among the foregoing pamieghing herein shall in any way limit
any of the terms or provisions of the Guaranty,Guarantor Security Agreement, or any other Loaoubwents, executed by the undersigned,
all of which are hereby ratified and affirmed.

GUARANTOR:

NETLIST TECHNOLOGY TEXAS LP, a Texas limited partship
By: NETLIST, INC., its general partni

By: /s/ Gail Sasak

Name: Gail Sasal
Title: Chief Financial Office

Signature Page




EXHIBIT 31.1

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

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

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

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

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

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

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

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

d) disclosed in this report any change in the Regissanternal control over financial reporting thatcurred 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 certifying officer and | eadisclosed, based on our most recent evaluatigrterhal control over
financial reporting, to the Registrant’s auditonsldhe audit committee of the Registrant’s boardiactors (or persons performing the
equivalent functions):

a) all significant deficiencies and material weaknsssethe design or operation of internal contratiofinancial
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 material, that involveanagement or other employees who have a significéain the
Registrant’s internal control over financial repogt

August 12, 2010 /s/ Chun K. Hon¢
Chun K. Hong
President, Chief Executive Officer and Chairmathef Boarc
(Principal Executive Officer




EXHIBIT 31.2

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

I, 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 lightdafircumstances 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 controfs@ancedures, or caused such disclosure contrdipatedures 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 oweairicial 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 tegiRrant’s disclosure controls and procedurespaesented 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 changthe 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 tenexiuation of internal control over
financial reporting, to the Registrant’s auditonsldhe audit committee of the Registrant’s boardigctors (or persons performing the
equivalent functions):

a) all significant deficiencies and erél 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 materiagttinvolves management or other employees who aaignificant role in the
Registrant’s internal control over financial repogt

August 12, 2010 /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 July 3, 2010 (
“Report”), Chun K. Hong, president, chief executoficer and chairman of the board of Netlist, a¥ail M. Sasaki, vice president and chief

financial officer of Netlist, each hereby certifigairsuant to 18 U.S.C. Section 1350, as adoptestpat 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.

August 12, 2010 /s/ Chun K. Hon¢
Chun K. Hong

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

August 12, 201( /s/ Gail M. Sasak
Gail M. Sasak
Vice President and Chief Financial Offic
(Principal Financial Officer




